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INDEPENDENT AUDITORS' REPORT

The Board of Directors
MiCare Health Insurance Plan:

Report on the Financial Statements

We have audited the accompanying financial statements of MiCare Health Insurance Plan (the
“Plan”), a component unit of the Federated States of Micronesia National Government, which
comprise the statements of net position as of September 30, 2019 and 2018, and the related
statements of revenues, expenses and changes in net position and of 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 and the standards applicable to financial audits contained in 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 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 auditor’s 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.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of MiCare Health Insurance Plan as of September 30, 2019 and 2018, 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.
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Emphasis-of-Matter
Going Concern

The accompanying financial statements have been prepared assuming that the Plan will continue as
a going concern. As discussed in Note 6 to the financial statements, the Plan has suffered recurring
losses from operations and has a deficient unrestricted net position that raises substantial doubt
about its ability to continue as a going concern. Management’s plans in regards to these matters are
also described in Note 6 to the financial statements. The financial statements do not include any
adjustments that might result from the outcome of this uncertainty.

Our opinion is not modified with respect to this matter.
COVID-19

As discussed in Note 9 to the financial statements, the Plan determined that the COVID-19 may
negatively impact its business, results of operations and net position. The Plan is unable to reasonably
estimate its ultimate financial impact. Our opinion is not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management’s Discussion and Analysis on pages 3 to 8 be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required by
the Governmental 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. We have applied certain limited procedures to the required supplementary
information in accordance with auditing standards generally accepted in the United States of America,
which consisted of inquiries of management about the methods of preparing the information and
comparing the information for consistency with management’s responses to our inquiries, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial
statements. We do not express an opinion or provide any assurance on the information because the
limited procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated July 6,
2020, on our consideration of the Plan's internal control over financial reporting and on our tests of
its compliance with certain provisions of laws, regulations, contracts, and grant agreements and
other matters. The purpose of that report is solely to describe the scope of our testing of internal
control over financial reporting and compliance and the results of that testing, and not to provide an
opinion on the effectiveness of the Plan’s internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the Plan’s internal control over financial reporting and compliance.

O SR

July 6, 2020



MICARE HEALTH INSURANCE PLAN
(A COMPONENT UNIT OF THE FEDERATED STATES OF
MICRONESIA NATIONAL GOVERNMENT)

Management’s Discussion and Analysis
Years Ended September 30, 2019 and 2018

The following discussion and analysis on the financial performance and activity of MiCare Health
Insurance Plan (the Plan) is to provide an introduction and understanding on the basic financial
statements of the Plan for the fiscal year ended September 30, 2019. This discussion has been
prepared by the management and should be read in conjunction with the financial statements and
notes thereto, which follow this section.

Background

FSM National Government Employee’s Health Insurance Plan (FSMNGEHIP), was established by the
Federated States of Micronesia under Public Law 3-82 that was enacted on December 26, 1984 for
the purpose of establishing a fund to pay for eligible members’ certain medical expenses, both on-
island and off-island.

Participation to the Plan is optional for employees and employers, both public and private entities, in
the Federated States of Micronesia with the exception of FSM National Government employees
wherein their enrollment to the program is mandatory. Premiums are paid on a fixed bi-weekly rate
for the five plan options: non-referral option, basic option, supplemental resident option,
supplemental non-resident option, and regional/international workers option.

The Plan is under the governance of the Board of Directors, which consists of four (4) member
representatives from each state government, one (1) from the FSM National Government and one
(1) member representing the private health sector, all of which are appointed by the President and
confirmed by the FSM Congress. The seventh member of the board is the Administrator who is
appointed by the Board of Directors and serves as an ex-officio member.

In fiscal year 2018, Public Law No. 20-72 amended Section 401 to change FSM National Government
Employees Health Insurance Plan to MiCare Health Insurance Plan.

Overview of the Financial Statements

The financial statements presented herein include all of the activities of the Plan. There are three
financial statements presented, namely the Statement of Net Position; the Statement of Revenues,
Expenses, and Changes in Net Position; and the Statement of Cash Flows. These financial statements
present the overall financial picture of the Plan from the economic resources measurement focus
using the accrual basis of accounting.

The accounts of MiCare Health Insurance Plan are organized as a proprietary fund. Proprietary funds
are used by governmental units that are operated in a manner similar to private business enterprises.
The Plan’s budget is prepared by management with the concurrence of the board of directors.

Financial Highlights

* Total net position deficiency at the end of FY2019 is $2,028,305.

* Total liabilities in FY2019 increased by $57,811 as compared to 2018.

* Total net operating revenues in FY2019 decreased by $57,528 as compared to 2018.

* Total operating expenses increased by $194,382 or 3% from $7,721,913 in 2018 to $7,916,295
in 2019.

* Total non-operating revenues in FY2019 are $1,204,964 of which $1,150,000 was an
appropriation from the FSM Congress.



MICARE HEALTH INSURANCE PLAN
(A COMPONENT UNIT OF THE FEDERATED STATES OF
MICRONESIA NATIONAL GOVERNMENT)

Management’s Discussion and Analysis
Years Ended September 30, 2019 and 2018

Statement of Net Position

The Statement of Net Position presents the assets, liabilities and net position of the Plan as of the
end of the fiscal year. This statement is a point of time financial statement. The purpose of the
statement of net position is to present to the readers of the financial statements a fiscal snapshot of
the Plan. The statement of net position presents end-of-year data concerning assets (current and
noncurrent), liabilities (current and noncurrent), and net position (assets minus liabilities).

