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Report of Independent Auditors
The Board of Directors
Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
We have audited the accompanying financial statements of the business-type activities of the
Maricopa County Special Health Care District d/b/a Maricopa Integrated Health System
(the District) as of and for the years ended June 30, 2015 and 2014, and the related notes to the
financial statements, which collectively comprise the basic financial statements listed in the table
of contents.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements
in conformity with U.S. generally accepted accounting principles; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free of material misstatement, whether due to fraud
or error.
Auditor’s Responsibility
Our responsibility is to express opinions on these financial statements based on our audits. We
did not audit the financial statements of the Maricopa Health Plan (a contract of the District) and
Maricopa Care Advantage (a contract of the District), which collectively represents 15% and
13% of the assets as of June 30, 2015 and 2014, respectively, and 44% and 34% of the operating
revenues of the District for the years then ended, respectively. Those financial statements were
audited by other auditors whose report has been furnished to us, and our opinion, insofar as it
relates to the amounts included for the Maricopa Health Plan and Maricopa Care Advantage, are
based solely on the report of the other auditors. We conducted our audits in accordance with
auditing standards generally accepted in the United States 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 Maricopa Health Plan and Maricopa Care
Advantage were not audited in accordance with Government Auditing Standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement.
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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 opinions.
Opinions
In our opinion, based on our audits and the report of the other auditors, the financial statements
referred to above present fairly, in all material respects, the respective financial position of the
business-type activities of the Maricopa County Special Health Care District d/b/a Maricopa
Integrated Health System at June 30, 2015 and 2014, and the respective changes in its financial
position and its cash flows for the years then ended in conformity with U.S. generally accepted
accounting principles.
Adoption of GASB Statement No. 68, Accounting and Financial Reporting for Pensions
As discussed in Note 1 to the financial statements, the District changed its method for accounting
and recording of pension liability and pension expense as a result of the adoption of the
Government Accounting Standards Board Statement No. 68, Accounting and Financial
Reporting for Pensions effective July 1, 2014. Our opinion is not modified with respect to this
matter.
Required Supplementary Information
U.S. generally accepted accounting principles require that the management’s discussion and
analysis on pages 4–14 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, which 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, 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
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inquiries, the basic financial statements, and other knowledge we obtained during our audits 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 also have issued our report dated
January 27, 2016, on our consideration of the Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System’s internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, contracts, grant agreements, and other
matters. The purpose of that report is 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 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 Maricopa
County Special Health Care District d/b/a Maricopa Integrated Health System’s internal control
over compliance.

ey
January 27, 2016
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Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Management’s Discussion and Analysis
Years Ended June 30, 2015 and 2014

This management’s discussion and analysis of the operational and financial performance of
Maricopa County Special Health Care District d/b/a Maricopa Integrated Health System (the
District or MIHS) provides an overview of the District’s major activities for the years ended
June 30, 2015 and 2014. It should be read in conjunction with the accompanying financial
statements of the District. The financial activities of the District for the years ended June 30,
2015 and 2014, includes Maricopa Health Plan (MHP) and Maricopa Care Advantage (MCA),
both divisions of the District.
Operating Highlights
MIHS is facing a number of financial challenges today due to federal and state budget changes
that reduce reimbursement for healthcare providers. This scenario is playing out in health
systems all across the country and the safety net hospitals are hit hardest due to their reliance on
governmental funding programs for the uninsured. In Arizona, the expiration on January 1, 2014
of the Safety Net Care Pool (SNCP) supplemental funding program for uncompensated care
reduced MIHS revenues by over $50 million from the prior fiscal year.
Clearly, this is a time of transition for the healthcare industry as we continue to implement the
Affordable Care Act (ACA). For example, the SNCP that funded MIHS’ uncompensated care for
the past three fiscal years was created as a “bridge” to healthcare reform. This federal-state
matching funds program existed to provide safety net hospitals with coverage for previously
uninsured populations until the ACA implementation was complete. Last year was the first full
year of the ACA impact and each month we watched carefully as patients transitioned from
SNCP eligibility to newly insured status. While we saw modest declines in the number of
patients at MIHS without insurance, the transition did not materialize sufficiently to replace the
SNCP funding, as we had anticipated might be the case. In the meantime, we have not been
sitting idle and many initiatives are underway across our organization to close these gaps in
funding.
We have engaged with our District Medical Group physician partners on an aggressive margin
improvement plan that includes both revenue and expense actions that collectively have the
potential to improve margin by $50 million through the end of fiscal year 2016. Many of the
initial cost reductions were realized through the work efforts of our Value Analysis Teams.
Recognizing that MIHS needed to do more to close the funding gap, we brought in nationally
recognized experts to look at ways to save money, improve efficiencies, eliminate waste, grow
revenue and improve access to care. In January 2015, MIHS launched the first of its “100 Day
Workouts” towards accomplishing these initiatives. MIHS is currently on its third 100 Day
Workout and has scheduled two additional workouts in early 2016.
1509-1691864
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Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Management’s Discussion and Analysis (continued)

In addition to looking internally for improvements in organizational performance, we must also
look externally to ensure that the medical education, clinical training and safety net mission
bestowed upon us is adequately funded. Our public support is strong, by virtue of the
overwhelming passage of Proposition 480 by Maricopa County voters last November. It is
important to understand that these funds are restricted to the construction of buildings and
equipment. We cannot use them to fund our daily operational expenses and patient care services.
Therefore, we must seek other external sources to offset the care we provide to those without the
ability to pay.
MIHS is uniquely able to qualify our state for a federal uncompensated care reimbursement
program. Specifically, the Disproportionate Share Hospital (DSH) federal program provides
supplemental funding for hospitals that serve a disproportionately large segment of the uninsured
populations in their communities and MIHS qualifies to participate in this program. Since 2008,
MIHS has provided to the state an accounting of more than $572 million in uncompensated
healthcare costs, which Arizona used to draw down some $409 million in federal DSH matching
funds. Over that time period, the state provided MIHS with $29 million, and placed $380 million
into the state’s general fund. It is important to note that the $29 million MIHS received over the
past seven years as reimbursement for the uncompensated care it provided is 5% of the
$572 million in actual uncompensated care it certified. This is by far one of the lowest, if not the
lowest, percentage distribution of federal DSH funds returned to a safety net hospital in the
country. MIHS feels that it has a compelling case for more funding from the DSH program and is
working closely with Arizona policy makers to address this disparity.
Even in the midst of the declining revenue and budget cuts discussion, there has been some
positive news this fiscal year:
•

Over the last year, we have seen improvements in our income statement. We have been
able to reduce expenses in salaries and wages, employee benefits, and supplies and other
expenses from $408.8 million to $384.1 million or by approximately $24.7 million.

•

MIHS entered into a new agreement with the Arizona Department of Health Services that
will provide $3.5 million each year to support our psychiatric residency program. These
funds were in danger of being lost last year until we successfully negotiated this
agreement.

•

During the recent legislative session, we were granted access to a secondary albeit
modest DSH “Pool Number 5” though funding available to MIHS from DSH Pool 5 is
unknown at this time.
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Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Management’s Discussion and Analysis (continued)

•

The Governor’s Office and Arizona Health Care Cost Containment System (AHCCCS)
are making arrangements to draw down $80 million in additional federal funding for
Graduate Medical Education in Arizona. Of that amount, MIHS is expected to receive
roughly $12 million of new money to help support our teaching mission.

•

During the year, we celebrated the one-year anniversary of the Mercy Maricopa
Integrated Care (MMIC) start-up, the organization we co-sponsored and which received
the Regional Behavioral Health Authority contract for managing the health needs of the
seriously mentally ill in Maricopa County. MMIC far outperformed its expected financial
results for its fiscal year ended June 30, 2015 with actual results of $25.9 million
compared to a budget of $19.1 million.

•

MIHS participated in the annual on-site survey with Det Norske Veritas Healthcare, Inc.
(DNV) for review of our compliance with the Centers for Medicaid and Medicare (CMS)
conditions for participation as a hospital in the United States. In addition, DNV evaluated
our efforts to meet the standards for ISO 9001 recertification. ISO 9001 standards relate
to a quality management system that helps MIHS to better meet the needs of our patients
as well as our physicians, staff and the community. The survey team recommended DNV
re-accreditation and ISO 9001 recertification upon final approval of our corrective
action plan.

•

The Trauma Center at Maricopa Integrated Health System has been re-verified by the
American College of Surgeons (ACS), making it the only trauma center in Arizona with
ACS verification in both pediatric and adult trauma care. The ACS Committee on
Trauma extended the center’s re-verification as a Level I Adult and Level II Pediatric
Trauma Center until 2017. Level I is the highest level any trauma program in the country
can achieve.

•

The U.S. Centers for Disease Control and Prevention has identified Maricopa Integrated
Health System as one of 55 infectious diseases treatment centers in the United States.
MIHS is proud to partner with the state and the Maricopa County Department of Public
Health to help address the evolving challenges of infectious diseases.

•

In August 2015, MIHS opened the CHC Family Practice Clinic in the Comprehensive
Healthcare Center (CHC) to promote the health and wellness for all MIHS employees
and their families. This clinic provides a convenient and easy way for employees to
receive medical care for preventive services and routine illnesses and injuries.
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Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Management’s Discussion and Analysis (continued)

•

To help remedy a county-wide shortage of inpatient psychiatric care beds, MIHS recently
opened a new behavioral health unit. The unit, located on the campus of MIHS’ Maricopa
Medical Center, is part of MIHS’ ongoing commitment to provide Maricopa County with
access to high-quality behavioral health care. The 11-bed unit expands MIHS’ licensed
behavioral health bed capacity to 201. The unit treats adult patients on both a voluntary
and involuntary basis.

