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DEPARTMENT OF HEALTH SERVICES' COMMUNITY HEALTH PLAN 
FINANCIAL AUDIT FOR THE YEARS ENDED JUNE 30, 2012 AND 2013 

Attached is the independent auditor's report on the financial statements of the 
Department of Health Services' Community Health Plan (CHP) for the years ended 
June 30, 2012 and 2013. The audit was performed by Simpson & Simpson, Certified 
Public Accountants (Simpson). 

California law requires the CHP and other managed care plans to submit annual 
financial statements that have been audited by an independent Certified Public 
Accountant to the State Department of Managed Health Care (DMHC). The statements 
must be accompanied by an opinion on the fairness of the financial statement 
presentation. Simpson's opinion indicates that the financial statements present fairly 
CHP's financial position and operating results, as of, and for, the years ended June 30, 
2012 and 2013. CHP's audited financial statements will be submitted to DMHC by 
December 31, 2013. 

In addition, Simpson's report noted that the transfer of CHP's health plan operations to 
L.A. Care was completed as of October 1, 2012. As a result, the CHP operated for only 
three months during the fiscal year ended June 30, 2013. 
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Report on Compliance and Internal Control over Financial Reporting 

In completing their audit, Simpson noted no matters involving internal control for the 
year ended June 30, 2013. Simpson also reviewed the matters they identified in prior 
audits, including the need to replace CHP's outdated Patient Management System, and 
CHP's ability to handle increased growth. Although CHP's health plan operations have 
been transferred to L.A. Care, Simpson indicated that the prior year recommendations 
may still be relevant to the other functions of the Managed Care Services. 

Simpson discussed their report with CHP management. The details of Simpson's 
findings regarding the prior matters are included in the management letter, which was 
sent to your Board separately. 

Please call me if you have any questions, or your staff may contact Robert Smythe at 
(213) 253-0101. 

WLW:AB:RS 
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U,S BANK TOWER 
633 WEST 5TH STREET, SUITE 3320 

LOS ANGELES, CA 90071 
{213) 736-S664 TELEPHONE 

(213) 7~FAX 

-~can 

We have audited the accompanying financia l !Cltement of the Lo Angelr County Drpartmrnt of 
Ht'alth Srn1rt' CommunHy Ht'altb Piau (CHP) fund. in IJ1e Connry of Lo. Angles. California a of 
and for the years ended J1me 30. 2013 and 2012. and the related notes to the financial statements 
which colleCLively compri e CHP' basic financial tatemems a 1i ted in the table of contem . 

Managrmrnt's Rrsponsibility for thr Finanrial Statrmrnts 

Management is responsible for the preparation and fair presentation of these fmancial statements in 
aecordance witll accounting prindpl generally accepted in tlte United States of America: this 
include the design. implementation. and nmill[euance of internal control relevant to the prepararion 
and fair presemntion of financial ratemenr tllat are free fl'om material mi tarernent. whetller due 
to fraud or error. 

Auditor's Rrsponsibility 

Our responsibility i ro expres an opinion on tllese financial ta!ement based ou otu- audit We 
conducted OlU' audit in accordance with genernlly accepted auditing tamL1rds in the nired tares of 
Americ<J <JJJd the staildards applicable ro fmancial audit contained iu Go,·emmeur A.udiriug 
Sraudards. i 1ed by rlte Comptroller General of rite UJJited I<Jte . Tho e raudards require lila I we 
plnn and perfonn we audit to obtain rea onable a sw-rutce abour whether the fiuaucial tatemenrs are 
free of material misstatement. 

Au audit involves performiug procedure to obtaiu audit evidence about tlte amounts and disclosures 
in the fin:mcial tateutem . Ille procedures elected depend on the auditor' judgmem. including the 
assessment of the risks of material misstatement of the fmancial statements. whether due to fraud or 
etror. h1 making those risk assessments. the auditor considers intemal control relevru1t to the entity's 
preparation aud fair pt·esentarion of rhe fimncial tatemenr ill order to de ign audit procedure rllat 
ore appropriate in the circumsrnnce . but not for tile pmvo e of expre ing an opinion on the 
effectiveness of the entity's intemal 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 om· audit opinions. 

(CPA) 
The CPA. Never Underestimate The Value:-
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In our opinion. tbe financial tarement refened to above pre eut fairly. in all material respects. tlte 
.ft uancial po ition of the CHP a of June 30. 2013 and 2012. and cbauge in it fina ncial po ition and 
it casil flow for rile years then ended in accordance witb accounting principles genera lly accepted ill 
rhe United tate of America. 

Empltasls of a Maltt>r 

As <lisct ed iu Note 2. tbe fimncial tatemem present only the CHP and do nor purpon ro. and do 
nor. present fai rly the .financial position of the Lo Ang.ele Coumy Deparllueut of Health ervice . a 
of June 30. 2013 and _oL. and the cllange in il tinaucial position. or. il en h flow for rhe years 
then ended in coufonn.ity witb accow1ti.ng principle generlllly accepted in the Uuired tate of 
Ameli ca. 

