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INDEPENDENT AUDITOR'S REPORT

Board of Directors

Pennsylvania Health Insurance Exchange Authority
Harrisburg, Pennsylvania

Report on the Audit of the Financial Statements
Opinion

We have audited the accompanying financial statements of the PENNSYLVANIA HEALTH INSURANCE
EXCHANGE AUTHORITY (the “Authority”), a component unit of the Commonwealth of Pennsylvania, as of
and for the year ended December 31, 2021, and the related notes to the financial statements, which
collectively comprise the Authority’s basic financial statements as listed in the table of contents.

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial
position of the Authority, as of December 31, 2021, and the respective changes in financial position and,
where applicable, cash flows thereof for the year ended in accordance with accounting principles generally
accepted in the United States of America.

Basis for Opinion

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America (GAAS) and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Our responsibilities under those
standards are further described in the Auditor's Responsibilities for the Audit of the Financial Statements
section of our report. We are required to be independent of the Authority and to meet our other ethical
responsibilities, in accordance with the relevant ethical requirements relating to our audit. We believe that
the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Responsibilities of Management for the Financial Statements

The Authority’s management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United States of America,
and for the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is required to evaluate where there are conditions or
events, considered in the aggregate, that raise substantial doubt about the Authority’s ability to continue as
a going concern for one year after the date that the financial statements are issued.

Auditor’s Responsibility for the Audit of Financial Statements

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

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

o Identify and assess the risks of material misstatements of the financial statements, whether due to
fraud or error, and design and perform audit procedures responsive to those risks. Such
procedures include examining, on a test basis, evidence regarding the amounts and disclosures in
the financial statements.

e Obtaining an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
option on the effectiveness of the Authority’s internal control. Accordingly, no such opinion is
expressed.

o Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by managements, as well as evaluate the overall presentation of the
financial statements.

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

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

Adoption of New Governmental Accounting Standards Board Pronouncements

As described in Note 1 to the financial statements, in 2021 the Authority adopted the provisions of GASB
Statement No. 89 “Accounting for Interest Costs Incurred before the End of a Construction Period”, GASB
Statement No. 97 “Certain Component Unite Criteria, and Accounting and Financial Reporting for Internal
Revenue Code Section 457 Deferred Compensation Plans — an amendment of GASB Statements No. 14
and No. 84, and a supersession of GASB Statement No. 32’, GASB Statement No. 98 “The Annual
Comprehensive Financial Report” and part of GASB Statement No. 99 “Omnibus 2022”. Our opinion is not
modified with respect to these matters.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the schedule of
Authority’s proportionate share of the net pension liability, schedule of the Authority’s contributions —
pension plan, schedule of Authority’s proportionate share of the net OPEB liability, and schedule of
Authority’s contributions — OPEB plan on pages 25-28 be presented to supplement the basic financial
statements. Such information is the responsibility of management and, although not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board, who considers it to be
an essential part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States
of America, 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 inquiries, the basic
financial statements, and other knowledge we obtained during our audit 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.
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Omission of Management’s Discussion and Analysis

Management has omitted the management’s discussion and analysis that accounting principles generally
accepted in the United States of America require to be presented to supplement the basic financial
statements. Such missing information, although not a part of the basic financial statements, is required by
the Governmental Accounting Standards Board, who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or historical
context. Our opinion on the basic financial statements is not affected by this missing information.

Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively
comprise the Authority’s basic financial statements. The accompanying Schedule of Expenditures of
Federal Awards, as required by the audit requirements of Title 2 U.S. Code of Federal Regulations (CFR)
Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal
Awards (Uniform Guidance), is presented for the purpose of additional analysis and is not a required part
of the financial statements.

The information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the financial statements. Such information has
been subjected to the auditing procedures applied in the audit of the basic financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in
the United States of America. In our opinion, the Schedule of Expenditures of Federal Awards is fairly
stated, in all material respects in relation to the financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated May 25, 2022
on our consideration of the Authority’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.
The purpose of that report is solely to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide and opinion on the effectiveness
of 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 Authority’s internal control
over financial reporting and compliance.

Babkioile Arabod L1

ZELENKOFSKE AXELROD LLC

Harrisburg, Pennsylvania
May 25, 2022
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PENNSYLVANIA HEALTH INSURANCE EXCHANGE AUTHORITY
(Component Unit of the Commonwealth of Pennsylvania)

STATEMENT OF NET POSITION
DECMEBER 31, 2021

ASSETS
Investments
Accounts Receivable
Due From Other Governments

Total Assets

DEFERRED OUTFLOWS OF RESOURCES
Deferred Outflows of Resources from Pensions
Deferred Outflows of Resources from Other Postemployment Benefits

Total Deferred Outflows of Resources

LIABILITIES

Current Liabilities:
Accounts Payable
Accrued Liabilities
Compensated Absences

Noncurrent Liabilities:
Compensated Absences
Net Other Postemployment Benefits Liability
Net Pension Liability

Total Liabilities

DEFERRED INFLOWS OF RESOURCES
Deferred Inflows of Resources from Pensions
Deferred Inflows of Resources from Other Postemployment Benefits

Total Deferred Inflows of Resources

NET POSITION
Restricted

Total Net Position

$ 40,183,370

4,545,307
6,441,652

51,170,329

1,376,763
5,175,706

6,552,469

10,139,140
214,848
68,856

186,166
3,426,000
3,648,337

17,683,347

556,927
2,176,000

2,732,927

37,306,524

$ 37,306,524

The accompanying notes are an integral part of the financial statements.
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PENNSYLVANIA HEALTH INSURANCE EXCHANGE AUTHORITY

(Component Unit of the Commonwealth of Pennsylvania)

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION

YEAR ENDED DECEMBER 31, 2021

Operating Revenues:
Charges for Services

Total Operating Revenues

Operating Expenses
Personnel
Operations

Total Operating Expenses
Operating Income

Nonoperating Revenues / Expenses
Intergovernmental Revenue
Interest Income
Transfers to Primary Government

Total Nonoperating Revenue / Expenses
Change in Net Position

Net Position, Beginning of the Year
Net Position, End of Year

$ 71,567,963

71,567,963

5,273,320
50,035,629

55,308,949

16,259,014

19,681,236
18,449
(441,931)

19,257,754

35,516,768

1,789,756

$ 37,306,524

The accompanying notes are an integral part of the financial statements.
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PENNSYLVANIA HEALTH INSURANCE EXCHANGE AUTHORITY
(Component Unit of the Commonwealth of Pennsylvania)
STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2021

Cash Flows from Operating Activities:

Cash receipts from charges for services $ 68,504,904
Cash paid for personnel services (1,710,195)
Cash paid for operating expenses (42,233,897)

Net cash provided by operating activities 24,560,812

Cash Flows from Noncapital Financing Activities:

Payments for intergovernmental subsidies (441,931)
Receipts from intergovernmental revenues 16,077,954
Payment on intergovernmental borrowing (32,232)