From the data presented, readers of the statement of net position are able to determine the assets
available to continue the operations of the Plan. They also are able to determine how much the Plan
owes vendors and others. Finally, the statement of net position provides a picture of the net position
(assets minus liabilities), which is a useful indicator of whether the overall financial position of the
Plan is improving or weakening.

The following table summarizes the financial condition of the Plan for the years ended September
30, 2019, 2018 and 2017.

Table 1: Summary of Net Position of MiCare Health Insurance Plan

2019 2018 2017

Assets:

Current assets $ 1,533,084 $1,899,039 $ 3,803,219

Noncurrent assets 261,989 274,529 337,695

Total assets $ 1,795,073 $2,173,568 $ 4,140,914

Liabilities:

Current liabilities $ 3,823,378 $ 3,765,567 $ 5,284,856
Net position (deficiency):

Invested in capital assets 34,213 2,636 337,695

Unrestricted (2,062,518) (1,594.635) 1,481,637

Total net position (deficiency) (2,028,305) (1,591,999) 1,143,942

Total liabilities and net position $ 1,795,073 $2,173,568 $ 4,140,914

Current assets decreased by $365,955 compared to prior year. Cash and cash equivalents decreased
by $149,351. The decrease in cash and cash equivalents resulted from the following:

Higher number of claims paid for both off-island and on-island providers compared to FY18.
Higher number of claims paid to individuals for reimbursements compared to FY2018.

New vehicle for MiCare Administrator bought in FY2019.

In 2019, MiCare contracted three individuals to help the offices in Chuuk, Yap and Kosrae.

PoOME



MICARE HEALTH INSURANCE PLAN
(A COMPONENT UNIT OF THE FEDERATED STATES OF
MICRONESIA NATIONAL GOVERNMENT)

Management’s Discussion and Analysis
Years Ended September 30, 2019 and 2018

Investments increased by $53,389 compared to 2018. Premium receivables for 2019 decreased by
$192,815. The vast majority of accounts receivable as of 09/30/19 are recorded as bad debt expense

due to no movement in the accounts for over one year.

Noncurrent assets comprise the Plan’s property and equipment, net of accumulated depreciation.
For additional information concerning capital assets, please see note 5 to the financial statements.

Current liabilities in FY2019 increased by $57,811 as compared to FY2018. Table 2 below gives a
breakdown of what comprised total liabilities as of September 30, 2019:

Table 2: Breakdown of Liabilities as of 09/30/19 for MiCare Health Insurance Plan

Genesis Clinic (Out-Patient) $ 1,080,971
Genesis Hospital (In-Patient) 10,569
Genesis Dental 36,466
Berysin Community Health Center 4,455
Kaselehlie Dental 18,500
Medpharm 15,386
Pohnpei Family Health Clinic 20,739
Family Clinic & Pharmacy 505
Pohnpei State Hospital 409,989
Kosrae State Hospital 81,778
Chuuk State Hospital 19,442
Yap State Hospital 52,608
On-island IBNR 909,951
Total On-island Claim Liability as of 09/30/19 2,661,359
Total Off-island Claims Hawaii/Guam/Others 717,025
Total Off-island Claims Manila 333,156
Off-island Claims for previous years 12,560
Total Off-island Claim liability as of 09/30/19 1,062,741
Patient deposits 31,331
Revenue for future periods 11,567
Other payables — Administration 56,380
Total Other Liabilities as of 09/30/19 99,278
Total Current Liabilities $ 3,823,378

The net position for the year 2019 decreased by ($436,306) leaving a net deficiency of ($2,028,305).
Statement of Revenues, Expenses and Changes in Net Position

Changes in total net position as presented on the statement of net position are based on the activity
in the statement of revenues, expenses and changes in net position. The purpose of this statement
is to present the revenues received by the Plan, both operating and non-operating, and expenses
incurred by the Plan, operating and non-operating, and any revenues, expenses, gains and losses
received or spent by the Plan.



MICARE HEALTH INSURANCE PLAN
(A COMPONENT UNIT OF THE FEDERATED STATES OF
MICRONESIA NATIONAL GOVERNMENT)

Management’s Discussion and Analysis
Years Ended September 30, 2019 and 2018

Insurance premiums collected from plan members are the major source of operating revenues of
MiCare Plan. Operating expenses are those medical expenses incurred by plan members and the
necessary cost to administer the Plan to carry out its mission. Non-operating revenues are revenues
received for which goods or services are not provided such as investment income, appropriations
from FSM National Government and others.

The following table summarizes the financial operations of MiCare Plan for the years ended
September 30, 2019, 2018 and 2017:

2019 2018 2017

Operating revenues $ 6,275,025 $ 6,332,553 $ 6,420,104
Operating expenses 7,916,295 7,721,913 7,617,916
Net operating income (loss) (1,641,270) (1,389,360) (1,197,812)
Non-operating revenues 1,204,964 941,303 503,665
Increase (decrease) in net position (436,306) (448,057) (694,147)
Net position (deficiency) at beginning (1,591,999) (1,143,942) (449,795)
of year

yee;rposmon (deficiency) at end of $(2,028,305) $(1,591,999) $(1,143,942)

In fiscal year 2019, net operating revenue collections were $6,275,025 (total revenue of $6,445,857
less uncollectible accounts of $170,832).

2019 2018 2017
Insurance premiums $ 6,442,875 $ 6,452,576 $ 6,431,567
Miscellaneous 2,982 1,265 15,756

$ 6,445,857 $ 6,453,841 $ 6,447,323




MICARE HEALTH INSURANCE PLAN
(A COMPONENT UNIT OF THE FEDERATED STATES OF
MICRONESIA NATIONAL GOVERNMENT)

Management’s Discussion and Analysis
Years Ended September 30, 2019 and 2018

Table 5 below indicates health premium and extended pharmacy premium by state (both private
and public) and national agencies (FSM National Government).

