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Board of Directors Louisiana High Risk Health Pool, Inc. d/b/a Louisiana Health Insurance Association Baton Rouge, Louisiana 
We have audited the accompanying statements of financial position of Louisiana High Risk Health Pool, lnc' (a not-for-profit organization) d/b/a Louisiana Health Insurance Association as of December 31, 1996 and 1995, and the related statements of activities and ce.~h flows for the years then ended. These financial statements are the responsibility of the Association's management. Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our audits in accordance with generally accepted auditing standards and Government Auditing Standards, issued by the Comptroller General of the United States. Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements are flee of material misstatement. An audit includes examining, on a test basis, evidence supporting the amountS and disclosures in the 'financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We 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 High Risk Health Pool, Inc., d/b/a Louisiana Health Insurance Association, as of December 31, 1996 and 1995, and the changes in net assets and cash flows for the years then ended, in conformity with generally accepted accounting principles. As described in Note 7 to the financial statements, the Association adopted Statement of Financial Accounting Standards No. 124, Accounting for Certain Investments Held by Not-for-Profit Organizations, during the year ended December 31, 1996. 
In accordance with Government Auditing Standards, we have also issued a report dated March 7, 1997 on our consideration of the Association's internal control structnre and a report dated March 7, 1997 on its compliancc with laws and regulations. ;, 
Baton Rouge, Louisiana March 7, 1997 

-1- 
DONA[ DSONVILLE ~ GONZA[ E S * NI_W OR[ E ANS ~ ST FRANCISVILLE ASSOCIATED OFFICES IN PRINCIPAL CHIES OF THE UNI] ED SLATES 



CURRENT ASSI~ Cash Investments Accrued interest 
INVESTMENTS 

A.$ S_E T S 

Property and equipment (net of accumulated depreciation of $40,423 and $35,683, respectively) Total assets 

Payroll taxes payable Claims payable 

1996 1995 _ 
42,774 4,550,292 155.514 4.748.580 
$ 53,478 1,583,588 194,761 1,831,827 8.930.011 11.025.347 

22.195 19,947 ,13.700.786 
ABILITIES AND NET ASSETR 

NET ASSETS Unrestricted Designated by the Board for the capital and surplus requirements of Louisiana insurance laws and regulations Undesignated Total unrestricteA net assets Total liabilities and net assets 
The accompanying note.s are an integral part of these statements -2- 

$ 966 870.000 870.966 
3,000,000 9.829.820 12.829.820 

$ 884 904,000 904,884 
3,000,000 8,972,237 11,972,237 



.REVENUES State appropriations Mandated service charges Premiums Investment revenues Net loss on sales of investments 
Claims administration Claims payments Net activity in incurred but not reported claims liability and reported but unpaid claims liability 
Advertising Bank and trustee fees Computer services Consultant - actuary Copy usage and supplies Depreciation Insurance Maintenance Miscellaneous expense Office supplies Payroll taxes Pc,stage Professional education Professional fees Rent Salaries and wages Subscriptions and dues Telephone and utilities Travel expense 
The accompanying no~s are an integral part of these slatements 

3- 

1996 _ 1995 _ 
$ 2,000,000 509,890 1,666,473 509,312 ( 13,008) 4.672.667 
65,034 3,4.10,025 
( 34.000) 3.441.059 
462 24,293 80,448 15,821 6,664 10,872 13,096 2,395 710 7,613 11,468 6,491 658 17,268 20,254 140,600 806 8,894 __. ~,212 374,025 

$ 2,000,000 522,627 1,265,709 1,547,733 ( 49,399) 5.286.670 
51,107 2,100,773 
329.090 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 



Net assets - beginning of year (as previously reported) Adjustment for the cumulative effect on prior years of retroactively applying file new method of accounting for investments Net a.,;sets - end of year (as restated) , including the $3,000,000 designated by the Board for the capital and surplus requirements of Louisiana insurance laws and regulations 

Claims payable - beginning of year Net activity in incurred but not reported claims liability and reported but unpaid claims liability Claims payable - end of 3,ear 

The accompanying notes are an integral part of these statements 
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_PAtg~. 2 ~f 2 

1996 1995 
857,583 $ 2,416,622 11,972,237 10,116,332 
( 560.717 

$ 904,000 $ 575,000 
( 34,000) 329,000 L._~7o.ooo ~ 9~.ooo 



Service charges received Slate appropriations received Premiums received l~vestment interest receivezl Claims paid to participants Cash paid for employees and suppliers Net cash provided by operating activities 
Purchases of property and equipment Proceeds from sales and maturities of investments Purchases of investments Net cash used by investment activities Net increase (decrease) in cash and cash equivalents (:ash and cash equivalents - beginning of year (:ash and cash equivalents - end of year 

