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Posilelhwaite & Nettervillc A I'r~~<~:~ional Accounthlg Corporation CERTIFIED PUBLIC ACCOUNTANTS 8550 UNITED PLAZA BLVD., SUITE 1001 ~ BATON ROUGE, LOUISIANA 70809 ~ TELEPHONE (504) 922-4600 ~ FAX (504) 922-4611 
NDEPENDENT AUDITORS' REPORT 

Board of Directors l.ouisiana High Risk Health Pool, Inc. d/b/a l.ouisian8 Health Insurance Association Baton Rouge, Louisiana 
We have audited the accompanying statements of financial position of Louisiana High Risk Health Pool, Inc. (a not- for-profit organization) d/b/a Louisiana Health Insurance Association as of December 31, 1997 and 1996, and the related statements of activities and cash 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 free 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 
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, 1997 and 1996, and the results of its operations and cash flows for the years then ended, in conformity with generally accepted accounting principles. In accordance with Government Audithlg Standards, we have also issued a report dated March 19, 1998 on our consideration of the Association's internal control over financial reporting and our tests of its compliance with certain provisions of laws, regulations, and contracts. 
Baton Rouge, Louisiana March 19, 1998 
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Cash Investments Accrued interest 

LOUISIANA HIGH RISK HEALTH POOL, IN( d/b/a LOUISIANA HEALTH INSURANCE ASSOCIATION BATON ROUGE, LOUISIANA STATEMENTS OF FINANCIAL POSITION DECEMBER 31. 1997 AND 1996 
ASSETS 

Property and equipment (net of accumulated depreciation of $45,418 and $40,423, respectively) Total assets 

LIABILITIES Payroll taxes payable Claims payable 

1997 1996 
39,622 14,062,030 178,011 42,774 13,480,303 155.514 22,956 22,195 

$ 14,302,619 
LIABILITIES AND NET ASSETS 

NET ASSETS Unrestricted Designated by the Board for the capital and surplus requirements of Louisiana insurance laws and regulations Undesignated Total unrestricted net assets Total liabilities and net assets 

914 1,302,950 1,303,864 

3,000,000 9,998,755 12,998,755 
$ 14,302,619 

The accompanying notes are an integral part of these financial statements -2- 

$ 13,700,786 

966 870.000 870.966 

3,000,000 9,829,820 12,829,820 
$ 13,700,786 



LOUISIANA HIGH RISK HEALTH POOL, INC 

REVENUES State appropriations Mandated service charges Premiuuls Investmenl revenues Net gain (loss) on sales of investments 
CLAIMS EXPENSES Claims administration Claims payments Net aclivity in incurred but not reported claims liability and reported but unpaid claims liability 
OPERATING EXPENSES Advertising Bank and trustee fees Computer services Consultant - actuary Copy usage and supplies Depreciation Insurance Maintenance Miscellaneous expenses Office supplies Payroll taxes Postage Professional education Professional fees Rent Salaries and wages Subscriptions and dues Telephone and utilities Travel expenses 
The accompanying notes are an integral part of these financial statements -3- 

1997 1996 2,000,000 500,450 2,068,598 1,093,736 2,638 5.665.422 
78,063 4,523,281 432,950 5,034,294 
6,126 19,983 80,312 35,577 6,132 7,552 18,598 3,120 461 7,886 11,684 10,037 344 58,556 30,484 148,038 1,895 10,067 5,341 462.193 

$ 2,000,000 509,890 1,666,473 509,312 (13,008) 4,672,667 
65,034 3,410,025 (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 5,212 374.025 



LOUISIANA HIGH RISK HEALTH POOL. INC 

CHANGEIN NETASSETS 
Net assets - begimfing of year 

1997 1996 
168,935 $ 857,583 
12,829,820 11,972,237 

Net assets - end of year, including the $3,000,000 designated by the Board for the capital and surplus requirements of Louisiana insurance laws and regulations $ 12,998,755 $ 12,829,820 
Additional disclosures of claims ae 
Claims payable - beginning of year 
Net activity in incurred but not reported claims iability and reported but unpaid claims liability 
Claims payable - end of year 

870,000 $ 904,000 
432,950 (34,000) 

