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. INTRODUCTION

Senate Bill 99 (2011) requires the Oregon health insurance exchange to produce this
report and submit it to the Legislature, the Governor, the Oregon Health Authority, the
Oregon Health Policy Board and the Department of Consumer & Business Services.
The report is required to cover the following areas:

* Cover Oregon’s activities and operations during the previous year
* A statement of financial condition as of December 31, 2014
* A description of the role of insurance producers in Cover Oregon

Senate Bill 1 (2015) revises the parameters for the report’s contents and those
provisions, which take effect June 30, 2105, will guide future reports.

lIl. THE 2014 - 2015 LANDSCAPE

Transition to using federal technology

The 2015 open enroliment period was Oregon’s first use of the federal website,
HealthCare.gov, for eligibility and enroliment. Cover Oregon faced challenges

with its subpar enrollment technology in 2014, and beginning in the spring of 2014,
a Technology Options Workgroup convened to analyze alternatives and make

a recommendation.

The workgroup — composed of business and technical leaders from the Cover
Oregon Board of Directors, health care industry representatives, State of Oregon
leadership, and Cover Oregon executive team members — recommended the use
of HealthCare.gov based on its cost, schedule and risk advantages.

A transparent and methodical Technology Transition Team, led by the Oregon Health
Authority’s Tina Edlund, shepherded the process of moving from the Cover Oregon
system to the federal technology. That work was complete in time for a smooth open
enrollment on November 15, 2014.

Medicaid responsibilities returned to OHA

One component of the technology transition was the return of Oregon Health Plan
(Medicaid) eligibility work to the Oregon Health Authority (OHA). OHA had been
responsible for those determinations in previous years and resumed them when Cover
Oregon customers began using HealthCare.gov. Cover Oregon and OHA worked
closely, both during the transition and after it was complete, to ensure that Oregonians
still have a “no wrong door” experience. Processes were designed so that consumers
can obtain the appropriate coverage whether they begin their applications with the
Oregon Health Authority or at HealthCare.gov.
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lll. WHO IS COVERED

Cover Oregon entered the 2015 open enrollment period with the mission to both retain
existing customers and expand the number of Oregonians covered through the
marketplace. The marketplace took on this goal having already garnered a substantial
number of enrollments for plan year 2014.

An independent study of insurance coverage in Oregon showed that between October
2013 and April 2014, “there was a 20 percent increase in participation in private non-
group health plans, primarily coming through Cover Oregon” and that the percentage of
Oregonians without insurance dropped from 14 percent to 5.1 percent.’

When last year’s annual report was published — just before the 2014 enroliment
period ended — Cover Oregon had facilitated nearly 66,000 private medical
insurance enrollments.? By the end of the calendar year, the number had grown to
more than 131,000.

A survey of people who enrolled in private insurance plans through Cover Oregon
showed that 53 percent of enrollees had been previously uninsured and that 38 percent
had been uninsured for 12 months prior to coming to Cover Oregon.®

Recent enrollment data show that Oregon is on target to build on 2014’s success for
plan year 2015.

With primary responsibility for the Oregon Health Plan enrollment resting with the
Oregon Health Authority, 2014 enrollment data for Cover Oregon includes only private
health plans. Last year, Cover Oregon reported data on both types of enroliments.

For the 2015 plan year, data is available from two main sources: the federal
government, which collects data directly through HealthCare.gov, and the Oregon
Insurance Division, which receives marketplace data reports from insurance carriers.

The federal Department of Health and Human Services reports that as of February 15,
2015, Oregon had 112,024 private-plan enrollments through the marketplace.* Covering
the same period, the Oregon Insurance Division shows 103,577 enroliments. Both
numbers represent plan selections in the marketplace, whether or not premiums have
yet been paid. The discrepancy may be attributable to the timing associated with each
reporting process. The federal numbers are tallied from the federal database; the state
numbers are compiled only after HealthCare.gov sends carrier-specific numbers to each
insurance company and the insurance companies report those to the Insurance
Division.

At publication time of this report, the most detailed marketplace enroliment figures
available come from the Oregon Insurance Division, and they are included on the
next page.

' “Impacts of the Affordable Care Act on health insurance coverage in Oregon.” September 2014. Peter Graven, PhD, lead author.
Published by Oregon Health & Science University, the Oregon Health Authority, the State Health Access Data Assistance Center
and the State Health Reform Assistance Network.

% Gross enrollments. Enroliments represent individuals taking steps to select a plan; premium payment may or may not have been
made at the time of reporting.

®“Oregon Health Insurance Enrollment Survey: A survey of persons enrolling in coverage through Cover Oregon during the 2013-
2014 open enrollment period.” Fall, 2014. The Center for Outcomes Research & Education, Providence Health & Services.

*“Health Insurance Marketplaces 2015 Open Enroliment Period: March Enrollment Report.” March 10, 2015. Department of Health
and Human Services, Office of the Assistant Secretary for Planning and Evaluation.
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PRIVATE PLAN ENROLLMENT

THROUGH OREGON’S MARKETPLACE
As of February 15, 2015

Source: Oregon Insurance Division

TOTALS
Total Reported Enrollees: 103,577*
Total by Plan: Bronze 26,260
Silver 66,770
Gold 8,709
Platinum 1,023
Catastrophic 817
Clackamas, Multnomah, Washington
By Geographic Area: and Yamhill Counties 49,324
Benton, Lane and Linn Counties 13,832
Marion and Polk Counties 7,548
Deschutes, Klamath and Lake Counties 8,419
Clatsop, Columbia, Coos, Curry, Lincoln
and Tillamook Counties 6,886
Baker, Crook, Gilliam, Grant, Harney,
Hood River, Jefferson, Malheur, Morrow,
Sherman, Umatilla, Union, Wallowa,
Wasco and Wheeler Counties 6,597
Doug_;las, Jackson and Josephine Counties 10,885
By Gender: Male 46,077
Female 57,502
By Age: <18 7,324
18-25 7,622
26-34 17,135
35-44 16,435
45-54 19,862
55-64 34,518
65+ 690

*The federal Department of Health and Human Services reports that as of February 15, 2015, Oregon
had 112,024 private-plan enrollments through the marketplace.

Data notes: Gross enrollments. Enroliments represent individuals who have selected a plan; premium
payment may or may not have been made at the time of reporting.

Differences in numbers between categories may occur when some information is not initially available
to the insurer. For example, insurers may not be able to place all enrollees in geographic areas. In
these cases, the insurer may have excluded those enrollees from all geographic reporting, or may
have assigned those enrollees to a geographic area for reporting purposes.
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lll. SERVING SMALL BUSINESSES

Cover Oregon helps small businesses take advantage of the Small Business Health
Care tax credit, even though Oregon has not opened a Small Business Health Options
Program (SHOP). Any small business in Oregon with 1-50 employees can purchase a
Cover Oregon-certified small group plan directly from one of eight insurance carriers.
Their insurance carrier can request a confirmation letter from Cover Oregon, and the
employer can use the letter to file for the tax credit from the IRS.

This process was first implemented in the spring of 2014. Since then, Cover Oregon has
issued 262 confirmation letters for 2014 small-group plans and 87 for 2015 plans. The
2014 plans covered 1751 employees, and the 2015 plans have covered 565 as of
March 31, 2015.

Some plans may also cover the employees’ spouses and children, but Cover Oregon
has not collected that data.

IV. INSURANCE COMPANIES AND PLANS

Cover Oregon’s original Request for Applications from interested insurance carriers and
the subsequent contracts with carriers laid out a two-year agreement for participation in
Oregon’s marketplace, covering plan years 2014 and 2015. This set the stage for
continued strong competition in Oregon’s marketplace in the second year. Only one
carrier that had participated in 2014 opted not to work with Cover Oregon in 2015.

Fifteen different medical insurance companies participate with Cover Oregon in the
individual market, with more than 100 different plans offered. There are 43 Bronze
plans, 49 Silver, 26 Gold, 2 Platinum and 12 Catastrophic.

In addition, there are 10 dental carriers, offering 26 plans.

