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. INTRODUCTION

As required by Senate Bill 99 (2011), this report provides information to the Legislature,
the Governor, the Oregon Health Authority, the Oregon Health Policy Board and the
Department of Consumer and Business Services covering the following areas:

* Cover Oregon’s activities and operations during the previous year
* A statement of financial condition as of December 31, 2013
* A description of the role of insurance producers in Cover Oregon

Il. WHO IS COVERED

As of April 15, 2014, Cover Oregon had processed almost 225,000 enroliments.
Preliminary demographic information for Cover Oregon enrollees is outlined on page 4.

Medical enrollments through Cover Oregon: 224,586

Dental enrollments

Net enrollments
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COVER OREGON ENROLLMENT BREAKDOWN

As of March 1, 2014

Nationwide QHP

Oregon QHP Enrollment Breakouts
Enrollment Up to Up to 3/1/2014,
3/1/12014 SBMs* and FFEs**
(actuals from (from most recent
enrollment files) ASPE Report)
TOTAL ENROLLMENTS 38,806 100% 4,242,325

Male 16,008 41% 45%
Female 22,798 59% 55%
TOTAL 38,806 100% 100%
Bronze 7,584 20% 18%
Silver 25,676 66% 63%
Gold 4,989 13% 11%
Platinum 436 1% 6%

Catastrophic 120 0% 1%

TOTAL 38,806 100% 99%

BY FINANCIAL ASSISTANCE STATUS

With financial assistance 30,620 79% 83%
Without financial assistance 8,186 21% 17%
TOTAL 38,806 100% 100%

Age <18 2,077 5% 6%

Age 18-25 2,264 6% 10%
Age 26-34 4,891 13% 16%
Age 35-44 5,622 14% 16%
Age 45-54 8,085 21% 23%
Age 55-64 15,916 41% 30%
265 51 0% 0%

Ages 18-34 7,155 18% 25%
TOTAL 38,806 100% 100%

Source: Department of Health & Human Services, ASPE Issue Brief, March 11, 2014

*SBM: State-Based Marketplace
**FFE: Federally Facilitated Exchange
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The U.S. Department of Health and Human Services regularly releases enroliment
reports on the state exchanges and the federally-facilitated marketplace. Oregon’s
performance relative to other states is summarized in the table below.

HEALTH INSURANCE MARKETPLACE
ENROLLMENT REPORT

Cover Oregon Rankings
As of March 1, 2014
Compared to all states Compared to other

and D.C. state-based exchanges
Total enroliment 16" of 51 7" of 15
Private insurance 27" of 51 7" of 15
Medicaid 10" of 51 7" of 15
AS PERCENTAGE OF POPULATION?
Total enroliment 16" of 51 7" of 15
Private insurance 27" of 51 7" of 15
Medicaid 10" of 51 7" of 15

'u.s. Dept. of Health and Human Services http://aspe.hhs.gov
% Calculated using resident population data, 2013 update

The number of enrollments through Cover Oregon will continue to rise in the coming
months. On April 1, Cover Oregon and the Insurance Division began an extended
application period that allows Oregonians to apply for private individual health insurance
through Cover Oregon and directly with insurance companies through April 30, 2014.

lll. TECHNOLOGY AND OPERATIONS

Agent and community partner portal is working

Today Cover Oregon customers can meet with a Cover Oregon-certified insurance
agent or community partner and enroll entirely online, in one sitting. The password-
protected website, or “portal,” enables these partners to submit an application; calculate
eligibility for private insurance or the Oregon Health Plan, including tax credit amounts;
show plan options; and facilitate shopping and enrollment.

Hybrid process: paper and PDF applications

Cover Oregon’s technology plays a critical role in processing the applications for
customers who prefer to apply on their own. Since November, Cover Oregon’s eligibility
workers have been using the technology to process applications and determine
eligibility.
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Customers who wish to apply on their own can do so in a three-step process at
CoverOregon.com. People can apply using a fillable form that is automatically routed
to Cover Oregon for processing through backend systems. Cover Oregon staff process
the application and produce eligibility determinations using the technology that agents
and partners use. They perform manual determinations when necessary, and prepare
and mail eligibility results and shopping instructions to customers.

In this “hybrid” process, customers receive by mail (and telephone and email, when that
contact information has been provided) a notice describing their tax credit eligibility and
information they need to complete their enrollment. They can input that information in an
online enrollment form on CoverOregon.com, shop for plans and submit a plan
selection.

IV. INSURANCE COMPANIES AND PLANS

Cover Oregon has been dedicated to allowing Oregonians to choose from many
different health insurance coverage options, enabling them to enroll in the plan that
works best for their health needs and their budgets.

More than 100 plans

To ensure a wide range of options, each of the 11 participating insurance companies
that offer medical plans through Cover Oregon had to offer medical plans at three
levels: bronze (lower premium but higher out-of-pocket costs for services), silver (with
premium levels and out-of-pocket costs that fall between bronze and gold levels) and
gold (higher premium but lower out-of-pocket costs for services). Some insurance
companies opted to offer catastrophic and platinum plans as well. As a result, Cover
Oregon offers a total of 102 individual medical plans.

Nine of the marketplace’s insurance companies offer dental plans (with four offering
both medical and dental coverage), for a total of 26 individual dental plans available
through Cover Oregon.

Quality plans for more people

Every plan sold through Cover Oregon is available to anyone eligible to shop through
the marketplace, even if they have pre-existing health conditions. And every plan covers
essential benefits in 10 categories, including prevention and wellness; primary care;
hospitalizations; ambulatory services; rehabilitative and habilitative services and
devices; emergency services; prescription drugs; laboratory services; maternity and
newborn care; pediatric oral and vision care; and mental and behavioral health.

Under health care reform, many preventive services, including cancer screenings,
immunizations and pre-natal visits, are covered by the plans and require no copayments
or coinsurance, even when the annual deductible has not been met. Additionally,
premiums are competitive and limits on cost sharing deliver more value to consumers.
Out-of-pocket maximums for these plans cannot exceed $6,350 for individuals or
$12,700 for family coverage. Many plans available through Cover Oregon include lower
out-of-pocket maximums, and seven plans have deductibles of $500 or lower.
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Customers can also see quality ratings for each carrier offering plans on Cover
Oregon on CoverOregon.com. In collaboration with the Oregon Health Care Quality
Corporation, Cover Oregon analyzed quality data for every insurance company
participating in the marketplace and displays that data as star ratings on
CoverOregon.com. These ratings are posted on the website to help consumers
evaluate their plan options.

Medicaid options

With the expansion of the Oregon Health Plan to Oregonians with incomes below 138
percent of the federal poverty level, many applicants find they are eligible for Medicaid.
One application process for all Oregonians, regardless of income, allows Cover Oregon
to serve as a one-stop shop. This is especially significant for families with children and
incomes below 300 percent of the federal poverty level. In some circumstances, parents
are eligible for private plans and tax credits, and their children qualify for the Oregon
Health Plan/Healthy Kids. With Cover Oregon, they can apply and enroll in one unified
process.

V. OUTREACH AND APPLICATION ASSISTANCE

Letting Oregonians know about the new options available through Cover Oregon, and
giving them the assistance they need to apply and enroll in coverage has been a major
focus of Cover Oregon’s work. In 2013, Cover Oregon launched face-to-face outreach
and assistance through a broad network of partners. These networks explain the
application process to customers and help people sign up, often in person, at no
additional cost to the customer.

In addition to providing initial training, Cover Oregon supports partners with guides and
explanatory materials on eligibility and enrollment topics. These include reference
documents on cost-sharing reductions, tax credits, immigrant status, eligibility rules and
other issues.

Certified insurance agents

More than 2,000 agents across the state became certified to help people enroll through
Cover Oregon. All agents selling plans through Cover Oregon must hold a valid license
issued by the Oregon Insurance Division and earn certification with Cover Oregon. Only
licensed insurance agents may give plan-selection advice to customers, so their
expertise is valuable. Agents also provide ongoing health benefit and renewal
assistance to customers. Because agents earn commissions from participating
insurance companies, their services are available at no additional cost to the customer.

Community partners

Together with the Oregon Health Authority (OHA), Cover Oregon awarded grants to 63
organizations that provide application assistance and/or outreach and education. They
educate Oregonians on their health insurance options, including eligibility for the
Oregon Health Plan and Healthy Kids, and help them apply.
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Community partners include community-based organizations, health care providers and
health centers, public agencies and other key entities across the state. The partners
connect with Oregonians who are potentially eligible to access health insurance through
Cover Oregon, including people living in geographically isolated areas or with other
barriers to coverage. Many partners focus on reaching Oregon’s diverse communities
and those who lacked insurance in the past, including non-English-speaking
communities. Known and trusted in local communities, they reach Oregonians where
they live, in their language and in culturally relevant ways.

In addition to the funded partners, many other organizations voluntarily provide
application assistance because it aligns with their mission. In total 1,236 trained,
certified, active assisters representing 303 organizations serve the Cover Oregon
mission.

Tribal partners

Cover Oregon has collaborated with Oregon’s Tribes since the inception of the
marketplace and continues to meet with Tribes in monthly technical workgroup
meetings. Tribal partners received funding from Cover Oregon to work closely with their
communities, often within Tribal clinics, to connect individuals with coverage through
Cover Oregon. Trained, certified partners are available when uninsured patients come
in for appointments, and they help individuals apply on the spot.

Business associations

In 2013 Cover Oregon also issued grants to business associations to support their
outreach regarding health insurance options. When Cover Oregon’s small-business
enrollment functionality became delayed, the grantees transitioned from focusing on
small-group plans to doing outreach regarding Cover Oregon’s individual enroliment
options. This message was targeted to employers unable to offer group coverage.

Raising awareness

To introduce Cover Oregon and motivate people to sign up, Cover Oregon launched a
statewide public education campaign that included paid media, community meetings,
and application and enroliment events. The campaign included informational materials;
advertisements in newspapers, online, on the radio, on TV and in “out-of-home” spaces
such as murals, billboards and buses; stories in news media; and in-person outreach
through community meetings and application fairs.

Community meetings were held in Portland, Pendleton, Bend, Seaside, Astoria, Hood
River, Coos Bay and Medford. Cover Oregon staff spoke at more than 180 community
gatherings and meetings of organizations across the state leading up to open
enrollment.

During open enrollment, Cover Oregon worked with community partners and agents to
host more than a dozen application and enrollment fairs in locations across the state.
Most events were open to the general public and drew hundreds of people over a day or
weekend. Others were language-specific events in Russian, Spanish and Somali, and
events co-sponsored with African American and Lesbian, Gay, Bisexual and
Transgender (LGBTQ) community groups. More than 3,500 people attended these
events.
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Cover Oregon also built relationships with more than 25 statewide organizations that
used their existing networks to spread the word about Cover Oregon and the new health
insurance options for Oregonians. From Ecumenical Ministries of Oregon, to Oregon
State University Extension, to the Oregon State Library, these partners represent a wide
range of interests and reach hundreds of thousands of people.

Reaching multicultural communities

Cover Oregon worked closely with its multicultural community partners to engage
Oregonians in culturally relevant ways, ensuring that people who had traditionally
lacked access could fully participate.

Cover Oregon developed materials in seven languages (Simplified and Traditional
Chinese, Korean, Vietnamese, Japanese, Spanish, and Russian) and also created
specific materials for Oregon’s Tribal communities, African American communities and
LGBTQ communities. Community partners helped ensure that the materials were
culturally relevant; that they conveyed the most-needed information; and that they used
an appropriate literacy level, correct phrasing and effective translations.

Cover Oregon also worked with African American houses of faith to create a bulletin
insert with quotes from respected faith leaders, and a Latino-owned advertising agency
to participate in events and create Spanish-language advertising that reached Latino
communities statewide.

VI. THE ROAD AHEAD

As required by SB 1562 (2074), Cover Oregon will present an updated business plan to
the Legislature in May 2014.