Otbta· Rtpoa1ing Rtqulnd by Gon·rumtnl Auditing Standnr<h 

In accordan e will1 Gor enm1 m Auditing Sm11dnrds. we bave al o issued a repon dated December 19. 
_013 on our con idernrion of CHP iuremal control over fmancial reponing and on our rest of ir 
compliance wirh cenain pro.vi ions of law . regulation . coutracrs and graut agreement and other 
matters. The ptupose of that report is to de cribe the cope of our tesliug of internal control over 
fi.umtciaJ reportiue and compliance and tbe re ult of that testing and not to provide an opinion on 
i.tltemal control over fwancial reponing or ou compUauce. Tha11·eport i an iutegrnl part of an audit 
perfonned in accordance \ ith Goremmem Audiriug Sf(mdnrds and hould be collSidered in assessing 
the results of our audi t. 

Lo Angeles. Calitomia 
December 19,2013 
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ASSETS 
Ctment assets: 

Cash and cash equiva lents 
Receivables (Note 3) 

LOSANGELES O~lY 
DEPARTi\IE:\1 OF H.EAL m SERVICES 

COMl\~lTY HEALTH PLAI"'f 
Balance Sheets 

For the Fiscal Years Ended June 30 

2013 

$ 26,952,973 
431,903 

Amount due from Los Angele County ote5 
Total currenr assets 27.384,876 

Noncuueut a ets: 
Lang-tenu inve nnent 303,504 

Total nonctm·ent assets 303,504 

TOTAL ASSETS 27,688,380 

LIABIT..ITIES A."m Fl"l\1> NET POSIDO .. 

Cll!Tent liabilities: 
Accmed capitation 
Claims payable ote 4 238.850 
AccoWlts payable 143.697 
Accmed a1tries aud relrued bt"nefi r 1,544.379 
Amotmt due to Lo Augele Otulty ore 5) 12.584.361 
Oilier liabiHry (Note 6) 

Total current liabilities 14.511.287 

Ftmd net position: 
Restricted 303,504 
Ume rricr.ed (Note ll 12,873,589 

Total fimd net position 13,177,093 

TOTAL LJABILITIE Al"m FUND NET POSITIO:\' $ 27.688,380 

$ 

$ 

The accompanying notes are an integral part of these financial statements. 
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2012 

31.653,075 
3.612,352 

14,941,225 
50,206,652 

303,504 
303,504 

50.510,156 

871,884 
1.712,663 

987,882 
1.620,549 

795,528 
5.988,506 

3.341,232 
41,180,418 
44,521,650 

50,510,156 



LOSANGELESCOU~IY 

DEPARD~TOFHEALTB ERVl E 
CO::vll\'IUJ\,TY HEALTH PLAN 

StatellH'ats o!Reveues, Expt>nses and Changes in Fund Net Position 

Fot· tile Fiscal Yeai'S Ended June 30 

2013 
REVEt\ 'liES 
Capitation premiur1 2,052,829 

OPERATING EXPENSES 

Cost of health care servi es: 
Capitation premiums 1.795.028 
Medical .en i ces 765.016 

Phnnnacy 
, ledical uppJi 20.653 

Toral co r of heahh care en <iu s 2,580,697 
General and admini~t , th·e: 

Salaries and employee benefits 143.498 

Profes ional and con.su lriug sen ices 146.897 
Rent 6.499 

Office expense 
OlllllliUucaliou.s 9,927 

Total g-eneral nnd adntin' trntl\·e expendinwres 306.821 

Tom I opernting expenses 2,887,518 

OI'ERA~G lNCO~IE (LOS ) (834.689) 

OTHER REVEl\"lJES 
!merest income 252.330 

Other revenues 1,346,856 
Total other revenues 1,599,186 

Increase in FtUJd Net Position 764.497 

Ft.: ;]) JliET POSITIO~, beglnulng of yea1· 44.521.650 
Trnus fer 10 L County l ole ) (32,109,054) 

FV!'I.l> l' 'ET POSlTIO~. t>ud of )'t>llr $ 13,177.093 

The accompanying notes are illfegral pari of these financial statements. 
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2012 

184.123.166 

121,605,687 

13.658.615 

13,172,382 
59.101 

148,495.785 

7.213.962 

2,680,986 

553.832 

1,493,708 
353.991 

12,296,479 

160.792,264 

23,330,90~ 

358,950 

720,984 
1.079,934 

24,410,836 

20,110,814 

44,521,650 



LOSk~GELESCO NTY 

DEPARTMEl\1 OF HEALTH SERVICE 

COl\'11'1 ;rry HEALTH PLAN 

Statements of Cash Flows 

Fo•· fht> Fiscal Yea1·s Ended June 30 

CASH FLO\ FROM OPERA TlNG ACTIVIJ'IE 

fucrease in Fwtd Net Postion $ 

Adj tLStmeni:s to reconcile change in net income to net en h 

pro,·ided I used by operating ncri,·irie-

Chan{le in opera ting a set and liabilil'ie : 