Net cash provided by noncapital financing activities 15,603,791

Cash Flows from Investing Activities:

Purchase of investment pools (40,183,052)
Interest on investments 18,449
Net cash used in investing activities (40,164,603)

Change in cash -

Cash, Beginning of Year -
Cash, End of Year $ -

Reconciliation of Operating Income to Cash Flows Provided by Operating Activities:
Operating Income $ 16,259,014
Adjustments to reconcile operating income to net cash provided by
operating activities:
Effects of changes in assets, deferred outflows, liabilities, and deferred inflows:

Accounts receivable (3,063,059)
Accounts payable 7,801,732
Accrued liabilities 28,990
Compensated absences 107,793
Other postemployment benefits 350,294
Pension 3,076,048

Net cash provided by operating activities $ 24,560,812

The accompanying notes are an integral part of the financial statements.
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Page 8
PENNSYLVANIA HEALTH INSURANCE EXCHANGE AUTHORITY
(Component Unit of the Commonwealth of Pennsylvania)
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2021

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. QOrganization

The Pennsylvania Health Insurance Exchange Authority (the “Authority”) was
established by Act 42 of 2019 (effective July 2, 2019), as an independent agency of
the Commonwealth of Pennsylvania (the “Commonwealth”). The purpose of the
Authority is to create, manage, and maintain in the Commonwealth the Pennsylvania
Health Insurance Exchange to benefit the Pennsylvania health insurance market and
persons enrolling in health insurance policies and to facilitate or assist in facilitation the
purchase of on-exchange qualified plans by qualified enrollees in the individual market
or the individual and small group markets.

The Authority’s operations are administered by a board consisting of eleven members
including the following: the Commissioner, or a designee; the Secretary of Human
Services, or a designee; the Secretary of Health, or a designee; four members
appointed by the Governor; and four members appointed respectively by the President
pro tempore of the Senate, the Minority Leader of the Senate, the Speaker of the
House of Representatives, and the Minority Leader of the House of Representatives.

The Authority is a component unit of the Commonwealth reporting entity due to the
Commonwealth’s ability to impose its will of the Authority. The Authority is presented
as an enterprise fund on the accrual basis of accounting.

Measurement Focus and Basis of Accounting

The Authority follows Generally Accepted Accounting Principles (GAAP). GAAP
allows specialized accounting for government entities, which is governed by
pronouncements set by the Government Accounting Standards Board (GASB).

The Authority is considered a special-purpose government since it is engaged solely
in business-type activities under GASB Statement No. 34. The Authority’s financial
statements are prepared using the accrual basis of accounting. Under the accrual
basis of accounting revenues are recorded when earned and expenses are recorded
when they have been incurred.

All activities of the Authority are accounted for within a single proprietary (enterprise)
fund. A proprietary fund is used to account for operations that are (a) financed and
operated in a manner similar to private business enterprises where the intent of the
governing body is that the costs (expenses, including depreciation) of providing goods
or services to the general public on a continuing basis be financed or recovered
primarily through user charges; or (b) where the governing body has decided that
periodic determination or revenues earned, expenses incurred, and/or net income is
appropriate for capital maintenance, public policy, management control, accountability,
or other purpose.
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PENNSYLVANIA HEALTH INSURANCE EXCHANGE AUTHORITY
(Component Unit of the Commonwealth of Pennsylvania)
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2021

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

B.

Measurement Focus and Basis of Accounting (Continued)

The Authority follows the Government Accounting Standards Board (GASB) Statement
No. 34, Basic Financial Statements and Management’s Discussion and Analysis.
Within the Statements of Revenues, Expenses and Changes in Net Position,
Statement No. 34 requires operating income and expenses to be separated from non-
operating income in order to show net operating income. Operating income and
expenses are defined as those activities directly related to the Authority’s primary
business of providing employment through economic development lending. Non-
operating revenues and expenses consist of those revenues and expenses that are
related to financing and investing types of activities and result from non-exchange
transactions, such as investment income/loss.

When an expense is incurred for purposes for which both restricted and unrestricted
net positions are available, the Authority’s policy is to apply restricted net position first,
then unrestricted net position as they are needed.

Net Position

Restricted Net Position — This category presents external restrictions imposed by
creditors, grantors, contributions or laws and regulations of other governments and
restrictions imposed by law through constitutional provisions or enabling legislation.
Investments

The Authority values its investments at fair value. The fair value of the Authority’s
investments are based upon values provided by external investment managers and
guoted market prices.

Use of Estimates

The preparation of financial statements requires management to make estimates and
assumptions that affect certain reported amounts and disclosures. Accordingly, actual
results could differ from those estimates.

Statement of Cash Flows

The Authority considers all highly liquid investments with a maturity of three months or
less at the time of purchase to be cash equivalents. Cash equivalents are stated at
cost, which approximates fair value.

Receivables and Due From Other Governments

Receivables are stated at the amount management expects to collect from outstanding
balances. Due From Other Governments are recognized when the expenditures
related to federal grants are incurred and the Authority has a legal claim to the
resources.
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PENNSYLVANIA HEALTH INSURANCE EXCHANGE AUTHORITY
(Component Unit of the Commonwealth of Pennsylvania)
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2021

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

H. SERS Pension and OPEB

For purposes of measuring net pension and OPEB liabilities, deferred outflows of
resources and deferred inflows of resources related to pension and OPEB, and
pension/OPEB expense, information about fiduciary net position of the Pennsylvania
State Employee’s Retirement System (SERS) and additions to/deductions from
SERS'’s fiduciary net position have been determined on the same basis as they are
reported by SERS. For this purpose, benefit payments (including refunds of employee
contributions) are recognized when due and payable in accordance with benefit terms.
Investments are reported at fair value.

Deferred Outflows / Inflows of Resources

The Statement of Net Position report separate sections for deferred outflows and
deferred inflows of resources. These separate financial statement elements represent
consumption or acquisition of net position that applies to a future period(s) and so will
not be recognized as an outflow or inflow of resources (expense/revenue) until then.
The Authority has two items that qualify for reporting in these categories: deferred
inflows and outflows related to OPEB and deferred inflows and outflows related to
pension.

Deferred outflows and inflows of resources related to pension are described further in
Note 5 and deferred outflows and inflows related to other postemployment benefits are
described further in Note 6. The components of deferred outflows or resources and
deferred inflows of resources, other than the difference between projected and actual
earnings on investments, are amortized into pension expense over a closed period,
which reflects the weighted average remaining service life of all SERS members
beginning the year in which the deferred amount occurs (current year). The annual
difference between the projected and actual earnings on SERS investments is
amortized over a five-year closed period beginning the year in which the difference
occurs (current year).

Adoption of Governmental Accounting Standards Board Statements

The Authority adopted the provisions of GASB Statement No. 89, “Accounting for
Interest Cost Incurred before the End of a Construction Period”. The adoption of this
statement had no effect on previously reported amounts.