VIl. AUDITED FINANCIAL STATEMENTS
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INDEPENDENT AUDITOR’S REPORT

March 25, 2014

Board of Directors

Oregon Health Insurance Exchange Corporation
dba Cover Oregon

Durham, Oregon

REPORT ON THE FINANCIAL STATEMENTS

We have audited the accompanying financial statements of the Oregon Health Insurance
Exchange Corporation, dba Cover Oregon (Cover Oregon), as of and for the year ended
December 31, 2013, and the related notes to financial statements, which collectively
comprise Cover Oregon’s basic financial statements as listed in the Table of Contents.

MANAGEMENT’'S RESPONSIBILITY FOR THE FINANCIAL STATEMENTS

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United
States of America (U.S. GAAP); this includes the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or
error.

AUDITOR’S RESPONSIBILITY

Our responsibility is to express an opinion on these financial statements based on our
audit. We conducted our audit in accordance with auditing standards generally accepted
in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the
United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity's preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity's internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our audit opinion.
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INDEPENDENT AUDITOR’S REPORT (Continued)

Board of Directors

Oregon Health Insurance Exchange Corporation
dba Cover Oregon

March 25, 2014

Page 2

OPINION

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Cover Oregon as of December 31, 2013, and the respective changes in financial
position and cash flows for the year then ended in accordance with U.S. GAAP.

EMPHASIS OF MATTER

The accompanying financial statements have been prepared assuming that Cover Oregon will
continue as a going concern. As discussed in Note 11 of the Notes to the Financial Statements,
Cover Oregon has exposure to litigation, enroliment risks, legislative actions, and dependence upon
contractors for delivering certain services that could raise substantial doubt about its ability to
continue as a going concern. The basic financial statements do not include any adjustments that
might result from the outcome of these uncertainties. Our opinion is not modified with respect to this
matter.

OTHER MATTERS

The financial statements of Cover Oregon, as of and for the year ended December 31, 2012, were
audited by other auditors whose report dated April 1, 2013, expressed an unmodified opinion on
those statements.

Required Supplementary Information

U.S. GAAP requires that Management's Discussion and Analysis, as listed in the Table of Contents,
be presented to supplement the basic financial statements. Such information, although not a part of
the basic financial statements, is required by the Governmental Accounting Standards Board who
considers it to be an essential part of financial reporting for placing the basic financial statements in
an appropriate operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards
generally accepted in the United States of America, which consisted of inquiries of management
about the methods of preparing the information and comparing the information for consistency with
management’s responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an opinion or provide
any assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

REPORTS ON OTHER LEGAL AND REGULATORY REQUIREMENTS
Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 25,
2014, on our consideration of Cover Oregon’s internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements
and other matters. The purpose of that report is to describe the scope of our testing of internal
control over financial reporting and compliance and the results of that testing, and not to provide an
opinion on internal control over financial reporting or on compliance. That report is an integral part of
an audit performed in accordance with Government Auditing Standards in considering Cover
Oregon'’s internal control over financial reporting and compliance.



INDEPENDENT AUDITOR’S REPORT (Continued)

Board of Directors

Oregon Health Insurance Exchange Corporation
dba Cover Oregon

March 25, 2014

Page 3

TALBOT, KORVOLA & WARWICK, LLP
Certified Public Accountants
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THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION
dba COVER OREGON

Management’s Discussion & Analysis
For the Years Ended December 31, 2013 and December 31, 2012

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, 2013, and 2012. This
information primarily focuses on the current year’s activities, resulting changes, and currently known facts, and
should be read in conjunction with Cover Oregon’s financial statements beginning on page 9. Management
prepares this Management’s Discussion and Analysis to assist the reader of these financial statements.

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 as follows: 1) the Statements
of Net Position on page 9; 2) the Statements of Revenues, Expenses, and Changes in Net Position on page 10;
3) the Statements of Cash Flows on page 11. The Notes to the Financial Statements (on pages 12 - 21)
referenced throughout this Management’s Discussion and Analysis are attached to the basic financial statements
and provide the reader with several important disclosures, including a summary of the significant accounting
policies used by Cover Oregon.

FINANCIAL HIGHLIGHTS

e The Level 1 (Tier 1 & Tier 2) Cooperative Agreements to Support Establishment of State Operated Health
Insurance Exchanges grant were fully expended ($5.7 million combined for 2013).

e A Level 2 Federal Cooperative Agreement to Support Establishment of the Affordable Care Act's Health
Insurance Exchange grant was awarded for $226.4 million in January 2013.

e The $499,000 of start-up funds from the Oregon Health Authority (OHA) was fully repaid in June 2013.

e Cover Oregon received a combined $99.6 million in federal funds for operational expenditures in 2013.

e Capital assets increased $86.5 million as Information Technology (IT) development costs were included
in construction in progress.

e Staffing costs increased $8.3 million over the prior year as budgeted positions were filled in preparation
for open enrollment and operations.

THE STATEMENT OF NET POSITION

The Statement of Net Position and the Statement of Revenues, Expenses, and Changes in Net Position report
information about Cover Oregon’s activities to provide the reader with insight into the health of the organization.
These statements include all assets and liabilities using the accrual basis of accounting (see Note 2), which is
similar to the accounting used by the most private-sector companies.

The Statement of Net Position reports net positions and changes thereto. Think of the net position (the difference
between assets and liabilities) as one way to measure the financial health or financial position of Cover Oregon.
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
health of Cover Oregon, such as changes in the regulatory and/or business environment (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 the grant funds received throughout the year in support of its operational and capital activities.
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dba COVER OREGON

Management’s Discussion & Analysis
For the Years Ended December 31, 2013 and December 31, 2012

ASSETS AND LIABILITIES

The $499,000 loan from the OHA enabled Cover Oregon to begin start-up activities and seek Federal grant
funding (see Note 3). Cover Oregon secured an initial Federal grant of $8.9 million to cover start-up activities,
and subsequently secured an increase of $2.1 million and an extension of time. Cover Oregon also secured a
Level 1 Tier 2 Federal grant of $6.7 million to cover operational activities through May 2013, which was later
extended for time to ensure full expenditure of the funds. In January 2013, Cover Oregon secured a Level 2
Federal grant for $226.4 million to fund operations through December 31, 2014 (see Note 8).

As of year-end December 31, 2013, Federal grants receivable increased from $2.2 million at December 31, 2012,
to $43.9 million, to some extent offsetting increased accounts payables (see the discussion on current liabilities
below). The Federal grants receivable reflects Cover Oregon’s reliance on Federal funds for operational costs
(see Notes 1, 2, and 8).
Federal Grant Receivable
(in millions)

2013 2012 2011
Federal Grant Receivable $ 439 $ 22 $ 0.1

Current liabilities for the year ended December 31, 2013, were $45.0 million compared to $2.7 million for the year
ended December 31, 2012. Accounts payable comprises 98.5% of current liabilities for 2013 versus 71.7% for
the year ended December 31, 2012. The increase directly relates to IT professional services of $39 million
accrued at year-end in accounts payable.

Liabilities to Total Liabilities

Accounts Payable -
Payroll Liabilities
m2013
Interagency Advance 52012
Deferred Rent 22011
Rent Deposit
0% 20% 40% 60% 80% 100%

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 increase in Net Position from $2.5 million
for the year ended December 31, 2012, to $81.7 million for the year ended December 31, 2013, reflects the
increase in net capital assets as previously discussed.

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

For the year ended December 31, 2013, Cover Oregon’s revenues consisted of Federal grants provided under
Cooperative Agreements to Support Establishment of the Affordable Care Act's Health Insurance Exchange (see
Note 8). Cover Oregon recognized $141.2 million in revenues from Federal grants for the year ended December
31, 2013, an increase from $11 million for the year ended December 31, 2012. This increase in Federal funds
represents a continued focus on start-up activity costs primarily associated the development of the web portal and
supporting infrastructure.
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dba COVER OREGON

Management’s Discussion & Analysis
For the Years Ended December 31, 2013 and December 31, 2012

Revenues
(in millions)

2013 2012 2011
Federal Grants  § 1412 ¢ 110 ¢ 1.1

After capitalization of assets as per policy (see Note 2), operating expenses for the year ended December 31,
2013, totaled $59.5 million as compared to $8.5 million for the year ended December 31, 2012. Consistent with
prior years, the two largest expense categories were salaries (and associated benefits) and professional services,
specifically general professional services in 2012 and IT professional services in 2013 (see Note 9). The shift
from expenses consisting mostly of salaries and benefits in 2011 to professional services for the year ended
December 31, 2013, reflects the progression from operational planning to development of Cover Oregon’s
website and technology infrastructure and operational support.

Expenses to Total Expenses

Salaries & Benefits M |

Communications & Qutreach

Professional Svcs--Gen
Provessional Svcs--IT
H 2013

Occupancy =2012
Equipment & Supplies 2011
Travel & Training

Depreciation

General & Administrative

0% 10% 20% 30% 40% 50% 60% 70% 80%

For the year ended December 2013, salaries and benefits totaled $12.3 million (20.6% of expenses) compared to
$4.0 million (47.3% of expenses) for the year ended December 31, 2012. The increase in 2013 staffing costs is
attributable to filling budgeted positions in the customer service center in preparation for open enrollment and
filling corporate positions in support of general operations.

Staffing Levels

2013 2012 2011
Employees 165 47 21

Cover Oregon launched a Communications and Outreach plan in 2013 to increase consumer awareness, and to
provide consumers with information and resources regarding open enrollment. The communications plan
included paid media (radio, TV, social media, etc.) that totaled $12.2 million for the year ended December 31,
2013. In addition to paid media, Cover Oregon spent $3.8 million to engage Community Partners, Agents, and
Tribes to reach consumers throughout Oregon and to assist them with the application process.
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Management’s Discussion & Analysis
For the Years Ended December 31, 2013 and December 31, 2012

The increase in professional services to $24.8 million (general and IT combined) for the year ended December
31, 2013, from $3.8 million for the year ended December 31, 2012, primarily reflects the increased focus on
development of Cover Oregon’s website and technology infrastructure. For 2013, $21.5 million of professional
services were IT related and highly concentrated with a single vendor (see Note 9), with no comparable IT costs
for the year ended December 31, 2012. General professional services for 2013 included $1.9 million of temporary
staffing costs associated with the customer service center’s support of open enroliment starting in October 2013,
and $1.4 million for professional services related to operational support, as compared to $3.8 million for
professional services related to operational support for the year ended December 31, 2012.

Professional Services

2013 2012 & 2011

=

B Temp staffing
E QOperations

T Services

CAPITAL ASSET ADMINISTRATION

Net capital assets increased from approximately $2.56 million for the year ended December 31, 2012, to $85.3
million as of December 31, 2013 (see Note 3). The large increase is directly proportional to IT professional
services related to the development of the web portal; however, since the web portal was not fully functional, the
assets are reflected in CIP (construction in progress) and will be moved to the Software & Software Development
category at such time as the web portal is deemed fully functional. Cover Oregon is working with the primary
contractor to remedy the web portal issues, and may not fully realize all costs incurred to date (see Notes 9 and
12). Future capital asset additions should be less than historical additions as Cover Oregon moves from start-up
to fully operational.

Capital Assets

(in millions)
2013 2012 2011
Leasehold improvements $ 033 $ 0.24 $ 0.02
Furniture & equipment 1.35 0.73 -
IT equipment 11.59 0.25 0.07
Software & development 7.60 1.41 -
Construction in progress 68.29 - -
Total capital assets 89.16 2.63 0.09
Accumulated depreciation (3.86) (0.07) (0.00)
Total capital assets, net $ 85.30 $ 2.56 $ 0.09




THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION
dba COVER OREGON

Management’s Discussion & Analysis
For the Years Ended December 31, 2013 and December 31, 2012

CURRENTLY KNOWN FACTS AND CONDITIONS

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 central marketplaces (see Note 3). Since its formation
and continuing through the first year of operations ending December 31, 2014, Cover Oregon is funded through
Federal grants (see Note 8). In planning for long-term self-sufficiency, Senate Bill 99 (see Note 1) enables Cover
Oregon to begin charging, in 2014, an administrative charge on commercial insurance carriers and an
assessment on state programs for the purpose of establishing up to a six-month operating reserve by December
31, 2014. Beginning in January 2015, Cover Oregon must be financially self-sustaining though the administrative
charge and assessment.

