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GA@ U.S. GOVERNMENT ACCOUNTABILITY OFFICE

441 G St. N.W.
Washington, DC 20548

March 4, 2015
Congressional Requesters

The Patient Protection and Affordable Care Act (PPACA)," signed into
law on March 23, 2010, is intended to reform aspects of the private health
insurance market and expand the availability and affordability of health
care coverage. It requires the establishment of a health insurance
marketplace? in each state and the District of Columbia to assist
individuals and small businesses in comparing, selecting, and enrolling in
health plans offered by participating private issuers of qualified health
plans.?

The Department of Health and Human Services’ (HHS) Centers for
Medicare & Medicaid Services (CMS) is responsible for overseeing the
establishment of these marketplaces, including creating a federally
facilitated marketplace for states not establishing their own. CMS was
responsible for designing, developing, and implementing the information
technology (IT) systems needed to support the federally facilitated
marketplace, to include Healthcare.gov—the website that provides a
consumer portal to this marketplace—and the related data systems
supporting eligibility and enrollment.

The federally facilitated marketplace began accepting applications for
enrolliment on October 1, 2013. However, individuals attempting to access
the systems supporting the marketplace, including Healthcare.gov,
encountered numerous problems. In light of these problems, you asked

'Pub. L. No. 111-148, 124 Stat. 119 (Mar. 23, 2010), as amended by the Health Care and
Education Reconciliation Act of 2010, Pub. L. No. 111-152,124 Stat.1029 (Mar. 30, 2010).
In this report, references to PPACA include all amendments made by the Health Care and
Education Reconciliation Act.

2PPACA requires the establishment of health insurance exchanges—marketplaces where
eligible individuals can compare and select among insurance plans offered by participating
issuers of health coverage. In this report, we use the term marketplace.

SPPACA requires the insurance plans offered under an exchange, known as qualified
health plans, to provide a package of essential health benefits—including coverage for
specific service categories, such as ambulatory care, prescription drugs, and
hospitalization.
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us to examine the IT management of the systems supporting the federally
facilitated marketplace operated by CMS.

Our obijectives for this study were to (1) describe the problems
encountered in developing and deploying Healthcare.gov and its
supporting systems and determine the status in addressing these
deficiencies and (2) determine the extent to which CMS oversaw the
development effort and applied disciplined systems development
practices to manage requirements and conduct systems testing, as well
as the extent to which HHS and the Office of Management and Budget
(OMB) provided oversight of the effort.

To address the first objective, we reviewed independent verification and
validation (IV&V) reports* on the development effort, testimony from CMS
officials, and contracting documentation describing problems encountered
by users after the launch of Healthcare.gov and when these problems
were first identified by CMS and its stakeholders. To determine the status
of efforts to address deficiencies, we reviewed data from relevant
program documentation, such as system monitoring metrics,
supplementary guidance to contractors, and independent, third-party
reviews. In addition, we interviewed CMS program officials responsible for
the development and oversight of Healthcare.gov and its supporting
systems.

To address the second objective, we reviewed documents describing
CMS’s oversight and application of system development practices. We
assessed the agency’s actions against best practices identified by us and
the Software Engineering Institute, the Institute of Electrical and
Electronics Engineers (IEEE), federal statutes on OMB and agency IT
investment management and oversight responsibilities, and CMS and
HHS guidance pertaining to the oversight of major information technology
programs. These included recognized practices for managing
requirements, systems testing documentation, and conducting program
oversight. These practices are identified in the Software Engineering
Institute’s Capability Maturity Model Integration for Development, Version
1.3; the IEEE Standard for Software and System Test Documentation; our

“The Department of Health and Human Services’ Enterprise Performance Life Cycle
Framework defines IV&V as a rigorous independent process that evaluates the
correctness and quality of a project’s business product to ensure that it is being developed
in accordance with customer requirements and is well-engineered.
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Background

Schedule Assessment Guide Exposure Draft; and CMS and HHS
systems development life-cycle frameworks. We reviewed data from
relevant program documentation, such as requirements documentation,
independent verification and validation reports, test plans and test cases,
project schedules, project management and requirements management
plans, and project milestone review documentation. In addition, we
reviewed four non-generalizable, random samples of test cases and
functional requirements. We also interviewed relevant officials from CMS
responsible for the development and oversight of Healthcare.gov and its
supporting systems. Further, we interviewed HHS and OMB officials to
determine the extent to which HHS and OMB provided oversight of the
effort.

To determine the reliability of the data obtained from CMS information
systems used for managing requirements, conducting system testing, and
tracking system defects, we interviewed knowledgeable agency officials
within the Center for Consumer Information and Insurance Oversight and
Office of Information Services about these systems and asked specific
questions to understand the controls in place for ensuring the integrity
and reliability of the data they contain. Based on these efforts, we
determined that the data we used from these sources were sufficiently
reliable for the purposes of our audit.

We conducted this performance audit from December 2013 to March
2015 in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to
obtain sufficient, appropriate evidence to provide a reasonable basis for
our findings and conclusions based on our audit objectives. We believe
that the evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objectives. A full description of our
objectives, scope, and methodology can be found in appendix I.

PPACA directed the federal government to establish and operate a health
insurance marketplace, referred to as the federally facilitated
marketplace, on behalf of states electing not to establish and operate a
marketplace by January 1, 2014.5 CMS operated a federally facilitated

SPPACA, § 1321(c), 124 Stat. at 186.
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marketplace or partnership marketplace® for 34 states for plan years’
2014 and 2015.

Marketplaces, both federal and state, were intended to provide a
seamless, single point of access for individuals to enroll in qualified health
plans, apply for income-based financial assistance established under the
law, and, as applicable, obtain an eligibility determination for other health
coverage programs, such as Medicaid or the State Children’s Health
Insurance Program (CHIP).®

PPACA required federal and state marketplaces to be operational on or
before January 1, 2014. Healthcare.gov, the public interface for the
federally facilitated marketplace, began facilitating enrollments on
October 1, 2013, at the beginning of the first annual open enroliment
period established by CMS.

Since that time, CMS has reported that over 8 million individuals selected
a qualified health plan through the federally facilitated marketplace or a
state-based marketplace from October 1, 2013, through March 31, 2014.
As of October 15, 2014, 6.7 million individuals were enrolled and paying
for 2014 health coverage through the marketplaces. HHS estimated up to
9.9 million enrollees for the 2015 enroliment period, which began on
November 15, 2014, and ended on February 22, 2015.° According to
HHS, over 8.4 million people had submitted applications for coverage
through the federally facilitated marketplace for the 2015 enroliment
period as of January 2, 2015.

5A partnership marketplace is a variation of a federally facilitated marketplace. HHS
establishes and operates this type of marketplace with states assisting HHS in carrying
out certain functions of that marketplace.

A plan year is a consecutive 12-month period during which a health plan provides
coverage for health benefits.

8Medicaid is a joint federal-state program that finances health care coverage for certain
low-income individuals. CHIP is a federal-state program that provides health care
coverage to children 19 years of age and younger living in low-income families whose
incomes exceed the eligibility requirements for Medicaid.

9The 2015 enrollment period was extended from February 15, 2015 to February 22, 2015.
The extension was made to accommodate those individuals who were not able to
complete their application by the initial deadline because they experienced long wait times
when seeking assistance from the Healthcare.gov call center or because they
encountered technical issues.
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HHS established the Office of Consumer Information and Insurance
Oversight in April 2010 as part of the HHS Office of the Secretary. In
January 2011, the office moved to CMS and was renamed the Center for
Consumer Information and Insurance Oversight. This office has overall
responsibility for providing guidance and oversight for the federal and
state systems supporting the establishment and operation of health
insurance marketplaces. The Office of Information Services, headed by
the CMS Chief Information Officer (CIO), is responsible for oversight of
the development and implementation of federal systems supporting the
establishment and operation of the federally facilitated marketplace,
including review, selection, implementation, and continual evaluation of
these systems.

Several Major CMS
Systems Support
Enroliment-Related
Activities

Healthcare.gov Website

The federally facilitated marketplace relies on the Healthcare.gov website
and several supporting systems to accomplish enroliment-related
activities. To do so, these systems interconnect multiple other systems
from a broad range of federal agencies, states, and other entities, such as
contractors and issuers of qualified health plans, creating a complex
system of systems. The CMS Consumer Information and Insurance
Systems Group within the Office of Information Services is tasked with
technical oversight of the development and implementation of these
systems. A description of each of the major systems for which CMS is
responsible for implementing follows.

Healthcare.gov is the federal website that serves as the user interface for
individuals who wish to obtain coverage through the federal marketplace.
Individuals can use the website to obtain information about health
coverage, set up a user account, select a health plan, and apply for
coverage by the selected health plan. The site supports two major
functions: (1) providing information about PPACA health insurance
reforms and health insurance options (the “Learn” web page), and

(2) facilitating enroliment in coverage (the “Get Insurance” web page).
The “Learn” page provides basic information on how the marketplace
works, available health plans, and how to apply for coverage. It also
contains information on plan costs, ways to reduce out-of-pocket costs,
and how individuals can protect themselves from fraud. Individuals do not
have to provide personal information to access this section of the website.
In contrast to the information-oriented “Learn” page, the “Get Insurance”
page allows an individual to take steps to apply for health insurance and
other associated benefits.
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Enterprise Identity
Management System

Federally Facilitated
Marketplace System

Before an individual can apply for health care coverage or other benefits,
CMS must verify his or her identity to help prevent unauthorized
disclosure of personal information. The process of verifying an applicant’s
identity and establishing a login account is facilitated by CMS’s Enterprise
Identity Management system. This system is intended to provide identity
and access management services to protect CMS data while ensuring
that users’ identities are confirmed, as only authorized users are allowed
and capable of accessing CMS resources. ™

The main system, the Federally Facilitated Marketplace (FFM) system,
contains several modules that perform key functions related to obtaining
health care coverage. The core of the FFM system is a transactional
database that was developed to facilitate the eligibility verification
process, enroliment process, plan management, financial management
services, and other functions, such as quality control and oversight. From
a technical perspective, the FFM leverages data processing and storage
resources that are available from private sector vendors over the Internet,
a type of capability known as cloud-based services. It consists of three
major modules: eligibility and enroliment, plan management, and financial
management.

« Eligibility and enrollment module. Individuals seeking to apply for
health care coverage through the federally facilitated marketplace use
the eligibility and enrollment module to guide them through a step-by-
step process to determine their eligibility for coverage and financial
assistance. Once eligibility is determined, the applicant is then shown
applicable coverage options and has the opportunity to enroll.

Throughout the eligibility and enroliment process, the applicant’s
information, such as name, address, Social Security number,
citizenship status, and employer name, is collected and stored in the
FFM system’s database. This information is compared with records
maintained by other federal agencies and a private entity to determine
whether the applicant is eligible to enroll in a qualified health plan and,
if so, to receive the advance payment of the premium tax credit and

0CcMS also uses the Enterprise Identity Management system for other purposes that do
not relate to Healthcare.gov.
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cost-sharing reductions established through PPACA to defray the
cost of this coverage.

The module further allows an applicant to view, compare, select, and
enroll in a qualified health plan. Options are displayed to the applicant
on the Healthcare.gov webpage, and applicants can use the “Plan
Compare” function to view and compare plan details. The applicant
can customize and filter the plans according to various factors such as
plan type, maximum out-of-pocket expenses, deductible, availability of
cost-sharing reductions, or insurance company, among others. Once
an applicant has signed up for a qualified health plan on
Healthcare.gov, information about the enrollment is sent to the chosen
health plan issuer.

« Plan management module. The plan management module is
intended to interact with and is primarily used by state agencies and
issuers of qualified health plans. The module is intended to provide a
suite of services used for submitting, certifying, monitoring, and
renewing qualified health plans, as well as managing the withdrawal
of these health plans. Specifically, using this module, states and
issuers submit “bids” detailing proposed health plans to be offered on
Healthcare.gov, including rate and benefits information. CMS then
uses the module to review, monitor, and certify or decertify the bids
submitted by issuers. Once a bid has been certified and approved for
inclusion in the marketplace, it is made available for applicants to
enroll through Healthcare.gov.

« Financial management module. This module is intended to facilitate
payments to issuers through electronic transactions. Like plan
management, the financial management module is used primarily by
issuers of qualified health plans. This module also provides issuers
additional services, including payment calculation for reinsurance, risk
adjustment analysis, and the data collection required to support these
services. Transactions to be supported by the module include

"The advance payment of the premium tax credit is generally available to eligible tax
filers and their dependents that are (1) enrolled in one or more qualified health plan
through a marketplace, (2) not eligible for other types of specified health insurance
coverage such as government-sponsored coverage including Medicaid or the CHIP
program, and (3) whose incomes are between 100 and 400 percent of the federal poverty
level. Cost sharing generally refers to costs that an individual must pay when using
services that are covered under the health plan that the person is enrolled in. Common
forms of cost sharing include copayments and deductibles.
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Federal Data Services Hub

payments of premiums and cost-sharing reductions subsidies for
individual enrollments, reinsurance, and risk adjustments.

The federal Data Services Hub (DSH) acts as a single portal for
exchanging information between the FFM and CMS’s external partners,
including other federal agencies and state-based marketplaces, for
purposes such as facilitating eligibility determinations and transferring
plan enrollment information. The DSH was designed as a “private cloud”
service'? supporting various functions such as real-time eligibility queries,
transfer of application information, and exchange of enrollment
information with issuers of qualified health plans.

Many External Partners
Connect with the FFM and
DSH

Federal Agencies and a
Private Entity

In conducting Healthcare.gov-related activities, various entities, including
federal agencies, a private-sector credit agency, states, issuers of
qualified health plans, and agents and brokers connect to and exchange
information with the systems supporting the federally facilitated
marketplace.

Federal agencies such as the Social Security Administration (SSA),
Department of Homeland Security (DHS), and Internal Revenue Service
(IRS), along with Equifax, Inc. (a private-sector credit agency that CMS
contracts with) provide or verify information used in making
determinations of a person’s eligibility for coverage and financial
assistance.

« Social Security Administration. This agency’s primary role is to
assist CMS in confirming applicant-supplied information by comparing
it with information in SSA’s records related to individuals’ citizenship,
Social Security number, incarceration status, and death. SSA also
provides CMS information on monthly and annual Social Security
benefits paid to individuals under the Old Age, Survivors, and
Disability Insurance program,® if necessary to determine eligibility.

12According to the National Institute for Standards and Technology, cloud computing is a
model for enabling on-demand network access to shared computing resources that can be
provisioned with minimal management effort or service provider interaction. A private
cloud is operated solely for a single organization and the technologies may be on or off
the premises.

3The OId Age, Survivors, and Disability Insurance program—commonly referred to as
Social Security or “Title 1I"—is one of the nation’s largest entitlement programs. Financed
by two trust funds, this program provides monthly benefits to retired and disabled workers,
their spouses, children, and the survivors of insured workers.
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o Department of Homeland Security. The department assists CMS by
verifying the naturalized, acquired, or derived'* citizenship or
immigration status of applicants seeking eligibility to enroll in a
qualified health plan or participate in Medicaid, CHIP, or a state-based
health plan using information supplied by each applicant through the
website. DHS generally undertakes this role only if CMS is unable to
verify an applicant’s status with SSA using a Social Security number
or if the applicant indicates on the application that he or she is not a
U.S. citizen. DHS also assists CMS by verifying the status of
noncitizens who are lawfully present in the United States and seeking
eligibility to enroll in a qualified health plan or participate in Medicaid,
CHIP, or a state-based health plan, as well as current beneficiaries
who have had a change in immigration status or whose status may
have expired.

« Internal Revenue Service. IRS provides federal tax information to be
used by CMS in determining or assessing income and family size and
determining an applicant’s eligibility for insurance affordability
programs, including the advance payment of the premium tax credit,
cost-sharing reductions, Medicaid, and CHIP.

« Equifax, Inc. This entity verifies information about an applicant’s
current income and employment to assist CMS in making a
determination about an applicant’s qualification for insurance
affordability programs, such as the advance payment of the premium
tax credit and cost-sharing reductions.

In addition, several other federal agencies—the Departments of Defense
and Veterans Affairs, the Office of Personnel Management, and the
Peace Corps—support CMS in determining whether a potential applicant
is eligible for or enrolled in minimum essential coverage and therefore
may not be eligible to receive the advance payment of the premium tax
credit and cost-sharing reductions.'® For example, applicants that are

"Derived citizenship is citizenship conveyed to children through the naturalization of
parents or, under certain circumstances, to foreign-born children adopted by U.S. citizen
parents, provided certain conditions are met.

SMinimum essential coverage that may disqualify an individual from qualifying for
advance payment of the premium tax credits and cost-sharing reductions includes eligible
employer-sponsored health plans (if they meet affordability and value standards) and
certain government-sponsored health coverage such as Medicare, Medicaid, and CHIP.
See 26 U.S.C. § 5000A(f).
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States

Issuers of Qualified Health
Plans

Agents and Brokers

enrolled in or eligible for coverage under certain government programs
such as Medicare or Medicaid, or certain employer-sponsored programs,
such as the Federal Employees Health Benefits program, are ineligible for
these subsidies.

In most states, multiple government systems may need to connect to the
FFM system and DSH to carry out a variety of functions related to health
care enrollment. For example, most states need to connect their state
Medicaid and CHIP agencies to either the FFM system (through the DSH)
or their state-based marketplace to exchange data with CMS about
enrollment in these programs. In addition, states may need to connect
with the IRS (also through the DSH) in order to calculate the maximum
amount of advance payments of the premium tax credit. Finally, state-
based marketplaces are to send enroliment confirmations to the FFM
system so that CMS can administer advance payments of the premium
tax credit and cost-sharing reductions and track overall marketplace
enrollment.

Further, in certain cases, known as partnership marketplaces, states may
elect to perform one or both of the plan management and consumer
assistance functions while the FFM system performs the rest. The
specific functions performed by each partner vary from state to state.

Issuers of qualified health plans receive enrollment information from the
FFM system using CMS’s Health Insurance Oversight System when an
individual completes the application process. In this case, the FFM
system transmits the enroliment information to the DSH, which forwards it
to the issuer of qualified health plans. The issuer then replies with a
confirmation message. Plan issuers also interact with the FFM through
the plan management and financial management modules, as previously
described.

In addition to applicants themselves, agents and brokers may access the
Healthcare.gov website to perform enroliment-related activities on behalf
of applicants. It is up to individual states to determine whether to allow
agents and brokers to carry out these activities, which can include
enrolling in health care plans and applying for the advance payment of
the premium tax credit and cost-sharing reductions.

Figure 1 illustrates the systems that make up the federally facilitated

marketplace and their connections with each other, as well as with
external partners.
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Figure 1: Overview of Systems Supporting the Federally Facilitated Marketplace
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GAO Has Previously In 2014, we reported on challenges CMS and its contractor faced in
Highlighted Improvements developing, implementing, and overseeing the Healthcare.gov initiative.

Needed in the IT
Management of
Healthcare.gov and
Related Systems

We reported on CMS’s efforts to plan and oversee Healthcare.gov-
related development contracts, as well as the agency’s efforts in
addressing contractor performance, in July 2014.'® We determined
that the agency undertook the development of Healthcare.gov and its
related systems without effective planning or oversight practices,
despite facing a number of challenges that increased both the level of
risk and the need for effective oversight. In addition, CMS incurred
significant cost increases, schedule slips, and delayed system
functionality for the FFM and DSH systems due primarily to changing
requirements that were exacerbated by oversight gaps. Lastly, CMS
identified major performance issues with the FFM contractor but took
only limited steps to hold the contractor accountable. Specifically,
CMS declined to pay about $267,000 in requested fees to the FFM
contractor, which was about 2 percent of the $12.5 million in fees
paid. We recommended that CMS take actions to assess increasing
contract costs and ensure that acquisition strategies are completed
and oversight tools are used as required, among other actions. CMS
concurred with most of the recommendations.

In September 2014 we reported on the planned exchanges of
information between the Healthcare.gov website and other
organizations, as well as the effectiveness of the programs and
controls implemented by CMS to protect the security and privacy of
the information and IT systems used to support Healthcare.gov.'” We
described how many systems and entities exchange information to
carry out functions that support individuals’ ability to use
Healthcare.gov to compare, select, and enroll in private health
insurance plans participating in the federal marketplace, as required
by the Patient Protection and Affordable Care Act. In addition, we
determined that CMS took many steps to protect security and privacy,
including developing required security program policies and

8GAO, Healthcare. gov: Ineffective Planning and Oversight Practices Underscore the
Need for Improved Contract Management, GAO-14-694 (Washington, D.C.: July 30,
2014).

7GAO, Healthcare.gov: Actions Needed to Address Weaknesses in Information Security
and Privacy Controls, GAO-14-730 (Washington, D.C.: Sept. 16, 2014) and
Healthcare.gov: Information Security and Privacy Controls Should Be Enhanced to
Address Weaknesses, GAO-14-871T (Washington, D.C.: Sept. 18, 2014).
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procedures, establishing interconnection security agreements with its
federal and commercial partners, and instituting required privacy
protections.

However, Healthcare.gov had weaknesses when it was first deployed,
including incomplete security plans, lack of a privacy risk analysis,
incomplete security tests, and the lack of an alternate processing site
to avoid major service disruptions. Further, we identified weaknesses
in the technical controls protecting the confidentiality, integrity, and
availability of the FFM. Specifically, CMS had not always required or
enforced strong password controls, adequately restricted access to
the Internet, consistently implemented software patches, and properly
configured an administrative network. We made 28 recommendations
to HHS to enhance the protection of systems and information related
to Healthcare.gov as well as to resolve technical weaknesses in
security controls. HHS partially agreed with 3 of the 28
recommendations, agreed with 25, and described plans to implement
our technical recommendations.

e Several problems occurred in the development and deployment of
lnltlal Development Healthcare.gov and its supporting systems, which affected their
g pp g sy
and Deployment of performance. These problems included inadequate system capacity,
numerous errors in software code, and limited system functionality.
Healthcare:gov and Although CMS was aware of these problems prior to initial launch in
Its Supportlng October 2013, it proceeded with deployment in order to meet this
deadline. Consequently, consumers attempting to enroll in health plans
SyStemS Fa_Ced were met with confusing error messages, slow load times for forms and
Problems with pages, and, in some cases, website outages. Since the initial launch of
: Healthcare.gov and its supporting systems, CMS has taken a number of
SyStem CapaCIty’ steps to address these problems, to include increasing system capacity,
Software Code outlining a new approach for ensuring the quality of software code, and
H further developing required system functionality. As a result of these
|SSU6.8, an_d Limited efforts, the performance of Heathcare.gov and its supporting systems has
Functlonallty, but improved significantly.

CMS Has Taken
Steps to Address
Them
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Healthcare.gov and lIts
Supporting Systems Were
Hindered by Inadequate
Capacity, Software Code
Errors, and Limited
Functionality

Systems supporting Healthcare.gov were initially launched without
adequate capacity to accommodate the number of visitors to the website.
In particular, when the system was launched on October 1, 2013, the
Enterprise Identity Management system was overwhelmed by the number
of users attempting to create accounts—nearly half a million in the first 2-
and-a-half weeks of open enrollment—preventing the system from
functioning as intended.

CMS officials within the Office of Information Services stated that they
had incorrectly estimated the number of users that would visit the site
during the initial launch of the 2014 enrollment period. As a result, CMS
had not planned to provide a level of capacity that would ensure
uninterrupted service to users in a cost-effective manner.

Independent assessments conducted in December 2012 and June 2013
also identified weaknesses in CMS’s capacity planning in the months
prior to launch. Examples of these weaknesses included the following:

« Capacity requirements for hardware for the FFM system were not
developed.

« A plan for capacity for the cloud computing environment had not been
developed, and thus there were uncertainties as to whether new and
existing system hardware configurations and their performance were
adequate to meet existing and proposed system requirements.

« Existing capacity in the cloud environment was not adequate, and did
not include an adequate number of virtual machines'® and
processors.

Further, in a November 2013 testimony, the CMS Administrator
acknowledged that although CMS tried to project demand for the website,
the agency underestimated that demand. As a result, consumers
attempting to enroll in health plans were met with confusing error
messages, slow load times for forms and pages, and in some cases
website outages. In particular, due to inadequate system capacity, many
consumers experienced difficulty creating accounts, and those that were
able to create accounts had difficulty logging into them.

'8A virtual machine is software that allows a single host to run one or more guest
operating systems.
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Software Coding Errors

Software code for systems supporting Healthcare.gov contained
numerous errors, resulting in difficulties in accessing and using the site.
For example, in September 2013 (less than 1 month before launch), an
IV&V assessment ordered by CMS identified 45 critical and 324 serious
code errors across the plan management, financial management, and
eligibility and enrolliment FFM system modules, with services relating to
the eligibility and enroliment module having the highest numbers of
errors. Further, the IV&V assessment team reported that there was no
evidence that software coding errors were being addressed.

Other IV&V assessments of the FFM and DSH systems also noted
problems in coding practices used by systems development contractors
that indicated concerns about system code. For example, in March 2013,
the IV&V assessment team reviewing the FFM and DSH systems noted
multiple issues with application coding, including undesirable coding
practices that were known to potentially cause errors'® and the inability of
the assessment team to locate CMS or contractor coding standards.

CMS also identified concerns with system coding prior to launch. In
March 2013, a Director within the Consumer Information and Insurance
Systems Group, charged with overseeing the development effort,
expressed concerns about the quality of FFM system code during a
monthly status meeting. In addition, CMS conducted an assessment of
FFM system documentation and development processes in August 2013
and noted that late-stage coding conducted by the FFM system
development contractor did not follow expected standards and best
practices, resulting in code conflicts between FFM system modules. The
assessment further stated that system technical changes and
development were being conducted on an ad-hoc basis to resolve
production issues rather than being coordinated across development
teams.

In September 2013, the FFM system development contractor attributed
certain coding errors to the urgency of implementing system fixes as
quickly as possible. To mitigate these issues, the contractor stated that it
was revisiting its code review process to help identify coding errors.

SFor example, one coding practice was identified as potentially causing a runtime error,
which is a software or hardware problem that prevents a program from working correctly,
potentially leading to loss or corruption of information or preventing a user from using a
feature.
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Limited System Functionality

However, this action was not timely, as open enrollment began shortly
thereafter. Further, in November 2013, the FFM system development
contractor, in response to a CMS contracting officer’s concerns about
defects and errors in the FFM system code, stated that it was not possible
to ensure that each code release addressed all defects because there
was not sufficient time to fix the code and retest it to confirm that issues
were resolved. CMS officials agreed that some defects were not
addressed prior to system launch due to the urgency in meeting the
October 1, 2013, deadline.

As with the capacity problems, these software code errors also
contributed to the problems applicants faced in attempting to enroll in
health care plans. For example, according to an HHS report summarizing
findings from an Obama administration assessment, for some weeks in
the month of October 2013, the Healthcare.gov website was down an
estimated 60 percent of the time. In the report, HHS noted that the
assessment team determined that hundreds of errors in software code
contributed to that downtime.

As of initial launch, the functionality provided by the FFM system was
limited compared to what was planned, thus hindering users from
performing actions needed to compare health plans and small businesses
from purchasing plans, as well as requiring the use of a manual process
for paying issuers.

In September 2011, CMS issued the first FFM system statement of work,
which stated that the federal marketplace would provide all exchange
capability in states electing not to establish a state-based marketplace.
The statement of work identified system modules that were to encompass
all federal exchange requirements, including the eligibility and enrollment,
plan management, and financial management modules.

However, at the time of initial open enroliment in 2013, while parts of the
eligibility and enrollment module were completed, others were not.
Specifically, after creating an account through the website, consumers
could apply for health coverage, compare and select a plan for
enrollment, and receive an advance payment of the premium tax credit
and Medicaid/CHIP eligibility determination through the eligibility and
enrolliment module. Nonetheless, consumers were not able to perform
other intended eligibility and enroliment functions such as (1) “window
shopping” (i.e., comparing different plans) for health plans prior to
providing personal information to CMS and signing up for coverage, or
(2) designating authorized representatives to apply for coverage on their
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behalf or change their advance payment of the premium tax credit
election. Further, small businesses were unable to purchase health
coverage for their employees through the FFM eligibility and enroliment
module.

Other planned modules, including the plan management and financial
management modules, were also not complete and thus did not provide
intended functionality. For example, CMS could not use the system to
acquire, certify, and manage issuers offering qualified health plans
through the exchange’s plan management module. Additionally, the
system did not allow payments to be made to health issuers and did not
calculate payments for reinsurance through the financial management
module.

