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REPORT

INDEPENDENT AUDITORS’ REPORT
Board of Trustees
Alabama Retail Association Workers’
Compensation Self‐Insurance Fund
d/b/a Alabama Retail Comp
Report on the Financial Statements
We have audited the accompanying financial statements of Alabama Retail Association Workers’
Compensation Self‐Insurance Fund, d/b/a Alabama Retail Comp, which comprise the balance sheets as of
December 31, 2018 and 2017, and the related statements of income and comprehensive income, changes
in members’ equity and cash flows for the years then ended, and the related notes to the financial
statements.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.
Auditors’ Responsibility
Our responsibility is to express an opinion on these 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 audits to obtain reasonable assurance
about whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatement of the 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 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 financial
statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.
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Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Alabama Retail Association Workers’ Compensation Self‐Insurance Fund, d/b/a
Alabama Retail Comp, as of December 31, 2018 and 2017, and the results of its operations and its cash
flows for the years then ended in accordance with accounting principles generally accepted in the United
States of America.
Other Matters
Required Supplementary Information
Accounting principles generally accepted in the United States of America require that the schedules of
incurred claims and allocated claims adjustment expenses, net of excess insurance and cumulative paid
claims and allocated claims adjustment expenses, net of excess insurance be presented to supplement
the basic financial statements. Such information, although not a part of the basic financial statements, is
required by the Financial Accounting Standards Board, who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or historical
context. The information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the basic financial
statements or to the financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the schedules of
incurred claims and allocated claims adjustment expenses, net of excess insurance and cumulative paid
claims and allocated claims adjustment expenses, net of excess insurance are fairly stated in all material
respects in relation to the financial statements as a whole.

Montgomery, Alabama
June 28, 2019
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FINANCIAL STATEMENTS

Alabama Retail Association
Workers’ Compensation Self‐Insurance Fund
d/b/a Alabama Retail Comp
Balance Sheets
December 31,

2018

2017

Assets
Investments in marketable securities
Cash and cash equivalents
Accrued interest receivable
Member contributions receivable
Excess insurance receivable
Excess insurance recoverable on unpaid losses
Deposit ‐ Department of Labor
Federal income tax deposit
Prepaid expenses
Property and equipment, net
Total assets

$ 76,932,446 $ 76,661,662
4,149,198
5,204,804
432,462
431,057
2,179,718
1,590,726
39,205
36,261
5,212,605
5,655,102
200,000
200,000
‐
644,590
715,198
490,925
615,167
705,086
$ 90,475,999 $ 91,620,213

Liabilities and members' equity
Liabilities
Unpaid losses and loss adjustment expenses
Accrued liabilities
Member contribution overpayments
Unearned contributions
Reserves for retrospective refunds
Deferred tax liability
Total liabilities
Members' equity
Equity
Accumulated other comprehensive income
Total members' equity
Total liabilities and members' equity

$ 31,736,096 $ 36,476,808
217,864
209,866
997,108
862,754
2,091,799
2,928,167
34,748,010
30,309,278
555,299
960,914
70,346,176

71,747,787

18,519,966
1,609,857

16,743,070
3,129,356

20,129,823

19,872,426

$ 90,475,999 $ 91,620,213

The accompanying notes are an integral part of these financial statements.
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Alabama Retail Association
Workers’ Compensation Self‐Insurance Fund
d/b/a Alabama Retail Comp
Statements of Income and Comprehensive Income
For the years ended December 31,
Revenues
Member contributions
Investment income
Gain on sales of investments
Total revenues

2018

2017

$ 19,899,522 $ 20,166,243
1,959,114
1,823,071
19,479
294,450
21,878,115
22,283,764

Expenses
Administrative expenses
Brokers' commissions
Depreciation expense
Excess insurance premium
Losses and loss adjustment expenses
Total expenses

3,841,467
1,609,270
90,409
1,051,293
3,408,192
10,000,631

3,475,591
1,675,802
96,370
1,110,425
5,976,195
12,334,383

Net income before increase in reserves for retrospective
refunds and provision (benefit) for income taxes

11,877,484

9,949,381

Increase in reserves for retrospective refunds

9,166,992

10,575,825

Net income (loss) before provision for income taxes

2,710,492

(626,444)

403,578
530,018

4,101
(885,974)

Provision (benefit) for income taxes
Current
Deferred
Net income

1,776,896

Other comprehensive income (loss):
Unrealized gains (losses) on marketable securities
arising during the period (net of federal income tax
(benefit) of ($270,415) and $465,673 for 2018 and 2017)

(1,017,276)

Reclassification adjustment for gains included in
net income during the period (net of federal income tax
of $133,502 and $60,221 for 2018 and 2017)

(502,223)

Other comprehensive income (loss)
Comprehensive income

(1,519,499)
$

257,397 $

The accompanying notes are an integral part of these financial statements.
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255,429

1,751,816

(226,544)
1,525,272
1,780,701

Alabama Retail Association
Workers’ Compensation Self‐Insurance Fund
d/b/a Alabama Retail Comp
Statements of Changes in Members’ Equity
Accumulated
Other
Comprehensive
Income

Equity
Balance, December 31, 2016

$

Net change in unrealized gains
on marketable securities
(net of federal income tax
of $405,452)
Net income
Balance, December 31, 2017
Net change in unrealized gains
on marketable securities
(net of federal income tax benefit
of $403,917)

