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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors of
MERCY CARE
Opinion

We have audited the sub-capitated expenses report of Mercy Care (the “Organization”), as defined in
the Complete Care, ALTCS, DDD and Regional Behavioral Health Authority contracts between Mercy
Care and the Arizona Health Care Cost Containment System (“AHCCCS?”) for the contract year ended
September 30, 2020.

In our opinion, based on our audit and our reports on Mercy Care’s financial statements for the years
ended June 30, 2021 and 2020, dated November 10, 2021 and November 20, 2020, respectively, the
sub-capitated expenses report for the contract year ended September 30, 2020 referred to above
presents fairly, in all material respects, the activities of Mercy Care for the contract year ended
September 30, 2020, as defined in the AHCCCS contracts referred to in the first paragraph.

Basis for Opinion

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America (“GAAS”). Our responsibilities under those standards are further described in the Auditors’
Responsibilities for the Audit of the Financial Statements section of our report. We are required to be
independent of the Organization and to meet our other ethical responsibilities, in accordance with the
relevant ethical requirements relating to our audit. We believe that the audit evidence we have obtained
is sufficient and appropriate to provide a basis for our audit opinion.

Responsibilities of Management for the Sub-Capitated Expenses Report

Management is responsible for the preparation and fair presentation of the sub-capitated expenses
report in accordance with accounting principles generally accepted in the United States of America
and the AHCCCS contracts and for the design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of sub-capitated expenses report that are free from
material misstatement, whether due to fraud or error.

In preparing the sub-capitated expenses report, management is required to evaluate whether there
are conditions or events, considered in the aggregate, that raise substantial doubt about the
Organization’s ability to continue as a going concern for one year after the date that the sub-capitated
expenses report is available to be issued.
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Auditors’ Responsibilities for the Audit of the Sub-Capitated Expenses Report

Our objectives are to obtain reasonable assurance about whether the sub-capitated expenses report
is free from material misstatement, whether due to fraud or error, and to issue an auditors’ report that
includes our opinion. Reasonable assurance is a high level of assurance but is not absolute assurance
and therefore is not a guarantee that an audit conducted in accordance with GAAS will always detect
a material misstatement when it exists. The risk of not detecting a material misstatement resulting from
fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of internal control. Misstatements are considered
material if there is a substantial likelihood that, individually or in the aggregate, they would influence
the judgment made by a reasonable user based on the sub-capitated expenses report.

In performing an audit in accordance with GAAS, we:

o Exercise professional judgment and maintain professional skepticism throughout the audit.

o Identify and assess the risks of material misstatement of the sub-capitated expenses report,
whether due to fraud or error, and design and perform audit procedures responsive to those
risks. Such procedures include examining, on a test basis, evidence regarding the amounts
and disclosures in the sub-capitated expenses report.

¢ Obtain an understanding of internal control relevant to the audit 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 Organization’s internal control. Accordingly, no such
opinion is expressed.

o Evaluate the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluate the overall
presentation of the sub-capitated expenses report.

e Conclude whether, in our judgment, there are conditions or events, considered in the
aggregate, that raise substantial doubt about the Organization’s ability to continue as a going
concern for a reasonable period of time.

Other Matter

The accompanying sub-capitated expenses report has been prepared on the accrual basis of
accounting in accordance with accounting principles generally accepted in the United States of
America (“US GAAP”). The format of the accompanying sub-capitated expenses report has been
presented in accordance with the AHCCCS financial reporting guidelines as defined in the AHCCCS
contracts with Mercy Care. Our opinion is hot modified in respect to this matter.

We are required to communicate with those charged with governance regarding, among other matters,
the planned scope and timing of the audit, significant audit findings, and certain internal control related
matters that we identified during the audit.