The accompanying notes are an integral part of these statements 
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1996 _ 1995 
$ 509,890 2,000,000 1,666,473 810,782 ( 3,410,025) ( 428.105) 1,149.015 
( 13,120) 1,795,965 (2.942,~64) ( 1.159,719) 

$ 522,627 2,000,00(~ 1,265,709 626,422 ( 2,100,773) ( 429.168) 1.884.317 
( 5,000) 3,911,405 (5.783,579) ( 1.877.174) ( 10,704) 7,643 __.5~ 478 45,~3b L.__..42 774 $ 53,478 



Reconciliation of chanve in net assets to 
Cihange in net assets Adjustments to reconcile change in net assets to net cash provided by operating activities: Depreciation Net unrealized (gains) losses on investments Net loss on sales of investments Net amortization of premiums and discounts Decrease (increase) in accrued interest receivable Increase (decrease) in claims payable Increase in payroll taxes payable Net cash provided by operating activities 

The accompanying notes are an integral part of these statements -6- 

1996 1995 
$ 857,583 $ 2,416,622 
10,872 275,297 13,008 (13,074) 39,247 ( 34,000) 82 

10,837 832,367) 49,399 12,546) 76,398) 329,000 270 



Si~,nificant Aeeountinv Policies The accounting and reporting policies of Louisiana High Risk Health Pool, Inc. d/b/a Louisiana Health Insurance Association (the Association) conform to generally accepted accounting principles and the prevailing practices within the insurance industry. A summary of significant policies is as follows: Or ganizati~n_ Louisiana High Risk Health Pool, Inc. d/b/a Louisiana Health Insurance Association is a not-for-profit organization that was formed under I..ouisiana Legislative Act No. 131 of 1990 to provide a mechanism which will insure the availability of health and accident insurance coverage to those citizens of Louisiana who, because of health conditions, cannot otherwise seeureinsurance coverage. The Association's general objectives are to formulate., develop, and administer a program that provides this insurance at rates between 150-2(10% of the rates applicable for individual standard risks. Upon the dissolution of the Association, the asse.ts 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. Policies will be issued only to the extent that the losses will be covered by actuarially determined reserves Use of estimates The preparation of financial statements in conformity with generally accepted accounting principles 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 these estimates. 
Investments Under Louisiana Revised Statute 39:1271, the Association may invest in United States bonds, treasury notes or certificates, any other federally insured investment, or mutual and trust fund institutions which are registered with the Securities and Exchange Commission and have underlying investments consisting solely of and limited to securities of the United States government or its agencies. Investments are stated at fair value as determined by quoted market prices. Interest and investment revenues are recognized when earned. 
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(continued) 
Property and equipment are stated at cost. Additions, renewals, and betterments that extend the life of these assets are capital~. Maintenance and repair expenditures are expense, d as incurred. Provisions for depreciation are computed using the straight-line method over five year periods, the estimated useful lives of the assets. When assets arc: retired or otherwise disposed of, the cost and related accumulated depreciation are removed from the accounts, and any resulting gains or losses are recognized in the, statement of activities for that period. 
The Association charges insurance companies two dollars per day service fees for each of their participants admitted to a hospital for in-patient services and one dollar service fees for each of their participants admitted to an ambulatory sorgery center or a hospital for out-patiant surgery. Patients who are responsible for their own charges, as well as patients who are covered by Medicare or other government subsidized programs, are exempt from these fees. Premiums In accordance with state law, premium rates arc actuarilly determined annually, or more frequently, if management deems it necessary. Factors affecting the rates include the amount of coverage provided, risk experience, demographics, expenses associated with providing coverage, and the rates charged by other insurance companieS in the area for comparable policies. Premiums are recognized as revenue over the period covered. Claims exrmnse and claims navable Claims expense consista of both the actual claims paid during the current year and any adjustments to the accounting estimate of claims that have been incurred but not reported and reported claims that have r~ot bex'n settled. The Association establishes a claims liability based on estimates, provided by the actuarial consultants, of the ultimate cost of claims that have been reported but not settled and of claims that have been incurred but not reported. These estimates are based primarily on past experience. These liabilities are necessarily ba~ed on estimates, and while management believes the amount is adequate, the 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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1. Significant Accountinp Polieia~ (continued) 
The Association adopted Statement of Financial Ac~;ounting Standards (SFAS) No. 124, Accounting for Certain Investments Held by Not-for-Profit Organizations, during the year ended December 31, 1996. In accordance with SFAS No. 124, investments are recorded at their fair market values, and gains and losses are included in the statement of activities. The effects of the change are described in Note 7. 
For the purpose of the statements of cash flows, the Association considers all amounts in demand deposit accounts and interest-bearing demand deposit accounts to be cash and cash equivalents. 

