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INDEPENDENT AUDITORS’ REPORT

To the Director of the

ARIZONA DEPARTMENT OF CHILD SAFETY
(Comprehensive Health Plan Fund)

Report on the Audit of the Financial Statements
Opinion

We have audited the financial statements of the proprietary fund of the Comprehensive Health Plan
(“CHP”) Fund, a proprietary fund of the State of Arizona Department of Child Safety (“DCS”) as of and
for the year ended September 30, 2022, and the related notes to the financial statements, as listed in
the table of contents.

In our opinion, the accompanying financial statements referred to above present fairly, in all material
respects, the respective financial position of the Comprehensive Health Plan Fund, a proprietary
fund of the State of Arizona Department of Child Safety as of September 30, 2022, and the changes
in its financial position and its cash flows for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

Basis for Opinion

We conducted our audit 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. 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 Comprehensive Health
Plan Fund, 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.

Emphasis of Matter

As discussed in Note 1, the financial statements of the Comprehensive Health Plan Fund present
only the financial information of the Comprehensive Health Plan Fund, a proprietary fund of the State
of Arizona Department of Child Safety and do not purport to, and do not, present fairly the financial
position of the State of Arizona Department of Child Safety as of September 30, 2022, the changes in
its net position, or, where applicable, its cash flows for the year then ended in accordance with
accounting principles generally accepted in the United States of America. Our opinion is not modified
with respect to this matter.

Mayer Hoffman McCann P.C.

An Independent CPA Firm Phone: 602.264.6835

4722 N. 24" Street, Suite 300 Fax: 602.265.7631

Phoenix, AZ 85016 mhmcpa.com A member of Kreston Global — a global network of accounting firms




Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the United States of America, and for 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’ Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are 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 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, 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 financial statements.

In performing an 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, we:

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

¢ Identify and assess the risks of material misstatement of the financial statements, 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 financial statements.

¢ 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 Comprehensive Health Plan Fund’s internal control.
Accordingly, no such opinion is expressed.

e 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 financial statements.

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.

Required Supplementary Information

Management has omitted management’'s discussion and analysis and certain pension required
supplementary information that accounting principles generally accepted in the United States of
America require to be presented to supplement the basic financial statements. Such missing
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. Our
opinion on the basic financial statements is not affected by this missing information.



Other Information

Management is responsible for the Listing of Plan Officers and Directors. Our audit was conducted
for the purpose of forming an opinion on the financial statements that collectively comprise the
Comprehensive Health Plan Fund’'s financial statements. The Listing of Plan Officers and
Directors listed in the table of contents is presented for the purposes of additional analysis and is
not a required part of the financial statements. In connection with the audit of the financial
statements, we are responsible to read the Listing of Plan Officers and Directors and consider
whether a material inconsistency exists between the Listing of Plan Officers and Directors and the
financial statements. We did not note any material inconsistencies. The Listing of Plan Officers and
Directors has not been subjected to the auditing procedures applied in the audit of the financial
statements, and accordingly, we do not express an opinion or provide any assurance on it.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 14,
2023 on our consideration of the Comprehensive Health Plan Fund’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 Comprehensive Health Plan Fund’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 Comprehensive
Health Plan Fund’s internal control over financial reporting and compliance.

W%f/ﬂ% 77(2'&4@ PC.

March 14, 2023



COMPREHENSIVE HEALTH PLAN FUND
A PROPRIETARY FUND OF THE STATE OF
ARIZONA DEPARTMENT OF CHILD SAFETY

STATEMENT OF NET POSITION - PROPRIETARY FUND

September 30, 2022

ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 3,725,291
Reconciliations receivable 46,138,921
Reinsurance receivable 1,500,000
Capitation receivable 254,820
TOTAL ASSETS $ 51,619,032
LIABILITIES
CURRENT LIABILITIES
Due to AHCCCS $ 48,444,945
Due to Mercy Care 1,500,000
Medical claims payable 40,935
Accrued administrative expenses 1,068,062
TOTAL LIABILITIES 51,053,942