Table 5: Breakdown of premium collection by State and National in FY2019

Premium Revenue for Fiscal Year 2019

. Kosrae Chuuk Yap National .
Pohnpei State State State State Agencies Overseas Total Premium

Health
Insurance
Premiums $3,865,662 $667,287 $236,264 $506,304 $1,122,262 $14,856 $6,412,635
Extended
Pharmacy 25,240 1,400 600 2,800 - 200 30,240

$3,890,902 $668,687 $236,864 $509,104 $1,122,262 $15,056 $6,442,875

Of the total amount of health premiums in fiscal year 2019, Pohnpei State had the highest premium
contribution to the Plan. Of the total amount, the Plan collected $3,865,662 (60.0 %); followed by
National $1,122,262 (17.4 %); Kosrae State $667,287 (10.4 %); Yap State $506,304 (7.9 %),
Chuuk State $236,264 (3.7 %) and Overseas $14,856 (0.2 %). Premiums for each state represent
premiums received from state government, agencies, private businesses and individual accounts.

The extended pharmacy coverage is optional and is only for members who need more than 30
supplies of medicine. Total collections for extended pharmacy premiums were $30,240. Pohnpei
has the highest number of members under the extended pharmacy coverage followed by Yap, Kosrae,
Chuuk and Overseas Employees.

Total operating expenses for fiscal year 2019 increased by 2.5% to $7,916,295 compared to
$7,721,913 of 2018. Medical claims and administrative expenses are the two major types of
operating expenses of the Plan.

Operating Expenses 2019 2018 2017

Medical Claims $ 7,259,273 $ 7,097,407 $ 7,137,451

Administration 657,022 624,506 480,465
$ 7,916,295 $ 7,721,913 $ 7,617,916

Medical expenses of $7,259,273 in fiscal year 2019 increased by $161,866 (2.3 %) compared with
2018. The following table below indicates medical expenses by type of claims for fiscal year 2019.

7



MICARE HEALTH INSURANCE PLAN
(A COMPONENT UNIT OF THE FEDERATED STATES OF
MICRONESIA NATIONAL GOVERNMENT)

Management’s Discussion and Analysis
Years Ended September 30, 2019 and 2018

Table 7: Breakdown of cost associated to medical services/non-medical services

Stipend/Visa

State o(f:flzlrir;d Airfare ,\5': :(;?cri]:]ce /Ambulance Capitation O(?Ii;ilre:gd ToEt)e::)(l;/lneSdei;:al
Transp.

Pohnpei $ 2,641,090 $232,619 $ 161,100 $ 9,666 $ ,091,638 $ 1,387,386 $ 5,523,499
Kosrae 30,877 54,989 2,664 3,771 196,130 - 288,431
Chuuk 166,028 8,623 5,322 - 70,010 2,009 251,992
Yap 932,148 93,631 157 3,266 151,254 - 1,180,456
Overseas 14,158 - 737 - - - 14,895

$ 3,784,301 $ 389,862 $ 169,980 $ 16,703 $ 1,509,032 $ 1,389,395 $ 7,259,273

Net administrative expenses for 2019 were $657,022. Of the total administrative expenses, $91,999
was funded by a Congressional appropriation and $565,023 was for administration costs incurred
(15% less than the approved budget of $640,254) for actual administrative costs incurred.

Management’s Discussion and Analysis for the fiscal year ended September 30, 2018 is set forth in
the MiCare Plan’s report on the audit of financial statements, which is dated June 27, 2019. That
Discussion and Analysis explains the major factors impacting the 2018 financial statements and can
be obtained via the Office of the Public Auditor’s website at www.fsmopa.fm or MiCare Plan’s website
at www.micareplan.fm.

Economic Outlook

The recommended premium increase by the actuarial study in 2018 was not fully implemented in
FY2019 and FY2020. In FY2020, because of COVID-19 travel restrictions, basic approved referrals
have been put on hold. This contributed to a decrease in referrals in FY2020 and as a result, a
decrease in off-island claim costs. During this challenging times with COVID-19 pandemic, it is
unlikely that MiCare will be implementing a premium increase any time soon and will continue to
seek financial assistance from the FSM Government. For any questions or clarifications, please
contact MiCare office by telephone (691) 320-2549 or by email info@micareplan.fm.

The Management’s Discussion and Analysis is designed to provide a general overview of the Plan’s
financial condition and performance. Questions concerning any of the information provided in this
discussion and analysis or requests of information should be addressed to the Plan Administrator,
MiCare Plan, PO Box 2156, Kolonia, Pohnpei FM 96941.


http://www.fsmopa.fm/
http://www.micareplan.fm/
mailto:info@micareplan.fm

MICARE HEALTH INSURANCE PLAN
(A COMPONENT UNIT OF THE FEDERATED STATES OF
MICRONESIA NATIONAL GOVERNMENT)

Statements of Net Position

September 30, 2019 and 2018

ASSETS

Current assets:
Cash and cash equivalents
Investments
Premiums receivable, net
Receivable from FSM National Government, net
Accounts receivable, net

Total current assets

Capital assets:
Nondepreciable capital assets, net of impairment
Capital assets, net of accumulated depreciation

Deposits with service providers

Total assets

LIABILITIES AND NET POSITION

Current liabilities:
Accounts payable - medical claims
Accounts payable - other

Total liabilities

Commitments and contingencies

Net position:
Net investment in capital assets
Unrestricted

Total net position

Total liabilities and net position

2019 2018

$ 265,962 $ 415,313
1,151,287 1,097,898
115,835 308,650

- 73,055

- 4,123
1,533,084 1,899,039
34,213 2.636
34,213 2.636
227,776 271,893

$ 1,795,073 $ 2,173,568
$ 3,724,100 $ 3,725,541
99,278 40,026
3,823,378 3,765,567
34,213 2.636
(2,062,518) (1,594,635)
(2,028,305) (1,591,999)
$ 1,795,073 $ 2,173,568

See accompanying notes to financial statements.