V. OUTREACH AND APPLICATION ASSISTANCE

Cover Oregon achieved the enrollment gains laid out above despite unique challenges
for the 2015 open-enroliment period. Not only did Oregonians need to learn to use
HealthCare.gov, they also had to actively re-enroll in coverage if they had earlier bought
coverage through CoverOregon.com in 2014. In most other states, consumers who did
nothing were automatically renewed in their 2014 plan.

Cover Oregon used a careful combination of direct outreach and collaboration with
community partners and insurance agents to ensure Oregonians had the information
they needed to get covered.
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Direct Outreach: Paid Media

Cover Oregon’s 2015 paid media campaign employed a variety of marketing channels
to drive consumers to HealthCare.gov and enroll. Cover Oregon developed Oregon-
specific television commercials, radio spots, and digital ads to complement the national
HealthCare.gov campaign airing on cable television and during major sporting events.

The open enrollment campaign had an overall budget just over $1.2 million, and
focused primarily on digital media.

The major digital channels used included:

* Hulu web broadcast

* Oregon targeted search-engine marketing
* Website banner networks, and

* Facebook promoted video

The digital efforts delivered more than 50 million impressions (views) and more than
268,000 clicks through to HealthCare.gov.

The campaign also included smaller broadcast radio and television buys in English and
Spanish.

The campaigns ran between November 17 and February 15 with a brief “pause” during
holiday periods, when all channels are cluttered and not cost-effective.

Direct Outreach: Application Assistance

Cover Oregon held 29 Health Insurance Enrollment Open Houses during the 2015 open
enrollment period. Consumers were able to walk in without an appointment and get their
questions answered and applications finished. Certified insurance agents were on hand
to help those eligible for private plans to complete their enrollments.

Open Houses were held in:
* Beaverton

* Bend

* Clackamas

* Durham

* Eugene

* Florence

* Government Camp
* Gresham

* Hillsboro

» Keizer (Salem area)
* Medford

* Oregon City

* Pendleton

* Portland
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These Open Houses supplemented the enrollment assistance provided by community
partners and insurance agents. In hosting and staffing these events directly, Cover
Oregon accomplished two key goals.

First, Cover Oregon reintroduced itself to Oregonians as a source for valuable guidance
through the enrollment process. The switch from state-based to federal technology was
well publicized in advance, but the continued consumer assistance role of Cover
Oregon was less clear to Oregonians. In all, the events drew hundreds of consumers
and earned media coverage, which allowed Cover Oregon to publicize additional events
and the educational resources available on the Cover Oregon website.

Second, the events helped ensure robust support for private-plan enrollment, especially
among Oregonians just above the Oregon Health Plan income level. One lesson from
2014 was that community partner organizations — though they are eager to serve all
enrollees and are knowledgeable about both types of coverage — tend to facilitate far
more OHP enrollments than private-plan enrollments. And although assistance from
insurance agents comes at no cost to the consumer, not all applicants will reach out to
one individually, especially if they are new to insurance. The Open Houses helped fill
these gaps.

Community partners

Community partners are Cover Oregon’s Navigator program. As in 2014, Cover Oregon
entered into an Interagency Agreement (IAA) with the Oregon Health Authority for the
commencement of the 2015 open enroliment period.

Community organizations and provider entities throughout the state contracted with
OHA to provide outreach and enrollment assistance. Cover Oregon collaborated closely
with oversight staff at OHA to train, certify and support the assisters.

With the move to using HealthCare.gov in Oregon, partners were trained in the use of
the new system, and in additional processes set up by the Oregon Health Authority for
the Oregon Health Plan program.

Cover Oregon supported partner organizations with an online “appointment-setting” tool,
allowing consumers to search, find and schedule with an assister directly from the
Cover Oregon website. The marketplace also reviewed new regulations and other
announcements from our federal partners and distilled them into useful tips for partners.
This included, but was not limited to, updates on the many income tax provisions that
could affect their clients this year for the first time.
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Certified insurance agents

Oregon insurance agents were certified and trained by the federal marketplace instead
of Cover Oregon for the 2015 plan year. Cover Oregon leadership recognized the
importance of agents in enrolling private-plan customers, and the value of continuing to
serve agents even though the contractual relationship was ended.

The state-based marketplace continued to provide information and support to agents,
including:

* Listing all certified agents in an online directory for consumers

* Providing some agents with access to the online “appointment-setting” tool, where
customers could schedule time with an available agent

* Hosting optional webinars to reinforce federal training and provide updates

* Publishing a frequent agent bulletin to emphasize important developments in topics
like Special Enrollment Periods, tax provisions and more

VI. THE ROAD AHEAD

Senate Bill 1, signed into law in March 2014, transfers functions and responsibilities for
Oregon’s health insurance marketplace from Cover Oregon to the Department of
Consumer & Business Services (DCBS). A new health insurance marketplace division
of DCBS, led by Administrator Berri Leslie, will assume all of Cover Oregon’s
responsibilities by June 30, 2015.

DCBS and Cover Oregon are working together to ensure that customers of Oregon’s
health insurance marketplace experience a smooth transition and can continue to get
help closing out their 2014 plan year and enrolling through special enroliment periods.
Partners and stakeholders are involved to make sure the transition is a transparent
process that provides opportunities for feedback and input.

Despite the administrative change, there is no change in the consumer experience with
the marketplace. Oregonians will continue to use HealthCare.gov to enroll in private
health plans, and to get tax credits to help pay for coverage. The Oregon marketplace
will continue to provide local enrollment help and information, educate the public about
health coverage options, and certify and contract with carriers that offer plans through
HealthCare.gov.
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THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION
dba COVER OREGON

Management’s Discussion & Analysis
For the Years Ended December 31, 2014 and December 31, 2013

This Management’s Discussion and Analysis provides an overview of the financial activities for the Oregon Health
Insurance Exchange Corporation (Cover Oregon) for the fiscal years ended December 31, 2014, and 2013. The
information focuses on current year’s activities, resulting changes, and currently known facts; and the information
should be read in conjunction with Cover Oregon’s financial statements (beginning on page 11). Management
prepares the Management’s Discussion and Analysis to assist the reader.

USING THIS REPORT

This report consists of two parts: Management’s Discussion and Analysis (this section) and the basic financial
statements. The basic financial statements include a series of financial statements:

1) Statements of Net Position (page 11)
2) Statements of Revenues, Expenses, and Changes in Net Position (page 12), and
3) Statements of Cash Flows (page 13)

The Notes to the Financial Statements (pages 14-23) are referenced throughout Management’s Discussion and
Analysis and are part of the basic financial statements, providing the reader with several important disclosures
including a summary of significant accounting policies used by Cover Oregon.

FINANCIAL HIGHLIGHTS

* A no-cost extension for the Level 2 Federal Cooperative Agreement to Support Establishment of the
Affordable Care Act's Health Insurance Exchange grant was awarded on November 11, 2014, extending
the expiration date of the grant to December 31, 2015.

¢ Cover Oregon received $79.5 million in Federal grant funds for operational expenditures in 2014.

e Net capital assets decreased $69.7 million as Information Technology (IT) development costs were
depreciated for their anticipated useful life after impairment of the assets for lack of functionality.

* Net position decreased $63.2 million compared to 2013 primarily due to $78 million of an extraordinary
item, impairment of capital assets.

e Administrative charges of $6.6 million were billed to participating insurers throughout 2014 to build a
beginning reserve balance for 2015 expenditures.

BASIC FINANCIAL STATEMENTS

The Statement of Net Position and the Statement of Revenues, Expenses, and Changes in Net Position report
information about Cover Oregon activities to provide the reader with insight into the financial health of the
organization. These statements include all assets, liabilities, revenues, and expenses utilizing the accrual basis
of accounting (see Note 2).

The Statement of Net Position reports net position as the difference between assets and liabilities and is one way
to measure the financial position of Cover Oregon; however, some operating expenses that affect the net position
are non-cash expenses (such as depreciation). Over time, increases or decreases that occur in net position may
be an indicator of whether the financial health is improving or deteriorating. Certain other nonfinancial factors
may also need consideration to assess the overall financial position of Cover Oregon, such as changes in the
regulatory, political, and/or business environments (see Notes 1 and 12).