The Authority adopted the provisions of GASB Statement No. 97, “Certain Component
Unit Criteria, and Accounting and Financial Reporting for Internal Revenue Code
Section 457 Deferred Compensation Plans — an amendment of GASB Statements No.
14 and No. 84, and a supersession of GASB Statement No. 32". The adoption of this
statement had no effect on previously reported amounts.

The Authority adopted the provisions of GASB Statement No. 98, “The Annual
Comprehensive Financial Report”. The adoption of this statement had no effect on
previously reported amounts.
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PENNSYLVANIA HEALTH INSURANCE EXCHANGE AUTHORITY
(Component Unit of the Commonwealth of Pennsylvania)
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2021

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

K. Pending Changes in Accounting Principles

In June 2017, the GASB issued Statement No. 87, “Leases”. The Authority is required
to adopt Statement No. 87 for its calendar year 2022 financial statements.

In May 2019, the GASB issued Statement No. 91, “Conduit Debt Obligations”. The
Authority is required to adopt Statement No. 91 for its calendar year 2022 financial
statements.

In January 2020, the GASB issued Statement 92, “Omnibus 2020.” The Authority is
required to adopt the provisions of Statement No. 92 for its calendar year 2022 financial
statements.

In March 2020, the GASB issued Statement No. 93, “Replacement of Interbank Offered
Rates”. The Authority is required to adopt the provisions of Statement No. 93 for its
calendar year 2022 financial statements, except for the requirements of paragraphs
11b, 13, and 14 which are effective for the Authority’s calendar year 2023 financial
statements.

In March 2020, the GASB issued Statement No. 94, “Public-Private and Public-Public
Partnerships and Availability Payment Arrangements”. The Authority is required to
adopt the provisions of Statement No. 94 for its calendar year 2023 financial
statements.

In May 2020, the GASB issued Statement No. 96, “Subscription-Based Information
Technology Arrangements”. The Authority is required to adopt the provisions of
Statement No. 96 for its calendar year 2023 financial statements.

In May 2021, the GASB issued Statement No. 99, “Omnibus 2022”. The provisions of
Statement No. 99 are effective as follows:
e The Authority is required to adopt the requirements related to leases, PPPs,
and SBITAs for its calendar year 2023 financial statements.
e The Authority is required to adopt the requirements related to financial
guarantees and the classification and reporting of derivative instruments within
the scope of Statement No. 53 for is calendar year 2024 financial statements.

The Authority has not yet completed the various analysis required to estimate the
financial statement impact of these new pronouncements.

DEPOSIT AND INVESTMENT RISK

The Commonwealth’s fiscal code, as amended, authorizes the Authority to invest in
obligations of the U.S. government and government-sponsored agencies and
instrumentalities; certificates of deposits, fully insured or collateralized; certain commercial
paper and repurchase agreements; highly rated bank promissory notes or investments
funds or trusts; and “prudent man” investments as determined by the Authority’s depository
(i.e. Commonwealth Treasury Department).



NOTE 2:

Page 12
PENNSYLVANIA HEALTH INSURANCE EXCHANGE AUTHORITY
(Component Unit of the Commonwealth of Pennsylvania)
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2021

DEPOSIT AND INVESTMENT RISK (CONTINUED)

The deposit and investment policies of the Treasury Department are governed by Sections:
301, 301.1 and 505 of the Pennsylvania Fiscal Code (Act of 1929 P.L. 343), and Section
321.1 of the Pennsylvania Administrative Code (Act of 1929 P.L. 177. No. 175).

Treasury deposits must be held in insured depositories approved by the Board of Finance
and Revenue and must be fully collateralized. The Fiscal Code grants the Treasury
Department the authority to invest in any deposits and investments subject. This authority
is subject, however, to the exercise of that degree of judgment and care under the
circumstances then prevailing which persons of prudence, discretion and intelligence who
are familiar with such matters exercise in the management of their own affairs not in regard
to speculation but in regard to the permanent disposition of the funds considering the
probable income to be derived therefrom as well as the probable safety of their capital.

Treasury Department deposits and investments may include equity securities and mutual
funds.

As of December 31, 2021, the Treasury Department manages the Commonwealth
Investment Program (CIP). Treasury is required to exercise careful judgment in
determining those investments that are appropriate for each Commonwealth fund based
upon distinct investment criteria such as income needs, cash flow requirements,
investment time horizons, and risk tolerance. All investments are made in accordance with
the statutory authority described in the preceding paragraph. The CIP investment pool
structure invests in both equity securities and fixed income securities to achieve the
investment objectives of the funds of the Commonwealth Investment Program. Asset
allocation targets among cash, equity securities, fixed income securities and alternative
are established in order to meet these overall objectives.

Treasury has created two separate Pools within the Commonwealth Investment Program,
each with its own distinct investment strategies, goals, and holdings that reflect the differing
needs of Commonwealth funds for income, cash flows, and investment risk tolerance. A
highly liquid vehicle, Pool 999 (Liquid Asset Pool), consists of short-term fixed income and
cash and provides a high degree of liquidity and security but only modest returns. A less
liquid vehicle, Pool 998 (Common Investment Pool), allows for investment in assets that
offer potentially higher returns with commensurate risk.

As of December 31, 2021, the balance of the Authority’s investments held in the
Commonwealth Investment Pool was $40,183,370.

Interest Rate Risk

The Authority’s investment policy does not limit investment maturities as a means of
managing its exposure to fair value losses arising from changing interest rates. The
Authority has elected to use the segmented time distribution method of disclosure for its
interest rate risk.

Credit Risk

The investment policies of the Authority are governed by statutes and contractual
provisions contained in the bond trust indentures. Investments in U.S. government
securities are not considered to have credit risk and, therefore, their credit quality is not
disclosed.
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PENNSYLVANIA HEALTH INSURANCE EXCHANGE AUTHORITY
(Component Unit of the Commonwealth of Pennsylvania)
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2021

DEPOSIT AND INVESTMENT RISK (CONTINUED)

Custodial Credit Risk

The custodial credit risk for an investment is the risk that, in the event of the failure of the
counterparty to a transaction, the Authority will not be able to recover the value of
investment or collateral securities that are in possession of an outside party.

As of December 31, 2021, none of the Authority’s investments were exposed to custodial
credit risk.

Fair Value

The Authority categorizes its fair value measurements within the fair value hierarchy
established by generally accepted accounting principles. The hierarchy is based on the
valuation inputs used to measure the fair value of the assets. Level 1 inputs are quoted
prices in active markers for identical assets; Level 2 inputs are significant other observable
inputs; Level 3 inputs are significant unobservable inputs.

The Authority’s investments in the Commonwealth Investment Pool are measured at the
Net Asset Value (NAV). The Authority has no unfunded commitments related to its
Commonwealth Investment Pool investments. Additionally, these investments do not have
a limit on the redemption frequency or require a redemption notice period.