COMMITMENTS AND CONTINGENCIES

NET POSITION
Restricted 565,090
TOTAL LIABILITIES AND NET POSITION $ 51,619,032

See Notes to Financial Statements
-4-



COMPREHENSIVE HEALTH PLAN FUND
A PROPRIETARY FUND OF THE STATE OF
ARIZONA DEPARTMENT OF CHILD SAFETY

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET POSITION - PROPRIETARY FUND

Year Ended September 30, 2022

REVENUES
Capitation $ 210,303,322
Reconciliation settlement (47,576,429)
TOTAL REVENUES 162,726,893
HEALTH CARE EXPENSES
Sub-capitation 134,548,619
Other medical expenses 30,986
TOTAL HEALTH CARE EXPENSES 134,579,605
ADMINISTRATIVE EXPENSES 27,079,192
PREMIUM TAX 4,502,197
TOTAL EXPENSES 166,160,994
CHANGE IN NET POSITION (3,434,101)
NET POSITION, BEGINNING OF YEAR 3,999,191
NET POSITION, END OF YEAR $ 565,090

See Notes to Financial Statements
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COMPREHENSIVE HEALTH PLAN FUND
A PROPRIETARY FUND OF THE STATE OF
ARIZONA DEPARTMENT OF CHILD SAFETY

STATEMENT OF CASH FLOWS - PROPRIETARY FUND

Year Ended September 30, 2022

CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from AHCCCS
Payments of health care expenses
Payments of administrative expenses
Premium taxes paid

Net cash used in operating activities

NET CHANGE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS, END OF YEAR

RECONCILIATION OF CHANGE IN NET POSITION TO NET CASH USED
IN OPERATING ACTIVITIES
Change in net position
Adjustments to reconcile change in net position to net cash used in
operating activities:
Changes in operating assets and liabilities:
Reconciliations receivable
Capitation receivable
Reinsurance receivables
Reconciliation settlement payables
Due to AHCCCS
Due to Mercy Care
Accrued administrative expenses
Sub-capitation payable
Medical claims payable

NET CASH USED IN OPERATING ACTIVITIES

See Notes to Financial Statements
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$ 209,801,470
(182,362,554)
(26,996,812)
(4,502,197)
(4,060,093)

(4,060,093)

7,785,384

$ 3,725,291

$ (3,434,101)

(44,918,052)
(254,820)
(1,115,548)
(2,978,203)
48,444,945
1,500,000
82,380
(481,399)

(905,295)
$ (4,060,003
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COMPREHENSIVE HEALTH PLAN FUND
A PROPRIETARY FUND OF THE STATE OF
ARIZONA DEPARTMENT OF CHILD SAFETY

NOTES TO FINANCIAL STATEMENTS

Year Ended September 30, 2022

Description of reporting entity and summary of significant accounting policies

The accounting policies of the Comprehensive Health Plan (“CHP”) Fund, a proprietary fund of the State
of Arizona Department of Child Safety (“DCS”), conform to the accounting principles generally accepted in
the United States of America applicable to governmental units. The financial statements of CHP, as a
proprietary fund of DCS, are not intended to represent the related financial statement information of the
primary government.

In January 2014, the Governor of Arizona signed Executive Order 2014-01 establishing a separate Child
Safety and Family Services Division as a standalone, independent department which reports directly to the
Governor. This event shifted control and financial responsibility of CHP Fund, a proprietary fund of DCS to
DCS.

CHP is a health plan established by Arizona Revised Statutes (“ARS”) §8-512 to provide comprehensive
medical and dental care for children who are (a) placed in a foster home, (b) in the custody of DCS and placed
with a relative, in a certified adoptive home prior to the final order of adoption, or in an independent living
program as provided in ARS 88-512; and (c) in the custody of the Arizona Department of Juvenile Correction
or the Administrative Office of the Courts/Juvenile Probation Office and placed in foster care. These services
are provided to eligible children in all 15 Arizona counties through an intergovernmental agreement between
DCS and the Arizona Health Care Cost Containment System (“AHCCCS”). CHP has operated as an acute
care health plan since 1972. CHP has contracted with AHCCCS to provide health care services to children
determined to be eligible enrollees of CHP. These health care services include inpatient, outpatient, dental
and other medical services, including pharmacy, laboratory, and physical therapy.

