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Independent Auditor’s Report 
 
 
 

Board of Trustees 
Kansas Eastern Region Insurance Trust 
Kansas City, Missouri 
 
 
Report on the Financial Statements 
 
We have audited the accompanying statutory financial statements of Kansas Eastern Region Insurance 
Trust (KERIT), which comprise the statutory statements of admitted assets, liabilities and surplus as of 
December 31, 2019 and 2018, and the related statutory statements of revenues, expenses and changes in 
surplus and cash flows for the years then ended, and the related notes to the statutory financial statements. 

Management’s Responsibility for the Financial Statements 
 
Management is responsible for the preparation and fair presentation of these statutory financial statements 
in accordance with accounting practices prescribed or permitted by the Kansas Insurance Department.  
Management also is responsible for the design, implementation and maintenance of internal control 
relevant to the preparation and fair presentation of statutory financial statements that are free from 
material misstatement, whether due to fraud or error. 

Auditor’s Responsibility 
 
Our responsibility is to express an opinion on these statutory financial statements based on our audits.  
We conducted our audits in accordance with auditing standards generally accepted in the United States of 
America.  Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the statutory financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 
the statutory financial statements.  The procedures selected depend on the auditor’s judgment, including 
the assessment of the risks of material misstatement of the statutory financial statements, whether due to 
fraud or error.  In making those risk assessments, the auditor considers internal control relevant to the 
entity’s preparation and fair presentation of the statutory financial statements in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on 
the effectiveness of the entity’s internal control.  Accordingly, we express no such opinion.  An audit also 
includes evaluating the appropriateness of accounting policies used and the reasonableness of significant 
accounting estimates made by management, as well as evaluating the overall presentation of the statutory 
financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our audit opinions. 
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Basis for Adverse Opinion on U.S. Generally Accepted Accounting Principles 
 
As described in Note 1 to the statutory financial statements, KERIT prepared these financial statements 
using accounting practices prescribed or permitted by the Kansas Insurance Department, which is a basis 
of accounting other than accounting principles generally accepted in the United States of America. 

The effects on the financial statements of the variances between these statutory accounting practices and 
accounting principles generally accepted in the United States of America, are material as discussed in 
Note 1. 

Adverse Opinion on U.S. Generally Accepted Accounting Principles 
 
In our opinion, because of the significance of the matter discussed in the Basis for Adverse Opinion on 
U.S. Generally Accepted Accounting Principles paragraph, the statutory financial statements referred to 
above do not present fairly, in accordance with accounting principles generally accepted in the United 
States of America, the financial position of KERIT as of December 31, 2019 and 2018, or the results of its 
operations or its cash flows for the years then ended. 

Opinion on Regulatory Basis of Accounting 
 
In our opinion, the statutory financial statements referred to above present fairly, in all material respects, 
the admitted assets, liabilities and surplus of KERIT as of December 31, 2019 and 2018, and the results of 
its operations and its cash flows for the years then ended, on the basis of accounting described in Note 1. 
 

 
 
Kansas City, Missouri 
May 12, 2020 
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2019 2018

Admitted Assets

Cash and cash equivalents 2,531,706$    987,630$       

Investments 8,073,148 9,613,480

Accrued interest receivable 26,156 32,255

Contributions receivable 68,378 139,079

Accounts receivable 9,084 9,084

Reinsurance recoverable on paid claims 10,658 7,803

Total admitted assets 10,719,130$  10,789,331$  

Liabilities and Surplus

Liabilities:

Claim reserves 4,045,546$    3,474,255$    

Reserve for unallocated loss adjustment expenses 112,918 97,002

Accrued insurance tax liabilities 190,327 207,048

Accounts payable 28,882 46,579

Advanced contributions 427,739 601,578

Excess contributions 35,296 32,572

Total liabilities 4,840,708 4,459,034

Surplus:

Members' fund balance - unrestricted 5,878,422 6,330,297

Total liabilities and surplus 10,719,130$  10,789,331$  
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2019 2018

Revenues:

Contributions earned (net of excess insurance premiums of $378,986

in 2019 and $361,604 in 2018) 3,142,452$    2,802,943$    

Expenses:

Incurred losses and recoveries 2,589,193 1,733,110

Administrative expenses 416,889 570,513

Insurance taxes 51,737 81,325

Refunds of contributions 442,088 277,317

Total expenses 3,499,907 2,662,265

Underwriting gain (loss) (330,117) 174,642

Investment income 229,080 201,581

Excess of revenues (under)/over expenses (101,037) 376,223

Change in nonadmitted assets (350,838) (64,378)

Surplus:

Members' fund balance - beginning of year 6,330,297 6,018,452

Members' fund balance - end of year 5,878,422$    6,330,297$    
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2019 2018

Cash flows from operating activities:

Contributions collected, net of excess insurance 2,718,515$    3,025,864$    

Net investment income received 237,864 209,769

Losses and loss adjustment expenses paid (2,024,430) (1,677,169)

Insurance taxes paid (68,458) (72,614)

General and administrative expenses paid (414,972) (541,493)

Refunds of contributions paid (442,088) (277,317)

Net cash provided by operating activities 6,431 667,040

Cash flows from investing activities:

Proceeds from sale or maturity of investments 2,537,645 1,631,532

Cost of investments acquired (1,000,000) (2,114,413)

Net cash provided by (used in) investing activities 1,537,645 (482,881)

Net change in cash and cash equivalents 1,544,076 184,159

Cash and cash equivalents, beginning of year 987,630 803,471

Cash and cash equivalents, end of year 2,531,706$    987,630$       
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1. Reporting Entity and Significant Accounting Policies 
 
 A. The Reporting Entity 

 
The Kansas Eastern Region Insurance Trust (KERIT) was formed on November 1, 1986 as 
a self-insurance program to cover workers’ compensation claims for its members. 
Members of the Trust, located primarily in eastern Kansas, include cities and counties.  
 