RELATED PARTY

The Authority entered into an agreement with the Commonwealth, through the
Commonwealth Office of Administration to provide administrative and operational support
services to the Authority. For the year ended December 31, 2021, the services provided
by the Commonwealth to the Authority are recorded as operating expenses of $178,590.

Act 42 of 2019 authorized the establishment of the Pennsylvania Reinsurance Program as
a special fund within the State Treasury to be administered by the Pennsylvania Insurance
Department (PID). The reinsurance program will stabilize the rates and premiums for
health insurance policies in the individual market. The Act provides that PID shall
coordinate with the Authority to fund and operate the reinsurance program. Under a
Memorandum of Understanding in July 2021, the Authority transferred $166,931 to the
Reinsurance Fund for amounts expended by PID for the operation of the reinsurance
program through June 30, 2021. Furthermore, by July 10" of each subsequent year the
Authority shall transfer an amount equal to the costs budgeted by PID as administrative
costs and any additional amount necessary to fund the reinsurance payments to insurers
pursuant to the Act. Additional transfers under Section 9506 of Act 42 of 2019 amounted
to $275,000. As of December 31, 2021, there is no outstanding balance on the agreement.

COMPENSATED ABSENCES

Most employees earn annual leave, depending on length of credited service, from between
4.25% to 11.55% of regular hours paid. Generally, a maximum of 45 days may be carried
forward at the end of each calendar year. Employees are paid for accumulated annual
leave upon termination or retirement.



NOTE 4:

NOTE 5:

Page 14
PENNSYLVANIA HEALTH INSURANCE EXCHANGE AUTHORITY
(Component Unit of the Commonwealth of Pennsylvania)
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2021

COMPENSATED ABSENCES (CONTINUED)

Most employees earn sick leave based on 5.00% of regular hours paid. Generally, a
maximum of 300 days may be carried forward at the end of each calendar year.

Most retiring employees that meet service, age or disability requirements are paid in
accordance with the following schedule:

Days Available Percentage Maximum
at Retirement Payment Days Paid
0-100 30% 30
101-200 40% 80
201-300 50% 150
Over 300 (in last year 100% of days 13
of employment) over 300

The compensated absence liability at December 31, 2021 is $255,022.

Beginning Balance $ 147,229
Additions 229,431
Deletions (121,638)
Ending Balance $ 255,022

RETIREMENT BENEFITS
General Information About the Pension Plan

Plan Description

All employees of the Authority participate in the Pennsylvania State Employees’ Retirement
System (SERS), a cost-sharing multiple-employer defined benefit pension plan established
by the Commonwealth to provide pension benefits for employees of state government and
certain independent agencies. Membership in SERS is mandatory for Authority (and other
state) employees. Article 1l of the Commonwealth’s constitution assigns authority to
establish and amend the benefit provisions of the plan to the General Assembly. SERS
issues a publically available financial report that can be obtained at www.sers.pa.gov.

Benefits Provided

SERS provides retirement, death and disability benefits. Member retirement benefits are
determined by taking the years of credited service multiplied by the final average salary
multiplied by the annual accrual rate. According to the State Employees’ Retirement Code,
all obligations of SERS will be assumed by the Commonwealth should SERS terminate.
Act 2017-5 established two new side-by-side defined benefit/defined contribution benefit
options and a new defined contribution only options for all members who enter the plan on
or after January 1, 2019. The defined benefit portions of both hybrid options are included
in the defined benefit plan.

Contributions

SERS retirement code (71 pa. C.S) requires that all SERS participating employers make
contributions to the plan on behalf of all active members and annuitants necessary to fund
the liabilities and provide the annuity reserves required to pay benefits. SERS funding
policy, as set by the State Employees’ Retirement Board, provides for periodic active
member contributions at statutory rates.
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RETIREMENT BENEFITS (CONTINUED)
General Information About the Pension Plan (Continued)

Contributions (Continued)

The SERS funding policy also provides for periodic employer contributions at actuarially
determined rates based on the SERS funding valuation, expressed as a percentage of
annual retirement covered payroll, such that they, along with employee contributions and
an actuarially determined rate of investment return, are adequate to accumulate assets to
pay benefits when due.

Act 2017-5 includes a savings “plow-back” provision requiring that the annual savings
achieved through SERS benefit changes flow back into the plan through the employer
contribution rate rather than to other non-pension obligations.

Act 2019-105 was signed into law on November 27, 2019, which allows eligible employers
to enter into an agreement with the SERS Board to make a one-time lump sum payment
of 75% to 100% of their respective unfunded accrued liability under the most recent funding
valuation in effect at the time of the agreement. Eligible employers that make the one-time
lump sum payment will receive credit toward future actuarially determined contributions in
periodic amounts specified in an actuarially determined setoff schedule for up to 30 years
following the lump sum payment. SERS records these lump sum payments as employer
contributions when they are received, and they become part of the Defined Benefit Plan’s
general assets that are not segregated or invested separately for the account of the benefit
of the contributing employer.

The active plan member contribution rate is 6.25% of covered payroll form employees in
Class AA; 5% for Class A; 6.25% for Class A-3; 9.3% for Class A-4; 5% for Class A5; and
4% for Class A6. Contributions to the pension plan from the Authority for the year ended
December 31, 2020 and December 31, 2021 were $425,433 and $805,605, respectively.

Net Pension Liability, Pension Expense, and Deferred Outflows of Resources and
Deferred Inflows of Resources Related to Pensions

At December 31, 2021 the Authority reported a liability of $3,648,337 for its proportionate
share of the net pension liability. The net pension liability was measured as of December
31, 2020, and the total pension liability used to calculate the net pension liability was
determined by an actuarial valuation as of that date. The Authority’s proportion on the net
pension liability was based on the Authority’s share of contributions to the plan relative to
all participating agencies of the Commonwealth. At December 31, 2020 the Authority’s
proportion was 0.0238 percent, which was an increase of 0.0226 from its proportion
measured as of December 31, 2019.
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RETIREMENT BENEFITS (CONTINUED)

Net Pension Liability, Pension Expense, and Deferred Outflows of Resources and
Deferred Inflows of Resources Related to Pensions (Continued)

For the year ended December 31, 2021, the Authority recognized pension expense of
$3,076,048. At December 31, 2021, the Authority reported deferred outflows of resources
and deferred inflows of resources related to pension from the following sources:

Deferred Outflows of Deferred Inflows

Resources of Resources

Net difference between projected and

actual investment earnings $ - 8 466,786
Changes in assumptions 405,679 -
Changes in proportionate share 124,921 79,956
Difference between employer contributions

and proportionate share of contributions 6,304 6,093
Difference between expected and

actual experience 34,254 4,092
Contributions subsequent to the

measurement date 805,605 -
Total $ 1,376,763 $ 556,927

$805,605 reported as deferred outflows of resources related to pensions resulting from
Authority contributions subsequent to the measurement date will be recognized as a
reduction of the net pension liability in the year ended December 31, 2021. Other amounts
reported as deferred outflows of resources and deferred inflows of resources related to
pension will be recognized in pension expense as follows:

Year ended December 31:

2022 $ 15,514
2023 (15,013)
2024 65,496
2025 (81,752)
2026 27,892
Thereafter 2,094
Total $ 14,231

Actuarial Assumptions

Every five years, SERS is required to conduct an actuarial experience study to determine
whether the assumptions used in its annual actuarial valuation remain accurate based on
current and anticipated demographic trends and economic conditions. The 19"
Investigation of Actuarial Experience study for the period 2015 — 2019 was released and
approved by the SERS Board in July 2020. The study recommended decreasing the
investment rate of return and inflation assumptions to 7.00% and 2.5%, respectively for
2020 from 7.125% and 2.6%, respectively, for 2019. The study also recommended
reducing rates of career salary growth, more favorable annuitant mortality assumptions,
and several other changes. The study can be viewed at www.SERS.pa.gov.
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RETIREMENT BENEFITS (CONTINUED)

Net Pension Liability, Pension Expense, and Deferred Outflows of Resources and
Deferred Inflows of Resources Related to Pensions (Continued)

Actuarial Assumptions (Continued)

The actuary and SERS Board review the investment rate of return annually, in addition to
the normal five-year experience study cycle, in recognition of changing market
environments to ensure this assumption remains reasonable with each actuarial valuation.

The following methods and assumptions were used in the actuarial valuation for the
December 31, 2020 measurement date:

Investment rate of return 7.000%, net of expenses including inflation

Projected salary increases average of 4.60% with a range of 3.30%-6.95% including
inflation

Inflation 2.50%

Mortality rate projected PubG-2010 and PubNS-2010 Mortality Tables
adjusted for actual plan experience and future
improvement

The long-term expected real rate of return on pension investments is determined using a
building-block method in which best-estimate ranges of expected future real rates of return
(expected returns, net of manager fees 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. Best estimates of arithmetic real rates of return for each
major asset class included in the pension plan’s target asset allocation as of December 31,
2020, are summarized in the following table:

Target Long-term real

Asset Class Allocation rate of return
Private equity 14.00% 6.25%
Private credit 4.00% 4.25%
Real estate 8.00% 5.60%
U.S. equity 25.00% 4.90%
International developed markets equity 13.00% 4.75%
Emerging markets equity 4.00% 5.00%
Fixed income — core 22.00% 1.50%
Fixed income — opportunistic 4.00% 3.00%
Inflation protections (TIPS) 4.00% 1.50%
Cash 2.00% 0.25%

Total 100.00%
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RETIREMENT BENEFITS (CONTINUED)

Net Pension Liability, Pension Expense, and Deferred Outflows of Resources and
Deferred Inflows of Resources Related to Pensions (Continued)

Discount Rate

The discount rate used to measure the total pension liability was 7.000% in 2020 from
7.125% in 2019. The projection of cash flows used to determine the discount rate assumed
that contributions from plan members will be made at the current contribution rates and the
contributions from participating employers will be made at the actuarially determined rate
as set by statute. 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 plan
members. 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.

Sensitivity of the Authority’s proportionate share of the net pension liability to change in the
discount rate

The following represents the Authority’s proportionate share of the 2020 net pension
liability calculated using the discount rate of 7.000%, as well as that the Authority’s
proportionate share of the net pension liability would be if it were calculated using a
discount rate that is one percentage point lower or one percentage point higher than the
current rate:

1% Decrease Current Rate 1% Increase
6.000% 7.000% 8.000%
Authority’s share of the net
pension liability as of the $4,844,378 $3,648,337 $2,637,247

December 31, 2020
measurement date

Pension plan fiduciary net position
Detailed information about the plan’s fiduciary net position is available in the separately
issued SERS financial report.

Payables to the Pension Plan

As of December 31, 2021, the Authority did not report a liability within the accounts payable
and accrued liabilities on the Statement of Net Position for the Authority’s share of the
contributions that had not yet been paid to SERS.

POSTEMPLOYMENT BENEFITS PLAN
General Information About the Postemployment Benefits Plan

Plan Description

Employees of the Authority participate in the Retired Employees’ Health Program (REHP),
a single-employer defined benefit Other Postemployment Benefit Plan (OPEB) established
by the Commonwealth. While the Commonwealth accounts for the REHP as a single-
employer plan, the Authority will account for the plan as a cost-sharing plan because the
plan is administered as a cost-sharing plan with a single actuarial valuation and the
Commonwealth allocates annual OPEB costs to Commonwealth funds and component
units, consistent with a pooling arrangement.
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POSTEMPLOYMENT BENEFITS PLAN (CONTINUED)
General Information About the Postemployment Benefits Plan (Continued)

Plan Description (Continued)

Additionally, the Commonwealth structured the REHP so that employer contributions are
irrevocable, plan assets are dedicated to providing benefits to retirees and their
beneficiaries in accordance with the terms of the plan, and plan assets are legally protected
from creditors of the employer(s) or plan administrator.

The REHP is established as a trust equivalent arrangement administered by the
Pennsylvania Employees Benefit Trust Fund (PEBTF), which acts as the third-party
administrator under an administrative agreement with the Commonwealth. The REHP
provides health care and prescription drug plan benefits to eligible Commonwealth retirees
and their eligible dependents. The REHP’s benefit provisions are established and may be
amended by the Commonwealth of Pennsylvania’s Office of Administration.

The REHP does not issue stand-alone financial statements, however the REHP note
disclosures will be included in the Commonwealth’s Annual Financial Report for the year
ended June 30, 2021. Additional information on the REHP, including a complete actuarial
report is available for review at www.budget.pa.gov.

Benefits Provided
The REHP provides eligible employees and their dependents with subsidized medical
coverage while the retiree is alive. Employees who retire on or after July 1, 2011 are
currently required to pay retiree contributions of 3% of their final average salary. Upon
enrollment in Medicare, Commonwealth employees currently paying 3% will pay retiree
contributions of 1.5% of either their final annual salary or final average salary, whichever
applies. Employees must meet one of the following eligibility requirements to receive
benefits:

e 25 o0r more years of service;

e 20 or more years of service and superannuation age — age 60 for general

employees and age 55 or 65 for employees subject to Act 120 of 2010
o Disability retirement — requires five years of service

Contributions

REHP employer contributions are contractually required and established by the
Commonwealth Office of Administration and the Office of the Budget. All participating
agencies and certain plan members must contribute specified amounts to the REHP.
During the year ended December 31, 2021, the Authority’s contribution rate was $230 for
each current active REHP eligible employee per biweekly pay period with a total
contribution for 2021 of $93,000.