MICARE HEALTH INSURANCE PLAN

(A COMPONENT UNIT OF THE FEDERATED STATES OF

MICRONESIA NATIONAL GOVERNMENT)

Statements of Revenues, Expenses, and Changes in Net Position

Years Ended September 30, 2019 and 2018

Operating revenues:
Insurance premiums
Miscellaneous

Less uncollectible accounts

Net operating revenues

Operating expenses:
Medical claims
Personnel services
Contractual services
Travel
Rent
Supplies
Communications
Utilities
Depreciation
Repairs and maintenance
Printing
Insurance
Miscellaneous

Net operating expenses
Loss from operations

Non-operating revenues (expenses):
Contribution from FSM National Government
Net increase (decrease) in the fair value of investments
Other revenues
Recovery of medical claims
Impairment loss on nondepreciable capital assets

Total net non-operating revenues
Change in net position
Net position at beginning of year

Net position at end of year

See accompanying notes to financial statements.
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2019 2018
$ 6,442,875 $ 6,452,576
2,982 1,265
6,445,857 6,453,841
(170,832) (121,288)
6,275,025 6,332,553
7,259,273 7,097,407
379,920 316,360
97,012 123,523
70,483 62,918
30,530 52,036
17,281 11,579
16,103 14,199
15,703 14,302
5,031 12,059
3,196 3,420
2,297 2,773
816 848
18,650 10,489
7,916,295 7,721,913
(1,641,270) (1,389,360)
1,150,000 670,384
53,389 (3,075)
1,575 3,178
- 593,816
- (323,000)
1,204,964 941,303
(436,306) (448,057)
(1,591,999) (1,143,942)

$ (2,028,305)

$ (1,591,999)




MICARE HEALTH INSURANCE PLAN

(A COMPONENT UNIT OF THE FEDERATED STATES OF
MICRONESIA NATIONAL GOVERNMENT)

Statements of Cash Flows

Years Ended September 30, 2019 and 2018

Cash flows from operating activities:
Premiums received
Medical claims and benefits paid
Cash paid to suppliers and employees

Net cash used in operating activities

Cash flows from capital and related financing activities:
Acquisition of fixed assets

Cash flows from investing activities:
Net purchases, sales and maturities of investments
Interest and dividends received

Net cash provided by investing activities

Cash flows from noncapital financing activities:
Contribution from the FSM National Government

Net change in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Reconciliation of loss from operations to net cash used in
operating activities:
Loss from operations
Adjustment to reconcile loss from operations to net cash
used in operating activities:
Depreciation
Bad debts
(Increase) decrease in assets:
Premium receivable
Accounts receivable
Deposits with service providers
Increase (decrease) in liabilities:
Accounts payable - medical claims
Accounts payable - other

Net cash used in operating activities

See accompanying notes to financial statements.
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2019 2018
$ 6,555018 $ 6,411,411
(7,226,597) (7,998,393)
(592,739) (639,668)
(1,264,318) (2,226,650)
(36,608) -
(18,691) (15,235)
20,266 18,413
1,575 3,178
1,150,000 670,384
(149,351) (1,553,088)
415,313 1,968,401
$ 265962 $ 415,313
$ (1,641,270) $ (1,389,360)
5,031 12,059
170,832 121,288
111,716 54,384
(2,555) (96,814)
34,117 (2,734)
(1,441) (900,986)
59,252 (24,487)
$ (1,264,318) $ (2,226,650)




MICARE HEALTH INSURANCE PLAN
(A COMPONENT UNIT OF THE FEDERATED STATES OF
MICRONESIA NATIONAL GOVERNMENT)

Statements of Cash Flows, Continued
Years Ended September 30, 2019 and 2018

2019 2018
Noncash operating activities:
Accounts payable - medical claims $ - $ 593,816
Reversal of medical claims - (593,816)
$ - $ -
Noncash capital and related financing acitivities:
Impairment loss on nondepreciable capital assets $ - $ 323,000
Allowance for impairment loss - (323,000)
$ - $ -

See accompanying notes to financial statements.
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MICARE HEALTH INSURANCE PLAN
(A COMPONENT UNIT OF THE FEDERATED STATES OF
MICRONESIA NATIONAL GOVERNMENT)

Notes to Financial Statements
September 30, 2019 and 2018

Reporting Entity

(2)

FSM National Government Employees’ Health Insurance Plan also known as MiCare Plan, Inc.
(the Plan) was initially created by Public Law 3-82 in 1984 and amended by Public Law 12-77
of the Twelfth Congress of the Federated States of Micronesia (FSM) National Government in
2003. Public Law 20-72, MiCare Health Insurance Plan Act of 1984, which amended title 52 of
the Code of FSM to realign the name of the Plan to “MiCare Health Insurance Plan”. On March
21, 2019 the FSM Office of the Registrar of Corporations approved the adopted changes to the
MiCare regulations which become effective April 1, 2019. The purpose of the Plan is to provide,
arrange for, pay for, or reimburse the costs of medical, dental and vision treatment and care,
hospitalization, surgery, prescription drugs, medicine, prosthetic appliances, out-patient care,
and other medical care benefits, in cash or the equivalent in medicines and supplies.