Decrease in receivables 

Decn~a (lucren e iu due from Lo Au gel ounry 

Decrea e in prepaid expen e 

(Decrease) in accrued capitation 

(Decrea e ·in cl<~ims pay<~ble 

(Decrease) in accounts payable 

(Decrease in acci'Ued salaries and re.lated benefits 

(Decrea e) in Mnoum due to Lo .4..ngeles County 

(Decrease) in other liability 

Net ca h pro\ided by operating acti\·itie 

CASH FLOW FROM FII'iAi'\ CING ACTIVITIES 
Transfer to Los Angeles CotUlty 

Net cash nsed by financing activities 

Net (decrease i:m:rea e in cash and ca h equh·alen 

Cash and cash eqoivalt>nfs, bt'gbuung of the y•ar 

Cash and cash •quival•nts. f'Dd of thf' year $ 

2013 

764,497 

3,180,449 

27,525,586 

(871,884) 
(1.473,813) 

(844,185) 

(76,170) 

(795,528) 
27,408.952 

(32,109,054) 

(32,109,054) 

(4,700,102) 

31,653,075 

26,952,973 

The accompanying notes are an imegral part of these financial statements. 
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2012 

24,410,836 

34,691,767 

(14,941,225) 
2,273,266 

(18. 199.465) 
(10,779.986) 

(2,387,576) 

(932,613) 
(9,165,400) 

(1,722,026) 

3,247.578 

3.247,578 

28,405,499 

31,653,075 



LOS~~GELESCOimTY 

DEPARTME~ OF HEALTH SERVICES 
CO~D- !l'i'ITY HEALTH PLA!.'I 

NOTES TO FINAJ.'ICJAL STATEMENTS 
Jl'NE 30, 2013 

~OTE 1 - ORGA.NIZA TIO~ Al iD NA TIRE OF BUSINESS 

Attachment 
Page 8 of 18 

The Corrunuuiry Health Plnu CHP) i tlle Medi- al health maintenance organization (HMO ovmed 
and operated by the Los Angeles Couury Department of Health Services (DHS). It is a federally 
qua lified HlviO and j - licer ed a a prepaid full etvice healtll care ervice plnn by the State of 
CnJifomin Depnrtmem of Mnuaged Henlth Care under the Knox-Keene Health Care Service PJnn Act 
of 1975. CHP provides health care services at low or no cost tlu·ough the State's Medi-Cal Managed 

are and Healthy F:unilie Program and tile Per ooal As i -ranee Servic Cow1cit - Service 
Employee Inremarional Union (PAS - ElU) Homecare Worker Heailll Care Plan (See Nore 12 . 

Medi-Cal Mana~ed Care 

CHP was one of five Plan Pnrmer contracting witlJ L.A. Care Health Plan. the Local Henltb Initiative 
for Medi-Cnl Managed Care in Lo Angele County. CHP had over 1300 primary care physicians. 
over 1.500 pharmacies. including rbe chain of Rite-Aid tore . and more th:u1 a thou and speciali t in 
tJ1e Medi-Cal provider network.. nder the Medi-Cnl program there i. no co · to the member for 
covered ervice and no co-payment . Effective January 1. 20 Ll. all Medi-Cal enrollees were 
tran: itioned to LA Care Health Plan (See Note 12). 

Healthy F<mlilie Proeram 

CHP contracted with the tate Ianaged Ri k ledical I.nsurance Board ( ~liB) to pat.tidpate as a 
Healthy Families Program provider. Tite Healthy F11milk Progrllm provides comprehensive health. 
dental and vision coverage to children in families with incomes at or below 250% of the Federal 
Poverry Level. ince tl1e progrAm beg11u in 1998. Collllllmliry Health Plan was designated the 
Couumwiry Provider PJm1 for Lo Augele Cotmry for the provi .ion of healtlt coverage. Effective 
September 30. 2012. the 1RMIB conlrllct ended noel the Healthy Faruilie Program wa tenninated 
(See Note 12). 

PASC-SEIU Homec:u·e "orker Health Care Plan 

Effective April 1. 2002. the PASC-SEIU Homecare Worker Health Care Plan was implemented to 
provide bealtlt erv.ice to eligible .In-Home upportive Service (IH ) Worke . The plan provided 
rnss Worker acce to n provider network compri eel of Lo Angele Comtry Depanmenr of Health 
Services facilities and contract providers. Etlective Febmaty l. 2012. all In-Home Suppmtive Services 
Health enrollees were transitioned to LA Care Health Plan (See Note 12). 