WW%M 77(%&“ R,

Phoenix, Arizona
November 1, 2022
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MERCY CARE
NOTES TO THE SUB-CAPITATED EXPENSES REPORT

Contract Year Ended September 30, 2020

Nature of operations

Company operations - Mercy Care (the Plan) is a nonprofit corporation, whose sponsor organizations are
CommonSpirit Health (Dignity) and Ascension, collectively the “Sponsors”. Equality Health Foundation owns
a 0.5% nonvoting interest in the Plan. Mercy Care provides medical care under various contracts with the
Arizona Health Care Cost Containment System (AHCCCS), a department of the state of Arizona charged
with administering health care for the state’s indigent population. Mercy Care provides medical coverage,
through contracts with providers of health care services, under the AHCCCS contract for the following
populations:

e AHCCCS Complete Care (ACC) (effective October 1, 2018) — Integrated physical and behavioral
healthcare for members eligible under Title XIX Medicaid and Title XXI program requirements

e Arizona Long Term Care System (ALTCS) - Provide institutional care, home and community-based
services and behavioral health services to long term care members

e Arizona Department of Economic Security, Division of Developmental Disabilities (DES/DDD) -
provide medical services to eligible members

e Regional Behavioral Health Authority (RBHA) - behavioral health care services to Medicaid eligible
adults with serious mental illness

o Department of Child Services (DCS), Comprehensive Medical and Dental Program (CHP) (effective
April 1, 2021) — integrated physical and behavioral health for children in foster care eligible under
Title XIX Medicaid and Title XXI program requirements

AHCCCS requires the submission of the sub-capitated expenses report for each contract year for the lines of
business included above. The report is a summary of sub-capitation expenses, by risk group, by individual
expense line item, by date of service. The sub-capitated expenses report for the contract year ended
September 30, 2020 is presented in accordance with the associated AHCCCS template. Sub-capitation is a
fixed premium paid by Mercy Care to a provider of health care services with which Mercy Care has a contract.
The provider is at risk for the designated services.

Significant accounting policies

The significant accounting policies followed by Mercy Care, referred to in these financial statements as the
“Plan”, are summarized below:

Basis of presentation - The accompanying sub-capitated expenses report has been prepared on the accrual
basis of accounting in accordance with accounting principles generally accepted in the United States of
America (“US GAAP”). The accompanying sub-capitated expenses report has been presented in accordance
with the AHCCCS financial reporting guidelines as defined in the AHCCCS contracts of Mercy Care for the
lines of business described in Note 1.

Management’s use of estimates - The preparation of the sub-capitated expenses report in conformity with
US GAAP requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosures 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.

Healthcare service cost recognition - The costs of providing hospitalization, medical compensation,
ancillary and other medical services, institutional, and home and community based services are accrued in
the period in which the service is provided to eligible recipients based in part on estimates, including an
accrual for services incurred but not yet reported.
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MERCY CARE
NOTES TO THE SUB-CAPITATED EXPENSES REPORT

Contract Year Ended September 30, 2020

Significant accounting policies (continued)

Mercy Care contracts with various providers for the provision of a full range of integrated healthcare services
to eligible adults and children for Title XIX, Title XXI, and Non-Title programs, and physical healthcare services
to Seriously Mental Il Title XIX eligible adults. Healthcare services are purchased under fee-for-service or
block purchase arrangements. Fee-for-service contract expenses are accrued as incurred. Healthcare
services provided under block purchase arrangements are accrued based upon contract terms, including the
measurement of encounter value. Block payments that do not meet the criteria for revenue recognition during
the contract year may be subject to recoupment by Mercy Care from the healthcare provider. The
accompanying Sub-Capitated Expenses Report for the contract year ended September 30, 2020 includes a
reduction in expenses of approximately $13,000,000 for underencountered block funding contracts with
providers. From time to time, Mercy Care amends the provider contracts. The effects of these amendments
are recorded in the period in which the amendment was executed.

The accompanying Sub-Capitated Expenses Report for the contract year ended September 30, 2020 includes
expenses for contracts with entities affiliated with Equality Health Foundation, a related party, totaling
$8,900,000.

Subsequent events - The Company has evaluated subsequent events through November 1, 2022, which is
the date the financial statements were available to be issued.
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