KERIT’s general objectives are to provide a self-insured program for local governments; 
to improve the loss prevention program to reduce claims and accidents; to reduce costs 
through sound and equitable claim management practices; and to provide excess 
insurance at a discount based on volume and lower risk exposure. 
 
Cities and counties joining the Trust must remain members a minimum of three years; a 
member may withdraw from the Trust after that time by giving written notice at least 
ninety days prior to January 1. The Board of Trustees may grant approval to cities and 
counties applying for membership in the Trust under such terms and conditions as the 
Board may, from time to time, determine. 
 
Trust underwriting and rate-setting policies have been established after consultation 
with the service agent, Thomas McGee Group and in accordance with state workers’ 
compensation laws and the Kansas Insurance Department regulations. Trust members 
are subject to additional contribution assessments in the event of deficiencies and may 
receive a refund of contributions from those claim years when revenues exceeded 
expenses. The Board of Trustees must specifically authorize refunds of contributions. 
 
KERIT has contracted with Thomas McGee Group to provide a coordinated underwriting, 
loss control, marketing and claims program. KERIT also contracts with the Mid-America 
Regional Council for accounting services. KERIT has no employees. 
 

 B. Significant Accounting Policies 
 
The accompanying financial statements have been prepared in conformity with 
statutory accounting principles prescribed or permitted by the Kansas Insurance 
Department which vary, in some respects, from generally accepted accounting 
principles (GAAP). KERIT has adopted the codification principles which provide a 
comprehensive basis of statutory accounting and reporting and which have been 
approved by the National Association of Insurance Commissioners (NAIC) and adopted 
by the Kansas Insurance Department. “Prescribed” statutory accounting practices 
include state laws, regulations, and general administrative rules, as well as a variety of 
publications of the NAIC. “Permitted”  
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statutory accounting practices include all accounting practices that are not prescribed, 
but are allowed by the domiciliary state insurance department. The most significant 
differences between prescribed statutory accounting practices and GAAP are as follows: 
 

• Investments are valued on a basis prescribed by the NAIC. Under GAAP for 
governmental entities, investments are carried at fair value and changes in fair 
values are recognized in the operating statement. The balances under both methods 
are shown below: 

Increase/

2019 2018 (Decrease)

Investments - NAIC 8,073,148$    9,613,480$    (1,540,332)$  

Investments - GAAP 8,095,579 9,467,689 (1,372,110)

Difference (22,431)$        145,791$       (168,222)$     
 

 

• Certain assets designated as “nonadmitted assets” have been charged to members’ 
fund balance. Under GAAP, those assets would have been reported at the lower of 
cost or net realizable value. KERIT’s principal nonadmitted assets are prepaid 
expenses and unbilled supplemental assessments. Nonadmitted assets were as 
follows: 

Increase/

2019 2018 (Decrease)

Prepaid expenses 11,130$         11,153$         (23)$              

Unbilled supplemental assessments 564,395 213,534 350,861

Total 575,525$       224,687$       350,838$     
 

 

• Comparisons of the results of operations for the fiscal years ended December 31, 
2019 and 2018 under the two different sets of accounting principles follow: 

 
GAAP NAIC

2019  2019 Difference

Net underwriting/operating gain (loss) (330,117)$     (330,117)$      -$                    

Net investment income 397,302 229,080 168,222

Change in nonadmitted assets - (350,838) 350,838

Members' fund balance, beginning of year 6,409,193 6,330,297 78,896

Members' fund balance, end of year 6,476,378$   5,878,422$    597,956$       
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GAAP NAIC

2018  2018 Difference

Net underwriting/operating gain 174,642$      174,642$       -$                    

Net investment income 140,108 201,581 (61,473)

Change in nonadmitted assets - (64,378) 64,378

Members' fund balance, beginning of year 6,094,443 6,018,452 75,991

Members' fund balance, end of year 6,409,193$   6,330,297$    78,896$         
 

 

Assets, Liabilities and Surplus 
 
Cash and Cash Equivalents – Cash consists of interest bearing accounts at financial 
institutions. Cash equivalents, those with original maturities of three months or less, 
consist of money market mutual funds which are redeemable upon demand, pay 
interest daily, and hold a constant $1 per share value. 
 
Investments – Investment carrying values have been determined in accordance with 
the methods prescribed by the NAIC. Bonds are reported at amortized cost, which is 
calculated using the effective interest method. Investment income is recorded when 
earned. Realized capital gains and losses are recognized upon the sale of securities 
using the specific identification method. A decline in a security’s net realizable value 
that is other than temporary is treated as a realized loss in the statement of 
revenues, expenses and changes in surplus and the cost basis of the security is 
reduced to its estimated fair value. 
 
Excess Insurance Recoverables – KERIT uses excess insurance agreements to reduce 
its exposure to large losses. Excess insurance permits recovery of a portion of losses 
from the excess insurers, although it does not discharge the primary liability of KERIT 
as direct insurer of the risks and KERIT thus remains contingently liable for amounts 
which excess carriers might be unable to pay. The excess insurance recoverables 
based on paid claims as of December 31, 2019 and 2018 are shown below: 
 

December 31, December 31,

2019 2018

Specific excess insurance recoverable 
on paid claims 10,658$              7,803$                
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Claim Reserves – KERIT establishes claim liabilities based on estimates of the 
ultimate cost: 1) of claims (including future claim adjustment expenses) that have 
been reported but not settled, and 2) of claims that have been incurred but not 
reported. Such liabilities are based on complex factors, such as inflation, changes in 
doctrines of legal liability and damage awards, and while management believes the 
amounts are adequate, the ultimate liability may be in excess of or less than the 
amount provided.  
 
