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HIRING A NEW PRODUCER FOR PERSONAL 

LINES 

   
          The key to hiring any producer (like any other experienced person) is the quality 

of the hire, not the cost of the hire. 
  
          Many agents have made the mistake of hiring cheap with the idea in mind that 

they won't lose as much if the producer doesn't perform than if they hired a more 

expensive version with the same risk of lack of results. 
  
          Agents have experienced long duration producers and other employees who 

haven't lived up to their promises and have stayed with the agency for many years, 

draining the agency owners' resources (time and money) with little or no results. They 

fear similar results with their upcoming hires, so they choose to hire less experienced or 

less expensive employees hoping for better results but risking less if the employees 

don't live up to their expectations. 
  
          The answer is to HIRE CAREFULLY and hire the best candidate you can find 

with the cost as an important by-product, not the determining factor in the hire. 
  
HIRE CAREFULLY 

  
          Any producer who can't provide his/her track record of sales is suspect. "Sales 

Personalities" like to keep track of what they do, both to assure accuracy in 

compensation and as a measure of their success compared to others and to their own 

past performance. "Sales Personalities" are motivated by ego as well as by money. You 

are seeking someone with a high ego and confidence so that they are not discouraged 

by the rejection they will get along the way. They know that many prospects are not 

properly covered and that their experience is valuable in providing the right type and 

scope of insurance for the clients. If prospects choose not to participate, it is inevitably 

the problem of ignorant prospects, not of lack of sales ability and knowledge. 
  
          Hiring decisions should be based on experience and on the ability and desire of 

the candidate to market and to be on the phone with prospects the majority of his/her 
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time. In recent decades, we have found more successful female personal line producers 

than male but we don't disregard good, experienced male producers as well. 
  
COMPENSATION 

  
          The best Sales Personalities will ask for higher commission rates to take all the 

risk themselves. They "eat what they kill" so they risk low pay in slow months and 

strong compensation in successful months. However, this is tempered with the need for 

steady pay for normal living expenses. 
  
          If you are lucky enough to find someone who will trade the risk of low and high 

months for the highest compensation rate, they should earn 40%/25% Base and Growth 

commission. This treats the Personal Lines Producer similar to Commercial Producers 

since the producer is willing to take the risk in order to reap the rewards of success. See 

"Growth Loaded Compensation" elsewhere in this Issue for more information. 
  
          You will find that most Personal Lines producers are NOT willing to share the 

risk because they have families and obligations that require a steady income to support 

them. They are best paid on Salary that will validate up to a specific level of 

commission income that they generate and a growth commission that gives them a 

bonus in the year that they achieve the growth and a higher salary in the following 

years as they continue to growth the agency's book of personal lines business. 
  
          For instance, if they require $48,000 to support their normal annual expenses, the 

agency will pay them $4,000/month in compensation with the expectation that they will 

achieve $48,0000 of gross agency commissions in the first year (or in the first 18 

months if the amount of guaranteed income is high enough to warrant that goal. This 

represents the agency's investment in the new producer in order to build the agency's 

book of personal lines business. 
  
          The eventual value of the producer on salary is 15% of the commission generated 

by the agency book of business built by that producer. However, at a $48,000 salary, it 

will take two to three years for the producer to validate that compensation (at 15%) 

while the book of business is being built (based on the average annual premium of a 

typical personal lines account in the geographic region served by the producer).  
Gross Commission$48,000 
  
@ 13% avg comm =       $370,000 Premium@15% avg Comm = $320,000 
  
@ $1,000 avg Prem/acct 370 new accounts  @ $1500 avg Prem= 213 new accounts 
  
@ 2 accts/day =              740   service days  @ 2 accts/day       =     142 service days 
  
@240 days/yr =              3 years to validate                    60% into the first year to 

validate 



  
          As you can see validation depends on average commission rates, size of accounts 

and expectations of daily, weekly and monthly goals. 
  
