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Board of Directors 
Louisiana H igh Risk Health Pool, Inc. 
d,'b/a Louisiana Health Insurance Association 

Baton Rouge, Louisiana 

W e have audited th e accompanying statements of financial position of Louisian a High Risk Health Pool, Inc. 
(a not-for-profit organization) d/b/a Louisiana Health Insurance Association as of December 31, 1995 and 
1994, and th e related  statements of activities and cash flows, for the years then ended. These financial 
statements are th e responsibility of the Association's m anagement. Our responsibility is to express an opinion 
on these financial statements based  on our audits. 

W e conducted  our audits in accordance with generally accepted  auditing standards and Government Auditing 
Standards, issued by the Comptroller General of th e United  States. Those standards require th at we plan and 
perform th e audits to obtain reasonable assurance about wheth er the financial statem ents are free of m aterial 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts an d disclosures 
in th e financial statements. An audit also includes assessing th e accounting principles used  and significant 
estim ates m ade by m anagem ent, as well as evaluating th e overall financial statem ent presentation. W e believe 
that our audits provide a reasonable basis for our opinion. 

In our opinion, the financial statements referred  to above present fairly, in all material respects, the financial 
position of Louisiana H igh Risk Health Pool, Inc., d/b/a Louisiana Health Insurance Association

, as of 
Dec ember 31, 1995 and 1994, and th e results of its operations, and its cash flows for th e years then ended , 

in conform ity w ith generally accepted accounting principles. 

In accordance with Government Auditing Standards, we have also issued  a report dated  M arch 5
, 1996 on our 

consideration of th e Association's internal control structure and a report dated M arch 5, 1996 on its compliance 
w ith laws and regulations. 

Baton Rouge, Louisiana 
M arch 5, 1996 

DONALDSONVILLE ~ GONZALES ~ NEW  O RLEANS ~ ST FRANCISVILLE 
ASSOCIATED OFFICES IN PRINCIPAL CITIES OF THE UNITED STATES 



Cash 
Investm ents 
Accrued interest 

INVESTM ENTS 

A S S E T S 

Property and equipment (net of accumulated  
depreciation of $35,683 and $24,846, respectively) 

Total assets 

Payroll taxes payable 
Claims payable 

1995 1994 

53,478 
1,716,825 
194,761 

1,965,064 

$ 45,835 
2,479,829 
118 363 

2,644,027 

10,620,460 8,022,135 

19,947 25,784 

L IA B IL IT IE S A N D N E T A S S E T S 

N ET ASSETS 
Unrestricted  
D esignated by the Board for th e capital and surplus 

requirements of the Louisiana insurance 
laws and regulations 

Undesignated  
Total unrestricted  net assets 

Total liabilities and net assets 

The accompanying notes are an integral part of these statements 
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884 
904.000 
904 884 

3,000,000 
8.700.587 
11,700,587 

$ 614 
575,000 
575,614 

3,000,000 
7,116,332 
10,116,332 



REVENUES 
State appropriations 
M andated service charges 
Prem ium s 
Interest and other 
Net loss on sales of investments 

Claim s adm inistration 
Claim s paym ents 
Activity in incurred  but not reported  claims liability 
and reported but unpaid claim s liability 

Advertising 
Bank and trustee fee s 
Com puler services 
Consultant - actuary 
Copy usage and supplies 
D epreciation 
Insurance 
M aintenance 
M iscellaneous expense 
Offi ce supplies 
Payroll taxes 
Postage 
Professional ed ucation 
Professional fees 
Rent 
Salaries and wages 
Subscriptions and dues 
Telephone and utilities 
Travel expense 

The accompanying notes are an integral part of these statem ents 
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1995 1994 