These notes are m1 integral part of the preceding financial state111e11fs. 
6 
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DEPARTMENT OF HEALffi SERVICES 

COl\IMUI'IriTY HEALTH PLA.~ 
NOTES TO FINA.!.~CLU STATEMENTS 
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. "OTE 2 - . !MARY OF IGNIFI ANT A 'COUNTING POLl IE 
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A a managed bealrb care organization. CHP derived rbe majoriry of it revenue from capitation 
premiums received for providing prepaid health services and prepared its financial statements in 
accordance with the AICPA Audit and Accounting Guide for "Health Care Organizations." The 
following is a mruu:uy of significant accotmting policie u ed in the preparation of the nccompauyiug 
consolidated financial statements. Such policies are in accordance with accounting principles generally 
accepred in the ni1ed State of America and have been consi. tently npplied. The preparation of 
financial statemem in coufonu.i ry with generally accepred accounring principle. requir managemenr 
ro ruake e rim.1tes and a un1ptions tlJat affecr tlte reported amoWlt of as el and liabilitie aud 
disclosure of contingent assets and liabilities at the dare of the fmancial statements and the reported 
amounts of revenues and expenses for each reporting period. The significant estimates made in the 
prepnration of CHP' finnucial srmemem relate ro the a e ment of tile carrying value of clain 
payable and contingent liabili rie . Whik management believe thar rhe carrying value of uch a et 
and liabiliri i adequate as of June 30. 2013 and 2012. acmal re ulr could differ from thee rin1.1 te 
upon which the caoying values were based. 

Basis of Presentation 

The accmmts of the DHS are organized on the basis of fimds and account groups. each of which is a 
eparate accounting entiry. Each thud i accounted for tbrougb a epamre et of acc01mr that 

compri e it as er . l.iabili tie . fund balance. revem1e and expenditure or e;o.:pense . as appropriate. 
CHP, an t>Dftrpaist activity of the Managed Care ervices Department of the DHS i reported in the 
DHS general fund of the Counry of Lo AnoeJe . General ftwd · ed to account for all financial 
re ource excepr rbose required ro b-e accounted for in another fund. Re ourc or expendi ture not 
restricted for a particular pwpo e are accoumed for in U1e general fimd. 

The financial statements of the CHP are intended to present the fmancial position. and the changes 
in fmaucial po itiou and ca h flow of only that portion of the busine -type activitie of the DHS 
th!lt i amilmrable ro the n·ausacrions of the C'HP. They do not pmport to. and clo nor. present fairly 
the financial position of the Los Angeles Department of Health Services. as of Jtme 30. 2013 and 
2012. the changes in its fmancial position or. where applicable. its cash flows for the years then ended. 
in coufonuity with GAAP. 

fu December _010. the GASB i ued Statement No. 62 . Codification of Accowuing and Fiunucial 
Reponi11g Guidance Cownined in Pre- Ol"ember JO, /989 FASB and AICPA Pronounceme11t (GASB 
62). (GASB No. 62). The requirements in this statement will improve fmancial repot1ing by 
contributing to the GASB 's effm1s to codify all sources of generally accepted accounting ptinciples 
for state and local governments so that they derive from a single somce. CHP adopted GASB 62. 
effective July 1. 2012. and there was no material impact of tllis pronouncement on CHP's financial 
statements . 

These 11otes are m1 integrnl part of tile preceding financial state111el/fs . 
7 
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:\OTE 2 - S •IMARY OF SIGNIFIC NT ACCO l TL"'\G POLl 'IES (CO~TINUED) 

Recem Accounting Standards (Comlnned) 

In June 2011. rile GASB issued Statement No. 63. Fillmld(l/ Reporting of Deferred Outflou· 
of Resources, Defel?'ed Inflows of Resources, a11d Net Position (GASB No. 63). The requirements of 
tlli st~ remem will improve financial reporting by tandardizing the pre entation of deferred 
outflows of re ources and deferred inflows of re olU'ce and their effect on a govenunem ' ner 
position. It alfeviate uncertainty about reponin<t rho e financia l taremem elemenr by providing 
guidance where none previou ly e ·i ted. The CHP adopted GASB 1' o. 63 effective July l. 20 12 
and the ptimRry chRnge to lhe frnanciRI ra tement wa cluwging reference firom ner a er to net 
position. 

Concentration of Source of Revenues 

CHP operated for only three month duriug the fi cal year ended June 30. _013 and di continued it 
opeJatiou. effective September 30. 2012. CHP h~cl received approximalely 56% of its premium 
revenues tmder se1vice ag:reemems wi1h LA Care Health Plan in the prior year. 

Cash and Cash Equivalents 

Cash and cash equivalent co• ·s, of CHP' equity Jx>Jtion of the Lo Angeles Counry cash and 
invesnnem pool. Fw1ds received by CHP are depo ited imo tlle CR h and inve tment pool for which 
tbe Comuy Trea my is tile depo itory. Funds depo ited in tlie pool Rre similar in nature to dellllllld 
depo it . (i.e .. funds .way be depo ited and \\lithdrawn at any time without prior notice or penalty). 
Ituere r earned on rhe pooled funds is accmed iu a pooled interest apporrionmenr fund and i atlocared 
ba ed ou the average daily cash bahmc of tbe fund. Tile average annual inte:re t rates earned on 
CHP' depo its during fi c<Jl yea ended June· 30. 20 l3 and 20 12 were approximately 1% and 1.3 1 %. 
re pectively. As of June 30. 2013 and 2012. tlb tantially All inve tmeuts in the Comny inve tmenr 
pool were U.S. goverumeut ecuririe . banker ·acceptance and uego1iable certificates of deposit. 

