
Page 1 of 12 
 

STATE RISK MANAGER’S REPORT  

REVIEW OF REGULATORY COMPLIANCE  
OF  

AFFORDABLE HOUSING RISK POOL  
  

As of September 15, 2015  
 
 

Results:  

Based on actuarial reports, audited financial statements as of fiscal year ending 2014 and additional 
documents provided by the Pool, Affordable Housing Risk Pool (AHRP) meets standards adopted by 
the State Risk Manager in the areas reviewed.  
 
Background:  

The State Risk Manager in the Office of Risk Management, a division of the Department of 
Enterprise Services, State of Washington, is responsible for regulatory oversight of local 
government joint self-insured risk pools formed under the authority of chapter 48.64 RCW. The law 
requires the State Risk Manager to adopt rules for affordable housing risk pools to follow, adopted 
as Washington Administrative Code (WAC) 200-120. Those rules include standards for solvency, 
operations and management and require that risk pools maintain certain financial reserves in order to 
ensure that claims are funded.  
  
The State Risk Manager determines whether risk pools are operating in a safe financial condition, 
according to the solvency regulations. The pool’s compliance with those regulatory requirements is 
based on audited financial information. Pools that operate in an unsafe financial condition or in 
violation of statutory or regulatory requirements may cause the State Risk Manager to take 
administrative action. 
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Areas Covered:  

We examined the Pool’s compliance with regulatory standards adopted in rule by the State Risk 
Manager in the following areas:  

1. Requirement for Annual Actuarial Study to Determine Unpaid Claims Liability  
2. Financial Solvency/Required Assets  
3. Compliance with Reporting Requirements 
4. Compliance with Requirement to Obtain an Independent Claims Audit 
5. Compliance with Nondiscriminatory Rate Requirements 
6. Financial Trends  
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Results of Review of Regulatory Compliance:  

1. Requirement for Annual Actuarial Study to Determine Unpaid Claims Liability  

Requirement: Risk pools must obtain an annual actuarial review which meets the following criteria:  

WAC 200-120-140 requires that “(1) All joint self-insurance programs shall obtain an annual actuarial review as of fiscal 
year end which provides estimates of the unpaid claims measured at the expected and the seventy percent confidence 
level. . .”  

WAC 200-120-020 "Actuary" means any person who is a fellow of the Casualty Actuarial Society and a member of the 
American Academy of Actuaries.  

Result: A review of the actuarial report as of fiscal year ending December 31, 2014 indicates that an actuary meeting 
the qualifications set forth above estimated the Pool’s liability for both property and liability claims at both the 
expected and the 70% confidence level. Affordable Housing Risk Pool is in compliance with this requirement.  

2. Financial Solvency/Required Assets  

Requirement 2.a: Risk pools must ensure claims liabilities are funded at the expected level by meeting certain 
standards for solvency and liquidity as follows:  

WAC 200-120-140(2) states, in part “ . . .(2) The board of directors of the joint self-insurance program shall establish and 
maintain primary assets in an amount at least equal to the unpaid claims estimate at the expected level as determined by the 
program's actuary as of fiscal year end. . .”  

WAC 200-120-020 "Primary assets" means cash and investments (less any nonclaims liabilities).  

Results: Affordable Housing Risk Pool met this requirement by maintaining sufficient primary assets to fund claims 
liabilities at the expected levels as determined by the Pool’s actuary (see Page 4).  

Requirement 2.b: Risk pools must meet the above requirement to maintain primary assets and must also maintain 
other assets to fund claims liabilities at the 70% confidence level as follows:  

WAC 200-120-140(3) states, in part, “. . . (3) The board of directors of the joint self-insurance program shall establish and 
maintain total primary and secondary assets in an amount equal to or greater than the unpaid claim estimate at the seventy 
percent confidence level as determined by the program's actuary as of fiscal year end.. . .”  

WAC 200-120-020 states that "Secondary assets" means insurance receivables, real estate or other assets (less any 
nonclaims liabilities) the value of which can be independently verified by the state risk manager.  