Goal Setting   

  
          For a new producer validation schedule to work for you the producer must 

understand and keep track of the required activity for the producer to achieve sufficient 

results to keep that producer on the payroll as they proceed to full validation. Call me 

and we'll help you with goals setting from number of sales required for the requisite 

compensation to be validated all the way to the number of suspects that must be 

contacted to achieve sufficient sales activity to assure that validation. 
  
          Be prepared to support a producer for one to three years as they validate their 

compensation. Typically, validation is 18 months in and 18 months out. That means 

that the producer will be behind the agency - they will have earned more than they have 

validated - for the first 18 months and will generate sufficient revenue to repay the 

agency in the second 18 months until parity is reached. 
  
Short Term Goals 

  
          Each year the sales goal, proposal goal, and sales call goal will be established in 

accordance with the compensation of the producer. The producer will keep records 

toward the achievement of the goals and the agency system will back those records as 

the form outside checks and balances ("Trust but Verify" President Ronald Reagan). 

The producer must know through their signature on the Employment Agreement that 

their continued employment is dependent upon their success in each of the categories 

of work effort (Quotes, Sales Calls, Suspect Leads) that leads to the Sales and 

Annualized Gross Commission Income that will validate the renewal of their 

employment from year to year. 
  
          To that end short term goals are created through the validation period that once 

achieved and surpassed will permit bonuses during the validation year. 
  
          In other words, if the first-year goals are $24,000 and the producer achieves 

$35,000 of gross commission income in the first year, (s)he will get a bonus of 20% of 

the commission produced in excess of the logical, realistic sales goal for the year. This 

producer would get an additional $2,200 for the excess produced over $24,000 in the 

first year. This level of production puts him that much closer to full validation in the 

second year and the same form of bonus would be allowed for second year production 

above goal. 
  
          After validation, the producer's annual salary increases to 15% of the total 

commission produced under his/her producer code and new goals are established for 

total production in the following year. 



  
          Producer compensation is very individualized based on the type and value of the 

producer for the agency and on the needs of the producer to incent joining the agency's 

staff. 
  
         Personal line production is a templated function much more-so than commercial 

lines production. If the producer does enough initial contacts and follows up 

sufficiently, personal lines production becomes a numbers game. If the producer 

achieves the realistic goals, sufficient revenues will be generated to pay for the 

producer and profit the agency. If not, the lack of successful ACTIVITY, not sales 

results, will tell the agency owner that the producer is not working and the ties must be 

separated quickly. 
 

  

 
  

 

SO, WHAT IS A LIQUIDITY RATIO AND WHY SHOULD 

IT BE IMPORTANT FOR AN INSURANCE AGENT??? 
  

          It is almost embarrassing to say, but most insurance agents reckon their success 

by the balance in their checkbook. They don't pay attention to those superb Operating 

Statements (Profit & Loss Statements) produced by their expensive Agency 

Management Systems and most don't even print their Balance Sheets because either 

they don't recognize the importance of the information contained in them - or they wish 

to bury their heads in the sand because they feel that what they don't know about the 

health of their agency can't hurt them. 

  

WRONG! WRONG! WRONG! 

  

          First, your operating statement is a much better picture of your profits and losses, 

your cashflow potential and your potential tax liabilities than your checking account 

would ever be. A few minor alterations to it (elimination of non-cash items from the 

P&L - like bad debt and depreciation and amortization - and adding non-operating cash 

needs - like debt principal payments) will give you your cashflow situation at any time. 

And that is just a small step short of actually being able to project future cashflow at 

least one month in advance. Wouldn't that be nice to know each month! 

  

          And, even more importantly, the LIQUIDITY RATIOS that can be driven from 

your balance sheet truly tells you the health of your business at the moment in time that 

the balance sheet is drawn. While the usefulness of an Operating Statement is as a 

budgeting and year-to-date tool for profitability and cash-flow, the Balance Sheet's 

purpose is the same as a full physical exam by your doctor. He runs tests to determine 

both your general health and specific indicators of the functions of your system. 