Long-term inve rment consi t of rest1icted iuve truent ou d po it wirh d1e California Deparunem of 
Managed He11 lrh ·are (D.l\llHC . Tbe e inve 1menr co1 ist of U. . Trea try ecuritie . ru1d due to 
their restticted nRtme. are classified as long-tenn without regard to contractual matmity. Market 
vRlues approximRte canying values RS ofJtme 30. 2013 and 2012. 

ClRims Reimbursement Receivable 

Claims reimbursement receivRble are claims for capitated setvices pRid by CHP that are reimblU'sable 
from the contracted medicRl groups and hospitRls. Management believes that uncollectible Rmomtts. if 
any. will not be material to the financial statements. 

These 11otes are m1 integral part of the preceding financial stateme/lfs. 
8 
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~OTE 2 - St .1MARY OF SIGNIFICAE 'T A COU m:NG POLICIES (CO:\'TIJ'Io'1JED) 

Accmed Capitation 

CHP paid capitation premiums to the contracted medical groups and hospitals in anears on a per 
member per month basis. Accmed capitation consists of capitation payments due the contracted 
medical group and ho pita( of$0 and $87L884 a of JWJe 30. 2013 and 2012. re pecrively. 

Claims Payable 

The liability for claims payable includes adjudicated claims. claims pending adjudication and a 
provision for incmred bm nor reported clain . The awoWJt payable for the cla.im pending 
adjudicaliou i reduced by an allowance for denied claims esriwated ba ed on paid/denied rario of 
claims clo ed dtuing rhe year. The pro.,; ion for incmred but not repotted claims i estimated using a 
lag mdy ba eel upon hi torical data including: the period between rbe date etvices are rendered and 
the date claims are received and paid and denied claim activity. The estimate for incurred but not 
reported claims is made on an accmaJ basis and adjusted in future periods a required. 

Any adjustmems to the prior period e timates are included in. the cwreut period. ucb estimate are 
ubjecr ro rlJe impact of changes in. the regulatory enviroll.Ulent and economic couditions. Given t.he 

inherent vrui abiliry of uch e Li.mat . rile acmal liability could differ significantly from t11e amotmt 
provided. While the ultimate amoum of claims and lo es paid are dependem ou future developmetlt . 
mru1agernent is of the opinion that the recorded re erve are adequate ro cover uch cost . The e 
Uabilitie are reduced bye rima red amoWJ recoverable from conn·acted health care provide1 . 

FWJd Net Position 

Ftmd net position is reported as restricted when constraints placed on its use are either: (I) extemally 
imposed by crediwrs. grantors. contributors or laws or regulations of other government . or (2 
impo ed by law through coJ ti nuional provi ions or enabling legi lation. CHP' r tricted fund net 
po ition consist of the amom1t required to ati fy t11e depo it and tangible ner equity requirement of 
the Depa1tment of Managed Health Care as of June 30. 2013 and 2012 (See Notes 9 and 11). 

Premium Revenues 

HP. preminm revenue were caplttmon paymen received for p lan enrollees on a per member per 
month basis. Premiums were recognized as revenue in the month in which the members were entitled 
to service. 

These notes are an integral part of the precedingftnancial statements. 
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~OTE 2 - SUMMARY OF SIGl\IDCA1"'T ACCO iNTL'iG POUClES (CO~TlN ED) 

Cost of Health Care Setvices 

CHP contracted with various medical groups to provide professional care to its members on a 
capitated. or fixed per member per month fee basis. Capitation contracts generally included a 
J>rovi ion for rop-lo and non-<:apitared etvice for which CHP wa liable. Additionally. CHP 
contracted with certain hospitals to provide hospital care to em·olled members on a capitation basis. 

The cost of health care setvices was recognized in the period in which seJVices were provided and 
included an estimate of the cost of ervice which were incmred but not yet reponed. Such costs 
included capitation paymeu£ to coutJACLed medical group aud ho pita! for ptimmy care, sp.ecia.lty 
and bo pita! ervice and. the co r of non-eapitflted medical ervice . plmruacy and medical 1pplie . 

Fair Value of Financiallnstrumems 

The e tintated f.1ir value amomus of ca 11 equivalem and Ioug-rem1 inve tm or :lpproximate their 
c:lnying amomu in the financial rarement and have been detenniued by CHP u ing available marker 
inforutatiou and appropriate valuation methodolog:ie . The canying amount of ca. h equivakm 
approximate fair value due 10 me sinlilarity in it uanrre 10 demand deposits. The fair alue of long­
term invesllllelll are e tiruared ba ed on quoted Lllllrk:et price and dealer quotes for similar 
inve tment . 

Income Tax 

As au ope.-ating divi iou of the Comlty. CHP wa exempl from tate and Fedeml income taxe . 