Funding Overview

OHA Start-u

Level 1 Tier 1 Supplement/Extension

Level 1 Tier 2 Extension

Level 2

Admin Charge & Assessments

Self -
Sustainable

Jul-Dec Jan-Jun Jul-Dec Jan-Jun Jul-Dec Jan-Jun Jul-Dec Jan
j 201 2012 2012 2013 2013 2014 2014 2015+

|

CONTACTING COVER OREGON'’S FINANCIAL MANAGEMENT

This Management’s Discussion and Analysis, the accompanying financial statements, the notes to the financial
statements, and the single audit 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
expenditures of those funds. If you have questions about this report or need additional financial information,
please contact Cover Oregon’s financial management team at our corporate offices. Contact information may be
found on our website at www.coveroregon.com.



THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION
dba COVER OREGON

Statements of Net Position
December 31, 2013 and 2012

2013 2012
ASSETS
Current Assets:
Cash $ 492,752 $ 504,278
Federal grants receivable 43,877,022 2,187,692
Prepaid expenses 10,300 16,481
Total Current Assets 44,380,074 2,708,451
Lease Deposit 53,023 53,023
Capital Assets, net 85,304,557 2,559,022
Total Assets $ 129,737,654 $ 5,320,496
LIABILITIES AND NET POSITION
Current Liabilities:
Accounts payable $ 44,361,009 $ 1,930,687
Payroll liabilities 634,232 262,283
Interagency advance - 499,000
Total Current Liabilities 44,995,241 2,691,970
Deferred Rent 455,569 53,121
Rent Deposit 13,806 -
Total Liabilities 45,464,616 2,745,091
Net Position:
Net invested in capital assets 46,307,178 2,559,022
Restricted - 69,504
Unrestricted 37,965,860 (53,121)
84,273,038 2,575,405

Total Liabilities and Net Position $ 129,737,654 $ 5,320,496

See accompanying notes to financial statements



THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION

dba COVER OREGON

Statements of Revenues, Expenses, and Changes in Net Position
For the Years Ended December 31, 2013 and December 31, 2012

Operating Revenues:

Federal grants $

Operating Expenses:
Salaries, payroll taxes, & benefits
Communication & outreach
Professional services - General
Professional services - IT
Occupancy
Equipment & supplies
Travel & training
Depreciation
General & administrative expense

Total Operating Expenses

Increase in Net Position

Net Position - Beginning of year

Net Position - End of year $

See accompanying notes to financial statements

2013 2012
141,245,220 $ 10,957,734
12,273,628 4,001,768
16,059,871 -
3,302,041 3,815,651
21,542,288 -
947,570 335,692
1,033,650 120,455
229,467 70,089
3,792,292 62,453
366,780 61,714
59,547,587 8,467,822
81,697,633 2,489,912
2,575,405 85,493
84,273,038 $ 2,575,405
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THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION
dba COVER OREGON

Statements of Cash Flows
For the Years Ended December 31, 2013 and December 31, 2012

2013 2012
Cash Flows from Operating Activities:
Federal grants received $ 99,555,890 $ 8,876,605
Cash paid for materials and services (39,503,501) (2,630,730)
Cash paid to employees and for taxes and benefits (11,901,681) (3,760,787)
Cash paid for grants to sub-recipients (122,786) -
Net Cash Flows from Operating Activities 48,027,922 2,485,088
Cash Flows from Capital and Related Financing Activities:
Repayment of interagency advance (499,000) -
Acquisition of capital assets (47,540,448) (2,535,983)
Net Cash Flows from Capital and Related
Financing Activates (48,039,448) (2,535,983)
Change in Cash (11,526) (50,895)
Cash - beginning of year 504,278 555,173
Cash - ending of year $ 492,752 504,278

Reconciliation of Change in Net Position to Net
Cash Flows from Operating Activities:

Increase in net position $ 81,697,633 $ 2,489,912
Adjustments to reconcile increase in net position
to net cash provided by operating activities

Depreciation 3,792,292 62,453
Changes in Assets and Liabilities:
Federal grants receivable (41,689,330) (2,081,129)
Prepaid expenses 6,181 (16,481)
Lease deposit - (53,023)
Accounts payable 42,430,322 1,789,254
Amounts in accounts payable related to
construction in progress (38,997,379) -
Payroll liabilities 371,949 240,981
Deferred rent 402,448 53,121
Rent deposit 13,806 -

Net Cash Flows from Operating Activities $ 48,027,922 $ 2,485,088

Schedule of non-cash capital and related financing activities:
Purchase of capital assets through accounts payable $38,997,379.

See accompanying notes to financial statements



THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION
dba COVER OREGON

Notes to the Financial Statements
For the Years Ended December 31, 2013 and December 31, 2012

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.

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.

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
(Consumer Advisory Committee, Finance & Audit Committee, and Personnel Committee), appoints Cover
Oregon’s executive director, and delegates operational authority of Cover Oregon to the executive director.
Cover Oregon is also guided by a bipartisan Legislative Oversight and Advisory Committee. 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 secured federal grant funding for start-up costs beginning in 2011 and is reliant upon grant funding
through December 2014. The Federal grant funds Cover Oregon received, formally called the Cooperative
Agreements to Support Establishment of the Affordable Care Act's Health Insurance Exchanges, are
administered by 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, or semi-annual basis,
depending upon the type of report.

Self-sufficiency
In planning for self-sufficiency, Senate Bill 99 enables 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.
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THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION
dba COVER OREGON

Notes to the Financial Statements
For the Years Ended December 31, 2013 and December 31, 2012

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.

Business Operations

Cover Oregon began serving individuals and families in October 2013 and providing a place for insurance agents
and community partners to assist those seeking insurance through Cover Oregon. Individuals who do not have
access to affordable coverage at work may use Cover Oregon to compare health insurance plans and costs, and
to determine if they are eligible for financial assistance to help pay for coverage. Through a single application
process, individuals may enroll in commercial insurance plans or state programs, such as Healthy Kids or the
Oregon Health Plan. Under current regulations, Cover Oregon may also begin serving employers in 2014 to
provide health plan options for their employees. For example, under a defined contribution model, employers
could contribute a set amount to premiums and allow their employees to select plans offered through Cover
Oregon. Cover Oregon will provide value to employers by consolidating insurance premiums into a single invoice,
and value to commercial insurers by collecting and consolidating employer premiums, and remitting those
premiums to the participating insurers.

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, 2013, for the Level 2
Establishment Grant. The receivables amount for 2013 includes an estimated $12.7 million for unbilled time
associated with the development of the web portal (see Note 9). Since Cover Oregon believes the entire
receivables amount is collectible under the terms of the grant, no allowance for uncollectible receivables has been
established. The Level 2 Establishment expires on December 31, 2014.

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, 2013
and 2012, 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. As of
December 31, 2013 and 2012, there were no assets sold, retired, or disposed.
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THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION
dba COVER OREGON

Notes to the Financial Statements
For the Years Ended December 31, 2013 and December 31, 2012

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

Leasehold improvements 5-7
Furniture & equipment 3-7
IT equipment 3-7

Software & software development 3-5

Net Position
Net Position presents information on all of Cover Oregon’s assets and liabilities, with the difference between the
two reported as net position.

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). Operating expenses include all expenses that are directly and indirectly related to
establishing and running a state-based health insurance marketplace. As of December 31, 2013 and 2012, Cover
Oregon had no non-operating revenues or expenses represented in the accompanying financial statements.

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 web portal (see Note 9).

Note 3 — Detail of Accounts

Cash

Cover Oregon maintains its cash in bank deposits that are insured by the Federal Deposit Insurance Corporation
(FDIC) up to a limit of $250,000 per depositor or in certain non-interest bearing accounts that are insured by the
FDIC up to a limit of $250,000. On December 31, 2012, the unlimited insurance coverage for noninterest-bearing
accounts provided under the Dodd-Frank Wall Street Reform and Consumer Protection Act expired. Deposits
now held in noninterest-bearing transaction account are aggregated with any interest-bearing deposits held in the
same ownership category, and the combined total is insured by the FDIC up to at least $250,000. At December
31, 2013 and 2012, Cover Oregon had cash uninsured by the FDIC of $340,557 and $418,271, 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. 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.
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THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION

dba COVER OREGON

Notes to the Financial Statements

For the Years Ended December 31, 2013 and December 31, 2012

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 provides an
increased protection level for Cover Oregon’s funds.

Capital Assets

Capital asset activity consisted of the following as of December 31, 2013:

Leasehold improvements
Furniture & equipment

IT Equipment

Software & development
Construction in progress
Total capital assets

Accumulated depreciation

Total capital assets, net

$

$

Capital asset activity consisted of the following as of December 31, 2012:

Leasehold improvements
Furniture & equipment

IT Equipment

Software & development
Total capital assets

Accumulated depreciation

Total capital assets, net

Accounts Payable

$

$

Dec 31, Dec 31,
2012 Additions Deletions 2013
235,777 % 98,647 $ - 334,424
732,521 616,141 - 1,348,662
249,234 11,336,709 - 11,585,943

1,407,981 6,187,845 - 7,595,826

- 68,298,485 - 68,298,485

2,625,513 86,537,827 - 89,163,340
(66,491) (3,792,292) - (3,858,783)

2,559,022 $ 82,745535 $ - 85,304,557

Dec 31, Dec 31,
2011 Additions Deletions 2012

23,138 $ 212,639 $ - 235,777

- 732,521 - 732,521
66,392 182,842 - 249,234

- 1,407,981 - 1,407,981
89,530 2,535,983 - 2,625,513
(4,038) (62,453) - (66,491)
85,492 $ 2473530 $ - 2,559,022

The amounts in accounts payable include trade accounts payables and accruals for goods and services received

prior to year-end 2013, and amounts accrued for unbilled charges for IT development.
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THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION
dba COVER OREGON

Notes to the Financial Statements
For the Years Ended December 31, 2013 and December 31, 2012

Interagency Advance

Cover Oregon entered into an intergovernmental agreement in 2011 with the Oregon Health Authority to provide
funds for initial operating and start-up costs prior to the receipt of Federal grant funds. The initial agreement was
amended in October 2011 increasing the amount of the advance to $499,000 by the end of 2011. Repayment of
the entire amount of the advance was due no later than June 30, 2013. Cover Oregon repaid the $499,000 in full
in June 2013.

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 Statues 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 $5.7 million for the year ended December 31, 2013, and $2.8 million for
the year ended December 31, 2012. 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
Public Employees’ Retirement System, P.O. Box 23700, Tigard, OR 97281-3700, by calling (503) 598-7377 or at
www.oregon.qov/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. Cover Oregon has chosen 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. Cover Oregon’s 2013 contribution rate as
a percentage of member salaries for PERS and OPSRP was 8.80% and 7.44%, respectively, for the first six
months and 13.40% and 11.85%, respectively, for the last six months compared to 8.80% and 7.44%,
respectively, for all of 2012. Effective July 1, 2013, the contribution rate as a percentage of member salaries for
PERS and OPSRP was updated from 8.80% to 13.40% and 7.44% to 11.85%, respectively, based on the
December 31, 2011 valuation.

Annual Pension Cost

Total contributions, including member and employer contributions, paid by Cover Oregon for 2013 were $803
thousand compared to $324 thousand for 2012. Annual pension costs have equaled the annual required
contributions.

Due to changes in 2013 by the Oregon Legislature under Senate Bills 822 and 861, some PERS benefit
payments were lowered, as reflected below. Employer contribution rates schedules were also changed to the
two-year period ending June 30, 2015, and based on the December 31, 2011, actuarial valuation. To determine
the actuarial value of the plan’s assets, the fair market value method is used. The revised actual assumptions
include:
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THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION
dba COVER OREGON

Notes to the Financial Statements
For the Years Ended December 31, 2013 and December 31, 2012

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

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:

e 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.