In July 2020, DCS entered into an agreement with Mercy Care, a local, not-for-profit company that has been
serving AHCCCS members in Arizona since 1985 to provide physical and behavioral health services for
children enrolled with CHP. The agreement has an initial term of three years with the possibility of extensions
for two additional (2) two year periods and three additional single year periods, for a total contract length not
to exceed ten years. This collaboration creates innovation in child welfare that draws upon CHP’s knowledge
and experience around the unique needs of children and families involved in foster care and Mercy Care’s
knowledge and experience in physical and behavioral health care and service delivery. Under the new
partnership, the provider network is comprehensive and designed to meet the physical and behavioral health
needs of the children in child welfare throughout the state.

Effective April 1, 2021, Mercy Care is responsible for the administration and provision of integrated physical
health and behavioral health services. Mercy Care, in close collaboration with CHP, provides for the delivery
of these integrated services as required by the contract, including but not limited to, Network Development
and Management, Claims/Encounter processing, Utilization Management, Care Management, Care
Coordination, Member Services, and Grievance and Appeals (both member and provider). In fulfilling its
responsibilities, Mercy Care collaborates closely with CHP to create a health care delivery system that
provides the highest quality of services for Arizona’s children and youth in foster care. Pursuant to the
agreement with Mercy Care, CHP pays Mercy Care a per member per month capitation rate as set by
AHCCCS, representing a portion of the per member per month funding received from AHCCCS by CHP.

For financial reporting purposes, CHP is considered a proprietary fund of DCS. Control and fiscal
accountability of CHP rests with DCS and, ultimately, with the State of Arizona. CHP becomes part of DCS’
government-wide financial statements at the combined level. DCS will continue to fund the operations and
cash flows of CHP, as necessary.

See Independent Auditors’ Report
-7-
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COMPREHENSIVE HEALTH PLAN FUND
A PROPRIETARY FUND OF THE STATE OF
ARIZONA DEPARTMENT OF CHILD SAFETY

NOTES TO FINANCIAL STATEMENTS

Year Ended September 30, 2022

Description of reporting entity and summary of significant accounting policies (continued)

Fund accounting - CHP’s accounts are maintained in accordance with the principles of fund accounting to
ensure that limitations and restrictions on CHP’s available resources are observed. The principles of fund
accounting require that the resources be classified for accounting and reporting purposes into funds in
accordance with the activities or objectives specified for those resources. Each fund is considered a separate
accounting entity, and its operations are accounted for in a separate set of self-balancing accounts that
comprises its assets, liabilities, net position, revenues, and expenses, as appropriate.

Measurement focus and basis of accounting - 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. Operating revenues of CHP include capitation revenues net of risk share settlements. Operating
expenses for CHP include the sub-capitated expenses paid to Mercy Care, other medical expenses,
administrative expenses and premium taxes. All revenues and expenses not meeting this definition are
reported as non-operating revenues and expenses. CHP has no non-operating revenues and expenses for
the year ended September 30, 2022.

Basis of accounting relates to the timing of the measurements made, regardless of the measurement focus
applied, and determines when revenues and expenses are recognized in the accounts and reported in the
financial statements. CHP’s financial transactions are recorded and reported using the economic resources
measurement focus and the accrual basis of accounting. Proprietary fund revenues are recognized when
they are earned, and expenses are recognized when they are incurred.

CHP has neither adopted a minimum fund balance policy nor any agency specific policy for the order of
spending fund balances; rather, CHP follows the policies of DCS and adheres to the purpose of legislative
appropriations or Federal grant regulations.

Management’s use of estimates - The preparation of the 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 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. Material estimates potentially
susceptible to change in the near term relate to the prospective tiered reconciliation settlement with AHCCCS
and the reconciliation settlement with Mercy Care.

Cash and cash equivalents - All of the cash and cash equivalents maintained by CHP are held by the State
of Arizona Office of the Treasurer (“Treasurer”) with other State monies in an internal cash and investment
pool. Amounts held by the Treasurer are recorded at fair value and totaled $3,725,291 at September 30,
2022.