The Plan’s financial statements are incorporated into the financial statements of the FSM
National Government as a component unit. The Plan is under the governance of a seven-
member Board of Directors, four of whom represent each of the four states of the FSM, one
represents the FSM National Government, and one represents the private healthcare sector.
These six members are appointed by the FSM President with the confirmation of the FSM
Congress. The seventh member of the Board is the Plan Administrator who is selected by the
Board and serves as an ex-officio member.

Summary of Significant Accounting Policies

The accounting policies of the Plan conform to accounting principles generally accepted in the
United States of America as applicable to governmental entities, specifically proprietary funds.

GASB Statement No. 34, Basic Financial Statements - and Management’s Discussion and
Analysis - for State and Local Governments, which was subsequently amended by GASB
Statement No. 37, Basic Financial Statements - and Management’s Discussion and Analysis -
for State and Local Governments: Omnibus, and modified by GASB Statement No. 38, Certain
Financial Statement Note Disclosures, establish financial reporting standards for governmental
entities, which require that management’s discussion and analysis of the financial activities be
included with the basic financial statements and notes and modifies certain other financial
statement disclosure requirements.

To conform to the requirements of GASB Statement No. 34, equity is presented in the following
net position categories:

. Net investment in capital assets; capital assets, net of accumulated depreciation,
plus construction or improvement of those assets.

. Unrestricted; net position that is not subject to externally imposed stipulations.
Unrestricted net position may be designated for specific purposes by action of
management or the Board of Directors or may otherwise be limited by contractual
agreements with outside parties.

13



MICARE HEALTH INSURANCE PLAN
(A COMPONENT UNIT OF THE FEDERATED STATES OF
MICRONESIA NATIONAL GOVERNMENT)

Notes to Financial Statements
September 30, 2019 and 2018

(2) Summary of Significant Accounting Policies, Continued

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. A material estimate that is particularly susceptible to significant change in
the near term relates to the determination of unbilled medical claims.

Basis of Accounting

Proprietary funds are accounted for on a flow of economic resources measurement focus. With
this measurement focus, all assets and liabilities associated with the operation of the fund are
included in the statements of net position. Proprietary fund operating statements present
increases and decreases in net total assets. The accrual basis of accounting is utilized by
proprietary funds. Under this method, revenues are recorded when earned and expenses are
recorded at the time liabilities are incurred.

Proprietary funds distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund’s principal ongoing operations. All other
revenues are reported as non-operating. Operating expenses includes the cost of sales and
services, administrative expenses, and depreciation on capital assets. Expenses not meeting
this definition are reported as non-operating expenses.

Revenue Recognition

Health care premiums from enrolled members of the Plan are reported as revenue in the period
such becomes due.

Cash and Cash Equivalents

For the purposes of the statements of net position and of cash flows, cash and cash equivalents
are defined as cash in bank checking and savings accounts.

Investments
Investments and related investment earnings are recorded at fair value using quoted market
prices. Fair value is the price that would be received to sell an asset or paid to transfer a liability

(i.e. the exit price) in an orderly transaction between market participants at the date as of
which the fair value of an asset or liability is determined.
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MICARE HEALTH INSURANCE PLAN
(A COMPONENT UNIT OF THE FEDERATED STATES OF
MICRONESIA NATIONAL GOVERNMENT)

Notes to Financial Statements
September 30, 2019 and 2018

(2) Summary of Significant Accounting Policies, Continued

Premiums and Accounts Receivable

Premiums receivable are primarily due from the FSM National Government and its four States.
Accounts receivable mainly include patient’s share of the medical billings paid by the Plan. The
Plan establishes an allowance for uncollectible accounts based on the credit risk of specific
customers, historical trends and other information. The allowance for uncollectible accounts is
stated at an amount which management believes will be adequate to absorb possible losses on
accounts receivable that may become uncollectible based on evaluations of the collectability of
these accounts and prior collection experience. The allowance is established through a provision
for bad debts charged to expense. As of September 30, 2019 and 2018, the allowance for
uncollectible accounts related to premium receivable was $81,099 and $0, respectively.

Deposits with Service Providers

Security deposits for medical claims are maintained for certain services providers and are
recorded as deposits with service providers in the accompanying statements of net position.

Fixed Assets

Fixed assets are stated at cost, less accumulated depreciation. Depreciation is based on the
straight-line method over the estimated useful lives of the respective assets. All of the assets
have an estimated useful life of three to five years. The Plan capitalizes assets with individual
values of $1,000 and over. Assets with a value below $1,000 are expensed in the year of
purchase.

Deferred Outflows of Resources

In addition to assets, the statements of net position will sometimes report a separate section
for deferred outflows of resources. This separate financial statement element, deferred outflows
of resources represents a consumption of net position that applies to a future period and so will
not be recognized as an outflow of resources (deduction of net position) until then. The Plan
has no items that qualify for reporting in this category.

Medical Claims Payable

Medical claims payable represents the estimated liability on claims reported to the Plan and
reserves for claims incurred but not yet reported. The liabilities for claims are determined using
estimates of the ultimate net cost of all claims incurred through the financial statement date.
While management believes that the liability for medical claims payable is adequate, such
estimates may be more or less than the amounts ultimately paid when the claims are settled.