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

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

e 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 period ending December 31, 2013, 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 are
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, 2013 and 2012 including amounts incurred for real estate taxes, parking,
operating expenses, and associated tenant costs was $947,570 and $335,692, respectively. Future minimum
payments under all non-cancelable operating leases are as follows:

Year ending

December 31
2014 $ 1,097,725
2015 1,197,426
2016 1,209,982
2017 1,074,552
2018 1,098,423
2019-2020 1,731,294
Total $ 7,409,402
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Notes to the Financial Statements
For the Years Ended December 31, 2013 and December 31, 2012

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 received from the
tenant will be considered non-operating income and reflected in the applicable sections of the Statement of
Revenues, Expenses, and Changes in Net Position. Other than the lease deposit, no lease payments were due
or paid by the tenant as of December 31, 2013. Future minimum non-operating income under the agreement is
as follows:

Year ending

December 31
2014 $ 110,770
2015 169,873
2016 159,052
Total $ 439,695

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. Since no claims have been incurred, 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. If a material change in the level of support provided by the U.S. Federal Government occurs, such
change would have a material effect on Cover Oregon’s operations until self-sufficiency is established starting in
January 2015.

The Oregon Health Authority (OHA) also received a Federal grant to help establish the State of Oregon’s IT
infrastructure, and a portion of the OHA grant was specifically allocated to IT costs related to Cover Oregon.
Since the Federal grant was awarded to OHA, the associated reporting is the responsibility of OHA, and OHA
directly paid associated costs to vendors, the OHA grant is not reflected in the accompanying financial
statements. As of December 31, 2013, the balances on Federal grants that Cover Oregon has received are
reflected.

Grant funds are disbursed to Cover Oregon upon submission of a request for costs incurred.
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Notes to the Financial Statements
For the Years Ended December 31, 2013 and December 31, 2012

Grant Balances

Total Total Balance Expiration

Funds Expenditures Remaining Date
Level 1, Tier 1 $ 11,164,600 $ 11,164,600 $ - Aug 13, 2013
Level 1, Tier 2 6,682,701 6,682,701 - May 15, 2014
Level 2 226,442,074 135,936,689 90,505,385 Dec 31, 2014
Total $ 244,289,375 $ 153,783,990 $ 90,505,385

Note 9 — Information Technology Vendor Concentration

Cover Oregon has contracted with and is dependent upon several IT consultants and companies to develop its
web portal and corresponding IT infrastructure. Certain 2013 costs relating to the development of Cover Oregon’s
IT systems are reflected in the Statement of Net Position as CIP (construction in progress) since the web portal
was not fully functional at December 31, 2013. Of those costs, a large concentration exists with a single
company. If a material change in the level of support provided by the company occurs, such change could have a
material effect on Cover Oregon’s continued development of its IT systems until a suitable replacement is
secured. For the year ended December 31, 2013, this company represented 92% of the CIP and 88% of
accounts payable. There were no costs incurred or amounts payable to this vendor as of December 31, 2012.

Note 10 —- Commitments

Cover Oregon has entered into various purchase commitments (e.g., operations and maintenance, software
licensing, program management, etc.) to facilitate the operations of the IT infrastructure and development and to
support operations. These contracts carry terms ranging from 12 months to 36 months, with options to renew up
to 60 months. IT development commitments as of year-end December 31, 2013, and as amended by subsequent
contacts through the date of this report total $7.2 million.

Note 11 — Contingencies

Litigation

Various claims and lawsuits against Cover Oregon may arise in the normal course of business. These claims are
either covered by insurance or are the type that is normal in view of Cover Oregon’s operations. Management
believes the total amount of liability, if any, which may arise from such claims and lawsuits beyond that which is
covered by insurance would not have a material effect on Cover Oregon’s financial condition or its ability to carry
on its activities substantially as now conducted.

Going Concern
The accompanying basic financial statements have been prepared under the assumption that Cover Oregon will

continue as a going concern. As discussed in the notes to the financial statements, Cover Oregon has exposure
to litigation (Note 11), enrollment risks (Note 12, Affordable Care Act of 2010 Extension), legislative actions (Note
12, State Legislation), and dependence upon contractors for delivering certain services (Note 9) that could raise
doubt about its ability to continue as a going concern. The basic financial statements do not include any
adjustments that might result from the outcome of these uncertainties.
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Note 12 — Subsequent Events

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-compliance 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 11).

State Legislation
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)
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
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).

Information Technology Vendor Payment

In late February 2014, Cover Oregon and its primary IT vendor entered into agreements that specified Cover
Oregon would pay certain amounts represented in accounts payable, and that Cover Oregon would make a
partial payment for ongoing services. In accordance with the agreements, Cover Oregon paid, in March 2014,
$24 million (or 54% of the amounts represented in accounts payable) and $19.9 million for ongoing services.
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THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION
dba COVER OREGON

Notes to the Financial Statements
For the Years Ended December 31, 2013 and December 31, 2012

Government Accountability Office

The U.S. Government Accountability Office (GAO) issued, in March 2014, a response to several congressional
committees and members who had requested a review of Cover Oregon’s website. The GAQO’s response
indicated the review was within the scope and their authority, and that the GAO would include Cover Oregon in a
broader review planned for state-based health exchange websites.
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT
OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

INDEPENDENT AUDITOR’S REPORT
March 25, 2014

Board of Directors

Oregon Health Insurance Exchange Corporation
dba Cover Oregon

Durham, Oregon

We have audited in accordance with the auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained
in Government Auditing Standards issued by the Comptroller General of the United
States, the financial statements of the Oregon Health Insurance Exchange
Corporation, dba Cover Oregon (Cover Oregon), as of and for the year ended
December 31, 2013, and the related notes to financial statements, which collectively
comprise Cover Oregon’'s basic financial statements, and have issued our report
thereon dated March 25, 2014

INTERNAL CONTROL OVER FINANCIAL REPORTING

In planning and performing our audit of the financial statements, we considered
Cover Oregon's internal control over financial reporting (internal control) to determine
the audit procedures that are appropriate in the circumstances for the purpose of
expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of Cover Oregon's internal control.
Accordingly, we do not express an opinion on the effectiveness of Cover Oregon's
internal control.

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

Our consideration of internal control was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal
control that might be material weaknesses or significant deficiencies. Given these
limitations, during our audit we did not identify any deficiencies in internal control that
we consider to be material weaknesses. However, material weaknesses may exist
that have not been identified.
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT
OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE

WITH GOVERNMENT AUDITING STANDARDS (Continued)

INDEPENDENT AUDITOR’S REPORT (Continued)

COMPLIANCE AND OTHER MATTERS

As part of obtaining reasonable assurance about whether Cover Oregon’s financial statements
are free from material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which
could have a direct and material effect on the determination of financial statement amounts.
However, providing an opinion on compliance with those provisions was not an objective of our
audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance or other matters that are required to be reported under Government
Auditing Standards.

PURPOSE OF THIS REPORT

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of
Cover Oregon’s internal control or on compliance. This report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering Cover Oregon’s
internal control and compliance. Accordingly, this communication is not suitable for any other
purpose.
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REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL PROGRAM;
REPORT ON INTERNAL CONTROL OVER COMPLIANCE; AND REPORT
ON THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
REQUIRED BY OMB CIRCULAR A-133

INDEPENDENT AUDITOR'S REPORT

March 25, 2014

Board of Directors

Oregon Health Insurance Exchange Corporation
dba Cover Oregon

Durham, Oregon

REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL PROGRAM

We have audited the Oregon Health Insurance Exchange Corporation, dba Cover
Oregon's (Cover Oregon) compliance with the types of compliance requirements
described in the OMB Circular A-133 Compliance Supplement that could have a
direct and material effect on Cover Oregon's major federal program for the year
ended December 31, 2013, Cover Oregon's major federal program is identified in the
Summary of Auditor's Results section of the accompanying Schedule of Findings
and Questioned Costs.

MANAGEMENT’S RESPONSIBILITY

Management is responsible for compliance with the requirements of laws,
regulations, contracts, and grants applicable to its federal program.

AUDITOR’S RESPONSIBILITY

Our responsibility is to express an opinion on compliance for Cover Oregon's major
federal program based on our audit of the types of compliance requirements referred
to above. We conducted our audit of compliance in accordance with auditing
standards generally accepted in the United States of America; the standards
applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and
OMB Circular A-133 require that we plan and perform the audit to obtain reasonable
assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material effect on a major federal
program occurred. An audit includes examining, on a test basis, evidence about
Cover Oregon’s compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance

for the major federal program. However, our audit does not provide a legal
determination of Cover Oregon's compliance.
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REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL PROGRAM;
REPORT ON INTERNAL CONTROL OVER COMPLIANCE; AND REPORT
ON THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
REQUIRED BY OMB CIRCULAR A-133 (Continued)

INDEPENDENT AUDITOR'S REPORT (Continued)

OPINION ON MAJOR FEDERAL PROGRAM

In our opinion, Cover Oregon complied, in all material respects, with the types of compliance
requirements referred to above that could have a direct and material effect on its major federal
program for the year ended December 31, 2013.

OTHER MATTERS

The results of our auditing procedures disclosed instances of noncompliance, which are
required to be reported in accordance with OMB Circular A-133 and which are described in the
accompanying Schedule of Findings and Questioned Costs as items 2013-02 and 2013-04. Our
opinion on the major federal program is not modified with respect to these matters.

REPORT ON INTERNAL CONTROL OVER COMPLIANCE

Management of Cover Oregon is responsible for establishing and maintaining effective internal
control over compliance with the types of compliance requirements referred to above. In
planning and performing our audit of compliance, we considered Cover Oregon’s internal
control over compliance with the types of requirements that could have a direct and material
effect on the major federal program to determine the auditing procedures that are appropriate
in the circumstances for the purpose of expressing an opinion on compliance for the major
federal program and to test and report on internal control over compliance in accordance with
OMB Circular A-133, but not for the purpose of expressing an opinion on the effectiveness of
internal control over compliance. Accordingly, we do not express an opinion on the
effectiveness of Cover Oregon’s internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in
the preceding paragraph and was not designed to identify all deficiencies in internal control over
compliance that might be material weaknesses or significant deficiencies and therefore, material
weaknesses or significant deficiencies may exist that were not identified. However, as
discussed below, we identified certain deficiencies in internal control over compliance that we
consider to be significant deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal course of performing
their assigned functions, to prevent, or detect and correct, noncompliance with a type of
compliance requirement of a federal program on a timely basis. A material weakness in internal
control over compliance is a deficiency, or combination of deficiencies, in internal control over
compliance, such that there is a reasonable possibility that material noncompliance with a type
of compliance requirement of a federal program will not be prevented, or detected and
corrected, on a timely basis.

25



REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL PROGRAM;
REPORT ON INTERNAL CONTROL OVER COMPLIANCE; AND REPORT
ON THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
REQUIRED BY OMB CIRCULAR A-133 (Continued)

INDEPENDENT AUDITOR'S REPORT (Continued)

REPORT ON INTERNAL CONTROL OVER COMPLIANCE (Continued)

A significant deficiency in internal control over compliance is a deficiency, or a combination of
deficiencies, in internal control over compliance with a type of compliance requirement of a
federal program that is less severe than a material weakness in internal control over
compliance, yet important enough to merit attention by those charged with governance. We
consider the deficiencies in internal control over compliance described in the accompanying
Schedule of Findings and Questioned Costs as items 2013-01, 2013-02, 2013-03, 2013-04, and
2013-05 to be significant deficiencies.

The purpose of this report on internal control over compliance is solely to describe the scope of
our testing of internal control over compliance and the results of that testing based on the
requirements of OMB Circular A-133. Accordingly, this report is not suitable for any other
purpose.