The State is statutorily limited (by ARS 835-312 and §35-313) to certain investment types. Additionally, State
statutes require investments made to be in accordance with the “Prudent Person” rule. This rule imposes the
responsibility of making investments with the judgment and care that persons of ordinary prudence would
exercise in the management of their own affairs when considering both the probable safety of their capital
and the probable income from that capital. The Treasurer issues a separately published Annual Financial
Report that provides additional information relative to the Treasurer’s total investment activities.

See Independent Auditors’ Report
-8-
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COMPREHENSIVE HEALTH PLAN FUND
A PROPRIETARY FUND OF THE STATE OF
ARIZONA DEPARTMENT OF CHILD SAFETY

NOTES TO FINANCIAL STATEMENTS

Year Ended September 30, 2022

Description of reporting entity and summary of significant accounting policies (continued)

Capitation premiums - CHP receives from AHCCCS fixed capitation payments based on certain rates for
each member enrolled with CHP. CHP is required to provide all covered health care services to their
members, regardless of the cost of care and does so through its contract with Mercy Care. Capitation
premiums are recognized over the applicable coverage period on a per member basis for covered members
in the month that enrollees are entitled to health care services

Capitation is paid prospectively as well as for prior period coverage (“PPC”) under the AHCCCS contract.
The PPC period is the period of time prior to the member’s enroliment, during which a member is eligible for
covered services. The timeframe is from the effective date of eligibility to the day a member is enrolled with
a contractor.

Capitation receivables, if any, are stated at the amount management expects to collect. Management
provides for probable uncollectible amounts through a charge to earnings and a credit to a valuation
allowance based on its assessment of the current status of individual balances. Balances that are still
outstanding after management has used reasonable collection efforts are written off through a charge to the
valuation allowance and a credit to capitation receivables. At September 30, 2022 there was $254,820 in
capitation receivables. Management expects to collect the capitation receivable balance in full and
accordingly, no provision for uncollectible accounts is recorded.

Reconciliation settlements - AHCCCS has a risk sharing program which includes reconciliation settlements,
which impact revenue and are due to, or from, AHCCCS based on predetermined profit/loss thresholds. Prior
to the contract year ending September 30, 2022, CHP and AHCCCS reconciled the results of the risk sharing
program for all contract years. If the profit or loss was less than or equal to 2% of the prospective capitation
revenues, then CHP’s share was 100%. If the profit was less than or equal to 6%, then CHP’s share was
100% of the amount less than or equal to 6%. If the profit was over 6%, then CHP’s share of the profits over
6% was 0%, for a maximum share of 6% of total profits. If the losses were in excess of 2%, then CHP’s share
over 2% of the losses was 0%, for a maximum share of 2% of total losses. Profits in excess of the percentages
set forth by the contract were subject to recoupment by AHCCCS. Losses in excess of the percentages set
forth by the contract were subject to payment to CHP. The contract year ended September 30, 2021 remains
unsettled between AHCCCS and CHP. The portion of the 2021 contract year subject to reconciliation with
AHCCCS is the period from October 1, 2020 through March 31, 2021, prior to the commencement of the
Mercy Care contract, as further described below which is subject to a different risk share model. As of
September 30, 2022, CHP estimated a risk share settlement payable to AHCCCS of $2,306,024, which
represents a change in estimate of $2,306,024 from the estimate as of September 30, 2021 based on claims
runout and a change in interpretation of the risk share calculation made by AHCCCS in contract year 2022.
The estimated payable to AHCCCS is recorded within Due to AHCCCS on the accompanying statement of
net position — proprietary fund as of September 30, 2022 and the change in estimate is recorded in
reconciliation settlement revenue for the year ended September 30, 2022 in the accompanying statement of
revenues, expenses and changes in net position — proprietary fund. . Effective for the period from April 1,
2021 through September 30, 2021 and thereafter, CHP will no longer reconcile with AHCCCS for risk sharing
related to its contract with AHCCCS. Rather, CHP will reconcile with Mercy Care pursuant to the contract
between CHP and Mercy Care.