Financial Highlights
The Governmental Accounting Standards Board issued GASB Statement No. 68, Accounting
and Financial Reporting for Pensions (GASB 68), in June 2012, which became effective for the
District as of July 1, 2014. Under this standard, government employers will use an accrual-based
approach to financial reporting for pension benefits that more closely matches costs with periods
of employee service. The GASB believes the new requirements provide more transparency about
government commitments to provide pension benefits to their employees, and that they allow for
more comparability among governments because, under the new requirements, governments now
have fewer choices about how pension liabilities are calculated for financial reporting. At
June 30, 2015, the District reported a liability of $332,821,000 for its proportionate share of the
Arizona State Retirement System’s net pension liability.
In 2014, the District was successful in renewing its contract with AHCCCS to continue operation
of Maricopa Health Plan (MHP). As part of the MHP award, the District was required by
AHCCCS to implement a Medicare Dual Special Needs Plan, Maricopa Care Advantage (MCA),
which began operations on January 1, 2014. Membership in MCA exceeded expectations by
approximately 8.1% for the fiscal year; however, the plan continues to struggle financially as
medical expenses far exceeds growth in enrollment and revenues. MHP membership also
exceeded expectations for the fiscal year though by a more modest 1.5%. However, unlike MCA,
the increase in revenues far exceeded the increase in medical expenses. Overall the health plans
contributed a positive income of $1.6 million to the operations of the District.
In 2014, the 15-member volunteer Bond Advisory Committee affirmed that MIHS provides an
absolutely necessary service to those who live and work in Maricopa County. The Bond
Advisory Committee agreed that a strong public teaching hospital and health system is essential
to the quality of life and long-term economic vitality of our community. After a yearlong
extensive research and public involvement process that focused squarely on community need, the
Bond Advisory Committee recommended the issuance of General Obligation Bonds in an
amount not to exceed $935 million for the financing of strategic capital projects across MIHS.
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Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Management’s Discussion and Analysis (continued)

The District Board reviewed the Bond Advisory Committee report and unanimously voted to
authorize application to the Maricopa County Board of Supervisors to order a special bond
election. On November 4, 2014, voters passed the measure by a margin of 63% to 37%, signaling
overwhelming support by our community residents. The passage of Proposition 480 will help to
fulfill our vision of a health care system designed to meet the future needs of our community and
it is an endorsement of our care model to train the next generation of physicians and to provide a
comprehensive safety net for the community.
In February 2015, MIHS successfully secured funding from Arizona Department of Health
Services for the Psychiatry Residency Training Program. Prior to fiscal year 2015, Maricopa
County provided the funding for this service to MIHS; however, it ceased its funding effective
February 2014. MIHS negotiated a payment of $5.0 million in fiscal year 2015. The $5.0 million
funded the $1.5 million shortfall from fiscal year 2014 and restored the annual $3.5 million
funding to the program. In June 2015, Arizona Department of Health Services and MIHS entered
into Amendment #1 of the Intergovernmental Agreement to continue to provide $3.5 million
funding for fiscal year 2016.
On August 3, 2015, the MIHS Board of Directors made a historic investment in our healthcare
system by approving $106 million in a first bond issue to fund facility and equipment projects
across MIHS. This provided $36 million to refund capital expenditures already made consistent
with Proposition 480, while the rest will go to strategic planning and projects in ambulatory care,
behavioral health and other critical infrastructure needs. Moving forward, our planning process
will allow us to develop a roadmap for the implementation of the rest of Proposition 480
consistent with community needs and the future of healthcare. This process will also provide a
strategic financial plan to ensure that our operating needs are funded.
In 2003, Maricopa County voters approved the creation of the Maricopa County Special Health
Care District to oversee MIHS. In 2005, the Maricopa County loan was put into place to provide
start-up funds for MIHS and to pay for the election of the first Board of Directors for the
Maricopa County Special Health Care District. A lump-sum loan repayment of approximately
$16.6 million was due to Maricopa County on August 1, 2015. MIHS worked collaboratively
with Maricopa County staff since December 2014 to reduce the cash impact of this loan
repayment to ensure sufficient working capital to maintain District activities. On October 7,
2015, the District and Maricopa County reached agreement on a new repayment plan. See
Note 11 to the financial statements for the details of this agreement.
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Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Management’s Discussion and Analysis (continued)

During the fiscal year, the District was able to increase revenue from other sources including a
$2.8 million increase in graduate medical education payments, a $2.9 million increase in the
Arizona Department of Health Services contribution to the psychiatric residency program, and
$7.6 million increase in Federally Qualified Health Center supplemental payments due to
Medicaid patient volume increase.
Overview of the Financial Statements
The District’s financial statements consist of three statements – a statement of net position; a
statement of revenues, expenses, and changes in net position; and a statement of cash flows.
These statements provide information about the activities of the District, including resources
held by the District that are restricted for specific purposes by creditors, contributors, grantors, or
enabling legislation. The District is accounted for as a business-type activity and presents its
financial statements using the economic resources measurement focus and the accrual basis of
accounting.
The statement of net position and statement of revenues, expenses, and changes in net position
report the District’s net position and changes in it. The District’s total net position – the
difference between assets plus deferred outflows of resources and liabilities plus deferred inflows
of resources – is one measure of the District’s financial health or financial position. Over time,
increases or decreases in the District’s net position are an indicator of whether its financial health
is improving or deteriorating. Other nonfinancial factors, such as changes in the District’s patient
base, changes in legislation and regulations, measures of the quantity and quality of services
provided to its patients, and local economic factors, should also be considered to assess the
overall financial health of the District.
The statement of cash flows reports cash receipts, cash payments, and net changes in cash and
cash equivalents resulting from four defined types of activities. It provides answers to such
questions as where did cash come from, what was cash used for, and what was the change in
cash and cash equivalents during the reporting period.
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Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Management’s Discussion and Analysis (continued)

The District’s Net Position
The District’s net position represents the difference between its assets plus deferred outflows of
resources and liabilities plus deferred inflows of resources reported in the statements of net
position. The District’s net position at June 30, 2015 and 2014, was $(37,102,719) and
$361,348,108, respectively, as shown in Table 1.
Table 1: Assets, Deferred outflows of resources, Liabilities, Deferred inflows of resources
and Net position
2015
Assets
Current assets
Other assets
Capital assets
Total assets
Deferred outflows of resources
Liabilities
Current liabilities
Long-term debt
Risk claims payable, less current
portion
Net pension liability
Other long-term liabilities
Total liabilities
Deferred inflows of resources
Net position
Unrestricted (deficit)
Net investment in capital assets
Restricted for grants
Total net position

June 30
2014

2013

$ 216,851,885 $ 238,913,145 $ 258,586,779
10,940,631
6,903,440
10,000,000
248,641,826
125,444,254
226,518,267
498,495,602
390,934,473
453,370,152
39,764,781

–

–

$ 107,813,902 $ 104,036,818 $ 90,318,993
20,170,873
20,378,170
15,409,250
10,873,379
332,820,645
474,918
467,392,094

9,375,832
–
3,563,971
137,147,494

8,588,073
–
–
119,285,236

62,845,558

–

–

$ (256,551,374) $ 120,296,779 $ 153,505,501
239,873,020
117,276,025
217,161,526
1,178,309
867,711
2,287,129
271,649,237
(37,102,719) 361,348,108

The District’s significant assets as of June 30, 2015 and 2014, were cash, patient accounts
receivable, receivables from AHCCCS, receivables from others, and capital assets.
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Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Management’s Discussion and Analysis (continued)

Operating Results and Changes in the District’s Net Position
For the years ended June 30, 2015 and 2014, the District’s net position decreased by
$(39,581,107) and increased by $89,698,871, respectively, as shown in Table 2. These are made
up of several different components, as shown in the following table. In addition, the adoption of
GASB 68 decreased beginning net position as of July 1, 2014 by $(358,869,720). GASB 68 was
not practical to implement for periods prior to July 1, 2014.
Table 2: Operating Results and Changes in Net Position
June 30
2014

2015
Operating revenues
Net patient service revenue
Capitation and reinsurance
AHCCCS medical education revenue
Safety net care pool revenue
Other
Total operating revenues

$

Operating expenses
Salaries and wages
Employee benefits
Purchased services
Medical claims
Supplies and other expenses
Depreciation
Total operating expenses
Operating loss

287,962,633
286,748,678
24,569,661
2,317,701
41,626,068
643,224,741

$

296,667,780
210,756,454
21,793,915
52,786,667
41,970,031
623,974,847

2013
$

313,335,520
141,648,686
23,112,211
49,739,827
44,922,610
572,828,854

215,657,871
62,049,406
128,392,524
219,178,891
106,420,019
28,181,478
759,880,189
(116,655,448)

232,285,866
66,018,599
124,218,172
159,592,558
110,527,711
25,878,166
718,521,072
(94,546,225)

223,173,388
66,368,809
116,160,642
98,263,932
96,405,796
20,698,608
621,071,175
(48,242,321)

65,822,329
7,957,019
5,000,000
(1,450,603)
236,534
(490,938)
77,074,341

62,499,144
7,191,220
2,069,606
(1,672,622)
373,475
(693,676)
69,767,147

57,895,470
7,652,873
3,547,896
(4,049,053)
580,466
(773,454)
64,854,198

Loss before capital contribution

(39,581,107)

(24,779,078)

16,611,877

Capital contribution
(Decrease) increase in net position

–
(39,581,107)

114,477,949
89,698,871

–
16,611,877

2,478,388
(37,102,719) $

271,649,237
361,348,108

Nonoperating revenues (expenses)
Property tax receipts
Noncapital grants
Noncapital subsidies from State/County
Other nonoperating expense
Interest income
Interest expense
Total nonoperating revenues, net