REPORT ON SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS REQUIRED BY
OMB CIRCULAR A-133

We have audited the financial statements of Cover Oregon as of and for the year ended
December 31, 2013, and have issued our report thereon dated March 25, 2014, which
contained an unmodified opinion on those financial statements. Our audit was conducted for
the purpose of forming an opinion on the financial statements as a whole. The accompanying
Schedule of Expenditures of Federal Awards is presented for purposes of additional analysis
as required by OMB Circular A-133 and is not a required part of the financial statements. Such
information is the responsibility of management and was derived from and relates directly to
the underlying accounting and other records used to prepare the financial statements. The
information has been subjected to the auditing procedures applied in the audit of the financial
statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the
financial statements or to the financial statements themselves, and other additional procedures
in accordance with auditing standards generally accepted in the United States of America. In
our opinion, the Schedule of Expenditure of Federal Awards is fairly stated, in all material
respects, in relation to the financial statements as a whole.
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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, 2013
Federal Grantor / Program or Cluster Title
U.S. Department of Health &
Human Services:
Centers for Medicare &
Medicaid Services:
Office of Acquisitions and
Grants Management
2013
CFDA Award Federal
Federal Program Title Number Number Expenditures
Direct: 93.525 HBEIE110069 $ 3,178,418
State Planning and
Establishment Grants for the 93.525 HBEIE120120 2,625,076
Affordable Care Act Exchanges
93.525 HBEIE130144 135,936,689

Total U.S. Department of Health & Human Services

See notes to Schedule of Expenditures of Federal Awards.

$ 141,740,183
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THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION
dba COVER OREGON

Notes to Schedule of Expenditures of Federal Awards
For the Year Ended December 31, 2013

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 modified 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. Therefore some amounts presented in this schedule may differ from amounts presented in or used
in the preparation of the basic financial statements.

Note 2 — Sub-recipients

Cover Oregon entered into agreements with several entities as part of its Communication and Outreach to
increase consumer awareness, and to provide consumers with information and resources regarding open
enrollment. The following information represents the totals for amounts awarded to entities considered
subrecipients under the terms and conditions of the Federal grants.

Award 2013 Funds Balance
Amount Disbursed Remaining
Amounts paid to sub-recipients $ 884,000 $ 122,786 $ 761,260
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THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION

dba COVER OREGON

Schedule of Findings and Questioned Costs

Year Ended December 31, 2013

SECTION | - SUMMARY OF AUDITOR’S RESULTS

Financial Statements:
Type of auditor’s report issued:
Internal control over financial reporting:
Material weakness(es) identified?

Significant deficiency(ies) identified not

considered to be material weakness(es)?

Noncompliance material to financial
statements noted?

Federal Awards:

Internal control over major programs:
Material weakness(es) identified?
Significant deficiency(ies) identified

not considered to be material

weakness(es)

Type of auditor’s report issued on
compliance for major programs

Any audit findings disclosed that are
required to be reported in accordance
with Section 510 (a) of Circular A-133

Identification of major program:

CFDA No. 93.525

Dollar threshold used to distinguish
between type A and B programs

Auditee qualified as low-risk auditee?

Unmodified

No

No

No

No

Yes

Unmodified

Yes

State Planning and Establishment Grants for the
Affordable Care Act Exchanges

$300,000

No
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THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION

dba COVER OREGON

Schedule of Findings and Questioned Costs (Continued)

Year Ended December 31, 2013

SECTION Il - FINANCIAL STATEMENT FINDINGS

None noted

SECTION Il - FINDINGS AND QUESTIONED COSTS FOR FEDERAL AWARDS

Finding 2013-01

Federal Program:

Federal Agency:
Award Year:

Criteria:

Condition:

Questioned Costs:

Context:

Cause:

Effect:

Recommendation:

Views of Responsible

Official:

CFDA No. 93.525 State Planning and Establishment Grants for the
Affordable Care Act Exchanges

U.S. Department of Health and Human Services
2011, 2012, 2013

OMB Circular A 133 Subpart C, Section _.300 requires federal award
recipients to maintain internal control over federal programs that provides
reasonable assurance that the auditee is managing federal awards in
compliance with laws, regulations, and the provisions of contracts or
grant agreements including those associated with other than personal
services expenditures that could have a material effect on each of its
federal programs.

Costs charged to the federal program resulted from transactions that
were initiated and approved by a single individual.

There are no questioned costs noted as the other than personal services
expenditures tested were found to be materially correct and accurate.

All expenditures charged to the federal program must be initiated and
approved in accordance with Cover Oregon’s policies and procedures to
ensure expenditures are allowable costs to the grant.

Out of 63 items tested, four items in the combined amount of $2,099
were identified in which the expenditure was initiated and approved by
the same individual.

The lack of effective implementation of internal controls appears to be an
oversight by management, compounded by changes in personnel.

The lack of sufficient documentation in support of effective internal
controls may result in inappropriate charges against federal programs.

We recommend management develop and implement policies and
procedures to provide appropriate documentation supporting effective

review and approval over the check detail report for other than personal
services expenditures.

Cover Oregon understands and concurs with the finding.
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THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION

dba COVER OREGON

Schedule of Findings and Questioned Costs (Continued)

Year Ended December 31, 2013

Finding 2013-02

Federal Program:

Federal Agency:
Award Year:

Criteria:

Condition:

Questioned Costs:

Context:

Cause:

Effect:

Recommendation:

Views of Responsible

Official:

CFDA No. 93.525 State Planning and Establishment Grants for the
Affordable Care Act Exchanges

U.S. Department of Health and Human Services
2011, 2012, 2013

As provided in 2 CFR part 170 as a prime recipient of federal funding,
Cover Oregon is required to comply with requirements of the Federal
Funding Accountability and Transparency Act, which requires Cover
Oregon to report details of first-tier subcontracts that are greater than
$25,000 no later than the last day of the month following the month in
which the subaward/subaward amendment obligation was made or the
subcontract award/subcontract modification was made on the FFATA
Subaward Reporting System (FSRS).

Cover Oregon failed to properly report subawards under the Federal
Funding Accountability and Transparency Act no later than the last day
of the month following the month in which the subaward/subaward
amendment obligation was made.

The total amount of the subaward was $280,000.

A subaward in the amount of $280,000 that was signed in July 2013 with
the subrecipient was reported by Cover Oregon in November 2013 on
the FSRS reporting website. This exceeded the reporting requirement to
report by no later than the last day of the month following the month in
which the subaward/subaward amendment obligation was made.

The described non-compliance appears to result from a misinterpretation
of the Federal Funding Accountability and Transparency Act reporting
requirements.

Cover Oregon was not in compliance with the Federal Funding
Accountability and Transparency Act.

We recommend management develop and implement policies and
procedures to ensure timely reporting of subawards in accordance with

the Federal Funding Accountability and Transparency Act reporting
requirements.

Cover Oregon understands and concurs with the finding.
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THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION

dba COVER OREGON

Schedule of Findings and Questioned Costs (Continued)
Year Ended December 31, 2013

Finding 2013-03

Federal Program:

Federal Agency:
Award Year:

Criteria:

Condition:

Questioned Costs:

Context:

Cause:

Effect:

Recommendation:

Views of Responsible
Official:

CFDA No. 93.525 State Planning and Establishment Grants for the
Affordable Care Act Exchanges

U.S. Department of Health and Human Services
2011, 2012, 2013

OMB Circular A 133 Subpart C, Section .300 requires federal award
recipients to maintain internal control over federal programs that provides
reasonable assurance that the auditee is managing federal awards in
compliance with laws, regulations, and the provisions of contracts or
grant agreements including those associated with cash management
requirements that could have a material effect on each of its federal
programs.

Cover Oregon’s controls did not provide for proper review of the
submitted claim for reimbursement of payroll expenditures requested
under this federal program.

None noted as payroll expenditures appeared to be allowable costs.

Out of the 18 reimbursement reports tested in our sample, two of the
reports in the combined amount of $1,849,385 for payroll expenditures
did not display evidence of supervisory review.

The lack of effective implementation of internal controls appears to be an
oversight by management.

The lack of review of reimbursement requests may result in inaccurate,
incomplete, or untimely requests filed.

We recommend management develop and implement policies and
procedures to provide appropriate documentation supporting effective
review and approval over reimbursement request reporting.

Cover Oregon understands and concurs with the finding.
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THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION

dba COVER OREGON

Schedule of Findings and Questioned Costs (Continued)
Year Ended December 31, 2013

Finding 2013-04

Federal Program:

Federal Agency:
Award Year:

Criteria:

Condition:

Questioned Costs:

Context:

Effect:

Recommendation:

Views of Responsible
Official:

CFDA No. 93.525 State Planning and Establishment Grants for the
Affordable Care Act Exchanges

U.S. Department of Health and Human Services
2011, 2012, 2013

In accordance with Circular A-87, charges for salaries and wages will be
supported by periodic certifications that the employees worked solely on
that program for the period covered by the certification. These
certifications will be prepared at least semi-annually and will be signed by
the employee or supervisory official having first-hand knowledge of the
work performed by the employee. Where employees work on multiple
activities or cost objectives, a distribution of their salaries or wages will be
supported by personnel activity reports or equivalent documentation
which reflects an after the fact distribution of the actual activity of each
employee, they must account for the total activity for which each
employee is compensated, they must be prepared at least monthly and
must coincide with one or more pay periods, and they must be signed by
the employee and supervisor.

Cover Oregon does not require timecards or periodic certifications for
salaried employees working under the federal program.

None noted as payroll expenditures appeared to be allowable costs.

Timecards or semi-annual after the fact certifications were not prepared
by employees and were not approved by a supervisor indicating proper
review and authorization of charges to the grant. The population was all
payroll expenditures charged to the federal program in the amount of
$12,273,628. Of the 60 employees tested, six hourly employees were
found to have timesheets where either a portion or none of their time was
approved by a supervisor, and no salaried employees were found to have
after the fact certifications.

Failure to obtain timecards and/or evidence of appropriate supervisory
review supporting payroll related charges constitutes noncompliance
under OMB Circular A-87. Other evidence indicates that the personnel
were authorized to work under the grant; however, without appropriate
documentation of timecards or appropriate supervisory review, there is a
risk that federal funds may have been misapplied under the program.

We recommend that Cover Oregon develop and implement policies and
procedures such that all relevant charges to federal programs are

supported by timecards that are reviewed and approved in accordance
with OMB Circular A-87.

Cover Oregon understands and concurs with the finding.
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THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION

dba COVER OREGON

Schedule of Findings and Questioned Costs (Continued)
Year Ended December 31, 2013

Finding 2013-05 (Repeat of Finding 2012-01)

Federal Program:

Federal Agency:
Award Year:

Criteria:

Condition:

Questioned Costs:

Context:

Cause:

Effect:

Recommendation:

Views of Responsible
Official:

CFDA No. 93.525 State Planning and Establishment Grants for the
Affordable Care Act Exchanges

U.S. Department of Health and Human Services
2011, 2012, 2013

OMB Circular A 133 Subpart C, Section .300 requires federal award
recipients to maintain internal control over federal programs that provides
reasonable assurance that the auditee is managing federal awards in
compliance with laws, regulations, and the provisions of contracts or grant
agreements including those associated with payroll expenditures that
could have a material effect on each of its federal programs.

Cover Oregon’s personnel files lack physical evidence of approval and
acceptance of employee’s compensation rates by the Executive Director
and employee.

None noted as payroll expenditures appeared in compliance with
allowable costs.

Payroll expenditures are charged to the federal program on a monthly
basis in accordance with Cover Oregon’s policies and procedures.
Sufficient documentation did not exist to evidence approval of the
employee’s compensation rate. Out of 60 salaried employees tested in
our sample, four employees’ personnel files did not contain official offer
letters noting approval by the executive director and employee.

The lack of documentation supporting effective approval and acceptance
of employee’s compensation rates by the Executive Director and
employee appears to result from inadequate resources dedicated to the
Human Resource function.

The lack of sufficient documentation in support of effective internal
controls may question the actual application of those controls to ensure
compliance with stated requirements.

We recommend management develop and implement policies and

procedures to provide appropriate documentation supporting effective
approval of compensation rates in employee personal files.

Cover Oregon understands and concurs with the finding.
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THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION

dba COVER OREGON

Summary of Prior Year Audit Findings

Year Ended December 31, 2013

Finding 2012-01:

Audit Finding:

Corrective Action Taken:

Finding 2012-02:

Audit Finding:

Corrective Action Taken:

Finding 2012-03:

Federal Program:

Federal Agency:

Audit Finding:

Corrective Action Taken:

Multiple personnel files did not have an employment agreement which
agreed to the actual wages paid. In addition, there were several
incomplete employment forms, and lack of documentation of employee
approving and accepting pay rates.

There were inadequate resources dedicated to the human resources
functions.