See Independent Auditors’ Report
-O-
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COMPREHENSIVE HEALTH PLAN FUND
A PROPRIETARY FUND OF THE STATE OF
ARIZONA DEPARTMENT OF CHILD SAFETY

NOTES TO FINANCIAL STATEMENTS

Year Ended September 30, 2022

Description of reporting entity and summary of significant accounting policies (continued)

Effective with the commencement of the CHP contract with Mercy Care, the sharing of risk commenced
between CHP and Mercy Care based on Mercy Care’s contract performance. CHP and Mercy Care will
reconcile Mercy Care’s prospective and PPC service cost expenses to prospective and PPC net capitation
paid to Mercy Care for each contract year. If the profit under the Mercy Care contract is over 4%, then CHP’s
share of the profits over 4% is 100%. If the losses are in excess of 1%, then CHP’s share of the losses over
1% is 100%.

As of September 30, 2022 and 2021, CHP estimated a risk share settlement receivable from Mercy Care of
$14,139,239 and $1,220,869, respectively, resulting from Mercy Care exceeding the maximum profit for the
contract year ended September 30, 2021. This change in estimate which resulted in an increase in the risk
share settlement receivable from Mercy Care from September 30, 2022 and 2021 was due to further claims
runout and performance by Mercy Care as well as enhanced data made available by AHCCCS to estimate
the reconciliation amount. This increase of $12,918,370 is recorded as a reduction of health care expenses
for the year ended September 30, 2022 in the accompanying statement of revenues, expenses and changes
in net position — proprietary fund.

As of September 30, 2022, CHP has estimated a risk share settlement receivable from Mercy Care of
$31,999,682 resulting from Mercy Care exceeding the maximum profit for the contract year ended September
30, 2022.

The total of risk share settlement receivable for contracts years ended September 30, 2022 and 2021 totals
$46,138,921 and is reflected within reconciliations receivable in the accompanying statement of net position
— proprietary fund as of September 30, 2022.

The risk share reconciliation between CHP and Mercy Care is subject to approval by AHCCCS. Upon
settlement of the risk share settlement between CHP and Mercy Care and approval by AHCCCS, any
amounts due to Mercy Care will be funded by AHCCCS through CHP and any amounts due from Mercy Care
will be recouped by CHP and remitted to AHCCCS. Accordingly, as of September 30, 2022, CHP has
recorded an amount due to AHCCCS totaling $46,138,921 representing the expected amount due from Mercy
Care to CHP to reconcile risk sharing for the contract years ended September 30, 2022 and 2021 which is
ultimately required to be remitted to AHCCCS. This amount is also reflected as a reduction in reconciliation
settlement revenue in the accompanying statement of revenues, expenses and changes in net position —
proprietary fund for the year ended September 30, 2022. Management expects to fully collect on the
receivable from Mercy Care and as such, no allowance for uncollectible accounts has been recorded as of
September 30, 2022.

Premium deficiency reserve - CHP assesses the profitability of contracts for providing health care services
when operating results or forecasts indicate probable future losses. Losses are determined by comparing
anticipated premiums to the total of estimated health care related costs, less reinsurance recoveries, if any,
and the cost of maintaining the contract. Losses, if any, would be recognized in the period the loss is
determined and classified as health care services expenses. At September 30, 2022, CHP did not report a
premium deficiency reserve for its AHCCCS contract.

See Independent Auditors’ Report
-10-
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COMPREHENSIVE HEALTH PLAN FUND
A PROPRIETARY FUND OF THE STATE OF
ARIZONA DEPARTMENT OF CHILD SAFETY

NOTES TO FINANCIAL STATEMENTS

Year Ended September 30, 2022

Description of reporting entity and summary of significant accounting policies (continued)

Health care expenses - Pursuant to the agreement with Mercy Care, CHP pays Mercy Care a per member
per month sub-capitation rate as set by AHCCCS, representing a portion of the per member per month
funding received from AHCCCS by CHP. Under its agreement with Mercy Care, Mercy Care provides for the
delivery of these integrated services as required by the contract, including but not limited to, Network
Development and Management, Claims/Encounter processing, Utilization Management, Care Management,
Care Coordination, Member Services, and Grievance and Appeals (both member and provider), regardless
of the cost of care. Sub-capitation expense is recorded as health care expenses in accordance with the terms
of the Mercy Care agreement. As of September 30, 2022, CHP had no amounts due to Mercy Care for sub-
capitation payments.