16,487,641 $

1,525,272

1,525,272

255,429

‐

255,429

16,743,070

3,129,356

19,872,426

(1,519,499)

(1,519,499)

1,776,896

Balance, December 31, 2018

$

1,604,084 $ 18,091,725

‐

‐

Net income

Total
Members'
Equity

18,519,966 $

‐

1,776,896

1,609,857 $ 20,129,823

The accompanying notes are an integral part of these financial statements.
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Alabama Retail Association
Workers’ Compensation Self‐Insurance Fund
d/b/a Alabama Retail Comp
Statements of Cash Flows
For the years ended December 31,
Operating activities
Net income
Adjustments to reconcile net income to net
cash provided by operating activities:
Depreciation and amortization
Deferred income tax provision (benefit)
Gain on sales of investments
Gain on disposal of fixed assets
Change in operating assets and liabilities:
Accrued interest receivable
Member contributions receivable
Excess insurance receivable
Excess insurance recoverable on unpaid losses
Federal income tax deposit
Prepaid expenses
Unpaid losses and loss adjustment expenses
Accrued liabilities
Member contribution overpayments
Unearned contributions
Reserves for retrospective refunds

2018

$

2017

1,776,896 $

255,429

519,637
530,018
(19,479)
‐

450,522
(369,760)
(294,450)
(18,500)

(1,405)
(588,992)
(2,944)
442,497
644,590
(224,273)
(4,740,712)
7,998
134,354
(836,368)
4,438,732

(19,986)
320,492
(23,867)
(915,364)
39,870
(91,500)
(123,327)
40,374
(205,070)
(109,621)
3,794,983

2,080,549

2,730,225

‐
(35,985,906)
(489)
32,850,240

(102,172)
(35,998,473)
18,500
35,095,122

Net cash used in investing activities

(3,136,155)

(987,023)

Net increase (decrease) in cash and cash equivalents

(1,055,606)

1,743,202

5,204,804

3,461,602

4,149,198 $

5,204,804

Net cash provided by operating activities
Investing activities
Purchases of fixed assets
Purchases of securities
Proceeds from disposal of fixed assets
Proceeds from sales and maturities of securities

Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

$

The accompanying notes are an integral part of these financial statements.
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Alabama Retail Association
Workers’ Compensation Self‐Insurance Fund
d/b/a Alabama Retail Comp
Notes to Financial Statements
NOTE 1: NATURE OF BUSINESS
The Alabama Retail Association Workers’ Compensation Self‐Insurance Fund d/b/a Alabama Retail
Comp (the Fund) was established in 1984 to provide a program of self‐insurance for participating
members of Alabama Retail Association under the requirements of the Alabama Workmen's
Compensation Law. All transactions involving the Fund are accounted for by fund year. Members’
equity is comprised of the claims fund and trustees fund. The claims fund accounts for a percentage
as determined by the Department of Labor of the contributions less losses and loss adjustment
expenses. The trustees fund accounts for investment income, a percentage as determined by the
Department of Labor of contributions, and other income less administrative expenses. Each fund
year receives member contributions from participants. These monies and the interest earned
thereon are used to pay claims and administrative expenses, to purchase excess insurance to protect
the Fund against exceptionally large losses, and to make distributions to members as the Trustees
deem appropriate. Return of any excess monies to the participants of each year may be made only
from the fund balance of that fund year subject to the approval of the State of Alabama, Department
of Labor, Workmen's Compensation Division. In the event of a deficiency in a plan year, additional
assessments could be made against participants of that plan year. Under State of Alabama law, the
members of a workers’ compensation fund are jointly and severally liable.

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
This summary of significant accounting policies of the Fund is presented to assist in understanding
the Fund’s financial statements. The financial statements and notes are representations of the Fund’s
management, who is responsible for their integrity and objectivity. These accounting policies
conform to accounting principles generally accepted in the United States of America and have been
consistently applied in the preparation of the financial statements. The significant accounting policies
followed by the Fund are summarized as follows:
Use of Estimates
The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America 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 date of the financial statements and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from those estimates.
Significant estimates relate to member contributions and unpaid losses and loss adjustment
expenses. Each of these estimates may differ from amounts ultimately realized.
Basis of Presentation
The accompanying financial statements have been prepared in conformity with accounting
principles generally accepted in the United States of America.
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Alabama Retail Association
Workers’ Compensation Self‐Insurance Fund
d/b/a Alabama Retail Comp
Notes to Financial Statements
NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Securities Available‐for‐Sale
Bonds, notes, common stock, and redeemable preferred stock not classified as held‐to‐maturity
are reported at fair value, adjusted for other than temporary declines in fair value, with the change
in unrealized gains and losses reported as other comprehensive income, with accumulated other
comprehensive income as a separate component of members’ equity. Realized gains and losses are
determined on the specific identification method.
Cash Equivalents
For the purpose of presentation in the Fund’s statements of cash flows, cash equivalents are short‐
term, highly liquid investments that are both (a) readily convertible to known amounts of cash and
(b) so near to maturity that they present insignificant risk of changes in value due to changing
interest rates.
Concentration of Credit Risk
Total deposits at times may exceed federally insured limits. The Fund has not experienced any loss
in such accounts and believes it is not exposed to any significant credit risk on cash. The amount
reported as cash and cash equivalents approximates fair value.
Member Contributions Receivable
The Fund considers member contributions receivable to be fully collectible; accordingly, no
allowance for doubtful accounts is required. The direct write‐off method used by the Fund yields
approximately the same results as the allowance method. If amounts become uncollectible, they
will be charged to operations when that determination is made.
Excess Insurance
In the normal course of business, the Fund seeks to reduce the loss that may arise from
catastrophes or other events that cause unfavorable underwriting results by reinsuring certain
levels of risk in various areas of exposure with other insurance enterprises or reinsurers. Amounts
recoverable from reinsurers are estimated in a manner consistent with the reinsured policy.