The Statement of Revenues, Expenses, and Changes in Net Position reports the activities for the year in various
revenue and expense categories. This information, along with the Statement of Cash Flows, reflects where Cover
Oregon utilized funds received throughout the year in support of its operational and capital activities.
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Management’s Discussion & Analysis
For the Years Ended December 31, 2014 and December 31, 2013

STATEMENTS OF NET POSITION

Beginning in January 2014, Cover Oregon began charging participating insurers an administrative charge to fund
future operations. Cover Oregon collected nearly $6.6 million of administrative charges for the purpose of
establishing a cash reserve, which primarily reflects the $7.1 million increase in cash to $7.6 million as of
December 31, 2014, up from $0.49 million and $0.50 million as of December 31, 2013, and 2012, respectively. In
support of the 2014 plan year, Cover Oregon administered an agent program whereby certified agents would be
compensated for plans sold through the marketplace via established carrier commission rates. As plans were
sold, carriers paid Cover Oregon, the agent of record, who then passed-through payments to the certified agents.
At year end December 31, 2014, pass-through commissions reflected in cash were $0.57 million, and were offset
by accounts payable. There were no pass-through commissions in cash as of December 31, 2013, or 2012.

For the year ended December 31, 2013, Cover Oregon fully expended the Level 1 Federal grant and began using
the Level 2 Federal grant, which totals $226.4 million and was awarded for the period of January 16, 2013, to
December 31, 2014; and for 2014, operational costs were funded by the Level 2 Federal grant. In 2014, Cover
Oregon extended the Level 2 Federal grant through December 31, 2015, utilizing a no-cost extension process
whereby no additional funds were requested, only time to spend remaining funds. The increase in Federal grants
receivable from $2.2 million as of the year ended December 31, 2012, to $43.9 million at December 31, 2013,
was mostly offset by increased accounts payables relating to IT professional services (see the discussion on
current liabilities below). As of year end December 31, 2014, Federal grants receivable decreased from $43.9
million at December 31, 2013, to $4.3 million, reflecting a decrease in accounts payable as invoices were paid.
Federal grants receivable reflect Cover Oregon’s continued reliance on Federal funds for operational costs in the
short-term (see Notes 1, 2, and 8).
Federal Grants Receivable
(in millions)
2014 2013 2012

Federal Grant Receivable $ 4.3 $ 439 $ 22

Current liabilities for the year ended December 31, 2014, were $6.3 million compared to $45.0 million for the year
ended December 31, 2013. The decrease relates to less IT professional services in accounts payable at year-
end 2014 as compared to year-end 2013. For the year ended December 31, 2013, current liabilities of $45.0
million, as compared to $2.7 million for the year ended December 31, 2012, were the result of IT professional
services of $39 million accrued at year-end in accounts payable (see note 2 accounts payable and note 9).
Commissions payable to agents as of December 31, 2014, were $0.57 million, reflecting funds received from
carriers but not yet passed-through to agents. Accounts payable, including retainage, comprised 76.7% of current
liabilities for 2014 versus 98.5% and 71.7% for the year ended December 31, 2013, and 2012, respectively.

Liabilities to Total Liabilities

Accounts Payable e

Commissions Payable —
Payroll Liabilities =2014
Interagency Advance ®2013
Deferred Rent I 2012

Rent Deposit

0% 20% 40% 60% 80% 100%
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The Statement of Net Position presents information on all of Cover Oregon’s assets and liabilities, with the
difference between the two reported as net position. Cover Oregon’s decrease in net position from $84.3 million
for the year ended December 31, 2013, to $21.1 million for the year ended December 31, 2014, reflects the
decrease in net capital assets as discussed in the section below labeled Capital Asset Administration. Cover
Oregon’s increase in net position from $2.6 million for the year ended December 31, 2012, to $84.3 million for the
year ended December 31, 2013, reflected the increase in net capital assets as discussed below.

THE STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION

For the year ended December 31, 2014, and 2013, Cover Oregon’s revenues consisted of Federal grants
provided under the Cooperative Agreements to Support Establishment of the Affordable Care Act's Health
Insurance Exchange (see Note 8); and at December 31, 2014, also consisted of administrative charges on
participating carriers (see Note 1). Cover Oregon recognized $79.5 million in revenues from Federal grants for
the year ended December 31, 2014, which represents a decrease in grant revenues of $61.8 million when
compared to the year ended December 31, 2013. This decrease in Federal funds is directly related to the
reduction in IT professional services as Cover Oregon shifted from development in 2013 to its first year of
business operations in 2014.

The $130 million increase in grant funds for the year ended December 31, 2013, as compared to the year ended
December 31, 2012, reflects the focus on start-up costs primarily associated with the development of the core IT
system and supporting infrastructure throughout 2013. As previously stated, 2014 marked the first year of
operating revenues from administrative charges on carriers participating in the insurance marketplace. Total
administrative charges for 2014 totaled $6.6 million.

Revenues

(in millions)
2014 2013 2012
Federal Grants $ 795 $ 1412 $ 11.0
Administrative Charges 6.6 - -

After capitalization of assets as per policy (see Note 2), operating expenses for the year ended December 31,
2014, totaled $71.2 million as compared to $59.5 million for the year ended December 31, 2013. For the year
ended December 31, 2012, operating expenses totaled $8.5 million, reflecting mostly operational planning
activities. Professional services IT represented the largest expense category (36% of total expenses) for the year
ended December 31, 2014, and 2013, as Cover Oregon incurred costs associated with the core IT system and
supporting infrastructure. For the year ended December 31, 2012, salaries and benefits presented the largest
expense category (47% of total expenses), reflecting a focus on start-up planning activities.

Consistent with prior years, major expense categories for 2014 included salaries and associated benefits (21% of
total expenses) and professional services, IT and general combined, represented 52% of total expenses. The
shift from expenses consisting mostly of a combination of salaries and benefits and professional services general
for the year ended December 31, 2012, to professional services IT and consumer education and outreach for the
year ended December 31, 2013, reflects the progression from operational planning to development of Cover
Oregon’s core IT system and technology infrastructure and consumer education and outreach efforts in
preparation for the 2014 open enroliment. The following chart represents the year-over-year changes in the
relationship of individual expenses to total expenses for the year ended December 31, 2012, to the year ended
December 31, 2014.
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For the year ended December 31, 2014, salaries and benefits totaled $14.7 million (21% of expenses) compared
to $12.3 million (21% of expenses) for the year ended December 31, 2013, and $4.0 million (47% of expenses)
for the year ended December 31, 2012. The increase in staffing costs from 2012 to 2013 represents the increase
in positions filled at the service center and corporate operations in support of open enrollment and general
operations that occurred in 2013. However, due to the decision in early 2014 to transition to healthcare.gov to
facilitate enrollments beginning with the 2015 plan year, Cover Oregon’s 2014 staffing levels began dropping mid-
year as staff left to pursue other opportunities, and 2014 year-end staffing levels fell below 2013 year-end levels.

Year-end Staffing Levels

2014 2013 2012
Employees 127 165 47

The $12.5 million decrease in public education and outreach, for the year ended December 31, 2014, as
compared to December 31, 2013, reflects a shift from an extensive consumer awareness and education
campaign for a new marketplace in preparation for 2014 open enroliment to a targeted marketing campaign and
regional consumer enroliment events for the 2015 open enroliment process via healthcare.gov. In 2013, Cover
Oregon launched a $12.2 million public education and outreach campaign (via TV, radio, digital, and social
media) to increase consumer awareness of the new insurance marketplace and to provide consumers with open
enroliment information and resources. In addition to the public education and outreach campaign, Cover Oregon
also spent $3.8 million to engage community partners, agents, and tribes to reach consumers throughout Oregon
and to assist them with the application process. For 2014, Cover Oregon limited spending to $3.6 million for
targeted education and outreach that included in-person enrollment events, TV, radio, digital, and targeted
mailings to consumers.