Deferred Inflows of Resources

In addition to liabilities, the statements of net position will sometimes report a separate section
for deferred inflows of resources. This separate financial statement element, deferred inflows
of resources represents an acquisition of net position that applies to a future period and so will
not be recognized as an inflow of resources (addition of net position) until then. The Plan has
no items that qualify for reporting in this category.
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MICARE HEALTH INSURANCE PLAN
(A COMPONENT UNIT OF THE FEDERATED STATES OF
MICRONESIA NATIONAL GOVERNMENT)

Notes to Financial Statements
September 30, 2019 and 2018

(2) Summary of Significant Accounting Policies, Continued

New Accounting Standards

During fiscal year 2019, the Plan implemented the following pronouncements:

e GASB Statement No. 83, Certain Asset Retirement Obligations, which addresses accounting
and financial reporting for certain asset retirement obligations (AROs) associated with the
retirement of a tangible capital asset.

e GASB Statement No. 88, Certain Disclosures Related to Debt, including Direct Borrowings
and Direct Placements, which improves the information that is disclosed in notes to
government financial statements related to debt, including direct borrowings and direct
placements.

The implementation of these statements did not have a material effect on the Plan’s financial
statements.

In January 2017, GASB issued Statement No. 84, Fiduciary Activities, which establishes criteria
for identifying fiduciary activities of all state and local governments. The provisions in
Statement No. 84 are effective for fiscal years beginning after December 15, 2018.
Management does not believe that the implementation of this statement will have a material
effect on the financial statements.

In June 2017, GASB issued Statement No. 87, Leases, which establishes a single model for
lease accounting based on the foundational principle that leases are financings of the right to
use an underlying asset. The provisions in Statement No. 87 are effective for fiscal years
beginning after December 15, 2019. Management has yet to determine whether the
implementation of this statement will have a material effect on the financial statements.

In June 2018, GASB issued Statement No. 89, Accounting for Interest Cost Incurred before the
End of a Construction Period, which requires that interest cost incurred before the end of a
construction period be recognized as an expense in the period in which the cost is incurred for
financial statements prepared using the economic resources measurement focus. The
provisions in Statement No. 89 are effective for fiscal years beginning after December 15, 2019.
Management does not believe that the implementation of this statement will have a material
effect on the financial statements.

In August 2018, GASB issued Statement No. 90, Majority Equity Interests - an Amendment of
GASB Statements No. 14 and No. 61, which improves the consistency and comparability of
reporting a government’'s majority equity interest in a legally separate organization and the
relevance of financial statement information for certain component units. The provisions in
Statement No. 90 are effective for fiscal years beginning after December 15, 2018. Management
does not believe that the implementation of this statement will have a material effect on the
financial statements.
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MICARE HEALTH INSURANCE PLAN
(A COMPONENT UNIT OF THE FEDERATED STATES OF
MICRONESIA NATIONAL GOVERNMENT)

Notes to Financial Statements
September 30, 2019 and 2018

Summary of Significant Accounting Policies, Continued

3)

New Accounting Standards, Continued

In May 2019, GASB issued Statement No. 91, Conduit Debt Obligations, which clarifies the
existing definition of a conduit debt obligation; establishing that a conduit debt obligation is not
a liability of the issuer; establishing standards for accounting and financial reporting of
additional commitments and voluntary commitments extended by issuers and arrangements
associated with conduit debt obligations; and improving required note disclosures. The
provisions in Statement No. 91 are effective for fiscal years beginning after December 15, 2020.
Management does not believe that the implementation of this statement will have a material
effect on the financial statements.

In May 2020, GASB issued Statement No. 95, Postponement of the Effective Dates of Certain
Authoritative Guidance, which postpones the effective dates of GASB Statement No. 84, 89, 90
and 91 by one year and GASB Statement No. 87 by 18 months; however, earlier application of
the provisions addressed in GASB Statement No. 95 is encouraged and is permitted to the
extent specified in each pronouncement as originally issued. Management has yet to ascertain
whether implementation of these statements will be postponed as provided in GASB Statement
No. 95.

Deposits and Investments

A. Deposits:

Custodial credit risk is the risk that in the event of a bank failure, the Plan’s deposits may
not be returned to it. Such deposits are not covered by depository insurance and are
either uncollateralized, or collateralized with securities held by the pledging financial
institution or held by the pledging financial institution but not in the depositor-
government’s name. The Plan does not have a deposit policy for custodial credit risk.

As of September 30, 2019 and 2018, the carrying amount of the Plan’s total cash and
cash equivalents was $265,962 and $415,313, respectively, and the corresponding bank
balance was $448,519 and $601,773, respectively, which is primarily maintained in
financial institutions subject to Federal Deposit Insurance Corporation (FDIC) insurance.
As of September 30, 2019 and 2018, bank deposits in the amount of $250,000 for both
years were FDIC insured. The Plan does not require collateralization of its cash deposits;
therefore, deposit levels in excess of FDIC insurance coverage are uncollateralized.
Accordingly, these deposits are exposed to custodial credit risk. Management's confidence
in the financial strength of their banking institutions was the basis of the decision to not
require collateralization. No losses as a result of this practice were incurred for the years
ended September 30, 2019 and 2018.

B. Investments:

As of September 30, 2019 and 2018, investments are as follows:

2019 2018
Fixed income securities:
Domestic fixed income $ 1,138,682 $ 1,081,780
Other investments:
Money market funds 12.605 16,118
$ 1,151,287 $ 1,097,898
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MICARE HEALTH INSURANCE PLAN
(A COMPONENT UNIT OF THE FEDERATED STATES OF
MICRONESIA NATIONAL GOVERNMENT)

Notes to Financial Statements
September 30, 2019 and 2018

(3) Deposits and Investments, Continued

B.