Claim liabilities are estimated periodically, using a variety of actuarial and statistical 
techniques to produce current estimates that reflect recent settlements, claim 
frequency, and other economic and social factors. A provision for inflation in the 
calculation of estimated future claims costs is implicit in the calculations because 
reliance is placed both on actual historical data that reflect past inflation and on 
other factors that are considered to be appropriate modifiers of past experience. 
Claim liabilities are not discounted to their estimated present values.  
 
Adjustments to claims liabilities are charged or credited to expense in the fiscal year 
they become known. The claim reserves have been reduced by $1,374,064 as of 
December 31, 2019 and by $1,381,048 as of December 31, 2018 for the excess 
insurance recoverable for unpaid claims in the 2001, 2005, 2008 and 2010 claims 
years, as shown below: 
 

December 31, December 31,

2019 2018

Specific excess insurance recoverable on unpaid claims:

Claim year 2001 445,300$            445,300$            

Claim year 2005 633,115             631,115             

Claim year 2008 54,214               54,214               

Claim year 2010 241,435 250,419
 

1,374,064$        1,381,048$        
 

 

The excess insurance agreement for claim year 2001 is with Swiss Re, which is rated 
A+ Superior by A.M. Best Company. The excess insurance agreement for claim years 
2005, 2008 and 2010 is with Safety National Casualty Corporation, which is rated A+ 
Superior by A.M. Best Company.  
 
Unallocated Loss Adjustment Expenses – This reserve recognizes the future cost of 
claims administration for all open claims and incurred but not reported claims. 
 
Advanced Contributions – Contributions are often collected in advance of the claim 
year. The contributions are calculated using underwriting criteria for workers’  
compensation as required by state statute. Advanced contributions represent 
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amounts paid by KERIT members prior to the effective coverage date. 
 

Excess Contributions – Contributions are billed and collected in advance and 
recognized as revenue over the period for which insurance protection is provided. 
The contributions are calculated using estimates of each member’s payroll. After the 
end of the claim year the contributions are recalculated using actual payroll 
information, resulting in either additional contributions due to KERIT or a liability for 
excess contributions received. 
 
Members’ Fund Balance – Members’ fund balance is maintained on a claim year 
basis. The membership of any given claim year can change depending upon the 
governmental entities participating in the KERIT program. As discussed above, KERIT 
is an assessable pool and members participating in a given claim year will be 
assessed additional contributions if expenses exceed revenues for such claim year. 
To the extent that revenues exceed expenses in a given claim year after all or nearly 
all related claims have been settled and the Board of Trustees authorizes a full or 
partial distribution of the surplus for the claim year, members participating in such 
claim year will be entitled to receive a refund of contributions. 
 
The following chart reflects the members’ fund balance by claim year as of  
December 31, 2019. The members’ fund balance is the net of the cumulative 
operating surplus/(deficit), supplemental assessments and refunds of contributions. 
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Cumulative Supplemental Members Members
Claim Operating Supplemental Assessment Fund Balance Fund Balance
Year Surplus/ Assessment Refund  Refunds of December 31, December 31, Increase/
Ended (Deficit) Collected Liability Contributions 2019 2018 (Decrease)

1987-1997 7,212,416$    266,567$       -$                    (7,481,150)$     (2,167)$          (2,184)$          17$                 
1998 410,265 - - (410,265) - - -
1999 631,827 - - (631,827) - - -
2000 (294,968) 294,968 - - - - -
2001 (100,164) 135,460 (35,296) - - - -
2002 396,105 - - (389,137) 6,968 11,134 (4,166)
2003 785,520 - - (654,214) 131,306 140,204 (8,898)
2004 1,066,647 - - (870,649) 195,998 210,148 (14,150)
2005 1,300,707 - - (1,102,277) 198,430 219,428 (20,998)
2006 1,371,380 - - (870,588) 500,792 523,084 (22,292)
2007 812,948 - - (648,939) 164,009 207,164 (43,155)
2008 394,910 - - (275,966) 118,944 106,580 12,364
2009 906,662 - - (494,433) 412,229 424,811 (12,582)
2010 (324,419) 291,225 - - (33,194) (91,583) 58,389
2011 1,138,848 - - (456,543) 682,305 707,506 (25,201)
2012 1,606,483 - - (660,129) 946,354 976,885 (30,531)
2013 857,933 - - (242,663) 615,270 627,291 (12,021)
2014 687,438 - - (81,001) 606,437 614,865 (8,428)
2015 6,628 - - - 6,628 (2,195) 8,823
2016 1,038,656 - - (51,253) 987,403 849,415 137,988
2017 944,449 - - (41,147) 903,302 790,678 112,624
2018 (359,541) - - - (359,541) 17,066 (376,607)
2019 (203,051) - - - (203,051) - (203,051)

20,287,679$  988,220$       (35,296)$        (15,362,182)$  5,878,422$    6,330,297$    (451,875)$      
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Revenues and Expenses 
 

Contributions – Contributions are billed in advance and recognized as revenue over the 
period for which insurance protection is provided. Contributions are calculated using 
underwriting criteria for workers’ compensation coverage. 
 
Incurred Losses and Recoveries – Incurred losses and recoveries represent the expense 
of providing workers’ compensation benefits as mandated by state workers’ 
compensation laws and Kansas Insurance Department regulations. The incurred losses 
and recoveries include: 
 
 Paid claims 
 Claim reserves 
 Incurred but not reported claims and loss development reserves 
 Excess insurance recoveries and other recoveries 
 
Refunds of Contributions – Refunds of contributions are distributions to the members 
of excess members’ fund balance. To the extent that revenues exceed expenses in a 
given claim year after all or nearly all related claims have been settled and the Board of 
Trustees authorizes a full or partial distribution of the surplus for the claim year, 
members participating in such claim year will be entitled to receive a refund of 
contributions. 

 
Statement of Cash Flows – For purposes of the statement of cash flows, cash and cash 
equivalents includes deposit accounts. There were no noncash capital or financing 
activities during fiscal years ending December 31, 2019 and 2018. 
 