The increase in general professional services to $11.7 million for the year ended December 31, 2014, from $3.3
million for the year ended December 31, 2013, primarily reflects the increased use of temporary staff needed for
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the hybrid enrollment processes associated with IT technology challenges during the first year of operations in
2014. General professional services for 2014 included $7.5 million of temporary staffing costs as compared to
$1.9 million for the year ended December 31, 2013. For the year ended December 31, 2012, general
professional services of $3.8 million related to operational planning activities in preparation for launching a state-
based marketplace that began with open enroliment in late 2013.

The $4.1 million increase in professional services IT costs as of December 31, 2014, as compared to 2013,
reflects an early-year shift from development of Cover Oregon’s core IT system and technology infrastructure to
analysis and repairs related to the technology and costs associated with the transition to using healthcare.gov for
future open enrollments. Professional services IT costs (after capitalization of assets as per policy, see Note 2)
for the year ended December 31, 2014, totaled $25.6 million as compared to $21.5 million for the year ended
December 31, 2013. There were no comparable IT costs for the year ended December 31, 2012.

For the year ended December 31, 2013, professional services were $24.8 million (general and IT combined) as
compared to $3.8 million (general only) for the year ended December 31, 2012, reflecting the increased focus on
development of Cover Oregon’s core IT system and associated technology infrastructure that occurred in 2013.
Consistent with the year ended December 31, 2013, professional services IT for the year ended December 31,
2014, were highly concentrated with a single vendor (see Note 9).

Professional Services

2014 2013 2012

8%
20% 1% Tos%

B Temp staffing

100% M Operations
69% 87%
IT Services

CAPITAL ASSET ADMINISTRATION

Net capital assets increased from $2.56 million for the year ended December 31, 2012, to $85.3 million for the
year ended December 31, 2013, primarily as a reflection of costs associated with the development of the core IT
system and associated technology infrastructure. With the technology not fully functional at December 31, 2013,
IT professional services related to the development of the core IT system and associated technology
infrastructure were reflected in construction in progress (see Note 3 and 9). For the first part of 2014, Cover
Oregon continued to work with the primary contractor to remedy the technology issues, while service center staff
utilized the partially functioning system and a hybrid manual process to facilitate 2014 enroliment activity. For the
year ended December 31, 2014, the core IT system was deemed impaired. Cover Oregon also decided to utilize
healthcare.gov for future enroliments beginning with the 2015 plan year, and to record an extraordinary item,
impairment of capital assets in the amount of $78 million (see Note 3).

At December 31, 2014, net capital assets decreased from $85.3 million for the year ended December 31, 2013, to
$15.6 million as of December 31, 2014 (see Note 3). The large decrease is directly related to the impairment.
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Future IT development asset additions should be less than historical additions since the decision was made in
early 2014 to utilize healthcare.gov to facilitate future enrollments beginning with the 2015 plan year. The
decision in 2014 to use healthcare.gov for future plan enrollments combined with the passage of Senate Bill 1 in
March 2015 (see Note 12, Senate Bill 1) necessitates the reduction in the estimated useful life of the core IT
system’s software and development assets to be fully depreciated by June 30, 2015.

Capital Assets

(in millions)
2014 2013 2012
Leasehold improvements $ 0.33 $ 0.33 $ 0.24
Furniture & equipment 1.32 1.35 0.73
IT Equipment 11.55 11.59 0.25
Software & development 18.88 7.60 1.41
Construction in progress - 68.30 -
Total capital assets 32.08 89.17 2.63
Accumulated depreciation (16.48) (3.86) (0.07)
Total capital assets, net $ 15.60 $ 85.31 $ 2.56

CHANGE IN BUSINESS ORGANIZATION

In February 2015, the Oregon Legislature passed Senate Bill 1, which was signed into law on March 6, 2015, by
the Governor of Oregon. Senate Bill 1 abolishes Cover Oregon and its board of directors, and transfers its duties,
functions, and powers to the Department of Consumer and Business Services (DCBS), an existing agency within
the State of Oregon. Once signed by the Governor of Oregon, the powers, rights, obligations and liabilities of
Cover Oregon’s board of directors and its Executive Director transfer to the Director of DCBS; and, the duties and
functions of the corporation including all existing funds, property, equipment, documents, records, etc., transfer to
DCBS on June 30, 2015 (see Note 11, Going Concern and Note 12, Senate Bill 1).

CONTACTING FINANCIAL MANAGEMENT

This Management’s Discussion and Analysis, the accompanying basic financial statements, and the compliance
section are designed to provide readers with a general overview of Cover Oregon’s finances and to reflect
accountability and financial transparency relating to funds received and expended. If you have questions about
this report, please contact the financial management team at Cover Oregon’s corporate offices. Contact
information may be found at www.coveroregon.com. After June 30, 2015, questions about this report should be
directed to the offices of DCBS. Contact information for DCBS may be found at www.oregon.gov.
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THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION

dba COVER OREGON

Statements of Net Position
As of December 31, 2014 and December 31, 2013

ASSETS
Current Assets:
Cash
Federal grants receivable
Assessments receivable
Other receivable
Prepaid expenses
Total Current Assets
Lease Deposit
Capital Assets, net
Total Assets

LIABILITIES AND NET POSITION
Current Liabilities:
Accounts payable
Retainage payable
Commissions payable
Payroll liabilities
Total Current Liabilities
Deferred Rent
Rent Deposit
Total Liabilities

Net Position:

Net investment in capital assets
Unrestricted

Total Liabilities and Net Position

See accompanying notes to financial statements

2014 2013
7,590,305 492,752
4,349,664 43,877,022

22,975 -

195,789 -

88,885 10,300

12,247,618 44,380,074
53,023 53,023
15,598,752 85,304,557
27,899,393 129,737,654
3,707,494 41,993,928
1,143,292 2,367,081

565,418 -

908,782 634,232
6,324,986 44,995,241

484,651 455,569
13,806 13,806
6,823,443 45,464,616
14,455,460 46,307,178

6,620,490 37,965,860
21,075,950 84,273,038
27,899,393 129,737,654
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THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION

dba COVER OREGON

Statements of Revenues, Expenses, and Changes in Net Position
For the Years Ended December 31, 2014 and December 31, 2013

2014 2013
Operating Revenues:
Federal grants $ 79,464,987 141,245,220
Assessments 6,567,283 -
Total Revenue 86,032,270 141,245,220
Operating Expenses:
Salaries, payroll taxes, and benefits 14,685,870 12,273,628
Public education and outreach 3,607,794 16,059,871
Professional services - general 11,730,076 3,302,041
Professional services - IT 25,623,170 21,542,288
Occupancy 1,115,968 947,570
Equipment and supplies 502,398 1,033,650
Travel and training 103,220 229,467
Depreciation 12,641,039 3,792,292
General and administrative expense 1,170,584 366,780
Total Operating Expenses 71,180,119 59,547,587
Operating Income 14,852,151 81,697,633
Non-operating Income (Expense):
Rental income 110,770 -
Rental expense (110,770) -
Loss on capital assets (49,239) -
Total Non-operating Income (Expense): (49,239) -
Extraordinary Item — Impairment of capital assets (78,000,000) -
Increase (decrease) in Net Position (63,197,088) 81,697,633
Net Position - Beginning of Year 84,273,038 2,575,405
Net Position - End of Year $ 21,075,950 84,273,038

See accompanying notes to financial statements



THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION
dba COVER OREGON

Statements of Cash Flows
For the Years Ended December 31, 2014 and December 31, 2013

2014 2013
Cash Flows from Operating Activities:
Federal grants received $ 118,796,556 $ 99,555,890
Assessments received 6,544,308 -
Cash paid for materials and services (82,347,302) (39,536,892)
Cash paid to employees and for taxes and benefits (14,411,318) (11,901,681)
Cash paid for grants to sub-recipients (500,218) (89,395)
Net Cash Provided by Operating Activities 28,082,026 48,027,922
Cash Flows from Capital and Related Financing Activities:
Repayment of interagency advance - (499,000)
Acquisition of capital assets (20,984,473) (47,540,448)
Net Cash Provided by Capital and Related
Financing Activities (20,984,473) (48,039,448)
Change in Cash 7,097,553 (11,526)
Cash - beginning of year 492,752 504,278
Cash - ending of year $ 7,590,305 $ 492,752