CMS Has Taken Steps to
Address ldentified System
Problems

Since the troublesome launch of Healthcare.gov, CMS has taken various
actions to address the problems that impeded the initial use of the
website and its supporting systems. For example, beginning in October
2013, the agency initiated steps to mitigate the lack of adequate system
capacity. Specifically, among other things, it doubled the number of
servers for systems supporting Healthcare.gov, added virtual machines
for the Enterprise Identity Management and FFM systems, and replaced a
virtual database with a high-capacity physical database for the Enterprise
Identity Management system, allowing more efficient system processing
for both the identity management and FFM systems.

By taking these actions, CMS increased overall system capacity to
support Internet users—going from 25 to 400 Terabytes of monthly
capacity. According to an HHS website, by December 2013, the
increased system capacity allowed the system to accommodate more
than 1.8 million visits a day from consumers to the website and its
supporting systems. According to an HHS progress report issued in
December 2013 and other data provided by CMS, Healthcare.gov system
availability went from 42.9 percent to just over 93 percent during
November 2013, and the FFM system response time went from 8
seconds in late October 2013 to less than 1 second by December 2013.

In addition, in October 2013 CMS took steps to mitigate system coding
issues. For example, the agency directed its development contractors to,
among other things, modify system software to increase the efficiency in
system interactions and implement software fixes to address issues with
users logging into their accounts. In December 2013, HHS reported that
the number of errors encountered by individuals using the system
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decreased by over 5 percent by the end of November 2013, going from a
6 percent error rate to under 1 percent.

Also, CMS documented data quality plans for the Enterprise Identity
Management system in March 2014 and the FFM system in June 2014
that outline an approach for improving the quality of the systems’ code.
The Enterprise Identity Management system plan calls for peer reviews to
ensure that contract requirements are met and product reviews are
performed on all deliverables. The FFM plan identifies three types of
quality reviews—Peer Reviews, Process and Product Quality Assurance
Reviews, and Quality Assessment Reviews—that are to be used to
ensure work products conform to documented processes and standards.

« Peer Reviews. As the primary verification activity, peer reviews are to
be conducted to help facilitate early detection of problems, and thus
reduce the number of problems discovered in later stages of
development, which helps to minimize the cost associated with
rework. Peer reviews are to include a review of requirements, design,
code, and test planning work products. Peer reviews can be
conducted by peer members of the project team or team leads,
managers, and design review boards.

« Process and Product Quality Assurance Reviews. These reviews
are intended to ensure that work products, project management
processes, high-level development processes, and day-to-day
practices adhere to documented CMS processes and standards.
These reviews are to be conducted by contractors not directly
responsible for the work product or process being reviewed.

¢ Quality Assurance Review. The primary purpose of the quality
assurance review is to verify that the FFM IT program is progressing
based on expectations and is providing business value, and that
appropriate risks are identified and managed so that solutions can be
delivered on time and within budget. This review is conducted by a
contractor Managing Director who is also referred to as a quality
assurance Director. These directors are external to the FFM system
project, with technical and functional expertise in line with the
program.

Nonetheless, even with these efforts, V&V assessments continued to
identify issues with software coding practices. For example, in July 2014
the assessment team identified over 11,000 critical code violations in the
eligibility and enrollment module of the FFM system which could cause
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major issues in production or difficulties in maintaining the code. The
assessment team highlighted the need for CMS to ensure the FFM
system code is reviewed and that critical and major violations are
remediated.

CMS has also taken steps to develop additional system functionality for
the FFM system. In order to complete FFM system development and to
improve system functionality already provided by the original contractor
tasked with developing this system, the agency awarded a new contract
in January 2014. According to the statement of work, this new FFM
system development contract represents almost exclusively new
development and major fixes to software already developed. The contract
called for the new contractor to design, develop, test, and implement
services supporting the FFM system. This includes the financial
management module, the plan management module, and certain
eligibility and enroliment module functions that include eligibility
verification and determination.

Some FFM system development activities are still in progress, such as
the payment service to issuers for subsidy payments to issuers through
the financial management module, among others.?’ However, CMS made
progress in developing and implementing services related to the FFM
eligibility and enrollment and plan management modules. For example,
consumers can now “window shop” using the eligibility and enroliment
module, and CMS can now use the plan management module to validate
plan application information and route the validated information to the
appropriate system supporting Healthcare.gov.

200ther FFM functionality that was still being developed as of July 2014 included certain
eligibility verification services and components of the service to allow small businesses to
purchase health coverage for their employees through the FFM eligibility and enroliment
module, as well as the verification of qualified health plan enroliment service.
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CMS Inadequately
Applied Best
Practices in
Developing Systems
Supporting
Healthcare.gov, and
Needs to Build on
Recent Progress

In developing Healthcare.gov and its supporting systems, CMS did not
adhere to best practices for managing IT development projects, which
contributed to problems with the launch of Healthcare.gov and its
supporting systems. Such best practices include managing requirements
to ensure that delivered functionality meets the needs of users,
conducting adequate system testing to validate that systems function as
intended, and providing oversight to ensure that a project is progressing
as planned and that corrective actions are taken as needed. Specifically,
CMS did not effectively manage requirements of key systems supporting
Healthcare.gov, nor did it adequately test the system, or include key
information in system test plans and test cases. In addition, CMS’s
oversight of the initiative was limited by an unreliable schedule, lack of
estimates of work needed to complete the project, unorganized and
outdated project documentation, and inconsistent reviews of project
progress.

CMS program and contracting officials attributed weaknesses in these IT
management areas to the complexity of developing a first-of-its-kind
federal marketplace, which was exacerbated by changing requirements
and compressed time frames for completing and deploying the systems.
CMS has taken action to address deficiencies in applying systems
development best practices for the FFM system. However, deficiencies in
requirements management, systems testing, and oversight remain. By not
engaging in effective systems development practices, CMS lacks
essential mechanisms to ensure the successful delivery of IT systems
such as Healthcare.gov and its supporting systems. In addition, HHS has
not provided adequate oversight of the Healthcare.gov initiative through
its office of the CIO, while OMB’s oversight role was limited to facilitating
discussions with federal partners, providing federal policy guidance, and
overseeing the project’s budget.
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Weaknesses in
Requirements
Management Limited
CMS'’s Ability to Ensure
That System Functionality
Was Implemented as
Intended

Best practices developed by the Software Engineering Institute call for,
among other things, ensuring that requirements are understood and
approved by system stakeholders, including system owners and system
developers.?! Thus, as a project matures and requirements are derived,
the requirements should be clearly defined, agreed upon, and approved
by the system stakeholders, including system owners and system
developers. Consistent with best practices, CMS guidance also requires
this approval. Specifically, the CMS Requirements Management Plan
documented specifically for the FFM and DSH systems called for
functional requirements?? to be approved by a CMS official—the Center
for Consumer Information and Insurance Oversight business owner—
before being sent to the development team. The plan further stated that
an agency official within the Office of Information Services? was to
document this approval in the Collaborative Application Lifecycle Tool
(CALT),?* the agency’s project management system and requirements
repository. The system records the name of the approver and the date
and time at which the requirement was approved.

However, in many instances, functional requirements that had been
identified for the FFM and DSH systems were included in the
development effort prior to or without clear evidence of required CMS
approval. Specifically,

2130ftware Engineering Institute, CMMI for Development, Version 1.3, CMU/SEI-2010-TR-
033 (November 2010, Hanscom AFB, MA).

22Functional requirements define what the proposed system will actually do. Examples of
functional requirements for the FFM system include the requirement for an individual to be
able to use the system to compare available plans in the exchange or to provide
information required to enroll in CHIP.

2The Requirements Management Plan states that requirements should be approved by
an official within the Office of Information Services, but that this function can be delegated
to other CMS responsible officials.

24cms developed the CALT system to support the entire software life cycle, including
requirements and release management, code review and defect tracking, and system
testing.
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o Of the 37 FFM eligibility and enroliment functional requirements that
we examined,?®

« 9 were designated as having been approved prior to development,

« 8 were approved after the requirements were sent to
development, and

e 20 were never approved by CMS.

« Of the 67 DSH functional requirements we selected,?® none were
approved by a CMS official.

CMS officials within the Office of Information Services acknowledged that
approvals were not always obtained for functional requirements prior to
the development of the FFM and DSH systems. The officials stated that
they were unable to enforce consistent application of life-cycle processes
because they were trying to develop the system in an expedited fashion
to meet the October 2013 deadline.

By allowing functional requirements to move to development without
approval, CMS did not position itself to ensure that there was a common
understanding of requirements between CMS Center for Consumer
Information and Insurance Oversight business owners and the
contractors tasked with developing these systems, or that expected
functionality would be provided.

Since Systems Launch, CMS Has Developed a New Requirements
Approval Process, but It Is Not Fully Implemented

After the initial system launch, CMS documented and began
implementing a new IT governance process in June 2014%’ that calls for

2>The FFM system eligibility and enrollment module included a total of 3,779 functional
requirements at the time of our review. We selected 95 for review, but only 37 of the
requirements selected included attributes indicating that they were developed and as such
required approval prior to being sent to development.

26The DSH system had 1,038 functional requirements at the time of our review. We
selected 88 for review, but only 67 of the requirements selected included attributes
indicating that they were developed and as such required approval prior to being sent to
development.

2’CMS issued a new requirements management guide in June 2014 documenting its new
IT governance process. The guide is intended to provide a more uniform methodology for
the documentation and management of proposed functionalities for the FFM system. The
guide is to be used for all development activities for new or redesigned FFM system
functionality.
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business requirements?® to be approved by three key stakeholders—the
CMS business owner, the CMS approving authority, and the contract
organization’s approving authority—instead of one CMS official (the
business owner). In addition, CMS officials within the Office of Information
Services stated that functional and technical requirements also require
the same three stakeholders’ approval and that these stakeholders’
signatures be included on all requirements documentation, indicating their
approval.

Even with its new requirements approval process, however, CMS has not
consistently and appropriately approved requirements. In particular, 1 of
18 FFM system requirements documents that we examined under the
new process contained all the necessary approvals for business,
functional, and technical requirements that had been documented as part
of the effort to improve and expand system functionality.?® Specifically:

« Of the 13 business requirements documents, 1 had been fully
approved by all three stakeholders. On the other hand, 4 business
requirements documents included the signature of the FFM
contractor, but did not include the CMS approving authority and
business owner signatures; 2 documents were approved by the CMS
business owner, but were not approved by the CMS approving
authority and the FFM contractor; and the remaining 6 were approved
by the CMS approving authority and business owner, but were not
approved by the FFM contractor.

« Of the four functional design documents, none were fully approved by
the required stakeholders. Two of the four were not approved by the
CMS approving authority and the FFM contractor. One was approved
by the CMS business owner and the CMS approving authority, but
was missing the approval of the FFM contractor. The remaining
functional design document was approved by CMS’s approving
authority, but was missing the approval of the FFM contractor and
CMS business owner.

28According to the CMS Requirements Management Guide, business requirements
address legislative mandates and strategic business goals for each program area.

s of July 2014, CMS had documented a total of 18 requirements documents, including
13 business requirements documents, 4 functional design documents, and 1 technical
design document developed under the new FFM systems development contract.
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Requirements Lacked
Traceability Prior to Initial
Launch

« The one technical design document included the signature of the
CMS approving authority, but was missing the signatures of the CMS
business owner and FFM contractor.

In addition, it was not always clear what requirements were being
approved. Specifically, while pages with approval signatures were
scanned and uploaded to CALT, 10 of the 18 signature pages were not
electronically attached or linked to documents specifying the
requirements being approved, making it difficult to determine what
requirements were actually approved. These conditions present
uncertainty as to whether CMS and its contractors can readily and always
determine if the requirements being developed had received the
appropriate approval.

CMS officials in the Office of Information Services acknowledged the lack
of approvals and stated that as of mid-October 2014 they had not yet fully
implemented the new IT governance process, which is to include the
complete documentation of requirements approvals. Specifically, while
CMS has documented the approval procedures for business
requirements, it has not yet documented procedures for approving
functional and technical requirements.

While acknowledging these weaknesses, officials within the Office of
Information Services added that CMS is currently tracking approvals
through a weekly management report. However, this is inconsistent with
the agency’s newly developed procedures, which require stakeholders’
signatures on requirements documentation to indicate approval. The
officials further noted that they intend to review all required
documentation to identify any signatures that may be missing after 2015
open enrollment is complete. However, this review would take place after
the requirements were developed and would not ensure that they were
clearly defined, agreed upon, and approved before development began.
Until it fully documents and implements its new requirements approval
process, CMS may not establish a shared understanding of requirements
with its contractors, potentially resulting in critical system functionally not
providing needed capabilities.

Best practices developed by the Software Engineering Institute call for,
among other things, effectively managing requirements by maintaining
bidirectional traceability from the high-level original source, such as the
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business and program requirements, to the lower-level more detailed
system and technical requirements, and from those lower-level
requirements back to their original source.® Such bidirectional traceability
allows stakeholders to (1) understand any system-wide effects as a result
of changes to requirements, (2) determine whether all high-level
requirements have been completely addressed and whether all lower-
level more detailed requirements can be traced to a valid source (i.e.,
maintain requirement dependencies to ensure that higher-level
requirements are being addressed by lower-level more detailed
requirements), and (3) update requirements documentation as necessary
for approved changes.

Consistent with best practices, the CMS Requirements Management Plan
documented specifically for the FFM and DSH systems requires
bidirectional traceability and has established a traceability hierarchy that
applies to FFM and DSH system requirements. This hierarchy defines the
relationships among business functions, processes, and activities and
functional and system requirements. Specifically, the Requirements
Management Plan requires bidirectional traceability between higher-level
requirements (e.g., business processes®'), and one or more lower-level
requirements (e.g., system requirements®?). According to the plan, these
relationships among requirements are to be reflected in CALT as
“dependencies,” in order to allow for effective status reporting. Figure 2
provides an overview of the CMS traceability hierarchy.

30s0ftware Engineering Institute, CMMI for Development, Version 1.3.

3'Business processes illustrate the interactions and information exchanges among
functional activities and stakeholders (e.g., states, federal agencies, insurers, and
employers) performing those activities. These associations provide information for
stakeholder relationships and information exchanges to facilitate coordination and
agreement among stakeholders concerning their respective roles, responsibilities, and
information exchange needs.

328ystem requirements are lower-level requirements that provide additional detail from a
technical point of view to allow for the implementation of a functional requirement.
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Figure 2: Overview of the CMS Traceability Hierarchy for the FFM and DSH Systems

Identifies the scope of capabilities performed in conjunction with a
business area.

Business Activity

The requirements that define the functionality
that the system will provide.

Functional Requirement

A lower-level requirement that provides additional
detail from a technical point of view to allow for the
implementation of a functional requirement.

System Requirement

Source: GAD analysis of Centers for Medicare & Medicaid Services data. | GAD-15-238

However, while the Requirements Management Plan establishes a
traceability hierarchy that applies to FFM and DSH systems, CMS did not
always maintain bidirectional traceability for these systems’ functional
requirements developed prior to initial system launch in October 2013.
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Specifically, CMS did not always establish requirement dependencies for
FFM and DSH functional requirements.®* Among those that we reviewed,

« 84 percent® of 1,137 of the FFM eligibility and enroliment module
functional requirements lacked a documented associated business
process;

« nearly 54 percent of all the DSH functional requirements3® lacked an
associated business process;

« nearly 48 percent of all the functional requirements?® for the FFM
system’s eligibility and enroliment module were missing the required
associated dependencies for business activities and system
requirements; and

« approximately 34 percent of all the DSH functional requirements were
missing the required associated dependencies for business activities
and system requirements.

CMS officials within the Office of Information Services recognized that
there were gaps in bidirectional traceability for FFM eligibility and
enrollment and DSH requirements. However, as with requirement
approval, the officials stated that they had been unable to enforce
consistent application of life-cycle processes because they were trying to
develop the system in an expedited fashion to meet the October 2013
deadline.

33According to CMS’s Requirements Management Plan, functional requirements must
have one or more higher-level “parent” dependencies (e.g., business processes and
business activities) and one or more lower-level “child” dependencies (e.g., system
requirements).

S4FEM eligibility and enroliment business process associations were not documented in
CALT as required by the Requirements Management Plan. According to CMS officials
within the Office of Information Services, these associations were documented in a
separate spreadsheet. However, the spreadsheet only included 1,137 of the 3,779
eligibility and enrollment functional requirements. We reviewed all of the 1,137 functional
requirements.

35As of July 2014, there were a total of 1,038 DSH functional requirements documented in
CALT.

36As of May 2014, there were a total of 3,779 FFM eligibility and enrollment functional
requirements documented in CALT.
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However, by not maintaining bidirectional traceability among
requirements, CMS could not ensure that key stakeholders had a clear
understanding of system-wide effects as a result of changes to
requirements, determine whether all source requirements had been
completely addressed and whether all lower-level requirements could be
traced to a valid source, and appropriately update requirements
documentation for approved changes.

CMS Has Taken Steps to Establish Bidirectional Traceability for
Requirements Developed After Initial System Launch

To help improve the bidirectional traceability of requirements, CMS
documented and began implementing a new FFM requirements
management process in June 2014. This process includes guidance on
documenting traceability in a new requirements management system—
the Quality Center Application Lifecycle Management tool.

Since the fall of 2014, CMS and its FFM contractors have made a
concerted effort to provide bidirectional traceability within the life-cycle
management tool for approved business, functional, and technical
requirements for development efforts. In November 2014, FFM
contractors, along with CMS officials within the Office of Information
Services and Office of Legislation, demonstrated to us how the current
process is providing bidirectional traceability. Specifically, contractors
provided examples of business requirements and their associated
functional requirements using the tool. The contractors also provided
examples of how functional requirements and their associated business
requirements were linked. According to the FFM contractor, as of
November 2014, requirements for three increments within the financial
management module and nine increments within the eligibility and
enrolliment module were fully traceable within the life-cycle management
tool.

Going forward, effective use of this life-cycle management tool should
assist CMS in maintaining bidirectional traceability and, thus, (1) facilitate
the understanding of system-wide effects as a result of changes to
requirements, (2) help determine whether all source requirements have
been completely addressed, and (3) help determine whether all lower-
level requirements can be traced to a valid source.
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Systems Supporting
Healthcare.gov Were Not
Fully Tested, and Test
Documentation Was
Missing Key Elements

Testing an IT system is essential to validate that the system will satisfy
the requirements for its intended use and user needs. Effective testing
facilitates early detection and correction of software and system
anomalies; provides an early assessment of software and system
performance; and provides factual information to key stakeholders for
determining the business risk of releasing the product in its current state.
Best practices developed by the Institute of Electrical and Electronics
Engineers (IEEE)® suggest that systems testing should be conducted
early and often in the life cycle of a systems development project to allow
for the modification of products in a timely manner, thereby reducing the
overall project and schedule impacts.

In May 2011, CMS documented a testing framework that was to establish
a consistent, repeatable CMS testing life-cycle process for business
application and infrastructure testing. In statements of work, CMS
required its FFM and DSH system development contractors to use this
framework and perform testing and validation of all software releases
prior to implementation. This was to include integration and end-to-end
testing>® of both the FFM and DSH systems, which would test how, for
example, various modules of the FFM system work together. This testing
would also assess whether the individual systems that support the
federally facilitated marketplace work together as intended. Further, CMS
testing documentation stated that any critical defects discovered through
the testing process were to be corrected or mitigated before the system
was put into production.

However, required testing was not always conducted for systems
supporting Healthcare.gov. For example, as of August 2013—2 months

3'7Adapted and reprinted with permission from © Institute of Electrical and Electronics
Engineers, IEEE Standard for Software and System Test Documentation, |IEEE Standard
829™-2008 (New York, NY: July 18, 2008). All rights reserved.

38Integration testing is preliminary testing performed by the system developer to assess
the interfaces, data, and interoperability of modules and systems within a single business
application. End-to-end testing is a type of integration testing that tests all of the business
application’s access or touch points, and data, across multiple business applications and
systems, front to back (horizontal) and top to bottom (vertical), to ensure business
processes are successfully completed. Testing is conducted on a complete, integrated set
of business applications and systems to evaluate their compliance with specified
requirements, and to evaluate whether the business applications and systems
interoperate correctly, pass data and control correctly to one another, and store data
correctly.
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prior to system launch—integration testing with plan issuers that were
expected to connect to the DSH to send health plan information to the
FFM plan management module had not been completed, with outstanding
defects remaining unaddressed for the FFM system eligibility and
enrollment module. In addition, end-to-end testing of Healthcare.gov and
its supporting systems did not occur prior to system launch as required.
Further, CMS did not always ensure that system defects found during the
testing were corrected prior to system launch; thus, many defective
system components were placed into production.

CMS staff within the Office of Information Services, including a Deputy
Director, as well as representatives of development contractors for the
DSH and FFM systems, stated that there was insufficient time to conduct
all the needed testing prior to system launch. This was, in part, because
requirements were still being defined in mid-2013 and there were delays
in developing software that was ready for testing.

Without complete integration and end-to-end testing of the system, CMS
lacked a basis for knowing if all Healthcare.gov interconnected systems
could operate correctly, pass data correctly to one another, and store
data correctly prior to system launch. In addition, without ensuring that
defects were corrected prior to placing the system into production, CMS
jeopardized its assurance that the system would function as intended.

CMS Has Begun Taking Steps to Improve Systems Testing, but Has
Not Documented Its New Processes

According to officials in the Office of Information Services, CMS has taken
steps aimed at improving its testing processes since the highly
problematic launch of Healthcare.gov. For example, it has implemented a
new tool that integrates systems development and systems testing, which
is intended to provide the agency and its contractors greater visibility into
the development and testing process. In addition, according to CMS
officials in the Office of Information Services, business owners and other
stakeholders are now to review key testing documentation to ensure
proper test coverage and to validate the results.

At the time of our review the agency had not documented this new testing
process. Going forward, without a clearly defined and documented
process for how CMS will implement the testing tool as well as
requirements for stakeholder reviews, CMS may not be able to ensure
testing processes are carried out as intended.
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System Test Plans Lacked
Recommended Elements

A key document needed to ensure that testing is carried out effectively is
a test plan. Test plans describe the technical and management approach
to be followed for testing a system or a component of a system.° Best
practices, such as those identified by IEEE,*° call for test plans to

identify the test items (software or system) that are the object of
testing;

« provide a description of the overall approach for testing;
« identify the set of tasks necessary to prepare for and perform testing;
« identify how testing anomalies will be tracked and resolved;

« identify roles and responsibilities for individuals or groups responsible
for testing;

« identify the risk issues that may adversely impact successful
completion of the planned testing activities;

« identify the means by which the quality of testing processes will be
assured;

« specify the necessary test environment and test data, such as
hardware, software, and test support tools; and

« specify the criteria to be used to determine whether each test item has
passed or failed testing.

Test plans we examined for the DSH and FFM systems included most,
but not all of the recommended key elements. For example, all 19 DSH
and 14 FFM system test plans documented prior to the systems launch in
October 2013 identified the test items that were the object of testing; the
overall approach for testing; the set of tasks necessary to prepare for and
perform the testing; how testing anomalies were to be tracked and
resolved; and the roles for individuals or groups responsible for testing.

3In this case, CMS documented multiple test plans that covered components of the
system, rather than documenting a test plan that covered the entire system.

40Adapted and reprinted with permission from © Institute of Electrical and Electronics
Engineers, IEEE Standard for Software and System Test Documentation, |IEEE Standard
829™-2008 (New York, NY: July 18, 2008). All rights reserved.
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However, a number of these test plans did not address key elements
called for by best practices, relating to the quality of testing and the
pass/fail testing criteria. Specifically:

None of the 19 DSH and 14 FFM system test plans included the
means by which quality of testing processes would be assured.

Eleven of the 19 DSH and all 14 FFM system test plans were missing
detailed criteria to be used to determine whether each test item has
passed or failed testing.

In addition, these plans varied in the extent to which they addressed risk
issues and the test environment information. Specifically:

While all 14 FFM system test plans identified risk issues that may
adversely impact successful completion of the planned testing
activities, 8 of 19 DSH test plans included this information.

While all 14 FFM test plans specified the necessary test environment
and test data, such as hardware, software, and test support tools, 8 of
the 19 DSH test plans included all of the information recommended by
best practices.

These weaknesses existed, in part, because CMS lacked key elements in
its framework. For example, the framework did not require test plans to
include

the risk issues that may adversely impact successful completion of the
planned testing activities;

the means by which the quality of testing processes will be assured;
or

the necessary test environment and test data, such as hardware,
software, and test support tools.

Further, CMS officials in the Office of Information Services acknowledged
the lack of certain key elements in the test plans that existed for systems

supporting Healthcare.gov, and attributed this, in part, to an incomplete
test plan template. Without including key information in the test plans,

CMS had less assurance that testing carried out prior to initial launch was

consistently executed and of sufficient quality to validate that systems
supporting Healthcare.gov satisfied requirements.
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Test Plans Developed After Initial System Launch Still Lacked Key
Elements

Since the initial system launch, CMS has continued to develop test plans
for additional FFM system functionality, and these included most, but not
all, key elements. Specifically, all 11 post-October 2013 FFM system test
plans included test items that are the object of testing; the overall
approach for testing; the set of tasks necessary to prepare for and
perform testing; how testing anomalies will be tracked and resolved; risk
issues that may adversely impact successful completion of the planned
testing activities; and, for the most part, specified the necessary test
environment and test data, such as hardware, software, and test support
tools.

Nonetheless, similar to the pre-October 2013 test plans, FFM test plans
had not identified all key elements called for by best practices.
Specifically, none of the 11 FFM post-October 2013 test plans specified
the means by which the quality of testing processes would be assured,
and 9 of the 11 test plans lacked criteria to be used to determine whether
each test item has passed or failed testing.

In addition, these plans varied in the extent to which they discussed roles
and responsibilities of individuals or groups responsible for testing.
Specifically, while all 11 FFM test plans included the identification of roles
for individuals or groups responsible for testing, 5 of these plans did not
include the details regarding what tasks these individuals or groups would
perform.

According to an Information Technology Specialist within the Office of
Information Services, the test plan template that was used for test plan
development was updated in November 2014 to include the missing key
elements we identified. While updating the test plan template with missing
elements is a positive step, this will not necessarily ensure key
information is included in the test plan. Specifically, although the test
plans we reviewed for FFM and DSH included a section for roles and
responsibilities, for example, the information included was not always
comprehensive and did not provide needed information. As a result, CMS
may continue to lack assurance that testing is consistently executed and
of sufficient quality to ensure that Healtcare.gov-related systems function
as intended.
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System Test Cases Included
Most, but Not All, Key
Information

As another key type of testing documentation, test cases describe
scenarios that the system must perform to meet intended requirements.*!
Testing teams use these test cases to determine whether an application,
system, or a particular system feature is working as intended. Best
practices identified by IEEE*? call for each test case to

include a unique identifier so that each test case can be distinguished
from all other test cases;

« specify all outputs and the expected behavior required of the test
items;

« identify dependencies (i.e., other test cases that must be executed
before the current test case);

« identify and describe the objective for the test case (e.g., what feature
is being tested);

« specify the ordered description of the steps to be taken by each
participant for the execution of the test procedure; and

« specify the inputs required to execute each test case (i.e., values,
files, databases, etc.).

Best practices also state that test cases should be linked to requirements
in order to help stakeholders ensure that there is a valid relationship
between a system’s requirements and the plans and procedures for
testing to ensure they are met.

Test cases for components of systems supporting Healthcare.gov
included some, but not all key elements. Specifically, all of the selected
test cases (42 DSH and 83 FFM) that were documented prior to system
launch in October 2013 included a unique identifier. However, these test
cases did not always identify two other key elements called for by best

#In this case, a test case is documentation specifying inputs, predicted results, and a set
of execution conditions for a test item.

42Adapted and reprinted with permission from © Institute of Electrical and Electronics
Engineers, IEEE Standard for Software and System Test Documentation, IEEE Standard
829™-2008 (New York, NY: July 18, 2008). All rights reserved.
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practices—outputs and the expected behavior and test case
dependencies. Specifically:

« One of 42 DSH test cases specified outputs and the expected
behavior required of the test items.

« While all 83 of the FFM test cases included expected behavior
required of the test items, 12 of the 83 included outputs.

« One of 42 DSH test cases and 4 of 83 FFM test cases included
dependencies.

In addition, among the test cases, results were mixed regarding the
extent to which they included the objective, the description of steps, and
the inputs required. Specifically:

« While all FFM test cases included the identification and description of
the testing objective, 29 of 42 DSH test cases included that
information.