$ 2,000,000 
522,627 

1,265,709 
715,366 

( 49.399) 
4,454,303 

51,107 
2,100,773 

329.000 
2.480.880 

135 
27,762 
79,586 
28,996 
4,912 
10,837 
13,366 
2,475 
791 

5,015 
10,590 
4,975 
809 

44,178 
16,120 
125,391 
1,530 
5,830 
5,870 

389 168 

$ 2,000,000 
583,001 
792,586 
486,755 

( 14,233) 
3,848,109 

36,323 
1,397,330 

395,000 
1,828,653 

153 
22,629 
77,430 
26,637 
4,416 
8,719 
16,166 
2,165 
555 

6,741 
11,262 
6,218 
941 

26,090 
15,503 
125,414 
1,584 
5,847 
4,606 

363,076 



Net assets - beginning of year 

Net assets - end of year, including the $3,000,000 designated 
by th e Board for the capital and surplus requirem ents 
of th e Louisiana insurance laws and regulations 

Additional disclosures of claim s activity 

Claim s payable - beginning of year 

Activity in incurred  but not reported claims liability 
and reported  but unpaid claim s liability 

Claim s payable - end of year 

The accompanying notes are an integral part of these statements 
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1995 

$ 1,584,255 

10.116.332 

$ 575,000 

329,000 



 



Reconciliation of chan~e in net assets to 
net cash orovided bv oneratin~ aclivitie. 

Change in net assets 

Adjustments to reconcile change in net assets 
to net cash provided by operating activities: 

Deprec iation 
Net loss on sales of investments 
Net am ortization of prem ium s and discounts 
Increase in accrued  interest receivable 
Increase in claim s payable 

Increase (decrease) in payroll taxes payable 

Net cash provided  by operating activities 

The accompanying notes are an integral part of these statem ents 
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1995 1994 

$ 1,584,255 $ 1,656,380 

10,837 
49,399 
12,546) 
76,398) 
329,000 

270 

8,719 
14,233 
21,310) 
62,786) 
395,000 

( 180) 



1. Significant Accountinz Policies 

The accounting and reporting policies of Louisiana H igh Risk H ealth Pool, Inc., d/b/a Louisiana Health Insurance 
Association (the Association) conform to generally accepted accounting principles and the prevailing practices 
with in the insurance industry. A sum m ary of significant policies is as follows: 

_O rganization 

Louisiana High Risk Health Pool, Inc. d/b/a Louisiana Health Insurance Association (the Association) was 
formed under Louisiana Legislative Act No. 131 of 1990 to provide a m echanism which w ill insure th e 
availability of health and accident insurance coverage to th ose citizens of Louisiana who, bec ause of health 

conditions, cannot otherwise secure insurance coverage. Th e Association's general objectives are to formulate, 
develop, and adm inister a program th at provides this insurance at rates between 150-200% of th e rates 
applicable for individual standard risks. 

Upon th e dissolution of th e Association, the assets shall satisfy all of the Association's outstanding liabilities 
and obligations. Any excess of assets over liabilities shall be transferred  to the State of Louisiana. 

Health policies will be issued  only to th e extent th at th e losses w ill be covered  by actuarially determ ined 
reserves. 

Use of Estim ates 

The preparation of financial statem ents in conform ity w ith generally accepted  accounting principles requires 
m anagem ent to m ake estim ates and assumptions th at affec t th e reported  am ounts of assets and liabilities and 
disclosure of contingent assets and liabilities at the date of th e financial statements and th e reported  amounts 
of revenues and expenses during th e reporting period. Actual results could differ from th ese estimates. 

Investments 

Under Louisiana Revised  Statute 39:1271, th e Association may invest in United  States bonds, treasury notes 
or certificates, any oth er fed erally insured  investment, or mutual and trust fund institutions which are registered  
w ith th e Sec urities and Exchan ge Com m ission and have underlying investments consisting solely of and lim ited  
to sec urities of the United States governm ent or its agencies. 

Investments are stated  at cost, which approximates fair m arket value. Interest and investment income are 
rec ognized  when earned . 

- 7 - 



1. Significant Accountinv Policies 

Pronenv and Eauiom en 

(continued) 

Property and equipment are stated at cost. Additions, renewals, and betterments that extend th e life of these 
assets are capitalized . M aintenance and repair expenditures are expensed as incurred. Provisions for 
depreciation are computed using the straight-line method over five year periods, the estimated useful lives of 
th e assets. 