Reconciliation of Operating Income to Net
Cash Flows from Operating Activities:

Operating income $ 14,852,151 $ 81,697,633
Adjustments to reconcile operating income to net
cash provided by operating activities

Depreciation 12,641,039 3,792,292

Changes in Assets and Liabilities:
Federal grants receivable 39,527,358 (41,689,330)
Assessments receivable (22,975) -
Other receivable (195,789) -
Prepaid expenses (78,585) 6,181
Accounts payable (38,286,434) 40,063,241
Retainage payable (1,223,789) 2,367,081
Commissions payable 565,418 -
Amounts in accounts payable related to
construction in progress - (38,997,379)
Payroll liabilities 274,550 371,949
Deferred rent 29,082 402,448
Rent deposit - 13,806
Net Cash Provided by Operating Activities $ 28,082,026 $ 48,027,922

Schedule of non-cash capital and related financing activities:
Purchase of 2013 capital assets through 2013 accounts payable $38,997,979.
See accompanying notes to the basic financial statements



THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION
dba COVER OREGON

Notes to the Basic Financial Statements
For the Years Ended December 31, 2014 and December 31, 2013

Note 1 - Description of the Business & Regulatory Environment

Affordable Care Act of 2010

The Affordable Care Act of 2010 (ACA) required each state to establish a health insurance marketplace, which is
an online marketplace that enables individuals and employers to shop, compare plans, and access financial
assistance to help pay for insurance coverage. States were permitted to implement their own marketplaces
(referred to as state-based marketplaces or SBMs) or states could elect to participate in the federal marketplace
(referred to as the federally facilitated marketplace or FFM). The State of Oregon elected to implement a state-
based marketplace to meet the unique needs of Oregonians and its insurance market.

Affordable Care Act of 2010 Extensions

In November 2013, the Centers for Medicare & Medicaid Services (CMS) issued a notice authorizing states to
allow health insurers the option to extend individuals and small business existing coverage that may have
otherwise been non-compliant under the provisions of the Affordable Care Act if certain conditions were met. In
follow-up to the November notice, CMS issued a notice in March 2014 that further enables states the option to
extend such policy renewals for an additional two years (through October 1, 2016). In response to the CMS
notices, the State of Oregon elected to allow health insurers to extend coverage up to December 31, 2014, if
certain conditions were met; however, the State has not yet made a determination on the extension to 2016. The
impact of such extensions on 2014-2016 enroliments as relating to Cover Oregon'’s self-sufficiency has not been
finalized as of the date of this report (see Notes 1 and 12).

State Legislation

Senate Bill 99 — In July 2011 the Oregon Legislature passed Senate Bill 99 creating the Oregon Health Insurance
Exchange (Cover Oregon). Cover Oregon is regulated by the ACA, state law, and is a governmental entity having
the authority to perform governmental functions and exercise governmental powers. Although Cover Oregon is a
governmental entity, it is not considered a unit of local or municipal government or a state agency for purposes of
state statutes or constitutional provisions. Established as an independent public corporation by the State, Cover
Oregon operates with a statewide purpose and mission to serve the public’s interest for the benefit of the
consumers and employers that access insurance through Cover Oregon.

In February 2014, the Oregon Legislative Assembly passed several bills that directly impact Cover Oregon:
Senate Bill 1562 — Requires all state agencies to provide Cover Oregon’s Executive Director with reports or
findings from independent reviews, investigations, or audits of Cover Oregon that occur on or after October 1,
2013. Cover Oregon is required to make those reports, as well as similar reports paid for by Cover Oregon,
publicly available and available upon request. The Executive Director is also required to appear before the House
and Senate health policy committees at the first committee meeting after the 2014 Legislative session ends to
present an updated business plan. The business plan must include demographic information, the number of
enrollees in qualified health plans who have paid premiums, and any adjustments of the administrative charges.

House Bill 4122 — Requires state agencies or public corporations (like Cover Oregon) that implement technology
initiatives exceeding $5 million or that meet standards set by the State Chief Information Office to obtain quality
management services. This bill also requires state agencies or public corporations to consult with the Director of
the Department of Administrative Services (DAS) and to follow DAS policies to determine the extent of quality
management services needed. The quality management services contractor is required to provide reports to
several different organizations or individuals.

House Bill 4135 — Requires the State Chief Information Officer (ClO) to advise the executive staff members of
state agencies, boards (like Cover Oregon), or commissions on specified IT trends and resources. The State CIO
will also: 1) identify IT initiatives that involve more than one state agency, board, or commission; 2) form
governance structures to plan and implement IT initiatives; 3) ensure that individual state agency, board, or
commission IT plans align with and conform to the Enterprise Information Resources Management Strategy; 4)
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THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION
dba COVER OREGON

Notes to the Basic Financial Statements
For the Years Ended December 31, 2014 and December 31, 2013

review IT budget proposals; and 5) evaluate and recommend adjustments to IT plans, policies, and budgets of
state agencies, boards, or commissions.

House Bill 4154 — Requires Cover Oregon to request federal agencies to allow individuals and businesses to
qualify for premium tax credits, cost-sharing reductions and business tax relief, if individuals and businesses are
enrolled in qualified health plans directly with insurers. This bill also makes Cover Oregon employees subject to
state whistleblower protections; and the bill allows the Governor to replace all the non ex officio members of the
board after a public hearing (after July 1, 2015, this section reverts back to original statutory language which
prohibits the Governor from removing more than three members in a four-year period).

Board of Directors

Cover Oregon began in September 2011, and is governed by a nine-member board of directors, each of whom is
appointed by the Governor and confirmed by the Oregon Senate. The board is supported by committees
(Individual and Employer Consumer Advisory Committee, Finance & Audit Committee, Board Development, and
Personnel and Compensation Committee), appoints Cover Oregon’s executive director, and delegates
operational authority of Cover Oregon to the executive director. Cover Oregon was also guided by a bipartisan
Legislative Oversight and Advisory Committee from inception through mid-2014. Although independent of state
government, Cover Oregon is required, under Senate Bill 99, to provide quarterly status reports, an annual report,
and audit reports to the Oregon Legislature.

Federal Grant Funding

Cover Oregon’s cash was initially funded through a loan from the Oregon Health Authority (OHA), who had
already obtained a Federal grant to fund work relating to marketplaces. Cover Oregon secured Federal grant
funding for start-up costs beginning in 2011 and was reliant upon grant funding through December 31, 2014. The
Federal grant funds that Cover Oregon received, formally called the Cooperative Agreements to Support
Establishment of the Affordable Care Act's Health Insurance Exchanges, are administered by the Center for
Consumer Information and Insurance Oversight (CCIIO), which is part of the U.S. Department of Health and
Human Services, Centers for Medicare & Medicaid Services. Each grant has specific operational activities,
budget items, and terms and conditions that Cover Oregon must satisfy. Cover Oregon must also report progress
on its activities and expenditures regularly to CCIIO, with the frequency of such reports on a monthly, quarterly,
semi-annual, or annual basis, depending upon the type of report. Grant funds are issued to Cover Oregon on an
advanced basis. Funds advanced to Cover Oregon are required to be disbursed by the close of the next
business day after receipt of the funds by Cover Oregon.