Investments, Continued:

As of September 30, 2019, the Plan’s fixed income securities had the following maturities:

Moody’s Less Than 1to5 5 to 10 Fair

Credit Rating 1 Year Years Years Value
U.S. Treasury obligations AAA $ 80,147 $ 666,165 $ 92,469 $ 838,781
U.S. Government agencies obligations AAA 19,941 - - 19,941
Corporate bonds Aaa 2,000 - - 2,000
Corporate bonds Aa 36,011 32,332 14,616 82,959
Corporate bonds A 49,982 90,926 8,368 149,276
Corporate bonds Baa 2,009 30,312 13,404 45,725

$ 190,090 $ 819,735 $ 128,857 $1,138,682

As of September 30, 2018, the Plan’s fixed income securities had the following maturities:

Moody’s Less Than 1to5 5to 10 Fair

Credit Rating 1 Year Years Years Value
U.S. Treasury obligations AAA $ 318,517 $ 374,465 $ 70,619 $ 763,601
U.S. Government agencies obligations AAA - 19,564 - 19,564
Corporate bonds Aaa - 1,980 - 1,980
Corporate bonds Aa 22,930 60,943 5,677 89,550
Corporate bonds A 38,900 126,286 7,585 172,771
Corporate bonds Baa 3,995 25,461 4,858 34,314

$ 384,342 $ 608,699 $ _88,739 $1,081,780

Credit risk for investments is the risk that an issuer or other counterparty to an investment
will not fulfill its obligations.

Custodial credit risk for investments is the risk that in the event of the failure of the
counterparty to the transaction, the Plan will not be able to recover the value of the
investment or collateral securities that are in the possession of an outside party. The Plan’s
investments are held and administered by trustees. Based on negotiated trust and custody
contracts, all of these investments were held in the Plan’s name by the Plan’s custodial
financial institution at September 30, 2019 and 2018.

Concentration of credit risk for investments is the risk of loss attributed to the magnitude
of an entity’s investment in a single issuer. GASB Statement No. 40 requires disclosure by
issuer and amount of investments in any one issuer that represents five percent (5%) or
more of total investments for the Plan. As of September 30, 2019, no investments in any

one issuer (other than the U.S. Treasury) represented five percent or more of total
investments for the Plan.
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MICARE HEALTH INSURANCE PLAN
(A COMPONENT UNIT OF THE FEDERATED STATES OF
MICRONESIA NATIONAL GOVERNMENT)

Notes to Financial Statements
September 30, 2019 and 2018

(3) Deposits and Investments, Continued
B. Investments, Continued:
Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of
debt instruments. The Plan does not have a formal investment policy that limits investment
maturities as a means of managing its exposure to fair value losses arising from increasing
interest rates.
The Plan categorizes its fair value measurements within the fair value hierarchy established by
GAAP. The hierarchy is based on the valuation inputs used to measure the fair value of the
asset. Level 1 inputs are quoted prices in active markets for identical assets; Level 2 inputs
are significant other observable inputs; and, Level 3 inputs are significant unobservable inputs.
The Plan has the following recurring fair value measurements as of September 30, 2019 and
2018:
Fair Value Measurements Using
September 30,
2019 Level 1 Level 2 Level 3
Investments by fair value level:
Fixed income securities $ 1,138,682 $ - $ 1,138,682 $ -
Investments measured at amortized
cost:
Money market funds 12,605
$ 1,151,287
Fair Value Measurements Using
September 30,
2018 Level 1 Level 2 Level 3
Investments by fair value level:
Fixed income securities $ 1,081,780 $ - $ 1,081,780 $ -
Investments measured at amortized
cost:
Money market funds 16,118
$ 1,097,898
(4) Accounts Receivable

A summary of accounts receivable at September 30, 2019 and 2018 is as follows:

2019 2018
Accounts receivable $ 621,928 $ 619,372
Allowance for doubtful accounts (621.,928) (615.,249)
$ - $ _4,123
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Notes to Financial Statements
September 30, 2019 and 2018

(5) Fixed Assets

Capital asset activities for the years ended September 30, 2019 and 2018, are as follows:

Balance Balance
October 1, September
2018 Additions Deletions 30, 2019
Depreciable assets:
Office furniture, fixtures and equipment $ 115,492 $ 2,760 $ -  $118,252
Vehicles 62,395 33,848 (7.711) 88,532
177,887 36,608 (7,711) 206,784
Less accumulated depreciation (175.,251) (5.,031) 7,711 (172,571)
2,636 31,577 - 34,213
Non-depreciable assets:
Construction in progress 323,000 - - 323,000
Less allowance for impairment loss (323.000) - - (323.,000)
Capital assets, net $__2,636 $ 31,577 $ - $_34,213
Balance Balance
October 1, September
2017 Additions Deletions 30, 2018
Depreciable assets:
Office furniture, fixtures and equipment $ 115,492 $ - % - $115,492
Vehicles 66.002 - (3.607) 62,395
181,494 - (3,607) 177,887
Less accumulated depreciation (166.799) (12.059) 3,607 (175.251)
14,695 (12,059) - 2,636
Non-depreciable assets:
Construction in progress 323,000 - - 323,000
Less allowance for impairment loss - (323.000) - (323.000)
Capital assets, net $ 337,695 $(335,059) $ - $__2,636

During the year ended September 30, 2018, an impairment analysis was performed by the Plan
for construction-in-progress that determined that the related asset was impaired. The Plan

recorded an impairment loss of $323,000.
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Notes to Financial Statements
September 30, 2019 and 2018

(6) Commitments and Contingencies

Litigation

The Plan is a party to various legal proceedings, the ultimate impact of which is not currently
predictable. Therefore, no liability has been recorded in the accompanying financial statements
due to management’s inability to predict the ultimate outcome of these proceedings.