‐8‐

Alabama Retail Association
Workers’ Compensation Self‐Insurance Fund
d/b/a Alabama Retail Comp
Notes to Financial Statements
NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Property and Equipment
Expenditures for major renewals or betterments that extend the useful lives of property and
equipment are capitalized. Expenditures for maintenance and repairs are charged to expense as
incurred. Property and equipment are recorded at cost and depreciated using straight‐line
depreciation methods over the estimated useful lives of 3‐15 years, depending on the respective
asset.
Insurance Liabilities
The liability for unpaid losses and loss adjustment expenses includes an amount determined from
loss reports and individual cases and an amount, based on past experience, for losses incurred but
not reported. Such liabilities are necessarily based on estimates and, while management believes
that the amount is adequate, the ultimate liability may be in excess of or less than the amounts
provided. The methods for making such estimates and for establishing the resulting liability are
continually reviewed, and any adjustments are reflected in earnings currently. The reserve for
unpaid losses and loss adjustment expenses is reported discounted and net of receivables for
salvage and subrogation.
During 2017, the Fund adopted the provisions of the Financial Accounting Standards Board’s
Accounting Standards Update No. 2015‐09 – Disclosures about Short‐Term Duration Contracts
(ASU 2015‐09). ASU 2015‐09 requires additional disclosure and supplemental information related
to unpaid losses and loss adjustment expenses. Accordingly, the additional information has been
included in Note 7 and the accompanying supplementary information.
Income Taxes
Income tax provisions are based on the asset and liability method. Deferred income taxes have
been provided for temporary differences between the tax basis of assets and liabilities and their
reported amounts in the financial statements. Such differences are related principally to
depreciation, unearned contributions, present value discount of unpaid losses and loss adjustment
reserves, unrealized gains and losses on available‐for‐sale securities and differences in financial
statement and tax retrospective refunds.
The Fund has not recognized any respective liability for unrecognized tax benefits as it has no
known tax positions that would subject the Fund to any material income tax exposure. A
reconciliation of the beginning and ending amount of unrecognized tax benefits is not included,
nor is there any interest accrued related to unrecognized tax benefits in interest expense and
penalties in operating expenses as there are no unrecognized tax benefits. The tax years that
remain subject to examination are the years ended December 31, 2015 through 2018 for all major
tax jurisdictions.
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Alabama Retail Association
Workers’ Compensation Self‐Insurance Fund
d/b/a Alabama Retail Comp
Notes to Financial Statements
NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Income Taxes (Continued)
In February 2018, the Financial Accounting Standards Board (FASB) issued Accounting Standards
Update (ASU) 2018‐02, “Income Statement – Reporting Comprehensive Income (Topic 220)
Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income” which
allows a reclassification from accumulated other comprehensive income or loss to retain earnings
for stranded tax effects resulting from the Tax Cuts and Jobs Act of 2017.
The Fund elected to early adopt this accounting standards update. As a result of the adoption and
requirements of the Fund’s retrospective refund plan, the Fund reclassified $516,214 from
accumulated other comprehensive loss to reserve for retrospective member contribution refunds.
Recognition of Member Contribution Revenues
Workers’ compensation contributions are generally recognized as revenue on a pro rata basis over
the coverage term. The portion of contributions that will be earned in the future are deferred and
reported as unearned contributions.
Retrospective Refunds
The Fund maintains a retrospective refund plan. The effect of the plan is to contractually bind the
Fund to return to members of the Fund any and all excess revenues over expenses, exclusive of the
present value discount on unpaid losses and loss adjustment expenses and the deferred income
taxes associated with that present value discount. The present value discount and related deferred
income taxes are excluded in order to preserve the Fund’s financial reserves. The total reserves for
retrospective refunds are $34,748,010 and $30,309,278 at December 31, 2018 and 2017,
respectively.
Included in this total are $8,000,000 and $5,500,000 for 2018 and 2017, respectively, which
represent current refunds due to members that are to be returned to members in the subsequent
year. Also included in the total are $26,748,010 and $24,809,278 for 2018 and 2017, respectively,
which represent refunds due to members that will be returned in future years.
Evaluation of Subsequent Events
Management has evaluated subsequent events through June 28, 2019 the date on which these
financial statements were available to be issued.
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Alabama Retail Association
Workers’ Compensation Self‐Insurance Fund
d/b/a Alabama Retail Comp
Notes to Financial Statements
NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Reclassifications
Certain reclassifications have been made to the prior year financials statement in order for them to
be in conformity with the current year presentation. These reclassifications had no effect on net
income.
Recently Issued Accounting Pronouncements
In January 2016, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards
Update (“ASU”) 2016‐01, Financial Instruments — Overall: Recognition and Measurement of
Financial Assets and Financial Liabilities, which addresses certain aspects of the recognition,
measurement, presentation and disclosure of financial instruments. For non‐public entities, the
ASU is effective for fiscal years beginning after December 15, 2018. Early adoption is permitted. The
Fund is currently evaluating the impact of the guidance on its financial statements.