NOTE 3- RECEIVABLES 

Receivable are compri ed of interest receivable. capttauon premiums receivable. Quality 
Improvemeur Ftmding receivable and clain: reimbm· emem receiv:lble from bealtlJ cm·e etvice 
providers. As of J1u1e 30. 2013 and 2012. receivables consisted of the following: 

2013 

Capitation premimns receivable $ 1,548 $ 

Claims reimbursement receivable 1.027.540 

Allowance for doubtful (694.052) 

Interest receivable 96.867 

Quality Improvement Ftmding receivable 
Other receivable 

$ 431.903 $ 

These notes are 011 imegral part of the preceding financial statements. 
10 

2012 

1.613.363 

2.096.349 

(925.334) 

31.549 

694.145 

102.280 

3.612.352 
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Claims payable are comptised of claims payable. claims pending adjudication and a liability for claims 
inctUTed blll not yet received. reduced by managemeur e tiinme ofth amotmt thM will be denied aud 
the amount that will be recoverable from contracted providers. As of Jtme 30. 2013 and 2012. claims 
payable consisted of the following: 

Claims payable/pending adjudication 

Claims incurred but not received 
Less: Allowance for denied claims 

$ 

$ 

2013 

2.986.101 $ 

1.501 

(2.748.752) 

238.850 $ 

2012 

9.219.565 

1.066.637 

(8,573.539) 

1.712.663 

~OTE 5 - AMOt ;-r DUE FRO;\l AND Dl7E TO LOS ~GELE CO ;-fY 

The Aruowl! due from Lo Angele Cotulty Fw1ds represeut Our-of-Plan (OOP) claims that are the 
re ponsibilily of the Cowl!y hospitals and tlleir affiliated heatll centers and comprehensive health 
center : however. uch recoupment had not occurred at year-end In the previous year . CHP 
prepared mtemal voucher monthly to recoup tl1e OOP claims from the other Cow1ty hospitals. As 
noted in Note I and 12. CHP' healtll piau operarious were rransferred to LA are. therefore a of 
Jtme 30. _01 and _012. the amotmr due from Lo Angel Cotmty amounred to 0 and $_1.749.9_ . 
re pectively. 

Cash di bm ement for CHP are made from the DH general ftmd. CHP transfer fimds periodically 
to the general fund from it CoUllty ca h and iuve tmem pool to reimbu e tbe oeneral fund or ro fund 
its projected ca h di bur emems. l11e ;uuotmt due to Lo Angele Cotmty cousis of the amotmt 
owed to the DHS general fund for CHP admiui rrntive operation incl.udiug ervice and upp)je (i.e .. 
telephone. rent m1d iilfonnation y tem upport) and alruy and employee benefits. The total amounr 
due to Lo Angeles County fun for CHP operational co 1 amotmted t $0 and $6.808.700 for the 
fiscal yeru· ended June 30. 2013 and 2012. respectively. 

As of June 30. 2013. a due to Los Angeles County fimds totaling $12.584.361 existed for fimds 
withheld by CHP to reiinbur e the he<~hh plan for OOP expenditures paid by CHP. but identified a 
Com1ty hospitals and their affiliated health center and comprehensive health center costs. 

2013 2012 
Amount due from Los Angeles County funds $ $ 21.749.925 

Less: ammmt due to Los Angeles County funds (12.584,361) ( 6.808. 700) 

Net of Amount (due to) I from: $ ( 12.584.361) $ 14,941.225 

Tit e note (Ire ( Ill integml p(lrt of tlte precediug finmtci(l/ t(tfcmem . 
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Other liabili ty is comprised of claims coutingencie nud payment to Depanmelll of Health Service 
passed through CHP. As of J1me 30, 2013 and 2012. other liabilities consisted of the following: 

Claims Contingencies 
Others 

$ 

$ 

2013 

~on: 7 - TRA:'IISFER TO LOS A.i"'IGELE COl. ilY 

$ 

$ 

2012 

636,693 

158,835 

795.528 
= ==== 

Prior to 20 12-13. CHP transfe:tred fund in exces of 150% of the lora! ner po iriou ro the DHS gamal 
ftmd. CHP trausfe1Ted _2_ 1-1.651 to DH dwiug fl1e fiscal year 2012-13. A n·an fer of 9.95 .403 
wa also recorded in CHP books. Durin(> fiscal year 201--13. a due from the Couuty fuuds (Counry· 
ho pirals of $9.957.403 wa transferred fiiom the bo piral directly to rJ1e Los .Angele County 
GeneraJ Ftmd: a uch. these tra fe did nor p. through CHP' boo · during the year. Therefore. 
CHP recorded llie e rransfet a "transfers ro DHS'' to reduce tlte Due from the LA CoUJlty. 

~OTE 8 - RETIREl\JE\1 PLAJ.'J 

The Collllty' retirement plan cover employee and provide for moniLLI.y pension paymem to 
eligible employees upon retirement. Salaries and employee benefits expense includes a provision for 
the retirement plan cost. as well as vacation and sick pay. which is estimated based on a percentage of 
salaries expense. The acntal cost of the retirement plan. acntarial present value of accumulated 
retirement plan benefits. and net assets available for retirement plan benefits are not separately 
identifiable for CHP. 