$ 1,302,950 $ 870,000 

The accompanying notes are an integral part of these financial statements -4- 



OUISIANA HIGH RISK HEALTH POOL, INC IANA HEALTH 1N 
STATEMENTS OF CASH FLOWS ENDED DECEMBER 31, 1997 AND 1 

ASH FLOWS FROM OPERATING ACTIVI'I Service charges received Slate appropriations received Premiums received hwestmcnl interest received Claims paid for participants Cash paid to employees and suppliers Net cash provided by operating activities 
CASH FLOWS FROM INVESTING ACTIVITIES Purchases of property and equipment Proceeds from sales and nmturitics of investments Purchases of investments Net cash used for im,estment activities 
Net decrease in cash and cash equivalents 
Cash and cash equivalents - beginning of year Cash and cash equivalents - end of year 

Tile accompanying notes arc an integral part of these financial statements -5- 

N 
1997 1996 
500,450 2,000,000 2,068,598 795,970 (4,523,281) (532,756) 308,98] 
(8,313) 4,793,633 (5,097,453) (312,133) (3,152) 42,774 
39.622 

509,890 2,000,OOO 1,666,473 810,782 (3,410,025) (428,105) 1,149,015 
(13,120) 1,795,965 (2,942,564) (1,159,719) (10,704) 53.478 
42,774 



LOUISIANA HIGH RISK HEALTH POOL. 1NC d/b/a LOUISIANA HEALTH INSURANCE ASSOCIATION 
H YEARS ENDED DECEMBER 31. 1997 AND 1996 

Reconciliation of chanec in net assets Io net cash provided by ooeratin~ activities 
Change 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 (gain) loss on sales of investments Net amortization of premiums and disconnts Decrease (increase) in accrued interest receivable Increase (decrease) in claims payable Increase (decrease) in payroll taxes payable 
Net cash provided by operating activities 

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

1997 1996 
168.935 $ 857.583 
7,552 (256,261) (2,638) (19,008) (22,497) 432,950 (52) 

10,872 275,297 13,008 (13,074) 39,247 (34,000) 82 
308,981 $ 1,149,015 



LOUISIANA HIGH RISK HEALTH POOL. INC 

Significant Accountitm 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: Organization Louisiana High Risk Health Pool, Inc., d/b/a Louisiana Health Insurance Association, is a not-for-profit organization that was originally formed under Louisiana Legislative Act No. 131 of 1990 to provide a mechanism which would insure the availability of health and accident insurance coverage to those citizens of Louisiana who, because of health conditions, could not otherwise secure insurance coverage (non-federally defined eligible individuals). The Association's general objectives for this non-federal program are to formulate, develop, and administer a program that provides this insurance at rates between 150-200% of the rates applicable for individual standard risks. Upon the dissolution of either the entire Association or the non-federal program, the assets attributable to the non-federal program shall be used to satisfy all of the Association's outstanding liabilities and obligations attributable to Ibis program. Any excess of assets over liabilities for this program shall be transferred to the State of Louisiana upon dissolution. 
Policies for the non-federal program will be issued only to the extent that the losses will be covered by actuarially determined reserves. The United Slates Congress enacted the Health Insurance Portability and Accountability Act of 1996 (ItIPAA) in an attempt to improve the portability and continuity of health insurance coverage in the group and individual markets. HIPAA delegated the primary responsibility of enforcing these protections to the individual slates. In an attempt to be in compliance with the federal requirements described in HIPPA, the Stale of Louisiana passed Act No. 1154 during its 1997 regular session. This Act designated the Louisiana Health Insurance Association as the mechanism which the State of Louisiana will utilize to insure the availability of comprehensive health coverage to Louisiana citizens who lose their group health coverage and are guaranteed access to continuing coverage (federally defined eligible individuals). While the Association will be responsible for administering both programs, Act No. 1154 does require the Association to maintain two separate set of accounts (one for federally eligible individuals and one for non- federally eligible individuals). 