Similarly, a Balance Sheet provides the data to test the Liquidity of your business.   All 

you need are the formulas and benchmarks to convert that data to meaningful test 

results. 
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          So, here are the formulas and Liquidity Ratio benchmarks that you should apply 

on a monthly basis to your Balance Sheet. Running a balance sheet without applying 

these ratios is like collecting data but never evaluating it. 

  

CURRENT RATIO -    This general liquidity ratio measures an agency's short-term 

health.  If current assets cannot meet current liabilities (within 12 months), the agency's 

liquidity must be strengthened. 

  

          Formula - Current Assets divided by Current Liabilities 

          Benchmark - at least 100% 

  

  

ACID TEST - The acid test is a primary liquidity measure used to determine if the 

firm can meet its current obligations.  

  

          Formula - (Cash + Receivables)/ Payables 

          Benchmark - at least 90% 

  

RECEIVABLES TO PAYABLES - A poor receivables to payables ratio is an 

indicator of a poor collector. 

  

Formula - Trade (Co.) (or All) Receivables divided by Trade (premiums) (or All) 

Payables. 

Benchmark - Less than 75% 

  

TANGIBLE NET WORTH - The 'book' value of your company (not the Book of 

Business value and doesn't include that value). 

  

Formula - Total Owners Equity (Treasury Stock subtracted) less Intangible Assets 

(like Goodwill, Purchased Renewals or Expirations, Covenants) and any loans to 

officers or owners that are not likely to be repaid. 

Benchmark - Should be a positive number unless the agency is in the process of being 

perpetuated (causing negative TNW). But in that instance it should be a positively 

growing number each year toward an eventual positive number. 

  



WORKING CAPITAL - Measures the extent that operating expenses can be covered 

by the excess of current assets over current liabilities. 

  

Formula - Current Assets less Current Liabilities. 

Benchmark - Take the Average Daily Cash Expenses of the agency (= Total Expenses 

of the prior year less non-cash items (Bad Debt and Deprec & Amort) divided by 365) 

and divide it into the Working Capital. 30 days should be minimum required. 45 - 60 

days defines a cash-healthy agency. 

  

          These formulas will assist you in determining the health of your agency. You 

should run them on your Balance Sheet every month and gauge your progress. If you 

have problems in one or more areas of Liquidity, take remedial action. If you don't 

know what to do call us (800-779-2430) and we'll help you. If you would like a copy of 

Agency Consulting Group, Inc.'s Balance Sheet that includes the Liquidity Ratios 

built in, send $25 to Agency Consulting Group, Inc, 507 N. Kings Hwy, Cherry Hill, 

NJ 08034 and we'll e-mail you (or ship you) an Excel file containing the Balance 

Sheet Template, complete with Liquidity Ratios that you can complete monthly (or as 

desired) to test the health of your agency (or any with whom you might contemplate 

an acquisition or merger). 

  

          Don't be afraid to get a 'Check-Up' for your agency regularly. If bad things are 

happening, there are solutions. It is far worse to wait until you can't make payroll or 

can't pay the carriers to find out about your liquidity problems. 

  

  

  

 
  

 
  

    

VALUING INSURANCE AGENCIES 
  

          Do any of these so-called benchmarks and "thumbnail measures" have any 

bearing to the value of yours or any other independent or captive, retail or wholesale, 

P&C or L&H insurance agency?? 
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The answer is both YES - AND ABSOLUTELY NOT! 

  

          Just about every agent that has come to Agency Consulting Group, Inc. during 

the last twenty years for merger, acquisition, divestiture or stock or book valuation has 

sought a simplified measure of value, one that they could use to generalize the value of 

their own agency or others. Most have heard that agencies were being sold for one 

time, two times or some other multiple of commissions, revenues, earnings or some 

other gauge of income, gross or net.  

  

          Unfortunately, the only way to use industry averages and benchmarks to value a 

business is if most businesses in the industry are similar enough to validate using 

generalities. And the insurance agency industry has proven that individual entities can 

be so dissimilar that their values cannot be interpolated from simplistic industry 

averages.  