Certain arnount,s in the 1995 financial statements have been reclassified to conform with the current )'ear presentation. 
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2. ~vestments The Association's investments are uninsured and unregistered. The securities are held by a local bank's trust department, but not in the Association's name. The amortized costs and estimated fair values of investments held in trust as of December 31, 1996 and 1995 are as follows: 
Money Market Funds United States Treasury Bills United States Treasury Notes Mortgage Backed Securities guaranteed by U. S. Government Agencies 

Carrying Value __ $ 582,852 1,961,186 7,443,188 
3.496.7_24 13,48~,950 

Unrealized 0~in~ Unrealized Lgsse~ $ 2,964 84,154 
Fair Valw $ 582,852 1,405 1,962,745 57,582 7,469,760 

1~,715 __. 45.493 3.464.94~ 
The amortized costs and estimated fair values of inw~lments held in trust as of December 31, 1996 and 1995 are as follows (continued): 
Money Market Funds United States Treasury Notes Mortgage Backed Securities guaranteed by U. S. Government Agencies 

Carrying Value ___ $ 614,291 8,261,031 
3.461.963 
$ 12.337.285 

December 31_ 1995 Unrealized G~ins Unrealized Losses $ 251,329 
Fair Value 
$ 614,291 4,282 8,508,078 

40,646 __. 16.043 3.486.566k 
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2. Investments (continued) The following schedule summarizes the investment revenues and their classification in the statement of activities for the years ended December 31, 1996 and 1995: 
Interest revenues, including the amortization of premiums and discounts Net unrealized appreciation (depreciation) on investments 

1996 1995 
784,609 $ 715,3(~ 
( 275.297) 832.367 $,509.312 $ 1.547.7~ 3. Lease Commitments During the year ended December 31, 1994, the Association entered into a lease for its office facilities through August 1997. In general, the terms of the leases provided for monthly payments ranging from $1,245 to $1,372 through its termination oil August 4, 1997. During the year ended December 31, 1996, the Association cancelled, without penalty, its existing lease for its office facilities and entered into a separate lease with the same lessor for new office facilities. The ne,x lease requires the Association to make monthly payments ranging from $1,833 to $2,083 through its termination in August 2001. The Association's future minimum lease liabilities under this operating lease are as follows Year ending December 31. 1997 1998 1999 2000 2001 
$ 22,000 22,333 23,333 24,333 __. 16.666 L....108.665 Total rent expense on operating leases was $18,815 and $15,249 during the years ended December 31, 1996 and 1995, respectively. 



4. ~l~ims Payab~ T.he claims payabh; liabilities of $870,000 and $904,000 reported at December 31, 1996 and 1995, respectively, are based on the requirement that a liability for claims be reported if information prior to the issuance of the financial statements indicates that it is probable that a liability has been incurred at the date of the financial statements and the anlount of the liability can be reasonable estimated. A reconciliation of the unpaid claims liabilities is shown below 1996 1995 Unpaid claims and claims adjustment expenses at beginning of year $ 904.000 ~_ 575.000 Incurred claims and claim adjustment expenses: Provision for insured events of the current fiscal year 3,633,819 2,580,754 Decrease in the provision for insured events of prior fiscal years ( 257,794) L_ 150.981 Total incurred claims and claim adjustment expenses 3.376.025 __ 2.429.773 Payments: Claims and claims adjustment expenses attributable to insured events of the current fiscal year Claims and claims adjustment expenses attributable to insured events of the prior fiscal years Total Payments Unpaid claims and claims adjustment expenses at and of year 5. In,z.ome Taxgs 

2,763,819 1,676,754 646,206 3,410,02,~ ... 424,019 2,100,773 

The Association's initial applications for recognition of exemption from federal income taxes under sections 501(c)(4) and 501(c)(6) of the Internal Revenue Code were denied by the Internal Revenue Service. Following reconsideration of the adverse ruling on the section 501(c)(4) application, the Internal Revenue Service granted the Association exempt status under section 501(a) of the Internal Revenue Code. Based on the adverse rulings of the initial applicaiions, the Association had filed amended corporate income tax returns for all of the year s since inception. Additionally, section 115 of the Internal Revenue Code considers all of the Association's revenues to be exempt from taxation, and there was no tax liability for any of these years. Subsequent to December 31, 1996, the Internal Revenue Service determined that the Association is exempt from federal income taxes under Section 501(c)(26) of the Internal Revenue Code. The effective date of this ruling is January 1, 1997. 
-12- 



6 
7 
The Louisiana insurance regulations require the Association to maintain a minimum 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 reflected on the financial statements accordingly. 

