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Preparing for a Premium Audit 
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Surprise endings are not always welcome, especially 
when it comes to workers compensation premium 
audits. The insurance agency can play a key role 
in facilitating the audit by helping the policyholder 
understand the reason for the audit, the audit process, 
and the preparations that can be made to help the audit 
go smoothly and minimize audit mistakes.  

Workers compensation premium is based on payroll 
estimates provided at the beginning of the policy period. 
The purpose of the audit is to determine whether 
the payroll and classification codes quoted at policy 
inception reflect accurate payroll and scope of the 
insured’s operations during the policy period. Audits are 
generally conducted within 60 days after the expiration 
of a policy. Once the policy has been audited, the 
premium will be adjusted by the insurance carrier, and 
the policyholder will be billed accordingly.  

As a proactive approach, agents can help their clients 
avoid unpleasant audit outcomes by explaining the 
importance of accurate payroll estimates, encouraging 
the client to give a detailed description of operations, and 
verifying employee job descriptions to ensure they are 
classified correctly when the policy is issued. In addition, 
agents may want to recommend that their policyholders 
take the following steps:

Designate a primary contact 
Prior to the premium audit, the policyholder should 
assign a primary contact person for the audit. This 
person should be familiar with the payroll records and 
have a thorough understanding of the work done by 
all departments and all employees. Audit errors can be 
minimized when accurate and detailed information is 
provided during the audit process. 

Review previous years’ audit documents 
Review prior audit documents including audit billing 
statements to prepare for any important issues or 
concerns that may come up during the audit process. 

Review necessary records in advance  
Prior to the premium audit, gather and review all payroll 
documents for accuracy and completeness. Payroll 
documents should be provided in a format that will make 
it easy to break out overtime and convert back to straight 
time as allowed by the state’s workers compensation 
rules. Common records needed for the audit process 
are:
• Employee records
• Payroll records, including federal tax reports, state 

unemployment reports, individual earnings records 
• All overtime payments broken down by employee
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• Cash disbursements including breakdown of 
payments to subcontractors, materials, and casual 
labor

• Detailed description of business operations
• Detailed explanation of job duties for each employee

Understand what will be included as payroll 
Payroll is only one component of remuneration included 
in the computation of workers compensation premium. 
It is important for the policyholder to understand how 
the state defines payroll and other non-money items 
included as payroll. See the chart below for what is 
included and excluded in payroll.

Understand the class codes and how to 
assign employee payrolls 
It is important for the insured to understand the workers 
compensation rules when classifying employees and 
assigning their payroll to a class code. Misclassifications 
are the most common cause for audit disputes and 
premium overcharges. A detailed job description for each 

employee and an understanding of the specific workers 
compensation class code rules will help minimize 
misclassifications on the audit. 

Verify certificates of insurance for 
subcontractors and independent 
contractors  
Certificates of insurance should be kept for all contract 
labor used during the policy term. Certificates of insurance 
must reflect that workers compensation coverage was 
in place for the contractor during the full policy term. 
The insurance carrier may include contract labor with 
the audit payroll in the absence of valid certificates of 
insurance. The DWC Form-85, DWC Form-83, and the 
Independent Contractor Agreement are forms that may 
also be accepted by carriers for the exclusion of uninsured 
contract labor from the premium audit. 

Everyone’s goal is to make the initial premium charged 
as accurate as possible. A little time spent up front can 
help make that goal achievable.

Included in Payroll 
(Remuneration)
• Regular pay
• Commissions
• Bonuses
• Overtime pay (regular portion 

only)
• Holiday, vacation, and sick pay
• Piece work, profit sharing, and 

incentive plans
• Allowances for use of 

employees’ hand or power 
tools

• Rental value of an apartment or 
house provided to an employee

• Value of lodging, other than 
apartment or house, such as a 
housing allowance

• Value of meals provided to 
employees as a part of their 
pay

• Value of store certificates, 
merchandise, credits, or any 
other substitute for money

• Employee contributions to 
cafeteria 125 plans and 401(k), 
Roth, and other group pension 
plans

• Pay deducted from an 
employee’s gross wages for 
health/life insurance, child 
support, etc.