« All the FFM test cases specified the ordered description of the steps
to be taken by each participant for the execution of the procedure, but
one of the DSH test cases included this information.

« Among the FFM test cases, 58 of 83 specified all of the inputs
required to execute each test case, while none of the DSH test cases
did so.

In addition, many of the test cases did not include enough information to
allow the project team to determine whether the testing contractor had
performed the test and whether or not the system passed testing.
Specifically, while all 42 DSH test cases included information about
whether or not the test passed or failed, 58 of the 83 FFM system test
cases were missing pass/fail information.

Further, although CMS provided documents that were intended to link
requirements to their corresponding test cases, in many instances these
documents did not correspond to the test cases we reviewed. Specifically,
for 24 of 42 DSH system test cases and 50 of 83 FFM system test cases,
the documents did not include enough information to link the
requirements being tested and the corresponding test cases. For
example, certain documents included a list of test case unique identifiers,
but did not include any information about the requirements related to
those test cases. In other instances, the documents included test case

Page 35 GAO-15-238 Healthcare.gov IT Management



identifiers that did not use the same naming convention as the test cases
we received, so it was unclear as to what test cases those documents
were related to.

CMS officials in the Office of Information Services acknowledged that test
case documentation for systems supporting the initial rollout of
Healthcare.gov had been lacking and that there were gaps in the
documentation linking the requirements being tested to the corresponding
test cases. They attributed these weaknesses to not having always
followed required procedures for appropriately documenting test cases.
These officials added that the procedures were being followed for the
contract awarded in January 2014 for the implementation of additional
and enhanced functionality for the FFM system. However, we determined
that test cases documented under the new development contract also
lacked key elements (as described below). Without key information
included in test cases, CMS was limited in its ability to ensure that
documented scenarios were performed and thus that applications,
systems, or features supporting Healthcare.gov activities were working as
intended.

Improvements Were Made to Test Cases Developed After Initial
System Launch, but Many Still Lacked Key Elements

CMS took steps to improve the quality and content of its test cases
subsequent to the launch of Healthcare.gov. In particular, all 83 post-
October 2013 test cases included a unique identifier, the objective for the
test case, the ordered description of steps to be taken by each participant
for the execution of the procedure, and expected behavior required of the
test items.

However, similar to the pre-October 2013 documentation, these test
cases did not always include outputs and exact values; test case
dependencies; and required inputs. Specifically:

« 61 of 83 FFM test cases lacked information on outputs and exact
values;

e 77 of 83 FFM test cases did not include dependencies; and

o 37 of 83 FFM test cases did not specify all the inputs required to
execute each test case.
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Further, although the newly developed test case documentation did not
contain all recommended information, the majority of the documentation
did include information to allow the project team to determine whether the
testing contractor had executed the test and whether or not the system
passed testing, which is a considerable improvement over the previous
process. Specifically, the test procedures for 56 of the 70 newly
developed test cases that we review were executed*® and included
information about whether the test case passed or failed, compared with
25 of 83 of the pre-launch test cases.

In addition, in November 2014 CMS officials in the Office of Information
Services and the Office of Legislation, along with representatives from the
FFM system development contractor, demonstrated that they were
documenting the linkage of requirements to their corresponding test
cases within the Quality Center Application Lifecycle Management tool.
Going forward, use of this tool should assist CMS in ensuring that there is
a valid relationship between test plans, test design, test cases, and test
procedures. Nonetheless, until CMS begins to standardize and require all
key elements in test case documentation, as recommended by best
practices, it may continue lack information needed to determine whether
an application, system, or one of its features is working as intended.

CMS, HHS, and OMB Did
Not Adequately Oversee
Healthcare.gov Initiative
System Development

Best practices that we and the Software Engineering Institute** have
identified emphasize the importance of project oversight as a means of
ensuring project progress and that appropriate corrective actions can be
taken when project performance deviates significantly from the plan. A
deviation is significant if, when left unresolved, it precludes the project
from meeting its objectives. Best practices call for, among other things,
(1) establishing well-constructed schedules that include the entire scope
of work activities; (2) estimating the level of effort to be expended by the
project team on each task to assist in monitoring the progress of the
project; (3) documenting and monitoring activities for managing project
documentation; and (4) conducting project progress and milestone

“3We reviewed a total of 83 test cases, and 70 of them indicated that procedures were
executed. The remaining 13 test cases were not executed.

44GAO, GAO Schedule Assessment Guide: Best Practices for Project Schedules—
Exposure Draft, GAO-12-120G (Washington, D.C.: May 2012) and Software Engineering
Institute, CMMI for Development, Version 1.3.

Page 37 GAO-15-238 Healthcare.gov IT Management


http://www.gao.gov/products/GAO-12-120G�

Healthcare.gov Schedules
Were Not Well-Constructed

reviews to address performance shortfalls and understand how well
requirements are being met.

However, CMS did not always (1) ensure project schedules for
Healthcare.gov and its supporting systems were well-constructed;

(2) estimate level of effort for DSH and FFM functional requirements;
(3) implement data management and monitoring processes; and

(4) conduct all recommended and required project progress and
milestone reviews. CMS officials within the Center for Consumer
Information and Insurance Oversight and the Office of Information
Services attributed these weaknesses, in part, to challenges with
enforcing consistent application of life-cycle processes while trying to
develop the system in an expedited fashion to meet the October 2013
deadline. As a result, without adequate and comprehensive information
that would be key for understanding the project’s progress, CMS and
other oversight agencies may not have the data necessary to
appropriately evaluate the project and take corrective actions.

A project schedule is a fundamental management tool that specifies when
work will be performed in the future and allows for measuring project
performance against an approved plan. To this end, our Schedule
Assessment Guide states that a project should be guided by an
integrated master schedule*® that reflects the entire scope of work
activities. An integrated master schedule may be made up of several or
several hundred individual schedules that represent portions of work
within a program. These individual schedules are “subprojects” within the
larger program.

CMS did not always have a comprehensive integrated master schedule
prior to system launch in October 2013. For example, IV&V assessment
reports issued in December 2012, February 2013, and May 2013
identified weaknesses in project scheduling throughout the
Healthcare.gov development process. For example:

“SAn integrated master schedule constitutes a program schedule as a network of logically
linked sequences of activities that includes the entire required scope of effort, including
the effort necessary from the government, contractors, and other key parties for a
program’s successful execution from start to finish. The integrated master schedule
includes all government, contractor, and external effort; and the government program
management office is ultimately responsible for its development and maintenance. See
GAO-12-120G.
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« Activities related to FFM and DSH system implementation and the
timeline for the design of the DSH database were not included in the
integrated master schedule.

« Certain key development activities were not included in the FFM
integrated project schedule.

e The FFM testing schedule and the DSH planning schedule did not
contain resource assignments needed to complete the work as
planned.

Therefore, management’s ability to monitor productivity or make effective
decisions on the allocation of resources was severely limited.

CMS Took Steps to Improve Project Schedules after Initial Launch,
but Schedules Were Not Always Well-Constructed

After awarding the new FFM development contract in January 2014, CMS
re-evaluated project schedules for systems supporting Healthcare.gov.
However, project schedules developed since then were not always well-
constructed.

Best practices identified by us*® for developing well-constructed
schedules include the following:

« Logically sequencing all work activities. The schedule should be
planned so that critical project dates can be met. To do this, activities
need to be logically sequenced—that is, listed in the order in which
they are to be carried out. In particular, activities that must be
completed before other activities can begin (predecessor work
activities), as well as activities that cannot begin until other activities
are completed (successor work activities), should be identified. Date
constraints and lags*” should be minimized and justified to help
ensure that the interdependence of activities that collectively lead to
the completion of events or milestones can be established and used
to guide work and measure progress.

4®GA0-12-120G.
4T/ date constraint predefines the start, finish, or both dates of an activity. A lag in a

schedule denotes the passage of time between two activities. Lags have a specific use in
scheduling but may be misused to force activities to begin on specific dates.
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« Confirming that the critical path is valid. The schedule should
identify the program critical path**—the path of longest duration
through the sequence of work activities. Establishing a valid critical
path is necessary for examining the effects of any activity’s slipping
along this path. The program critical path determines its earliest
completion date and focuses the project team’s energy and
management’s attention on the activities that will lead to the project’s
success. Because a critical path defines a project’s earliest
completion date, it must be a continuous sequence of activities from
the schedule’s status date to the finish milestone.

« Ensuring reasonable total float. The schedule should identify
reasonable total float*® so that the schedule’s flexibility can be
determined. Large total float on a work activity indicates that the work
activity can be delayed without jeopardizing the finish date. The length
of delay that can be accommodated without the finish date’s slipping
depends on a variety of factors, including the number of date
constraints within the schedule and the amount of uncertainty in the
duration estimates, but the work activity’s total float provides a
reasonable estimate of this value. As a general rule, activities along
the critical path have the least total float.

CMS has made an effort to tie all subprojects into an integrated master
schedule and to capture all of the required effort for the Healthcare.gov
initiative. Specifically, the agency had documented at least 26 subproject
schedules within the integrated master schedule. However, our review of
schedules for 4 of 17 FFM subprojects®® determined that these schedules
did not always include key characteristics of a well-constructed schedule.

CMS did not always logically sequence all work activities. For example,
the Plan Management subproject schedule lacked successor or

predecessor work activities on 12 percent of its remaining activities, and
the Eligibility Business Operations project schedule lacked successor or

“8The critical path represents a true model of the activities that drive the project’s earliest
completion date and total float accurately depicts schedule flexibility.

“Total float is the amount of time by which a predecessor work activity can slip before the
delay affects the project’s estimated finish date.

50The FFM integrated master schedule contained 17 subproject schedules. We selected 4
schedules that relate to the Plan Management, Small Business Health Options Program,
Financial Management, and Eligibility and Enroliment modules of the Federally Facilitated
Marketplace System.
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predecessor activities for 9 percent of its remaining activities. In addition,
a significant number of date constraints were reflected in the project
schedules, and for the majority of them the agency did not provide a
justification. For example, we identified date constraints on 26 percent of
the remaining work activities in both the Financial Management and Small
Business Health Options Program®' schedules.

CMS did not always ensure that project schedules had a valid critical
path. For example, two of the four selected schedules—for the Eligibility
Business Operations and the Financial Management projects—did not
have valid critical paths because there were several gaps of time where
no critical activities were scheduled. Specifically, the critical path for the
Eligibility Business Operations schedule had four gaps, ranging from 8 to
15 days, where no critical activities were scheduled. The Financial
Management schedule had a gap of nearly 6 months with no critical
activities scheduled.

In addition, the other two schedules—for the Small Business Health
Options Program and Plan Management projects—did not have valid
critical paths because the paths were determined by long-duration
support and management activities rather than discrete, well-defined
work. For example, the Small Business Health Options Program schedule
includes management activities such as “Operations Management” and
“Deployments Management” that appear in the schedule as critical
activities. However, a critical path cannot include these types of activities
because, by their very nature, they do not represent discrete effort.

CMS did not always ensure reasonable total float. Each of the four project
schedules we reviewed appeared to be overly flexible, allowing for many
activities to slip a significant number of days before impacting the dates of
key events. For example, the Plan Management schedule allowed 50
percent of its remaining activities to slip more than 98 working days
before impacting the key finish milestone. Additionally, according to the
schedules, remaining activities in the Small Business Health Options
Program, Financial Management, and Eligibility Business Operations
schedules could be delayed an average of 49 to 50 days before causing
the project finish dates to be delayed. Inaccurate values of total float

STPPACA requires the creation of Small Business Health Options Program exchanges,
where small businesses can shop for and purchase health coverage for their employees.
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falsely depict true project status, which could lead to decisions that may
jeopardize the project.

Table 1 below summarizes how well the current subprojects’ schedules
met best practices.

|
Table 1: Extent to Which FFM System Project Schedules Met Best Practices

Financial Eligibility Business Small Business Health
Best practice Management Operations Plan Management Options Program
Sequence all activities J o o o
Confirm that the critical path o o o o
is valid
Ensure reasonable total float o o o o
Key:

@ The best practice was partially met. “Partially met” means the program provided evidence that satisfies about half of the elements of the best practice.

e Thte; best practice was minimally met. “Minimally met” means the program provided evidence that satisfies a small portion of the elements of the best
practice.

Source: GAO analysis of agency provided data. | GAO-15-238

Because these project schedules did not fully meet key practices for
ensuring that they are well-constructed, they are limited as tools for
gauging progress and providing reliable estimates of project timelines. In
addition, because the reliability of an integrated master schedule depends
in part on the reliability of its subordinate schedules, the weaknesses in
these schedules will be reflected in the overall schedule for the
Healthcare.gov effort.

Level of Effort Was Not Level-of-effort estimates are used to estimate the amount of time a

Consistently Estimated project will take to develop. According to the Software Engineering
Institute,® this involves estimating the amount of time and resources to
be spent on each work item, such as developing functional requirements
for a system. These estimates can then be compared to the actual time
and resources expended on each work item. This allows the project’s
stakeholders to determine how well the project is progressing and
whether schedules should be adjusted or additional resources need to be
applied.

Consistent with best practices, the CMS Requirements Management Plan
documented specifically for the FFM and DSH systems required system

5230ftware Engineering Institute, CMMI for Development, Version 1.3.
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development teams to estimate the level of effort for each functional
requirement and those estimates to be recorded in CALT. The level-of-
effort estimates, according to the plan, were to be used to inform
velocity—that is, how quickly the project was being developed.

However, CMS and its contractors rarely documented levels of effort for
the FFM and DSH functional requirements prior to initial system launch in
October 2013. Specifically, nearly 100 percent of the FFM eligibility and
enroliment functional requirements and nearly 84 percent of the DSH
functional requirements documented prior to initial launch were missing
the estimated levels of effort.

According to agency officials in the Office of Information Services,
contractor earned value management®® and other financial reports were
used in the place of level of effort estimates to track contractor progress.
However, the officials agreed that, while these reports would allow them
to track the progress made on total project cost estimates, these reports
would likely not provide the full insight necessary on how project
development was progressing as could be provided with level-of-effort
estimates.

Due to the lack of level-of-effort estimation, all subsequent monitoring
mechanisms that depended on these estimates, including velocity
reports, would have provided minimal guidance to CMS and its
contractors in monitoring work status and the remaining time needed to
complete projects.

CMS Has Taken Steps to Estimate Level of Effort for Major System
Modules and Supporting Projects, but Has Not Developed or
Documented This Policy or Procedures

As part of CMS’s efforts to improve project management processes after
initial launch of Healthcare.gov and its supporting systems, agency
officials stated in August 2014 that they had begun the process of
estimating levels of effort and including that information in a system that
they historically used to track software defects. They stated that CMS
planned to use this system to track further FFM software development

53Earned value management is a project management tool that integrates project scope
with cost, schedule and performance elements for purposes of project planning and
control.

Page 43 GAO-15-238 Healthcare.gov IT Management



CMS Lacked Effective Data
Management Monitoring
Practices

efforts, in order to provide more visibility into progress being made by the
systems’ development contractors. In addition, the agency provided
documentation to demonstrate its progress in estimating level of effort for
the FFM system. Specifically, the documentation showed that FFM
contractors had begun estimating levels of effort for major system
modules and supporting projects.

However, current CMS policy does not address estimating level of effort,
including how it should be calculated and applied. Specifically, neither
CMS’s eXpedited Life Cycle (XLC) process nor its newly developed
Requirements Management Guide addresses estimating level of effort at
any level. As a result, it will be difficult for agency officials to have
reasonable assurance that level-of-effort estimates are developed and
calculated and applied in a consistent manner and, therefore, it may be
limited as a tool for accurately monitoring progress.

Best practices identified by the Software Engineering Institute® state that
explicit specifications should be made concerning what, how, where, and
when data should be collected and stored to ensure their validity and to
support later use for analysis and documentation purposes. In this case,
data are forms of documentation required to support a project in various
areas (e.g., administration, configuration management, and quality).
These documents, among other things, are then used by project
stakeholders to conduct project oversight. Best practices further call for
activities for managing these data to be documented and monitored to
ensure that data management requirements are being satisfied.
Depending on the results of monitoring and changes in project
requirements, situation, or status, it may be necessary to re-plan the
project’'s data management activities.

To facilitate a consistent process for managing documents, including
those that define requirements, CMS developed a guide in April 2012 for
internal and external stakeholders (e.g., other federal agencies providing
eligibility determination information).% This guide requires the use of

543oftware Engineering Institute, CMMI for Development, Version 1.3.

55CMS, Business Architecture Baseline Reconciliation: CALT & Process Updates, Apr. 18,
2012.
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CALT®® for managing project data and functional requirements.
Specifically, the guide calls for updates to the status of each requirement
as development progresses to help facilitate project oversight. In addition,
the guide provides and defines specific status designations, such as
“system requirement approved” and “ready for development.” Further, the
agency’s Requirements Management Plan documented specifically for
the FFM and DSH systems required that CALT be used for storing
various project management documentation, including requirements;
source code; network, hardware, and infrastructure descriptions; test
cases; test results; and system defects.

However, CMS and its contractors did not effectively implement data
management processes. For example, they used status designations that
were not standardized or defined, which would have hindered CMS’s
ability to analyze project progress and effectively oversee the
development for the FFM and DSH systems. Specifically:

« seven undefined status designations, such as “grooming in progress,”
were used for the DSH functional requirements; and

« two undefined status designations, “artifact confirmed” and “planned
development completed,” were used for the FFM eligibility and
enrollment module functional requirements.

Further, key project management documentation was not always stored
in CALT as required, which impeded reviews of the development effort.
For example, documents needed for reviews by the IV&V assessment
team in September 2012 and December 2012, such as quality assurance
testing results and hardware and software requirements documents, were
located on a contractor’s SharePoint site and were not uploaded to CALT.
This would have made it difficult for the assessment team to conduct their
review.

CMS officials in the Office of Information Services stated that project
owners of each individual effort, to include the DSH and the FFM
systems, were given autonomy in managing the status of functional
requirements within CALT. Consequently, it was difficult for CMS officials
responsible for overseeing the entire project to ensure consistency in

%6The purpose of CALT was to facilitate communication, collaboration, management, and
governance within the project.
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managing project documentation across each individual project team, of
which there were over 200 during the initial development of
Healthcare.gov and its supporting systems. The CMS Deputy Chief
Information Officer added that because project teams were receiving new
requirements well into the development process, required documentation
was not always a high priority.

This lack of a consistent process for managing project data prior to initial
system launch increased the risk that CMS would not have been able to
appropriately and effectively (1) monitor the progress of functional
requirements as they were being developed, (2) ensure all key
documentation needed for overseeing project development activities was
documented and updated, and (3) monitor data management.

Weaknesses in Data Management Practices Continued after Initial
Launch, but CMS Has Plans to Address Them

Subsequent to initial system launch, problems in CMS’s data
management practices persisted. For example, contractor staff stated that
several documents we requested for our review had not yet been
uploaded to CALT. Instead, these documents were stored on contractor
systems, and thus were not readily available for project oversight. In
addition, folders within CALT were not always well-organized, making
locating relevant documentation difficult and time consuming. For
example, many of the folders were similarly named, or the names of the
folders were too vague to determine what documents were included
within them. To illustrate, three sub-folders within the same folder were
named “UAT.” In addition, while certain software release folders were
named by software release number, others were named using a calendar
date, making it difficult to know what documentation was relevant to each
release.

To help mitigate weaknesses in data management monitoring, CMS
developed a document management reference guide for the FFM system
in July 2014 to establish a process for managing documents created by
the FFM development contractor. The guide specified necessary steps for
uploading and tracking documents in CALT. In addition, CMS has revised
its procedures for tracking the status of requirements through design and
testing, and no longer uses undefined status designations.

CMS officials in the Office of Information Services stated that, once open

enroliment for 2015 has ended, they intend to perform a review of all
required CALT documentation, identify missing documents, and locate
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CMS Does Not Always
Conduct Progress and
Milestone Reviews

and upload those documents into CALT. The officials said they expect
this effort to be completed by April 2015.

According to best practices outlined by the Software Engineering Institute,
the purpose of a progress review is to provide relevant stakeholders the
results and impacts of a project’s activities and to determine whether
there are significant issues or performance shortfalls to be addressed.
Milestone reviews are pre-planned events or points in time at which a
thorough review of status is conducted to understand how well
stakeholder requirements are being met.*” These reviews are important to
ensure that a project is progressing as planned and to identify corrective
actions needed.

Consistent with best practices, CMS requires progress and milestone
reviews for each newly developed system. According to the CMS XLC—
its system development life-cycle process—the purpose of these reviews
is to provide management and stakeholders with the opportunity to
assess project work to date and identify any potential issues. The CMS
XLC calls for a project process agreement, which is to serve as an
agreement between CMS and its development contractors on the
progress and milestone reviews and artifacts (i.e., documentation)
required for a project. The agency has identified 11 different progress and
milestone reviews which vary depending on the complexity of the project.
These reviews are to be conducted by CMS governance boards, which
are to approve the project to continue with the next phase of the systems
development life cycle. Table 2 describes the progress and milestone
reviews documented in the CMS XLC.

5"Software Engineering Institute, CMMI for Development, version 1.3.
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Table 2: Progress and Milestone Reviews Identified in CMS System Life-Cycle Guidance

Review Description

Architecture Review Determines whether the proposed project potentially duplicates, interferes, contradicts, or can
leverage another investment that already exists, is proposed, under development, or planned
for near-term disposition. The business need is assessed to determine if the IT project is
sound and conforms to the CMS enterprise architecture. The XLC does not recommend any
project management artifacts for the architecture review.

Investment Selection Review Determines if the IT project is sound and viable, among other things. The business need and
objectives are reviewed to ensure the effort supports CMS’s overall mission and objectives.
This is an outward-focused review designed to ensure that funding and approval proceed from
senior leadership. Among the artifacts required for this review are the project charter and
project process agreement. According to the XLC, the project charter authorizes the existence
of a project and provides the authority to proceed and apply organizational resources.
Additionally, the project process agreement is a key XLC artifact that authorizes and
documents the justifications for using, not using, or combining specific reviews and the
selection of specific work products. The XLC recommends the project charter and project
process agreement as project management artifacts for the investment selection review.

Project Baseline Review Obtains management approval that the scope, cost, and schedule that have been established
for the project are adequately documented and that the project management strategy is
appropriate for moving the project forward in the life cycle. The project baseline review
includes review of the budget, risk, and user requirements for the investment; emphasis should
be on the total cost of ownership and not just development or acquisition costs. The XLC
recommends project management artifacts such as the project management plan, project
schedule, action items, decision log, issues list, and lessons learned for the project baseline
review.

Requirements Review Verifies that the requirements are complete, accurate, consistent, and problem-free; evaluates
the responsiveness to the business requirements; ensures that the requirements are a suitable
basis for subsequent design activities; ensures traceability between the business and system
requirements; and affirms final agreement regarding the content of the requirements document
by the business owner. The XLC recommends project management artifacts such as the
action items, decision log, issues list, and lessons learned for the requirements review.

Preliminary Design Review Verifies that the preliminary design satisfies the functional and nonfunctional requirements and
conforms with the CMS Technical Reference Architecture; determines the technical solution’s
completeness and consistency with CMS standards; and raises and resolves any technical
and/or project-related issues to identify and mitigate project, technical, security, and/or
business risks affecting continued detailed design and subsequent development, testing,
implementation, and operations and maintenance activities. The XLC recommends project
management artifacts such as the action items, decision log, issues list, and lessons learned
for the preliminary design review.

Detailed Design Review Verifies that the final design satisfies the functional and nonfunctional requirements and
conforms with the CMS Technical Reference Architecture; determines the technical solution’s
completeness and consistency with CMS standards; and raises and resolves any technical
and/or project-related issues to identify and mitigate project, technical, security, and/or
business risks affecting continued detailed design and subsequent development, testing,
implementation, and operations and maintenance activities. For highly complex projects, the
detailed design review is a governance review with the technical review board. The XLC
recommends project management artifacts such as the action items, decision log, issues list,
and lessons learned for the detailed design review.
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Review

Description

Validation Readiness Review

Ensures that the system/application has completed thorough development testing and is ready
for turnover to the formal, controlled test environment for validation testing. The XLC
recommends project management artifacts such as the action items, decision log, issues list,
and lessons learned for this review.

Implementation Readiness Review

Ensures that the system/application has completed thorough integration testing and is ready
for turnover to the formal, controlled test environment for production readiness. The XLC
recommends project management artifacts such as the action items, decision log, issues list,
and lessons learned for this review.

Production Readiness Review

Ensures that the infrastructure contractor’s operational staff has the appropriate startup and
shutdown scripts, accurate application architecture documentation, application validation
procedures, and valid contact information to ensure operability of infrastructure applications.
The XLC recommends project management artifacts such as the action items, decision log,
issues list, and lessons learned for this review.

Operational Readiness Review

Ensures that the system/application completed its implementation processes according to plan
and that it is ready for turnover to the operations & maintenance team and operational release
into the production environment. The XLC recommends project management artifacts such as
the action items, decision log, issues list, and lessons learned for the Operational Readiness
Review.

Post-Implementation Review

Assesses how well the system/application performance meets its goals and recommends
continued operations, changes to operations, or retirement. The XLC recommends project
management artifacts such as the project closeout report for the Post-Implementation Review.

Source: CMS eXpedited Life Cycle Process. | GAO-15-238

The FFM, DSH, and Enterprise Identity Management systems were all
deemed highly complex®® by CMS; as such, CMS guidance recommends,
but does not require, that they undergo all of the reviews discussed
above. However, the three systems did not undergo all the recommended
reviews. CMS documented a project process agreement for the
Enterprise Identity Management system in January 2012 which stated
that it should undergo 10 of the 11 progress and milestone reviews (all
but the Investment Selection Review) and specified the required artifacts
for each review. However, the agency could not demonstrate that 5 of
these reviews were held. CMS officials stated that 4 of these 5 reviews
had been performed, but they could not provide any evidence to show
this performance. For the DSH and FFM systems, the agency did not
document project process agreements, and it provided evidence that
some, but not all, of the recommended reviews were held for each. Table
3 shows the recommended reviews for a highly complex system and
whether or not those reviews were held for each system.

S8cMms's highest complexity level applies to projects that either (1) require a new, one-of-
a-kind design and development effort to support an enterprise-, center-, or department-
specific IT solution or (2) have or will have significant security and risk implications.
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Table 3: Progress and Milestone Reviews Held for Systems Supporting Healthcare.gov Launched on October 1, 2013 Based
on Available Evidence

Enterprise Identity

Reviews Management system DSH FFM
Architecture Review ° ° °
Investment Selection Review n/a’ o o
Project Baseline Review o? ° o
Requirements Review o? ° o
Preliminary Design Review . ° °
Detailed Design Review . ° °
Validation Readiness Review ) . o
Implementation Readiness Review o? o o
Production Readiness Review o? o °
Operational Readiness Review . ° °
Post-Implementation Review o o o
Key:

e The review was held.

o The review was not held.

Table Notes:

'"The review was waived in the project process agreement.

2CMS officials could not demonstrate that this review was held; however, they indicated that it was performed.
Source: GAO analysis of agency-provided data. | GAO-15-238

In addition to the lack of progress and milestone reviews, CMS did not
always ensure required artifacts for each review were developed. For
example, for FFM system reviews, the agency could not provide such
recommended artifacts as action items, decision logs, and lessons
learned, which are to be used by stakeholders for decision making and
assigning tasks.

CMS officials in the Office of Information Services told us not all the
reviews recommended by the XLC were held for DSH because they
followed a customized review process, which included reviews that were
not defined by the XLC. However, the documentation CMS provided that
was to detail this customized process did not clearly state what reviews
were required nor describe what these reviews were to accomplish.

The Office of Information Services officials acknowledged gaps in
required FFM system reviews and quality assurance plans as well as
delays in completion of required documentation as the cause. The
officials also stated that the agency’s ability to schedule and conduct gate
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reviews was compromised due to slippages in scheduled deliverables.

However, it is unclear whether or not the contractors were aware of the
required reviews since the FFM and DSH systems both lacked project

process agreements.

Regarding the missing review artifacts, the officials further stated that all
critical artifacts for each gate review were developed and that the missing
artifacts were non-critical. However, the CMS life-cycle framework does
not designate artifacts as critical or non-critical, nor does it define these
terms. By not ensuring that required progress and milestone reviews took
place and that all required artifacts were developed, CMS stakeholders
lacked full awareness of the results and impacts of the project’s activities
and significant issues or performance shortfalls to be addressed.