Federal and State Income Taxes – In the opinion of legal counsel, KERIT is not subject to 
income taxes under Section 115 of the Internal Revenue Code. 
 
Acquisition Costs – KERIT incurred broker fees of $0 and $151,500 in fiscal years 2019 
and 2018, respectively. In 2018, KERIT terminated its vendor agreement for marketing 
services. 
 
Use of Estimates – The preparation of financial statements in conformity with NAIC 
statutory accounting practices requires management to make estimates and 
assumptions that affect the reported amounts of assets and liabilities and disclosure of 
contingent assets and liabilities at the dates of the financial statements and the 
reported amounts of revenues and expenses during the reporting periods. Actual results 
could differ from those estimates. 
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2. Self-Insured Retention and Excess Insurance 
 
KERIT uses excess insurance agreements to reduce its exposure to large workers’ 
compensation losses. Excess insurance permits recovery of a portion of losses from the 
excess insurers, although it does not discharge the primary liability of KERIT as direct insurer 
of the risks. 
 

KERIT retains responsibility for the payment of claims within specified self-insured retention 
limits prior to the application of coverage provided by its excess insurance. For all claim 
years before 2010, KERIT has purchased specific (per occurrence) and aggregate excess 
insurance coverage. Beginning with claim year 2010, aggregate excess insurance was 
dropped from the policy. The following chart reflects the self-insured retention amounts 
and the excess insurance limits: 
 

2010 2011 2012 2013 2014

Self-insured retention:

Specific reinsurance 400,000$      400,000$      450,000$      500,000$      500,000$     

Aggregate reinsurance - - - - -

Limits:

Specific reinsurance Statutory Statutory Statutory Statutory Statutory

Aggregate reinsurance - - - - -

Loss fund revenues (Note 1) 1,893,907 1,624,538 1,876,274 2,154,858 2,037,184

Estimated incurred claims

and expenses 2,172,933 778,859 630,428 1,636,695 1,599,700

2015 2016 2017 2018 2019

Self-insured retention:

Specific reinsurance 500,000$      500,000$      500,000$      550,000$      550,000$     

Aggregate reinsurance - - - - -

Limits:

Specific reinsurance Statutory Statutory Statutory Statutory Statutory

Aggregate reinsurance - - - - -

Loss fund revenues (Note 1) 2,237,836 2,215,312 2,099,331 2,422,226 2,339,956

Estimated incurred claims

and expenses 2,411,409 1,357,374 1,355,154 2,504,802 2,487,818

Claim Year

 
Note 1: For each claim year, KERIT allocates 70 percent of the contributions to a loss fund and the remaining 30 percent 
to an administrative fund. The loss fund revenues shown above include 70 percent of contributions and any 
supplemental contribution assessments to cover deficiencies. 
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3. Reconciliation of Claim Reserves 
 
Claim reserves are based upon estimates of the ultimate cost of claims that have been 
reported but not settled, and of claims that have been incurred but not reported. The 
changes in claim reserves from the beginning of the year are as follows: 
 

2019 2018

Claim reserves at beginning of year, net of recoveries 3,474,255$    3,410,663$    

Incurred claims and claim adjustment expenses:

Provision for insured events of the current year 2,487,818 2,207,226

Increase (decrease) in provision for insured events of 

prior years 101,375 (474,116)

Total incurred claims and claim adjustment expenses 2,589,193 1,733,110

Payments:

Claims and claim adjustment expenses attributable to insured

events of the current year 806,390 844,675

Claims and claim adjustment expenses attributable to insured

events of prior years 1,211,512 824,843

Total payments, net of recoveries 2,017,902 1,669,518

Claim reserves at end of year, net of recoveries 4,045,546$    3,474,255$    
 

 
As a result of changes in estimates an unfavorable in 2019, and favorable in 2018, 
development for insured events of prior years, the provision for unpaid claims and claim 
adjustment increased by $101,375 in 2019 and decreased by $474,116 in 2018. 

 

4. Cash and Cash Equivalents 
 
KERIT maintains various deposit accounts to handle the cash receipts, disbursements and 
idle cash balance. Uninsured balances of approximately $2.3 million as of December 31, 
2019 and $770,000 as of December 31, 2018 are collateralized with securities held by the 
pledging financial institution’s trust department. KERIT has an arrangement with the bank 
to automatically transfer funds on a daily basis from the short-term investments account to 
the two checking accounts as checks are processed and posted to the checking accounts.  
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Carrying

December 31, 2019 Value

Cash (outstanding checks) (59,704)$        

Cash equivalents 2,591,410

          Total cash and cash equivalents 2,531,706$    

Carrying

December 31, 2018 Value

Cash (outstanding checks) (32,894)$        

Cash equivalents 1,020,524

          Total cash and cash equivalents 987,630$       
 

 
5. Investments 

 
KERIT’s trust agreement and bylaws contain no provision regarding deposits or the type of 
investments that may be purchased. The state of Kansas restricts the types of investments 
that KERIT may purchase. Permitted investments include government and corporate 
obligations, stocks, real estate and a variety of other securities and debt instruments, 
although many of the options are available only if a number of specified criteria are 
satisfied.  
 