Net position, beginning of year (as restated, see Note 1)
Net position, end of year

$

$

255,037,360
271,649,237

See accompanying notes.
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Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Management’s Discussion and Analysis (continued)

Operating Losses
The first component of the overall change in the District’s net position is its operating income or
loss – generally, the difference between total operating revenues and total operating expenses
incurred to perform those services. Net patient service revenues for the year ended June 30,
2015, was $287,962,633, which includes both inpatient and outpatient services provided to
patients. Provision for uncollectible accounts (bad debt expense) is a component of net patient
service revenue. In addition to net patient service revenue, the District received capitation and
supplemental revenue from its health plan operations of $286,748,678 based on total member
months of 976,003.
Other operating revenues included six significant sources of income during the year ended
June 30, 2015: (1) the receipt of $4,202,300 of AHCCCS and Medicare disproportionate share
funding to assist in providing sufficient resources to offset some of the costs to the facility of
serving lower income and other residents of the County, (2) the receipt of $24,569,661 from
AHCCCS for medical education support, (3) the receipt of $2,317,701 from AHCCCS and CMS
for the preliminary reconciliation of the SNCP program to help cover the increased cost of caring
for patients with no medical coverage, (4) the receipt of $2,102,864 from AHCCCS for the EMR
program initiative, (5) the receipt of $22,621,279 in supplemental payments from AHCCCS for
the District’s Federally Qualified Health Centers, and (6) the receipt of $4,019,514 from
AHCCCS for trauma services. The operating losses for the years ended June 30, 2015 and 2014,
were $116,655,448 and $94,546,225, respectively. The primary components of the operating
losses for June 30, 2015 and 2014, were as follows:
•

Net patient service revenue of $287,962,633 and $296,667,780, respectively

•

Bad debt expense of $68,903,242 and $48,589,630, respectively

•

Capitation and reinsurance revenue of $286,748,678 and $210,756,454, respectively

•

Salaries and wages of $215,657,871 and $232,285,866, respectively

•

Employee benefit costs of $62,049,406 and $66,018,599, respectively

•

Purchased services of $128,392,524 and $124,218,172, respectively

•

Payments for medical services provided to patients of $219,178,891 and $159,592,558,
respectively
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Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Management’s Discussion and Analysis (continued)

Nonoperating Revenues and Expenses
Nonoperating revenues and expenses consist primarily of property tax receipts, noncapital
grants, and noncapital subsidies from the County/State. These amounts for the years ended
June 30, 2015 and 2014, were $65,822,329 and $62,499,144; $7,957,019 and $7,191,220; and
$5,000,000 and $2,069,606; respectively.
The District’s Cash Flows
Changes in the District’s cash flows are consistent with changes in operating losses and
nonoperating revenues and expenses discussed earlier. Net cash used in operating activities for
the years ended June 30, 2015 and 2014, was $(84,747,317), and $(63,288,932), respectively.
Capital Assets
As of June 30, 2015, the District had $226,518,267 invested in capital assets, net of accumulated
depreciation which includes the capital contribution from Maricopa County. For the years ended
June 30, 2015 and 2014, the District purchased new property and equipment costing $8,534,006
and $32,552,929, respectively.
Debt
At June 30, 2015 and 2014, the District had notes payable of $15,433,000, and capital lease and
other long-term obligations totaling $4,702,383 and $7,850,712, respectively, to the County and
various other entities. The District entered into new capital lease agreements for equipment
purchases totaling $0 and $3,750,000 for the years ended June 30, 2015 and 2014, respectively.
Contacting the District’s Financial Management
This financial report is designed to provide the District’s patients, suppliers, community
members, and creditors with a general overview of the District’s finances and to show the
District’s accountability for the money it receives. Questions about this report and requests for
additional financial information should be directed to District Administration by telephoning
(602) 344-8425.
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Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Statements of Net Position
June 30
2015
Assets
Current assets:
Cash and cash equivalents
Patient accounts receivable, net of allowances
of $54,791,000 (2015) and $44,850,000 (2014)
Receivable from AHCCCS for medical education (net)
Receivable from AHCCCS for health plan premiums
Other receivables
Due from related parties
Supplies
Prepaid expenses
Total current assets

$

99,947,849

2014

$

121,827,072

60,566,208
24,569,662
9,646,890
8,764,978
246,105
6,948,156
6,162,037
216,851,885

54,696,307
21,793,915
9,250,040
17,182,446
332,640
7,909,448
5,921,277
238,913,145

–
10,000,000

5,940,631
5,000,000

13,090,000
213,428,267
226,518,267
453,370,152

13,090,000
235,551,826
248,641,826
498,495,602

Deferred outflows of resources
Contributions made after measurement date
Experience loss
Total deferred outflows of resources

22,849,862
16,914,919
39,764,781

–
–
–

Liabilities and net assets
Current liabilities:
Current maturities of long-term debt
Accounts payable
Accrued payroll and expenses
Medical claims payable
Risk claims payable – current
Payable to AHCCCS for health plan premiums
Overpayments due to third-party payors
Other current liabilities
Total current liabilities

4,726,133
23,129,649
20,412,034
20,035,113
3,379,822
12,144,263
11,028,010
3,901,738
98,756,762

3,112,839
22,902,801
21,046,761
22,674,306
6,405,000
4,403,035
15,349,126
8,142,950
104,036,818

10,873,379
332,820,645
9,532,058
15,409,250
467,392,094

9,375,832
–
3,563,971
20,170,873
137,147,494

4,645,503
58,200,055
62,845,558

–
–
–

Other assets
Long-term investments
Capital assets:
Land
Depreciable capital assets, net of accumulated depreciation
Total capital assets, net of accumulated depreciation
Total assets

Risk claims payable less current portion
Net pension liability
Other long term liabilities
Long-term debt
Total liabilities
Deferred inflows of resources
Change in proportion and differences between employer
contributions and proportionate share of contributions
Difference between projected and actual investment earnings
Total deferred inflows of resources
Net position:
Unrestricted (deficit)
Net investment in capital assets
Restricted for grants
Total net position

$

(256,551,374)
217,161,526
2,287,129
(37,102,719) $

120,296,779
239,873,020
1,178,309
361,348,108

See accompanying notes.
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Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Statement of Revenues, Expenses, and Changes in Net Position

Year Ended June 30
2015
2014
Operating revenues:
Net patient service revenue, net of provision for uncollectible
accounts of $68,903,000 (2015) and $48,590,000 (2014)
Capitation and reinsurance
AHCCCS medical education revenue
Safety net care pool revenue
Other
Total operating revenues

$ 287,962,633
286,748,678
24,569,661
2,317,701
41,626,068
643,224,741

Operating expenses:
Salaries and wages
Employee benefits
Purchased services
Medical claims
Supplies and other expenses
Depreciation
Total operating expenses
Operating loss

$ 296,667,780
210,756,454
21,793,915
52,786,667
41,970,031
623,974,847

215,657,871
62,049,406
128,392,524
219,178,891
106,420,019
28,181,478
759,880,189
(116,655,448)

232,285,866
66,018,599
124,218,172
159,592,558
110,527,711
25,878,166
718,521,072
(94,546,225)

65,822,329
7,957,019
5,000,000
(1,450,603)
236,534
(490,938)
77,074,341

62,499,144
7,191,220
2,069,606
(1,672,622)
373,475
(693,676)
69,767,147

Loss before capital contributions

(39,581,107)

(24,779,078)

Capital contribution
(Decrease) increase in net position

–
(39,581,107)

114,477,949
89,698,871

Net position, beginning of year (as restated for 2015, see Note 1)
Net position (deficit), end of year

271,649,237
2,478,388
(37,102,719) $ 361,348,108

Nonoperating revenues (expenses):
Property tax receipts
Noncapital grants
Noncapital subsidies from State/County
Other nonoperating expenses
Interest income
Interest expense
Total nonoperating revenues

$

See accompanying notes.
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Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Statements of Cash Flows

Year Ended June 30
2015
2014
Operating activities
Receipts from and on behalf of patients
Payments to suppliers and contractors
Payments to employees
Other operating receipts
Other operating payments
Net cash used in operating activities

$ 568,841,410 $ 503,954,261
(376,242,316)
(440,412,510)
(297,332,251)
(281,310,303)
108,708,034
71,223,139
(2,376,660)
(3,089,053)
(63,288,932)
(84,747,317)

Noncapital financing activities
Property tax receipts
Noncapital contributions and grants received
Noncapital subsidies and other nonoperating receipts
Net cash provided by noncapital financing activities

65,822,329
7,957,019
3,549,397
77,328,745

62,499,144
7,191,220
396,984
70,087,348

Capital and related financing activities
Principal payments on long-term debt and capital leases
Purchase of capital assets
Interest paid on long-term debt
Net cash used in capital and related financing activities

(3,148,328)
(6,057,919)
(490,938)
(9,697,185)

(4,655,608)
(28,250,738)
(693,676)
(33,600,022)

Investing activities
(Purchases) sales of short-term investments, net
Interest from short-term investments
Net cash (used in) provided by investing activities

(5,000,000)
236,534
(4,763,466)

146,835,114
373,475
147,208,589

(Decrease) increase in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year
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120,406,983
(21,879,223)
1,420,089
121,827,072
$ 99,947,849 $ 121,827,072
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Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Statements of Cash Flows (continued)

Year Ended June 30
2015
2014
Reconciliation of operating loss
to net cash used in operating activities
Operating loss
Depreciation
Provision for uncollectible accounts
Changes in operating assets and liabilities:
Patient, other accounts receivable, and other assets
Due from related parties
Supplies and prepaid expenses
Estimated amounts due from/to third-party payers
Medical claims payable
Risk claims payable
Accounts payable and accrued expenses
Net cash used in operating activities
Supplemental cash flows information
Capital lease obligations for new equipment
Capital contribution
Note payable related to building