Results: Affordable Housing Risk Pool met this requirement by maintaining reserves in excess of the 70% 
confidence level to fund the Pool’s liability for unpaid claims. The secondary assets consist of additional cash 
reserves, investments and other assets (property and equipment are excluded from assets used in this calculation).  
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  Test 1 - Primary Asset Test   Test 2 - Secondary Asset Test 
  (WAC 200-120-140(2))   (WAC 200-200-140(3)) 
        

$3,448,007 Primary Assets $4,653,238 Secondary Assets 

$973,673 

Estimated Claim Liabilities 
at the expected level per 
actuarial estimate $1,282,673 

Estimated Claim Liabilities at 
the 70% confidence level per 
actuarial estimate 

RESULT: PASS RESULT: PASS 

  

Estimated outstanding 
liabilities at the expected 
level must be less than 
primary assets (cash and 
investments less nonclaims 
liabilities) 

  Estimated outstanding 
liabilities at the seventy 
percent confidence level must 
be less than combined 
primary assets and secondary 
assets (receivables, 
recoverables, real estate and 
other assets that can be 
independently verified by the 
State Risk Manager) 

 
 

(Note 1) The outstanding liabilities are estimated by an independent actuary meeting the requirements of 
WAC 200-120-020. Actuarial reports submitted as part of the annual report to the State Risk Manager are 
available by contacting Bill Gregory, Executive Director of Affordable Housing Risk Pool, at (360) 574-9035. 
Contact information is also available by visiting the Pool’s website at www.harrp.com. 

(Note 2) The information used to calculate assets used in the Primary and Secondary Asset Tests were 
obtained from the audited financial statements. The pool contracts for a financial audit with a certified 
public accounting firm, Perkins and Company, annually. Those reports are available by contacting Bill 
Gregory, Executive Director of Affordable Housing Risk Pool at (360) 574-9035.  

  

http://www.harrp.com/
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3. Compliance with Reporting Requirements  

Requirement: The pool is required by WAC 200-120-230(2) to provide audited annual financial statements to the State 
Risk Manager within 120 days of fiscal year end. If required by the State Risk Manager, risk pools must provide quarterly 
reports based on its financial condition.  

WAC 200-120-230 requires that “. . . (1) Every joint property and liability self-insurance program authorized to transact 
business in the state of Washington shall submit the annual report to the state risk manager. 
(2) The annual report to the state risk manager shall require the following information to be submitted in electronic form 
within one hundred twenty days of fiscal year end: 
(a) Audited annual financial statements, including signed, as provided to the financial auditors; 
(b) Actuarial reserve review report on which the net claims liabilities at fiscal yearend reported in the audited financial 
statements are based; 
(c) Copies of all insurance coverage documents; 
(d) List of contracted consultants; 
(e) Details of changes in the ownership agreement; and 
(f) Details of services provided by contract to nonmember participants. 
(3) All joint self-insurance programs shall submit quarterly financial reports if, in the estimation of the state risk manager, the 
financial condition of a program warrants additional quarterly reporting requirements. 
(4) Failure to provide required financial reports may result in corrective action by the state risk manager. Such actions may 
include: 
(a) Increase in frequency of examinations, the cost of which shall be the responsibility of the program; 
(b) On-site monitoring by the state risk manager; 
(c) Service of a cease and desist order upon the program..”  

 
Results: The Pool met this requirement by providing audited financial statements of December 31, 2014 and other 
required documents within 120 days of fiscal year end. The Pool is not required to report quarterly.  
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4. Compliance with Requirement to Obtain an Independent Claims Audit 

Requirement: The pool is required by WAC 200-120-220 to obtain an audit of claims administration conducted by an 
independent, qualified auditor every three years at a minimum.  

WAC 200-120-220 requires that “. . . ((7) All joint self-insurance programs shall obtain an independent review of claim 
reserving, adjusting and payment procedures every three years at a minimum. Said audit shall be conducted by an 
independent qualified claims auditor not affiliated with the program, its insurers, its broker of record, or its third-party 
administrator. Such review shall be in writing and identify strengths, areas of improvement, findings, conclusions and 
recommendations. Such review shall be provided to the board of directors and retained for a period not less than six years. 
The scope of the claims audit shall include claims administration procedures listed in subsection (1) of this section. 
WAC 200-120-220 requires that “. . . (1) All joint self-insurance programs shall adopt a written claims administration 
program which includes, as a minimum, the following procedures: 
(a) Claims filing procedures and forms. 
(b) Standards requiring case reserves for each claim be established in the amount of the jury verdict value. 
(c) Standards requiring case reserves be reviewed every ninety days or when reasonably practicable and such review is 
documented in the claims diary. 
(d) Standards requiring appropriate adjuster work loads. 
(e) Standards requiring claims payment procedures include sufficient internal controls to ensure adequate review and 
approval by claims management staff. 
(f) Standards requiring file documentation be complete and up-to-date. 
(g) Standards requiring timely and appropriate claim resolution practices. 
(h) Standards requiring opportunities for recoveries be reviewed and documented for each claim. 
(i) Standards requiring compliance with Internal Revenue Service (IRS) rules for 1099MISC regulations. 
(j) Standards requiring claims files be audited on the following categories: Staffing, caseloads, supervision, diary, coverage, 
reserves, promptness of contacts, field investigations, file documentation, settlements, litigation management and 
subrogation. 