Self-sufficiency
In planning for self-sufficiency, Senate Bill 99 enabled Cover Oregon to begin charging, in 2014, an administrative

charge on commercial insurers and an assessment on state programs for the purpose of establishing up to a six-
month operating reserve by the end of 2014. The self-sufficiency charges are based on enrollments facilitated
through Cover Oregon and expressed as a per-member-per-month (PMPM) figure. Beginning in 2015, and as
specified by Senate Bill 99, Cover Oregon must be financially self-sustaining through the administrative charges
on commercial insurers and the assessments on state programs. Senate Bill 99 also specifies that the annual
aggregate amount of administrative charges cannot exceed five (5) percent of premiums. Should the charges
collected exceed what is necessary to fund operations or to build a maximum six-month operating reserve,
Senate Bill 99 mandates that the excess be used to reduce or offset the future costs of Cover Oregon or to refund
the excess to participating insurers or state programs. For 2014, Cover Oregon established, through pubic rule
making process, an administrative charge on commercial insurers at $9.38 PMPM for qualified health plans, and
$0.93 PMPM for stand alone dental plans. The 2015 administrative charge for qualified health plans was
established at $9.66 PMPM and $0.97 PMPM for stand alone dental plans. Due to the State’s assistance with the
hybrid application process utilized for 2014 plan year enroliments (see Note 1, Business Operations), no
assessments were established on state programs for 2014; and, with the decision to utilize healthcare.gov for the
2015 plan year, no assessments were established on state programs for 2105.
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Notes to the Basic Financial Statements
For the Years Ended December 31, 2014 and December 31, 2013

Office of Federal Financial Management

With Cover Oregon’s reliance upon Federal grant funding and in accordance with the terms and conditions of the
grants, Cover Oregon must comply with the Office of Federal Financial Management’s requirements of an annual
audit. The annual audit is conducted in accordance with the Single Audit Act of 1984 (with amendments in 1996),
and the Office of Management and Budget (OMB) Circular A-133 ("Audits of State, Local Governments, and Non-
Profit Organizations") to assure that the grant funds are expended properly. Since its first year of operations in
2011, Cover Oregon has elected to have the OMB A-133 audit performed by an independent third-party
accounting firm. In accordance with Senate Bill 99, the Secretary of State must oversee the audit for the year-
ended December 31, 2014. The Secretary of State completed a Request for Proposal process, conducted the
reviews, and selected and contracted with a third-party accounting firm to conduct the audit.

Business Operations

In October 2013, Cover Oregon began serving individuals and families and providing a place for insurance agents
and community partners to assist those seeking insurance. Individuals without access to affordable coverage at
work were able to use Cover Oregon to compare health insurance plans and costs, and to determine if they were
eligible for financial assistance to help pay for coverage. Through a single application process, individuals could
enroll in commercial insurance plans or state programs, such as the Oregon Health Plan or Healthy Kids.
However, due to IT technology challenges during its first year of operations in 2014, Cover Oregon hired
temporary staff and engaged the Oregon Health Authority, in addition to Cover Oregon’s full-time staff, to facilitate
a hybrid process utilizing paper applications and its partially-functioning core IT system to facilitate 2014 plan year
enrollments. In early 2014, the decision was made to utilize healthcare.gov for enroliments beginning with the
2015 plan year.

In support of the 2014 plan year, Cover Oregon administered an agent program whereby certified agents would
be compensated for plans sold through the marketplace via established carrier commission rates. As plans were
sold, carriers would pay Cover Oregon, as the agent of record, who would then pass-through the payments to the
certified agents. Beginning in 2015, carriers will issue payments directly to certified and affiliated agents for
commissionable plans sold through healthcare.gov.

Cover Oregon was also authorized under regulations to begin serving employers in 2014 to provide health plan
options for their employees through the Small Employer Health Options Program. As of the year ended
December 31, 2014, Cover Oregon has not launched this option for employers and does not anticipate its launch
in 2015. Instead, Cover Oregon has supported direct enroliment with insurance carriers so that small employers
can access tax credits.

Note 2 - Summary of Significant Accounting Policies

Basis of Accounting

Cover Oregon'’s financial statements are presented on the flow of economic resources measurement focus and
the accrual basis of accounting, and conform to Generally Accepted Accounting Principles (GAAP) in the United
States of America for proprietary (enterprise) funds. Accordingly, revenues are recorded when earned, and
expenses are recorded when a liability is incurred, regardless of when cash is received or paid.

Federal Grants Receivable

Federal grants receivable represents unreimbursed Federal grant funds as of December 31, 2014, and 2013.
The receivables amount for 2013 includes an estimated $12.7 million for unbilled time associated with the
development of the core IT system and associated technology infrastructure. There were no such amounts
included in the receivables amount as of December 31, 2014. The Level 2 Establishment grant expires
December 31, 2015. Since Cover Oregon believes the entire receivables amount is collectible under the terms of
the grant, no allowance for uncollectible receivables has been established.
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Notes to the Basic Financial Statements
For the Years Ended December 31, 2014 and December 31, 2013

Capital Assets
Purchased capital assets are reported at cost. No estimates were made for historic costs and no assets were

donated which would require an estimate of fair market value at the date received. Cover Oregon’s capitalization
levels are $5,000 per unit for tangible personal property and leasehold improvements. As of December 31, 2014,
and 2013, there have been no acquisitions of land or other real property.

Any costs incurred for repairs and maintenance of assets are expensed as incurred. Costs of assets sold or
retired (and any related amounts of accumulated depreciation) are eliminated from the accounts in the year of
sale or retirement, and the resulting gain or loss is included in the operating statement of Cover Oregon.

Depreciation on all Cover Oregon assets is calculated using the straight-line basis over the estimated useful lives
as follows:

Leasehold improvements 5-7 years
Furniture & equipment 3-7 years
IT equipment 3-7 years
Software & software development 18 months

Operating Revenue and Expense

Cover Oregon distinguishes operating revenues and expenses from non-operating revenues and expenses.
Operating revenues include Federal grant funds received, requested, or funds expected to be received (related to
accrued expenses) and administrative charges on commercial insurers and assessments on state programs.
Operating expenses include all expenses that are directly and indirectly related to establishing and running a
state-based health insurance marketplace. All revenues and expenses not meeting these descriptions are
reported as non-operating revenues and expenses.

Use of Estimates

Cover Oregon uses estimates and assumptions in preparing financial statements in accordance with GAAP. The
preparation of the financial statements requires management to make certain estimates and assumptions that
affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the date of
the financial statements, and the reported amounts of revenues and expenses during the reporting period. As
such, actual results could differ from the estimates included in the accompanying financial statements. The
largest estimate at December 31, 2013, includes $12.7 million for unbilled time associated with the development
of the core IT system and corresponding technology infrastructure (see Note 9). There is no estimate for unbilled
time associated with the development of the core IT system and corresponding and technology infrastructure as
of December 31, 2014.

Note 3 — Detail of Accounts

Cash

Cover Oregon’s cash is comprised of bank demand deposits with a financial institution. Deposits held in
noninterest-bearing transaction accounts are aggregated with any interest-bearing deposits held with the same
financial institution, and the combined total is insured by the FDIC up to a limit of $250,000. At December 31,
2014 and 2013, Cover Oregon had cash uninsured by the FDIC of $7,368,023 and $340,557, respectively.
However, as a public corporation established by the State of Oregon, Cover Oregon’s cash is considered public
funds as specified by House Bill 4164, which references Oregon Revised Statue (ORS) 295.
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For the Years Ended December 31, 2014 and December 31, 2013

Under ORS 295.022, any public fund deposits that exceed the FDIC insurance limits must be held in a qualified
depository as specified by the Oregon Public Funds Collateralization Program (PFCP). Cover Oregon’s banking
institution is listed as a qualified depository under the PFCP. Under the PFCP, Cover Oregon’s banking institution
deposits authorized securities with the PFCP’s Custodian Bank equal to a percentage of the combined uninsured
public funds deposits of Cover Oregon and other State of Oregon public funds it may have in its possession. The
percentage of funds is set per statute by the Oregon State Treasury and generally within a range of 10-110
percent of the uninsured public funds deposits. These securities then comprise the asset pool available to the
PFCP to reimburse local governments, state agencies, and Cover Oregon in the event our banking institution
experiences a failure or loss event. Although this pooled liability structure does not guarantee 100 percent
protection against loss in all situations, it does provide an increased protection level for Cover Oregon’s funds.