CMS Has Taken Steps to Improve Processes for Project and
Milestone Reviews, but All Required Reviews Have Not Been Held

In January 2014, CMS began taking steps to improve its oversight
processes for conducting progress and milestone reviews. These
improvements, according to officials in the Office of Information Services,
included requiring greater collaboration between CMS and its contractors;
increasing the number and frequency of contract deliverables, which
would include key artifacts provided during the reviews; and placing
greater emphasis on progress and milestone reviews as well as formal
signoffs prior to the next life-cycle phase. Additionally, in May 2014 and
June 2014, CMS documented project process agreements for the
portions of the FFM system that were to be developed under the new
contract.

Despite these efforts, CMS had not documented a project process
agreement for DSH as of December 2014. In addition, although Office of
Information Services officials stated that they had held all the required
reviews for the portions of the FFM system that had been placed into
production at the time of our review,*® they were unable to provide
evidence for 5 of 20 required reviews. Table 4 below shows the required
reviews for the FFM system and whether or not those reviews were held

These portions of the FFM system are (1) Eligibility and Business Operations, which is
part of the Eligibility and Enrollment module; (2) EDGE Server, which is part of the
Financial Management module; and (3) the Plan Management module.
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for newly developed portions of the FFM system that were in production
as of July 2014.

Table 4: Progress and Milestone Reviews Held for FFM Releases in Production as of July 2014 Based on Available Evidence

Eligibility and Business

Reviews Operations1 EDGE Server? Plan Management3
Architecture Review n/a* n/a* n/a*
Investment Selection Review n/a* n/a* n/a*
Project Baseline Review n/a’ o° n/a*
Requirements Review o° n/a* o°
Preliminary Design Review ) ) °
Detailed Design Review . ° °
Validation Readiness Review ) . °
Implementation Readiness Review . ° °
Production Readiness Review ) o° °
Operational Readiness Review o° n/a* °
Post-Implementation Review n/a’ n/a* n/a’

Key:

e The review was held.

o The review was not held.

Notes:

'This includes increments 1 and 2.

2This includes increment 1.

*This includes increments 1,2, and 3.

“The review was either waived in the project process agreement, or the review would not yet have occurred for new development releases in 2014.
®According to CMS this review was held, but evidence of the review was not provided.

Source: GAO analysis of agency-provided data. | GAO-15-238

In addition, CMS was not always following the FFM project process
agreement. For example, Office of Information Services officials stated
that production readiness reviews and operational readiness reviews
were combined for certain increments. However, these reviews have
different purposes, and the project process agreements stated that they
should occur separately.

This approach to conducting reviews puts CMS at continued risk that
stakeholders may not be provided sufficient information on the results and
impacts of Healthcare.gov-related activities, identify significant issues or
performance shortfalls that need to be addressed, and understand how
well requirements are being met. In addition, inconsistent application of
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HHS Had a Limited Role in
Overseeing the Development
and Implementation of
Healthcare.gov and Its
Supporting Systems

the project process agreements may lead to key reviews continuing to be
missed and approvals not being obtained.

We previously reported the lack of certain progress and milestone
reviews in a report on Healthcare.gov contract management.®® We
recommended that HHS direct CMS to ensure that information technology
projects adhere to requirements for governance board approvals before
proceeding with the next phase of the systems development life cycle.
HHS agreed with and had begun to take actions to address our
recommendation.

The Secretary of HHS is required by law and OMB guidance to designate
a CIlO to be responsible for the management of agency information and
information technology.®' CIO responsibilities include providing advice
and other assistance to agency heads and other senior management
personnel on IT acquisition and management, monitoring the
performance of IT programs (including whether to continue, modify, or
terminate a program or project), and ensuring compliance with
information security requirements. More recently, Congress has
reaffirmed the importance of CIOs having a strong role in overseeing IT at
executive branch agencies. Specifically, in December 2014, new federal
information technology acquisition reform requirements were included in
the National Defense Authorization Act, to ensure that the CIO has a
significant role in the management, governance, and oversight processes
related to their agency’s IT investments.®?

80GA0, HeathCare. gov: Ineffective Planning and Oversight Practices Underscore the
Need for Improved Contract Management, GAO-14-694 (Washington, D.C.: July 30,
2014).

6144 U.S.C. § 3506(a), as amended by Pub. L. No. 104-106, § 5125 (Feb. 10, 1996), and
40 U.S.C. § 11315 (Paperwork Reduction Act of 1995 and the Clinger-Cohen Act of
1996); 44 U.S.C. 3501 note (E-Government Act of 2002, Pub. L. No. 107-347, § 202), and
44 U.S.C. § 3544(a)(3) (Federal Information Security Management Act of 2002), which as
of Dec. 18, 2014, was superseded by 44 U.S.C. § 3554(a)(3) (Federal Information
Security Modernization Act of 2014, Pub. L. No. 113-283); and OMB, Memorandum for
Heads of Executive Departments and Agencies, M-11-29 (Washington, D.C.: Aug. 8,
2011).

623ee Carl Levin and Howard P. ‘Buck’ McKeon National Defense Authorization Act for
Fiscal Year 2015, Pub. L. No. 113-291, Div. A, Title VIII, Subtitle D—Federal Information
Technology Acquisition Reform, § 831 (Dec. 19, 2014), adding 40 U.S.C. § 11319.
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In March 1996, the Secretary of HHS delegated the Secretary’s IT-related
authorities under the Clinger-Cohen Act to the HHS CIO. The CIO in turn
requested that operating division heads designate a CIO for their
respective divisions, and that the operating division ClOs serve as
members of the department’s IT Investment Review Board. This board,
which is chaired by the HHS CIOQO, is to review, validate, and approve
selected IT investments in the department’s portfolio.®® An IT investment
may be selected for review at any time during its life cycle if it is high risk
and high value, is a high-visibility initiative, or is performing poorly, among
other criteria. This is consistent with key practices outlined in our IT
investment management guide, which call for the establishment of an
enterprise-wide investment review board to be composed of senior
executives from IT and business units, who are to be given the
responsibility for defining and implementing the organization’s IT
investment governance process.®

Beyond the actions taken by CMS, in August 2011, OMB issued a
memorandum® to all agency heads, stating that the role of the CIO
should be moved away from just policymaking and infrastructure
maintenance to true portfolio management for all IT. The memo was
intended to clarify the primary responsibility for agency CIOs, to include
responsibility over the entire IT portfolio for the agency and for terminating
or turning around underperforming investments.

Although the Secretary of HHS appointed a CIO, this official had a limited
role in overseeing the development and implementation of Healthcare.gov
and its supporting systems. The HHS CIO stated that his office did not
conduct oversight of the initial design and development for
Healthcare.gov and its supporting systems. The CIO further stated that
the status of the Healthcare.gov development project was occasionally
discussed at regular monthly meetings with senior leadership from each
operating division. However, the CIO stated that no issues with

83 These responsibilities are outlined in the HHS policy for capital planning and investment
control.

84GAO, Information Technology Investment Management: A Framework for Assessing
and Improving Process Maturity (Supersedes AIMD-10.1.23), GAO-04-394G (Washington,
D.C.: March 2004).

65M-11-29.
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Healthcare.gov and its supporting systems were raised in these meetings
prior to initial system launch.

In addition, although HHS established a process through its IT Investment
Review Board that may have revealed technical issues with
Healthcare.gov and its supporting systems, the CIO stated that the board
has not been active for 2 to 3 years. The CIO also stated that the
department is large and federated®® and his office’s ability to oversee its
operating divisions, such as CMS, is limited. He added that oversight
reviews are conducted within the operating divisions by their own
investment review boards.

By not effectively monitoring the performance of the Healthcare.gov
initiative prior to the initial launch in October 2013, the HHS CIO was not
appropriately positioned to advise the Secretary on actions that should be
taken to improve the program.

The Office of the CIO Expanded Its Oversight Role after Initial
Launch, but a Key Review Board Is Still Not Active

The HHS Office of the CIO (OCIO) has expanded its oversight role for the
Healthcare.gov initiative since initial launch by convening regular
meetings and briefings discussing the Healthcare.gov initiative with
officials at various levels. The CIO stated that CMS now regularly shares
project documentation with OCIO, which allows them to have better
insight as to the status of the project and its development activities.

The HHS CIO also stated that although he now has greater insight into
the project’s development progress, he does not believe he has the
authority to manage IT investments at the operating division level, which
includes the Healthcare.gov initiative. However, as previously noted,
federal law and OMB guidance place responsibility for overseeing and
managing the department’s IT investments with the CIO. Thus, the CIO
should be positioned within the department to successfully exercise his
authority.

Further, the department-wide investment review board called for by HHS
policy would provide a mechanism for carrying out these responsibilities,

66 federated agency is one where divisions within the agency are responsible for
governance within their respective organizations.
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OMB Had a Limited Role in
Overseeing the Development
and Implementation of
Healthcare.gov and lIts
Supporting Systems

although it has not met for the past 2 to 3 years, according to the CIO.
Until the department-wide investment review board carries out its
assigned duties, the oversight that HHS provides for Heathcare.gov-
related projects may continue to be limited, potentially resulting in missed
opportunities to take timely corrective actions on poorly performing
projects.

By law, OMB oversees the management by federal agencies of
information and information technology.®” OMB’s responsibilities include
establishing processes to analyze, track, and evaluate the risks and
results of major capital investments in information systems made by
executive agencies, as well as issuing guidance on processes for
selecting and overseeing agency privacy and security protections for
information and information systems. OMB’s guidance under these
authorities has included directions to agencies on the roles and
responsibilities of CIOs and the establishment of IT investment
management processes.%®

In June 2009, OMB launched the Federal IT Dashboard as a public
website that reports performance and supporting data for major IT
investments. The dashboard is to provide transparency for these
investments in order to facilitate public monitoring of government
operations and accountability for investment performance by the federal
CIOs who oversee them. According to OMB, it began using the
dashboard to identify at-risk investments with its launch in June 2009.
These investments became the focus of joint OMB-agency TechStat
Accountability Sessions (TechStats)—evidence-based reviews intended
to increase accountability and transparency and to improve investment
performance through concrete actions.

In January 2010, OMB began conducting TechStat sessions to enable the
federal government to intervene by turning around, halting, or terminating
IT projects that are failing or are not producing results. OMB has identified

6740 U.S.C. §§ 11302, 11303 (Clinger-Cohen Act); 44 U.S.C. § 3504 (Paperwork
Reduction Act); 44 U.S.C. § 3602 (E-Government Act); 44 U.S.C. § 3543 (Federal
Information Security Management Act of 2002), which, as of Dec. 18, 2014, was
superseded by 44 U.S.C. § 3553 (Federal Information Security Modernization Act of
2014); 5 U.S.C. § 552a (Privacy Act).

68See, e.g., OMB Circular No. A-130, Management of Federal Information Resources,
sec. 9(a) (65 Fed. Reg. 77677, Dec. 12, 2000).
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factors that may result in an investment being selected for a TechStat
session, such as—but not limited to— evidence of (1) poor performance,
(2) unmitigated risks, and (3) misalignment with policies and best
practices. Although OMB called for agencies to work with their CIOs to
conduct TechStat sessions at the agency level beginning in December
2010, OMB may still select investments for review. Agency CIOs or OMB
select these high-risk projects for evaluation, and conduct a review of the
proposed improvement plans, revised schedules, and potential changes
to budget requests.

Although OMB plays a key role in overseeing the implementation and
management of federal IT investments, its involvement in overseeing the
development efforts of Healthcare.gov and its supporting systems was
limited prior to the initial launch in October 2013. According to officials
within OMB’s Office of E-Government and Information Technology,
headed by the Federal CIO, OMB’s role in overseeing the development of
Healthcare.gov and its supporting systems was limited to bringing CMS
and its federal partners together to work across technical teams, clarifying
federal policy guidance, and overseeing the project’s budget.

In particular, OMB facilitated monthly meetings of an IT steering
committee consisting of CMS and other key stakeholders (e.g., other
federal agencies providing eligibility determination information) that were
held to coordinate inter-agency efforts on broader federal marketplace IT
work. The meetings, which began in March 2012 and ended in
September 2013, primarily focused on addressing key federal
marketplace information-sharing policies and identifying barriers to
implementation as well as working with federal departments and agencies
as necessary on the implementation and execution of the Patient
Protection and Affordable Care Act.

However, although the Healthcare.gov initiative was considered a high-
risk project and independent evaluations and the IT Dashboard identified
problems well before its deployment, OMB officials did not select this
investment for a TechStat review. Specifically, the dashboard indicated a
high-risk evaluation status of Healthcare.gov in March 2013. Officials in
the Office of E-Government and Information Technology stated that it was
HHS’s responsibility to select the investment for TechStat, but agreed that
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they retained the right to select investments themselves for review.%°
However, in the case of the Healthcare.gov initiative, OMB did not do so
although the IT Dashboard indicated problems 7 months prior to the initial
launch of Healthcare.gov and its supporting systems.

We reported in 2011 that the Federal IT Dashboard has enhanced OMB’s
oversight of federal IT investments.”® Among other things, we noted that
performance data from the dashboard were being used to identify poorly
performing investments for executive leadership review sessions.
However, in taking steps to oversee the management of the
Healthcare.gov IT investment, OMB did not effectively use information
provided by this mechanism to analyze, track, and evaluate the risks of
this major investment.

OMB Took Additional Steps to Provide Oversight by Establishing the
U.S. Digital Service

Shortly after initial system launch on October 1, 2013, OMB, along with
the Federal CIO, assisted HHS and CMS with addressing the technical
issues that existed with Healthcare.gov and its supporting systems.
Officials in the Office of E-Government and Information Technology
stated that after technical issues were reported during initial launch of the
system, the role of the Federal CIO was primarily to explore ways to
improve the customer experience with the website.

In addition, in August 2014, the administration established the U.S. Digital
Service,”" in part to respond to issues with Healthcare.gov and its
supporting systems. This service is to collaborate with federal agencies to

5we previously recommended that OMB require agencies to conduct TechStats for each
IT investment rated with a moderately high- or high-risk CIO rating on the IT Dashboard,
unless there is a clear reason for not doing so. OMB generally concurred with our
recommendation. See GAO, Information Technology: Additional Executive Review
Sessions Needed to Address Troubled Projects, GAO-13-524 (Washington, D.C.: June
13, 2013).

"OGAO, Information Technology: OMB Has Made Improvements to Its Dashboard, but
Further Work Is Needed by Agencies and OMB to Ensure Data Accuracy, GAO-11-262
(Washington, D.C.: Mar. 15, 2011).

"The U.S. Digital Service is a small team of digital experts that collaborate with other

government agencies to make federal websites more consumer friendly, to identify and fix
problems, and to help upgrade the government’s technology infrastructure.
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identify and correct problems with government websites, among other
things. OMB’s Deputy Federal CIO serves as the Administrator of the
U.S. Digital Service. The mission of this service is to improve and simplify
the online experience that people and businesses have with the federal
government by

« establishing standards to bring the government’s digital services in
line with the best private sector services;

« identifying common technology patterns that will help effectively scale
services;

« collaborating with federal agencies to identify and address gaps in
their capacity to design, develop, deploy and operate public-facing
services; and

« providing accountability to ensure agencies see results.

According to OMB officials in the Office of E-Government and Information
Technology, the service is working closely with the CMS systems team
charged with developing systems supporting Healthcare.gov. For
example, in August 2014, the administration, in conjunction with the U.S.
Digital Service, released a set of best practices for effective digital service
delivery’ that are intended to serve as a guide for CMS in further
improving systems supporting Healthcare.gov. CMS is working with the
service to implement these practices.

In addition to its role in assisting CMS with improving the Healthcare.gov
initiative through the U.S. Digital Service, OMB’s Office of E-Government
and Information Technology continues its role in working with HHS and
CMS to oversee the project’s budget. Additionally, the Consolidated and
Further Continuing Appropriations Act, 20157 provides for funding to

?The U.S. Digital Services Playbook serves as a guide to federal agencies to implement
best practices for effective digital services such as websites, e-mail, and mobile
applications. This guide created a playbook of 13 key “plays,” such as “assign one leader
and hold that person accountable,” which were drawn from successful best practices from
the private sector and government.

"House of Representatives Explanatory Statement, 160 Cong. Rec. H9307, 9736 (daily
ed., Dec. 11, 2014), accompanying the Consolidated and Further Continuing
Appropriations Act, 2015, Pub. L. No. 113-235, 128 Stat. 2130 (Dec. 16, 2014).

Page 59 GAO-15-238 Healthcare.gov IT Management



Conclusions

support the Digital Service’s enhanced oversight and guidance for major
IT investments.

Problems related to insufficient capacity planning, coding errors, and
incomplete implementation of planned functionality resulted in numerous
performance issues with Healthcare.gov and its supporting systems upon
initial launch in October 2013. Consequently, individuals faced significant
challenges when attempting to enroll for health insurance coverage. CMS
has addressed many of the initial problems by increasing capacity and
taking steps to reduce software code errors. Moreover, the agency has
been developing additional functionality for the FFM system.

Nevertheless, many of the issues arose from the inadequate
implementation of key practices for managing IT projects, and these
weaknesses had not yet been fully corrected. Specifically, by not
managing requirements to ensure that they addressed all needed
functionality and not fully documenting and executing key testing
activities, CMS did not have reasonable assurance that Healthcare.gov
and its supporting systems would perform as intended. In addition,
because it did not develop reliable project schedules, measure levels of
effort, effectively manage project data, and conduct progress and
milestone reviews, CMS had diminished visibility into the project’s status
and may have missed opportunities to take corrective actions and avoid
problems that occurred upon launch.

With the issuance of a new development contract for the FFM system,
CMS has taken the opportunity to make improvements in several of these
areas. However, until it ensures that it is fully implementing these best
practices for managing the development of Healthcare.gov and its
supporting systems, it increases the risk that future development will
experience additional problems.

Further, opportunities exist for HHS to strengthen the involvement of the
department’s CIO in conducting oversight of the management of
Healthcare.gov and its supporting systems. Until HHS does so it cannot
be assured that the implementation and ongoing operation of this high-
risk IT investment will continue to provide adequate and sufficient support
to millions of Americans seeking to enroll in health care plans through the
federally facilitated marketplace.
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Recommendations for
Executive Action

While we previously made recommendations to OMB addressing the use
of dashboard ratings for overseeing IT projects’ performance,’* we found
that OMB had a limited role in overseeing the management of the
Healthcare.gov IT investment, along with investments in the website’s
supporting systems.

To improve requirements management for future development covering
systems supporting Healthcare.gov, we recommend that the Secretary of
Health and Human Services direct the Administrator of the Centers for
Medicare & Medicaid Services to direct the Chief Information Officer to
take the following two actions:

1. Document the approval process for functional and technical design
requirements documentation.

2. Implement the CMS procedure to obtain signatures from the three key
stakeholders—the CMS business owner, the CMS approval authority,
and the contractor organization approving authority—to ensure that
stakeholders have a shared understanding of all business, functional,
and technical requirements for systems supporting Healthcare.gov
prior to developing them.

To improve systems testing processes for future development covering
systems supporting Healthcare.gov, we recommend that the Secretary of
Health and Human Services direct the Administrator of the Centers for
Medicare & Medicaid Services to direct the Chief Information Officer to
take the following three actions:

3. Document and approve systems testing policy and procedures,
including (1) the use of the system testing tool designed to integrate
systems development and systems testing and (2) requirements for
stakeholder review of systems test documentation that is intended to
ensure proper test coverage and to validate the results.

4. Require key information in system test plans, as recommended by
best practices, including the means by which the quality of testing
processes will be assured, and the identification of responsibilities for
individuals or groups carrying out testing.

7AGAO-11-262.
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5. Require and ensure key information is included in test cases, as
recommended by best practices, such as all outputs and exact values;
test case dependencies; inputs required to execute each test case;
and information about whether each test item has passed or failed
testing.

To improve oversight processes for systems development activities
related to systems supporting Healthcare.gov, we recommend that the
Secretary of Health and Human Services direct the Administrator of the
Centers for Medicare & Medicaid Services to direct the Chief Information
Officer to take the following two actions:

6. Ensure schedules for the Healthcare.gov effort are well constructed
by, among other things, (1) logically sequencing activities,
(2) confirming the critical paths are valid, and (3) identifying
reasonable total float.

7. Develop and implement policy and procedures for estimating level of
effort to ensure effort is estimated at the appropriate level
(requirements or program area), and define how levels of effort will be
used to monitor system development progress.

To improve oversight for Healthcare.gov and its supporting systems, we
recommend that the Secretary of Health and Human Services direct the
HHS Chief Information Officer to carry out authorized oversight
responsibilities. Specifically, the Chief Information Officer should ensure
the department-wide investment review board is active and carrying out
responsibilities for overseeing the performance of high-risk IT investments
such as those related to Healthcare.gov.

In written comments on a draft of our report (reprinted in appendix II),
HHS stated that it concurred with all of the recommendations and
identified actions being taken or planned to implement them. Among
others, these actions include instituting a process to ensure functional
and technical requirements are approved, developing and implementing a
unified standard set of approved system testing documents and policies,
and providing oversight for Healthcare.gov and its supporting systems
through the department-wide investment review board. If the department
ensures that these and other actions it identified are effectively
implemented, then CMS should be better positioned to more effectively
manage current and future systems development efforts for
Healthcare.gov and its supporting systems.
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In addition, the HHS audit liaison provided technical comments from CMS
via e-mail. In the comments, CMS disagreed with our characterization of
the 11,000 FFM critical code violations that were identified by the IV&V
assessment team in July 2014. CMS stated that these code violations
were identified very early on in the development phase of building the
eligibility and enrollment module and that most of the risk represented by
these code violations is to the cost of maintaining the code over time,
rather than to its successful functionality. The agency added that any
defects which could cause problems with the functionality of the
Healthcare.gov system would have been identified and addressed during
subsequent testing. However, the IV&V assessment stated that the
review was based on a “snapshot of the production code” and not code
that was in development. In addition, while the assessment team noted
that 328 of the code violations may result in maintainability issues, the
team stated that the remaining violations could cause issues in production
if not corrected. Other technical comments provided by HHS were
incorporated as appropriate.

The Chief of Policy, Budget, and Communications within OMB’s Office of
E-Government & Information Technology also provided technical
comments via e-mail. In the comments, OMB took issue with our
statement that it did not conduct a TechStat review when the IT
Dashboard indicated problems 7 months prior to the initial launch of
Healthcare.gov and its supporting systems. According to the OMB official,
a brief dip in the risk rating, such as the one experienced in March 2013,
did not necessitate a formal TechStat. The official further stated that the
tech surge that OMB instituted shortly after the launch of the system,
which included an assessment of its problems, effectively represented a
large-scale and comprehensive TechStat session and replaced the need
for a separate OMB- or agency-led review. Nevertheless, had such an
assessment or a TechStat been conducted earlier in the system
development process, the results could have been used to identify and
correct deficiencies prior to system launch.

We are sending copies of this report to the Secretary of Health and
Human Services, the Director of the Office of Management and Budget,
and other interested parties. In addition, the report is available at no
charge on the GAO website at http://www.gao.gov.

Should you or your staffs have questions on matters discussed in this

report, please contact me at (202) 512-6304. | can also be reached by e-
mail at melvinv@gao.gov. Contact points for our Offices of Congressional
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Relations and Public Affairs may be found on the last page of this report.
GAO staff who made major contributions to this report are listed in
appendix II.

Yotonw C. Nebwre

Valerie C. Melvin
Director, Information Management and
Technology Resources Issues
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Appendix I: Objectives, Scope, and
Methodology

The objectives of this study were to (1) describe the problems
encountered in developing and deploying Healthcare.gov and its
supporting systems, and determine the status in addressing these
deficiencies; and (2) determine the extent to which the Centers for
Medicare & Medicaid Services (CMS) oversaw the development effort
and applied disciplined systems development practices to manage
requirements and conduct systems testing, as well as the extent to which
the Department of Health and Human Services (HHS) and the Office of
Management and Budget (OMB) provided oversight of the effort.

To address the first objective, we reviewed data from project
management documentation, including independent verification and
validation reports' dating from September 2012 to September 2013, to
determine if the problems identified by CMS officials had been identified
prior to system launch. We also reviewed written testimony by CMS
officials. To determine the status in correcting the deficiencies we
identified, we obtained and reviewed documentation describing the status
of identified weaknesses to determine the extent to which CMS had taken
action to address them. Further, we obtained and reviewed data from
relevant documentation such as system monitoring metrics, technical
direction letters,? and independent verification and validation reports
issued after initial system launch, dated November 2013 to July 2014.
Lastly, we interviewed key program officials in the Center for Consumer
Information and Insurance Oversight and Office of Information Services,
including the Deputy Chief Information Officer at CMS, to identify the key
problems causing the system to fail shortly after system launch in October
2013 and the actions they took to address those problems.

To address the second objective, we compared CMS'’s efforts to
recognized industry best practices documented by the Software

The Department of Health and Human Services’ Enterprise Performance Life-Cycle
Framework defines IV&V as a rigorous independent process that evaluates the
correctness and quality of a project’s business product to ensure that it is being developed
in accordance with customer requirements and is well-engineered.

2Technical direction letters provide supplementary guidance to contractors regarding tasks
contained in their statements of work or change requests.
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Engineering Institute, * the Institute of Electrical and Electronics
Engineers, and us for (1) system requirements management, (2) systems
testing, and (3) project oversight.

With respect to requirements management, we reviewed the CMS
Requirements Management Plan for the Data Services Hub (DSH) and
the Federally Facilitated Marketplace (FFM) System, as well as data
related to requirements management for those systems. Further, we
reviewed and analyzed relevant data from requirements management
documentation stored in CMS’s authoritative system for managing
requirements—the Collaborative Application Lifecycle Tool (CALT).*

We focused our review of requirements management on whether
requirements had been approved and were traceable, in accordance with
best practices identified by the Software Engineering Institute.

« To determine whether functional requirements had been approved,
we analyzed a non-generalizable random sample of 88 functional
requirements for the DSH from a population of 1,038. Similarly, we
analyzed a non-generalizable random sample of 95 functional
requirements for the eligibility and enroliment module of the FFM
system from a population of 3,779. For each requirement,
documented prior to January 2014, we determined whether it was
approved in CALT by a CMS official within the Office of Information
Services® prior to being developed. For requirements documented
after January 2014, when CMS awarded a new FFM system
development contract in order to enhance system functionality and
improve on functionality already provided, we determined whether
requirements had been approved by means of a physical signature,
as required by CMS policy.

3Software Engineering Institute, CMMI for Development, Version 1.3, CMU/SEI-2010-TR-
033 (November 2010, Hanscom AFB, MA). The Software Engineering Institute is a
federally funded research and development center operated by Carnegie Mellon
University. Its mission is to advance software engineering and related disciplines to
ensure the development and operation of systems with predictable and improved cost,
schedule, and quality.

4CALT is CMS's project management system and requirements repository.

5The Requirements Management Plan states that requirements should be approved by an
official within the Office of Information Services, but that this function can be delegated to
other CMS responsible officials.
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« To determine whether requirements maintained bidirectional
traceability, we analyzed data extracts of all DSH and eligibility and
enrollment module functional requirements from CALT and
interdependencies between higher-level and lower-level requirements.
We also analyzed requirements documentation developed under the
new systems development contract to identify CMS’s current process
for maintaining bidirectional traceability. In addition, we interviewed
CMS officials as well as DSH system development contractors to
obtain an understanding of the requirements management processes,
including a live demonstration.

With respect to systems testing, we reviewed the CMS testing framework,
contract statements of work for the DSH and FFM systems, independent

verification and validation reports from September 2012 to July 2014, and
system test documentation for these systems. We focused our review on

the extent to which CMS applied selected key best practices for software

and system (1) test plans and (2) test cases.®

o« We assessed all 14 FFM and 19 DSH system test plans documented
prior to system launch in October 2013 against best practices
identified by the Institute of Electrical and Electronics Engineers that
describe key elements that should be included in test plans. In
addition, we assessed the 11 FFM system test plans CMS had
documented after the new development contract to determine the
extent to which these test plans included the key elements identified
in best practices.