Net OPEB Liability, Pension Expense, and Deferred Outflows of Resources and
Deferred Inflows of Resources Related to OPEB

At June 30, 2021 the Authority reported a liability of $3,426,000 for its proportionate share
of the net OPEB liability. The net OPEB liability was measured as of June 30, 2021, and
the total OPEB liability used to calculate the net OPEB liability was determined by an
actuarial valuation as of that date. The Authority’s proportionate share of the net OPEB
liability was calculated based on the Authority’s share of contributions to the plan relative
to all participating agencies of the Commonwealth.
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POSTEMPLOYMENT BENEFITS PLAN (CONTINUED)

Net OPEB Liability, Pension Expense, and Deferred Outflows of Resources and
Deferred Inflows of Resources Related to OPEB (Continued)

As of June 30, 2021 the Authority’s proportionate share was 0.0335 percent which was an
increase of 0.0244 from its proportion measured June 30, 2020.

For the year ended June 30, 2021, the Authority recognized OPEB expense of $498,000.
At June 30, 2021 Authority reported deferred outflows of resources and deferred inflows of
resources related to pension from the following sources:

Deferred Outflows of Deferred Inflows

Resources of Resources

Net difference between projected and

actual investment earnings $ - % 33,000
Changes in assumptions 417,000 481,000
Difference between employer contributions

and proportionate share of contributions 4,690,000 -
Difference between expected and

actual experience 3,000 1,662,000
Contributions subsequent to the

measurement date 65,706 -
Total $ 5,175,706  $ 2,176,000

$65,706 reported as deferred outflows of resources related to OPEB resulting from
Authority contributions subsequent to the measurement date will be recognized as a
reduction of the net OPEB liability in the year ended December 31, 2022. Other amounts
reported as deferred outflows of resources and deferred inflows of resources related to
pension will be recognized in OPEB expense as follows:

Year ended June 30:

2022 $ 287,000
2023 470,000
2024 801,000
2025 901,000
2026 475,000
Total $ 2,934,000

Actuarial Assumptions

The total OPEB liability as of June 30, 2021 was determined by rolling forward the System’s
total OPEB liability as of the June 30, 2020 actuarial valuation to June 30, 2021
measurement date using the following actuarial assumptions, applied to all periods
included in the measurement:

Investment returns 6.75% (increase from 5.00%)
Inflation rate 2.50% (decrease from 2.60%)
Payroll growth 2.80% (decrease from 2.90%)

Health care cost trend rates 6.10% for 2021 decreasing to an ultimate rate of 4.10%
for 2075 (Medicare retiree) and 6.60% for 2020
decreasing to an ultimate rate of 4.10% (Non-Medicare
retiree)
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POSTEMPLOYMENT BENEFITS PLAN (CONTINUED)

Net OPEB Liability, Pension Expense, and Deferred Outflows of Resources and
Deferred Inflows of Resources Related to OPEB (Continued)

Actuarial Assumptions (Continued)

Mortality rates were based on the Pub-2010 General Employees Headcount Weighted
Mortality Tables, and adjusted for mortality improvements using projection scale MP-2020.
Disabled participants mortality rates were based on the Pub-2010 Non-Safety Disabled
Retiree Headcount Weighted Mortality Tables, with rates set forward two years for males
and females, and adjusted for mortality improvements using projection scale MP-2020.
The selection of new mortality tables and improvement scales represents a change in
assumptions from the previous valuation.

The actuarial assumptions used in the June 30, 2021 valuation were based on the SERS
experience study that covered the years 2015 through 2019. The approved
recommendations from that study were used to determine the assumptions for this
valuation, where applicable. The inflation assumption was selected by the SERS board
during an July 2020 meeting based on a review of actual plan experience and relevant
economic outlook.

The long-term expected real rate of return on pension investments is determined using a
building-block method in which best-estimate ranges of expected future real rates of return
(expected returns, net of manager fees 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. Best estimates of arithmetic real rates of return for each
major asset class included in the pension plan’s target asset allocation as of June 30, 2021,
are summarized in the following table:

Long-term real rate of

Asset Class Target Allocation return
Domestic equity 40.00% 5.80%
International equity 27.00% 6.30%
Fixed income 23.00% 2.10%
Private equity 0.50% 9.30%
Real estate 8.00% 5.10%
Cash and cash equivalents 1.50% 0.40%

Total 100.00%

Discount Rate

The discount rate used to measure the total OPEB liability of the REHP was 2.21%, which
is based on the 20-year Bond Buyer GO Index municipal bond rate as of June 30, 2021
(decrease from 3.63%). Since the REHP has insufficient assets to meet next year’s
projected benefit payments, the municipal bond rate was applied to all periods of the
projected benefit payments to determine the total OPEB liability. The projection of cash
flows used to determine the single discount rate of each fiscal year-end assumed that
employer contributions will be made based on the current funding policy for future years.
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POSTEMPLOYMENT BENEFITS PLAN (CONTINUED)

Net OPEB Liability, Pension Expense, and Deferred Outflows of Resources and
Deferred Inflows of Resources Related to OPEB (Continued)

Sensitivity of the Authority’s proportionate share of the net OPEB liability to changes in the
healthcare cost trend rates

The following presents the Authority’s Proportionate Share of the net OPEB liability as well
as what the Authority’s Proportionate Share of the net OPEB liability would be if it was
calculated using health cost trends that are 1-percentage point lower or 1-percentage
higher than the current rate:

Current 1% Increase
1% Decrease discount rate (5.1%to
(3.1t0 5.6%) (4.1t0 6.6%) 7.6%)
Authority’s proportionate
ﬁ;‘g‘iﬁy of the net OPEB $ 2,914,000 $ 3,426,000 $ 4,065,000

Sensitivity of the Authority’s proportionate share of the net OPEB liability to changes in the
discount rate.

The following presents the Authority’s proportionate share of the net OPEB liability, as well
as what the Authority’s proportionate share of the net OPEB liability would be if it were
calculated using a discount rate that is 1 percentage point lower or higher than the current
discount rate:

Current 1%
1% Decrease discount rate Increase
1.21% 2.21% 3.21%
Authority’s proportionate share
of net OPEB liability $ 3,926,000 $ 3,426,000 $ 3,011,000

LEASE AGREEMENT

The Authority entered into a lease agreement, through the Department of General
Services, for the use of building office space. The lease commenced on October 1, 2019
and expires August 31, 2023. The annual lease payments totaled $63,230 for the year
ended December 31, 2021.

The following is a schedule, by year, of future minimum lease payments on the
noncancelable operating lease with an initial term in excess of one year as of December
31, 2021:

Year Ending December 31:
2022 $ 62,721
2023 62,721
Total $ 125,442
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CONTINGENCIES

In the normal course of business, there may be various claims and suits pending against
the Authority and its appointed officials. Management is of the opinion that these matters,
if any, will not have a material adverse effect on the Authority’s financial position of as
December 31, 2021.