-7- 



.Siqnificant Accounting Policies (continued) Use of estimates 
The preparation of financial statements in conformity with generally accepted accounting principles requires managemenl 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. While management and its actuaries use available information in estimating the Association's claims payable liability, changes in the filing tendencies of its participants and healthcare costs could result in further adjustments to this account. As such, it is reasonably possible that the estimated claims payable liability may change materially in the near term. The amount of the change that is reasonably possible, however, camaol be estimated. ]nvestmcnls Under Louisiana Revised Statute 39:1271, the Association may invest its excess funds in United Slates 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. The Association adopted the provisions of SFAS No. 124, Accounting for Certain ]nvestmeplls 11eld b), Not-fo~.- Profit Organizations, effective ,lanuary 1, 1996. Under the provisions of SFAS No. 124, investments in equity securities with readily determinable fair values and all investments in debt securities are measured at fair value in the statements of financial position. Unrealized gains and losses are recorded in the statements of activities as increases or decreases in unrestricled net assets. Dividend, interest, and other investment income is recorded as an increase in unrestricted net assets unless the use is restricted by the donor. 
Property and eouipmenl Property and equipment are staled at cost. Additions, renewals, and betterments that extend the life of these assets are capitalized. Maintenance and repair expenditures are expensed as incurred. Provisions for depreciation are computed using the straight-line method over five year periods, the eslimaled useful lives oflhe assets. When assets are retired or otherwise disposed of, the cost and relaled accumulated depreciation are removed from the accounts, and any resulting gains or losses are recognized in the statement of activities for that period. 

-8- 



LOUISIANA HIGH RISK HEALTH POOL. INC 

Significant Accounting Policies (continued) Mandated service charee I11 accordance with state law, the Association charges insurance companies two dollars per day service fees for each of their participanls admitted to a hospital for in-patient services and one dollar service fees for each ofthcir parlicipanls admitted to an ambulatory surgery center or a hospital for out-patient surgery. Palienls 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. Prem i u Ill S In accordance with state law, premium rates are actuarially determined annually, or more frequently, if nranagement 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 insumucc companies in the area for comparable policies. Premiums are recognized as revenue over the period covered. 
Claims exnense and claims payable Claims expense consists of both tile actual claims paid during the current year and any adjustments to the cslimale of claims that have been incurred but not reported and reported claims that have not been settled. The Association establishes a claims liability based on estimates, provided by tile 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 based on estimates, and while management believes the amount is adequate, the ultimate liability may be in excess of o1" less than the amounts provided. Any adjustments to these estimates are reflected in thal year's statement of activity. Statemenls of cash flows For the purpose of the statements of cash flows, the Association considers all amounts in dcmand deposit accounts and interest-bearing demand deposit accounts to be cash and cash equivalents. 
Basis of presentation Financial statement presentation follows the recommendations of the Financial Accounting Slandards Board in its 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 information regarding its financial position and activities according to three classes of net assets: unrestricted net assets, temporarily restricted net assets, and permanently restricted net assets. The Association does not have any temporarily restricted or permanently restricted net assets. -9- 



LOUISIANA HIGH RISK HEALTH POOL. INC 

Significant Accotmling Policies (continued) Reclassification Certain amounts in the 1996 financial statements have been reclassified to conform with the current year presentation. 
2. Investments The Association's investments are uninsured and unregistered. The securities are held by a local bank's trust department, but 11ol in the Association's name. The amortized costs and estimated fair values of investments held ill Irusl as of December 31, 1997 and 1996 are as follows: 

Money Market Funds Uniled States Treasury Notes Mortgage Backed Securities guaranteed by U. S. Government Agencies 

Money Market Funds United States Treasury Bills United States Treasury Notes Mortgage Backed Securities guaranteed by U. S. Government Agencies 

December 31 1997 Amortized Cost $ 614,928 10,004,281 
Unrealized Gains Unrealized Losses $ 243,551 

3,190,207 21,886 

Fair Value $ 614,928 729 10,247,103 
12.094 3,199,999 $ 13,809,416 $ 265,437 ~ 12,823 $ 14,062,030 

December 31 1996 Amortized Cost 
$ 582,852 1,961,186 7,443,188 

Unrealized Gains Unrealized Losses 
$ 2,964 84,154 

Fair Value 
$ 582,852 1,405 1,962,745 57,582 7,469,760 

3,496,724 13,715 45,493 3,464,946 $ 13,483,950 $ 100,833 ~ 104,480 $ 13,480,303 -10- 



LOUISIANA HIGH RISK HEALTH POOL. INC 

2. Investments (continued) The following schedule summarizes |he investment revenues and their classification in the statement of activities for the years ended December 31, 1997 and 1996: 
Interest revenues, including the amortization of premiums and discounts 
Change in net unrealized appreciation (depreciation) of investments 

3. Lease Commitments 

997 1996 
$ 837,475 $ 784,609 
256,261 L 275,297) $ 509,312 

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 new 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 Yearending _ December31, 1998 1999 2000 2001 
$ 22,333 23,333 24,333 16,666 $ 86,665 Total rent expense on operating leases was $28,700 and $18,815 during the years ended December 31, 1997 and 1996, respectively. 