Capital Assets

Capital asset activity consisted of the following for the year ended December 31, 2014:

December December
31,2013 Additions Deletions Transfers 31, 2014
Leasehold improvements $ 334424 3 -3 (1.208) $ ) 333,216
Furniture & equipment 1,348,662 - (25,174) - 1,323,488
IT equipment 11,585,943 _ (40,073) - 11,545,870
Software & software
development 7,595,826 - (1,356) 11,282,958 18,877,428
Construction in progress 68,298,485 20,984,473 (78,000,000) (11,282,958) -
Total capital assets
89,163,340 20,984,473 (78,067,811) - 32,080,002
Accumulated depreciation
(3,858,783) (12,641,039) 18,572 - (16,481,250)
Total capital assets, net
$ 85,304,557 $ 8,343,434 $ (78,049,239) $ - 15,598,752
Capital asset activity consisted of the following for the year ended December 31, 2013:
December December
31, 2012 Additions Deletions Transfers 31, 2013
Leasehold improvements $ 235777 $ 98647 § ) 334.424
Furniture & equipment 732,521 616,141 - - 1,348,662
IT equipment 249,234 11,336,709 - - 11,585,943
Software & software
development 1,407,981 6,187,845 - - 7,595,826
Construction in progress - 68,298,485 - - 68,298,485
Total capital assets
2,625,513 86,537,827 - - 89,163,340
Accumulated depreciation
(66,491) (3,792,292) - - (3,858,783)
Total capital assets, net
$ 2,559,022 $ 82,745532 $ - - 85,304,557
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Management has determined that some of the assets in construction in process relating to the development of the
core IT system were impaired as of December 31, 2014. The deletion of $78 million from construction in progress
relates to the extraordinary item, impairment of capital assets.

Accounts Payable

The amounts in accounts payable include trade accounts payable and accruals for goods and services received
prior to year-end. The amounts in the 2013 accounts payable include an estimated $12.7 million for unbilled time
associated with the development of the core IT system and corresponding technology infrastructure. There is no
estimate for costs associated with the development of the core IT system and corresponding technology
infrastructure in the December 31, 2014, accounts payable amounts.

Note 4 - Pension Plan

Defined Benefit Plan - Plan Description

Cover Oregon participates in the Oregon Public Employees Retirement System (PERS), a cost-sharing multiple-
employer defined benefit pension plan, and the Oregon Public Service Retirement Plan (OPSRP), a cost-sharing
multiple-employer hybrid pension plan. Under the provisions of Oregon Revised Statutes 238, the Public
Employees’ Retirement Board (PERB) governs both PERS and OPSRP. PERS provides a variety of benefit
options, as selected by retiring employees, and provides death and disability benefits. OPSRP provides a
combination of retirement benefits under a defined pension plan and individual account program (IAP), the
balance of which will be paid out in either a lump sum or over a 5, 10, 15, or 20-year period. Employees hired on
or after August 29, 2003, participate only in OPSRP. Beginning January 1, 2004, active PERS members hired
before August 29, 2003, became members of IAP of OPSRP. These members retain their existing PERS
account; however, any future member contributions will be placed in the IAP of OPSRP. Cover Oregon
employees are eligible to participate after completing six months of service, unless the employee had previously
participated in PERS or OPSRP, in which case, participation is not delayed.

Cover Oregon'’s total covered payroll was $10.4 million for the year ended December 31, 2014, and $5.7 million
for the year ended December 31, 2013. Covered payroll refers to all compensation paid by Cover Oregon to
active employees and covered by PERS and OPSRP on which contributions are based. A copy of the Oregon
Public Employees’ Retirement System annual financial report may be obtained by writing to the Public
Employees’ Retirement System at P.O. Box 23700, Tigard, OR 97281-3700, or by calling (503) 598-7377, or
online at www.oregon.gov/PERS.

Funding Policy

Cover Oregon’s contribution rate for members is set by state statute, which requires covered employees to
contribute 6% of their annual salary; however, Cover Oregon has elected to pay the employee’s contribution. The
contribution rate that Cover Oregon pays is set by the PERB and is periodically changed based upon actuarial
computations of the amount needed to adequately provide for benefits.

The 2014 contribution rates as a percentage of member salaries for PERS and OPSRP were 13.40% and
11.85%, respectively. The 2013 contribution rates as a percentage of member salaries for PERS and OPSRP
were 8.80% and 7.44%, respectively, for the first six months and 13.40% and 11.85%, respectively, for the last six
months. Effective July 1, 2013, the contribution rates as a percentage of member salaries for PERS and OPSRP
were updated from 8.80% to 13.40% and 7.44% to 11.85%, respectively, based on the December 31, 2011,
valuation and the contractual contribution rates are effective through June 30, 2015.
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Participating employers may also elect separate rates, as detailed above, or have the default, blended rate apply
to contributions. Cover Oregon has elected the default, blended rate for both 2014 and 2013. The default
blended for 2014 and 2013 was 9.86% for PERS and 8.14% for OPSRP.

Annual Pension Cost

Total contributions, including member and employer contributions, paid by Cover Oregon for 2014 were $1.1
million compared to $0.80 million for 2013. Annual pension costs have equaled the annual required contributions.
Employer contribution rate schedules for the two-year period ending June 30, 2015, are based on the December
31, 2011, actuarial valuation as modified by Senate Bill 822 that was passed in May 2013 by the Oregon
Legislature. To determine the actuarial value of the plan’s assets, the fair market value method is used. The
actuarial assumptions, based on the December 31, 2011, actuarial valuation, include:

Last Six First Six
2014 Months 2013 Months 2013
Assumed investment return 8.0% 8.0% 8.0%
Projected salary increases 3.75% 3.75% 3.75%
Inflation rate 2.75% 2.75% 2.75%
Healthcare cost inflation rate 6.9% 6.9% 7.0%

Employer contribution rates are set using the Projected Unit Credit (PUC) cost method. Utilizing this method
produces an employer contribution rate consisting of the following liabilities:

* An amount for normal cost (the estimated amount necessary to finance benefits earned by the employees
during the current service year). Some aspects that are taken into consideration with the normal cost are
service retirement, withdrawals, duty disability, non-duty disability, and death.

* An amount for amortization of the unfunded actuarial accrued liability, if any, over a period of 20 or 30
years, depending upon pension plan

* An actuarially determined amount for funding post-employment healthcare subsidies

* An expected value of assets is projected using the assumed rate of investment yield

Note 5 — Deferred Compensation Plan

Cover Oregon has a deferred compensation plan (the Plan) created in accordance with the Internal Revenue
Code Section 457, as amended. The Oregon Savings Growth Program and ING, as independent plan
administrators, are responsible for administering the Plan. The Plan is available to all employees of Cover
Oregon, and employees may defer a portion of their salary until future years. Deferred compensation is not
available to employees until termination, retirement, death, or financial hardship. The Plan’s assets are held in a
custodial account for the exclusive benefit of participants and beneficiaries and are not subject to the claims of
Cover Oregon’s creditors, nor can they be used by Cover Oregon for any purpose other than the payments of
benefits to the Plan’s participants.

Note 6 - Leases

For the year ended December 31, 2014, Cover Oregon was under contract for three separate leases for office
space in Salem and Durham, Oregon. These leases vary in length up to 90 months, each lease having a different
start and end date. In accordance with GAAP, lease expense in the accompanying financial statements is
recorded on the straight-line method for the life of the lease term for each lease respectively. Total lease expense
for the years ended December 31, 2014, and 2013 including amounts incurred for real estate taxes, parking,
operating expenses, and associated tenant costs was $1,115,968 and $947,570, respectively. Future minimum
payments under all non-cancelable operating leases are as follows:
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Year ending

December 31
2015 $1,027,553
2016 1,050,931
2017 1,074,552
2018 1,098,423
2019 1,186,110
2020 545,184
Total $5,982,753

In October 2013, Cover Oregon entered into an Assignment and Assumption of Lease Agreement for one of its
Salem office leases. The lease term coincides with Cover Oregon’s lease on the property that expires on
November 30, 2016. The agreement specified a lease deposit be collected from the tenant, and the amount of
the lease deposit is reflected in the accompanying Statement of Net Position. Future payments made by the
tenant are payable directly to the landlord and not to Cover Oregon; as such, Cover Oregon recognizes and
reflects the non-operating income and expense in the applicable sections of the Statement of Revenues,
Expenses, and Changes in Net Position. Other than the lease deposit received from the tenant as of December
31, 2013, no payments were received by Cover Oregon from the tenant as of December 31, 2014. Future
minimum non-operating income under the agreement is as follows:

Year ending

December 31
2015 $ 169,873
2016 159,052
Total $ 328,925

Note 7 — Risk Management

Cover Oregon is subject to the risk of loss from various events, including, but not limited to, natural disasters and
destruction of assets, errors and omission, and injuries to employees. To mitigate the risk of loss from events,
Cover Oregon participates in and is covered under the State of Oregon’s self-insurance and commercial
insurance program that is administered by the Department of Administrative Services Risk Management Division.
As such, Cover Oregon is responsible to provide updated property, equipment, and fixtures values regularly to the
Risk Management Division. As of December 31, 2014, one claim was incurred; however, settled claims have not
exceeded coverage for any of the past three fiscal years.