The Authority participates in federal grant programs, which are subject to financial and
compliance audits. The amount, if any, of expenditures which may be disallowed by the
granting agencies cannot be determined at this time, although the Authority expects such
amounts, if any, to be immaterial.
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Pennsylvania Health Insurance Exchange Authority
(Component Unit of the Commonwealth of Pennsylvania)
Schedule of Authority's Proportionate Share of the Net Pension Liability

June 30, 2020 June 30, 2021

Authority's proportion of the net pension liability 0.0012% 0.0238%
Authority's proportionate share of the net pension liability $ 173,301 $ 3,648,337
Authority's covered payroll $ 116,521 $ 1,767,998

Authority's proportionate share of the net pension liability
as a percentage of its covered payroll 149% 206%

Plan fiduciary net position as a percentage of the total
pension liability 63% 67%

This schedule will accumulate each year until sufficient information to present a ten-year trend is available.

This schedule is presented as of June 30th to conform with the Commonwealth measurement period.
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Pennsylvania Health Insurance Exchange Authority
(Component Unit of the Commonwealth of Pennsylvania)
Schedule of Authority's Contributions - Pension Plan

June 30, 2019 June 30, 2020 June 30, 2021

Contractually required contribution $ 20,157 $ 425,433 $ 805,605
Contributions in relation to the contractually

required contribution 20,157 425,433 805,605
Contribution deficiency (excess) $ - $ - $ -
Authority's covered payroll $ 116,521 $ 1,767,998 $ 2,872,580
Contributions as a percentage of cover payroll 17% 24% 28%

This schedule will accumulate each year until sufficient information to present a ten-year trend is available.

This schedule is presented as of June 30th to conform with the Commonwealth measurement period.
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Pennsylvania Health Insurance Exchange Authority
(Component Unit of the Commonwealth of Pennsylvania)
Schedule of Authority's Proportionate Share of the Net OPEB Liability

June 30, 2020 June 30, 2021

Authority's proportion of the net OPEB liability 0.0091% 0.0335%
Authority's proportionate share of the net OPEB liability $ 1,116,000 $ 3,426,000
Authority's covered payroll $ 519,000 $ 2,106,000

Authority's proportionate share of the net OPEB liability
as a percentage of its covered payroll 215% 163%

Plan fiduciary net position as a percentage of the total
OPERB liability 4% 6%

This schedule will accumulate each year until sufficient information to present a ten-year trend is available.

This schedule is presented as of June 30th to conform with the Commonwealth measurement period.
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Pennsylvania Health Insurance Exchange Authority
(Component Unit of the Commonwealth of Pennsylvania)
Schedule of Authority's Contributions - OPEB Plan

2020 2021
Contractually required contribution $ 42,000 $ 93,000
Contributions in relation to the contractually
required contribution 43,000 93,000
Contribution deficiency (excess) $ (1,000) $ -
Authority's covered payroll $ 519,000 $ 2,106,000
Contributions as a percentage of cover payroll 8% 4%

This schedule will accumulate each year until sufficient information to present a ten-year trend is available.

This schedule is presented as of June 30th to conform with the Commonwealth measurement period.
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PENNSYLVANIA HEALTH INSURANCE EXCHANGE PROGRAM
(Component Unit of the Commonwealth of Pennsylvania)
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED DECEMBER 31, 2021

Federal
Pass-Through AL Federal Subrecipient
Federal Grantor/Pass-Through/Program Title Grantor's Number Number Expenditures Expenditures
U.S. Department of Health and Human Services
Commonwealth of Pennsylvania - Department of Human Services
Medical Assistance Program G01380 93.778 $ 13,239,584 $ -
Medical Assistance Program G02380 93.778 5,334,259 -
Total Medical Assistance Cluster 18,573,843 * -
COVID-19 American Health Benefit Exchange State Planning SEMIE210012-01-02 93.525 1,107,393 * -
and Establishment Grants
TOTAL EXPENDITURES OF FEDERAL AWARDS $ 19,681,236 $ -

* Denotes program tested as major

The accompanying notes are an integral part of this schedule.



Page 30
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NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED DECEMBER 31, 2021

NOTE 1: REPORTING ENTITY

The Pennsylvania Health Insurance Exchange Authority is the reporting entity for financial
purposes as defined in Note 1A to the Pennsylvania Health Insurance Exchange
Authority’s financial statements.

NOTE 2: BASIS OF ACCOUNTING

The accompanying Schedule of Expenditures of Federal Awards includes the grant activity
of the Pennsylvania Health Insurance Exchange Authority and is presented on the accrual
basis of accounting as described in Note 1B to the Pennsylvania Health Insurance
Exchange Authority’s financial statements. The Pennsylvania Health Insurance Exchange
Authority did not elect to use the 10% de minimis indirect cost rate.
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE
AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

INDEPENDENT AUDITOR'S REPORT

To the Board of Directors
Pennsylvania Health Insurance Exchange Authority
Harrisburg, Pennsylvania

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States, the financial statements of the Pennsylvania Health
Insurance Exchange Authority (the “Authority”) (a component unit of the Commonwealth of Pennsylvania),
which comprise the statement of net position as of December 31, 2021, and the related statements of
revenues, expenses, and changes in net position, and cash flows for the year then ended, and the related
notes to the financial statements, and have issued our report thereon dated May 25, 2022.

Report on Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Authority’s internal
control over financial reporting (internal control) as a basis for designing audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinions on the financial statements,
but not for the purpose of expressing an opinion on the effectiveness of the Authority’s internal control.
Accordingly, we do not express an opinion on the effectiveness of the Authority’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in
internal control, such that there is a reasonable possibility that a material misstatement of the Authority’s
financial statements will not be prevented, or detected and corrected on a timely basis. A significant
deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe than a
material weakness, yet important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies. Given these limitation, 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.

Report on Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Authority’s financial statements are free from
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
financial statements. However, providing an opinion on compliance with those provisions was not an
objective of our audit, and accordingly, we do not express such an opinion.

830 Sir Thomas Court, Suite 100, Harrisburg, PA 17109 2370 York Road, Suite A-5, Jamison, PA 18929
3800 McKnight East Drive, Suite 3805, Pittsburgh, PA 15237 420 Chinquapin Round Road, Suite 2-i, Annapolis, MD 21401
34745 Burbage Road, Frankford, DE 19945 210 Tollgate Hill Road, Greensburg, PA 15601

www.zallc.org
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The results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of the Authority’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 Authority’s internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.

Zalindisfile Axkd i

ZELENKOFSKE AXELROD LLC
Harrisburg, Pennsylvania
May 25, 2022
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REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL PROGRAM AND REPORT ON INTERNAL
CONTROL OVER COMPLIANCE IN ACCORDANCE WITH THE UNIFORM GUIDANCE

INDEPENDENT AUDITOR'S REPORT

Board of Directors
Pennsylvania Health Insurance Exchange Authority
Harrisburg, Pennsylvania

Report on Compliance for Each Major Federal Program
Opinion on Each Major Federal Program

We have audited the Pennsylvania Health Insurance Exchange Authority’s (the “Authority”) (a component
unit of the Commonwealth of Pennsylvania), compliance with the types of compliance requirements
described in the OMB Compliance Supplement that could have a direct and material effect on each of the
Authority’s major federal programs for the year ended December 31, 2021. The Authority’s major federal
programs are identified in the summary of auditor’s results section of the accompanying schedule of findings
and questioned costs.