4. Claims Payable 

LOUISIANA HIGH RISK HEALTH POOL. INC 

The claims payable liabilities of $1,302,950 and $870,000 reported at December 31, 1997 and 1996, respectively, are based on the requirement that a liability for claims be reported if information prior to the issuance of the financial stalemcnts indicates that it is probable that a liability has been incurred at the date of the financial statements and the amount of the liability can be reasonably estimated. Activity in lhe liability for unpaid claims and claim adjustment expenses is summarized as follows 1997 1996 
Unpaid claims and claims adjustment expenses at beginning of year $ 870,000 $ 904,000 Incurred claims and claim adjustment expenses: Provision for insured events of the current fiscal year Decrease in the provision for insured events of prior fiscal years Tolal incurred claims and claim adjustment expenses 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 

5,100,241 ( 65,947) 5,034,294 3,698,853 ( 257,794) 3,441,059 
3,797,291 2,828,853 804,053 4,601,344 646 206 3,475,059 Unpaid claims and claims adjustmenl expenses at end of year $ 1,302~950 $ 870,000 

As a result of changes in estimates of incurred events in prior years, the provision for claims and claim adjustment expenses decreased by $65,947 and $257,794 for the years ended December 31, 1997 and 1996. These changes were due to the lower-than-anticipated development of claims. 

-12- 



5. Income Taxes 

LOUISIANA HIGH RISK HEALTH POOL. INC 

During the year ended December 31, 1997, 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 effeclive date of this ruling is January 1, 1997. 
6. Canilal and Surolus Reouirements Tile 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 lhe financial statements accordingly. 

-13- 



l~)stlcihwail~c & Ncttcrvillc A I'rolb.vMonal Accounthlg Corporation CERTIFIED PUBLIC ACCOUNTANTS 8550 UNITED PLAZA B! VD., SUllt 1001 ~ BAqON ROUGE, LOUISIANA 70809 ~ TELEPHONE (504) 922-4600 ~ FAX (504) 922-4611 
NDEPENDENT AUDITORS' REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENTAUDITING STANDARDS 

Board of Direclors Louisiana Itigh Risk Health Pool, Inc. d/b/a the Louisiana Health Insurance Association Balon Rouge, Louisiana 
We have audited the financial stalements of Louisiana High Risk Health Pool, Inc. (a not-for-profit organization) d/bla the Louisiana Health Insurance Association (the Association) as of and for the year ended December 31, 1997, and have issued our report thereon dated March 19, 1998. We conducted our audit in accordance with generally accepted auditing standards and the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States. Compliance As part of obtaining reasonable assurance about whether the Association's financial statements are free of material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, and contracts noncompliance with which could have a direct and material effect on the determination of financial statement amounts. Itowever, providing an opinion on compliance with those provisions was not the objective of our audit, and 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 Government Auditing Standards. Internal Control Over Financial Reporting In planning and performing our audit, we considered the Association's internal control over financial reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the finaucial statements and not to provide assurance on lhe inlernal conlrol over financial reporting. However, we noted a certain matter involving the internal control over financial reporting and its operation that we consider to be a reportable condition. Reportable conditions involve matters coming to our attention relating to significant deficiencies in the design or operation of the internal control over financial reporting 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. 

- 14- 
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Finding Cause: 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 Governmentafduditing Standard~ dated March 7, 1997. This condition remained unchanged as of December 3 l, 1997. 
Reconm~endalion: No action recommended Managemelll's response: We concur with the finding 

A material weakness is a condition in whicb the design or operation of one or more of the internal control components does not reduce to a relatively low level the risk that misstatements in amounts that would be material in relalion to the financial statements being audited may occur and not be detected within a timely period by employees in file normal course of performing their assigned functions. Our consideration of the internal control over financial reporting would not necessarily disclose all matters in the internal control that might be reportable conditions and~ accordingly, would not necessarily disclose al reportable conditions that are also considered to be material weaknesses. We do not believe that the lack of segregation of duties described above is a material weakness. ]'his report is intended for the information of the finance committee and management of the Louisiana Health Insurance Association, the Commissioner of Insurance of the State of Louisiana, and tile Legislative Auditor of tile State of Louisiana. This restriction is not intended to limit the distribution of this report, which is a matter of public record. 
Baton Rouge, Louisiana March 19, 1998 
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