$ (116,655,448) $
28,181,478
68,903,242

(94,546,225)
25,878,166
48,589,630

(63,587,641)
86,535
720,532
(4,321,116)
(2,639,193)
(1,527,631)
6,091,925
(84,747,317) $

(59,732,843)
761,973
(410,448)
(10,866,065)
10,517,913
4,192,759
12,326,208
(63,288,932)

$

$
$
$

–
–
–

$
3,750,000
$ 114,477,949
$
2,598,051

See accompanying notes.
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Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Notes to Financial Statements
June 30, 2015

1. Nature of Operations and Summary of Significant Accounting Policies
Nature of Operations and Reporting Entity
Maricopa County Special Health Care District (the District) d/b/a Maricopa Integrated Health
System (MIHS) is a health care district and political subdivision of the state of Arizona. The
District is located in Phoenix, Arizona, and is governed by a five-member board of directors
elected by voters within the District.
The District was created in November 2003 by an election of the voters of Maricopa County,
Arizona (the County). In November 2004, the voters first elected the District’s governing board.
An Intergovernmental Agreement (IGA) between the District and the County was entered into in
November 2004, which, among other things, specified the terms by which the County transferred
essentially all of the assets, liabilities, and financial responsibility of MIHS to the District
effective January 1, 2005. MIHS operates a medical center facility (the Medical Center), which
was formerly owned and operated by the County; freestanding inpatient behavioral health
facilities located on the Medical Center campus and in Mesa, Arizona; a specialty clinic located
on the Medical Center campus; and various outpatient health centers throughout Maricopa
County. The District has the authority to levy ad valorem taxes. The District had no significant
operations prior to January 1, 2005. In conjunction with the IGA, the County and the District
entered into a 20-year lease for the Medical Center real estate.
On September 3, 2013, a second Amended and Restated Intergovernmental Agreement (the
Amended IGA) was entered into by the District whereby all the land and real property located at
the Maricopa Medical Center and Desert Vista campuses (the Property) subject to the prior
20-year lease were donated to the District. The Property was recorded at its fair value at date of
donation, determined by a third-party valuation services firm, totaling $117,075,000. The
Property donated consisted of land $9,000,000, buildings of $104,375,000 and land
improvements of $3,700,000. The District executed a note payable for $2,597,000 related to one
of the buildings, which has been recorded in other current liabilities and reduced the contribution
from the County.
The Amended IGA also provided for the District’s purchase of supplies from the County, the
sublease of certain space to the County, and for the County to be able to purchase supplies and
utilize the District’s services among other items.
If the Property is not used for county hospital purposes, the Property shall (at the election of the
County) revert to the County.
1509-1691864
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Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Notes to Financial Statements (continued)

1. Nature of Operations and Summary of Significant Accounting Policies (continued)
Effective October 1, 2005, the District assumed the operations and financial responsibility for the
Maricopa Health Plan (MHP), a managed care plan previously operated by the County. MHP
contracts with the Arizona Health Care Cost Containment System (AHCCCS) to arrange and
provide health care services to Medicaid-eligible clients. In March 2013, MHP was awarded a
new five-year contract with AHCCCS to operate MHP through September 30, 2018. This
contract must be approved by AHCCCS on a year-to-year basis. MIHS has a management
agreement with University Physicians Healthcare (UPH) to provide day-to-day management of
MHP, including providing all employees and infrastructure necessary to operate MHP. MHP is
an operating division of the District.
The AHCCCS contract awarded to MHP in March 2013 required that each successful contractor
establish a Medicare Advantage Coordinated Care Plan. In September 2013, the Centers for
Medicare and Medicaid Services (CMS) approved a contract with the District to operate
Maricopa Care Advantage (MCA) for one year effective January 1, 2014, with renewals for
successive one-year periods in accordance with the terms of the agreement. MIHS amended its
management agreement with University Physicians Healthcare (UPH) to provide day-to-day
management of MCA, including providing all employees and infrastructure necessary to operate
MCA. MCA is a contract of the District.
In April 2014, Mercy Maricopa Integrated Care (MMIC) began operations. MMIC was formed
to respond to a legal solicitation issued jointly by the Arizona Department of Health Services
(ADHS) and AHCCCS. The purpose of the solicitation was to award a contract to the successful
bidder to become the Maricopa County Regional Behavioral Health Authority (RBHA). The
RBHA will provide integrated health care services, both medical and behavioral health, to
Medicaid eligible adults with serious mental illnesses. ADHS awarded the contract to MMIC on
March 25, 2013. The District retains a 15% ownership in the venture and has a 25%
representation on the governing body. Under the MMIC bylaws approved in final form on
September 9, 2013, the District will be one of the four members entitled to vote for MMIC’s
directors. The District’s initial capital contribution to MMIC of $5,000,000 is accounted for
under the cost method of accounting. An additional capital contribution of $5,000,000 was made
by the District in May 2015.
The District primarily earns revenues by providing inpatient and outpatient medical and nursing
services and operating a managed care plan for Medicaid-eligible patients.
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Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Notes to Financial Statements (continued)

1. Nature of Operations and Summary of Significant Accounting Policies (continued)
Basis of Accounting and Presentation
The District prepares its financial statements as a business-type activity in conformity with
applicable pronouncements of the Governmental Accounting Standards Board. The financial
statements of the District have been prepared on the accrual basis of accounting using the
economic resources measurement focus. Revenues, expenses, gains, losses, assets, and liabilities
from exchange and exchange-like transactions are recognized when the exchange transaction
takes place, while those from government-mandated and voluntary non-exchange transactions
(principally federal and state grants and appropriations from the County) are recognized when all
applicable eligibility requirements are met. Operating revenues and expenses include exchange
transactions and program-specific, government-mandated, non-exchange transactions.
Government-mandated, non-exchange transactions that are not program-specific (such as
appropriations from the County); investment income; and interest on capital assets-related debt
are included in nonoperating revenues and expenses. The District first applies restricted net
position when an expense or outlay is incurred for purposes for which both restricted and
unrestricted net position are available.
Cash and Cash Equivalents
The District considers all liquid investments with original maturities of three months or less to be
cash equivalents. At June 30, 2015 and 2014, the District had approximately $99,948,000 and
$121,827,000 of cash and cash equivalents, respectively.
Risk Management
The District is exposed to various risks of loss from torts; theft of, damage to, and destruction of
assets; business interruption; errors and omissions; employee injuries; medical malpractice and
natural disasters. The District participated in the County’s self-insurance program through
December 3, 2012. The IGA between the District and County was amended to reflect that the
District would no longer participate in the County’s self-insurance program effective
December 4, 2012, except for workers’ compensation claims. The IGA also stipulated that the
County would provide a mutually agreed-upon amount to fund estimated outstanding losses and
estimated future claim payments for the period January 1, 2005 through December 3, 2012. In
return, the District accepted responsibility for the payment and management of these claims on
an ongoing basis.
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Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Notes to Financial Statements (continued)

1. Nature of Operations and Summary of Significant Accounting Policies (continued)
The District, through its Risk Management Department, is now responsible for identifying and
resolving exposures and claims that arise from employee work-related injury, third-party
liability, property damage, regulatory compliance and other exposures arising from the District’s
operations. Effective December 4, 2012, the District’s Board of Directors approved and
implemented risk management, self-insurance, and purchased insurance programs under the
Maricopa Integrated Health System Risk Management Insurance and Self-Insurance Plan
(the Insurance Plan). As authorized under the Insurance Plan, the District purchases excess
insurance over the District’s self-insured program to maintain adequate protection against the
District’s exposures and claims filed against the District. It is the District’s policy to record the
expense and related liability for professional liability, including medical malpractice and
workers’ compensation, based upon annual actuarial estimates.
MHP receives insurance coverage from the state of Arizona to reduce the risk of catastrophic
loss on services provided under the AHCCCS program. The reinsurance expense is reflected as
reduced capitation rates paid to MHP. Under the state program, risk of loss from inpatient claims
is generally limited to an annual deductible of $20,000 per member, per policy year. Eligible
claims in excess of the deductible are generally paid at 75% to 85%, with no maximum annual
benefit. Eligible reinsurance claims are reported as a reduction of health care expenses at the
amount expected to be collected from AHCCCS.
Patient Accounts Receivable
The District reports patient accounts receivable for services rendered at estimated net realizable
amounts due from third-party payors, patients, and others. The District provides an allowance for
uncollectible accounts based upon a review of outstanding receivables, historical collection
information, and existing economic conditions. As a service to the patient, the District bills thirdparty payors directly and bills the patient when the patient’s liability is determined. Patient
accounts receivable are due in full when billed. Accounts are considered delinquent and
subsequently written off as bad debts based on individual credit evaluation and specific
circumstances of the account.
Supplies
Supply inventories are stated at the lower of cost, determined using the first-in, first-out method,
or market.
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Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Notes to Financial Statements (continued)

1. Nature of Operations and Summary of Significant Accounting Policies (continued)
Capital Assets
Capital assets are recorded at cost at the date of acquisition, or fair value at the date of donation
if acquired by gift. The dollar threshold to capitalize capital assets is $2,500. Depreciation is
computed using the straight-line method over the estimated useful life of each asset. Assets
under capital lease obligations and leasehold improvements are amortized over the shorter of the
lease term or the assets’ respective estimated useful lives. The following estimated useful lives
are being used by the District:
Land improvements
Buildings and leasehold improvements
Equipment