NOTE 3: INVESTMENTS IN MARKETABLE SECURITIES, CASH AND CASH EQUIVALENTS
Major categories of net investment income are summarized as follows:
For the years ended December 31,

2018

Fixed maturities
Equity securities

2017

$ 1,764,243 $ 1,575,638
194,871
247,433
$ 1,959,114 $ 1,823,071
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Alabama Retail Association
Workers’ Compensation Self‐Insurance Fund
d/b/a Alabama Retail Comp
Notes to Financial Statements
NOTE 3: INVESTMENTS IN MARKETABLE SECURITIES, CASH AND CASH EQUIVALENTS
(CONTINUED)
The aggregate fair value, gross unrealized gains, gross unrealized losses, and amortized cost for
available‐for‐sale by major security type at December 31, 2018 and 2017 are as follows:

December 31, 2018
Available‐for‐sale securities:
U.S. Treasury securities and
obligations of U.S. government
agencies
Corporate debt securities
Equity securities

Amortized
Cost

Gross
Unrealized
Gains

Gross
Unrealized
Losses

Fair
Value

$ 42,887,444 $ 102,567 $ (871,165) $ 42,118,846
24,101,992
14,629
(477,541) 23,639,080
7,905,675
3,268,845
‐
11,174,520
$ 74,895,111 $ 3,386,041 $ (1,348,706) $ 76,932,446

December 31, 2017
Available‐for‐sale securities:
U.S. Treasury securities and
obligations of U.S. government
agencies
Corporate debt securities
Equity securities

Amortized
Cost

Gross
Unrealized
Gains

Gross
Unrealized
Losses

Fair
Value

$ 41,112,391 $
88,485 $ (801,386) $ 40,399,490
23,631,287
179,114
(118,109) 23,692,292
7,956,775
4,613,105
‐
12,569,880
$ 72,700,453 $ 4,880,704 $ (919,495) $ 76,661,662
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Alabama Retail Association
Workers’ Compensation Self‐Insurance Fund
d/b/a Alabama Retail Comp
Notes to Financial Statements
NOTE 3: INVESTMENTS IN MARKETABLE SECURITIES, CASH AND CASH EQUIVALENTS
(CONTINUED)
Gross realized gains on sales of available‐for‐sale securities were:
For the years ended December 31,

2018

Gross realized gains:
U.S. Treasury securities and obligations of U.S.
government agencies
Corporate debt securities
Equity securities

2017

$

14,193 $
4,897
201,312

182,898
120,008
174,123

$

220,402 $

477,029

Gross realized losses on sales of available‐for‐sale securities were:

For the years ended December 31,

2018

Gross realized losses:
U.S. Treasury securities and obligations of U.S.
government agencies
Corporate debt securities
Equity securities
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2017

$

174,879 $
26,044
‐

134,447
44,818
3,314

$

200,923 $

182,579

Alabama Retail Association
Workers’ Compensation Self‐Insurance Fund
d/b/a Alabama Retail Comp
Notes to Financial Statements
NOTE 3: INVESTMENTS IN MARKETABLE SECURITIES, CASH AND CASH EQUIVALENTS
(CONTINUED)
The scheduled maturities of available‐for‐sale securities were as follows:
Amortized
Cost

December 31, 2018
Available‐for‐sale securities:
Due in one year or less
Due after one year through five years
Due after five years through ten years

Fair
Value

$ 6,289,788 $ 6,264,944
24,100,787
23,627,964
36,598,861
35,865,018
66,989,436
65,757,926
7,905,675
11,174,520

Equity securities

$ 74,895,111 $ 76,932,446

Cash and cash equivalents consist of the following:

December 31,

2018

Cash and cash equivalents:
Checking accounts and money market mutual funds
Money market and brokerage accounts

2017

$ 3,219,997 $ 4,725,981
929,201
478,823
$ 4,149,198 $ 5,204,804
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Alabama Retail Association
Workers’ Compensation Self‐Insurance Fund
d/b/a Alabama Retail Comp
Notes to Financial Statements
NOTE 3: INVESTMENTS IN MARKETABLE SECURITIES, CASH AND CASH EQUIVALENTS
(CONTINUED)
Information pertaining to securities with gross unrealized losses, aggregated by investment category
and length of time that individual securities have been in a continuous loss position, follows:

Less than twelve months
Gross
Unrealized
Fair
Losses
Value

December 31, 2018
Debt securities:
U.S. Treasury securities and
obligations of U.S. government
agencies
Corporate debt securities

$

Total debt securities

73,346 $ 8,046,934 $
174,049 12,745,453

December 31, 2017
Debt securities:
U.S. Treasury securities and
obligations of U.S. government
agencies
Corporate debt securities

20,792,387

1,101,311

34,374,408

‐

‐

‐

‐

247,395 $20,792,387 $ 1,101,311 $34,374,408

Less than twelve months
Gross
Unrealized
Fair
Losses
Value

$

Total debt securities
Equity securities
$

797,819 $25,480,876
303,492
8,893,532

247,395

Equity securities
$

Over twelve months
Gross
Unrealized
Fair
Losses
Value

Over twelve months
Gross
Unrealized
Fair
Losses
Value

133,255 $ 9,536,758 $
46,968
4,754,025

668,131 $ 22,128,914
71,141
5,614,211

180,223

14,290,783

739,272

27,743,125

‐

‐

‐

‐

180,223 $ 14,290,783 $
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739,272 $ 27,743,125