W hen assets are retired  or oth erwise disposed  of, th e cost and related  accumulated  deprec iation are removed 
from the accounts, and any resulting gains or losses are rec ognized  in income for that period. 

The Association charges insurance companies two dollars per day service fees for each of th eir participants 
admitted  to a hospital for in-patient services and one dollar service fee s for each of th eir participants admitted  
to an ambulatory surgery center or a hospital for out-patient surgery. Patients who are responsible for their 
own charges as well as patients who are covered  by M ed icare or oth er governm ent subsidized  program s are 
exempt from th ese fee s. 

Prem ium s 

In accordance with state law, premium rates are actuarilly determined  annually, or more frequently, if 
m anagement deem s it nec essary. Factors affec ting th e rates include th e amount of coverage provided, risk 
experience, demographics, expenses associated  with providing coverage, and th e rates charged  by other 
insurance companies in th e area for comparable policies. Premiums are rec ognized  as revenue over file period 
covered . 

Claims expense consists of both the actual claims paid during the current year and any adjustments to the 
accounting estimate of claims that have bee n incurred  but not reported . 

The Association establishes a claim s liability based on estim ates, provided  by th e actuarial consultants, of th e 
ultim ate cost of claim s th at have bee n reported  but not settled  and of claim s th at have bee n incurred  but not 
reported . Th ese estim ates are based prim arily on past experience. These liabilities are nec essarily based on 
estimates, and while m anagement believes th e amount is adequate, th e ultimate liability may be in excess of 
or less than the amounts provided. Any adjustments to these estimates are reflected in current year earnings, 
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I. Sienificant Accountin~ Policies (continued) 

Fair V alues of Financial Instrum en 

Statement of Financial Accounting Standards (SFAS) 107, Disclosures about Fair Values of Fina ncial 
Instruments, requires disclosure of fair value inform ation about financial instruments, whether or not recognized  
in th e balance sheet. In cases where quoted  m arket prices are not available, fair values are based  on estimates 
using present value or other valuation techniques. Those tec hniques ar e significantly affec ted  by th e 
assumptions used , including the discount rate and estimates of future cash flows. In th at regard, th e derived  
fair value estim ates cannot be substantiated  by comparison to independent m arkets and, in m any cases, could 
not be realized  in im m ed iate settlem ent of the instruments from its disclosure requirem ents. Accordingly, the 
aggregate fair value am ounts presented  do not represent the underlying value of th e Association. 

The following m eth ods and assumptions were used by the Association in estim ating its fair value disclosures 
for financial instru m ents: 

Cash and cash equivalents - The carrying amounts reported in th e balance shee ts for cash and cash 
equivalents approxim ate th ose assets' fair values. 

Accrued interest receivable - The carrying am ount of accrued interest rec eivable approxim ates its fair value 

Investment securities - Fair values for investment sec urities are based  on quoted  market prices, where 
applicable. If quoted  m arket prices are not available, fair values ar e based  on quoted  m arket prices of 
com parable instrum ents. 

Statem ents of Cash Flow s 

For the purpose of the statements of cash flows, th e Association considers all amounts in demand deposit accounts 
and interest-bearing dem and deposit accounts to be cash and cash equivalents. 

In 1995, the Association adopted Statement of Financial Accounting Standards (SFAS) No. 117, Financial 
Statements of Not-for-Profit Organizations. Under SFAS No. 117, the Association is required to report 
inform ation regarding its financial position and activities according to th ree classes of net assets: unrestricted  net 
assets, temporarily restricted  net assets, and perm anently restricted  net assets. In addition, the Association is 
required  to present a statement of cash flows. The rec lassification had no effect on th e change in net assets for 
1994. 
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1. Sit, nificant Accounting, Policies 

Reclassification 

(continued) 

Certain amounts in the 1994 financial statements have been rec lassified  to conform with th e current year 
presentation. 