This restatement resulted in a decrease in net assets of $560,717 at January 1, 1995 and an increase in the change in net assets of $832,367 for the year ended December 31, 1995. 
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Board of Directors Louisiana High Risk Health Pool, Inc. d/b/a Louisiana Health Insurance Association Baton R.ouge, Louisiana 
We hawz 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, 1996, and have issued our report thereon dated March 7, 1997. We have conducted our audit in accordance with generally accepted auditing standards and Government Auditing Standards, issued by the Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatemcm 
The management of the Association is responsible for establishing and maintaining 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 management with reasonable, but not absolute, assurance that assets are safeguarded against loss fiom unauthorized use or disposition and that transactions are executed in accordance with management's authorization and recorded properly to permit the preparation of financial statements in accordance with generally accepted accouming prir~ciples. Because of inherent limitations in any internal control structure, errors or irregularities may nevertheless occur and not be detected. Also, projection of any evaluation of the structure to future periods is subject to the risk that procedures may become inadequate because of changes in conditions or that the effectiveness of the design and operation of policies and procedures may deteriorate, 
In planning and performing our audit of the financial statements of the Association as of and for the year ended December 31, 1996, we obtained an understanding of the internal control structure. With respect to the internal control structure, we obtained an understanding of the design of relevant policies and procedures and whether they have been placed in operation, and we assessed control risk in order to determine our auditing procedures for the purpose of expressing our opinion of the financial statements and not to provide an opinion on the internal control structure:. Accordingly, we do not express such an opinion. 
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We noted a certain matter involving the internal control structure and its operation that we consider to be a reportable condition under standards e~tablished by the American Institute of Certified lhablic Accountants. Reportable conditions involve matters coming to our attention relating to significant deficiencies in the 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 the assertions of management in the financial statements. Fjn~i~ The segregation of duties is inadequate to provide effective internal control. This condition is due to the limited size of the accounting staff and available resources, This condition existed in previous years and was mentioned in the Independent Auditors' Report on Internal Control Structure based on an audit of financial statements performed in Accordance With Governmental Auditing Standards dated March 5, 1996. The condition remains unchanged as of December 31, 1996. R~ommenda~,ion No action is recommended Management concurs in the finding A material weakness is a reportable condition in which the design or operation of one or more of the internal control structure elements does not reduce to a relatively low level the risk that errors or irregularities in amounts that would be m~aerial in relation to "the financial statements being audited may occur and not be detected within a timely period by employees in the normal course of performing their assigned functions. Our consideration of the internal control structure would not necessarily disclose all matters in the internal control structure that might be reportable conditions and, accordingly, would not necessarily disclose all reportable condilions that are also considered to be material weaknesses as defined above. However, we do not believe that the lack of segrei, ation of duties described above is a material weskness. This ~report is intended for the information of the finance committee and managemant of the Louisiana Health Insur~tnce Association, the Commissioner of Insurance, State of Louisiana, and the Legislative Auditor, State of Louisiana, This restriction is not intended to limit the distribution of this report, which is a matter of public Teco]d. 

Baton Rouge, Louisiana March 7, 1997 
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Board of Directors Louisiana High Risk Health Pool, Inc. d/b/a Louisiana Health Insurance Association Baton Rouge, Louisiana 
We 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, 1996, and have issued our report thereon dated March 7, 1997. We conducted our audit in accordance with generally aczepted auditing standards and Government Auditing Standards, issued by the Comptroller General of the United States. Those standards require that we plan and perform th8 audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. Compliance with laws, regulations, and contracts applicable to the Association is the responsibility of the Associ~tion's management. As part of obtaining reasonable assurance about whether the financial statements are free of material misstatement, we performed tests of the Association's compliance with certain provisions of laws and regulations. However, the objective of our audit of the financial statements was not to provide an opinion on oveJall compliance with such provisions. Accordingly, we do not express such an opinion. The results of our tests disclosed no instances of nonCompliance that are required to be reported under Governmental Auditing Standards. This report is intended for the information of the finance committee and management of the Louisiana Health Insurance Association, the Commissioner of Insurance, State of Louisiana, and the Legislative Auditor, State of Louisiana. This restriction is not intended to limit the distribution of this report, which is a matter of public record. 
Baton lq'ouge, Louisiana March 7, 1997 
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