• Automobile mileage allowances 
in excess of IRS guidelines

• Per diem allowances in excess 
of IRS guidelines

Excluded

• Tips and other gratuities
• Employer contributions to 

group pension plans
• Value of special rewards for 

invention or discovery
• Severance pay (except for 

accrued vacation time) 
• Reimbursements for business 

expenses such as automobile, 
meals, lodging, etc. 

• Safety awards/bonuses (if 
approved by the underwriter at 
policy inception) 

• Davis Bacon Act wages (if 
diverted into third-party pension 
trust)
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Question
Dear Jan,
I have an agency of 12 employees 
and unfortunately, two of my 
key people apparently don’t get 
along. It has gotten to the point 
that their conflict is affecting the 
other employees and creating 
unnecessary tension. I thought they 
would eventually work it out, but it 
looks more and more like I am going 
to have to get involved. I am not 
prepared for this confrontation, and I 
keep putting it off. Your help, please.

Answer
In all my years in management, 
I can’t think of one time I looked 
forward to engaging in conflict 
resolution. It is only natural to want 
to avoid conflict, and getting in the 
middle of two employees can be 
difficult at best, especially two “key” 
personnel. 

Conflict can come from many 
sources that have nothing to do with 
the work environment. Everyone 
comes to the workplace with their 
own unique personality style and 
backgrounds – detail orientation, 
communication style, quiet, loud, 
outgoing, introvert, etc. I personally 
had a conflict, albeit one sided, with 
a co-worker because I reminded 
her of a distasteful relative. And I 
once mediated a conflict between 
two employees over what one ate 
for lunch, which the other had to 
smell from an adjoining cubicle. 

issues are not resolved, disciplinary 
action will follow. In addition, 
these individual coaching sessions 
should be documented in the event 
resolution is not achieved.

No resolution – next steps
It may not be possible for your 
employees to resolve their 
differences without your intervention. 
Be prepared for the next meeting by 
reviewing any agency documents 
regarding employee conduct to 
make sure you are following agency 
policies. This is the time to bring 
both parties together and act as 
mediator so that each employee 
leaves the meeting with a resolution 
plan in place. If you do not feel you 
have the skills or are too personally 
engaged with the employees to 
be neutral, then enlist a third party. 
Again, document this meeting so 
that all parties involved understand 
the seriousness of the mediation and 
the consequences of not following 
the resolution plan. 

It is all too easy for managers to 
react to the emotional component 
of employee conflict. The seasoned 
manager knows that the safe ground 
rests in facts, job responsibilities, 
and results. By focusing on the work 
product, you are more likely to stay 
in neutral territory. Your role as the 
leader in the agency is to set the 
example for how employees work 
together through honest, open, and 
respectful communication.  

Fortunately, most of the same steps 
for resolution apply regardless of 
what the conflict is over.

Understand the battle ground
First you need to assess the 
situation to determine the reality 
of the conflict. You may have an 
employee who thrives on drama, 
which usually means there is a 
strong opportunity for exaggerated 
events, misrepresentation, and 
recruiting other staff to join the 
battle. If this is the case, the 
conflict can be resolved quickly by 
coaching the offending employee 
to change his or her attitude about 
the work environment – what is or 
is not acceptable. Drama is never 
acceptable in an office. If it appears 
that both parties are truly engaged 
in the conflict, then move on to 
gathering more information.

Coach the parties involved
Speak with each employee 
individually. One-on-one allows you 
to filter out emotion and work on 
content. Your role is to encourage 
them to resolve their differences 
without your continued intervention. 
This may require you to provide 
them with talking points on how 
to approach and engage the other 
party for resolution. This also 
provides you with the opportunity 
to reiterate that it is not necessary 
that they like each other but they 
must work together without adverse 
impact to other employees. If 
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