KERIT’s Board-approved investment policy allows investments in the following:   
 

1. U.S. Treasury securities (bills, notes or bonds) or securities guaranteed by the U.S. 
Government; 

2. Securities issued by agencies of the U.S. Government (including mortgage-backed 
securities) but not necessarily guaranteed by the U.S. Government; 

3. Federally insured certificates of deposit in banks; or 
4. Agency-issued pass-through mortgage-backed securities with stated maturities of up 

to 30 years. 
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KERIT’s investments are solely in U.S. government agency bonds and certificate of deposits, 
which are not considered to have credit risk. Fair values of investments are generally based 
on quotes supported by an independent pricing service. Investment balances at  
December 31, 2019 and 2018 are as follows: 
 

Gross Gross Estimated

Carrying Unrealized Unrealized Fair

December 31, 2019 Value Gain Loss Value

U.S. Government sponsored

agency obligations 6,094,166$           22,943$               (3,202)$                6,113,907$           

U.S. Treasury Note 248,982 2,688 -$                          251,670

Certificate of deposits 1,730,000 - - 1,730,000

Total 8,073,148$           25,631$               (3,202)$                8,095,577$           

Gross Gross Estimated

Carrying Unrealized Unrealized Fair

December 31, 2018 Value Gain Loss Value

U.S. Government sponsored

agency obligations 7,935,159$           3,217$                 (147,630)$           7,790,746$           

U.S. Treasury Note 248,321$               - (1,378)$                246,943

Certificate of deposits 1,430,000 - - 1,430,000

Total 9,613,480$           3,217$                 (149,008)$           9,467,689$           
 

 
Certain investments in the statutory financial statements have a fair value less than their cost. 
Total fair value of these investments at December 31, 2019 was $3,160,862, which is 
approximately 30% of KERIT’s cash and invested assets at December 31, 2019. These changes 
primarily resulted from market fluctuations and changes in interest rates. As of December 31, 
2018, securities totaling $7,556,025 were in a loss position. 
 
Based on evaluation of available evidence, including recent changes in market conditions, credit 
rating information and information obtained from regulatory filings, management believes the 
declines in fair value for these securities are temporary. 
 
Should the impairment of any of these securities become other than temporary, the cost basis 
of the investment will be reduced and the resulting loss recognized in net income in the period 
the other-than-temporary impairment is identified. During 2019 and 2018, there were no 
investments where the impairment was considered other than temporary.   
 
The following tables show KERIT’s investments’ gross unrealized losses and fair value, 
aggregated by length of time that individual securities have been in a continuous unrealized 
loss position at December 31, 2019 and 2018: 
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Description of Unrealized Unrealized Unrealized

 Securities Fair Value Losses Fair Value Losses Fair Value Losses

Bonds

  U.S. Government sponsored

agency obligations 499,275$       (725)$              2,661,587$    (2,477)$          3,160,862$    (3,202)$          
securities 499,275$       (725)$              2,661,587$    (2,477)$          3,160,862$    (3,202)$          

Description of Unrealized Unrealized Unrealized

 Securities Fair Value Losses Fair Value Losses Fair Value Losses

Bonds

  U.S. Government sponsored

agency obligations 398,832$       (1,168)$          6,910,250$    (146,462)$      7,309,082$    (147,630)$      

U.S. Treasury Note 246,943        (1,378)           -                     -                     246,943        (1,378)           
securities 645,775$       (2,546)$          6,910,250$    (146,462)$      7,556,025$    (149,008)$      

December 31, 2019

December 31, 2018

Less Than 12 Months 12 Months or More Total

Less Than 12 Months 12 Months or More Total

 
 

The carrying value and fair value of bonds at December 31, 2019, by contractual maturity, is as 
follows. Actual maturities may differ from contractual maturities because certain borrowers 
have the right to call or repay obligations with or without call or prepayment penalties. 
 

Carrying Value Fair Value

Years to maturity

  One or less 2,620,000$                 2,619,289$           

  After one through five 3,767,777 3,775,284

  After five through ten 1,078,150 1,091,223

  Due after ten years 607,221 609,781

  Total investments 8,073,148$                 8,095,577$           
 

 
Proceeds from sales and maturities of investments during 2019 and 2018 were $2,537,645 and 
$1,631,532, respectively. Included in investment income is gross losses of $13,625 and $6,841. 
 
6.  Fair Values of Financial Instruments 

 
Financial instruments are periodically measured at fair value, such as when impaired, or, for 
certain bonds when carried at the lower of cost or market. 

The fair value of an asset is the amount at which that asset could be bought or sold in a current 
transaction between willing parties, that is, other than in a forced or liquidation sale. The fair 
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value of a liability is the amount at which that liability could be incurred or settled in a current 
transaction between willing parties, that is, other than in a forced or liquidation sale. 

Fair values are based on quoted market prices when available. When market prices are not 
available, fair value is generally estimated using discounted cash flow analyses, incorporating 
current market inputs for similar financial instruments with comparable terms and credit 
quality (matrix pricing). In instances where there is little or no market activity for the same or 
similar instruments, KERIT estimates fair value using methods, models and assumptions that 
management believes market participants would use to determine a current transaction price. 
These valuation techniques involve some level of management estimation and judgment which 
becomes significant with increasingly complex instruments or pricing models. Where 
appropriate, adjustments are included to reflect the risk inherent in a particular methodology, 
model or input used. 

KERIT’s financial assets and liabilities carried at fair value have been classified for disclosure 
purposes, based on a hierarchy defined by SSAP 100R, Fair Value Measurements. The hierarchy 
gives the highest ranking to fair values determined using unadjusted quoted prices in active 
markets for identical assets and liabilities (Level 1) and the lowest ranking to fair values 
determined using methodologies and models with unobservable inputs (Level 3). An asset’s or a 
liability’s classification is based on the lowest level input that is significant to its measurement. 

For example, a Level 3 fair value measurement may include inputs that are both observable 
(Levels 1 and 2) and unobservable (Level 3). The levels of the fair value hierarchy are as follows: 
 
 Level 1 Values are unadjusted quoted prices for identical assets and liabilities in active 

markets accessible at the measurement date. 
 
 Level 2 Inputs include quoted prices for similar assets or liabilities in active markets, 

quoted prices from those willing to trade in markets that are not active, or other 
inputs that are observable or can be corroborated by market data for the term of 
the instrument. Such inputs include market interest rates and volatilities, 
spreads and yield curves. 