 
WAC 200-120-020 defines "Claims auditor" as a person who has the following qualifications: 
(a) A minimum of three years of experience in auditing the same manner of claims filed against the program being audited; 
(b) Proof of professional liability insurance; and 
(c) Provides a statement that the auditor is independent from the program being audited, its vendors, insurers, brokers, and 
third-party administrators. 

 
 

Results: The Pool met this requirement by obtaining an independent claims audit conducted by a claims auditor 
meeting the required qualifications.  
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5. Compliance with Nondiscriminatory Rate Requirements  
 

Requirement: The pool must charge rates that are consistently applied and do not discriminate among the members.  

WAC 200-120-150 requires that “(1) Joint self-insurance program contribution formulas shall include all costs including 
rating for insured and self-insured layers of coverage. Contribution formulas shall be consistent and shall not unfairly 
discriminate among the participants relative to the risks covered and the coverage benefits provided under the joint 
self-insurance program. Contribution formulas shall prohibit public entity participants from subsidizing rates for nonprofit 
and or privately owned affordable housing entities. 
(2) This provision shall not be construed to prohibit individual choice of coverage by members from several offered by the 
joint self-insurance program. The contribution formula, including the insured and self-insured components, shall be 
consistently applied to reflect the selection from among these choices. 
(3) The contribution formula shall be available for review by the state risk manager.” 
 
Results: The Pool met this requirement by obtaining a rating study from an independent actuary and charging rates 
to members of HARRP (Housing Authorities Risk Retention Pool), the affiliated risk pool for housing authorities, 
which are supported by the study. The assessment formulae and actuarial rating report were available for review. 
The Pool also applies a consistent contribution formula in establishing prices for policyholders of Affordable Housing 
Risk Pool, a subsidiary of HARRP.  
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6. Financial Trends  

Requirement: Risk pools are required to notify the State Risk Manager if solvency requirements are not met (WAC 
200-120-140(2)) and the State Risk Manager is required to monitor trends over time and take action when programs 
experience adverse trends which may require the State Risk Manager to take additional actions.  

WAC 200-120-140 states, in part “. . . (4) The state risk manager shall evaluate the operational safety and soundness of the 
program by monitoring changes in liquidity, claims reserves and liabilities, owner equity, self-insured retention, and other 
financial trends over time. Programs experiencing adverse trends may cause the state risk manager to increase frequency of 
on-site program review and monitoring, including increased communication with the board of directors and requirements for 
corrective plans. . .”  

Results: Financial trends show the increases and decreases in assets, liabilities, revenues and expenses. The 
information below was taken directly from the audited financial statements of FY 2014. Upon review, no adverse 
financial trends were noted (See Attachment A on Page 9 and Attachment B on Page 10).  
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Attachment A - Trends in Assets & Liabilities  

 

 
 

Fiscal Year End 2014 2013 2012 2011

Assets:

Cash/Cash Equiv 1,724,949      2,090,389 873,953 500,508

Investments 3,699,576      3,645,071 5,476,035 5,029,905

Interest Receivable 19,794                26,274 38,375 42,811

Accounts  Receivable 213,080            173,654 138,453 219,061

Prepaid Expenses 317,437            183,445 174,234 202,442

Rcvbl  from tax authori ties 29,483              233,638 4,857

Deferred Income Tax asset 625,437            596,613 143,482 80,625

Capita l  Assets , Net           4,167 12,500 20,833

Total Assets 6,629,756 6,953,251 6,861,889 6,096,185

Liabilities:

Accts  Payable 111,000                8,661 21,689 19,768

Taxes  Payable 95,696

Deferred Tax Liabi l i ty 4,527 7,549

Unearned Mbr Cont 1,865,518      1,631,641 1,092,046 762,823

Outstanding Cla ims 973,198         1,497,854 600,218 170,586

Minori ty Interest

Total Liabilities 2,949,716 3,138,156 1,718,480 1,056,422

Total Net Position 3,680,040 3,815,095 5,143,409 5,039,763
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 Attachment B - Trends in Revenues and Expenses  

 
 

 

 

 

 

Fiscal Year End 2014 2013 2012 2011
Revenues:
Member Contributions  3,309,620 2,455,926 1,645,882 582,495 
Interest Income 46,723 (31,580) 57,192 78,980 
Capita l  Contribution 41,520 5,000,000 
Commiss ions 130,982 115,567 