Alabama Retail Association
Workers’ Compensation Self‐Insurance Fund
d/b/a Alabama Retail Comp
Notes to Financial Statements
NOTE 3: INVESTMENTS IN MARKETABLE SECURITIES, CASH AND CASH EQUIVALENTS
(CONTINUED)
Management evaluates securities for other‐than‐temporary impairment on a quarterly basis, and
more frequently when economic or market concerns warrant such evaluation. Consideration is given
to (1) the length of time and the extent to which the fair value has been less than cost, (2) the financial
condition and near‐term prospects of the issuer, and (3) the intent and ability of the Fund to retain
its investments in the issuer for a period of time sufficient to allow for any anticipated recovery in fair
value.
At December 31, 2018 and 2017, multiple securities in the Fund's portfolio were in a loss position,
and all had aggregate depreciation of less than 1% from the Fund's amortized cost basis. In analyzing
an issuer's financial condition, management considers the issuer of the securities (federal
government or any government agency), whether downgrades by bond rating or other agencies have
occurred, and industry analysts' reports.
Because management has the ability to hold debt and equity securities until maturity or for the
foreseeable future if classified as available‐for‐sale, no declines in these securities are deemed to be
other than temporary.
At December 31, 2018 and 2017, there were no securities in the Fund’s portfolio that were
determined to be permanently impaired (other than temporary decline in fair value).

NOTE 4: FAIR VALUE MEASUREMENTS
Financial Accounting Standards Board Accounting Standards Codification No. 820, Fair Value
Measurements and Disclosures (ASC No. 820), defines fair value as the exchange price that would be
received for an asset or paid to transfer a liability (an exit price) in the principal or most advantageous
market for the asset or liability in an orderly transaction between market participants on the
measurement date. The standard also establishes a fair value hierarchy which requires an entity to
maximize the use of observable inputs and minimize the use of unobservable inputs when measuring
fair value. ASC No. 820 describes three levels of inputs that may be used to measure fair value:
Level 1
Level 2
Level 3

Quoted market prices in active markets for identical assets or
liabilities.
Observable market based inputs or unobservable inputs that
are corroborated by market data.
Unobservable inputs that are not corroborated by market
data.
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Alabama Retail Association
Workers’ Compensation Self‐Insurance Fund
d/b/a Alabama Retail Comp
Notes to Financial Statements
NOTE 4: FAIR VALUE MEASUREMENTS (CONTINUED)
When securities are traded in secondary markets and quoted market prices are not available, the
Fund generally relies on prices obtained from independent vendors. Vendors compile prices from
various sources and often apply matrix pricing for similar securities when no price is observable.
Securities measured with these valuation techniques are generally classified within Level 2 of the
valuation hierarchy and often involve using quoted market prices for similar securities, pricing models
or discounted cash flow analyses using inputs observable in the market where available. Examples
include U.S. government agency securities, residential mortgage‐backed securities and corporate
debt securities. There have been no changes in the methodologies used at December 31, 2018 and
2017. The Fund’s investments in marketable securities were measured at fair value on a recurring
basis in the balance sheets as follows:

December 31, 2018

Level 1

U.S. Treasury securities and obligations
of U.S. government agencies
Corporate debt securities
Equity securities

U.S. Treasury securities and obligations
of U.S. government agencies
Corporate debt securities
Equity securities
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Level 3

$ 42,118,846 $
‐ $
‐
23,639,080
11,174,520
‐

‐
‐
‐

$ 53,293,366 $ 23,639,080 $

‐

Level 1
inputs

December 31, 2017

Based on:
Level 2

Based on:
Level 2
inputs

Level 3
inputs

$ 40,399,490 $
‐ $
‐
23,692,292
12,569,880
‐

‐
‐
‐

$ 52,969,370 $ 23,692,292 $

‐

Alabama Retail Association
Workers’ Compensation Self‐Insurance Fund
d/b/a Alabama Retail Comp
Notes to Financial Statements
NOTE 5: EXCESS INSURANCE ACTIVITY
The Fund limits the maximum net loss that can arise from large risks or risks in concentrated areas of
exposure by reinsuring (ceding) certain levels of risks with other insurers. Ceded insurance is treated
as the risk and liability of the assuming companies.
The Fund cedes insurance to other companies and these excess insurance contracts do not relieve
the Fund from its obligations to members. Failure of reinsurers and the Alabama Guaranty
Association (for insolvent reinsurers if any) to honor their obligations could result in losses to the
Fund; consequently, allowances are established for amounts deemed uncollectible. The Fund
evaluates the financial condition of its reinsurers and monitors concentrations of credit risk arising
from similar geographic regions, activities, or economic characteristics of the reinsurers to minimize
its exposure to significant losses from reinsurer insolvencies. At December 31, 2018, excess insurance
receivable with a carrying value of $39,205 and excess insurance recoverable on unpaid losses of
$5,212,605 were associated with excess insurance carriers. At December 31, 2017, excess insurance
receivable with a carrying value of $36,261 and excess insurance recoverable on unpaid losses of
$5,655,102 were associated with excess reinsurance carriers.
The Fund obtained excess insurance from the Alabama Reinsurance Trust Fund (ART Fund) for certain
fund years. The ART Fund has the right to assess its members’ additional premiums at the discretion
of its trustees. The assessment shall be made pro‐rata among the participating and former
participating Funds in the proportion to their respective annual premiums due under their respective
policies for the calendar year, or in the case of a former participating fund, its annual premium for
the calendar year of its withdrawal or termination of participation.
The Fund has obtained specific excess insurance and aggregate excess insurance. The parameters of
coverage are summarized below for years with open claims.