Reinsurance - Reinsurance and other reductions of the costs of providing care are managed by Mercy Care
and are recorded by Mercy Care. Reinsurance payments due to Mercy Care are funded by CHP through
CHP’s AHCCCS funding. The receipt and payment of the reinsurance payments are all recorded within sub-
capitation expenses in the accompanying statement of revenues, expenses and changes in net position —
proprietary fund. As of September 30, 2022, CHP recorded a reinsurance receivable from AHCCCS totaling
$1,500,000 in the accompanying statement of net position — proprietary fund, for reinsurance recoveries
approved by AHCCCS to be paid to Mercy Care. A corresponding due to Mercy Care was recorded at
September 30, 2022 for the same amount.

Premium taxes - CHP is subject to a 2% tax on all payments received from AHCCCS for premiums,
reinsurance and reconciliations which are remitted directly to the Arizona Department of Insurance and
Finance Institutions (“AZDIFI”).

Fund balance classifications - Fund balances for proprietary funds require the difference between the
proprietary fund’s assets and deferred outflows of resources and its liabilities and deferred inflows of
resources be reported in the statement of net position to be labeled net position and to be displayed in three
components: net investment in capital assets, restricted, and unrestricted. Restricted assets are those assets
with restrictions on their use that are externally imposed (by creditors, grantors, contributors, or the laws or
regulations of other governments) or that are imposed by the government’s own constitutional provisions or
enabling legislation. At September 30, 2022, CHP’s net position was restricted by the grantor (AHCCCS) for
the provision of health care services. Accordingly, CHP has reported its net position as restricted at
September 30, 2022. The fund balance is in its own sub-fund classification and is considered proprietary as
funds cannot be used for any other purpose other than cost related to Medicaid services as outlined in the
contract between CHP and AHCCCS. For the funds to be used for any other purpose, approval by AHCCCS
or the State Legislature is required. The net position is restricted at 100% of the balance.

Subsequent events - CHP has evaluated subsequent events through March 14, 2023, which is the date the
financial statements were available to be issued.

See Independent Auditors’ Report
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COMPREHENSIVE HEALTH PLAN FUND
A PROPRIETARY FUND OF THE STATE OF
ARIZONA DEPARTMENT OF CHILD SAFETY

NOTES TO FINANCIAL STATEMENTS

Year Ended September 30, 2022

Administrative services

Certain direct, indirect and administrative expenses are incurred at DCS, which benefit CHP. Such common
expenses are allocated based upon a DCS approved cost allocation plan, which is primarily based on
enroliment, claims and costs by fund. Administrative expenses for the year ended September 30, 2022
includes direct CHP costs as well as certain allocated costs which are paid to DCS for shared expenses such
and information technology, support services, legislative affairs, general counsel, quality improvement, field
operations and office administration. CHP recorded administrative expenses totaling $27,079,192 for the
fiscal year ended September 30, 2022. Of this amount, $10,122,348 represents CHP’s allocated share of
services provided by DCS. The remaining amount of $16,956,844 represents Care Management/Care
Coordination fees at $9,520,718 and Sub Capitation Block Administration Fees at $7,436,126 paid to Mercy
Care.

Retirement plan

Plan description - CHP contributes to a cost-sharing multiple-employer defined benefit pension plan
administered by the Arizona State Retirement System (“ASRS”). Benefits are established by state statute and
generally provide retirement, death, long-term disability, survivor, and health insurance premium benefits.
ASRS is governed by the Arizona State Retirement System Board according to the provisions of A.R.S. Title
38, Chapter 5, Article 2. As CHP’s financial statements are fund based statements, net pension liability is not
reported. The net pension liability rests with DCS.