In our opinion, the Authority complied, in all material respects, with the compliance requirements referred
to above that could have a direct and material effect on each of its major federal programs for the year
ended December 31, 2021.

Basis for Opinion on Each Major Federal Program

We conduced our audit in accordance with auditing standards generally accepted in the United States of
America (GAAS); the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States (Government Auditing Standards); and the audit
requirements of Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative Requirements,
Costs Principles, and Audit Requirements for Federal Awards (Uniform Guidance). Our responsibilities
under those standards and the Uniform Guidance are further described in the Auditor's Responsibilities for
the Audit of Compliance section of our report.

We are required to be independent of the Authority and to meet our other ethical responsibilities, in
accordance with relevant ethical requirements relating to our audit. We believe that the audit evidence we
have obtained is sufficient and appropriate to provide a basis for our opinion on compliance for each major
federal program. Our audit does not provide a legal determination of the Authority’s compliance with
compliance requirements referred to above.

Responsibilities of Management for Compliance

Management is responsible for compliance with requirements referred to above and for the design,
implementation, and maintenance of effective internal control over compliance with the requirements of
laws, statutes, regulations, rules, and provisions of contracts or grant agreements applicable to the
Authority’s federal programs.
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Auditor’s Responsibilities for the Audit of Compliance

Our objectives are to obtain reasonable assurance about whether material noncompliance with the
compliance requirements referred to above occurred, whether due to fraud or error, and express an opinion
on the Authority’s compliance based on our audit. Reasonable assurance is a high level of assurance but
is not absolute assurance and therefore is not a guarantee that an audit conducted in accordance with
GAAS, Government Auditing Standards, and the Uniform Guidance will always detect material
noncompliance when it exists. The risk of not detecting material noncompliance resulting from fraud is
higher than for that resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control. Noncompliance with the compliance requirements
referred to above is considered material, if there is a substantial likelihood that, individually or in the
aggregate, it would influence the judgment made by a reasonable user of the report on compliance about
the Authority’s compliance with the requirements of each major federal program as a whole.

In performing an audit in accordance with GAAS, Government Auditing Standards, and the Uniform
Guidance, we:

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

o |dentify and assess the risks of material noncompliance, whether due to fraud or error, and design
and perform audit procedures responsive to those risks. Such procedures include examining, on
a test basis, evidence regarding the Authority’s compliance with the compliance requirements
referred to above and performing such other procedures as we considered necessary in the
circumstances.

e Obtain an understanding of the Authority’s internal control over compliance relevant to the audit in
order to design audit procedures that are appropriate in the circumstances and to test and report
on internal control over compliance in accordance with the Uniform Guidance, but not for the
purpose of expressing an opinion on the effectiveness of the Authority’s internal control over
compliance. Accordingly, no such opinion is expressed.

We are required to communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit and any significant deficiencies and material weaknesses in internal
control over compliance that we identified during the audit.

Report on Internal Control Over Compliance

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a
federal program on a timely basis. A material weakness in internal control over compliance is a deficiency,
or a combination of deficiencies, in internal control over compliance, such that there is a reasonable
possibility that material noncompliance with a type of compliance requirement of a federal program will not
be prevented, or detected and corrected, on a timely basis. A significant deficiency in internal control over
compliance is a deficiency, or a combination of deficiencies, in internal control over compliance with a type
of compliance requirement of a federal program that is less severe than a material weakness in internal
control over compliance, yet important enough to merit attention by those charged with governance.
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Our consideration of internal control over compliance was for the limited purpose described in the Auditor’s
Responsibilities for the Audit of Compliance section above and was not designed to identify all deficiencies
in internal control over compliance that might be material weaknesses or significant deficiencies in internal
control over compliance. Given these limitations, during our audit we did not identify any deficiencies in
internal control over compliance that we consider to be material weaknesses, as defined above. However,
material weaknesses or significant deficiencies in internal control over compliance may exist that were not
identified.

Our audit was not designed for the purpose of expressing an opinion on the effectiveness of internal control
over compliance. Accordingly, no such opinion is expressed.

The purpose of this report on internal control over compliance is solely to describe the scope of our testing
of internal control over compliance and the results of that testing based on the requirements of the Uniform
Guidance. Accordingly, this report is not suitable for any other purpose.

Zalindifile Areboe! Lt

ZELENKOFSKE AXELROD LLC
Harrisburg, Pennsylvania
May 25, 2022
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PENNSYLVANIA HEALTH INSURANCE EXCHANGE AUTHORITY
(Component Unit of the Commonwealth of Pennsylvania)
SCHEDULE OF FINDINGS AND QUESTIONS COSTS
YEAR ENDED DECEMBER 31, 2021

Section | - Summary of Auditor's Results

Financial Statements

Type of auditor’s report issued: Unmodified
Internal control over financial reporting:
o Material weaknesses identified? No
o Significant deficiencies identified
not considered to be material weaknesses? None Reported
Noncompliance material to financial statements noted? No

Federal Awards

Internal control over major programs:

o Material weaknesses identified? None Reported
¢ Significant deficiencies identified not
considered to be material weaknesses? None Reported
Type of auditor’s report issued on compliance for major programs: Unmodified

Any audit findings disclosed that are required to be
reported in accordance with 2 CFR 200.516(a)? No

Identification of Major Program

AL Number Name of Program or Cluster
93.778 Medicaid Cluster
93.525 American Health Benefit Exchange State Planning and

Establishment Grants

Dollar threshold used to distinguish between Type A and Type B programs $750,000
using risk-based approach:

Auditee qualified as low-risk auditee? No



PENNSYLVANIA HEALTH INSURANCE EXCHANGE AUTHORITY
(Component Unit of the Commonwealth of Pennsylvania)
SCHEDULE OF FINDINGS AND QUESTIONS COSTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2021

Section Il — Financial Statement Findings and Questioned Costs

None noted.

Section |l — Federal Awards’ Findings and Questioned Costs

None noted.
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PENNSYLVANIA HEALTH INSURANCE EXCHANGE AUTHORITY
(Component Unit of the Commonwealth of Pennsylvania)
SCHEDULE OF PRIOR AUDIT FINDINGS
YEAR ENDED DECEMBER 31, 2021

The summary which follows indicates the current status of findings identified in the prior year Single Audit
Report.

Prior Year Current
Program Name Finding Brief Description of Finding Year Status

Financial Reporting 2020-001 Accounting Record Adjustments Resolved