Year Beginning
January 1, 1986
January 1, 1987
January 1, 1988
January 1, 1995
January 1, 2002
January 1, 2004
January 1, 2013
January 1, 2014

Year Ending

Aggregate Aggregate Specific
Corridor
Retention
Limit
Retention Retention

December 31, 1986 85% ENC
December 31, 1987
N/A
December 31, 1994
N/A
December 31, 2001
N/A
December 31, 2003
N/A
December 31, 2012
N/A
December 31, 2013
N/A
December 31, 2018
N/A
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Statutory
N/A
N/A
N/A
N/A
N/A
N/A
N/A

$ 150,000 $
‐
150,000
‐
175,000
‐
300,000
‐
500,000
‐
750,000
‐
750,000 150,000
750,000 250,000

Specific
Limit
Statutory
Statutory
Statutory
Statutory
Statutory
Statutory
Statutory
Statutory

Alabama Retail Association
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NOTE 6: PROPERTY AND EQUIPMENT
Property and equipment consists of the following:

Cost
Building, furniture, office
equipment, and software
Land
Land improvements
Automobiles

2018
Accumulated
Depreciation

Cost

2017
Accumulated
Depreciation

$ 2,420,630 $ 2,011,981
132,044
‐
49,603
31,426
162,528
106,231

$ 2,420,630 $ 1,957,241
132,044
‐
49,603
28,269
162,528
74,209

$ 2,764,805 $ 2,149,638

$ 2,764,805 $ 2,059,719

Depreciation expense for the years ended December 31, 2018 and 2017 was $90,409 and $96,370,
respectively.

NOTE 7: LIABILITY FOR UNPAID LOSSES AND LOSS ADJUSTMENT EXPENSES
The Fund has accounted for unpaid losses and loss adjustment expenses by the discounted present
value method for the years ended December 31, 2018 and 2017. This method of accounting for
unpaid losses was adopted because the Fund’s management believes that discounted reserves more
fairly presents the Fund’s financial position by matching estimates of ultimate cost of all unpaid losses
with contributions necessary to fund these costs. As of December 31, 2017, the discounted unpaid
losses were calculated in accordance with the Fund’s own estimated loss payment pattern. As of
December 31, 2018, the discounted unpaid losses were calculated in accordance with the estimated
payout pattern of the Internal Revenue Service. The Fund uses Internal Revenue Service interest rates
to compute discounted reserves.
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NOTE 7: LIABILITY FOR UNPAID LOSSES AND LOSS ADJUSTMENT EXPENSES (CONTINUED)
Activity in the liability for unpaid losses and loss adjustment expenses is summarized as follows:

2018
Balance at January 1
Less excess insurance recoverables

2017

$ 38,372,660 $ 38,613,252
5,655,102
4,739,738

Net balance at January 1

32,717,558

33,873,514

Incurred related to:
Current year
Prior years

10,973,116
(5,247,422)

10,517,791
(4,658,861)

Total incurred

5,725,694

5,858,930

Paid related to:
Current year
Prior years

3,610,161
4,096,246

3,349,568
3,665,318

Total paid

7,706,407

7,014,886

30,736,845
4,213,354

32,717,558
1,895,852

Balance at December 31 (net of excess insurance
recoverable)
Less present value discount at end of year
Balance at December 31 ( net of excess insurance
recoverable and discount)
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$ 26,523,491 $ 30,821,706
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NOTE 7: LIABILITY FOR UNPAID LOSSES AND LOSS ADJUSTMENT EXPENSES (CONTINUED)
Unpaid losses and loss adjustment expenses of $31,736,096 and $36,476,808 as of December 31,
2018 and 2017, respectively, represent estimates of the amounts required to pay existing unpaid
losses net of subrogation of approximately $113,544 for 2018 and $127,349 for 2017 against the Fund
including case development, adjusting and other expenses (AOE) of $804,407 and $796,077 for 2018
and 2017, and incurred but not reported (IBNR) discounted losses of $8,281,489 for 2018 and
$9,803,542 for 2017. An understatement of the reserves has the effect of either understating
recoveries indicated due from excess insurance carriers or overstatement of members' equity and
reserves for retrospective refunds and the opposite effect if reserves are overstated.
Provisions for reserves for claims include (1) individual case estimates for reported losses, (2)
estimates for subrogation recoverable, (3) current trends, and (4) estimates of expenses for
investigating and settling claims. Claims reserves are established upon the claims management
experience of the Fund's claims personnel and a regular review of all open claims. The reserves for
loss development are based upon the recommendation of the Fund's independent actuary for
incurred but not reported losses and development on reported claims.