Since the finding, Cover Oregon hired additional human resource and
payroll staff to review and sign-off on files at various stages of the
process, thus creating sufficient controls. The use of checklists,
approvals, and segregation of duties are utilized to ensure compliance
with policy and to keep employee related information complete and
secure.

The chairperson of the Finance and Audit Committee volunteered to
review the Executive Director's expense reports. Upon review of the
Executive Director's expense reports, it was discovered that the Chief
Operating Officer was signing off as the reviewer, not a representative
from the Committee.

There were inadequate controls over the Executive Director’s expenses.

Subsequent to the finding, the chairperson of the Finance and Audit
Committee signs the expense reports; and policy was revised to reflect
that Executive Director expense reports be signed by a member of the
Finance and Audit Committee prior to reimbursement to the Executive
Director.

CFDA No. 93.525 State Planning and Establishment Grants for the
Affordable Care Act Exchanges

U.S. Department of Health and Human Services

OMB Circular A-133 requires that the federal census reporting package
be submitted to the Federal Audit Clearinghouse within 30 days of the
report release date.

Cover Oregon’s federal census reporting package was submitted 39
days after receiving the audit report.

To remedy the finding, a policy was written to include compliance with
timely audit report filings. For the fiscal year 2012 report, the process
was completed within five days (upload by audit firm, certification by
Cover Oregon, and submission by audit firm).
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THE OREGON HEALTH INS
dba COVER OREGON

URANCE EXCHANGE CORPORATION

Summary of Prior Year Audit Findings (Continued)

Year Ended December 31, 2013

Finding 2012-04:

Federal Program:

Federal Agency:

Audit Finding:

Corrective Action Taken:

Finding 2012-05:

Federal Program:

Federal Agency:

Audit Finding:

Corrective Action Taken:

CFDA No. 93.525 State Planning and Establishment Grants for the
Affordable Care Act Exchanges

U.S. Department of Health and Human Services

The Federal Funding Accountability and Transparency Act requires that
all first tier grant recipients report sub awards greater than $25,000 and
the compensation of the five highest compensated employees. A sub
award recipient received a total of $72,195 in fiscal year 2012. Per
review of the reporting site www.usaspending.gov, it showed that Cover
Oregon had not reported the $72,195 sub award nor did they report the
five highest compensated employees.

Cover Oregon did not follow sub award and executive compensation
reporting as required by the Federal Funding Accountability and
Transparency Act.

Since the finding, the sub-recipient submitted the required information to
Cover Oregon and Cover Oregon reported the information. To remedy
the finding, policy and procedures were developed to require timely
reporting, and contract procedures were revised related to sub-recipients
of grant funds.

CFDA No. 93.525 State Planning and Establishment Grants for the
Affordable Care Act Exchanges

U.S. Department of Health and Human Services

Entities in receipt of federal funds are required to implement internal
controls over each respective compliance requirement. As Cover
Oregon’s current working capital levels are inadequate to meet the
needs of the organization’s plan for growth, the inherent risk for material
non-compliance is high.

Cover Oregon did not have effective internal controls over compliance
with Cash Management compliance requirements.

Subsequent to the finding, policy was finalized that specified increased
controls for cash management, and procedures developed that include
the use of a sign-off sheet for staff to use for the various funds
disbursement processes.

36


http://www.usaspending.gov/

THE OREGON HEALTH INSURANCE EXCHANGE CORPORATION
dba COVER OREGON

Audit Findings Corrective Action Plan
For the Year Ended December 31, 2013

Audit Finding 2013-01:

Transactions initiated and approved by a single individual

Recommendations:

Response and
Corrective Action:

Audit Finding 2013-02:

We recommend management develop and implement policies and
procedures to provide appropriate documentation supporting effective
review and approval over the accounts payable approval form detail for
other than personal services expenditures.

Management concurs with the condition and recommendation, and
assures that existing policies and procedures for accounts payable
approvals exist, and with additional staff now on-hand that effective
controls will exist to ensure accounts payable approvals are adequately
reviewed for dual signatures.

Federal Funding Accountability and Transparency Act reporting

Recommendations:

Response and
Corrective Action:.

Audit Finding 2013-03:

requirements

We recommend management develop and implement policies and
procedures to ensure timely reporting of subawards in accordance with
the Federal Funding Accountability and Transparency Act reporting
requirements.

Management concurs with the condition, cause, and recommendation,
and assures that the existing policy for FFATA reporting for subawards
$25,000 and greater is sufficient controls. The context relates to the first
sub award reported under the existing policy, and all eight subawards
were subsequently reported timely.

Lack of supervisory review of submitted claim for payroll

Recommendations:

Response and
Corrective Action:

Audit Finding 2013-04:

We recommend management develop and implement policies and
procedures to provide appropriate documentation supporting effective
review and approval over reimbursement request reporting.

Management concurs with the condition and recommendation, and
subsequent to the context of the finding, management changed policies
and procedures that will provide for effective review of payroll
expenditures.

Lack of effective review over payroll expenditures and semi-annual

Recommendation:

review of salaried employee timecards

We recommend management develop and implement policies and
procedures to provide appropriate documentation supporting effective
review and approval of payroll expenditures. We also recommend that
Cover Oregon develop and implement policies and procedures such that
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Response and
Corrective Action:

Audit Finding 2013-06:

all relevant charges to federal programs are supported by timecards that
are reviewed and approved in accordance with OMB Circular A-87.

Management understands and concurs with the cause and
recommendation, and will implement options within the time keeping
system for effective time card review and approval of hourly staff by
supervisors, and will develop quarterly reporting for supervisors to review
and approve of salaried staff's time. Employees and supervisors will be
trained on system changes, and policies and procedures modified as
applicable to reflect effective time card review and approval. As
additional assurance, management will have the internal controls
function perform a review of compliance with existing policy on a
quarterly basis.

Physical evidence of approval and acceptance of employee’s

Recommendations:

Response and
Corrective Action:

compensation

We recommend management develop and implement policies and
procedures to provide appropriate documentation supporting effective
approval of compensation rates in employee personal files.

Management concurs with the condition and recommendation, and
assures that the existing policy for employee compensation rates will
provide for effective review of such rates. As additional assurance,
management will have the internal controls function perform a review of
compliance with existing policy on a quarterly basis.
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2013-1 Audit Finding:

Transactions Initiated and Approved by a Single Individual

Federal Program:

Federal Agency:
Award Year:

Criteria:

Condition:

Questioned Costs:

Context:

Cause:

Effect:

Recommendation:

CFDA No. 93.525 State Planning and Establishment Grants for the
Affordable Care Act Exchanges

U.S. Department of Health and Human Services
2011, 2012, 2013

OMB Circular A 133 Subpart C, Section _.300 requires federal
award recipients to maintain internal control over federal programs
that provides reasonable assurance that the auditee is managing
federal awards in compliance with laws, regulations, and the
provisions of contracts or grant agreements including those
associated with other than personal services expenditures that
could have a material effect on each of its federal programs.

Costs charged to the federal program resulted from transactions
that were initiated and approved by a single individual.

There are no questioned costs noted as the other than personal
services expenditures tested were found to be materially correct
and accurate.

All expenditures charged to the federal program must be initiated
and approved in accordance with Cover Oregon’s policies and
procedures to ensure expenditures are allowable costs to the grant.

Out of 63 items tested, four items in the combined amount of
$2,099 were identified in which the expenditure was initiated and
approved by the same individual.

The lack of effective implementation of internal controls appears to
be an oversight by management, compounded by changes in
personnel.

The lack of sufficient documentation in support of effective internal
controls may result in inappropriate charges against federal
programs.

We recommend management develop and implement policies and
procedures to provide appropriate documentation supporting



2013-1 Audit Finding:

Transactions Initiated and Approved by a Single Individual

Management
Response:

Corrective Action:

Responsible Party:

Target Completion
Date:

effective review and approval over the check detail report for other
than personal services expenditures.

Management concurs with the condition and recommendation, and
assures that existing policies and procedures for accounts payable
approvals exist, and with additional staff now on-hand that
effective controls will exist to ensure accounts payable approvals
are adequately reviewed for dual signatures.

Management took action throughout 2013 adding staff within the
Finance, and Contracts & Grants areas to segregate functions and
to increase internal controls. Starting in September 2013,
management modified the existing Accounts Payable (AP) Approval
form to require authorized signature authority (see attached form),
and modified the Policy & Procedures for Internal Controls over AP
(also attached). In accordance with policy, the Accounts Payable
function is currently not paying items without signature approvals.
As additional assurance, management will have the internal
controls function perform a review of compliance with existing
policy on a quarterly basis.

Finance / Contracts & Grants

December 31, 2014



2013-1 Audit Finding:
Transactions Initiated and Approved by a Single Individual

@ b Accounts Payable Approval

Vendor/contractor:
Invoice number:

Contract number:

Signature authority: Manager up to $10,000; Manager + Exec Manager for over $10,000 up to $75,000;
Manager + Exec Manager + COO for over $75,000; Contracts Specialist for all contract amounts.

Manager’s signature: Date:
Print name:
Executive manager’s signature: Date:
Print name:
COOQ's signature: Date:
Print name:
Contract specialist’s signature: Date:
Print name:
Grant: Level 2 GL# Dept # Amount
Comments:

Total amount: $0.00




Policy & Procedure

Department: Operations Number:
Applies to: Finance Effective:

COVER Review responsibility:

Invoice Approval Signature Policy

1.0 Policy Statement
Cover Oregon will follow internal controls to ensure that all invoices are approved
by an authorized invoice signature(s). '

2.0 Purpose
This purpose of this procedure is to outline the policy and ensure that the policy
is carried out. : _

3.0 Scopel/Coverage

The Controller is responsible for overseeing cash management processes to
ensure best practices in cash management and cash control.

4.0 Definitions

5.0 Procedure

1. AP receiving invoices. Authorized signatures are required prior to making
payment for invoices.

2. All invoices associated with contracts require:

a. Contracts and Executive Manager signatures

3. Non-contract invoices require;

a. <10k = Manager signature
'b. >10k — 75k> = Manager and Executive Manager signatures
c. >75k = Manager, Executive Manager, and COO signatures

4. Invoices without approved signatures will be routed to the individual(s) for
signed approval before payment is made.

6.0 References/Appendices



7.0 Approval

This policy and procedure was approved by the following representative of Cover
Oregon.

. Senior Leademkf% th, Controller
Signature: ' Date: QI)I)%B

Revision History

Original approval date: Update date: Revision approved date:

Original effective date: Update effective date: Revision effective date;

Original communicated date: Revision communicated date:




(This page intentionally left blank)



2013-2 Audit Finding:
Federal Funding Accountability and

Transparency Act Reporting Requirements

Federal Program:

Federal Agency:
Award Year:

Criteria:

Condition:

Questioned Costs:

Context:

Cause:

Effect:

Recommendation:

CFDA No. 93.525 State Planning and Establishment Grants for the
Affordable Care Act Exchanges

U.S. Department of Health and Human Services
2011, 2012, 2013

As provided in 2 CFR part 170 as a prime recipient of federal
funding, Cover Oregon is required to comply with requirements of
the Federal Funding Accountability and Transparency Act, which
requires Cover Oregon to report details of first-tier subcontracts
that are greater than $25,000 no later than the last day of the
month following the month in which the subaward/subaward
amendment obligation was made or the subcontract
award/subcontract modification was made on the FFATA Subaward
Reporting System (FSRS).

Cover Oregon does not follow sub award and executive
compensation reporting as required by the Federal Funding
Accountability and Transparency Act of 2006.

The total amount of the subaward was $280,000.

A subaward in the amount of $280,000 that was signed in July
2013 with the subrecipient was reported by Cover Oregon in
November 2013 on the FSRS reporting website. This exceeded the
reporting requirement to report by no later than the last day of the
month following the month in which the subaward/subaward
amendment obligation was made.

Cover Oregon does not have effective internal controls over
compliance with the Federal Funding Accountability and
Transparency Act of 2006.

Cover Oregon was not in compliance with the Federal Funding
Accountability and Transparency Act.