  

A Simple (and all too frequent) Example: 

Two insurance agencies within a few miles of each other are both at $1 Million of 

revenue. Each came to Agency Consulting Group, Inc. with a desire for a valuation and 

each asked if the multiple of one to one and one-half times revenue was valid. We 

asked each to complete our Valuation Questionnaire including providing us their 

financial and book of business documents to support a valuation. Here's what we 

found: 

  

Agency One was fifty years old and reached two million in revenue about ten years 

ago. For five years they were relatively stable then their income began slipping 

regularly for the last five years until they approached us with their $1 million book of 

business.   The owners were both near 70 years old, the employees were either in their 

late 60's or were new to the agency. The loss of business was a sign of the aging of a 

client base with most lost business because of clients retiring, selling their businesses 

or dying. 

  

Agency Two began five years ago with two young producers going off on their own. 

The staffs as well as owners are in their thirties and forties as are most of the businesses 

and clients that they insure. They spend a great deal of time and effort marketing and in 

growth plans. 

  

          Would a benchmark or average sale price of agencies apply to both (or either) of 

these businesses?? 

  

          The valuation of an insurance agency is constructed differently from that of a 

commercial building or of that of service business like a dry cleaner. While conditions 

could change that would render common value methods for the building or dry cleaner 

invalid under certain circumstances, most buildings and businesses like dry cleaners 

exist in a relatively stable environment and enjoy commonalities with other relatively 

similar buildings and businesses. Insurance agencies are so different from one another 



that, while industry averages exist, they do so only as a point of reference, not as a 

measurement tool.  

  

          Take three different agencies of $1 million in revenue. One is a general agency 

insuring primarily personal lines with 1000 - 1500 small premium customers each 

renewing annually. Another is a life insurance agency that must continuously sell new 

business in order to maintain its revenue level because renewal commissions are small 

and of limited duration. The third is a specialty commercial agency writing 50 large, 

high profile accounts. If the last 100 agency values reviewed averaged 1.25 times 

revenue when their values were divided by their revenue bases, could you then 

interpolate that these three agencies were also worth 1.25 times their respective 

revenues? Of course not. 

  

          An insurance agency value must depend on its future earnings power under 

whatever conditions are demanded by the reason for the valuation.          This implies 

that an agency can bear different values under different circumstances. For instance, 

the value of an agency as a going concern depends on its historical and projected future 

performance based on the continued similar performance (or with planned changes) of 

its owners and staff. On the other hand, the same agency being valued for sale due to its 

owner's retirement will depend on the conditions under which the purchasing entity 

would cause the purchased agency to generate earnings for the new owners. If the 

owners required the agency location to remain open and staffed, the revenue potential 

is different than if the location could be closed and the staff and customer base 

integrated into the purchasing business. 

  

          When valuing an agency, the valuer must consider the agency's historical 

performance and must create a proforma of its future performance expectation based on 

the criteria and specifics of the valuation. This will yield a raw projection of earnings 

potential. One part of an agency valuation that is often missed by the novice and 

amateur valuer is the addition or reduction in earnings potential by the risk factors in 

the agency. 

  

Risk Factors 

  

          Agency Consulting Group, Inc.'s list of risk factors that add or diminish the raw 

value of a book of business has grown to several hundred items. Risk factors are the 

individual issues in an agency that can cause its value to shrink or to grow beyond the 

level that averages; historical growth and profitability would lead one to believe. For 

instance, loss ratio problems with its carrier could imperil growth and profit that would 

otherwise be expected from an agency's historical performance.   Conversely, the 

addition of new, young aggressive producers would add to the potential value 

established from data created before the new staff members were added. 

  

          Risk factors that refine the value of the soft assets and goodwill of an agency are 

a prime example of the special knowledge that is needed by valuers of insurance 

agencies. While many other industries may provide standardized value methods, the 



insurance agency businesses around the country are so varied in their nature that only 

professionals schooled in the operation of this industry should be assigned the task of 

valuing these entities. 