+ We also assessed DSH and FFM system test cases against best
practices identified by the Institute of Electrical and Electronics
Engineers that describe key elements that should be included in test
cases. In doing so, we analyzed and evaluated all DSH system test
cases provided from CMS and documented prior to system launch in
October 2013. In addition, we reviewed a non-generalizable random
sample of 83 test cases for the FFM system from a population of 585
test cases provided from CMS and documented prior to system
launch in October 2013. To determine the extent to which CMS
included key elements in test cases developed after the new FFM
systems development contract, we reviewed a non-generalizable

6Adapted and reprinted with permission from © Institute of Electrical and Electronics
Engineers, IEEE Standard for Software and System Test Documentation, IEEE Standard
829™-2008 (New York, NY: July 18, 2008). All rights reserved.
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random sample of 83 test cases from a population of 388. Lastly, we
interviewed CMS officials, as well as DSH and FFM system testing
contractors, to obtain an understanding of the system testing process.

To determine the extent to which CMS, HHS, and OMB oversaw the
systems development effort, we obtained and analyzed documentation,
such as project schedules, the CMS eXpedited Life Cycle policy, the HHS
Enterprise Performance Life Cycle, as well as technical review board
presentations and summary letters. We also reviewed project
management documentation in CMS’s CALT system. Lastly, we reviewed
pertinent oversight laws such as the Clinger-Cohen Act of 1996”7 and key
practices for providing investment oversight that are outlined in GAO’s IT
investment management framework.?

In evaluating the effectiveness of oversight, we focused on (1) project
schedules, (2) level-of-effort estimates, (3) data management, and
(4) progress and milestone reviews.

« To determine whether reliable schedules were available to assist with
project oversight, we reviewed and analyzed four key subproject
schedules for the FFM system, since these subprojects were a major
focus of 2014 systems development efforts. Three of the schedules
relate to the Plan Management, Small Business Health Options
Program, and Financial Management modules of the FFM system,
which were planned for initial open enroliment, but had been
postponed in August 2013. The fourth schedule related to the
eligibility and enroliment module of the FFM system, which is for
enrolling individuals for health care coverage. We evaluated the
extent to which these schedules were well-constructed as defined in
our Schedule Assessment Guide.® Our methodology to determine the
extent to which project schedules were well-constructed included five
levels of compliance. “Fully met” means the program office provided
complete evidence that satisfied the elements of the best practice.

Pub. L. No. 104-106, Div. E, 110 Stat. 186, 679 (Feb. 10, 1996); 40 U.S.C. §§ 11101, et
seq.

8GAO, Information Technology Investment Management: A Framework for Assessing and
Improving Process Maturity (Supersedes AIMD-10.1.23), GAO-04-394G (Washington,
D.C.: March 2004).

gGAO, GAO Schedule Assessment Guide: Best Practices for Project Schedules
(Exposure Draft), GAO-12-120G (Washington, D.C: May 2012).
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The number of uninsured individuals
and the rising cost of health insurance
have been long-standing issues.
PPACA mandated that most
individuals have health insurance that
provides minimum essential coverage
or pay a tax penalty. To make health
insurance more affordable and expand
access, PPACA created the APTC to
subsidize the cost of exchange plans’
premiums for those eligible. PPACA
used two standards for defining
affordability of health insurance:

8 percent of household income for the
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coverage and 9.5 percent for APTC
eligibility for individuals offered
employer-sponsored plans.

PPACA mandated that GAO review the
affordability of health insurance
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known about the effects of the APTC
and (2) the extent to which affordable
health benefits plans are available and
individuals are able to maintain
minimum essential coverage. GAO
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Early Evidence Finds Premium Tax Credit Likely
Contributed to Expanded Coverage, but Some Lack
Access to Affordable Plans

What GAO Found

Early evidence suggests that the advance premium tax credit (APTC)—the
refundable tax credit that can be paid on an advance basis—likely contributed to
an expansion of health insurance coverage in 2014 because it significantly
reduced the cost of exchange plans’ premiums for those eligible. Although there
are limitations to measuring the effects of the APTC using currently available
data, surveys GAO identified estimated that the uninsured rate declined
significantly among households with incomes eligible for the APTC. For example,
one survey found that the rate of uninsured among individuals with household
incomes that make them financially eligible for the APTC fell 5.2 percentage
points between September 2013 and September 2014.This expansion in health
insurance coverage is likely partially a result of the APTC having reduced the
cost of health insurance premiums for those eligible. Among those eligible for the
APTC who the Department of Health and Human Services (HHS) initially
reported selected a plan through a federally facilitated exchange or one of two
state-based exchanges, the APTC reduced premiums by 76 percent, on average.
As of January 2015, data were not yet available on the extent to which the APTC
reduced 2015 premiums, although studies have found that, on average,
premiums (before applying the APTC) changed only modestly from 2014 to 2015,
though some areas saw significant increases or decreases.

Most nonelderly adults had access to affordable health benefits plans—as
defined by the Patient Protection and Affordable Care Act (PPACA)—but some
may face challenges maintaining coverage. Most nonelderly adults had access to
affordable plans through their employer, Medicaid, the exchanges, or other
sources as of March 2014, although about 16 percent of nonelderly adults
remained uninsured. While there are many reasons people remain uninsured,
some people may not have access to affordable coverage, including (1) low-
income nonelderly adults—those with household income below 100 percent of
the federal poverty level—who live in one of the 23 states that chose not to
expand Medicaid and (2) some nonelderly adults who do not have affordable
employer-sponsored insurance and who were not eligible for the APTC. For
those with incomes too high to qualify for the APTC, the affordability of health
insurance coverage available in the individual exchanges in 2014 varied by age,
household size, income, and location. For example, a 60-year-old with an income
of 450 percent of the federal poverty level would have had to spend more than
8 percent of their household income for the lowest-cost plan in 84 percent of all
health insurance rating areas in the United States, but a 27-year-old had access
to an affordable plan in all but one. Regardless of the affordability of premiums,
some may face challenges in maintaining coverage that qualifies under PPACA
as minimum essential coverage; for example, changes in income can result in
changes in APTC eligibility.

This report provides an early look at the effect of the APTC and the affordability
of health insurance under PPACA. However, it is important to note that these
findings about the first year of the exchanges cannot be generalized to future
years. Numerous factors, including additional data and changes in trends in
health care costs, could affect the affordability of health insurance going forward.
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1 U.S. GOVERNMENT ACCOUNTABILITY OFFICE

441 G St. N.W.
Washington, DC 20548

March 23, 2015
Congressional Committees

The number of uninsured individuals and the rising cost of health
insurance have been long-standing issues. From 1997 through 2013, the
number of nonelderly uninsured in the United States fluctuated between
about 30 and 42.5 million and was about 20.4 percent of the nonelderly
population in 2013." Many of these uninsured individuals were not eligible
for public insurance, such as Medicaid—the joint federal-state health
coverage program for certain low-income individuals—nor were they
offered employer-sponsored insurance (ESI). Before 2014, their
remaining option was to purchase a plan on the private, individual market,
but these plans were often difficult to afford given that the uninsured
typically have low incomes. In 2013, 85 percent of the uninsured were in
households earning less than about 400 percent of the federal poverty
level (FPL).2

The Patient Protection and Affordable Care Act (PPACA) included a
number of provisions to address these challenges. Among other things,
PPACA mandated that, with some exceptions, individuals must have
health insurance that provides “minimum essential coverage” or pay a tax
penalty, a requirement many refer to as the individual mandate.® Health

M. E. Martinez and R. A. Cohen, Health Insurance Coverage: Early Release of Estimates
from the National Health Interview Survey, January—June 2014 (Hyattsville, Md.: National
Center for Health Statistics, 2014); and Health Insurance Coverage: Early Release of
Estimates from the National Health Interview Survey, January — March 2009, (Hyattsville,
Md.: National Center for Health Statistics, 2009).

The “nonelderly” refers to adults under age 65. In this report, we refer to nonelderly adults
when we discuss those who are uninsured.

°The Henry J. Kaiser Family Foundation, Distribution of the Nonelderly Uninsured by
Federal Poverty Level, accessed Jan. 5, 2015, http:/kff.org/uninsured/state-
indicator/distribution-by-fpl-2.

The FPL is an amount updated annually by the Department of Health and Human
Services (HHS) to set eligibility for various means-tested programs.

3Pub. L. No. 111-148, §§ 1501, 10106, 124 Stat. 119, 242, 907 (2010), as amended by
the Health Care and Education Reconciliation Act of 2010 (HCERA), Pub. L. No. 111-152,
§§ 1002, 1004, 124 Stat. 1029, 1032, 1034 (2010) (codified at 26 U.S.C. § 5000A). In this
report, references to PPACA include any amendments made by HCERA.
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insurance that meets the minimum essential coverage standard includes
certain types of government-sponsored coverage (such as Medicare
Part A or Medicaid) as well as most types of private insurance plans
(such as ESI) that provide health benefits consistent with the law.*

To expand access to health insurance that qualifies as minimum essential
coverage, PPACA created the premium tax credit to subsidize premium
costs for plans purchased by eligible individuals and families through the
exchanges—marketplaces where participating private issuers offer
consumers a variety of qualified health plans that constitute minimum
essential coverage.® Certain low- and moderate-income individuals and
families may be eligible for this credit, which is refundable and can be
paid to insurance companies in advance to reduce enrollees’ premium

“Health insurance coverage that provides limited benefits, such as dental-only coverage,
or Medicaid coverage that provides less than full benefits, such as Medicaid plans that
cover only family planning, does not constitute minimum essential coverage.

Medicare is a federal health insurance program for individuals aged 65 and older,
individuals under age 65 with certain disabilities, and individuals diagnosed with end-stage
renal disease. Medicare Part A covers inpatient medical benefits. Other Medicare
programs cover different goods and services.

SPPACA required the establishment of exchanges in each state by Jan. 1, 2014. In states
that did not elect to operate their own state-based exchange, PPACA required the federal
government to establish and operate an exchange in the state, known as federally
facilitated exchanges. Pub. L. No. 111-148, §§ 1311(b), 1321(c), 124 Stat. 119 at 173,
186.

Our report assumed that individuals in all states could potentially be eligible for the
premium tax credit, regardless of whether they purchased insurance through a state-
based exchange or a federally facilitated exchange, consistent with the final rule issued by
the Internal Revenue Service. See Health Insurance Premium Tax Credit, preamble

1.f and regulations to be codified at 26 C.F.R. §§ 1.36B-0 et seq.; 77 Fed. Reg. 30377,
30378, 30385 (May 23, 2012). The U.S. Supreme Court will consider whether PPACA
authorizes the premium tax credit for individuals who purchase coverage through federally
facilitated exchanges. See King v. Burwell, 759 F.3d 358 (4th Cir. 2014), cert. granted,
135 S. Ct. 475 (Nov. 7, 2014) (No. 14-114).
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costs for exchange plans. In this report, we refer to advance payments of
the credit as advance premium tax credits (APTC).®

In addition, PPACA required the establishment of small business health
option programs (SHOP) in each state to allow small employers to
compare available health insurance options in their states and facilitate
the enroliment of their employees in qualifying coverage. To provide an
incentive for them to do so, PPACA established the small employer health
insurance tax credit (referred to in this report as the small employer tax
credit).” It subsidizes the share of the premiums small employers pay for
their employees’ health insurance.

Individuals are exempt from the requirement to have minimum essential
coverage when such coverage is not “affordable,” as defined by PPACA.
In general, plans are considered affordable if their cost does not exceed
8 percent of household income. In addition, for purposes of determining
eligibility for the APTC, PPACA considers ESI affordable if an employee’s
share of a qualifying self-only plan costs no more than 9.5 percent of
household income.? Individuals with an offer of ESI that meets or is below
this threshold are not eligible to receive the APTC.

8Individuals who receive APTC must file federal income tax returns to reconcile the
amount of the premium tax credit allowed based on reported income with the amount of
the premium tax credit received in advance (APTC). An individual whose premium tax
credit for the taxable year exceeds the individual’s APTC payments may receive the
excess as an income tax refund. An individual whose APTC payments for the taxable year
exceed the individual's premium tax credit owes the excess as an additional income tax
liability, subject to certain caps. 26 C.F.R. § 1.36B-4.

Pub. L. No. 111-148, §§ 1421, 10105, 124 Stat. 119 at 237, 906 (codified at 26 U.S.C.
§ 45R).

8PPACA adjusts the thresholds at which premiums become unaffordable to reflect the
excess of the rate of premium growth over the rate of income growth for the preceding
calendar year. In 2015, the threshold at which premiums are unaffordable for purposes of
determining an exemption from the requirement to have minimum essential coverage rose
from 8 percent of household income to 8.05 percent. Similarly, the threshold at which an
employee’s share of ESI premiums are considered unaffordable for purposes of APTC
eligibility rose from 9.5 percent to 9.56 percent.

Page 3 GAO-15-312 Affordability of Health Insurance



PPACA mandated that GAO review the affordability of health insurance
coverage 5 years after enactment.® Specifically, in this report we examine

1. what is known about the effects of the APTC and the small employer
tax credit on health insurance coverage; and

2. the extent to which affordable health benefits plans are available and
individuals are able to maintain minimum essential coverage.

To examine what is known about the effects of the APTC and the small
employer tax credit on health insurance coverage, we conducted a
structured literature search to identify relevant studies.' To conduct this
review, we searched over 30 reference databases for studies published
on these topics. Two analysts independently reviewed each of the results
for relevance. To supplement this search, we performed further Internet
searches and asked experts we interviewed to recommend literature. We
interviewed experts from 11 research or industry organizations as well as
officials from the Department of Health and Human Services’ (HHS)
Center for Consumer Information and Insurance Oversight, Assistant
Secretary of Planning and Evaluation, and the Chief Actuary; and from
the Internal Revenue Service (IRS). We identified the experts through
their published or other work, and we asked them about how the tax
credits were likely to affect health insurance coverage. We also reviewed
laws, regulations, and guidance related to PPACA’s individual mandate,
the APTC, the small employer tax credit, individual exchange regulation,
and the ESI affordability threshold. To further analyze the effects of the
small employer tax credit on health insurance coverage, we incorporated
summary data from our previous report on this topic and requested
updated summary data from the IRS on claims for tax years 2011 and

9PPACA also mandated that GAO review what is known about the effects of lowering the
employer-sponsored insurance (ESI) affordability threshold. We discuss this topic in
appendix I.

OThis report discusses the advance premium tax credit rather than the premium tax credit
because complete information on the premium tax credit was not available during the
period of our review. In particular, individuals who received the APTC must, when filing
their 2014 federal income tax returns, reconcile the amount of the premium tax credit
allowed based on their reported income with the amount of the premium tax credit
received in advance based on their anticipated income at the time of enrollment. Because
our work preceded the reconciliation process, the only data available for our analysis was
APTC data, not the reconciled amounts.
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2012, the most current years available at the time of our analysis." To
assess the reliability of the data, we reviewed the data and supporting
documentation for obvious errors, as well as IRS’s internal controls for
producing the data. We found the data to be sufficiently reliable for our
purposes.

To examine the extent to which affordable health benefits plans are
available and individuals are able to maintain minimum essential
coverage, we reviewed studies resulting from our literature review, as well
interviewed experts as described above. We asked experts about the
types of individuals that may have more or less difficulty accessing
affordable coverage and maintaining minimum essential coverage. In
addition, we analyzed 2014 premium data—the most recent data
available at the time of our analysis—from the federally facilitated
exchanges and state-based exchanges to determine the percent of
household income that households would have had to spend on
premiums for the lowest-cost plans available. We obtained these
premium data from The Henry J. Kaiser Family Foundation (KFF) and
from the state of New York. To assess these data for reliability, we
interviewed key officials, checked the data for outliers and validated
selected data. We found both datasets to be reliable for our purposes. A
more extensive discussion of our scope and methodology appears in
appendix II.

We conducted this performance audit from July 2014 through March 2015
in accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe that
the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives.

"GAO, Small Employer Health Tax Credit: Factors Contributing to Low Use and
Complexity, GAO-12-549 (Washington, D.C.: May 14, 2012).
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Background

PPACA Health Insurance
Requirements and
Subsidies

Beginning January 1, 2014, PPACA required most citizens and legal
residents of the United States to maintain health insurance that qualifies
as minimum essential coverage for themselves and their dependents or
pay a tax penalty. Individuals are exempt from this requirement if they
would have to pay more than 8 percent of their household income for the
lowest-cost self-only health plan that is available to the individual.'?

Beginning October 1, 2013, individuals were able to shop for private
health insurance coverage that qualifies as minimum essential coverage
through marketplaces, also referred to as exchanges, which offer choices
of qualified health plans.® In 34 states, the federal government operated
the individual exchanges, known as federally facilitated exchanges, while
17 states operated state-based exchanges in 2014."* Individuals can
purchase self-only plans, or they can purchase family plans for
themselves, their spouses, and their dependents.

12Similarly, families are exempt when the lowest-cost health plan available to the family
exceeds 8 percent of household income. For purposes of the individual mandate,
household income is the taxpayer's modified adjusted gross income, plus that of every
other individual in a family for whom an individual can properly claim a personal exemption
deduction and who is required to file a federal income tax return. Modified adjusted

gross income is a tax-based definition of income established in PPACA. See 26 U.S.C.

§ 5000A(c)(4)(B). Other exemptions may be available for certain eligible individuals, such
as those determined to have suffered certain hardships, members of Native American
tribes, and those who qualify for an exemption for religious reasons.

3pPACA requires the insurance plans offered under an exchange, known as qualified
health plans, to provide a package of essential health benefits—including coverage for
specific service categories, such as ambulatory care, prescription drugs, and
hospitalization. In addition to these categories, states may require or restrict coverage of
other benefits by qualified health plans. Pub. L. No. 111-148, §§ 1311(d), 10104(e)(1),
124 Stat. 119 at 176, 900.

4Some states that elected not to establish a state-based exchange entered into a
partnership with the Department of Health and Human Services’ (HHS) Centers for
Medicare & Medicaid Services in which HHS establishes and operates the exchange while
states assist HHS in carrying out certain functions of the exchange. Because a partnership
exchange is a variation of a federally facilitated exchange, we include partnership states
as federally facilitated exchange states in this report. In addition, in 2014, two states—
Idaho and New Mexico—operated their own exchange, but enrollees signed up for health
insurance through the federal website, http://www.healthcare.gov. The term “state” in this
report includes the District of Columbia.
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Qualified health plans on the exchanges may provide minimum essential
coverage at one of four levels of coverage that reflect out-of-pocket costs
that may be incurred by an enrollee. The four levels of coverage
correspond to a plan’s actuarial value—the percentage of the total
average costs of allowed benefits paid by a health plan—and are
designated by metal tiers: 60 percent (bronze), 70 percent (silver),

80 percent (gold), and 90 percent (platinum).'® For example, a gold plan
with an 80 percent actuarial value would be expected to pay, on average,
80 percent of a standard population’s expected medical expenses for the
essential health benefits. The individuals covered by the plan would be
expected to pay, on average, the remaining 20 percent of the expected
cost-sharing expenses in the form of deductibles, copayments, and
coinsurance.®

Under PPACA, issuers are allowed to adjust premium rates within
specified limits for plans, based on the number of people covered under a
particular policy and the covered individuals’ age, tobacco use, and area
of residence.'” Each state must divide its state into one or more rating
areas that all issuers must use in setting premium rates. The rating area
is the lowest geographic level by which issuers can vary premiums.

Individuals obtaining insurance through the exchanges may be eligible for
the APTC under PPACA if they meet applicable income requirements and
are not be eligible for coverage under another qualifying plan or program,
such as ESI or Medicaid. To meet the APTC’s income requirements,

542 U.S.C. § 18022(d). In addition to these metal tiers, catastrophic plans are available to
those under 30 years of age or to those who are exempt from the requirement to have
minimum essential coverage because of a hardship or because the lowest-cost plan
available would cost more than 8 percent of one’s household income. Catastrophic plans’
actuarial value must be lower than that of a bronze plan, so these plans have the highest
level of cost sharing, although they cover preventive care at no cost. Enrollees are not
eligible for the APTC.

These cost-sharing provisions apply only to the essential health benefits and other
goods and services that insurers cover. Goods and services that are not covered may
cause additional expenses to be incurred.

n 2013 in most states, applicable laws allowed broader variation for age and also
allowed variation for other factors, such as health status and gender, which PPACA
prohibited in 2014. See GAO, Private Health Insurance: The Range of Base Premiums in
the Individual Market by County in January 2013 (Washington D.C., Sept. 5, 2014)
GAO-14-772R.
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individuals must have household incomes between 100 and 400 percent
of the FPL (see table 1).8

____________________________________________________________________________|
Table 1: 2013 Federal Poverty Level (FPL) for an Individual and a Family of Four in
the 48 Contiguous States

Poverty level Poverty level
Percentage of Poverty for single person for family of four
100 $11,490 $23,550
133 $15,282 $31,322
200 $22,980 $47,100
300 $34,470 $70,650
400 $45,960 $94,200

Source: Department of Health and Human Services. | GAO-15-312

Note: The U.S. Department of Health and Human Services publishes separate FPL guidelines for
Alaska and Hawaii that are higher than for the 48 continuous states, reflecting higher cost-of-living
allowances.

The amount of the APTC is calculated based on an eligible individual’s
household income relative to the cost of premiums for the “reference
plan,” even if the individual chooses to enroll in a different plan. The
reference plan is the second-lowest-cost silver plan available.' The
APTC in effect caps the maximum amount of income that an individual
would be required to contribute to the premiums for the reference plan.
The capped amount varies depending on the enrollee’s household
income relative to the FPL and is less for enrollees with lower household
income. Table 2 shows the maximum percentage of household income a
qualifying enrollee would have to pay if they enrolled in the reference
plan. If the enrollee chooses a more expensive plan, such as a gold or

"8Household income is the taxpayer’'s modified adjusted gross income, plus that of every
other individual in a family for whom an individual can properly claim a personal exemption
deduction and who is required to file a federal income tax return. For purposes of the
premium tax credit, and in contrast to the individual mandate, modified adjusted gross
income includes nontaxable Social Security benefits. See 26 U.S.C. § 36B(d)(2)(B);

26 U.S.C. § 5000A(c)(4)(C).

Certain lawfully present immigrants with incomes below 100 percent of FPL who would
eligible for Medicaid but for their immigration status are eligible for the APTC.

"9The second-lowest-cost silver plan available is the plan that applies to a taxpayer’'s
“coverage family.” Members of the coverage family are those for whom a taxpayer claims
a personal exemption and who are enrolled in a qualified health plan through an exchange
and not eligible for other minimum essential coverage.
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platinum plan, they would pay a higher percentage of their income. If the
enrollee chooses a less expensive plan, such as a bronze plan, they
would pay less.?’ The amount of the APTC is determined based on an
enrollee’s family size and anticipated household income for the year,
which is subject to adjustment—or reconciliation—the following year.
Specifically, the final amount of the credit is determined when the enrollee
files an income tax return for the taxable year, which may result in a tax
liability or refund if the enrollee’s actual, reported household income
amount is greater or less than the anticipated income on which the
amount of APTC was based.

|
Table 2: Percentage of Household Income Enrollee Is Required to Contribute for
Reference Plan Premiums, after Applying the APTC

Percentage of the FPL Premium contribution as a percentage of income
0 to less than 100% Generally does not qualify for APTC
At least 100 but less than 133% 2%
At least 133 but less than 150% 3-4%
At least 150 but less than 200% 4-6.3%
At least 200 but less than 250% 6.3-8.1%
At least 250 but less than 300% 8.1-9.5%
At least 301 but less than 400% 9.5%
Over 400% Does not qualify for APTC

Source: IRS and 26 C.F.R. §§ 1.36B-2(b), 1.36B-3(g)(2) (2012). | GAO-15-312

To further improve access to care, certain low-income individuals may
also be eligible for an additional type of income-based subsidy
established by PPACA, known as cost-sharing subsidies, which reduce
out-of-pocket costs for such things as copayments for physician visits or
prescription drugs.?' To be eligible for these cost-sharing subsidies,
individuals must have household incomes between 100 and 250 percent
of the FPL, not be eligible for coverage under another qualifying plan or
program such as Medicaid or ESI, and be enrolled in a silver plan through

201f the amount of the credit is larger than the premium itself, the enrollee pays no
premium. Conversely, if the premium cost is less than the percentage of household
income an individual is required to contribute based on FPL, then the individual will not
receive a tax credit.

2142 U.S.C. § 18071.
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an exchange.?? Cost-sharing subsidies effectively raise the actuarial value
of the silver plan.

As a practical matter, because individuals eligible for Medicaid are not
eligible for the APTC, the minimum income level for these subsidies
differs between states that chose to expand Medicaid under PPACA and
those that did not.?® In states that chose to expand Medicaid under
PPACA, nonelderly adults are eligible for Medicaid when their household
income is less than 138 percent of the FPL. Because those eligible for
Medicaid are not eligible for the APTC, the minimum income level for the
APTC in Medicaid expansion states is effectively 138 percent of the FPL.
In states that chose not to expand Medicaid, the minimum income

level for individuals to qualify for APTC and cost-sharing subsidies is
100 percent of the FPL, as specified in PPACA, assuming the state’s
Medicaid eligibility threshold is at or below this level.?* As of January
2015, 27 states and the District of Columbia opted to expand Medicaid
under PPACA.

Employer-Sponsored
Insurance under PPACA

Under PPACA, employers that meet certain conditions must offer health
insurance to some employees. Employers with at least 50 full-time
equivalent employees—which includes employees whose hours average
at least 30-hours per week—must offer qualifying health insurance to their

22 American Indians and Alaska Natives are eligible for cost-sharing assistance up to
300 percent of the FPL.

23Specifically, PPACA authorizes states to expand eligibility for Medicaid to most non-
elderly adults whose income is at or below 133 percent of the FPL. PPACA also specifies
that an income disregard in the amount of 5 percent of the FPL be deducted from an
individual’s income when determining Medicaid eligibility, which effectively raises the
income eligibility threshold for newly eligible Medicaid recipients in expansion states to
138 percent of the FPL.

24sSee 26 U.S.C. § 36B(c)(1)(A). The minimum income levels applicable to APTC also
apply to federal cost-sharing subsidies, which reduce out-of-pocket costs for such things
as copayments for physician visits or prescription drugs. See 42 U.S.C. § 18071(b)(2).
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full time employees or face tax penalties if at least one full-time employee
receives the APTC.%

In contrast to PPACA’s affordability threshold of 8 percent of household
income for the purpose of assessing penalties for failure to maintain
minimum essential coverage, PPACA requires ESI to meet two different
affordability tests for the purposes of determining eligibility for the APTC.
First, the employee’s share of the ESI premiums covering an individual,
also referred to as a self-only plan, must not exceed 9.5 percent of the
employee’s household income. Second, the insurance offered must cover
60 percent of the actuarial value of health care for the average person to
qualify as affordable for purposes of the APTC. Employees who are
offered ESI that meets both of these tests are not eligible for the APTC.
Some employees may be offered qualifying ESI that costs between 8 and
9.5 percent of household income. If these individuals do not have access
to insurance on an individual exchange that costs less than 8 percent of
household income, they are exempt from the individual mandate and will
not have to pay a tax penalty if they forgo coverage. However, these
individuals are not eligible for the APTC.

Small Employer Tax Credit

Because small employers are not required to offer health insurance and
have been less likely to offer health insurance than large employers,
PPACA established a small employer tax credit as an incentive for them
to provide insurance by making it more affordable.?® The credit is
available to certain employers—small business and tax-exempt entities—
with employees earning low wages and that pay at least half of their
employees’ health insurance premiums. To qualify for the credit,
employers must employ fewer than 25 full-time equivalent employees
(excluding certain employees, such as business owners and their family

2526 U.S.C. § 4980H. These requirements are being phased in over time. In 2015,
employers with between 50 to 99 full-time equivalent employees are exempt from the
requirement. Employers with more than 100 full-time equivalent employees must offer
qualifying health insurance coverage to 70 percent of full-time employees in 2015. In
2016, employers with 50 or more full-time equivalent employees will be required to offer
qualifying coverage to 95 percent of their full-time employees. Employers out of
compliance will be subject to an annual tax penalty of $2,000 times the number of full-time
employees minus 30, if one of their full-time employees receives the APTC to purchase
health insurance through the individual exchanges. See Shared Responsibility for
Employers Regarding Health Coverage, 79 Fed. Reg. 8544 (Feb. 12, 2014).

2626 U.S.C. § 45R.
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Early Evidence
Suggests That While
the APTC Likely
Contributed to an
Expansion of
Coverage, the Small
Employer Tax Credit
Has Had Little Effect

members), and pay average annual wages per employee of less than
$50,800 per year in 2014. The amount of the credit depends on several
factors, such as the number of full-time equivalent employees and their
total annual wages. In addition, the amount of the credit is limited if the
premiums paid by an employer are more than the state’s average small
group market premiums, as determined by HHS.