:'\'OTE 9- REGULATORY REQLlR.EMEl\"'S 

CHP. as a California licensed health ervice plan. i regulated by the State of California Department of 
Managed Health Care (DMHC). Title 28 of the Code of Califontia Regulations requires that CHP 
maintain certain deposits assigned to the Director of the DMHC and comply with cenain millimal 
capital or tangible net equity requirements. Management believes that as of June 30, 2013 and 2012. 
CHP met its regulatoty requirements. 

These 11otes are m1 integral part of the precedi11gft11ancial stareme11t.~. 
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At June 30. 2013. a total of 6 claims were filed against CHP seeking reimbm·sement for clailllS that 
those providers deem to be underpaid. TI1e claims in total amounted to $2.5 million. Management of 
CHP has stated its intent to vigorously contest these lawsuits. 

The Comtty ha agreed to fuud CHP' losses. if any. and to cover CHP uudeJ it elf-insured medical 
llllllprllctice progrllHl when medical eJVice are provided at a Cotuuy facility. In addition. rhe Comlly 
ha agreed ro cover CHP twder it elf-insured worker · compensatiou prog.nuu. The e coverage 
were provided to CHP at no cost. 

~OTE 11 - RESTRICTED FUND NET POSillO~ 

As a result of CHP" transition the resnicred ftmd ner po irion bas been held tmtil all claitns and other 
liabiliries are paid when due. Tile remaining re rricted funds will be transferred to DHS. 

~ 10 TE 12 - CHP S DISCONTIN A TIOX OF ITS HEALTH PLAN OPERATION 
TRANSISTION AND SAFETY NET SUPPORT AGREEMEXT WITH L.A. CARE 
HEALTHPLAX 

On March 29. 2011 the Los Angele!. Com1ty Board of Supervisors (Board) approved the DHS Director's 
reconunendation that aU lines of the CHP business be trru1sferred from CHP to L.A. Care ru1d that L.A. 
Care assume aU health plan fimctions. This traflSition was to occur graduaUy over the subsequent year and 
would evennmUy result in CHP"s discontinuation as a nw1aged care health plan. 

On November 8. 20 I I the Board authorized the Director of Health Sen~ces to execute an agreemem with 
L.A. Care to strucnu·e a long term fmancial relationship between LA. Care and the County of Los Angeles 
and to provide for the Oiderly rrau fer of healtli plan operorio1 from CHP ro L.A. Care. effective on the 
date of Board's approval through December 31. 2021. 

Director of Health Sen·ices finalized negotiations with L.A. Care on the transition agreement (Conununity 
Health Plan Transition & Safety Net Suppott Agreement) with an effective date of Januaty 1. 2012. The 
primaty value of CHP to DHS oYer the years has been the revenue it brings in for patients who receive their 
care in the DHS system. Thus. in negotiating the long tenn agreement, the patties were to focus on the 
elements which \Vould pro\'ide the basis for ongoing fimding for DHS. The fmancial tenus for the 
fmancial suppott from LA Care Health Plan to DHS are confidential and not subject to disclosure. TI1ese 
provisions are protected as proprietaty and also subject to Section 1457 of the Health and Safety Code, 
among other confidential provisions and public record exemptions. The agreement included the following 
provisions: 

These notes are m1 integral part of the precedingfinmlcial statement.~ . 
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~OTE 12 - CHP'S DISCO~TINLTATIOI\' OF ITS HEALTH PLAN OPERATIONS 
TRANSISTION AND SAFETY NET SrPPORT AGREEMENT WITH L.A. CARE 
HEALTH PLAN (CONTINUED) 

1. Iun1al indemnification between the parties. 

2. The Com1ty retained financial and other legal re ponsibilities as appropriate prior to the transition date. 
L.A. Care assumed financial and other legal health plan responsibilities thereafter. 

3. Each pmty maintained certain recordkeeping responsibilities as appropriate. 

4. The parties established pa}1nent to the Cmmty of any of its CHP accounts receivables that exist 
following the transition date(s). 

Additionally. this transition included separate Hospital Service.s and Participating Provider agreements 
between DHS and L.A. Care (effective May 1. 2011 with the new l\lledi-Cal Seniors and Persons with 
Di. abil itie (SPD) product line). The Medi-Cal on-SPD line of busine w, an1ende.d imo rhe e 
agreement effective October I. 2011 . T11e In Home upporth·e Senices (IHSS) and Healtlay Familie 
Program (HFP) lines of business were included in separate amendments. both effective Febmary I. 2012. 
These contracts and amendments fmuly established DHS as a contracted instin1tional and professional 
er.•ice provider nuder L.A. Care Direct (L.A. Care ·s fully owned aud opernted HMO sub idiary . 

The CHP fedical Managed Care Program ~ 1 I P members transferred to LA Care Direct on January I. 
20 12. Tbe CHP lH: members transferred to LA Care Direct on Febnmry 1. 2012. CHP bad the 
preferred Comnnmity Pro ... i der Plan (CPP designarion .tor HFP enrollees for the coun·act year begiruaing 
October 1. 20 I I. Tin IS . Lhese CHP HFP enrolle could J1ot be uno itioned to LA. Care. per tl1e lanaged 
Risk ofedical Insurance Board (MRJ liB. which administei:S the HFP . aud CHP continued a an operating 
Knox-Keene licensed healtll piau for t11e HFP through September 30.20 12. Ou this date. CHP cea ed to be 
the designated CPP for the HFP. CHP HFP members recei,·ed an Open Enrolhnent notification in July 
2012 from the l'vJRMIB. During tl · Open Eurolhnent period. they were asked to elect a new HFP 
pat1icipating health pla11 a11d pro,·ider to become effective October 1. 2012. 