  

Tangible Net Worth 

  

          Most agencies in the U.S. have limited Net Worth outside of the value of the 

'soft' assets of its book of business (future earnings stream). However, if stock is to be 

valued, the valuer must also calculate the Tangible Net Worth of the company to add to 

its Goodwill Value. Tangible Net Worth should be calculated from established, 

prepared balance sheets. Questionable Assets should be analyzed with a competent 

accountant before using within an agency value as it would in any business valuation. 

  

Summary 

  

          Insurance agencies are not mysterious or difficult businesses to understand. 

However, the variations in the operation of insurance agencies require specialized 

knowledge to value without potentially costly mis-steps. Be careful of the pundits and 

publications that report multiples of commission, revenue or earnings as the "average" 

value calculation for agencies. It is easy to work backwards and take fully matured 

values and divide them by commissions, revenues or earnings (raw or proforma). But 

the only way it makes sense is working backwards. In a recent year, Agency 

Consulting Group, Inc. performed these calculations on all valuations conducted. The 

range of values extended from .45 times the agency's revenue to well over three times 

the agency's revenue. However, the .45 (valuing the agency at less than one-half of the 

agency's annual revenue) value was for an agency that was functionally bankrupt and 

was sold for its receivables. On the other hand, the agency valued at over three times its 

revenue was valued in that way because the owner required a long-term annuity payout 

for tax and estate reasons. Including agencies like these (and many other 'non-standard' 

situations) in "industry averages" obviously skews the figures out of the range of 

reasonability. 

  

          If you would like additional information about Agency Valuations or to schedule 

a valuation for your agency, please call David Diamond at (800) 779-2430. 

 
  

 
  

 

GROWTH-LOADED PRODUCER COMPENSATION 
   
          Everyone is motivated by money to some extent. Money motivates sales people 

more than people in other types of careers. For some people, money is the source of 

security; providing funding for home, food and other necessities of life. For sales 

people, money is also a way to get THINGS. THINGS form a sort of scorecard and 

money is the yardstick by which many salespeople measure success. The more money 

they make, the more THINGS they can have. Yet even in sales, most participants have 
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a Comfort Zone at which they have the THINGS that they desire. When they reach the 

Comfort Zone, they plateau, with more effort spent trying to maintain that level of 

comfort rather than exceed it. 
  
          Traditionally, agency producers have received commission on new business and 

renewals. This is not bad. We would like the producer to be interested in retaining the 

business that has been put on the books as well as writing new business. However, a 

strange phenomenon took place when the producer generated a large enough book of 

business to reach his Comfort Zone: he basically retired from sales and settled into a 

service and maintenance career. Certainly, he would sell a policy if a client was 

referred, and he would sell if some of his customers left the agency in order to make up 

the lost income and re-achieve the Comfort Zone. But the "Fire in the Belly" was gone. 

He found the formula to success - renewal commissions. 
  
          We entice salespeople into the insurance field with the incentive of continuing 

growth of income through renewal commissions. Yet we have never properly 

addressed what happens when the producer reaches his Comfort Zone and is no longer 

seeking new business to the same degree as when he was hungry for a sale. This 

compensation program is designed to challenge producers and keep them going after 

new business. 
  

Step One: Base and growth commission instead of new and renewal 

commission 
             
          A key issue in producer compensation plans is the concept of greater commission 

for new business than for renewals. We assumed this would be a logical way to incent 

the producer toward new business. However, if New Business paid 40% and renewals 

paid 25%, the producer would certainly concentrate on new business, sometimes to the 

detriment of renewals. Many agency analyses that we performed reflect a severe loss of 

producer generated new business after the first year. Some producers over-promised to 

get the new business and couldn't deliver, thereby losing the renewal. Unfortunately, 

the agency paid high new business commission in expectation of re-capturing the profit 

due the agency after two or three years of policy renewals. 
  
          A solution is the conversion of compensation from new and renewal 

commissions to BASE and GROWTH commissions. BASE commission is defined as 

the total agency commission generated by the producer last year. GROWTH 

commission is defined as agency commission generated this year IN EXCESS of that 

generated last year. 
  