2–25 years
5–40 years
3–20 years

Compensated Absences
District policies permit most employees to accumulate vacation and sick leave benefits (personal
leave) that may be realized as paid time off or, in limited circumstances, as a cash payment.
Expense and the related liability are recognized as personal leave benefits and are earned
whether the employee is expected to realize the benefit as time off or as a cash payment.
Employees may accumulate up to 240 hours of personal leave, depending on years of service,
but any personal leave hours in excess of the maximum amount that are unused by the calendar
year-end are converted to the employee’s extended illness bank (EIB). Generally, EIB benefits
are used by employees for extended illness or injury, or to care for an immediate family member
with an extended illness or injury. EIB benefits are cumulative but do not vest with employees
and, therefore, are not accrued. However, upon retirement, employees with accumulated EIB in
excess of 1,000 hours are entitled to a $3,000 bonus. The total compensated absence liabilities
are computed using the regular pay and termination pay rates in effect at the balance sheet date
plus an additional amount for compensation-related payments such as social security and
Medicare taxes, computed using rates in effect at that date.
Net Position
Net position of the District is classified into three components. Net investment in capital assets
consists of capital assets net of accumulated depreciation and reduced by the outstanding
balances of borrowings used to finance the purchase or construction of those assets. Restricted
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Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Notes to Financial Statements (continued)

1. Nature of Operations and Summary of Significant Accounting Policies (continued)
net position consists of noncapital assets that must be used for a particular purpose as specified
by creditors, grantors, or donors external to the District. Unrestricted net position consists of the
remaining assets plus deferred outflows of resources less remaining liabilities plus deferred
inflows of resources that do not meet the definition of net investment in capital assets, or
restricted net position.
Net position at July 1, 2014, has been adjusted as follows for the implementation of GASB
Statement No. 68, Accounting and Financial Reporting for Pensions:
Net position – June 30, 2014, as previously reported
Prior period adjustments – Implementation of GASB 68
Net pension liability (measurement date of June 30, 2013)
Deferred outflow of resources for contributions made after
measurement date
Net position – July 1, 2014, as restated

$ 361,348,108

(380,564,936)

$

21,695,216
2,478,388

It was not practical to implement GASB 68 for periods prior to July 1, 2014 because the District
could not obtain information from Arizona State Retirement System (ASRS) prior to the
measurement date of July 1, 2013 that was used to implement this standard at transition.
Net Patient Service Revenue
The District has agreements with third-party payors that provide for payments to the District at
amounts different from its established rates. Net patient service revenue is reported at the
estimated net realizable amounts from patients, third-party payors, and others for services
rendered and includes estimated retroactive adjustments and a provision for uncollectible
accounts. Retroactive adjustments are considered in the recognition of revenue on an estimated
basis in the period the related services are rendered, and such estimated amounts are revised in
future periods as adjustments become known. The District participates in the Federally Qualified
Health Center (FQHC) program and receives supplemental payments from AHCCCS. The
payments are made based on information filed with AHCCCS on the Annual Reconciliation and
Rebase Data (ARRD) report. The District recognized a $1,168,000 decrease in total operating
revenue in 2015 based on additional information received upon filing the 2014 ARRD report,
and recognized a $2,731,000 decrease in total operating revenue in 2014 based on additional
information received upon filing the 2013 ARRD report.
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Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Notes to Financial Statements (continued)

1. Nature of Operations and Summary of Significant Accounting Policies (continued)
Other Health Plan Receivables From AHCCCS
Capitation revenues include premiums earned under contracts that require MHP to provide health
care services to subscribers of AHCCCS for monthly capitation fees as agreed upon by MHP and
AHCCCS. Capitation revenues are recognized as revenue in the period to which health care
coverage relates. Amounts receivable under these contracts are recorded as other health plan
receivables from AHCCCS. Capitation rates for nonreconciled risk groups are subject to
adjustment based on national episodic/diagnostic risk. As such, there is at least a possibility that
recorded amounts will change by a material amount in the near term.
Receivable from AHCCCS for health plan premiums represents management’s best estimate of
amounts to be received and are calculated based on the identification of qualifying incurred
inpatient expenses and a percentage of estimated inpatient and certain pharmaceutical costs
incurred but not yet reported. As a result, there is at least a possibility that recorded estimates
will change by a material amount in the near term.
Medical Claims Payable
The costs of hospital and medical services provided to enrollees served under contract are
accrued in the period that the services are rendered. Provision has been made for claims in
process of review and for claims incurred but not received at year-end. The amount of this
liability is computed by an independent actuary using historical claims payment experience,
coupled with a review of experience for similar plans. Estimates are adjusted based upon
changes in experience, and such adjustments are reflected in current operations. Although
considerable variability is inherent in such estimates, there is at least a possibility that recorded
estimates will change by a material amount in the near term. Management believes that the
medical claims payable is adequate (see Note 9).
Charity Care
The District provides services at amounts less than its established rates to patients who meet the
criteria of its charity care policy. The criteria for charity care take into consideration the patient’s
family income in relation to the federal poverty guideline and type of service rendered.
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Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Notes to Financial Statements (continued)

1. Nature of Operations and Summary of Significant Accounting Policies (continued)
The total net cost of charity care provided was approximately $58,102,000 and $97,363,000 for
the years ended June 30, 2015 and 2014, respectively. Charity care cost is based on the
percentage of total direct operating expenses less other operating revenue divided by the total
gross revenue for the Medical Center. This percentage is applied to the amount written off as
charity care to determine the total charity care cost. The net cost of charity care is total charity
care cost less any payments received. Payments received were approximately $7,755,000 and
$10,015,000 for the years ended June 30, 2015 and 2014, respectively.
Property Taxes
On or before the third Monday in August, the County levies real property taxes and commercial
personal property taxes on behalf of the District, which become due and payable in two equal
installments. The first installment is due on the first day of October and becomes delinquent after
the first business day of November. The second installment is due on the first day of March of
the next year and becomes delinquent after the first business day of May.
The County also levies mobile home personal property taxes on behalf of the District that are due
the second Monday of the month following receipt of the tax notice and become delinquent
30 days later. A lien assessed against real and personal property attaches on the first day of
January preceding assessment and levy.
Income Taxes
The District is a health district and political subdivision of the state of Arizona and is exempt
from federal and state income taxes under Section 115 of the Internal Revenue Code and a
similar provision of state law.
Pensions
The District adopted GASB Statement No. 68, Accounting and Financial Reporting for Pensions
effective July 1, 2014. The statement establishes standards for recognition, measurement, and
presentation of pension information including pension liability, deferred outflows and inflows of
resources, and expenses related to pension benefits.
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Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Notes to Financial Statements (continued)

1. Nature of Operations and Summary of Significant Accounting Policies (continued)
For purposes of measuring the net pension liability, deferred outflows of resources and deferred
inflows of resources related to pensions, and pension expense, information about the fiduciary
net position of the Arizona State Retirement System (ASRS) and additions to/deductions from
ASRS’s fiduciary net position have been determined on the same basis as they are reported by
ASRS. For this purpose, benefit payments (including refunds of employee contributions) are
recognized when due and payable in accordance with the benefit terms. Investments are reported
at fair value.
2. Net Patient Service Revenue
The District has agreements with third-party payors that provide for payments to the District at
amounts different from its established rates. These payment arrangements include the following:
•

Medicare – Inpatient acute care services, certain inpatient non-acute care services, and
substantially all outpatient services rendered to Medicare program beneficiaries, are paid
at prospectively determined rates. These rates vary according to a patient classification
system that is based on clinical, diagnostic, acuity, and other factors. Inpatient psychiatric
services are paid based on a blended cost reimbursement methodology and prospectively
determined rates. The District is reimbursed for certain services at tentative rates with
final settlement determined after submission of annual cost reports by the District and
audits thereof by the Medicare fiscal intermediary. The Medicare fiscal intermediary has
audited the District’s cost reports through June 30, 2014.

•

For the period July 1, 2014 through September 30, 2014, AHCCCS inpatient acute and
inpatient psychiatric services were paid on a per diem basis. Effective October 1, 2014,
AHCCCS changed its payment arrangements to prospectively determined rates for
inpatient acute services while inpatient psychiatric services remain paid on a per diem
basis. Outpatient services rendered to AHCCCS program beneficiaries are primarily
reimbursed under prospectively determined rates.