We recommend management develop and implement policies and
procedures to ensure timely reporting of subawards in accordance
with the Federal Funding Accountability and Transparency Act
reporting requirements.



2013-2 Audit Finding:
Federal Funding Accountability and

Transparency Act Reporting Requirements

Management
Response:

Management concurs with the condition, cause and
recommendation, and assures that the existing policy for FFATA
reporting for subawards $25,000 and greater is sufficient controls.
The context relates to the first sub award reported under the
existing policy, and all eight subawards were subsequently reported
timely.

Corrective Action: The context of this audit finding relates to the first subaward

Responsible Party:

Target Completion
Date:

reported under new policy in 2013. In April 2013, in follow-up to a
separate audit finding related to 2012, the Finance area reviewed
and researched information on subaward reporting via FFATA, and
registered Cover Oregon on the FFATA website. In October 2013,
Finance created internal controls and new Policy and Procedures on
FFATA reporting (attached); and in November 2013, Finance
reported its first subaward late under the new policy, and
subsequently reported an additional eight subawards timely.

Finance

December 2013 (substantially completed)
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Policy & Procedure

Department: Operations Number:
Applies to: Finance _ Effective:

Review responsibility:

Reviewed and revised:

FFATA Reporting Subrecipient

1.0 Policy Statement

The Exchange shall timely prepare and submit the federal census-reporting
package as required under the terms and conditions of the cooperative
agreement to support the Establishment of State Health Insurance Exchanges.

2.0 Purpose

This procedure will ensure compliance with the federal reporting requirements
relating to the federal census-reporting package.

3.0 Scopel/Coverage

‘This policy applies to all empioyees who are employed by Cover Oregon, and
who are responsible for preparing and submitting the report. -

4.0 ReférenceslAppendices

5.0 Approval
This policy and procedure was approved by the following representative of Cover
Oregon.

Senior Leader; Mike § ith&, Controlier

Signature:// /

L Date:. /0/3/ /Lu{j’
| o

\h Revision History

Original approval date: Update date: " |Revision approved date:
/4/3) 2017 .
Original effective date: Update effective date: Revision effective date:
l0[3) [20
| Original communicated date: Revision communicated date:
/G/j) ;/.Zﬁ /2 ‘
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Policy & Procedure

Depariment: Operations - Number:
Applies to: Finance Effective:

Review n’esgﬁ@nsﬁbiﬂiwﬁ

_ Revn@wecﬂamﬂ
FFATA Reporting Subrecipient

1.0 Definitions
"FFEATA: The Federa! Fundmg Accountabshty and Transparency Act

2.0 Precedure

1. Federal Sub-recipient Reporting Information -- completed form forwarded by
contracts to Treasury

2. Logging info FEFATA websiie
Click on Awardees link
Enter email and password
Click Login
Click OK to accept terms and conditions
Click on Create FEATA Report link
Click on Enter Gontract/Award # link
Click in Type of Award and select Grant

T@a@ ™o a0 T o

See screen shot below

T‘ma of Awsard®;
{ " ContractiOrder géyGrant Award

Sﬁlaﬁ& Exlsting Grant™ :
Choose ma »,{renvt mn" oy mfuen tihzﬂ*mmur‘uﬂ hw iu repmi n:m

i nat faund ahave, enter Award (D (FAINY:

i
i

i. Click in Select Existing Grant and use the pull down menu and select the
grant to report on or click in i not found above, enter Award ID (FAIN):

12



and enter Cover Oregon's Award 1D (Grani #)

j- Click Continue, this is where you can confirm the grant by the total
amount awarded fo the Prime Awardee

k. Click Continue, this screen will bring up the Certification to verify Cover
Oregon is the Prime Awardee for this grant

See screen shot below

FFATA reports N B Friday, Qclobar 18, 2213 { 2110 e | anemniiRceva

New Report
{3 BACK T2 REPORT LIST
¢ Qrant e Dotalis

2 Inglrastions

Enfet Avard
10 SEAINY

= Type of Awasdy ' * Indicatus o reguired el
3 3 Grant fAward Grant Award
- Qulafls .
H CeanilffcatianT
- y I The FRATA Report can only bs subritad by prne aveardess, Omky cosfnies with 183 submissian ¥ you sea ina primve awardea for
! i H H
KN Prime: fged | ihls grant

* Detaily ! (wafverify hoti am the Pyime Awatdes far this grem

g~ Subawardee

& Review [ Eack § ¥ Cancal } { Save} i Save & Continue |

[. Click Save & Continue
i. Verify steps #1 -9 as they are pre-populated

. ii. Complete step #10, Place of Performance and Cover Oregon 5 Zip
code 97224-7696

iii. Congressional District will autornatically fili once the zip code is
entered

iv. Verify steps #11 - 16 as they are pré-populated

m. Click Save & Continue, this will bring up the Subawardee Data screen

See screen shot below:,

. ESurbhomwesrrioe Lhate

i B ® By A= En Ty

fadnat-tal o b tnlx-el
Uj__{‘xﬂ!yl

H 'i‘ b%lhawﬁ rr_'lea !n‘ﬁ'ﬂrlnﬁ‘ﬁlqh
Lt At . T amaer Nihaseocaga
Ernaaiio 5

£ ey, Asesized i
JET AN ) . R - .
I Fapras & foex Bacle @ Sadsed T Soee ] Sowe @ Corlocox )

S valtanteg S acEo o
Lrams

- FRgaerivaber

Wt Flacinyrt
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3.0

4.0

3. Entering Subawardee Informaiion.

a. Click Add Subawardee tink
h. Enter “Subawardee DUNS # from the Federal Sub-recipient Reporting
Information Form
c. Click Fetch DUNS Information link, this wilf bring up the Subawardee
Data information section. Fields that include the name and address aye
pre-poputated.
i. Enter zip code + 4 digit
d. Click in Amount of Subaward and enier amount that was paid 'the
previous month (Note: the total amount of payment if late reporting)
e. Click in Subaward Obligation/Action Date and enter the date confract
"was executed
f. Clickin Subaward Project Description and enter description from
contract
g. Enter Subawardee Prinicpal Place of Performance:
i.  Enter State
ii._ Enter Country
. Enter Zip code + 4 digit :
. iv. Enter Subaward Number, aka confract number
‘h. Enter Save & Confinue
i. Click Continue
j.. Click Submit, popup screen with will say “Report Accepted”

See screen shot below

S e e

;& Report Ascepled

Repart has been accepted,

Hote: Please he aware that all infrrmation solected on the FERE wabsite {wwvafss dov}, including reglstraunn
informeatioa and repodt dala, will bo vidible to the public o 2 pubic wehsile fwwawusaspending.gov),

ki i AT e o X oAb b b oAV Y, A SR £ i 1 e AT e g

1 Bacle | { Retirn To Lis¢ |{ 5ave PDF §

4. Saveto PDF.
a. Save PDF to: Corp Master / Reporting / FFATA / (Name of recipient)

References/Appendices

Approval

This policy and procedure was approved by the following representative of Cover

Oregon.

14



Senior Leader: Milkg Smith, Controller

Sig naturej\[\/\( /\/\POAE,

Date: l 0

=

Revision History

{"Lm h,o 17,

 Original approval date; Update date: Revision approved date;

l { T’\{ Ly \fm vV

Original affective date: Update effective daie: Revision effective date:
Lo \ {)ﬂ\ MR

Original communicated date:

Revision communicated date:

\{S \A)J\\‘ '\J"J\‘L
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2013-3 Audit Findings:

Lack of Supervisory Review of Submitted Claim for Payroll

Federal Program:

Federal Agency:
Award Year:

Criteria:

Condition:

Questioned Costs:

Context:

Cause:

Effect:

Recommendation:

CFDA No. 93.525 State Planning and Establishment Grants for the
Affordable Care Act Exchanges

U.S. Department of Health and Human Services
2011, 2012, 2013

OMB Circular A 133 Subpart C, Section _.300 requires federal
award recipients to maintain internal control over federal programs
that provides reasonable assurance that the auditee is managing
federal awards in compliance with laws, regulations, and the
provisions of contracts or grant agreements including those
associated with cash management requirements that could have a
material effect on each of its federal programs.

Cover Oregon’s controls did not provide for proper review of the
submitted claim for reimbursement of payroll expenditures
requested under this federal program.

None noted as payroll expenditures appeared to be allowable costs.

Out of the 18 reimbursement reports tested in our sample, two of
the reports in the combined amount of $1,849,385 for payroll
expenditures did not display evidence of supervisory review.

The lack of effective implementation of internal controls appears to
be an oversight by management.

The lack of review of reimbursement requests may result in
inaccurate, incomplete, or untimely requests filed.

We recommend management develop and implement policies and
procedures to provide appropriate documentation supporting
effective review and approval over reimbursement request
reporting.

17



2013-3 Audit Findings:

Lack of Supervisory Review of Submitted Claim for Payroll

Management
Response:

Corrective Action

Management concurs with the condition and recommendation, and
subsequent to the context of the finding, management changed
policies and procedures that will provide for effective review of
payroll expenditures.

In November 2013 management developed a new drawdown
process that incorporated payroll drawdowns into the Finance area
and implemented the new process in December 2013 (see
attached). The new process requires the payroll manager to
submit a drawdown request to treasury staff (in the Finance area)
for the payroll amount and requested settlement date. Treasury
initiates the drawdown, and the controller reviews and approves
(see sample drawdown form). All payroll drawdowns since
December 2013 have followed the new policy.

Responsible Party: Payroll and Finance

Target Completion
Date:

December 2013 (substantially completed)

18



2013-3 Audit Findings:
Lack of Supervisory Review of Submitted Claim for Payroll

Sample drawdown approval form used by Finance that requires dual signatures.
Note: payee names removed for security purposes.

FEDERAL DRAWDOWN #xxx, Level 2
|EXPENSES PAID through "Date"

L

| DATE |

EXPENSE [TOTALAMOUNT| CHECKS | ACH [DIRECT DEBIT| DEPOSITS |[CORRECTIONS| REF#
55 $5 55 $5 $5 #

@«
“r

[Vendor Name
$0.00
$0.00
$0.00
$0.00
$0.00
$0.00
$0.00
$0.00
$0.00
$0.00
$0.00
$0.00
$0.00
$0.00
$0.00

|

|

|

T U N W U N Y Y Y Y YT Y YN

date

«

[Totals: $0.00” $0.00” $0.00” $0.00” $0.00

| TOTAL DRAWDOWN $0.00

l $0.00|Variance I
|
1

| Prepared by Treasury: Bank:
| Date:

‘ Approved by Controller:
| Date:

Variance:” $0.00

19



Policy & Procedure

Department: Operations Number:
Applies to: Finance Effective:

Review responsibility:

Reviewed and revised

Control over Grant Drawdowns -

1.0 Policy Statement

Cover Oregon will follow internal controls fo ensure financial integrity and secunty
of cash receipts from grant drawdowns.

2.0 Purpose

This procedure will ensure finance employees of Cover Oregon have segregation
of duties and follow the documents of controls to provide financial integrity and
security within the financial system.

3.0 Scope/Coverage

The Controller is responsible for overseeing cash management processes to
ensure cash availability and best practices in cash management and cash
control. '

4.0 Approval

This policy and procedure was approved by the fo[iow;ng representative of the
Cover Oregon. ,

Senior L.eader: Mike S}f{th Controtler
. P . 3
Signature: //a f‘wfﬂ ' Date: ,T:A ///J
f

Revision History

Original approval date:, Update date: , Revision approved date:
22yl |
Original effective date: Update effective date: Revision effective date:
T
7125))3 ,
_ Original communicated date: Revision communicated date:
51725 he |



2.0

3.0

4.0

5.0

Policy & Procedure
Department: Number:
Applies to: Finance ' Effective:
Review responsibility:

__Reviewed and revised:

Federal Drawdown Process
| (Grant Purposes only -- limited duration)

Policy Statement

Cover Oregon will follow internal controls to ensure financial integrity and security
of cash drawdown for Federal grants.

Purpose

This procedure ensures finance employees of Cover Oregon have segregation of
duties and follow internal confrols to drawdown funds from the Federal
Government for grants.

ScopelCoverage
The Controller is responsible for overseeing cash management processes to
ensure best practices in cash management and cash control.