 
 Level 3 Certain inputs are unobservable (supported by little or no market activity) and 

significant to the fair value measurement. Unobservable inputs reflect KERIT’s 
best estimate of what hypothetical market participants would use to determine 
a transaction price for the asset or liability at the reporting date. 
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The carrying amounts and fair values of KERIT’s financial instruments at December 31 are as 
follows: 

Admitted Fair

Value Value Level 1 Level 2 Level 3

Financial Instruments - Assets

U.S. Government sponsored 

agency obligations 6,094,166$    6,113,907$    -$                    6,113,907$    -$                    

U.S. Treasury Note 248,982 251,670 - 251,670 -

Cash and cash equivalents 2,531,706 2,531,706 2,531,706 - -

Certificate of deposits 1,730,000 1,730,000 1,730,000 - -

Total financial instruments - assets 10,604,854$  10,627,283$  4,261,706$    6,365,577$    -$                    
`

Admitted Fair

Value Value Level 1 Level 2 Level 3

Financial Instruments - Assets

U.S. Government sponsored 

agency obligations 7,935,159$    7,790,746$    -$                    7,790,746$    -$                    

U.S. Treasury Note 248,321 246,943 - 246,943 -

Cash and cash equivalents 987,630 987,630 987,630 - -

Certificate of deposits 1,430,000 1,430,000 1,430,000 - -

Total financial instruments - assets 10,601,110$  10,455,319$  2,417,630$    8,037,689$    -$                    

2019

2018

 
 

7.  Service Agency Agreement 
 

KERIT has entered into separate agreements with two companies whereby KERIT is to 
receive administrative, accounting, loss control and claims management services for the 
workers’ compensation program for service fees. For fiscal years 2019 and 2018, these fees 
totaled $311,958 and $313,476, respectively. 
 

8. Structured Settlements 
 
In 2004, KERIT entered into a structured settlement with Medicare to cover future medical 
costs for a claim. As part of the settlement, KERIT purchased an annuity to cover costs up to 
$77,047. The present value of the annuity is $38,962. Should the life insurer fail to perform 
under the terms of the annuity, KERIT would then be liable to make payments up to the 
covered medical costs. 
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Licensed in

Life Insurance Company KERIT's State 

and Location of Domicile?

Liberty Life Assurance Company of Boston No $   38,962

Boston, MA

( i.e. Present Value)

of Annuity

Statement Value

 
 
 
 

9. Risk Management 
 
KERIT is exposed to various risks of loss related to torts, trustee automobile travel, and 
errors and omissions. KERIT does not own property or have employees. KERIT has 
purchased commercial errors and omissions, fidelity bond, and automobile coverages. 
There have been no claims on any of the purchased coverages since inception. 
 

10. Subsequent Events 
 
As a result of the spread of the COVID-19 coronavirus, economic uncertainties have arisen 
which may negatively affect the financial position, results of operations and cash flows of 
KERIT.  These include declines in the market value of investments held by the company as 
well as contributions earned from workers compensation premiums.  The duration of these 
uncertainties and the ultimate financial effects cannot be reasonably estimated at this time. 
 
Subsequent events have been evaluated through May 12, 2020, which is the date the 
statutory financial statements were available to be issued. 
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Independent Auditor’s Report on Supplementary Information 
 
 
 

Board of Trustees 
Kansas Eastern Region Insurance Trust 
Kansas City, Missouri 
 
 
Our 2019 audit was conducted for the purpose of forming an opinion on the 2019 basic statutory financial 
statements as a whole.  The statutory financial statements were prepared on the basis of accounting practices 
prescribed or permitted by the Kansas Insurance Department.  The accompanying supplemental schedules 
as of and for the year ended December 31, 2019, listed in the table of contents are presented for the purpose 
of complying with the National Association of Insurance Commissioners’ Instructions to Annual Audited 
Financial Reports and the National Association of Insurance Commissioners’ Accounting Practices and 
Procedures Manual and are presented for purposes of additional analysis and are not a required part of the 
2019 basic statutory financial statements.  Such information is the responsibility of management and was 
derived from and relates directly to the underlying accounting and other records used to prepare the 2019 
basic statutory financial statements.  The information has been subjected to the auditing procedures applied 
in the audit of the 2019 basic statutory financial statements and certain additional procedures, including 
comparing and reconciling such information directly to the underlying accounting and other records used to 
prepare the statutory financial statements or to the statutory financial statements themselves, and other 
additional procedures in accordance with auditing standards generally accepted in the United States of 
America.  In our opinion, the information is fairly stated in all material respects in relation to the 2019 basic 
statutory financial statements as a whole. 

 

Kansas City, Missouri 
May 12, 2020 
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Kansas Eastern Region Insurance Trust 
Investment Risks Interrogatories  

December 31, 2019 

 

 

 

1. The Trust’s total admitted assets as reported on the Statutory Statements of Admitted 
Assets, Liabilities and Surplus at December 31, 2019 was $10,719,130. 

  

2. Following are the largest exposures to a single issuer/borrower/investment excluding  
U.S. Government and U.S. Government Sponsored Agency Obligations: 

Percentage

of Total

Description Admitted

of Exposure Amount Assets

Issuer

Ally Bank Certificate of Deposit 250,000$       2.33%

Barclays Certificate of Deposit 245,000$       2.29%

Capital One Certificate of Deposit 245,000$       2.29%

Discover Certificate of Deposit 245,000$       2.29%

Goldman Sachs Bank USA Certificate of Deposit 245,000$       2.29%

Commerce Certificate of Deposit 250,000$       2.33%

JP Morgan Certificate of Deposit 250,000$       2.33%
 

 
3. KERIT’s total admitted assets held in bonds by NAIC rating at December 31, 2019 are as 

follows: 

NAIC Percentage NAIC Percentage 

Rating of Total Rating of Total

Admitted Admitted

Assets Assets

NAIC – 1 8,073,148$      91.5% P/PSF – 1 $            %

NAIC – 2 P/PSF – 2

NAIC – 3 P/PSF – 3

NAIC – 4 P/PSF – 4

NAIC – 5 P/PSF – 5

NAIC – 6 P/PSF – 6

8,073,148$      91.5% $            %

Bonds Preferred Stocks

Amount Amount
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Kansas Eastern Region Insurance Trust 
Investment Risks Interrogatories (Continued) 

December 31, 2019 

 
 
 

4.-11. The Trust did not have foreign investment exposure at December 31, 2019. 
 