2. Investments 

The Association's investments are uninsured  and unregistered . The sec urities are held by a local bank's trust 
department, but not in th e Association's nam e. The cost and estim ated  m arket value of investments held in trust 
as of Dec ember 31, 1995 and 1994 are as follows: 

M oney M arket Funds 
United  States Treasury Notes 
M ortgage Backed Securities 
guaranteed by U . S. 
Government Agencies 

M oney M arket Funds 
United  States Treasury N otes 
M ortgage Backed  Sec urities 
guaranteed by U . S. 
Government Agencies 

D ec em ber 31 1995 
Car rying 
Value 

$ 614,291 
8,261,031 

3.461.963 

$ 12,337,285 

Unrealized  
Gains 

Unrealized  
Losses 

$ 
251,877 

M arket 
V alue 

$ 614,291 
4,282 8,508,626 

40,646 16,043 3,486,566 

D ecem ber 31_ 1994 
Carrying 
Value 

$ 1,079,469 
7,252,512 

2,169,983 

$ 10,501,964 

Unrealized 
Gains 

Unrealized  
Losses 

M arket 
V alue 

$ $ 1,079,469 
375,812 6,876,700 

181,831 1,988,152 
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3. Lease Comm itments 

During 1994, the Association entered into a lease for its offi ce facilities th rough August 1997
. In general, the 

terms of the leases provide for monthly payments ranging from $1,245 to $1,372 through its termination on 
August 4, 1997. 

The Association's future m inim um lease liabilities under th is operating lease are as follows 

Year ending 
December 31, 

1996 
1997 

Am ount 

$ 16,011 
9,607 

$ 25,618 

Total rent expense on operating leases was $15,249 and $14,727 during the years ended December 31, 1995 and 
1994, respec tively. 

4. Claims Payable 

The claims payable liability of $904,000 reported  at December 31, 1995, is based on the requirement that a 
liability for claims be reported  if inform ation prior to th e issuance of the financial statements indicates that it is 
probable that a liability has been incurred at th e date of th e financial statements and th e amount of th e liability 
can be reasonable estimated . 

A rec onciliation of th e unpaid claim s liability is shown below 

Unpaid claims and claims adjustment expenses at December 31, 1994 

Incurred claims and claim adjustment expenses: 
Provision for insured  events of th e current fiscal year 
D ec rease in th e provision for insured  events of prior fiscal years 

Total incurred claims and claim adjustment expenses 

Paym ents: 

Claims and claims adjustment expenses attributable to insured 
events of th e current fiscal year 

Claims and claims adjustment expenses attributable to insured 
events of th e prior fiscal years 

Total Paym ents 

Unpaid claims and claims adjustment expenses at December 31, 1995 

$ 575,000 

2,580,754 
( 150,981) 

2,429,773 

1,676,754 

424,019 
2,100,773 



5. Incom e Taxes 

The Association's initial applications for recognition of exemption from federal incom e taxes under sections 

501(c)(4) and 501(c)(6) of the Internal Revenue Code were denied by the Internal Revenue Service. The 
Association requested reconsideration of the adverse ruling on the section 501(c)(4) application, and the Internal 
Revenue Service has agreed to reconsider th is ruling; however, no final dec ision concerning th is rec onsideration 
has been reached . Based  on th e adverse rulings of th e initial applications, th e Association filed amended  corporate 
income tax returns for all of the years since inception. Since sec tion 115 of the Internal Revenue Code considers 
all of th e Association's revenues to be exempt from taxation, there was no tax liability for any of these years, and 
th e Association's m anagement does not expect any tax liabilities in future years. 

6. Canital and Surolus Reouirem ents 

The Louisiana insurance regulations require th e Association to m aintain a m inim um capital and surplus level of 
$3,000,000. The Board formally designated a portion of its unrestricted net assets for this purpose, and this 
designation is reflec ted  on th e financial statements accordingly. 

7. Financial Instrum ents 

The estimated fair values of th e Association's financial instruments at Dec ember 31, 1995 were as follows 

A ssets: 
Cash and cash equivalents 
Accru ed  interest receivable 
Investm ent sec urities 
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Carrying 
Amount 

$ 53,478 
194,761 

12,337,285 

Fair 
Value 

$ 53,478 
194,761 

12,609,483 
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Board of D irectors 
Louisiana H igh Risk Health Pool, Inc. 
d/b/a Louisiana Health Insurance Association 

Baton Rouge, Louisiana 

W e have audited the financial statements of Louisiana High Risk Health Pool, Inc. (a not-for-profit organization) d/b/a 
Louisiana Health Insurance Association (the Association) as of and for the year ended December 31, 1995, and have 
issued our report th ereon dated M arch 5, 1996. 