ASRS issues a comprehensive annual financial report that includes financial statements and required
supplementary information. The most recent report may be obtained by writing ASRS at 3300 North Central
Avenue, PO Box 33910, Phoenix, AZ 85067-3910 or by calling (602) 240-2000 or (800) 621-3778.

Funding policy - The Arizona State Legislature establishes and may amend active plan members’ and CHP’s
contribution rates. For the nine months ended June 30, 2022, active plan members and CHP were each
required by statute to contribute at the actuarially determined rate of 12.41 percent (12.22 percent retirement
and 0.19 percent long-term disability) of the member’s annual covered payroll. As of July 1, 2022, the total
contribution rate of the ASRS Retirement Pension & Health Insurance Benefit for both the employer and the
employee decreased slightly from 12.22% to 12.03% for fiscal year 2023. The Long Term Disability Income
Plan decreased slightly from 0.19 percent to 0.14 percent for both the employer and the employee for fiscal
year 2022. The combined contribution rates total 12.17% for fiscal year 2023. CHP’s contributions to ASRS
for the year ended September 30, 2022 totaled $508,161 which was equal to the required contributions for
the period. These expenses are included in administrative expenses in the accompanying statement of
revenues, expenses and changes in net position — proprietary fund.

Commitments and contingencies

Risk management - CHP is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; medical malpractice; and natural disasters.
DCS is a participant in the State of Arizona’s (“State”) self-insurance program, and in the opinion of CHP’s
management, any unfavorable outcomes from these risks would be covered by that self-insurance program.
Accordingly, DCS has no risk of loss beyond adjustments to future years’ premium payments to the State’s
self-insurance program. All estimated losses for unsettled claims and actions of the State are determined on
an actuarial basis and are included in the State of Arizona Comprehensive Annual Financial Report.

See Independent Auditors’ Report
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COMPREHENSIVE HEALTH PLAN FUND
A PROPRIETARY FUND OF THE STATE OF
ARIZONA DEPARTMENT OF CHILD SAFETY

NOTES TO FINANCIAL STATEMENTS

Year Ended September 30, 2022

Commitments and contingencies (continued)

Healthcare regulation - The healthcare industry is subject to numerous laws and regulations of federal,
state, and local governments. These laws and regulations include, but are not necessarily limited to matters
such as licensure, accreditation, government healthcare program participation requirements, reimbursement
for patient services, and Medicare and Medicaid fraud and abuse. Violations of these laws and regulations
could result in expulsion from government healthcare programs together with the imposition of significant
fines and penalties, as well as significant repayments for patient services previously billed. Management
believes that CHP is in compliance with fraud and abuse laws and regulations, as well as other applicable
government laws and regulations. Compliance with such laws and regulations can be subject to future reviews
and interpretation as well as regulatory actions unknown or unasserted at this time.

Health reform legislation at both the federal and state levels continues to evolve. Changes continue to impact
existing and future laws and rules. Such changes may impact the way CHP does business, restrict revenue
and enrollment growth, restrict revenue growth rates, increase medical, administrative and capital costs, and
expose CHP to increase risk of loss or further liabilities. CHP’s operating results, financial position and cash
flows could be adversely impacted by such changes.

Contract requirements

In accordance with its contract with AHCCCS, CHP is required to maintain certain minimum financial reporting
and viability measures. Financial measures include the maintenance of a current ratio of at least 1.0, a
medical expense ratio of at least 85% and an administrative cost percentage of no more than 15%. CHP must
also meet various quarterly financial viability standards and performance guidelines. As of September 30,
2022, CHP was in compliance with the current ratio and medical expense ratio. As of September 30, 2022,
CHP was not in compliance with the administrative cost percentage.

Should CHP be in default of any material obligations under the AHCCCS contract, AHCCCS may, at its
discretion, in addition to other remedies, either adjust the amount of future payments or withhold future
payment until satisfactory resolution of the default or exception. Further, if monies are not appropriated by
the State or are not otherwise available, the AHCCCS contract may be cancelled upon written notice until
such monies are so appropriated or available.