•

Approximately 61% and 53% of net patient service revenues were from participation in
the Medicare and state-sponsored AHCCCS programs for the years ended June 30, 2015
and 2014, respectively. Laws and regulations governing the Medicare and AHCCCS
programs are complex and subject to interpretation and change. As a result, it is
reasonably possible that recorded estimates will change materially in the near term.
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Notes to Financial Statements (continued)

2. Net Patient Service Revenue (continued)
Net patient service revenue decreased by approximately $1,121,000 and $2,072,000 in 2015 and
2014, respectively, due to changes in estimates related to final settlements with the Medicare
program and cost reports that are no longer subject to audits, reviews, or investigations.
The District has also entered into payment agreements with certain commercial insurance
carriers, health maintenance organizations, and preferred provider organizations. The basis for
payment to the District under these agreements includes prospectively determined rates per
discharge, discounts from established charges, and prospectively determined daily rates.
3. AHCCCS Safety Net Care Pool
The District participated in the Arizona Safety Net Care Pool (SNCP) program that provides
reimbursement to Safety Net Hospitals for uncompensated cost incurred in providing services to
Medicaid and uninsured/underinsured patients. The District recognized $2,318,000 in additional
AHCCCS Safety Net Care Pool revenue in 2015 based on preliminary reconciliation and
additional information received related to actual uncompensated cost incurred to provide services
related to 2014 and 2013, and subsequent interpretations of the program rules. The program was
terminated by AHCCCS effective December 31, 2013. Amounts recorded under the SNCP
program are subject to final settlement by AHCCCS and the District does not expect final
settlement until fiscal 2016. The District has established a reserve for potential overpayment,
totaling $1,317,000, at June 30, 2015. Upon final settlement, amounts previously recorded could
change by material amounts. Management believes amounts recorded under the SNCP program
are adequate.
4. Deposits and Interest Income
Custodial Credit Risk
Custodial credit risk is the risk that, in the event of a bank failure, an entity’s deposits may not be
returned to it. The District’s deposit policy for custodial credit risk requires compliance with the
provisions of state law.
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4. Deposits and Interest Income (continued)
Effective July 1, 2013, the District contracted with JP Morgan Chase Bank to manage its banking
and investment activities. The District maintains three primary depository accounts for the
Medical Center, MHP and MCA. A compensating balance is maintained in these accounts at a
sufficient amount so that earnings on these accounts offset the fees charged for services. Any
amounts above the compensating balance is swept daily overnight into a commercial paper
investment account.
Interest Rate Risk
Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. At June 30, 2015, the District’s funds were held in cash and cash equivalents and
carrying value equates to fair value.
Credit Risk
Credit risk is the risk that the counterparty to an investment will not fulfill its obligation.
At June 30, 2015, the District’s funds were held by JP Morgan Chase Bank. Its short-term rating
for investments is A1 for S&P, P1 for Moody’s and F1 for Fitch.
5. Patient Accounts Receivable
The District grants credit without collateral to its patients, many of whom are area residents and
are insured under third-party payor agreements. Patient accounts receivable consisted of the
following at June 30:
2015
Medicare
AHCCCS
Other third-party payors
Patients
Less allowance for uncollectible accounts
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2014

$ 15,602,179 $ 11,200,413
25,344,312
27,926,229
39,532,953
40,832,453
23,468,637
30,996,327
99,546,315
115,357,188
44,850,008
54,790,980
$
54,696,307
$ 60,566,208
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6. Other Receivables
At June 30, 2015 and 2014, significant components of other receivables included amounts due
from District Medical Group of approximately $3,300,000 and $598,000, respectively.
Additional amounts receivable at June 30, 2015, include an amount receivable related to
HomeAssist Health of approximately $2,000,000.
7. Receivables From AHCCCS for Medical Education
During the years ended June 30, 2015 and 2014, MIHS entered into an intergovernmental
agreement with AHCCCS such that AHCCCS provided available medical education funds from
CMS. At June 30, 2015 and 2014, available funds from CMS for medical education totaled
approximately $36,051,000 and $32,605,000, respectively. At June 30, 2015 and 2014, the
amount due to MIHS is approximately $24,570,000, which is net of the $11,481,000 matching
funds provided by MIHS, and $21,794,000, which is net of the $10,811,000 matching funds
provided by MIHS, respectively.
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8. Capital Assets
Capital assets activity for the year ended June 30, 2015, was as follows:
Beginning
Balance
Capital assets not being depreciated:
Construction in progress
Capitalized software in progress
Land
Capital assets being depreciated:
Buildings and leasehold
improvements
Capitalized software
Equipment
Less accumulated depreciation:
Buildings and leasehold
improvements
Capitalized software
Equipment
Capital assets, net

$

13,374,642 $
565,155
13,090,000

Additions

Disposals

5,492,907 $
565,463
–

191,691,258
47,625,263
109,451,034
375,797,352

–
–
–
6,058,370

32,922,081
23,473,240
70,760,205
127,155,526
$ 248,641,826 $

10,626,352
6,729,299
10,825,827
28,181,478
(22,123,108) $

– $
–
–

–
–
(451)
(451)

Transfers

Ending
Balance

(17,965,491) $
(807,162)
–

902,058
323,456
13,090,000

5,904,065
1,890,978
10,977,610
–

–
–
–
–
(451) $

197,595,323
49,516,241
120,428,193
381,855,271

–
43,548,433
–
30,202,539
–
81,586,032
–
155,337,004
– $ 226,518,267

Capital assets activity for the year ended June 30, 2014, was as follows:
Beginning
Balance
Capital assets not being depreciated:
Construction in progress
Capitalized software in progress
Land
Capital assets being depreciated:
Buildings and leasehold
improvements
Capitalized software
Equipment
Less accumulated depreciation:
Buildings and leasehold
improvements
Capitalized software
Equipment
Capital assets, net
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$

4,408,898 $
1,296,934
4,090,000

74,727,390
47,439,596
94,793,796
226,756,614

Additions
32,546,850 $
6,080
9,000,000

108,075,000
–
–
149,627,930

23,842,896
9,079,185
16,050,508
7,422,732
61,418,956
9,376,249
101,312,360
25,878,166
$ 125,444,254 $ 123,749,764 $

Disposals
– $
(552,192)
–

(35,000)
–
–
(587,192)

–
–
(35,000)
(35,000)
(552,192) $

Transfers

Ending
Balance

(23,581,106) $
(185,667)
–

13,374,642
565,155
13,090,000

8,923,868
185,667
14,657,238
–

191,691,258
47,625,263
109,451,034
375,797,352

–
32,922,081
–
23,473,240
–
70,760,205
–
127,155,526
– $ 248,641,826
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9. Medical Claims Payable
Medical claims liability consists of the following at June 30, 2015:
Claims payable or pending approval
Provisions for claims incurred but not yet reported

$ 14,792,237
5,242,876
$ 20,035,113

The cost of health care services is recognized in the period in which care is provided and
includes an estimate of the cost of services that has been incurred but not yet reported. Accrued
claims payable are estimated based on historical claims payments and other relevant information.
Unpaid claims adjustment expenses are an estimate of the cost to process the incurred but not
reported claims and are included in medical claims payable. Estimates are continually monitored
and reviewed, and as settlements are made or estimates adjusted, differences are reflected in
current operations. Such estimates are subject to the impact of changes in the regulatory
environment and economic conditions. Given the inherent variability of such estimates, the
actual liability could differ significantly from the amounts provided. While the ultimate amount
of claims paid is dependent on future developments, management is of the opinion that the
accrued medical claims payable is adequate.
The following is a reconciliation of the accrued claims liability as of and for the years ended
June 30:
2015
Beginning balance
Incurred:
Current
Prior
Total
Paid:
Current
Prior
Total
Ending balance
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2014

$ 22,674,306 $ 12,156,393
226,274,034
(649,154)
225,624,880

162,689,707
1,992,906
164,682,613

206,238,921
22,025,152
228,264,073
$ 20,035,113 $

140,801,979
13,362,721
154,164,700
22,674,306
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9. Medical Claims Payable (continued)
Amounts incurred related to prior years vary from previously estimated liabilities as the claims
are ultimately adjudicated and paid. Liabilities at any year-end are continually reviewed and
re-estimated as information regarding actual claim payments becomes known. This information
is compared to the originally established year-end liability. Medical claims expense in the
statements of revenue, expenses, and changes in net position is recorded net of reinsurance
revenue.
10. Risk Claims Payable
The District maintains insurance through a combination of programs of purchased commercial
insurance and self-insurance for professional liability claims, including medical malpractice and
workers’ compensation claims. The District is self-insured for workers’ compensation in
Arizona. In connection with the aforementioned programs, the District has accrued estimates for
asserted and incurred but not reported claims. The actuarially determined claims payable is
approximately $14,253,000 and $15,781,000, of which $3,380,000 and $6,405,000 has been
recorded as a current liability and approximately $10,873,000 and $9,376,000 has been recorded
as a noncurrent liability in the accompanying statements of net position as of June 30, 2015 and
2014, respectively. Risk claims payable are undiscounted.
As of June 30, 2015, the District maintained commercial insurance as follows:
Insurance
Workers’ compensation
Medical malpractice

Limits
Statutory
$25,000,000 each incident

Self-Insured
Retention/Deductible
$500,000 each claim
$2,000,000 each incident

The insurance policies listed above became effective December 1, 2012, and remain current
through June 30, 2015.
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10. Risk Claims Payable (continued)
The following is a reconciliation of the risk claims payable as of the year ended June 30:
2015
Beginning balance
Total incurred
Total paid
Ending balance

2014

2013

–
$ 15,780,832 $ 11,588,073 $
7,802,403
15,550,565
1,332,433
(3,609,644)
(3,962,492)
(2,860,064)
$ 14,253,201 $ 15,780,832 $ 11,588,073

11. Long-Term Debt and Capital Leases
The following is a summary of long-term debt transactions for the District for the years ended
June 30:
Beginning
Balance
2015
Capital lease
obligations
Note payable and
credit facility,
Maricopa County
Total long-term debt
2014
Capital lease
obligations
Note payable and
credit facility,
Maricopa County
Total long-term debt
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$

7,850,712 $

15,433,000
$ 23,283,712 $

$

7,484,542 $

15,443,000
$ 22,927,542 $

Additions

Deductions

– $ (3,148,329) $

Ending
Balance

Current
Portion

4,702,383 $

1,896,518

–
15,433,000
– $ (3,148,329) $ 20,135,383 $

2,829,615
4,726,133

3,750,000 $ (3,383,830) $

7,850,712 $

3,112,839

–
(10,000)
15,433,000
3,750,000 $ (3,393,830) $ 23,283,712 $

–
3,112,839
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11. Long-Term Debt and Capital Leases (continued)
Capital Lease Obligations
The District is obligated under the leases for buildings, building improvements, and equipment,
through 2018, which are accounted for as capital leases. Assets under capital leases at June 30,
2015 and 2014, had a total cost of approximately $26,803,000 and $25,974,000, respectively,
with accumulated depreciation of approximately $15,614,000 and $13,130,000, respectively.
The following is a schedule by year of future minimum lease payments under the capital leases,
including interest at varying rates together with the present value of the future minimum lease
payments as of June 30, 2015:
Principal
Years ending June 30:
2016
2017
2018