‐21‐

Alabama Retail Association
Workers’ Compensation Self‐Insurance Fund
d/b/a Alabama Retail Comp
Notes to Financial Statements
NOTE 7: LIABILITY FOR UNPAID LOSSES AND LOSS ADJUSTMENT EXPENSES (CONTINUED)
The information about incurred and paid claims development for the years ended December 31, 2013
to December 31, 2018 is presented as supplementary information. The following is information about
incurred and paid claims development as of December 31, 2018 as well as cumulative claim frequency
and the total of incurred‐but‐not‐reported liabilities plus expected development on reported claims
included within the net incurred claims amounts:
Workers' Compensation
As of

Schedule of Incurred Claims and Allocated Claims Adjustment Expenses,
Net of Reinsurance

Accident Year
2017

2017
$

Total of Incurred But
Not Reported Liabilities
Plus Expected
Development on
Cumulative Number of
Reported Claims
Reported Claims

2018

10,517,791 $

December 31, 2018

9,203,976 $

2018
$

1,663,531

1,022

10,973,116

2,120,867

988

20,177,092 $

3,784,398

2,010

Workers' Compensation
Schedule of Cumulative Paid Claims and Allocated Claims Adjustment Expenses, Net of Reinsurance
Accident Year
2017
2018

2017
3,349,568 $

2018
5,463,251
3,610,161

Total $
All outstanding liabilities before 2017, net of reinsurance $
Liabilities for claims and claims adjustment expenses, net of reinsurance $

9,073,412
15,419,811
26,523,491

$

The following is information about average historical claims as of December 31, 2018 for each
respective policy line:
Workers' Compensation
Schedule of Average Annual Percentage Payout of Incurred Claims by Age, Net of Reinsurance
Years
Workers' Compensation

1
36.11%

2

3

23.04%
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4
7.86%

5
4.83%

6
2.74%

1.33%
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NOTE 8: MEMBERS’ EQUITY
As discussed in Note 2, the Fund maintains a retrospective refund plan that contractually binds the
Fund to return to members of the Fund any and all excess revenues over expenses, exclusive of the
present value discount on unpaid losses and loss adjustment expenses net of the deferred income
taxes associated with the present value discount. The present value discount and related deferred
taxes are excluded in order to preserve the Fund’s financial reserves. In addition, the Board of
Trustees may vote to retain equity each year in order to further preserve the Fund’s financial
reserves. During 2018 and 2017, the Board of Trustees voted to retain an additional $32,427 and
$86,360, respectively. Accordingly, members’ equity consists of the following:
December 31,

2018

Board appropriated members' equity
Retained equity as defined by retrospective refund plan

2017

$ 15,191,415 $ 15,158,988
3,328,551
1,584,082
$ 18,519,966 $ 16,743,070

NOTE 9: INCOME TAX STATUS
The Tax Cuts and Jobs Act (the “Act”) was enacted in 2017 and contains several key provisions that
impacted the Fund’s business. The Act includes a reduction in the U.S. federal corporate tax rate from
34% to 21% for years beginning January 1, 2018 and thereafter. During 2017 the Fund made an
estimate of the effects of the provisions in the Act on its existing deferred tax balances. As a result,
during 2017 the Fund changed the rate at which its deferred tax assets and deferred tax liabilities
were expected to decrease from 34% to 21%. The net deferred tax liability for 2018 and 2017 is
$555,299 and $960,914, respectively. Gross deferred tax assets amounted to $352,083 and $269,069,
and gross deferred tax liabilities amounted to $907,382 and $1,229,983 for 2018 and 2017,
respectively. The net liability is based on temporary timing differences for discounting unpaid losses
and loss adjustment expenses, unrealized gains on available for sale securities, unearned
contributions, depreciation and differences in book retrospective refund plan and tax dividend plan.
The Fund is a taxable entity under Internal Revenue Code (IRC) Section 831. Prior to 2018, a self‐
insured fund required to discount unpaid losses under IRC 846 was allowed an additional deduction
not to exceed the excess of (1) the amount of certain undiscounted unpaid losses, over (2) the amount
of the related discounted unpaid losses, to the extent the amount was not deducted in a preceding
tax year, not to exceed taxable income. The Fund elected to take the additional deduction, and
accordingly, at December 31, 2017, the Fund had a Special Loss Discount Account (SLDA) in the
amount $644,590. The Act repealed the additional deduction and the related SLDA account.
Beginning in 2018, the discount is being recognized as taxable income over a period of eight years in
accordance with the Act and the SLDA is being applied to any resulting tax liability.
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NOTE 9: INCOME TAX STATUS (CONTINUED)
The net deferred tax liability consists of the following:

December 31,
Unrealized gains on investments
Discount on unpaid losses and loss adjustment
expenses
Difference in book retrospective refund plan and tax
dividend plan
Depreciation
Unearned contributions, net of acquisition costs

$

$

2018

2017

(427,937) $

(831,854)

(479,445)

(398,129)

271,578
40,970
39,535

184,055
29,672
55,342

(555,299) $

(960,914)

2018

2017

Total income taxes were allocated as follows:
For the years ended December 31,
Current tax provision ‐ continuing operations
Deferred tax provision (benefit) ‐ continuing operations
Deferred tax provision (benefit) ‐ attributable to change in tax law
‐ (continuing operations)

$

Deferred tax provision (benefit) ‐ attributable to change in tax law
‐ (AOCI)
Income tax expense (benefit)

$
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403,578
530,018

$

4,101
225,092

‐

(594,852)

‐

(516,214)