AHCCCS has a right to sanction CHP for matters of non-compliance of the AHCCCS contract, as determined
by AHCCCS. During fiscal 2022, CHP received notification of sanctions levied by AHCCCS for the contract
years ended September 30, 2022 and 2021. The sanctions received during fiscal 2022 totaled $542,570 and
were fully waived by AHCCCS during fiscal 2022. No sanctions against CHP remain.

Concentration of credit risk

CHP’s future contract awards are contingent upon the continuation of the AHCCCS program by the State of
Arizona and CHP’s ability and desire to retain its status as a Contractor under the AHCCCS program. The
initial term of the AHCCCS contract was through September 30, 2021. Effective October 1, 2021, CHP has
commenced the first of two (2) two-year options to extend. The contract is not to exceed a total contracting
period of seven years. Failure to renew this contract could have a significant impact on operations.

See Independent Auditors’ Report
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Name

Mouw, Karla
Park, Sara, M.D.
LaCorte, Michael

D.D.S.

Provencio,

Monica

Winfrey, Jason

Harri, Theresa

Dong, Ivy

Perry, Sara

Piper, Audra

Seeger, Sean

Urbina, Marta

COMPREHENSIVE HEALTH PLAN FUND
A PROPRIETARY FUND OF THE STATE OF ARIZONA DEPARTMENT OF

CHILD SAFETY

OTHER INFORMATION

LISTING OF PLAN OFFICERS AND DIRECTORS

Year Ended September 30, 2022

Title

Other Relationship to

Type of

Comprehensive Health Plan — Chief Executive

Officer

Comprehensive Health Plan — Chief Medical

Officer

Comprehensive Health Plan — Dental Director

Comprehensive Health Plan — Chief Quality

Officer

Comprehensive Health Plan — Chief

Operations Officer

Comprehensive Health Plan — Chief Financial

Officer

Comprehensive Health Plan — Pharmacy

Director

Comprehensive Health Plan — System of Care

Administrator

Comprehensive Health Plan — Plan
Operations Administrator

Comprehensive Health Plan — Network

Administrator

Comprehensive Health Plan — Resource
Coordination Administrator

See Independent Auditors’ Report
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None

None

None

None

None

None

None

None

None

None

Compensation

Salary

Salary

Salary

Salary

Salary

Salary

Salary

Salary

Salary

Salary
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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

To the Director of the

ARIZONA DEPARTMENT OF CHILD SAFETY
(Comprehensive Health Plan Fund),

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 the
Comprehensive Health Plan (“CHP”) Fund, a proprietary fund of the State of Arizona Department of
Child Safety (“DCS”) which comprise the statement of net position — proprietary fund as of September
30, 2022 and the related statements of revenues, expenses and changes in net position — proprietary
fund and cash flows — proprietary fund for the year then ended, and the related notes to the financial
statements, and have issued our report thereon dated March 14, 2023.

Report on Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered CHP’s internal control
over financial reporting (internal control) as a basis for designing 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 CHP’s internal control. Accordingly, we
do not express an opinion on the effectiveness of CHP’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. Given these limitations, during our audit we did not identify any
deficiencies in internal control that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identified.

Mayer Hoffman McCann P.C.

An Independent CPA Firm Phone: 602.264.6835

4722 N. 24" Street, Suite 300 Fax: 602.265.7631

Phoenix, AZ 85016 mhmcpa.com A member of Kreston Global — a global network of accounting firms




Report on Compliance and Other Matters

As part of obtaining reasonable assurance about whether CHP’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 financial statements. 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.

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 CHP’s
internal control or on compliance. This report is an integral part of an audit performed in accordance
with Government Auditing Standards in considering CHP’s internal control and compliance.
Accordingly, this communication is not suitable for any other purpose.

WW%M 77(%&@11 £C.

March 14, 2023



COMPREHENSIVE HEALTH PLAN FUND
A PROPRIETARY FUND OF THE STATE OF ARIZONA DEPARTMENT OF
CHILD SAFETY

SCHEDULE OF FINDINGS AND RESPONSES

Year Ended September 30, 2022

Note Noted
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