$ 1,896,518 $
1,627,733
1,178,132
$ 4,702,383 $

Interest
114,429
48,576
12,905
175,910

Note Payable and Credit Facility, Maricopa County
As part of the IGA, the District issued a note payable to the County for $433,000, which is due in
August 2015. This amount relates to the cost incurred by the County on behalf of the District in
relation to the election held in November 2004. This note payable to the County was interest-free
for the first five years. The note now bears interest at a rate of 1.52% through its maturity in
2015. The balance for this note, including accrued interest, is approximately $466,000 and
$459,000 at June 30, 2015 and 2014, respectively.
The County also agreed to extend the District a $15,000,000 credit facility in connection with the
IGA. Any amounts borrowed under the credit facility are payable to the County in their entirety
in August 2015. Borrowings under this credit facility are $15,000,000 and were interest-free for
the first five years. The $15,000,000 was discounted at a rate of 6.4%, and the discounted
amount of $3,990,500 was amortized over a five-year period beginning on August 1, 2005.
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11. Long-Term Debt and Capital Leases (continued)
Beginning August 1, 2010, the $15,000,000 bears interest at competitive rates through its
maturity in 2015. The rate of interest is 1.52% and reflects the effective interest rate the County
Treasurer earned on its investments as of August 1, 2010. The balance for this credit facility,
including accrued interest, is approximately $16,120,000 and $15,892,000 at June 30, 2015 and
2014, respectively.
As part of the amended IGA, the District issued a note payable to the County for $2,597,000 in
September 2013. The note was paid in full in June 2015.
On October 7, 2015, the District and Maricopa County signed a third amendment to the original
IGA dated August 10, 2005, in relation to the Assistance Package. The new agreement includes
repayment of the original principal amount of $15,433,000 plus unpaid accrued interest of
$1,152,000 plus accrued interest only on the principal sum of $15,433,000 beginning August 1,
2015. The payment will be made in twelve equal installments of $1,414,000, the first installment
is due on November 30, 2015, and the twelfth and final installment to be due on August 31,
2018.
Scheduled maturities of long-term debt for the years ending June 30 are as follows:
2016
2017
2018
2019

$ 2,829,615
5,495,572
5,579,625
1,528,188
$ 15,433,000

On November 4, 2014, the voters of Maricopa County approved Proposition 480. Proposition
480 allows the District to issue up to $935 million in general obligation bonds to be repaid over
30 years to fund outpatient health facilities, including improvement or replacement of existing
outpatient health centers and construction of new outpatient health centers in northern, eastern
and/or western Maricopa County, behavioral health facilities, including construction of a new
behavioral health hospital and acute care facilities, including replacement of the District’s public
teaching hospital Maricopa Medical Center and its Level One Trauma Center and Arizona Bum
Center, on the existing campus (see Note 17).
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12. Restricted Net Position
Restricted net position at June 30, 2015, consists of grant funds received for specific purposes
that are expected to be expended during 2016, in the amount of approximately $2,287,000.
Restricted net position at June 30, 2014, consists of grant funds received for specific purposes
that are expected to be expended during 2015, in the amount of approximately $1,178,000.
13. Pension Plan
General Information About the Pension Plan
Plan Description
The District contributes to a cost-sharing, multiple-employer, defined benefit pension plan
administered by the 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 ASRS Board according to the provisions of Arizona Revised Statutes Title 38,
Chapter 5, Article 2.
ASRS issues a Comprehensive Annual Financial Report that includes financial statements and
required supplementary information. The most recent report may be obtained by writing the
Arizona State Retirement System, 3300 North Central Avenue, P.O. Box 33910, Phoenix,
Arizona 85067-3910, or by telephoning (602) 240-2000 or (800) 621-3778.
Funding Policy
The Arizona State Legislature establishes and may amend contribution rates for active plan
members and the District. For the years ended June 30, 2015 and 2014, active plan members and
the District were required by statute to contribute at the actuarially determined rate of 11.60%
(11.48% retirement and 0.12% long-term disability) and 11.54% (11.30% retirement and 0.24%
long-term disability), respectively, of the members’ annual covered payroll. The District’s
contributions to ASRS were approximately $22,850,000, $21,695,000, 22,814,000 and
$21,115,000 for the years ended June 30, 2015, 2014, 2013 and 2012, respectively, which were
equal to the required contributions for the year.
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13. Pension Plan (continued)
Benefits provided. ASRS provides retirement, healthcare and long-term disability benefits.
Defined Benefit Plan: Provides a monthly retirement benefit to a member who has reached
retirement eligibility criteria, terminated employment and applied for retirement benefits. At
retirement, members have seven different payment options to choose from, including a straightlife annuity that guarantees monthly payments only for the lifetime of the member, or term
certain and joint and survivor annuities that will continue to make monthly payments to a
beneficiary in the event of the member’s death. The amount of a member’s monthly benefit is
calculated based on their age, their years of service, their salary at retirement, and the retirement
option chosen. To learn more, visit the basic benefit calculator page. In the event a member dies
before reaching retirement eligibility criteria, the defined benefit plan will pay a lump sum or
annuity to the member’s beneficiary(ies). Retiree Health Benefit Supplement (also called
Premium Benefit Supplement): Provides health insurance coverage for retirees and a monthly
health insurance premium benefit to offset the cost of retiree health insurance. Long Term
Disability (LTD): Provides a monthly disability benefit to partially replace income lost as a result
of disability.
Contributions. The contribution rate is calculated by an independent actuary at the end of each
fiscal year based on the amount of investment assets the ASRS has on hand to pay benefits,
liabilities associated with the benefits members have accrued to date, projected investment
returns, and projected future liabilities.
Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and Deferred Inflows
of Resources Related to Pensions
At June 30, 2015, the District reported a liability of $332,821,000 for its proportionate share of
the net pension liability. The net pension liability was measured as of June 30, 2014. The total
pension liability used to calculate the net pension liability was determined by an actuarial
valuation as June 30, 2013 and rolled forward using generally accepted actuarial procedures to
June 30, 2014. The District’s proportion of the net pension liability was based on a projection of
the District’s long-term share of contributions to the pension plan relative to the projected
contributions of all participating employers and the state, as actuarially determined. At June 30,
2014, the District’s proportion was 2.25%, which was a decrease of 0.04 from its proportion
measured as of June 30, 2013.

1509-1691864

37

Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Notes to Financial Statements (continued)

13. Pension Plan (continued)
For the year ended June 30, 2015, the District recognized pension expense of $19,882,000. At
June 30, 2015, the District reported deferred outflows of resources and deferred inflows of
resources related to pensions from the following sources:
Deferred
Outflows of
Resources
Differences between expected and actual experience
Net difference between projected and actual earnings on
pension plan investments
Changes in proportion and differences between District
contributions and proportionate share of contributions
District contributions subsequent to the measurement date
Total

Deferred
Inflows of
Resources

$ 16,914,919 $
–

–

(58,200,055)

–
(4,645,503)
22,849,862
–
$ 39,764,781 $(62,845,558)

Approximately $22,850,000 reported as deferred outflows of resources related to pensions
results from District contributions subsequent to the measurement date will be recognized as a
reduction of the net pension liability in the year ending June 30, 2016. Other amounts reported as
deferred outflows of resources and deferred inflows of resources related to pensions will be
recognized in pension expense through 2019 as follows:
Year ending June 30:
2016
2017
2018
2019
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$ (9,215,485)
(9,215,485)
(12,949,655)
(14,550,014)
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13. Pension Plan (continued)
Actuarial Assumptions
The total pension liability in the June 30, 2013 actuarial valuation was determined using the
following actuarial assumptions, applied to all periods included in the measurement:
Inflation
Salary increases
Investment rate of return

3.00%
3.00 – 6.75% average, including inflation
8.79%, net of pension plan investment expense,
including inflation

Mortality rates were based on the 1994 GAM, sex-distinct, projected to 2015 using Scale BB.
The actuarial assumptions used in the June 30, 2013 valuation were based on the results of an
actuarial experience study for the period July 1, 2007 – June 30, 2012. As a result of the 2012
actuarial experience study, the expectation of life after disability was adjusted in the June 30,
2013 actuarial valuation to more closely reflect actual experience.
The long-term expected rate of return on pension plan investments was determined using a
building-block method in which best-estimate ranges of expected future real rates of return
(expected returns, net of pension plan investment expense and inflation) are developed for each
major asset class. These ranges are combined to produce the long-term expected rate of return by
weighting the expected future real rates of return by the target asset allocation percentage and by
adding expected inflation.
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13. Pension Plan (continued)
The target allocation and best estimates of arithmetic real rates of return for each major asset
class are summarized in the following table:

Asset Class
Equity
Fixed income
Commodities
Real estate
Total
Inflation
Expected arithmetic nominal return

Target
Allocation
63%
25
4
8
100%

Long-Term
Expected
Real Rate of
Return
4.43%
0.80
0.18
0.38
5.79%
3.00%
8.79%

Discount Rate
The discount rate used to measure the total pension liability was 8%. The projection of cash
flows used to determine the discount rate assumed that employee contributions will be made at
the current contribution rate, contributions from the District will be made at contractually
required rates (actuarially determined), and contributions from the participating employers will
be made at current statutorily required rates. Based on those assumptions, the pension plan’s
fiduciary net position was projected to be available to make all projected future benefit payments
of current active and inactive employees. Therefore, the long-term expected rate of return on
pension plan investments was applied to all periods of projected benefit payments to determine
the total pension liability.
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13. Pension Plan (continued)
Sensitivity of the District’s proportionate share of the net pension liability to changes in the
discount rate. The following presents the District’s proportionate share of the net pension
liability using the discount rate of 8%, as well as what the Districts proportionate share of the net
pension liability would be if it were calculated using a discount rate that is 1-percentage-point
lower (7%) or 1-percentage-point higher (9%) than the current rate:
1 Point Decrease Discount Rate 1 Point Increase
(7%)
(8%)
(9%)
District’s proportionate
share of the net
pension liability

$ 420,668,227 $ 332,820,645 $ 285,158,921

Pension plan fiduciary net position. Detailed information about the pension plan’s fiduciary net
position is available in the separately issued ASRS Comprehensive Annual Financial Report.
14. Commitments and Contingencies
Operating Leases
The District leases various equipment and facilities under operating leases expiring at various
dates through June 2020. Total rental expense in 2015 and 2014 for all operating leases was
approximately $3,105,000 and $2,843,000, respectively.