Employers may claim the small employer tax credit for up to 6 years—the
initial 4 years from 2010 through 2013 and, starting in 2014, any 2
consecutive years if they buy insurance through the Small Business
Health Option Programs (SHOP). PPACA required the establishment of
SHOPs in each state by January 1, 2014, to allow small employers to
compare available health insurance options in their states and facilitate
the enroliment of their employees in coverage. In states electing not to
establish and operate a state-based SHOP, PPACA required the federal
government to establish and operate a federally facilitated SHOP in the
state.?’ Starting in 2014, employers that wanted to claim the small
employer tax credit had to enroll their employees through the SHOP
exchanges.

Early evidence suggests that the APTC likely contributed to an expansion
of health insurance coverage because it significantly reduced the cost of
premiums for those eligible, though there are limitations to measuring the
effects of the APTC using currently available data. In contrast, few
employers claimed the small employer tax credit, limiting its effect on
health insurance coverage.

2TIn 2014, 18 states chose to operate state-based SHOPs while 33 states opted for a
federally facilitated SHOP.
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The APTC Likely
Contributed to an
Expansion of Coverage by
Reducing the Cost of
Health Insurance
Premiums to Those
Eligible

Early evidence suggests that the APTC likely contributed to an expansion
in health insurance coverage. We identified three surveys that estimated
the uninsured rate by household income. Although limitations exist in
measuring the direct, causal effects of the APTC on health insurance
coverage using currently available data, these surveys can be used to
make early observations about changes in the rate of uninsured. They
found that the uninsured rate declined among households with incomes
between 139 and 400 percent of the FPL—that is, households financially
eligible for the APTC in all states (see table 3). For example, one study
found that the rate of uninsured among individuals with household
incomes between 139 and 400 percent of the FPL fell 9 percentage
points between January 1, 2012, and June 30, 2014, in Medicaid
expansion states.?® Further, the results from this survey found that gains
in insurance coverage were statistically significant for individuals in this
income bracket regardless of the states’ Medicaid expansion decisions.

288 D, Sommers, T. Musco, K. Finegold, M. Z., Gunja, et al. “Health Reform and Changes
in Health Insurance Coverage in 2014,” The New England Journal of Medicine, vol. 371,
no. 9 (Aug. 28, 2014).
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|
Table 3: Survey Estimates of the Change in the Percent of Uninsured Nonelderly Adults by Household Income As a Percent of
the Federal Poverty Level (FPL)

Income categories, as a Percentage point change

Survey States covered Time period percent of the FPL in the rate of uninsured

Gallup-Healthways Medicaid January 1, 2012, to Less than 139 percent of the FPL -3.1

. a .

Well-Being Index gtoar::;(pansmn June 30, 2014 139 to 400 percent of the FPL 55

Greater than 400 percent of the FPL -1.0

Medicaid January 1, 2012, to Less than 139 percent of the FPL -6.0

expansion states  June 30, 2014 139 to 400 percent of the FPL 9.0

Greater than 400 percent of the FPL -0.7

The Commonwealth All states July 15 to Less than 138 percent of the FPL -11.0
Fund Affordable Care September 8, 2013, 3

Act Tracking Surveyb versus April 9 to 138 to 249 percent of the FPL 100

June 2, 2014 250 to 399 percent of the FPL 2.0

400 percent of the FPL or greater -1.0

The Urban Institute All states September 2013 to Less than 139 percent of the FPL -12.0

Health Reform September 2014 139 to 399 percent of the FPL 5.2

Monitoring Survey
400 percent of the FPL or greater -0.2

Source: GAO analysis. | GAO-15-312.

Notes: The three surveys cannot be compared directly because each survey covered different time
periods, categorized respondents in slightly different income categories, and asked questions about
individuals’ health insurance coverage slightly differently.

®B. D. Sommers, T. Musco, K. Finegold, M. Z. Gunja, et al., “Health Reform and Changes in Health
Insurance Coverage in 2014,” The New England Journal of Medicine, vol. 371, no. 9 (2014).

®S. R. Collins, P. W. Rasmussen, and M. M. Doty. Gaining Ground: Americans’ Health Insurance
Coverage and Access to Care after the Affordable Care Act’s First Open Enrollment Period (New
York: The Commonwealth Fund, 2014).

°S. K. Long, M. Karpman, A. Shartzer, D. Wissoker, et al., Taking Stock: Health Insurance Coverage
under the ACA as of September 2014 (Washington, D.C.: The Urban Institute, 2014).

This expansion in health insurance coverage is likely partially a result of
the APTC having reduced the cost of health insurance premiums for
those deemed eligible.?® As of April 19, 2014, HHS initially estimated that
8 million individuals (including dependents) had selected a health plan
through either a state-based exchange or a federally facilitated exchange,

290ther factors or provisions in the PPACA could have also affected changes in the rate of
uninsured, including the requirement to maintain minimum essential coverage or pay a tax
penalty (i.e., the individual mandate), the requirement that some large employers offer
health insurance to full-time employees, or individual market reforms that prohibited
issuers from denying individuals coverage and setting rates based on individuals’ health
status.
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and most of them (85 percent) were deemed eligible for the APTC at the
time that they selected a health plan.*® Among those who selected a plan
through 1 of the 34 federally facilitated exchanges or the 2 state-based
exchanges that used the federal website for enrollment in 2014 and were
deemed eligible for the APTC (4.7 million individuals), the APTC reduced
premiums by 76 percent, on average (see table 4).3' For those who
selected a silver plan through these 36 exchanges and were deemed
eligible for the APTC, the APTC reduced premiums the most—an

80 percent reduction.*? Overall, most individuals who selected a plan
through these 36 exchanges and received the APTC (69 percent) saw
their premiums reduced to $100 per month or less ($1,200 annually or
less), and nearly half (46 percent) had their monthly premiums reduced to

3'ODepartment of Health and Human Services (HHS), Office of the Assistant Secretary for
Planning and Evaluation, Health Insurance Marketplace: Summary Enrollment Report for
the Initial Open Enrollment Period (Washington, D.C.: May 1, 2014). As of November
2014, HHS reported that 6.7 million individuals had enrolled in a health plan through the
individual exchanges, after accounting for effectuated enrollment—that is, individuals who
had selected a plan and paid their premiums—and excluding enrollment in dental plans.
Of these individuals, 85 percent were deemed eligible for the APTC. As of January 2015,
however, HHS had not revised its summary statistics on the amount of APTC that eligible
individuals had received or the amount that the APTC reduced premiums for those
eligible.

31Department of Health and Human Services, Health Insurance Marketplace; and
Department of Health and Human Services, Office of the Assistant Secretary for Planning
and Evaluation, Premium Affordability, Competition, and Choice in Health Insurance
Marketplace, 2014 (Washington, D.C.: June 18, 2014). In its analysis of the amount of
APTC that individuals received and the extent to which it reduced premiums, HHS
included data from the 34 federally facilitated exchanges as well as 2 state-based
exchanges—Idaho and New Mexico—that used the federal website,
http://www.healthcare.gov, for exchange enroliment in 2014.

32Department of Health and Human Services, Premium Affordability. Of those who were
deemed eligible for an APTC when they selected a health plan through 1 of the 34
federally facilitated exchanges or 1 of the 2 state-based exchanges that used the federal
website, http://www.healthcare.gov, for enroliment in 2014, most (76 percent) selected a
silver plan, followed by 15 percent who selected a bronze plan, 6 percent who selected a
gold plan, and 3 percent who selected a platinum plan. Department of Health and Human
Services, Health Insurance Marketplace. Individuals with household incomes between 100
and 250 percent of the FPL—those eligible to receive both the APTC and the cost-sharing
reduction subsidies—may have been encouraged to select silver because, by selecting a
bronze plan, they would have become ineligible to receive the cost-sharing reduction
subsidies.
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$50 or less ($600 annually or less).3® However, results from an early
survey and experts we interviewed suggested that the APTC may have
been less effective in expanding health insurance coverage for individuals
financially eligible for a smaller APTC amount and ineligible for cost-
sharing reduction subsidies than for individuals eligible for a larger APTC
amount as well as for cost-sharing reduction subsidies.3*

33Thirteen percent of individuals who selected a health plan through 1 of the 34 federally
facilitated exchanges or 1 of the 2 state-based exchanges that used the federal website,
http://www.healthcare.gov, for enrollment in 2014 and were deemed eligible for the APTC
had their monthly premiums reduced to between $101 and $150 ($1,212 to $1,800
annually), and 18 percent had an after-APTC monthly premium amount greater than $150
(greater than $1,800 annually). Department of Health and Human Services, Premium
Affordability.

34The survey examined changes in the rate of nonelderly uninsured adults by income and
found that, between 2013 and 2014, the uninsured rate declined by 2 percentage points
among those with household incomes between 250 and 399 percent of the FPL—
individuals eligible for a smaller APTC amount and ineligible for cost-sharing reduction
subsidies. By comparison, the uninsured rate declined by 10 percentage points among
those with household incomes between 138 and 249 percent of the FPL—individuals
eligible for a larger APTC amount as well as cost-sharing reduction subsidies. S. R.
Collins, P. W. Rasmussen, and M. M. Doty, Gaining Ground: Americans’ Health Insurance
Coverage after the Affordable Care Act’s First Open Enrollment Period (New York: The
Commonwealth Fund, 2014).
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Table 4: Average Monthly Advance Premium Tax Credit (APTC) Amount and

Percent Reduction in Premiums after APTC for Individuals Who Selected a Plan
through a Federally Facilitated Exchange or a State-Based Exchange that Used the
Federal Website for Enroliment in 2014 and Were Deemed Eligible for the APTC in
2014, by Metal Tier

Average percent

Average monthly Average monthly reduction in

premium amount Average premium amount premiums
Metal tier before APTC monthly APTC after APTC after APTC
Bronze $289 $221 $68 76
Silver $345 $276 $69 80
Gold $428 $220 $208 51
Platinum $452 $232 $220 51
All metal tiers $346 $264 $82 76

Source: Department of Health and Human Services, Office of the Assistant Secretary for Planning and Evaluation, Premium
Affordability, Competition, and Choice in the Health Insurance Marketplace, 2014 (Washington, D.C.: June 18, 2014). | GAO-15-312

Notes: In its analysis of the amount of APTC that individuals received and the extent to which it
reduced premiums, HHS included data from the 34 federally facilitated exchanges as well as 2 state-
based exchanges—Idaho and New Mexico—that used the federal website,
http://www.healthcare.gov, for exchange enrollment in 2014. Depending on the portion of health care
costs expected to be paid by the health plan, qualified health plans are categorized into one of the
following “metal tiers”: bronze, silver, gold or platinum. Bronze plans cover an average of 60 percent
of health care costs, silver plans cover 70 percent, gold plans cover 80 percent, and platinum plans
cover 90 percent.

As of January 2015, data were not available on the extent to which the
APTC reduced 2015 premiums for enrollees. Studies that examined
changes in premiums between 2014 and 2015 found that, on average,
premiums changed modestly. For example, HHS reported that premiums
for the reference plan (before applying the APTC) increased by 2 percent,
on average, between 2014 and 2015, and premiums for the lowest-cost
silver plan increased by an average of 5 percent.® However, studies
found variation across rating areas, and some rating areas had significant
increases or decreases in average premiums.3¢ Further, premiums are

35Department of Health and Human Services, Office of the Assistant Secretary for
Planning and Evaluation, Health Plan Choice and Premiums in the 2015 Health Insurance
Marketplace (Washington, D.C.: Dec. 4, 2014).

36For example, one study that measured the change in premiums between 2014 and 2015
found that, while premiums for the lowest-cost bronze plan increased by an average of

4 percent, they increased by up to 43 percent in western counties of Minnesota and
declined by at most 40 percent in Summit County, Colorado. C. Cox, L. Levitt, G. Claxton,
R. Ma, and R. Duddy-Tenbrunsel, Analysis of 2015 Premium Changes in the Affordable
Care Act’s Health Insurance Marketplaces (Menlo Park, Calif.: Jan. 6, 2015).
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likely to continue to change in future years as issuers gain more data
about enrollees in the exchanges and how they compare to enrollees
previously purchasing individual insurance or ESI.*" In addition, while the
APTC helps protect eligible individuals from large increases in premiums
by capping the amount of household income individuals have to pay for
the reference plan, some who reenrolled in their health plan in 2015,
rather than shopping for and switching to a lower cost plan, may find that
their premiums, after accounting for the APTC, increased substantially.
HHS estimated that more than 7 in 10 current exchange enrollees could
find a lower-cost plan within the same metal level as they selected in
2014 if they selected the new lowest-cost plan in 2015, rather than
reenroll in their same 2014 plan, but the extent to which this occurred was
not yet known as of January 2015.38

According to results from four early surveys of nonelderly adults and one
group of experts we interviewed, lack of awareness of the APTC may
have limited take-up of health insurance coverage among some
individuals likely eligible for the APTC. Three of the four surveys
estimated that, of those who remained uninsured in 2014, between 59
and 60 percent cited affordability or the cost of premiums as the reason
for not purchasing health insurance coverage.* However, less than half—
between 38 and 47 percent—of the uninsured surveyed were aware of

37Also, as premiums are influenced by underlying costs of health care, there remains
uncertainty as to whether lower than historical trends in health care cost growth in recent
years will continue in future years.

38For 78 percent of individuals who selected a silver plan in 2014, the lowest-cost silver
plan in 2015 cost less than their 2014 plan. Similarly, for 78 percent of who selected a
bronze plan in 2014, the lowest-cost bronze plan in 2015 was cheaper than their 2014
plan. Department of Health and Human Services, Health Plan Choice.

39L. Hamel, B. Didulio, J. Firth, M. Brodie, Kaiser Health Tracking Poll: November 2014
(Menlo Park, Calif.: The Henry J. Kaiser Family Foundation, 2014); A. Bhardwaj, E. Coe,
J. Cordina, and R. Saha, Individual Market: Insights Info Consumer Behavior at the End of
Open Enrollment (New York: McKinsey Center for U.S. Health System Reform, 2014); and
A. Schatzer, G. M. Kenney, S. K. Long, K. Hemstead, et al. Who Are the Remaining
Uninsured As of June 20142 (Washington, D.C.: The Urban Institute, 2014). In addition,
publicly available summary results from the fourth survey showed that of all nonelderly
adults surveyed who reported that they shopped on an exchange for a health insurance
plan, 54 percent said that it was “very difficult or impossible” or “somewhat difficult” to find
a plan they could afford. P. W. Rasmussen, S. R. Collins, M. M. Doty, and S. Beutel, Are
Americans Finding Affordable Coverage in the Health Insurance Marketplaces? Results
from the Commonwealth Fund Affordable Care Act Survey (New York: The
Commonwealth Fund, September 2014).
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the availability of financial assistance to purchase insurance through the
individual exchanges.*°

When interpreting data on the effect of the APTC on changes in health
insurance coverage, there are several limitations to consider:

« Large-scale, rigorous survey data are needed to more accurately
measure the direct, causal effect of the APTC on changes in health
insurance coverage. While early survey data provide some indications
of the effect of the APTC on coverage, these surveys generally have
lower response rates and smaller sample sizes, which could cause
large margins of error when examining changes in health insurance
coverage by subgroups, such as by household income.*' However,
results from larger, more rigorous surveys are not expected to be
available until the summer of 2015 at the earliest.*?

« Available summary data from HHS on those who received the APTC
are limited and subject to change because the data:

« Did not account for effectuated enroliment—that is, whether those
who initially selected a health plan paid their premium—nor did it
account for individuals who did not submit required documentation

“Ocollins et al., Gaining Ground, L. Hamel, J. Firth, B. DiJulio, and K. Brodie, Kaiser
Health Tracking Poll: October 2014 (Menlo Park, Calif.: The Henry J. Kaiser Family
Foundation, 2014); and Schatzer et al., Who Are the Remaining Uninsured. In addition,
publicly available summary results from the fourth survey found that 44 percent of the
uninsured surveyed who were likely eligible for financial assistance were aware of the
APTC. Bhardwaj et al., Individual Market.

415ee appendix Il for additional information about the response rates, sample sizes, and
margins of error of early surveys cited in this report.

42The first large data set that covers the full first year of enroliment in the exchanges will
become available in June 2015 with the release of complete 2014 National Health
Interview Survey data, though precise income data in this survey will not become available
until August 2015.
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to verify their eligibility for the exchanges or the APTC, or those
who may have selected a plan after open enrollment ended.*?

« Did not include the amount of APTC that individuals in 15 state-
based exchanges received.** Although 15 state-based exchanges
reported to HHS’s Centers for Medicare & Medicaid Services
(CMS) the number of individuals who were deemed eligible for the
APTC at the time that they selected a plan, CMS officials we
spoke with stated that voluntary reporting on the amount of APTC
individuals received was limited and variable across states.

« Did not account for adjustments to the amount of APTC that may
occur when the amount of APTC received is reconciled against
enrollees’ actual income reported in their 2014 income tax returns,
which will begin to occur when individuals start to file their income
tax returns in 2015.4°

BAs of September 15, 2014, HHS officials reported that at least 363,000 individuals who
selected a health plan through the exchanges had not yet submitted required
documentation. Department of Health and Human Services, Centers for Medicare and
Medicaid Services (CMS), CMS Update on Consumers Who Have Data Matching Issues,
Press Release (Washington, D.C.: Sept. 15, 2014). Individuals may enroll in coverage
through an exchange during a special enrollment period outside of open enrolliment due to
a qualifying life event, such as a change in family status (e.g., marriage or birth of a child)
or the loss of other health coverage, such as ESI.

44HHS included data from 2 of the 17 state-based exchanges—Ildaho and New Mexico—
in its summary data on the amount of APTC received by individuals who selected a health
plan and were deemed eligible for the APTC. These two state-based exchanges used the
federal website, http://www.healthcare.gov, for their 2014 exchange enrollment.

“SIndividuals who receive APTC must file federal income tax returns in order to reconcile
the amount of the premium tax credit allowed based on reported income with the amount
of the premium tax credit received in advance (APTC). An individual whose premium tax
credit for the taxable year exceeds the individual’s APTC payments may receive the
excess as an income tax refund. An individual whose APTC payments for the taxable year
exceed the individual's premium tax credit owes the excess as an additional income tax
liability, subject to certain caps. 26 C.F.R. § 1.36B-4.
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Few Employers Claimed
the Small Employer Tax
Credit, Limiting Its Effect
on Health Insurance
Coverage

Take-up of the small employer tax credit has continued to be lower than
anticipated, limiting the effect of the credit on expanding health insurance
coverage. About 167,600 employers claimed the credit in 2012 (the most
recent year for which data were available), slightly fewer than the 170,300
employers that claimed the credit in 2010 (see fig. 1).%6 These figures are
low compared to the number of employers eligible for the credit. In 2012,
we found that selected estimates of the number of employers eligible
ranged from about 1.4 million to 4 million.*” Although about the same
number of small employers claimed the credit in 2012 as in 2010, these
employers paid all or some of the premiums for more employees in 2012
(900,800 employees) than in 2010 (770,000 employees).*®

46Complete data on the number of entities that claimed a tax credit are generally not
available until sometime after the tax year in question because of the complex nature of
filing and reconciling taxes.

4TData limitations made these estimates necessarily rough. See GAO-12-549, 9.

“8The total amount of credit claimed by employers continued to be lower than experts had
projected. In March 2012, the Congressional Budget Office (CBO) and the Joint
Committee on Taxation estimated that the cost of the credit would be $1 billion in 2012.
This estimate was previously $5 billion in 2012. In 2012, employers claimed about

$507 million in credits compared to $645 million in 2011 and $468 million in 2010.
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Figure 1: Number of Employers That Claimed the Small Employer Tax Credit, 2010-
2012
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As we found in 2012, experts we interviewed for this report generally told
us that features of the small employer tax credit did not provide a strong
enough incentive to employers to begin to offer or to continue offering
health insurance.*® First, experts explained that the maximum amount of
the credit is targeted to very small employers, most of which do not offer
health insurance, and experts told us the size of the credit is not large
enough to be an incentive to employers to offer or maintain insurance.
The maximum amount of the small employer tax credit is available to for-
profit employers with ten or fewer full-time equivalent employees that pay
an average of $25,400 or less in wages.* Such an employer could be
eligible for a credit worth up to 50 percent of the employer contributions to

493ee GAO-12-549, 12. In addition, we found no peer reviewed studies that examined
whether or not the small employer tax credit affected employers’ decisions to offer health
insurance or lowered the costs of ESI in the last four years.

50The average annual wages were $25,000 or less through 2013. The maximum average
wage limit is indexed for inflation beginning in 2014.
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premiums in 2014.5" The credit amount “phases out” to zero as employers
employ up to 25 full-time equivalent employees at higher wages—up to
an average of $50,000. For example, employers with 24 full-time
equivalent employees are only eligible for the credit if they paid wages
that averaged $25,400 or less; such employers may be eligible for a
credit worth up to 2.2 percent of employer contributions to premiums.>2
Second, the limited availability of the credit—employers can claim it for
only two consecutive years after 2013—further detracts from any potential
incentive for small employers that do not offer coverage to begin offering
coverage. Experts we interviewed told us that employers are reluctant to
provide a benefit to employees that would be at risk of being taken away
later when the credit is no longer available.®® Finally, experts told us that
the complexity of applying for the credit outweighed its benefit. According
to tax preparers and other stakeholders we interviewed for this and our
previous report, the complexity of the paperwork required to claim the
credit was significant, and small employers likely did not view the credit
as a sufficient incentive to begin offering health insurance, given the time
required to claim it.5

The trend in low take-up of the small employer tax credit is likely to
continue given the low enrollment in SHOPs, and thus it is unlikely that its
effects on coverage will change in the near future. This is because
employers were required to offer health insurance coverage through
SHOP exchanges to be eligible for the small employer tax credit

51Through 2013, small for-profit employers could receive up to 35 percent (nonprofit
entities up to 25 percent) of their base payments for employee health insurance
premiums. These portions rose to 50 percent and 35 percent, respectively, starting in
2014.

52The Medical Expenditure Panel Survey (MEPS) estimated that in 2013, 86 percent of
employers who may otherwise be eligible for the full credit did not offer health insurance.
This MEPS statistic is based on employers—both for profit and nonprofit—with fewer than
10 employees that pay annual wages of $24,000 or less to over half of their employees.
Further, 76 percent of employers that may be eligible for the partial credit did not offer
insurance. This MEPS statistic is based on employers—both for profit and nonprofit—with
10 to 24 employees that pay annual wages of $24,000 or less to over half of their
employees. Because the employers eligible for the partial credit can pay up to $50,000 in
wages, this is a less precise estimate than using MEPS to estimate insurance offerings for
the full credit.

533ee also GAO-12-549, 12.
545ee GAO-12-549, 12-13.
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beginning in 2014.%5 We previously found that 2014 enrollment in SHOP
was significantly below expectations. Specifically, we found that as of
June 2014, the 18 state-based SHOP exchanges had enrolled about
76,000 employees through nearly 12,000 small employers,%® although not
all of these employers were eligible for the credit.5” Enrollment in states
with federally facilitated SHOPs was not known as of January 2015,
although CMS officials said they did not have reason to expect significant
differences in enrollment trends for 2014 between the state-based
SHOPs and the federally facilitated SHOPs.%® In comparison, the
Congressional Budget Office (CBO) had estimated that, in 2014, 2 million
employees would enroll in coverage through either state-based or
federally facilitated SHOP exchanges.%°

55The IRS has stated that in 2014, small employers in certain counties in Wisconsin and
Washington where SHOP plans are not offered may be eligible for the tax credit if they
offer coverage that would have qualified for the credit prior to January 1, 2014. See
Internal Revenue Service, Section 45R — Transition Relief with Respect to the Tax Credit
for Employee Health Insurance Expenses of Certain Small Employers, Internal Revenue
Bulletin: 2014-2 (Washington, D.C.: Jan. 6, 2014). Similarly, the IRS has stated that in
2015, small employers in certain counties in lowa where SHOP plans are not offered may
be eligible for the tax credit if they offer coverage that would have qualified for the credit
prior to January 1, 2014. See Internal Revenue Service, Section 45R-2015 — Guidance
with Respect to the Tax Credit from Employee Health Insurance Expenses of Certain
Small Employers, Internal Revenue Bulletin: 2015-6 (Washington, D.C.: Feb. 9, 2015).

S6GAO, Small Business Health Insurance Exchanges: Low Initial Enrollment Likely due to
Multiple, Evolving Factors, GAO-15-58 (Washington, D.C.: Nov. 13, 2014), 12.

57Until 2016, states have the option to define small employers either as employers with
100 or fewer full-time equivalent employees or employers with 50 or fewer full-time
equivalent employees. In contrast, to qualify for the small employer tax credit, employers
must employ fewer than 25 full-time equivalent employees in the tax year (excluding
certain employees, such as business owners and their family members).

58GA0-15-58, 15.

na previous report, we found that the reasons for the low enroliment included the delay
of some expected SHOP features. For example, online enroliment was not available for
states with federally facilitated SHOP exchanges, and few SHOP exchanges offered
employees a choice of plans. In addition, we reported that the small employer tax credit
provided an insufficient incentive for employers to sign up. GAO-15-58, 20.
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While Most
Nonelderly Adults
Had Access to
Affordable Health
Insurance Coverage,
Maintaining Minimum
Essential Coverage
May Be Challenging
for Some

Most nonelderly adults had access to affordable minimum essential
coverage through their employer, Medicaid, the exchanges, or other
sources, although about 16 percent of nonelderly adults remained
uninsured as of March 2014. While there are many reasons people
remain uninsured, some—including certain families or individuals not
eligible for the APTC—may not have access to affordable coverage. The
affordability of health insurance coverage obtained through the
exchanges varied depending on one’s age, household size, income, and
place of residence. Regardless of the affordability of premiums, some
may face challenges in maintaining their insurance.

Most Nonelderly Adults
Had Access to Affordable
Coverage

Most nonelderly adults had access to affordable minimum essential
coverage through their employer, Medicaid, the exchanges, or other
sources. While specific data on individuals’ access to affordable coverage
is not available, estimates of the number of nonelderly adults who are
insured through various types of coverage indicate that most have access
to coverage that would be considered affordable under PPACA. For
example, one survey estimated that, as of March 2014, 59 percent of
nonelderly adults had obtained coverage through an employer.®° For most
individuals with ESI, the coverage would be considered affordable under
PPACA—that is, premiums for the self-only ESI plan offered cost less

60K.G. Carman and C. Eibner, Changes in Health Insurance Enrollment Since 2013:
Evidence from the RAND Health Reform Opinion Study (Santa Monica, Calif.: RAND
Corporation, 2014).

ESI generally qualifies as minimum essential coverage. However, according to experts we
interviewed, some employers may offer plans with few benefits that do not meet the
requirement that ESI cover 60 percent of the actuarial value of health care for the average
person. Such plans generally cover only preventive services, according to these experts.
Employees and their families who enroll in such plans are not subject to the penalty for
failing to maintain minimum essential coverage. However, ESI plans that do not cover the
minimum 60-percent actuarial value of health care costs are not affordable for purposes of
determining eligibility for the APTC, and employers offering only these plans may be
subject to a penalty if an employee obtains health insurance through an exchange and
receives the APTC.
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than 9.5 percent of their household income.®' Individuals who are offered
ESI that does not meet this affordability threshold may be eligible,
depending on their household income, to receive the APTC to instead
purchase an affordable exchange plan.®? As of March 2014, an estimated
2 percent of nonelderly adults purchased coverage through an
exchange—an estimated 85 percent of whom received the APTC. An
additional 9 percent of nonelderly adults were enrolled in Medicaid
coverage, which requires either no or minimal premiums.%® Finally, an
estimated 14 percent of nonelderly adults had other sources of coverage,
such as TRICARE for certain members of the armed forces, or health
plans sold off the exchanges.®*

81CBO estimated that up to 500,000 of an estimated 156 million individuals were offered
unaffordable ESI in 2014 and enrolled in plans through the exchanges, suggesting that
most with access to ESI are offered affordable coverage. Congressional Budget Office,
Updated Estimates of the Effects of the Insurance Coverage Provisions of the Affordable
Care Act (Washington, D.C., April 2014). Other researchers have reported similar
estimates. See appendix | for more information.

62\vith financial assistance from the APTC, the cost of health insurance premiums for
those eligible is reduced to an amount considered affordable—that is, the cost of
premiums for the second lowest-cost silver plan are capped at between 2 and 9.5 percent
of household income, depending on one’s income.