933,596 $

(881,873)
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NOTE 9: INCOME TAX STATUS (CONTINUED)
The following provides a reconciliation of taxable income to financial statement income:
For the years ended December 31,

2018

Financial statement net income
Unearned contributions
Acquisition cost on unearned contributions
Current tax provision
Deferred tax provision (benefit)
Non‐deductible expenses
Difference in book and tax depreciation
Change in discount on losses and loss adjustment
expenses
Dividends received deduction
Difference in book and tax retrospective refund deduction
Taxable income
Taxable income offset by net operating loss carryforward
Net taxable income

2017

$ 1,776,896 $
(167,274)
92,001
403,578
530,018
18,106
45,936

255,429
(21,924)
12,058
4,101
(885,974)
27,140
(33,241)

(387,220)
(57,229)
(333,010)
1,921,802
‐
$ 1,921,802 $

117,265
(90,261)
775,824
160,417
(133,080)
27,337

NOTE 10: RELATED PARTY TRANSACTIONS
The activities of the Fund and Alabama Retail Association (ARA) are conducted in common facilities
owned by each respective organization.
For the years ended December 31, 2018 and 2017, administrative expenses for reimbursement of
services provided by Alabama Retail Association’s staff to the Fund were $57,911 and $48,250,
respectively. The Fund had amounts due to ARA of $23,046 at December 31, 2018 and $2,652 at
December 31, 2017. ARA has also allowed its name and logo to be used in connection with promotion
and support of the Fund. The Fund paid the Association $355,546 in 2018 and $352,625 in 2017 for
the use of trademark rights.
Fund members are required to be members of the Alabama Retail Association. The Trustees of the
Fund are not required to be Directors of ARA. The Trustees of the Fund obtain their company's
worker's compensation coverage from the Fund.
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NOTE 11: CONTINGENCIES
In the normal course of its operations, the Fund is involved in litigation related to certain claims. In
the opinion of management, the disposition of these matters will not have a material adverse effect
on the Fund's financial position.

NOTE 12: CONCENTRATION OF RISK
Financial instruments that potentially subject the Fund to credit risk consist principally of contribution
balances in the course of collection and amounts receivable from excess insurance carriers. The
Fund's members consist of various businesses within the State of Alabama.
The Fund maintains its cash balances at a state‐wide financial institution, which may fluctuate from
time to time in excess of the insured limitation of the Federal Deposit Insurance Corporation (FDIC)
and the Securities Investor Protection Corporation (SPIC). If the financial institutions were not to
honor their contractual liability, the Company could incur losses. Management is of the opinion that
there is no significant risk of loss because of the financials strength of these institutions.

NOTE 13: RETIREMENT PLAN
Effective December 31, 2006, the Fund converted its retirement plan to a 401(k) defined contribution
plan. The plan is a defined contribution plan and employees are eligible to participate upon hiring.
The Fund begins contributing after one year of service. The Fund contributions to the plan were equal
to 13% of eligible employees’ salaries for the years ended December 31, 2018 and 2017.
Contributions to the plan for the years ended December 31, 2018 and 2017 amounted to $205,954
and $189,305. New employees of the Fund who were previously employed by ARA were given credit
for time served as ARA employees.
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NOTE 14: CHANGE IN ACCOUNTING ESTIMATES
A net increase in income of $6,736,180 and $4,217,531 resulted from changes in significant
accounting estimates for prior fund years, as shown below:
For the years ended December 31,

2018

Increase in revenues:
Member contributions
Decrease in expenses:
Unpaid losses and loss adjustment expenses

$

111,522 $
6,624,658

Net change

2017

16,243
4,201,288

$ 6,736,180 $ 4,217,531
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Schedule of Incurred Claims and Allocated Claim Adjustment Expense, Net of Excess Insurance
Workers' Compensation

As of

Schedule of Incurred Claims and Allocated Claims Adjustment Expenses, Net of Reinsurance

December 31, 2018

Accident Year
2013
2014
2015
2016

2013
$

9,209,170

2014
$

6,356,925
9,814,670

2015
$

6,021,327

2016
$

2017

5,310,405

$

5,027,827

$

2018

Total of Incurred But
Not Reported Liabilities
Plus Expected
Development on
Cumulative Number of
Reported Claims
Reported Claims

4,807,089

$

377,094

972

7,588,864

6,847,458

6,921,524

7,018,905

608,911

1,039

10,672,578

10,093,645

9,830,004

9,133,083

1,225,272

952

11,324,989

9,236,095

7,640,172

1,080,302

1,023

10,517,791

9,203,976

1,663,531

1,022

10,973,116

2,120,867

988

48,776,341 $

7,075,977

5,996

2017
2018

$
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Workers' Compensation
Schedule of Cumulative Paid Claims and Allocated Claims Adjustment Expenses, Net of Reinsurance
Accident Year
2013
2014
2015
2016
2017
2018

$

2013
2,105,183 $

2014
3,504,404 $
2,424,314

2015
3,743,266 $
3,594,365
2,732,476

2017
3,952,725 $
4,595,508
6,051,615
4,329,767
3,349,568

2018
4,016,553
4,927,659
6,347,436
5,278,271
5,463,251
3,610,161

Total $
All outstanding liabilities before 2013, net of excess reinsurance $
Liabilities for claims and claims adjustment expenses, net of reinsurance $

29,643,331
7,390,481
26,523,491
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2016
3,916,518 $
4,059,156
5,371,199
2,987,934