1509-1691864

41

Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Notes to Financial Statements (continued)

14. Commitments and Contingencies (continued)
The following is a schedule, by year, of future minimum lease payments under operating leases
as of June 30, 2015, that have initial or remaining noncancelable lease terms in excess of one
year:
Years ending June 30:
2016
2017
2018
2019
2020

$

537,685
473,262
473,262
478,509
275,000

Litigation
In the normal course of business, the District is, from time to time, subject to allegations that
may or do result in litigation. Some of these allegations are in areas not covered by the County’s
risk management program (see Note 1) or by commercial insurance; for example, allegations
regarding employment practices or performance of contracts. The District evaluates such
allegations by conducting investigations to determine the validity of each potential claim. Based
upon the advice of legal counsel, management records an estimate of the amount of ultimate
expected loss, if any, for each allegation. Events could occur that would cause the estimate of
ultimate loss to differ materially in the near term.
Maricopa Health Plan
MHP’s contract with AHCCCS requires the plan to be in compliance with certain financial and
nonfinancial covenants as defined. At June 30, 2015, management believes MHP was in
compliance with these covenants.
For 2015 and 2014, substantially all of MHP’s revenues were earned under its AHCCCS
contract. Continuation of the AHCCCS program is dependent upon governmental policies. This
contract is subject to periodic renewal. MHP has been awarded its AHCCCS contract renewal
through September 30, 2016. The loss of this contract would have an adverse effect on MHP’s
future operations.
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14. Commitments and Contingencies (continued)
The District has secured an irrevocable letter of credit in the amount of $25,000,000 with
Travelers Casualty and Surety Company of America to fulfill the performance bond requirement
of the AHCCCS contract at June 30, 2015.
Maricopa Care Advantage
During the year ended June 30, 2014, the District was awarded a contract with AHCCCS for a
Medicare Advantage Special Needs Program (SNP). The new SNP plan, Maricopa Care
Advantage or MCA, began enrolling members on January 1, 2014.
MCA’s contract with AHCCCS requires the plan to be in compliance with certain financial and
nonfinancial covenants as defined. At June 30, 2015, management believes MCA was in
compliance with these covenants.
For 2015, substantially all of MCA’s revenues were earned under its AHCCCS contract.
Continuation of the AHCCCS program is dependent upon governmental policies. This contract is
subject to periodic renewal. MCA has been awarded its AHCCCS contract renewal through
September 30, 2016. The loss of this contract could have an adverse effect on MCA’s future
operations.
The District has secured an irrevocable letter of credit in the amount of $2,500,000 with
Travelers Casualty and Surety Company of America to fulfill the performance bond requirement
of the AHCCCS contract at June 30, 2015.
15. Disproportionate Share Settlement
Section 1923 of the Social Security Act establishes federal requirements designed to aid entities
that provide medical services to a disproportionate share of medically indigent patients. These
requirements were met for the state fiscal years ended June 30, 2015 and 2014, through
disproportionate share settlements established in Laws 2015 First Regular Session Chapter 14
and Laws 2014 Second Regular Session Chapter 11. AHCCCS was directed to distribute such
settlements based on various qualifying criteria and allocation processes. The District recorded in
other operating revenue approximately $4,202,000 in disproportionate share settlements in fiscal
years 2015 and 2014.
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16. Related-Party Transactions
During the years ended June 30, 2015 and 2014, net patient service revenues included
approximately $4,171,000 and $4,685,000, respectively, of payments received from Maricopa
County Correctional Health for medical services rendered. In addition, transfers of
approximately $0 and $2,070,000 in subsidies were received from the County General Fund in
fiscal years 2015 and 2014, respectively, and approximately $2,325,000 and $2,456,000 in grant
funds were received from the Maricopa County Department of Public Health in fiscal years 2015
and 2014, respectively.
During the year ended June 30, 2015, net patient revenues also included approximately
$27,944,000 of payments received from Mercy Maricopa Integrated Care (MMIC) for medical
and behavioral services rendered.
17. Subsequent Events
Subsequent events were evaluated through January 27, 2016, the date the financial statements
were available to be issued.
Effective July 1, 2015, the District elected to levy a secondary property tax on all taxable
property in the defined surrounding area at the rate necessary to generate approximately
$67,273,000 of annual tax revenue. The tax revenue is to be used to support operations of the
District.
Effective July 1, 2015, the District also elected to levy property tax on all taxable property in the
defined surrounding area, the amounts of $34,711,000 and $2,630,000, respectively, for the first
year principal and interest debt service for the sale and issuance of general obligation bonds.
On August 6, 2015, the District closed its first offering of general obligation bonds in the amount
of $106,000,000 in order to start various improvement projects on its existing outpatient health
centers and behavioral health facilities.
On November 24, 2015, Meritus Health Partners (Meritus) announced plans to cease all
operations December 31, 2015. This announcement came nearly a month after the Arizona
Department of Insurance suspended Meritus’ right to sell new policies or renew current ones,
and placed it under formal supervision. Federal officials also pulled Meritus’ policies from the
health insurance marketplace website in November 2015.
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17. Subsequent Events (continued)
Meritus covered 59,000 of the 154,000 Arizonans who paid for individual policies purchased on
the federal marketplace as of June 30, 2015. Of that amount, 33,000 are enrolled in the Meritus
HMO Silver Plan, a narrow network option where MIHS is the primary contracted provider for
healthcare services. During the year ended June 30, 2015, MIHS received payments of
$6,379,000 for services rendered to Meritus patients. Meritus management has indicated that it
has sufficient cash reserves to satisfy its outstanding payment obligations.
MIHS management does not know what the financial impact of the loss of this contract will be in
fiscal year 2016 due to the inability to predict what exchange plans these members may enroll in
and whether MIHS will have contracts with those plans.
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d/b/a Maricopa Integrated Health System
Schedule of District’s Proportionate Share of the Net Pension Liability

2015
District’s proportion of the net pension liability
District’s proportionate share of the net pension liability
District’s covered-employee payroll
District’s proportionate share of the net pension liability as
a percentage of its covered-employee payroll
Plan fiduciary net position as a percentage of the total
pension liability

1509-1691864

2014

2.29%
2.25%
$ 332,820,645 $ 380,564,936
$ 232,285,866 $ 223,173,388
143.28%

170.52%

69.49%

63.58%
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Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
Schedule of Contributions

2015
Contractually required contribution
Contributions in relation to the contractually
required contribution
Contribution (excess) deficiency

$

District’s covered-employee payroll

$ 215,657,870

Contributions as a percentage of
covered-employee payroll
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$

22,849,862

2014
$

21,695,216

2013
$

22,325,937

2012
$ 20,633,465

2011
$

18,011,420

2010
$ 16,725,499

2009
$

17,077,783

2008
$

16,695,527

2007
$

13,846,083

2006
$

(21,695,216)
(22,325,937)
(20,633,465)
(18,011,420)
(16,725,499)
(17,077,783)
(16,695,527)
(13,846,083)
(22,849,862)
– $
– $
– $
– $
– $
– $
– $
– $
– $

10.60%

$ 232,285,866

9.34%

$ 223,173,388

10.00%

$ 208,978,043

9.87%

$ 196,046,371

9.19%

$ 201,350,989

8.31%

$ 201,577,752

8.47%

$ 194,842,815

8.57%

$ 165,654,356

8.36%

9,251,371
(9,251,371)
–

$ 145,476,202

6.36%
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Report of Independent Auditors 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 Management and the Board of Directors
Maricopa County Special Health Care District
d/b/a Maricopa Integrated Health System
We have audited, in accordance with auditing standards generally accepted in the United States
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 businesstype activities of Maricopa County Special Health Care District d/b/a Maricopa Integrated Health
System (the District) as of and for the year ended June 30, 2015, and the related notes to the
financial statements, which collectively comprise the District’s basic financial statements, and
have issued our report thereon dated January 27, 2016. Our report includes a reference to other
auditors who audited the financial statements of the Maricopa Health Plan (a contract of the
District) and Maricopa Care Advantage (a contract of the District) as described in our report on
Maricopa County Special Health Care District d/b/a Maricopa Integrated Health System’s
financial statements. The financial statements of the Maricopa Health Plan and Maricopa Care
Advantage were not audited in accordance with Government Auditing Standards.
Internal Control Over Financial Reporting
In planning and performing our audit of the financial statements, we considered the District’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 District’s
internal control. Accordingly, we do not express an opinion on the effectiveness of the District’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 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.
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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.
Compliance and Other Matters
As part of obtaining reasonable assurance about whether Maricopa County Special Health Care
District d/b/a Maricopa Integrated Health System’s financial statements are free of 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.
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 result of that testing, and not to provide an opinion on 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.
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