12. The Trust did not hold any investments with contractual sales restrictions at  
December 31, 2019. 

 
13. The Trust did not hold equity interests at December 31, 2019. 
 
14. The Trust did not hold any investments in nonaffiliated, privately placed equities at 

December 31, 2019. 
. 
15. The Trust did not hold any investments in general partnership interests at  

December 31, 2019. 
 

16.-17. The Trust did not hold any investments in mortgage loan interests at  
December 31, 2019. 

 
    18. The Trust did not hold any investments in real estate at December 31, 2019. 
 

19. The Trust did not have any potential exposure for investments in mezzanine real estate 
loans during 2019. 

 
20. The Trust’s admitted assets were not subject to any security lending agreements, 

repurchase agreements, reverse repurchase agreements, dollar repurchase agreements 
or dollar reverse repurchase agreements during 2019. 

 
21. The Trust did not own any warrants not attached to other financial instruments, 

options, caps and floors at December 31, 2019. 
 
22. The Trust did not have any potential exposure for collars, swaps and forwards during 

2019. 
 
23. The Trust did not have any potential exposure for futures contracts during 2019. 
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Kansas Eastern Region Insurance Trust 
Summary Investment Schedule 

December 31, 2019 

 

1 2 3 4 5 6

Investment Categories Amount Percentage Amount

Securities 

Lending 

Reinvested 

Collateral 

Amount

Total              

(Col 3+4) 

Amount Percentage

Bonds

U.S. Treasury securities  $          248,982 2.3%  $          248,982  $                       -  $          248,982 2.3%

U.S. Government agency and corporate obligations

(excluding mortgage-backed securities)                            - 

Issued by U.S. Government agencies                            -                            -                            -                            - 

Issued by U.S. Government-sponsored agencies           6,094,166 57.5%           6,094,166                            -          6,094,166 57.5%

Foreign Government (including Canada, excluding 

mortgage-backed securities)                            - 

Securities issued by states, territories and possessions and 

political subdivisions in the U.S.                            - 

State, territory and possession – general 

obligations                            - 

Political subdivisions of states, territories and 

possessions, political subdivisions – general

obligations                            - 

Revenue and assessment obligations                            -                            -                            -                            - 

Industrial development and similar obligations                            -                            -                            -                            - 

Mortgage-backed securities (includes residential and

commercial MBS)                            - 

Pass-through securities

Guaranteed by GNMA                            -                            -                            -                            - 

Issued by FNMA and FHLMC                            -                            -                            -                            - 

Privately issued                            -                            -                            -                            - 

CMOs and REMICs:

Issued by FNMA and FHLMC                            -                            -                            -                            - 

Privately issued and collateralized by MBS issued or

guaranteed by GNMA, FNMA, FHLMC                            - 

All other privately issued                            -                            -                            -                            - 

Other debt and other fixed income securities (excluding

short-term)                            - 

Unaffiliated domestic securities (includes credit tenant

loans rated by the SVO)          1,730,000 

Unaffiliated foreign securities                            -                            -                            -                            - 

Affiliated securities                            -                            -                            -                            - 

Equity Interests

Investments in mutual funds                            -                            -                            -                            - 

Preferred stocks

Affiliated                            -                            -                            -                            - 

Unaffiliated                            -                            -                            -                            - 

Publicly traded equity securities (excluding preferred 

stocks):

Affiliated                            -                            -                            -                            - 

Unaffiliated                            -                            -                            -                            - 

                           - 

                           - 

                           - 

                           - 

                           - 

Gross Investment Admitted Assets as Reported

Holdings * in the Annual Statement

                           -                            - 

                           -                            - 

                           -                            - 

                           -                            - 

                           -                            - 

                           - 

                           - 

                           - 

                           - 

                           -                            - 

          1,730,000 

                           -                            - 

                           -                            - 

16.3%           1,730,000 16.3%
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Kansas Eastern Region Insurance Trust 
Summary Investment Schedule (Continued) 

December 31, 2019 

 

1 2 3 4 5 6

Investment Categories Amount Percentage Amount

Securities 

Lending 

Reinvested 

Collateral 

Amount

Total              

(Col 3+4) 

Amount Percentage

Other equity securities

Affiliated  $                        -  $                        -  $                       -  $                       - 

Unaffiliated                            -                            -                            -                            - 

Other equity interests including tangible personal

property under lease: 

Affiliated                            -                            -                            -                            - 

Unaffiliated                            -                            -                            -                            - 

Mortgage Loans

Construction and land development                            -                            -                            -                            - 

Agricultural                            -                            -                            -                            - 

Single family residential properties                            -                            -                            -                            - 

Multifamily residential properties                            -                            -                            -                            - 

Commercial loans                            -                            -                            -                            - 

Real Estate Investments

Property occupied by Company                            -                            -                            -                            - 

Property held for production of income                            -                            -                            -                            - 

Property held for sale                            -                            -                            -                            - 

Collateral Loans                            -                            -                            -                            - 

Policy Loans                            -                            -                            -                            - 

Receivables for Securities                            -                            -                            -                            - 

Cash and Cash Equivalents           2,531,706 23.9%           2,531,706                            -          2,531,706 23.9%

Other Invested Assets                            -                            -                            -                            - 

 $    10,604,854 100%  $    10,604,854  $                       -  $    10,604,854 100%

Admitted Assets as Reported

Holdings * in the Annual Statement

Gross Investment

 
 

*  Gross investment holdings as valued in compliance with the NAIC Instructions. 