Total Revenues 3,487,325 2,581,433 1,703,074 5,661,475 
Expenses:
Cla ims  Pd, net of recoveries  1,951,780 3,229,055 689,669 178,676 
Excess  Ins  Premiums 1,125,908 842,654 567,616 198,105 
Profess ional  Fees 37,800 27,549 33,222 27,475 
Minori ty Share Purchase 16,902 
Genera l  & Admin Exp 530,757 435,764 250,604 190,669 
Depreciation 4,167 8,333 8,333 4,167 
Loss  frm Minori ty Interest
Income Tax Expense (28,032) (650,510) 49,984 22,620 

Total Expenses 3,622,380 3,909,747 1,599,428 621,712 

Change in Net Position (135,055) (1,328,314) 103,646 5,039,763 

Beginning Net Assets          3,815,095          5,143,409          5,039,763                      -   

Net Assets at Year End          3,680,040          3,815,095          5,143,409         5,039,763 
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Conclusion: We appreciate the cooperation and assistance of the staff and management of 
Affordable Housing Risk Pool during this process. No exceptions were noted and no 
recommendations were made as a result of this review. 

 

About Affordable Housing Risk Pool (AHRP): 
 
The Affordable Housing Risk Pool, LLC, doing business as AHRP, was formed in 2011 as an 
alternative insurance provider for nonprofit corporations and tax credit limited partnerships as a 
limited liability company under the Oregon Limited Liability Company Act. AHRP is a 
wholly-owned subsidiary of the Housing Authorities Risk Retention Pool (HARRP). In 2011, 
HARRP made a capital contribution of $5,000,000 to AHRP during its first year of operation. AHRP 
uses the same management firm as HARRP.  
 
AHRP is a manager-managed limited liability company. The AHRP Board of Directors has full and 
exclusive responsibility over the management of the business and affairs of AHRP. The AHRP Board 
is comprised of nine directors, seven of which are Member Affiliated Directors and two are 
Policyholder Affiliated Directors. The Member Affiliated Directors are individuals who are current 
directors of HARRP and who are selected by HARRP to serve on the AHRP Board. The Member 
Affiliated Directors appoint the Policyholder Affiliated Directors, who are employees, officers, 
partners or managers of an AHRP policyholder, but have no other relationship with HARRP or 
AHRP. The Board of Directors oversees program changes and recommendations, financial overview, 
underwriting, claims management and loss control.   
 
Claims administration, risk management, financial services and underwriting are performed in-house. 
Claims adjusting, actuarial analysis, financial audits and legal counsel are outsourced to firms 
specializing in pooling, habitational risks, employment law, and civil litigation. 
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About State Risk Manager Regulatory Compliance Reviews:  

RCW 48.64 provides authority for two or more affordable housing entities to participate in a joint 
self-insurance program covering property or liability risks. This chapter provides affordable housing 
entities with the exclusive source of authority to jointly self-insure property and liability risks, jointly 
purchase insurance or reinsurance, and to contract for risk management, claims, and administrative 
services with other affordable housing entities, and to contract for or hire personnel to provide risk 
management, claims and other administrative services. The State Risk Manager in the Office of Risk 
Management, Department of Enterprise Services, is authorized by RCW 48.64 to adopt rules for 
self-insurance programs formed under this chapter to follow. The rules contain standards for 
operations and management, claims administration, solvency, including frequency of actuarial 
studies and claims audits, and standards for contracts between self-insurance programs and private 
businesses.  

In order to ensure compliance with these standards, which are adopted as Washington Administrative 
Code (WAC) 200-120, the Local Government & Non Profit Self Insurance Program, under the 
direction of the State Risk Manager, conducts periodic reviews of joint self-insurance programs and, 
when necessary, provides for further investigation of those programs that are not operating in a safe 
and sound financial manner as required. The State Risk Manager may take certain administrative 
actions, including the issuance of a cease and desist order, when a program operates in violation of 
chapter 48.64 RCW or does not operate in a financially safe manner.  

The Local Government & Non Profit Self-Insurance program takes proactive measures to monitor 
the financial health of local government and affordable housing risk pools and to communicate the 
results of monitoring and periodic compliance reviews before adverse financial trends affect the 
pool and its members. Frequent reviews of compliance with the State Risk Manager’s rules are 
undertaken and the results are reported, in writing, to the board of directors and management of the 
pool.  
 
Questions about this report should be addressed to the Office of Risk Management, located at the 
Department of Enterprise Services, by telephone at 360-407-8153, or 
at shannon.stuber@des.wa.gov . The Department of Enterprise Services is located at 1500 Jefferson 
Street, PO Box 41466, Olympia, WA 98504-1466. 
 

mailto:shannon.stuber@des.wa.gov