Self Insurance

The Plan carries vehicle insurance to cover its potential risks. The Plan is substantially self-
insured for all other risks. Management is of the opinion that no material losses have been
sustained as a result of this practice during the past three years.

Lease Commitments

The Plan has an operating lease as of September 30, 2019 for the main office in Pohnpei with
a 5-year term expiring on February 28, 2023. The lease has an option allowing the Plan to
renew the lease upon expiration of the current term. It is likely that this option will be utilized
by the Plan and the leases renewed. The future minimum lease payments excluding renewals,
are as follows:

Year Ending

September 30, Total
2020 $ 32,076
2021 32,076
2022 32,076
2023 13,365

$ 109,593

Going Concern

The accompanying financial statements have been prepared in conformity with GAAP, which
contemplates the continuation of the Plan as a going concern. However, the Plan has sustained
operating losses in recent years and as of September 30, 2019, the Plan has a negative current
ratio. Furthermore, at September 30, 2019, a deficit unrestricted net position of $2,062,518
exists.

Management believes actions presently being undertaken are sufficient to improve the Plan’s
operating requirements in the implementation of a “5-year Strategic Plan 2019-2023”, which
established specific objectives up to year 2023. The goal of the strategic plan is to strengthen
the Plan’s financial solvency and operational efficiency, and increase enrollment of the Plan.

Disputed Payables

During the year ended September 30, 2018 the Plan wrote-off certain disputed payables to an
off-island service provider in the amount of $593,816.
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Notes to Financial Statements
September 30, 2019 and 2018

Related Parties

(8)

During the years ended September 30, 2019 and 2018, the Congress of the FSM National
Government (FSMNG) appropriated $1,150,000 and $670,384, respectively, to the Plan for the
purpose of partially paying outstanding accounts payable of the Plan, of which $73,055 remain
uncollected as of September 30, 2019 and 2018. The $73,055 receivable at September 30,
2019 and 2018 is being disputed and collection is dependent upon completion of a reconciliation
between the Plan and the FSMNG. As of September 30, 2019, the Plan recorded related
allowance for uncollectible accounts of $73,055.

Retirement Plan

(9

The Plan has a retirement plan implemented effective June 1, 2012, administered by a private
corporation. All permanent employees and contract employees with an employment contract
of one or more years stated within the contract agreement with the Plan are eligible for the
retirement plan. Employee contributions can be made at minimum of 3% up to 100% of
earnings with a 100% match by the Plan up to 10% of employee compensation. The Plan
Administrator is the designated retirement plan administrator. During the years ended
September 30, 2019 and 2018, the Plan incurred an expense of $9,283 and $10,705,
respectively, for matching contributions. As of September 30, 2019 and 2018, retirement plan
assets were $97,018 and $81,387, respectively. Management is of the opinion that the
retirement plan assets do not represent an asset of the Plan, as such, balances are not recorded
in the accompanying financial statements.

Subsequent Event

As a result of the spread of the COVID-19 coronavirus, governments worldwide implemented
actions to restrict travel and economic activities. Uncertainties have arisen which may have
negative impact on the Plan’s financial and operational results. Such potential impacts cannot
be reasonably estimated at this time.
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INDEPENDENT AUDITORS® REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING
STANDARDS

The Board of Directors
MiCare Health Insurance Plan:

We have audited, in accordance with the auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards issued by the Comptroller General of the United States, the financial statements of MiCare
Health Insurance Plan (the Plan), which comprise the statement of net position as September 30,
2019, and the related statements of revenues, expenses and changes in net position and of cash
flows for the year then ended, and the related notes to the financial statements, and have issued our
report thereon dated July 6, 2020.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Plan’s internal
control over financial reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Plan’s
internal control. Accordingly, we do not express an opinion on the effectiveness of the Plan’s internal
control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent,
or detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a
material misstatement of the entity’s financial statements will not be prevented, or detected and
corrected on a timely basis. A significant deficiency is a deficiency, or a combination of deficiencies,
in internal control that is less severe than a material weakness, yet important enough to merit
attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of
this section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies and therefore, material weaknesses or significant deficiencies
may exist that have not been identified. We did identify certain deficiencies in internal control,
described in the accompanying Schedule of Findings and Responses as item 2019-001,that we
consider to be material weaknesses.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Plan’s financial statements are free
from material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion
on compliance with those provisions was not an objective of our audit, and accordingly, we do not
express such an opinion. The results of our tests disclosed no instances of noncompliance or other
matters that are required to be reported under Government Auditing Standards.

The Plan’s Response to Findings

The Plan’s response to the findings identified in our audit is described in the accompanying corrective
action plan. The Plan’s response was not subjected to the auditing procedures applied in the audit of
compliance and, accordingly, we express no opinion on the response.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
entity’s internal control or on compliance. This report is an integral part of an audit performed in

accordance with Government Auditing Standards in considering the entity’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

O SR

July 6, 2020
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MICARE HEALTH INSURANCE PLAN
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Summary Schedule of Prior Audit Findings
Year Ended September 30, 2019

Finding Number Costs Status

2018-001 $323,000 Refer to Note 1.

Note 1: Management is still awaiting action from FSMNG DOJ.
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