Note 8 - Revenue Concentration

Cover Oregon is currently dependent on Federal grant funding for its operational expenditures through December
31, 2014, and for the short-term thereafter due to the no-cost extension of the grant through December 31, 2015.
If a material change in the level of support provided by the U.S. Federal Government occurs, such a change could
have a material effect on Cover Oregon’s operations. However, in 2014, Cover Oregon also began charging an
administrative charge on commercial insurers for the purpose of establishing up to a six-month operating reserve
by the end of 2014 (see note 1, Self-sufficiency). While such charges have been collected and will continue to be
charged in 2015, inherent risks in enroliment volatility and operational expenditures could impact long-term self-
sufficiency.
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THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION
dba COVER OREGON

Notes to the Basic Financial Statements
For the Years Ended December 31, 2014 and December 31, 2013

Funding Overview

Federal grant funds are issued to Cover Oregon on an advanced basis upon submission of a request for costs.
Funds advanced to Cover Oregon are required to be disbursed by the close of the next business day after receipt
of the funds. As of December 31, 2014, the balances on Federal grants are reflected below.

Grant Balances

fotal TOt?' Ba'af‘c.e Expiration Date
Funds Expenditures Remaining
Level 1, Tier 1 $ 11,164,600 $ 11,164,600 $ - August 13, 2013
Level 1, Tier 2 6,682,701 6,682,701 - May 15, 2014
Level 2 226,442,074 215,401,676 11,040,398 December 31, 2015
Total $ 244,289,375 $ 233,248,977 $ 11,040,398

Note 9 — Information Technology Vendor Concentration

Cover Oregon has contracted with and is dependent upon several IT consultants and companies to develop its
core IT systems including but not limited to a web portal, enroliment and eligibility system, and corresponding IT
infrastructure. Certain costs in 2013 relating to the development of Cover Oregon’s core IT systems are reflected
in the Statement of Net Position as construction in progress since the core IT system and corresponding
infrastructure were not fully functional at December 31, 2013 (see Management’s Discussion & Analysis, Capital
Asset Administration section). Of those costs, a large concentration existed with a single company. This company
represented 92% of the CIP and 88% of accounts payable as of the year ended December 31, 2013. As of the
year ended December 31, 2014, this company represented 70% of accounts payable.

Note 10 — Commitments

Cover Oregon has entered into various purchase commitments (IT development, operations and maintenance,
software licensing, etc.) to facilitate the operations of the core IT systems that support operations. These
contracts may carry terms ranging from 12 to 36 months. IT development commitments as of the year ended
December 31, 2013, totaled $7.2 million and no IT development commitments existed as of December 31, 2014.
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dba COVER OREGON

Notes to the Basic Financial Statements
For the Years Ended December 31, 2014 and December 31, 2013

Note 11 — Contingencies

Litigation

Various claims and/or lawsuits against Cover Oregon may arise in the normal course of business that are either
covered by insurance or are typical in view of Cover Oregon’s operations. As of December 31, 2014, Cover
Oregon is party to legal proceedings. Such claims and lawsuits have uncertainties and an unfavorable resolution
or other events could occur. As such, an unfavorable resolution or settlement for one or more matters could have
a substantial financial impact or negatively impact Cover Oregon’s ability to conduct business activities. However,
Cover Oregon has not reached this conclusion regarding any particular matter at this time. Cover Oregon only
records a liability when it is probable that a loss has been incurred and the amount can be reasonably estimated.
The claims and/or lawsuits Cover Oregon is party to include speculative or indeterminate amounts of damages, if
any. Therefore, based upon current knowledge of existing claims and/or lawsuits, no liability has been recorded
as of December 31, 2014.

Going Concern
The Oregon Legislature approved a bill of dissolution in February 2015 and the Governor of Oregon signed the

bill into law in March 2015, which would cease Cover Oregon operations as of June 30, 2015, and transfer its
functions, powers, obligations, and liabilities to the Department of Consumer and Business Services. Thereafter,
Oregon’s state-based marketplace will operate as a division within the DCBS. The accompanying basic financial
statements do not include any adjustments as a result from this bill of dissolution (see Note 12, Senate Bill 1).

Note 12 — Subsequent Events

Workforce Reduction

As part of its self-sufficiency planning and in anticipation of reduced call volumes at the service center due to the
shift to using healthcare.gov for eligibility and enrollments for the 2015 plan year, Cover Oregon plans to initiate a
workforce reduction that includes reduction dates of March 10 and April 24. Staff affected includes both corporate
and service center staff.

Leases

As part of its self-sufficiency plan and in anticipation of reduced call volumes at the service center due to future
enrollments facilitated through healthcare.gov, Cover Oregon initiated a lease termination agreement for one of its
Salem, Oregon, leases in January 2015. Under the terms of the agreement, Cover Oregon will pay $0.33 million,
representing mostly unamortized tenant improvement allowance costs and a lesser termination fee, and the lease
term changes from June 30, 2020, to March 31, 2015.

Senate Bill 1

In February 2015, both the Oregon Senate and House passed Senate Bill 1 and the Governor of Oregon signed
the bill into law on March 6, 2015. Senate Bill 1 abolishes Cover Oregon and its board of directors, and transfers
its duties, functions, and powers to the Department of Consumer and Business Services (DCBS), an existing
agency within the State of Oregon. Upon passage of the bill by the Governor of Oregon, the powers, rights,
obligations and liabilities of Cover Oregon’s board of directors and its Executive Director transfer to the Director of
DCBS. The duties and functions of the corporation including all existing funds, property, equipment, documents,
records, etc., transfer to DCBS on June 30, 2015. Provisions within the existing bill align with Senate Bill 99's
provisions of a state-based marketplace, but also revise some Oregon Revised Statutes. Senate Bill 1 also
creates the Health Insurance Exchange Advisory Committee to advise the Director of DCBS on policies and
procedures, establishment of administrative charges, development of an employer enrollment program, and other
matters relating to a state-based marketplace.
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THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION

dba COVER OREGON

Schedule of Expenditures of Federal Awards
For the Year Ended December 31, 2014

Federal Grantor / Program or Cluster Title

U.S. Department of Health & Human Services:
Centers for Medicare & Medicaid Services:
Office of Acquisitions and Grants Management

2014
CFDA Award Federal
Federal Program Title Number Number Expenditures
Direct:
93.525 HBEIE130144 $ 79,464,987
State Planning and Establishment Grants for the
Affordable Care Act Exchanges
$ 79,464,987

See notes to Schedule of Expenditures of Federal Awards.
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THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION
dba COVER OREGON

Schedule of Expenditures of Federal Awards
For the Year Ended December 31, 2014

Note 1 — Basis of Presentation

The accompanying Schedule of Expenditures of Federal Awards includes the Federal grant activity of the Oregon
Health Insurance Exchange Corporation dba Cover Oregon (Cover Oregon), a public corporation, and is
presented on the accrual basis of accounting. The information in this schedule is presented in accordance with
requirements of OMB Circular A-133, Audits of States, Local Governments and Non-Profit Organization.

Note 2 — Sub-recipients

Cover Oregon has entered into agreements with selected community partners and tribal organizations as part of
its public education and outreach to increase consumer awareness and to provide consumers with information
and resources regarding open enrollment. The following information represents the total awarded to entities
considered subrecipients under the terms and conditions of the Federal grants, and the amounts disbursed in
2014. As of December 31, 2014, all agreements have either been canceled or have expired.

2014 Funds
Total Award Disbursed
Sub-recipient information $ 884,000 $ 500,218
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