Tl1e Knox-Keene licen~e remains in force m1til DHS and D IHC completes ongoing discussions on its 
possible funu·e use. 

~OTE 13 - SUBSEQt:ENI EVEl\'T 

The CHP has evaluated events or transactions that occuned subsequent to June 30. 2013 through 
December 19. 2013. the date the accompanying financial statements were available to be issued. for 
potential recognition or disclosure in the financial statements and detennined that the subsequent 
matter requires disclosme or adjustment to the accompanying financial statements. 

These 11otes are m1 i11tegml part of rhe preceding financial statemellts·. 
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U S BANK TOM'R 
633 WEST 5TH STREET, SUITE 3320 

LOS ANGELES, CA 90071 
(213) 7~ TELEPHONE 

(213) 7Jii-$92 FAJ< 

-~~can 

lndt'ptndt'nt Auditor's RtpOit on Inttrnal Control Ol't'l' Financial Rtpot1tng 
and on Compllanct' and Otht'r Matttrs Bast'd on an Audit of Flnandal Statt'mt'nts 

Pt'tformt'd in Accordanct with Go1'ernmeut A11diti11g Sta11dards 

To the Board of Supervisors of 
the County of Los Angeles 

We have audited. in accordance with auditing standards generally accepted in the United States of 
America and the tandards applicable to financial andi contained in Go,·emmelll Auditing Standard , 
issued by the Comptroller General of the United States. the fmancial statements of the Los Angt'lts 
County Dt-partmt'nt of Htalth St'nict's Community Htalth Plan (CHP) as of and for the years 
ended Jtrne 30. 2013 and 2012. and tile related note to the financial tatement . and have i sued our 
report thereon. dmed December 19. 20 13. 

Intt'rnal Control Onr Flnandal Rtpotting 

In planning and performing our audit ofrlle finaJJcial smremeut . we cortsidered CHP's imemal control 
over fmancial reponing (intemaJ courrol) to dereon.iue the audit procedure r.bat are appropriate in the 
circumstm1 es for the purpo e of expre ing our opinion on the financial tate111en . but not for the 
pmpo e of expre ing our opinion on the effectivene of CHP' imemal conrrol over financial 
reponing. Accordingly. we do nor expre an opinion ou tile effectivene of CHP' intemal controL 

A deficiency in intemal control exists when the design or operation of a control does not allow 
managemenr or employee . in the nom1aJ co e of petfonuing their a igned ftutction . to prevent. or 
detect a11d correct mis tatemems on a rimely ba i . A material weak11ess is a deficiency. or 
co111bination of deficiencies, in intemal control. such that there is a reasonable possibility that a 
material mio tatement of the entity' financial tatemeu will nor b prevented. or detected and 
corrected on a tin1ely basis. A significant deficiency is a deficiency. or a combination of deficiencies. 
in iutemal comrol that is less severe tllan a material weakness. yet irnpomtiou enough to meri t 
attention by those charged with govemance. 

Our consideration of intemal control was for the limited purpose described in the fust paragraph of 
tllis section and was not designed to identify all deficiencies in intemal control that tnight be matetial 
weakne se or i ~nifi ant deflciencie . Given these linli tations. dming our audit we did not identify 
any deficiencies in intemal control that we consider to be material weaknesses. However. material 
weaknesses may exist that have not been identified. 

(CPA) 
The CPA. Never Underestlmale The Va lue:-
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As part of obtaining rea ouable a 1rance abou1 \\berber CHP' financial tatemeut are free from 
material uti raremenr. ' e perfonned te t of it compliance with cettal.J1 provi ions of law . 
reguhtrious. couu·ac and gram agreemem , noncompliance witlt which could have a direcr and 
material effect on the deterul.ination of fulancial taterneut amom1t . However. providing an opinion 
on compliance wi!IJ 1ho e provision wa uol au objeclive of otu· audit. and accordingly. we do nor 
expre s such au opin ion. TI1e results of our re ts disclo eel no instance of noncompliance or other 
matter that are required to be reponed under Go,·emment A.udi!i11g Standards. 

Porpost of tlds Rtpoi1 

The purpo e of llli report i olely to de cribe lhe op of our re ling of imema1 control and 
compliance and 1he re tilt of thai re ling, and not to provide au opinion on the effecrivene of the 
CHP' iutemal control or on compliance. lltis repon is au integral pan of an audit perfonned in 
accordance \vith Go,·et71mem Auditing Sraudflrd$ in considering lhe CHP' intemal comrol and 
compliance. Accordingly. rhj COillllliUl.icalion i not stl.ilable for any other purpose. 

Los Angeles. Califomia 
December 19, 2013 
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