63Ccarman and Eibner, Changes in Health Insurance; and Department of Health and
Human Services, Health Insurance Marketplace. Minimum essential coverage generally
includes Medicaid. However, some Medicaid enrollees may have had coverage under
limited benefit plans that do not qualify as minimum essential coverage, such as Medicaid
plans that cover only family planning. In addition, minimum essential coverage generally
includes health plans offered through the exchanges with the exception of catastrophic
plans.

64Carman and Eibner, Changes in Health Insurance. TRICARE plans require no
premiums or up to $548 annually for a family plan, depending on the individuals’ military
status, type of TRICARE plan, and where they choose to receive their care. Four percent
of nonelderly adults—which is included in the 14 percent of nonelderly adults who were
insured through other sources—obtained their coverage through the individual market
outside the exchanges. Information about the affordability of such plans is not available.
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Some Groups of
Nonelderly Adults May
Lack Access to Affordable
Health Insurance
Coverage

Low-Income Individuals Living
in Medicaid Nonexpansion
States

An estimated 16 percent of nonelderly adults (31.4 million) were
uninsured as of March 2014, according to one early survey.® CBO
estimated that, in 2016, most of those who will remain uninsured—at least
77 percent—will likely be exempt from the requirement to maintain
minimum essential coverage because, for example, they are
undocumented immigrants or lack access to health insurance coverage
that is considered affordable under PPACA.® While there are many
reasons people remain uninsured, some individuals may not have access
to affordable health insurance coverage.®” For example, some may be
low-income and live in a Medicaid nonexpansion state or they may lack
access to affordable ESI yet are also ineligible for the APTC to instead
purchase affordable coverage through the individual exchanges.

Nonelderly adults with household incomes less than 100 percent of the
FPL are not eligible for the APTC and, if their state chose not to expand
Medicaid to low-income adults, they may not be eligible for Medicaid. %
Without financial assistance from an APTC, coverage available through

85Carman and Eibner, Changes in Health Insurance. Results from early surveys have
estimated that between 12.4 and 17.0 percent of nonelderly adults were uninsured as of
early 2014, though all surveys consistently show that the rate of uninsured has declined
since 2013, ranging from a decline of 3.4 to 5.3 percentage points. See Long et al., Taking
Stock; Collins, et al., Gaining Ground; Sommers et al., Health Reform and Changes; and
Martinez and Cohen, Health Insurance Coverage.

56|ndividuals qualify for the affordability exemption if the required amount that they would
have to contribute for the lowest-cost, self-only plan available to them costs more than

8 percent of their household income. Individuals could also be exempt from the
requirement to maintain minimum essential coverage because they were members of
Native American tribes, individuals with qualifying religious exemptions, or received a
hardship exemption. In addition to those exempt, CBO also estimated that some people
who lack minimum essential coverage will try to avoid penalties when filing their income
tax returns. Congressional Budget Office, Payments of Penalties for Being Uninsured
Under the Affordable Care Act: 2014 Update (Washington, D.C.: June 2014).

57Some of the uninsured may have access to affordable coverage but chose not to take-
up that coverage. For example, one study estimated that 3 percent of the uninsured

(8.1 million) were eligible for Medicaid and 4 percent (10.9 million) were eligible for the
APTC. Another 2 percent (7.3 million), though they had access to affordable coverage,
would have to pay a penalty for failing to maintain minimum essential coverage. L. J.
Blumberg, M. Buettgens, J. Feder, The Individual Mandate in Perspective: Timely Analysis
of Immediate Health Policy Issues (Washington, D.C.: The Urban Institute, 2012). In
addition, some people who were insured in 2014 may have had coverage that did not
qualify as minimum essential coverage, such as Medicaid partial-benefit coverage.

6830me states permit certain nonelderly adults with incomes greater than 100 percent of
the FPL to enroll in Medicaid, such as those who are pregnant or disabled.
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Some Families with ESI

the individual exchanges was likely unaffordable for these uninsured
individuals. For example, an individual age 27 with household income at
99 percent of the FPL in a Medicaid nonexpansion state would have had
to spend between 10 and 32 percent of their household income on the
lowest-cost bronze plan, depending on their place of residence.®® One
study estimated that roughly 4 million nonelderly adults with household
incomes below 100 percent of the FPL living in a Medicaid nonexpansion
state were uninsured in 2014.7°

Although some families have access to ESI that is considered affordable
under PPACA, they may have to spend more than 9.5 percent of their
household income on such coverage. The ESI affordability threshold is
based on the cost of a self-only plan even though premiums for a family
plan are typically more expensive, requiring them to spend more than
they would on a self-only plan. Because the family would be considered
to have access to affordable ESI under PPACA based on the self-only
plan, it would not be eligible to receive financial assistance through the
APTC to purchase a family plan through the individual exchanges. This
has created a situation that some have referred to as “the family glitch,”
where families offered ESI may find that coverage to be unaffordable yet
they are ineligible for the APTC. The Agency for Healthcare Research
and Quality (AHRQ) recently estimated that 10.5 million adults and
children may be in this situation.”

%ndividuals are eligible to purchase a catastrophic plan if they are under age 30 or the
lowest-cost bronze plan available costs more than 8 percent of their household income. In
Medicaid nonexpansion states where a catastrophic plan was available, a 27-year-old
individual with household income at 99 percent of the FPL would have had to spend
between 8.4 and 27.5 percent of household income on the cheapest catastrophic plan. A
27-year-old individual with lower household income would have had to spend an even
larger percentage of their household income on such a plan. In addition, insurers are
permitted to charge higher premiums based on age and family size, so older individuals or
individuals with a larger family would have had to spend an even larger percentage of their
household income on either the lowest-cost catastrophic or bronze plan.

0R, Garfield, A. Damico, J. Stephens, and S. Rouhani, The Coverage Gap: Uninsured
Poor Adults in States that Do Not Expand Medicaid—An Update (Menlo Park, Calif.: The
Henry J. Kaiser Family Foundation, 2014).

""Medicaid and CHIP Payment and Access Commission, Report to the Congress on
Medicaid and CHIP (Washington, D.C.: March 2014). AHRQ’s estimate was conducted at
the request of the Medicaid and CHIP Payment and Access Commission and published in
its report.
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Some Individuals without
Affordable ESI Who Are Not
Financially Eligible for the
APTC

Some nonelderly adults who lack access to affordable coverage
elsewhere, such as through an employer, and instead shop for health
insurance coverage on the individual exchanges may find this insurance
unaffordable without financial assistance from the APTC—those with
household incomes greater than 400 percent of the FPL."? Results from
one early survey suggest that about 6 percent of nonelderly adults were
uninsured in 2014 and had household income greater than 400 percent of
the FPL.”® In addition, based on nine household scenarios we examined,
the affordability of the lowest-cost bronze plans available in the individual
exchanges for such individuals varied by age, household size, income,
and location in 2014.7 For example, in most rating areas in 2014 the
lowest-cost bronze plan available would have been considered
unaffordable to older individuals with household income between, for
example, 401 and 500 percent of the FPL. However, in nearly all rating
areas such coverage was likely affordable for younger individuals
regardless of their household income.” The affordability of the lowest-

2| addition, for some individuals, even with financial assistance from the APTC,
premiums for the lowest-cost bronze plan available in the individual exchanges may have
exceeded 8 percent of household income in 2014, depending on the difference in the cost
of premiums from the reference plan. However, this may have only occurred in some
rating areas. For example, in just 8 out of the 501 rating areas (2 percent), a 60-year-old
individual with household income at 400 percent of FPL would have had to pay greater
than 8 percent of their household income on the lowest-cost bronze plan after accounting
for the APTC. And, in 52 of 501 rating areas (10 percent), a family of four with two parents
aged 40 years old and two children under 21 years of age with household income at

400 percent of the FPL would have had to spend greater than 8 percent of its household
income on the lowest-cost bronze plan after accounting for the APTC.

"3Shartzer et al., Who Are the Remaining Uninsured. Some individuals without affordable
ESI who have household incomes greater than 400 percent of the FPL may have been
able to afford health insurance coverage but chose instead to pay the penalty.

74Among individuals who selected a health plan without financial assistance from the
APTC through 1 of the 34 federally facilitated exchanges or the 2 state-based exchanges
that used the federal website, http://www.healthcare.gov, for enrollment in 2014, they were
most likely to select a bronze plan than any other metal tier. For example, 33 percent of
those who selected a health plan without financial assistance from the APTC through
these 36 exchanges selected a bronze plan while 25 percent selected a silver plan and

12 percent selected a catastrophic plan. Of those who selected a catastrophic plan
through these 36 exchanges, most (85 percent) were under age 35. Department of Health
and Human Services, Health Insurance Marketplace.

SUnder PPACA, issuers are prohibited from setting premium rates based on an
individual’s health status. However, issuers are permitted to set rates based on one’s age,
though rates based on age cannot vary by more than a 3:1 ratio under PPACA. States
may have additional restrictions. For example, New York and Vermont have a 1:1 age
rating ratio.
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cost bronze plans also varied by location and income for a family of four
with two parents aged 40 years old and two children under 21 years of
age. (See fig 2. For a more detailed version of the maps included in fig. 2,
see appendix Ill.)
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Figure 2: Percentage of Household Income That Would Have to Be Spent on Premiums for the Lowest-Cost Bronze Plan by
Household Characteristics and Income As a Percent of the Federal Poverty Level (FPL) (2014)

Individual age 60 years old

450 percent of FPL 500 percent of FPL 600 percent of FPL

Individual age 27 years old

450 percent of FPL 500 percent of FPL 600 percent of FPL

Married, age 40 years old, two children under age 21

450 percent of FPL 500 percent of FPL

Percent of household income that would have been spent on premiums for the lowest-cost bronze plan

|:| Less than 4 percent - Greater than 8 through 12 percent
- 4 through 8 percent - Greater than 12 percent

Sources: GAO analysis of The Henry J. Kaiser Family Foundation data and New York state individual exchange data (data); Map Resources (map). | GAO-15-312

Note: Depending on the portion of health care costs expected to be paid by the health plan, qualified
health plans are categorized into one of the following “metal tiers”: bronze, silver, gold or platinum.
Bronze plans cover an average of 60 percent of health care costs, silver plans cover 70 percent, gold
plans cover 80 percent, and platinum plans cover 90 percent. The boundary lines in each of the maps
depict the rating areas within each state except for Alaska. In Alaska, the boundary lines depict the
three-digit zip codes in the state. In addition, due to how two zip codes are defined in Idaho, there are
two areas in the state that were not assigned to a rating area and thus were left blank.
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Based on nine household scenarios we examined, the affordability of the
lowest-cost bronze plans available varied across different demographic
subsets in the United States, for example:

« Individual age 60-years-old: A 60-year-old individual with household
income at 450 percent of the FPL would have had to spend greater
than 8 percent of their household income for the lowest-cost bronze
plan in most (84 percent) of the 501 rating areas in the United
States.’® Specifically, in 17 percent of rating areas such an individual
would have had to spend greater than 12 percent of their household
income, in nearly two-thirds (67 percent) of rating areas they would
have had to spend greater than 8 through 12 percent, and in
16 percent of all rating areas they would have had to spend from 4
through 8 percent of their household income on the lowest-cost
bronze plan.”” Even with somewhat higher household income at
500 percent of the FPL, the lowest-cost bronze plan would be
considered unaffordable for older individuals in most rating areas
(72 percent). Moreover, in the most expensive rating area for a
60-year-old individual (counties near Albany, GA), the lowest-cost
bronze plan had an annual premium of $9,487. Among those with
income too high to receive the APTC, this plan would have been
considered unaffordable for a 60-year-old individual if they earned
between $46,797 (401 percent of the FPL) and $118,588
(1,016 percent of the FPL) in that rating area.’®

"®Under PPACA, the rating area is the lowest geographic level by which health insurance
premiums are permitted to vary. However, according to one expert we interviewed, plans
may not be offered in all service areas throughout a rating area. For example, a health
insurer could offer a health plan in all but one or two counties within a rating area. As a
result, the lowest-cost plan available could vary within a rating area.

77Early survey data has shown the largest declines in the rate of uninsured between 2013
and early 2014 occurred among younger adults. See Martinez and Cohen, Health
Insurance Coverage; Collins et al., Gaining Ground; Sommers et al., Health Reform and
Changes; and Long et al., Taking Stock. However, most of the uninsured in 2014 were
age 18 to 34 (42 percent) followed by individuals aged 35 to 44 (19 percent) and
individuals age 45 to 64 (12 percent). Martinez and Cohen, Health Insurance Coverage.

"8In contrast, in the least expensive rating area for a 60-year-old individual (counties near
Rochester, NY), the annual premium for the lowest-cost bronze plan was $2,575, which
would have been considered affordable for a 60-year-old individual at any income level
over 400 percent of the FPL.
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Individual age 27-years-old: The lowest-cost bronze plan would
have been considered affordable in all but one rating area for a
27-year-old with income too high to receive the APTC. In nearly half
(47 percent) of all rating areas, such individuals with household
income at 450 percent of the FPL, for example, would have had to
spend from 4 through 8 percent of their income on the lowest-cost
bronze plan, and in 53 percent of rating areas they would have had to
spend less than 4 percent of their income. There is only one rating
area where 27-year-olds with household income greater than

400 percent of the FPL would have had to spend greater than

8 percent of their household income on the lowest-cost bronze plan.
In the most expensive rating area for a 27-year-old (the state of
Vermont), the lowest-cost bronze plan had an annual premium of
$4,032. Among those with income too high to receive the APTC, this
plan would have been considered unaffordable for a 27-year-old
individual if they earned between $46,797 (401 percent of the FPL)
and $50,400 (432 percent of the FPL) in that rating area.”

Married couple age 40-years-old with two children under
21-years-old: In 75 percent of all rating areas such a family with
household income at 450 percent of the FPL would have had to spend
from 4 through 8 percent of its household income on the lowest-cost
bronze plan, and in 25 percent of all rating areas it would have had to
spend greater than 8 through 12 percent of its household income. In
one rating area such a family would have had to spend greater than
12 percent of its household income. In the most expensive rating area
for a married couple aged 40 with two children and household income
too high to receive the APTC (counties near Albany, GA), the lowest-
cost bronze plan had an annual premium of $13,374, which would
have been considered unaffordable for such a family if it earned
between $95,639 (401 percent of the FPL) and $167,176 (701 percent
of the FPL) in that rating area.®

I contrast, in counties near Minneapolis and St. Paul, MN, the least expensive rating
area for such an individual, the annual premiums for the lowest-cost bronze plan were
$1,132, which would have been affordable for such a family any income level.

80| contrast, in Comanche County, OK, the least expensive rating area for such a family,
the annual premiums for the lowest-cost bronze plan were $4,397, which would have been
affordable for such a family at any income level greater than 400 percent of the FPL.
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Changes in premiums for plans offered on the individual exchanges
between 2014 and 2015 likely affected variation in the affordability of
lowest-cost bronze plans by rating area in 2015. Studies have estimated
that, while the average cost of premiums for the reference or lowest-cost
plans have changed only modestly between 2014 and 2015, average
premiums increased significantly in some rating areas and decreased
significantly in others.

Even Those with
Affordable Premiums
Could Face Challenges
Maintaining Minimum
Essential Insurance
Coverage and Paying for
High Out-of-Pocket Costs

Regardless of the affordability of premiums, some may face challenges in
maintaining minimum essential coverage, and for those who retain
insurance, obtaining health care may be costly. For example, among
those eligible for the APTC, some may experience changes in their
income that affect their eligibility, which may lead to coverage gaps or
discontinuity in coverage.?' It is too soon to know how many people
became ineligible for the APTC in 2014, but experts we interviewed and
studies of past years’ data indicate that income changes are fairly
common, particularly among those with lower incomes.8?

Changes in employment status and family composition can change
enrollees’ eligibility for certain types of insurance, which could lead to
challenges maintaining health insurance. For example, a change in
employment status can affect eligibility for ESI, the most common form of
insurance for the nonelderly. One survey found that among nonelderly
adults who reported having had a gap in ESI coverage in 2011,

8'Enrollees who experience changes can file with an exchange to report that their income
has changed. Alternatively, when enrollees file taxes, the APTC amount will be reconciled
with their actual income for the preceding year.

GAO is currently examining issues related to individuals’ movement between the
exchanges and Medicaid.

82For example, one study examined changes in household income. It found that 2 percent
of adults in households with incomes between 133 and 199 percent of the FPL in 2005
had incomes over 400 percent in the following year, and 15 percent of adults with incomes
between 200 and 399 percent of the FPL had incomes over 400 percent in the following
year. If the same income changes occurred in 2014, those households would be ineligible
for the APTC. See P. Farley Short, K. Swartz, N. Uberoi, and D. Graefe, Realizing Health
Reform’s Potential: Maintaining Coverage, Affordability, and Shared Responsibility When
Income and Employment Change (Washington, D.C.: The Commonwealth Fund, May
2011). Some of these households may enroll in ESI, even if they are income-eligible for
the APTC or Medicaid.
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67 percent reported that it was due to a change in employment status.®
Changes in family composition can also cause challenges for people
seeking to maintain health insurance. For example, divorce can cause
one spouse to lose access to the other’s ESI, or may change household
income such that eligibility changes for federal subsidies or Medicaid.

Even if individuals are able to maintain health insurance that meets the
criteria for minimum essential coverage, obtaining medical care may be
costly. When enrollees receive health care services, they are often
responsible for cost-sharing payments such as copayments or
coinsurance. Enrollees’ cost-sharing responsibilities for silver, gold, and
platinum plans are lower than for bronze plans, but out-of-pocket costs for
all plans can be considerable depending on an enrollee’s health care
needs and the structure of one’s health plan. Insurers can structure plans
to charge more or less for certain services or medications, as long as the
out-of-pocket costs are limited to no more than $6,350 per year for in-
network goods and services for single coverage of those with incomes
above 250 percent of FPL.84 For an enrollee with income of 251 percent
of FPL ($28,725), $6,350 represents about 22 percent of their annual
income.8®

Experts we interviewed stated that all exchange enrollees are vulnerable
to high out-of-pocket costs, particularly if they seek care from out-of-
network health care providers. Costs incurred by using out-of-network
providers do not count toward a plan’s out-of-pocket maximum, are not

833 R. Collins, R. Robertson, T. Garber, and M. M. Doty, Gaps in Health Insurance: Why
So Many Americans Experience Breaks in Coverage and How the Affordable Care Act
Will Help (Washington, D.C.: The Commonwealth Fund, April 2012).

84This limit does not include premiums, balance billing amounts for non-network providers
and other out-of-network cost-sharing, or spending for non-essential health benefits that
are not covered by the plan.

85Exchange enrollees with incomes between 100 and 250 percent of the FPL are eligible
for cost-sharing subsidies that reduce their maximum out-of-pocket costs if they are
enrolled in a silver plan. Because silver plan premiums are higher than bronze plan
premiums, some enrollees with low out-of-pocket costs may pay less overall by enrolling
in a bronze plan without cost-sharing subsidies. Others with higher out-of-pocket costs
would likely pay less overall in a silver plan with cost-sharing subsidies.

Insurers can choose one of two ways to reduce out-of-pocket spending for cost-sharing
subsidy-eligible enrollees. Insurers can either reduce the total out-of-pocket spending limit
to specified amounts, or insurers can design plans to meet higher actuarial values.
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Concluding
Observations

Agency Comments

required to contribute toward a plan’s deductible, and are ineligible for
federal cost-sharing subsidies. Furthermore, experts told us that some
insurers have limited the networks of providers covered by the plans
offered on the exchanges. Experts explained that restricting networks
allows insurers to reduce premiums by limiting the number of provider
choices, but increases the possibility that a provider sought by an enrollee
will be out-of-network.

This report provides an early look at the effect of the tax credits and
affordability of health insurance under PPACA, finding that evidence
suggests that the APTC likely contributed to an expansion of health
insurance coverage because it significantly reduced the cost of premiums
for those eligible. However, the effects of the APTC and the affordability
of health insurance in 2014 and beyond is uncertain for several reasons.
First, complete data on the number of people who claimed the APTC in
2014 and the amount of the APTC claimed are not yet available because
of the limited data reported from most state-based exchanges as well as
the lag time during which enrollees file taxes and IRS completes
reconciliation. Second, insurers will likely adjust premiums in exchange
plans as more data become available about enrollees in the exchanges,
including how the health profiles of exchange enrollees compares to that
of enrollees previously purchasing individual insurance or ESI. Thus,
trends for premiums in exchange plans may not stabilize for several
years, although PPACA established certain requirements intended to
reduce variation. Third, health insurance premiums are in large part
driven by the underlying costs of health care. While the rate of growth of
health care costs has slowed in recent years, there is no guarantee that
such a trend will continue. As a result, it is important to note that our
findings about the first year of the exchanges cannot be generalized to
future years.

We received technical comments on a draft of this report from HHS and
IRS and incorporated them as appropriate.

We are sending copies of this report to the appropriate congressional
committees, the Secretary of the Department of Health and Human
Services, the Commissioner of the Internal Revenue Service, and other
interested parties. In addition, the report is available at no charge on the
GAO website at http://www.gao.gov.

Page 36 GAO-15-312 Affordability of Health Insurance


http://www.gao.gov/�

If you or your staffs have any questions about this report, please contact
me at (202) 512-7114 or DickenJ@gao.gov. Contact points for our Offices
of Congressional Relations and Public Affairs may be found on the last
page of this report. GAO staff who made key contributions to this report
are listed in appendix IV.

%AH £ ) ke

John E. Dicken
Director, Health Care
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Appendix |. Potential Effects of Changing the
Affordability Threshold for Employer-
Sponsored Insurance

In addition to the two objectives we addressed in this report, PPACA
mandated that GAO review what is known about the potential effects of
lowering the employer-sponsored insurance (ESI) affordability threshold."
Under the 2014 income threshold, “affordable” means that employees’
premium contribution for a self-only plan must cost no more than

9.5 percent of their household income.

Our literature review found no peer-reviewed studies that have examined
the effects of lowering the ESI affordability threshold below 9.5 percent of
household income.? However, experts to whom we spoke described
mixed potential effects. Lowering the ESI affordability threshold would
shift more of the cost of premiums onto employers—that is, employers
would have to increase their contribution towards employees’ premiums.
Some experts stated that such a shift could encourage some employers
to discontinue offering health insurance. In particular, experts told us that
employers most likely to discontinue are those that employ a low-wage
workforce. These employers face less competition in attracting lower-paid
workers than higher-paid workers, so they have less incentive to offer
health insurance coverage to attract workers. Employers with more than
50 full-time equivalent employees that do not provide health insurance
coverage would be subject to the tax penalty on employers if any of their
employees obtain health insurance coverage through the exchanges with
assistance from the advance premium tax credit (APTC).® One expert
commented that employers that cease offering health insurance may also
choose to compensate employees for the loss of health insurance by
increasing wages. Alternatively, one expert told us that employers that
choose to continue offering health insurance might adjust employees’
compensation packages to account for an increase in the employer
contribution to health insurance premiums. These employers would avoid
the tax penalty on employers that fail to offer affordable health insurance
to employees.

Experts to whom we spoke stated that if the threshold were lowered,
overall, federal costs would likely increase, although the magnitude of

"Pub. L. No. 111-148, § 1401(c), 124 Stat. 119, 220 (2010).
’See appendix Il for details on our search for studies.

3'Employers out of compliance will be subject to an annual fine of $2,000 times the number
of full-time employees minus 30. For example, in 2016, an employer with 50 full-time
equivalents that did not offer insurance would be penalized $40,000.
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Appendix I: Potential Effects of Changing the
Affordability Threshold for Employer-
Sponsored Insurance

such an increase is unclear. Federal costs would increase if employers
stop offering health insurance and employees that subsequently seek
exchange coverage are eligible for and claim the APTC and cost-sharing
subsidies. At the same time, federal tax revenue may also increase if
employers dropping health insurance raised taxable wages and paid
employer penalties because of their failure to offer health insurance.
However, experts told us this increase in tax revenue would likely not be
high enough to offset the increase in federal costs from employees’ APTC
and cost-sharing subsidy claims.

Because studies have estimated that relatively few people have an offer
from their employer of self-only health insurance coverage that exceeds
the affordability threshold of 9.5 percent of household income, relatively
few are likely to be affected if the threshold were lowered. Three studies
varied in their estimates, with the highest estimating up to 1 million people
may have such an offer.* In comparison, the Congressional Budget Office
(CBO) estimates that in 2014, 156 million nonelderly people received ESI
coverage. The three studies found:

« The Agency for Healthcare Research and Quality (AHRQ) estimated
that about one million people with household incomes between 139 to
400 percent of the federal poverty level (FPL) have an unaffordable
offer.®

o CBO estimated that between 0 and 500,000 people had an
unaffordable offer in 2014 and sought coverage on an exchange.®

“In contrast, another study separately estimated that about 10.5 million people are subject
to the “family glitch"—that is, they are not eligible for the APTC or cost sharing subsidies
because one household member has an offer of self-only coverage that is affordable, as
discussed earlier. Medicaid and CHIP Payment and Access Commission, Report to the
Congress on Medicaid and CHIP (Washington, D.C.: March 2014). This study was
conducted at the request of the Medicaid and CHIP Payment and Access Commission
and published in its report.

5Agency for Healthcare Research Quality, Employer and Worker Incentives in the
Affordable Care Act: Insights from a Linked Employer-Employee Data Set (Washington,
D.C.: June 23, 2013). Using Medical Expenditure Panel Survey (MEPS) Household
Component data, authors created synthetic workforces for each establishment in the
MEPS Insurance Component. Estimates may be imprecise due to multiple sources of
errors, including the error stemming from linking household and establishment data.

6Congressional Budget Office, Updated Estimates of the Effects of the Insurance
Coverage Provisions of the Affordable Care Act (Washington, D.C.: Congressional Budget
Office, April 2014).
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« Another study combined different data sets to generate estimates of
the number of households that had an unaffordable ESI offer.” The
study found that if employers keep employee contributions at the
national average (which the study authors calculated as 20 percent for
self-only coverage in 2009), no employees’ contribution would have
exceeded the ESI affordability threshold in 2009.

These studies estimated that a relatively low number of people are
offered ESI coverage that exceed 9.5 percent of their income because
generally, employee contributions for self-only ESI coverage are small
compared to income. The average ESI premiums in 2014 were $6,025
per year for single coverage, and employees contributed about $1,081,
on average.® Employees with household income of more than $11,380
would be considered to have affordable premiums.

"Researchers merged data from the MEPS Insurance Component, the March Current
Population Survey as well as other data, and The Henry J. Kaiser Family Foundation
premium data. This study has limitations as well, such as potential biases from various
simplifying assumptions used for the analysis. For example, the researchers assumed that
if an employee no longer received ESI, employers would fully pass on the savings from
premiums to the employees. R. V. Burkhauser, S. Lyons, K. I. Simon, “The Importance of
the Meaning and Measurement of ‘Affordable’ In the Affordable Care Act” (Cambridge,
Mass.: National Bureau of Economic Research, Working Paper 17279, 2011).

8The Henry J. Kaiser Family Foundation and Health Research & Educational Trust,
Employer Health Benefits 2014 Annual Survey (Washington, D.C.: The Henry J. Kaiser
Family Foundation and Health Research & Educational Trust, 2014).
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Appendix Il: Objectives, Scope and
Methodology

To describe what is known about the effects of the Advance Premium Tax
Credit (APTC) and the small employer tax credit on health insurance
coverage, as well as what is known about the potential effects of
changing the employer-sponsored insurance (ESI) affordability threshold,
we conducted a structured literature search for studies. To conduct this
review, we searched over 30 bibliographic databases, including
ABI/INFORM Global, MEDLINE, and WorldCat, for studies on these
topics published between January 1, 2010, and November 12, 2014. Two
analysts independently reviewed each of the results for relevance and
then reconciled differences. We determined that a study was directly
relevant to our objectives if it: (1) included empirical analysis related to
the effects of the APTC or the small employer tax credit on the provision
of health insurance or maintenance of health insurance; or (2) analyzed
the effects of changing the ESI affordability threshold on the actions of
employers, employees, or the federal budget. To supplement our search
of reference databases, we:

« searched the Internet using Google.com and terms such as “APTC
maintain health insurance” and “surveys insurance Patient Protection
and Affordable Care Act (PPACA)”;

« searched the websites of health policy research organizations such as
the Henry J. Kaiser Family Foundation (KFF), the Urban Institute, and
the American Enterprise Institute; and

« asked the experts we interviewed to recommend sources of literature
that would address our objectives.