Example One: If Bob Producer generated a total of $150,000 of commission last year 

and $200,000 this year, the first $150,000 would be paid as BASE commission and the 

next $50,000 would be bonused as GROWTH commission. 
  

Step Two: Level One Bonus for Growth 



          The current compensation levels most prevalent in our industry pays on average 

between 30% and 33% of the commission dollar to producers. Generally, this is done 

in a 40% NB, 25% Renewal commission split. We suggest that BASE commission be 

established at 25% with a Level One Bonus for growth beyond Base of 15%. This 

means that Bob Producer from the example above would earn 25% of all commissions 

generated and a 15% bonus for production above his prior year base.  
  
Example Two: During the year, Bob would earn 25% of every commission dollar 

generated (25% of $200,000 = $50,000). Once he generated a commission level equal 

to his BASE (prior year total), he would also earn an additional 15% bonus for every 

commission dollar in excess of his BASE (BASE was $150,000). $50,000 growth 

would bring Bob an additional $15,000. Bob's annual income would be $57,500, or 

29%. 
  

Step Three: Level Two Bonus for Growth Beyond Target 
  
          Strong growth is beneficial to the agency because it doesn't take additional staff 

to support marginal growth. This means that if Bob had grown his produced book of 

business to $210,000 instead of $200,000, it is unlikely that the agency would have 

required additional expense to manage the additional growth. Strong growth should 

also be beneficial to the producer by rewarding him geometrically. We suggest that you 

measure growth in one year and increase the growth expectation by 10% for the next 

year. If the producer exceeds that expectation, he should enjoy an additional 10% 

bonus for growth beyond the target. 
  
          The producer's historical growth is the basis of future growth. In our example 

illustrated above, if Bob's prior year growth took him from $125,000 to $150,000; his 

target for this year would have been $25,000 growth plus 10%, or $27,500. Since he 

grew by $50,000, at the end of the year he would achieve a second level bonus of 10% 

on the growth beyond his target. This would earn Bob 10% more commission on 

$22,500 or $2,250 Level Two Bonus. 
  
In our scenario, Bob has earned $59,750 or 30% of gross commission. We have 

initiated compensation programs with additional bonus levels, as well. 15% of growth 

over 20% (above BASE) and 20% of growth over 30% (above BASE) incents 

producers to hit ever higher levels of commission. 
  
          In traditional compensation programs, a producer could earn a higher new 

business commission in one year, lose much of the business in the next and earn the 

higher new business commission again for writing additional lines that may just bring 

his volume to prior levels. The agency lost renewals, but it has to continuously pay 

higher new business commissions. A Growth/Base compensation program requires the 

producer to rebuild lost business in order to maintain the Base commission before the 

larger Growth commission and bonuses can be earned.  
  



          One other caveat protects the agency. The producer must achieve a gross 

commission level at least as high as his prior highest level within this program before 

qualifying for bonus commission. This avoids the loss of one or two major accounts 

while still providing growth bonuses as the producer regains his commission position. 
  
          This compensation program is designed to protect the agency from financial 

losses while incenting the producers to target growth while not disregarding renewal 

retention. If you would like Agency Consulting Group, Inc. to help you design a 

compensation program specifically tailored for your agency's situation, please call 

(800) 779-2430. 
 

  

 
  

   
   

LEST WE FORGET! 
 

I believe there are more instances of the abridgment of the freedom of the 

people by gradual and silent encroachments of those in power than by 

violent and sudden usurpations. 
  
-James Madison          

          

 
  

 Click Here to visit the Pipeline Article Archive. 
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WHO'S READING THE PIPELINE? 

All of the mailing services claim to provide metrics of the readership of our newsletter. 

But, frankly, we don't believe them. 

We have an EXTENSIVE subscription list. We thank you for that. But is the newsletter being viewed 

or read? 

Please take a moment to let us know. 

Simply send an email to PIPELINE Editor at Arfien@agencyconsulting.com . We invite all of your 

comments. This will give us an unscientific presumption of readership. 
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