W e have conducted  our audit in accordance with generally accepted  auditing standards and Government Auditing 
Standards, issued  by th e Comptroller General of th e United States. Those standards require th at we plan and perform 
th e audit to obtain reasonable assurance about whether th e finan cial statements are free of material misstatement. 

The m anagement of th e Association is responsible for establishing and m aintaining an  internal control structure. In 
fulfilling this responsibility, estimates and judgments by management are required to assess the expected benefits and 
related costs of internal control structure policies and procedures. The objectives of an internal control structure are 
to provide m anagement w ith reasonable, but not absolute, assurance th at as sets are safeguarded against loss from 
unauth orized use or disposition and th at transactions are exec uted in accordance with m anagement's auth orization and 
recorded  properly to perm it the preparation of finan cial statements in accordan ce with generally accepted accounting 
principles. Bec ause of inherent lim itations in any internal control structure, errors or irregularities m ay nevertheless 

occur and not be detected . Also, projection of any evaluation of the structure to future periods is subject to the risk 
th at proced ures m ay becom e inadequate bec ause of chan ges in conditions or th at the effec tiveness of the design and 
operation of policies and proced ures m ay deteriorate. 

In planning and perform ing our audit of th e finan cial statements of th e Association as of and for th e year ended 
Dec ember 31, 1995, we obtained  an understanding of the internal control structure. W ith respect to the internal 
control stru cture, we obtained  an understanding of th e design of relevant policies an d proced ures and whether th ey 
have been placed  in operation, an d we assessed  control risk in order to determ ine our auditing proced ures for th e 
purpose of expressing our opinion of th e financial statements and not to provide an opinion on th e internal control 
structure. Accordingly, we do not express such an opinion. 
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W e noted a certain m atter involving the internal control structure and its operation th at we consider to be a reportable 
condition under standards established by th e Am erican Institute of Certified Public Accountants. Reportable 
conditions involve matters com ing to our attention relating to significant deficiencies in th e design or operation of 
the internal control structure that, in our judgment, could adversely affect the Association's ability to record, process, 
summarize, and report financial data consistent with th e assertions of management in th e financial statements. 

Finding The segregation of duties is inadequate to provide effec tive internal control. This 
condition is due to th e lim ited  size of th e accounting staff and available resources. 
This condition existed  in previous years and was m entioned  in the Independent 
Auditors' Report on Internal Control Structure based  on an audit of financial 
statements performed  in Accordance W ith Governmental Auditing Standards dated  
June 16, 1995. The condition remains unchanged as of December 31, 1995. 

Recom mendation No action is rec om mended  

Response M anagement concurs in th e finding 

A m aterial weakness is a reportable condition in which th e design or operation of one or more of th e internal control 
strt~cture elem ents does not red uce to a relatively low level th e risk that errors or irregularities in am ounts that would 
be m aterial in relation to th e financial statements being audited  m ay occur and not be detec ted  with in a tim ely period 
by employees in th e norm al course of perform ing th eir assigned  functions. 

Our consideration of th e internal control structure would not nec essarily disclose all m atters in file internal control 
structure'that m ight be reportable condhions and, accordingly, wou~d not nec essarily disclose a~ reportable condilions 
th at are also considered  to be material weaknesses as defined above. However, we do not believe th at the lack of 
segregation of duties described above is a material weakness. 

This report is intended for the inform ation of the finance com m ittee and m anagem ent of th e Louisiana H ealth 
Insurance Association, th e Comm issioner of Insurance, State of Louisian a, and th e Legislative Auditor, State of 
Louisiana. This restriction is not intended  to limit the distribution of th is report, which is a matter of public record. 

Baton Rouge, Louisiana 
M arch 5, 1996 
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