Definitions

Health and Human Services, Division of Payment Management System
{DPM), the Division of Payment Management provides grant and grant-like
payments, cash management, and grant accounting support services to Federal
Agencies. DPM uses a custom-developed Payment Management System
(PMS) that provides awarding Agencies and Grant recipients the tools to manage

grant payment requests, and disbursement reporting activities.

Procedure

1. Update DD (Drawdown) Spreadsheet of cash transactions. AP Specialist and
Treasurer will update drawdown spreadsheet located in Financials / Draw
Down Recon / DDibxx / with cash related items, (e.g.: ACH, Deposit, Paylocity
fees, bank fees, PayPal fees, posted checks, voided checks, any corrections)

. Each transaction and posted check will be listed separately

a
b. Each line item will be identified by grant level and tier
c. Total for each grant level and tier

d. Sum totaling all grants levels and tiers

2. Sign off. The drawdown spreadsheet is attached to the Check Register,
signed off by the Accountant and Controller before the drawdown takes place

21



3. Starting drawdown.

a. Log into hitps://pmssec.dpm.psc.gov/pls/pmsprod/pms
Enter user name and password

Enter payment management system

Payment — “Request for Payment”

Enter Cover Oregon’s account number

™ e a0 o

Click “Accountant” and enter the individuals name, work phone number
and email address who is completing the drawdown

g. Enter payment date as next business day if before 2 pm PST funds will
normally be deposited into bank next business day. If after 2 pm PST
enter date 2 business days from present (funds will be deposited within
two business days).

h. Expected Disbursement Amount — enter zero

I. Cash on Hand — this is entered as a negative amount for the total
drawdown amount

j-  Payment Request Amount — thls will be the same amount as Cash on
Hand entered as a positive amount

k. Continue and verify information, click the box INS Exchange CMS

l.  Select Sub Account, this will give the total grant amount available to
drawdown

m. Enter amount requested in the Sub Account Amount Requesied, Request
Payment (this will update the total grant amount available once the latest
drawdown is completed)

n. “Request for Payment Confirmation” will pop-up, Print this screen

4. Reguest for Payment. Attach the Request for Payment to the drawdown
- spreadsheet and Check Register, person doing the drawdown wil] sign the
Check Approval form

5. Controlier Authorization. Controller will sign off and date on the Request for
Payment and Check Approval form

6. File in drawdown binder. All forms will be attached and filed in the drawdown
binder

References/Appendices

Approval

This policy and procedure was approved by the following representative of Cover
Oregon.

Senjor Leader Mike Sy |th Coniroller
Signature: /\-M/‘ Date: f]/)a)wng
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Revision History

Original approval date:

Update date:

Revision approved date:

Original effective date:

Update effective date:

Revision effective date;

Original communicated date:

Revision communicated date:
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2013-4 Audit Findings:

Lack of Effective Review over Payroll Expenditures and
Semi-annual Review of Salaried Employee Timecards

Federal Program:

Federal Agency:
Award Year:

Criteria:

Condition:

Questioned Costs:

Context:

Effect:

CFDA No. 93.525 State Planning and Establishment Grants for the
Affordable Care Act Exchanges

U.S. Department of Health and Human Services
2011, 2012, 2013

In accordance with Circular A-87, charges for salaries and wages
will be supported by periodic certifications that the employees
worked solely on that program for the period covered by the
certification. These certifications will be prepared at least semi-
annually and will be signed by the employee or supervisory official
having first-hand knowledge of the work performed by the
employee. Where employees work on multiple activities or cost
objectives, a distribution of their salaries or wages will be
supported by personnel activity reports or equivalent
documentation which reflects an after the fact distribution of the
actual activity of each employee, they must account for the total
activity for which each employee is compensated, they must be
prepared at least monthly and must coincide with one or more pay
periods, and they must be signed by the employee and supervisor

Cover Oregon does not require timecards or periodic certifications
for salaried employees working under the federal program.

None noted as payroll expenditures appeared to be allowable costs.

Timecards or semi-annual after the fact certifications were not
prepared by employees and were not approved by a supervisor
indicating proper review and authorization of charges to the grant.
The population was all payroll expenditures charged to the federal
program in the amount of $12,273,628. Of the 60 employees
tested, six hourly employees were found to have timesheets where
either a portion or none of their time was approved by a
supervisor, and no salaried employees were found to have after the
fact certifications.

Failure to obtain timecards and/or evidence of appropriate
supervisory review supporting payroll related charges constitutes
noncompliance under OMB Circular A-87. Other evidence indicates
that the personnel were authorized to work under the grant;
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2013-4 Audit Findings:

Lack of Effective Review over Payroll Expenditures and
Semi-annual Review of Salaried Employee Timecards

Recommendation:

Management
Response:

Correction Action:

Responsible Party:

Target Completion
Date:

however, without appropriate documentation of timecards or
appropriate supervisory review, there is a risk that federal funds
may have been misapplied under the program.

We recommend that Cover Oregon develop and implement policies
and procedures such that all relevant charges to federal programs
are supported by timecards that are reviewed and approved in
accordance with OMB Circular A-87.

Management understands and concurs with the cause and
recommendation, and will implement options within the time
keeping system for effective time card review and approval of
hourly staff by supervisors, and will develop quarterly reporting for
supervisors to review and approve of salaried staff’s time.
Employees and supervisors will be trained on system changes, and
policies and procedures modified as applicable to reflect effective
time card review and approval. As additional assurance,
management will have the internal controls function perform a
review of compliance with existing policy on a quarterly basis.

In April 2014, the Payroll area will review options within the time
card system for an online review and approval of hourly and salary
staff. Once options are identified, Policies & Procedures will be
implemented to reflect effective hourly and salary time review and
approval by supervisors in May 2014. Pending no options within
the time card system for salary staff, the Payroll area will develop
quarterly reporting for supervisors to review and approve. As
additional assurance, management will have the internal controls
function perform a review of compliance with policy on a monthly
basis starting in July 2014, and thereafter on a quarterly basis.

Payroll

June 30, 2014

26



2013-5 Audit Finding

Internal Control over Personnel Files

Federal Program:

Federal Agency:
Award Year:

Criteria:

Condition:

Questioned Costs:

Context:

Cause:

Effect:

CFDA No. 93.525 State Planning and Establishment Grants
for the Affordable Care Act Exchanges

U.S. Department of Health and Human Services
2011, 2012, 2013

OMB Circular A 133 Subpart C, Section _.300 requires
federal award recipients to maintain internal control over
federal programs that provides reasonable assurance that
the auditee is managing federal awards in compliance with
laws, regulations, and the provisions of contracts or grant
agreements including those associated with payroll
expenditures that could have a material effect on each of its
federal programs.

Cover Oregon’s personnel files lack physical evidence of
approval and acceptance of employee’s compensation rates
by the Executive Director and employee.

None noted as payroll expenditures appeared in compliance
with allowable costs.

Payroll expenditures are charged to the federal program on
a monthly basis in accordance with Cover Oregon’s policies
and procedures. Sufficient documentation did not exist to
evidence approval of the employee’s compensation rate.
Out of 60 salaried employees tested in our sample, four
employees’ personnel files did not contain official offer
letters noting approval by the Executive Director and
employee.

The lack of documentation supporting effective approval and
acceptance of employee’s compensation rates by the
Executive Director and employee appears to result from
inadequate resources dedicated to the Human Resource
function.

The lack of sufficient documentation in support of effective
internal controls may question the actual application of those
controls to ensure compliance with stated requirements.
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2013-5 Audit Finding

Internal Control over Personnel Files

Recommendation:

Management

Response:

Corrective Action:

Responsible Party:

Target Completion
Date:

We recommend management develop and implement
policies and procedures to provide appropriate
documentation supporting effective approval of
compensation rates in employee personal files.

Management concurs with the condition and
recommendation, and assures that existing policy for
employee compensation rates will provide for effective
review of such rates. As additional assurance, management
will have the internal controls function perform a review of
compliance with existing policy on a quarterly basis.

The Human Resource (HR) and Payroll areas hired additional
staff throughout 2013 to segregate functions and to increase
internal controls. As part of the 2013 audit finding corrective
action plan, HR created an internal controls Policy and
Procedure for personnel files (see attached) that was in
place for the second half of 2013. As additional assurance,
management will have the internal controls function perform
a review of compliance with existing policy on a quarterly
basis starting in May 2014 (for the 1* quarter 2014), and
thereafter on a quarterly basis.

Human Resource

May 31, 2014

28



Policy & Procedure

Department: Operatjonsb Number:
Applies to: Human Resources Effective:
COVER Review responsibility:

Personnel Files

4.0 Policy Statement
Cover Oregon will follow internal controls to ensure all employee related
information is complete and 'secured.

2.0  Purpose
To maintain accurate and complete personnel files.

3.0 ScopeICoverage

The Business Administrative Manager is responsible for overseeing HR
processes to ensure employee records are regularly reviewed and maintained for
accuracy and completeness.

4.0 Approval
This policy and procedure was approved by the foliowing representative of the
Cover Oregon. - ' ‘

Senior Leader: Tom Graham, Business Administration Manager

Signature: k(O (/ §/ Date: “{-~ 25 ~ =2
. E )

Revision History

Original approval date: Update date: Revision approved date:;
ES PRI

Original effective date: Updatie effective date: Revision effective date:
I/rsi iz o ' ‘

Original communicated date: Revision communicated date:
2/25/3




Procedure
Department: Cperations
Applies to: Human Resources

Review responsibility:
Reviewed and revised:

Personnel Files

1.0 Detinitions
DTL 1 Record: demographic and wage adjustment record.

2.0 Procedure for new personnel files and information

1.

Recruitment and selection process. Recruiter initiates the recruitment

and selection process. The offer leiter, salaiy negotiations, resumes, and
all other documentis collected during the recruitment process are collected,

New emplovee orientation (NEOQ). The Reciuiter conducts NEO.

Employee completes emergency contacts, Equal Employment Opportunity
(EEQ), confidentiality agreement, -9, W4, direct deposit slip, keycard
activation form, and completes the Employee Orientation Checklist.

First review. Recruiter reviews all documents collected for compliance
completes the New Employee Orientation / HR Checklist. Recruiter
delivers completed documents to the Payroli Specialisi.

Second review. Payroll Specialist reviews all documents collected for
compliance. Payroli Specialist performs data entry and record keeping
process. Payroli Specialist will check off on the New Employee
Orientation / HR Checklisi when process is complete. ‘

a. Data entry and record keeping. Payroll Specialist enters all
employment data of the new employee into the Paylocity payrol
system. Payroll Specialist files the direct deposii forms with a voided
check and W4 into the payroll files. Payroll Specialist then delivers the
-9, EEQ, and newly created personnel file 1o HR Generalist. The
keycard activation form is delivered {o the Office Manager for filing.

 Third review. HR Generalist checks the New Employee Otientation / HR

Checklist for completion, verifies that salary and personal information is
eniered correctly into the Paylocity payroll system, signs off below the
Recruiter and Payroll signatures that all is complete. HR Generalist enters
all personal information as a DTL 1 record into PERS.

21  Procedure for existing personnesl illes and change requesis

1.

2‘.

HR Generalist fills ouf personnel Change of Status 1orm and gives to the
department manager.

Depariment manager signs and gets an Execuiive Manager’s signature for

any change in satary or employment classification change. Change of
Status form is routed to the Payroil Specialist.

Payroll Specialisi processes and signs the Change of StaLUS form and -
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routes to the HR Generalist.
4. HR Generalist validaies that changes occuired in Paylocity payroll system,
sighs the Change of Status form and files in the personnet file.

3.0 ReferencesiAppendices

4.0  Approval

This policy and procedure was approved by the following representative of Cover

Oregon.

Senior Leader: Tom Graham, Business Administraiion Manager

-~

Signature:

o (e

Date: {240 ( 2

Revision History

Eiginal approval date:

3yl

{Update date:

Revisioh approved date:

Original effective date:

E 'z,;;j /3

Upd';t; effective date:

Revision effective date:

—

1))

Original communicated date:

Revision communicated daie;

RE: Report Number A-10-13-22379
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