Through all of these literature searches, we identified 23 studies that were
useful for the objectives of our report.’ Among these studies, we identified
summary results from three surveys that estimated the change in the rate
of uninsured nonelderly adults between 2013 and 2014 by household
income amounts comparable to APTC eligibility limits.2 These surveys
generally had low response rates and small sample sizes, which can
introduce potential errors in estimating individuals’ health insurance

For these and all studies cited in our report, we reviewed the methodologies of the
studies to ensure they were sound and determined that they were sufficiently reliable for
our purposes.

2Larger, more rigorous survey data that can be used to more accurately estimate
individuals’ health insurance status were not yet available at the time that we conducted
our analyses.
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status, especially by population subgroups, such as by individuals’
household income or type of health insurance coverage. Table 5 provides
a summary of the response rate, sample size, and margin of error for
these three surveys. To improve the reliability of estimates produced from
the survey results, the studies’ authors used certain sampling
methodologies, such as stratified sampling to over-sample populations
commonly underrepresented in such surveys (e.g., low-income
populations), and weighted regression models. In addition, the authors
validated their estimates against prior estimates from larger, more
rigorous surveys, such as the American Community Survey, and found
their estimates to be generally comparable, though with small differences
in some cases. Because of these approaches to improve reliability, we
determined the studies were sufficiently reliable for our purposes.

Table 5: Methodological Information for Surveys That Estimated the Change in the Rate of Uninsured Nonelderly Adults

Sampling error

Survey (at 95 percent
Survey Time period surveyed response rate Sample size  confidence interval)®
Gallup Healthways Well-Being Index January 2012 to June 2014 11% 420,449 +/-1.0
The Commonwealth Fund Affordable July 15 to September 8, 2013 14% 4,425 +/-2.1
Care Act Tracking Survey and April 9 to June 2, 2014
The Urban Institute Health Reform September 2013 to 5% 7,500b +/-1.3

Monitoring Survey

September 2014

Source: GAO analysis. | GAO-15-312

Notes:

#Sampling error is the extent to which the survey results differ from what would have been obtained if
the whole population had been observed.

®The Urban Institute’s Health Reform Monitoring Survey (HRMS) samples approximately 7,500
nonelderly adults each quarter. HRMS data from the third quarter of 2013 and the third quarter of
2014 were used to estimate changes in the rate of uninsured nonelderly adults between September
2013 through September 2014.

We also reviewed laws, regulations, and guidance related to PPACA’s
individual mandate, the APTC, the small employer tax credit, individual
exchange regulation, and the ESI affordability threshold. We also
reviewed the legislative history of the ESI affordability threshold.

We interviewed a range of experts to explore what is known about the
effects of the APTC and the small employer tax credit on health insurance
coverage and what is known about the extent to which health benefit
plans are available and individuals are able to maintain minimum
essential coverage, as well as what is known about the potential effects of
changing the ESI affordability threshold. We asked experts at 11 research
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and industry organizations, in addition to officials at the Department of
Health and Human Services (HHS) and the Internal Revenue Service
(IRS), about their work related to the potential effect of tax credits on
health insurance coverage, the types of individuals that may have more or
less difficulty maintaining minimum essential coverage, and the potential
effects on employers, employees, and federal costs of changing the ESI
affordability threshold (we did not ask every question of every expert). We
chose these experts based on relevance of their published or other work
to our objectives.?

To further analyze what is known about the effects of the small employer
tax credit on health insurance coverage, we requested summary data
from the IRS on small employer tax credit claims, the number of
employee premiums covered, and the total cost of the credit that IRS
provided for tax years 2011 and 2012. Data on tax year 2013 and 2014
were not available at the time of our analysis. To assess the reliability of
the data, we reviewed the data and supporting documentation for obvious
errors, as well as IRS’s internal controls for producing the data.* We
found the data to be sufficiently reliable for our purposes. To supplement
these data, we also incorporated summary data from our previous report
on this topic.®

To describe the extent to which affordable health benefits plans are
available and individuals are able to maintain minimum essential
coverage, we analyzed 2014 premium data—the most recent data
available at the time of our analysis—for health benefit plans offered
through the exchanges. We obtained data from two sources. First, The
Henry J. Kaiser Family Foundation (KFF) provided us with data on

3Experts we interviewed included representatives from: American Enterprise Institute; The
Center for Health Insurance Reforms at Georgetown University; HHS’s Agency for
Healthcare Research and Quality, Center for Consumer Information and Insurance
Oversight, Office of the Assistant Secretary of Planning and Evaluation, and the Office of
the Actuary; the Congressional Budget Office; IRS; National Business Group on Health;
National Federation of Independent Businesses; Pennsylvania State University; The
Commonwealth Fund; The Henry J. Kaiser Family Foundation; The Urban Institute; and
the University of Minnesota.

“Internal control is a process effected by an entity’s oversight body, management, and
other personnel that provides reasonable assurance that the objectives of an entity will be
achieved.

5See GAO, Small Employer Health Tax Credit: Factors Contributing to Low Use and
Complexity, GAO-12-549 (Washington, D.C.: May 14, 2012).
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premiums for all health plans offered in the individual health insurance
exchanges by rating area, excluding New York. KFF compiled the data
using HHS’s Centers for Medicare & Medicaid Services’ Landscape file,
which, for 2014, captured data on premiums for plans participating in the
34 federally facilitated exchanges and 2 state-based exchanges that used
the federal website, http://www.healthcare.gov, for enroliment.® KFF
supplemented the Landscape file data with data on premiums for plans
offered in the other 15 state-based exchanges, which it acquired by
reviewing health insurance companies’ rate filings in each state and
validating these data through state exchange websites when possible.
We assessed the reliability of these data by: interviewing KFF officials
about how they compiled and validated the data as well as their internal
controls, testing the data for duplicate data and outliers, and comparing
the publicly available Landscape data on federally facilitated exchanges
to the KFF data. Second, from the state of New York, we obtained
premium data for plans offered through the state’s individual exchange
during the initial open enrollment period (October 1, 2013, through

March 31, 2014). To assess these data for reliability, we checked the data
for outliers and validated selected data through the New York state
exchange website. We found both the KFF data and the New York data to
be sufficiently reliable for our purposes.

Using the data from these sources, we calculated the percent of
household income that nine hypothetical individuals or households would
have had to spend on premiums for the lowest cost bronze plans in each
rating area in the United States in 2014, assuming different levels of
household income as a percentage of the federal poverty level.” We also
calculated the amount of household income that each hypothetical

SPPACA required the establishment of exchanges in each state by January 1, 2014. In
states that did not elect to operate their own state-based exchange, PPACA required the
federal government to establish and operate an exchange in the state, known as federally
facilitated exchanges. Some states that elected not to establish a state-based exchange
entered into a partnership with the Department of Health and Human Services’ (HHS)
Centers for Medicare & Medicaid Services (CMS), in which HHS establishes and operates
the exchange while states assist HHS in carrying out certain functions of the exchange. A
partnership exchange is a variation of a federally facilitated exchange. In addition, in 2014,
two states—Idaho and New Mexico—operated their own exchange but enrollees signed
up for health insurance through the federal website, http://www.healthcare.gov, which
populates CMS’s Landscape file.

"We used the 2013 federal poverty level because 2014 eligibility for APTC and Medicaid
was based on the 2013 level.
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Appendix lI: Objectives, Scope and
Methodology

individual or household would need in order to pay 8 percent of
household income for the lowest-cost bronze plan available by rating
area.

We conducted this performance audit from July 2014 through March 2015
in accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe that
the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives.
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Appendix Ill: Affordability of the Lowest-Cost
Bronze Plan, by Rating Area

Figure 3: Percentage of Household Income That Would Have to Be Spent on Premiums for the Lowest-Cost Bronze Plan for a
60-Year-Old Individual with Household Income at 450 Percent of the Federal Poverty Level (2014)

Percent of household income that would have been spent on premiums for the lowest-cost bronze plan

I:I Less than 4 percent
- 4 through 8 percent

- Greater than 8 through 12 percent

- Greater than 12 percent

Sources: GAO analysis of The Henry J. Kaiser Family Foundation data and New York state individual exchange data (data); Map Resources (map). | GAO-15-312

Note: Depending on the portion of health care costs expected to be paid by the health plan, qualified
health plans are categorized into one of the following “metal tiers”: bronze, silver, gold or platinum.
Bronze plans cover an average of 60 percent of health care costs, silver plans cover 70 percent, gold
plans cover 80 percent, and platinum plans cover 90 percent. The boundary lines depict the rating
areas within each state except for Alaska. In Alaska, the boundary lines depict the three-digit zip
codes in the state. In addition, due to how two zip codes are defined in Idaho, there are two areas in
the state that were not assigned to a rating area and thus were left blank.
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Appendix lll: Affordability of the Lowest-Cost
Bronze Plan, by Rating Area

Figure 4: Percentage of Household Income That Would Have to Be Spent on Premiums for the Lowest-Cost Bronze Plan for a
60-Year-Old Individual with Household Income at 500 Percent of the Federal Poverty Level (2014)

Percent of household income that would have been spent on premiums for the lowest-cost bronze plan

I:I Less than 4 percent
- 4 through 8 percent

- Greater than 8 through 12 percent

- Greater than 12 percent

Sources: GAO analysis of The Henry J. Kaiser Family Foundation data and New York state individual exchange data (data); Map Resources (map). | GAO-15-312

Note: Depending on the portion of health care costs expected to be paid by the health plan, qualified
health plans are categorized into one of the following “metal tiers”: bronze, silver, gold or platinum.
Bronze plans cover an average of 60 percent of health care costs, silver plans cover 70 percent, gold
plans cover 80 percent, and platinum plans cover 90 percent. The boundary lines depict the rating
areas within each state except for Alaska. In Alaska, the boundary lines depict the three-digit zip
codes in the state. In addition, due to how two zip codes are defined in Idaho, there are two areas in
the state that were not assigned to a rating area and thus were left blank.
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Appendix lll: Affordability of the Lowest-Cost
Bronze Plan, by Rating Area

Figure 5: Percentage of Household Income That Would Have to Be Spent on Premiums for the Lowest-Cost Bronze Plan for a
60-Year-Old Individual with Household Income at 600 Percent of the Federal Poverty Level (2014)

Percent of household income that would have been spent on premiums for the lowest-cost bronze plan

I:I Less than 4 percent
- 4 through 8 percent

- Greater than 8 through 12 percent

- Greater than 12 percent

Sources: GAO analysis of The Henry J. Kaiser Family Foundation data and New York state individual exchange data (data); Map Resources (map). | GAO-15-312

Note: Depending on the portion of health care costs expected to be paid by the health plan, qualified
health plans are categorized into one of the following “metal tiers”: bronze, silver, gold or platinum.
Bronze plans cover an average of 60 percent of health care costs, silver plans cover 70 percent, gold
plans cover 80 percent, and platinum plans cover 90 percent. The boundary lines depict the rating
areas within each state except for Alaska. In Alaska, the boundary lines depict the three-digit zip
codes in the state. In addition, due to how two zip codes are defined in Idaho, there are two areas in
the state that were not assigned to a rating area and thus were left blank.
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Appendix lll: Affordability of the Lowest-Cost
Bronze Plan, by Rating Area

Figure 6: Percentage of Household Income That Would Have to Be Spent on Premiums for the Lowest-Cost Bronze Plan for a
27-Year-Old Individual with Household Income at 450 Percent of the Federal Poverty Level (2014)

Percent of household income that would have been spent on premiums for the lowest-cost bronze plan

I:I Less than 4 percent
- 4 through 8 percent

- Greater than 8 through 12 percent

- Greater than 12 percent

Sources: GAO analysis of The Henry J. Kaiser Family Foundation data and New York state individual exchange data (data); Map Resources (map). | GAO-15-312

Note: Depending on the portion of health care costs expected to be paid by the health plan, qualified
health plans are categorized into one of the following “metal tiers”: bronze, silver, gold or platinum.
Bronze plans cover an average of 60 percent of health care costs, silver plans cover 70 percent, gold
plans cover 80 percent, and platinum plans cover 90 percent. The boundary lines depict the rating
areas within each state except for Alaska. In Alaska, the boundary lines depict the three-digit zip
codes in the state. In addition, due to how two zip codes are defined in Idaho, there are two areas in
the state that were not assigned to a rating area and thus were left blank.
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Appendix lll: Affordability of the Lowest-Cost
Bronze Plan, by Rating Area

Figure 7: Percentage of Household Income That Would Have to Be Spent on Premiums for the Lowest-Cost Bronze Plan for a
27-Year-Old Individual with Household Income at 500 Percent of the Federal Poverty Level (2014)

Percent of household income that would have been spent on premiums for the lowest-cost bronze plan

I:I Less than 4 percent
- 4 through 8 percent

- Greater than 8 through 12 percent

- Greater than 12 percent

Sources: GAO analysis of The Henry J. Kaiser Family Foundation data and New York state individual exchange data (data); Map Resources (map). | GAO-15-312

Note: Depending on the portion of health care costs expected to be paid by the health plan, qualified
health plans are categorized into one of the following “metal tiers”: bronze, silver, gold or platinum.
Bronze plans cover an average of 60 percent of health care costs, silver plans cover 70 percent, gold
plans cover 80 percent, and platinum plans cover 90 percent. The boundary lines depict the rating
areas within each state except for Alaska. In Alaska, the boundary lines depict the three-digit zip
codes in the state. In addition, due to how two zip codes are defined in Idaho, there are two areas in
the state that were not assigned to a rating area and thus were left blank.

Page 51 GAO-15-312 Affordability of Health Insurance



Appendix lll: Affordability of the Lowest-Cost
Bronze Plan, by Rating Area

Figure 8: Percentage of Household Income That Would Have to Be Spent on Premiums for the Lowest-Cost Bronze Plan for a
27-Year-Old Individual with Household Income at 600 Percent of the Federal Poverty Level (2014)
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Percent of household income that would have been spent on premiums for the lowest-cost bronze plan

I:I Less than 4 percent
- 4 through 8 percent

- Greater than 8 through 12 percent

- Greater than 12 percent

Sources: GAO analysis of The Henry J. Kaiser Family Foundation data and New York state individual exchange data (data); Map Resources (map). | GAO-15-312

Note: Depending on the portion of health care costs expected to be paid by the health plan, qualified
health plans are categorized into one of the following “metal tiers”: bronze, silver, gold or platinum.
Bronze plans cover an average of 60 percent of health care costs, silver plans cover 70 percent, gold
plans cover 80 percent, and platinum plans cover 90 percent. The boundary lines depict the rating
areas within each state except for Alaska. In Alaska, the boundary lines depict the three-digit zip
codes in the state. In addition, due to how two zip codes are defined in Idaho, there are two areas in
the state that were not assigned to a rating area and thus were left blank.
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Appendix lll: Affordability of the Lowest-Cost
Bronze Plan, by Rating Area

Figure 9: Percentage of Household Income That Would Have to Be Spent on Premiums for the Lowest-Cost Bronze Plan for a
40-Year-Old Married Couple with Two Children Under 21-Years-Old and Have Household Income at 450 Percent of the Federal
Poverty Level (2014)

Percent of household income that would have been spent on premiums for the lowest-cost bronze plan

I:I Less than 4 percent
- 4 through 8 percent

- Greater than 8 through 12 percent

- Greater than 12 percent

Sources: GAO analysis of The Henry J. Kaiser Family Foundation data and New York state individual exchange data (data); Map Resources (map). | GAO-15-312

Note: Depending on the portion of health care costs expected to be paid by the health plan, qualified
health plans are categorized into one of the following “metal tiers”: bronze, silver, gold or platinum.
Bronze plans cover an average of 60 percent of health care costs, silver plans cover 70 percent, gold
plans cover 80 percent, and platinum plans cover 90 percent. The boundary lines depict the rating
areas within each state except for Alaska. In Alaska, the boundary lines depict the three-digit zip
codes in the state. In addition, due to how two zip codes are defined in Idaho, there are two areas in
the state that were not assigned to a rating area and thus were left blank.

Page 53 GAO-15-312 Affordability of Health Insurance



Appendix lll: Affordability of the Lowest-Cost
Bronze Plan, by Rating Area

Figure 10: Percentage of Household Income That Would Have to Be Spent on Premiums for the Lowest-Cost Bronze Plan for
a 40-Year-Old Married Couple with Two Children Under 21-Years-Old and Have Household Income at 500 Percent of the
Federal Poverty Level (2014)

Percent of household income that would have been spent on premiums for the lowest-cost bronze plan

I:I Less than 4 percent
- 4 through 8 percent

- Greater than 8 through 12 percent

- Greater than 12 percent

Sources: GAO analysis of The Henry J. Kaiser Family Foundation data and New York state individual exchange data (data); Map Resources (map). | GAO-15-312

Note: Depending on the portion of health care costs expected to be paid by the health plan, qualified
health plans are categorized into one of the following “metal tiers”: bronze, silver, gold or platinum.
Bronze plans cover an average of 60 percent of health care costs, silver plans cover 70 percent, gold
plans cover 80 percent, and platinum plans cover 90 percent. The boundary lines depict the rating
areas within each state except for Alaska. In Alaska, the boundary lines depict the three-digit zip
codes in the state. In addition, due to how two zip codes are defined in Idaho, there are two areas in
the state that were not assigned to a rating area and thus were left blank.
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Appendix lll: Affordability of the Lowest-Cost
Bronze Plan, by Rating Area

Figure 11: Percentage of Household Income That Would Have to Be Spent on Premiums for the Lowest-Cost Bronze Plan for
a 40-Year-Old Married Couple with Two Children Under 21-Years-Old and Have Household Income at 600 Percent of the
Federal Poverty Level (2014)

Percent of household income that would have been spent on premiums for the lowest-cost bronze plan

I:I Less than 4 percent
- 4 through 8 percent

- Greater than 8 through 12 percent

- Greater than 12 percent

Sources: GAO analysis of The Henry J. Kaiser Family Foundation data and New York state individual exchange data (data); Map Resources (map). | GAO-15-312

Note: Depending on the portion of health care costs expected to be paid by the health plan, qualified
health plans are categorized into one of the following “metal tiers”: bronze, silver, gold or platinum.
Bronze plans cover an average of 60 percent of health care costs, silver plans cover 70 percent, gold
plans cover 80 percent, and platinum plans cover 90 percent. The boundary lines depict the rating
areas within each state except for Alaska. In Alaska, the boundary lines depict the three-digit zip
codes in the state. In addition, due to how two zip codes are defined in Idaho, there are two areas in
the state that were not assigned to a rating area and thus were left blank.
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In-Brief

In this paper, we examine marketplace premium changes between 2014 and 2015 in all rating regions in all states and
the District of Columbia. We provide premium data on the lowest-cost silver plan within each rating region for a 40-year-
old individual who does not use tobacco.' We calculate that the population-weighted national average premium increase
in the lowest-cost silver plan offered in each year was 2.9 percent. Increases varied considerably both across rating
regions within states and across states. The change in the population-weighted average premium in the lowest-cost silver
plan offered in each year was 1.8 percent in the Northeast, 3.5 percent in the Midwest, 5.4 percent in the South and 1.4
percent in the West.

Approximately 70 percent of the population of the West and over 80 percent of the population of the Northeast reside in
rating regions where the lowest-cost silver plan premiums either fell or increased less than 5 percent. Aimost 60 percent
(59.3 percent) of Midwest residents live in rating areas where the lowest-cost silver plan premium either fell or increased
less than 5 percent. In the South, however, the population is more heavily concentrated in areas with larger increases. Over
60 percent of the South’s population live in rating regions with lowest-cost silver plan premium increases of 5 percent or
more, and roughly 28 percent live in rating regions with increases of more than 10 percent. We also show that half the U.S.
population lives in rating regions where there was a change in the lowest-cost insurer; this means that enrollees in those
areas would have to switch plans to fully benefit from available price reductions.

We also provide data on premium increases in 40 cities. Most often in these major cities, the average premiums for the
lowest-cost silver plans are lower and the average relative changes in the lowest-cost silver plan premiums were smaller
than in their states overall. We also present data on 38 rural areas that could be separately identified. Most often, the lowest-
cost silver premiums in rural areas are higher than their statewide average, but the relative changes for these rural areas
between 2014 and 2015 were a mix of below and above the statewide average change.

Background

This brief updates our previous work that analyzed changes in marketplace premiums between 2014 and 2015.2 In that paper,
we looked at selected rating regions in 18 states that approved premiums early. We found premium increases to be low, though
there were exceptions. In that analysis, we found that, typically, premiums and premium increases were lower in markets with
competition among several commercial plans and those with participation by co-ops and plans previously providing coverage only
for Medicaid enrollees. In general, insurers with the lowest premiums offer products with limited provider networks or are able to
negotiate payment rates effectively with key providers. The underlying health care costs in a given market also affect premiums.

Subsequent to our previous paper’s publication, several other reports have been issued. This has led to some confusion over
whether premium increases overall have been large or modest for 2015. For example, on November 14, 2014, the New York Times
printed an article stating that “many Americans with health insurance bought under the Affordable Care Act could face substantial
price increases next year—in some cases as much as 20 percent—unless they switch plans.” The article later noted that premium
increases would be more modest (closer to 5 percent) for many people who changed plans. Other reports have found lower
premium increases but their analyses have not been as comprehensives as that presented here.* In addition, the Congressional
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Budget Office released updated budget
projections in March 2015, significantly
lowering their estimate of the government
costs of the ACA over the 10 year budget
window.5 While the report notes a number
of reasons for the lower cost estimates
since March 2010, they highlight the
lower than expected premiums and the
persistence of the slower growth in health
care costs in regard to both private insur-
ance covered services and in Medicare
and Medicaid.

In this paper, we present data on premium
increases for all rating regions in each of
the 50 states and the District of Columbia.
Data on premiums for states using the
federally facilitated marketplace were
obtained from healthcare.gov. For states
using an IT system of their own, premium
information was collected from individ-
ual state marketplace websites, as of
November 20, 2014. We use census data
to derive populations by county; these
are aggregated to compute population
at the Affordable Care Act rating region
level, and the rating region populations
are used to compute weighted average
premiums at the state level using rating
region—specific premium information.®

Because the lowest-cost silver plan in
each area offers the least expensive entry
to the marketplace into the most popular
tier of coverage, and the silver plans are
those to which the financial assistance
is pegged (and the only ones for which
cost-sharing reductions are available),
we focus our analysis on these. We
provide data on the lowest-cost silver
plan in each year and the relative dif-
ference between the two. Silver plans
enroll the largest share of marketplace
enrollees: 65 percent of individuals who
selected a plan.” The lowest—cost and
second-lowest-cost silver plans are the
most popular? The lowest-cost silver
plan in 2014, however, may not be the
lowest-cost silver plan in 2015; the two
plans can frequently be offered by differ-
ent insurers.® In such cases, a consumer
wanting to choose the lowest-cost silver

plan in each year would have to change
plans and presumably provider networks.

In this paper, we present data in four
ways. First, we compute statewide
average premiums for the lowest-cost
silver plans in all 50 states and the
District of Columbia, weighted by rating
region population, showing the relative
change in those premiums between 2014
and 2015. Second, we compute the per-
centage of the population in each state
that lives in rating regions where the low-
est-cost silver plan premium decreased
between 2014 and 2015, the percent-
age living in rating regions with small
increases (0 percent to 5 percent) in the
lowest-cost silver option, the share living
in areas with moderate increases (5
percent to 10 percent), and those residing
in areas with large increases (10 percent
or greater). We also indicate the number
of rating regions in a state and the share
of each state’s population for whom the
lowest cost silver premium is sold by a
different insurer in 2015 than in 2014.
Third, we provide data for selected large
cities. We chose 10 major cities in each
of the four geographic regions and used
the rating regions’ populations to calcu-
late the weighted averages. Fourth, we
show premium increases in rural areas
for those states in which rural areas could
be identified.°

State and Regional Averages

The results are shown in tables 1-4.
Table 1 shows a population-weighted
average premium increase of 2.9 percent
nationwide. This is in comparison to a
projected increase in the gross domestic
product of 5.0 percent and a projected
increase in national health expenditures
of 4.9 percent."

In the Northeast, the population-weight-
ed average increase in lowest-cost silver
plan premiums was 1.8 percent between
2014 and 2015. All but 2 of the 12 states
in this region had either small (less than 5
percent) average increases or decreases

in lowest-cost silver plan premiums. New
Hampshire and Rhode Island stand out
for their large reductions. New Hamp-
shire’s lowest-cost silver plan premiums
fell 17.5 percent, likely because of com-
petition from four new market entrants for
2015. Lowest-cost silver plan premiums
in Rhode Island fell 10.9 percent because
of the expanded market presence of
the Neighborhood Health Plan, which
reduced its premiums substantially. The
Neighborhood Health Plan replaced
Blue Cross as the lowest-cost silver plan
insurer in the state in 2015.

In the Midwest, the lowest-cost silver
plan premiums increased on average
3.5 percent in 2015. Most states had
decreases or small increases in these
premiums. Michigan and Minnesota,
however, had larger increases. Michigan
experienced significant premium increas-
es from the two lowest-cost insurers
in the Detroit market as well as large
increases in less competitive rural areas.
Minnesota’s large increase is attributable
to the marketplace exit of the lowest-cost
insurer in six of the nine rating regions
(including Minneapolis) as well as large
increases in rural areas.

In the South, on average, the lowest-cost
silver plan premiums increased 5.4
percent in 2015. Many health insurance
markets in the South have few com-
petitors; many are dominated by Blue
Cross—affiliated plans. Florida, North
Carolina, Texas and West Virginia had
particularly large increases in premiums
that can be attributed to the preexist-
ing dominance of Blue Cross plans.
In contrast, Mississippi had a large
decrease (12.5 percent) because of a
new market entrant, United Healthcare,
and aggressive pricing from Ambetter, a
former Medicaid-only plan.

Lowest-cost silver premium increas-
es were quite small (1.4 percent on
average) in the West. This small region-
wide average increase, however,
disguises considerable variability in the
experiences across the Western states,
where decreases in about half the states
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Table 1. State and Regional Averages for Lowest-Cost Silver Plan Premiums,?
Population Weighted Across All Rating Regions

State \ Average 2014 premium \ Average 2015 premium \ Relative change
National average $256 $264 2.9%
Regional average $284 $288 1.8%
Connecticut $346 $348 0.6%
Delaware $286 $297 4.0%
District of Columbia $238 $239 0.3%
w  Maine $311 $307 -1.5%
§ Maryland $221 $228 3.2%
£ Massachusetts $247 $243 -1.5%
<z> New Hampshire $288 $238 -17.5%
New Jersey $308 $315 2.2%
New York $340 $344 1.0%
Pennsylvania $207 $222 7.1%
Rhode Island $274 $244 -10.9%
Vermont $395 $428 8.3%
Regional average $239 $248 3.5%
Illinois $222 $229 3.0%
Indiana $313 $300 -4.3%
lowa $219 $231 5.7%
Kansas $208 $201 -3.3%
‘g Michigan $218 $241 10.5%
2 Minnesota $178 $199 11.8%
s Missouri $257 $269 4.6%
Nebraska $239 $254 6.3%
North Dakota $281 $292 3.7%
Ohio $244 $252 3.2%
South Dakota $274 $257 -6.4%
Wisconsin $277 $281 1.3%
Regional average $248 $261 5.4%
Alabama $244 $255 4.8%
Arkansas $282 $281 -0.6%
Florida $244 $276 12.8%
Georgia $255 $260 1.8%
Kentucky $203 $208 2.5%
£ Louisiana $294 $297 1.1%
3 Mississippi $324 $283 -12.5%
® | North Carolina $289 $307 6.2%
Oklahoma $206 $201 -2.2%
South Carolina $267 $266 -0.6%
Tennessee $189 $199 5.0%
Texas $231 $248 7.1%
Virginia $259 $273 5.3%
West Virginia $266 $290 9.0%
Regional average $265 $269 1.4%
Alaska $380 $488 28.4%
Arizona $200 $177 -11.3%
California $280 $294 4.9%
Colorado $258 $225 -12.5%
Hawaii $176 $195 10.4%
% Idaho $223 $235 5.7%
= Montana $249 $237 -4.8%
Nevada $276 $270 -2.1%
New Mexico $225 $204 -9.2%
Oregon $204 $216 5.9%
Utah $196 $211 8.0%
Washington $269 $237 -12.0%
Wyoming $396 $429 8.6%

@ Premiums shown are for a 40-year-old non-tobacco user. Because of fixed age-rated premium schedules, relative changes for all ages are the same as
those shown here.
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