 

 

 

 

 

 

 

 

 

 

 



 

26 

Kansas Eastern Region Insurance Trust 
Schedule of Reinsurance Disclosures 

December 31, 2019 

 

1. Has the reporting entity reinsured any risk with any other entity under quota 
share reinsurance contract that includes a provision that would limit the 
reinsurer’s losses below the stated quota share percentage (e.g., a deductible, a 
loss ratio corridor, a loss cap, an aggregate limit or any similar provisions)? 

 
Yes (    ) 

 
No ( X ) 

 
2. If yes, indicate the number of reinsurance contracts containing such provisions. 

____________________________________ 
 

Yes (    ) 
 

No (    ) 
 

3. If yes, does the amount of reinsurance credit taken reflect the reduction in quota 
share coverage caused by any applicable limiting provision(s)? 

 
Yes (    ) 

 
No (    ) 

 
4. Has this reporting entity reinsured any risk with any other entity and agreed to 

release such entity from liability, in whole or in part, from any loss that may occur 
on the risk, or portion thereof, reinsured? 

 
Yes (    ) 

 
No ( X ) 

 
5. If yes, give full information. ____________________________________ 
   
6. Has the reporting entity ceded any risk under any reinsurance contract (or under 

multiple contracts with the same reinsurer or its affiliates) for which during the 
period covered by the statement: (i) it recorded a positive or negative 
underwriting result greater than 5% of prior year-end surplus as regards 
policyholders or it reported calendar year written premium ceded or year-end 
loss and loss expense reserves ceded greater than 5% of prior year-end surplus 
as regards policyholders; (ii) it accounted for that contract as reinsurance and 
not as a deposit; and (iii) the contract(s) contain one or more of the following 
features or other features that would have similar results: 

   
(a) A contract term longer than two years and the contract is noncancelable 

by the reporting entity during the contract term; 
   

(b) A limited or conditional cancellation provision under which cancellation 
triggers an obligation by the reporting entity, or an affiliate of the 
reporting entity, to enter into a new reinsurance contract with the 
reinsurer, or an affiliate of the reinsurer; 
   

(c) Aggregate stop loss reinsurance coverage; 
   
(d) A unilateral right by either party (or both parties) to commute the 

reinsurance contract, whether conditional or not, except for such 
provisions which are only triggered by a decline in the credit status of the 
other party; 

   
(e) A provision permitting reporting of losses, or payment of losses, less 

frequently than on a quarterly basis (unless there is no activity during the 
period); or 
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Kansas Eastern Region Insurance Trust 
Schedule of Reinsurance Disclosures (Continued) 

December 31, 2019 
 

(f) Payment schedule, accumulating retentions from multiple years or any 
features inherently designed to delay timing of the reimbursement to the 
ceding entity. 

 
Yes (    ) 

 
No ( X ) 

 
7. Has the reporting entity during the period covered by the statement ceded any 

risk under any reinsurance contract (or under multiple contracts with the same 
reinsurer or its affiliates) for which during the period covered by the statement 
it recorded a positive or negative underwriting result greater than 5% of prior 
year-end surplus as regards policyholders or it reported calendar year written 
premium ceded or year-end loss and loss expense reserves ceded greater than 
5% of prior year-end surplus as regards policyholders; excluding cessions to 
approved pooling arrangements or to captive insurance companies that are 
directly or indirectly controlling, controlled by, or under common control with (i) 
one or more unaffiliated policyholders of the reporting entity, or (ii) an 
association of which one or more unaffiliated policyholders of the reporting 
entity is a member where: 

   
(a) The written premium ceded to the reinsurer by the reporting entity or its 

affiliates represents fifty percent (50%) or more of the entire direct and 
assumed premium written by the reinsurer based on its most recently 
available financial statements; or 

   
(b) Twenty-five percent (25%) or more of the written premium ceded to the 

reinsurer has been retroceded back to the reporting entity or its affiliates 
in separate reinsurance contract. 

 
Yes (    ) 

 
No ( X ) 

 
8. If yes to 6 or 7, please provide the following information: 
   

(a) The aggregate financial statement impact gross of all such ceded 
reinsurance contracts on the balance sheet and statement of income. 

   
 

Financial Impact 

 

(1) 
As Reported 

(2) 
Reinsurance 

Effect 

(3) 
Restated 
Without 

Reinsurance 

A01. Assets    

A02. Liabilities    

A03. Surplus as regards to policyholders    

A04. Net income    

 

(B) Summary of Reinsurance Contract Terms (C) Management’s Objectives 
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Kansas Eastern Region Insurance Trust 
Schedule of Reinsurance Disclosures (Continued) 

December 31, 2019 
 

(b) A summary of the reinsurance contract terms and indicate whether it 
applies to the contracts meeting the criteria in 6 or 7;  

   
(c) A brief discussion of management’s principal objectives entering into the 

reinsurance contract including the economic purpose to be achieved; and 
   

9. Except for transactions meeting the requirements of paragraph 32 of SSAP No. 
62, Property and Casualty Reinsurance, has the reporting entity ceded any risk 
under any reinsurance contract (or multiple contracts with the same reinsurer or 
its affiliates) during the period covered by the financial statement, and either: 

   
(a) Accounted for that contract as reinsurance (either prospective or 

retroactive) under statutory accounting principles (“SAP”) and as a deposit 
under generally accepted accounting principles (“GAAP”); or 

   
(b) Accounted for that contract as reinsurance under GAAP and as a deposit 

under SAP? 
 

Yes (    ) 
 

No ( X ) 
 

10. If yes to 9, explain why the contract(s) is treated differently for GAAP and 
SAP._____________________________________ 

   
   

 




