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Why GAO Did This Study 
PPACA resulted in significant changes 
to the private individual and small 
group health insurance markets in 
2014 that expanded the availability and 
affordability of coverage. However, 
some of these provisions reduced 
issuers’ ability to mitigate the risk of 
high-cost enrollees by limiting their 
ability to deny coverage or charge 
higher premiums based on individuals’ 
health risks and other factors. Issuers 
also faced increased risk starting in 
2014 because these provisions were 
expected to result in the enrollment of 
many previously uninsured individuals, 
who have unknown and potentially 
higher medical costs than the broader 
population. To limit these risks, PPACA 
required the establishment of three risk 
mitigation programs. 

GAO was asked to provide information 
on the design and development of 
these three programs and on issuer 
perspectives on them. In this report, 
GAO describes: (1) the factors that 
guided CMS’s design of these 
programs, (2) the data collection 
systems CMS developed for these 
programs, (3) CMS’s plans to monitor 
and evaluate the programs, and  
(4) issuer experiences with the 
programs. GAO reviewed regulations, 
guidance, and documentation about 
design and implementation activities 
and interviewed CMS officials. GAO 
also interviewed officials from a non-
representative sample of 12 issuers 
that offered individual market coverage 
in 2014 and were selected based on 
variation in enrollment, location, and 
market experience. 

What GAO Found 
The Centers for Medicare & Medicaid Services (CMS) considered market 
characteristics and program duration in designing the three programs mandated 
by the Patient Protection and Affordable Care Act (PPACA) to mitigate the risks 
issuers of health insurance faced starting in 2014. Each of the three programs—
risk adjustment, reinsurance, and risk corridors—was intended to account for a 
different source of issuer risk, such as enrollee health status or high-cost medical 
claims. CMS considered a range of market characteristics—including 
demographics and the availability of data—in making decisions about how to 
design each of the programs. CMS’s design decisions also reflected the 
temporary status of the reinsurance and risk corridors programs, which are set to 
expire after 3 years. While CMS considered similar Medicare risk mitigation 
programs during the design process, key differences in the markets served by 
Medicare and the PPACA programs resulted in different approaches to their 
design. 

CMS considered privacy and security concerns in developing systems for 
collecting issuer data for the risk mitigation programs and experienced multiple 
implementation delays. For example, for the risk adjustment and reinsurance 
programs, CMS elected to use a system that allows sensitive enrollee claims 
data to remain with issuers while providing CMS with only summary data. 
However, CMS delayed implementation of data collection systems for these 
programs by nearly a year as it revised its plans to reduce administrative burden 
and accommodate issuer preferences. Therefore, CMS was unable to provide 
issuers with most of the periodic, interim reports it had originally planned to 
generate throughout 2014. 

CMS developed or had plans to develop data verification or audit procedures for 
all three programs. CMS had also initiated efforts to evaluate the permanent risk 
adjustment program but had not finalized the details of the evaluation. In 
November 2014, CMS issued a request for contractors to submit bids to conduct 
a range of services, including research and development tasks for the risk 
adjustment program such as: analyze the impact of market and enrollee factors 
on the model; evaluate the accuracy of the program; and conduct research to 
support adaptation of the model. As of April 2015, CMS officials expected to 
award the contract in the spring of 2015, although the agency had not finalized a 
date for completing that evaluation. CMS’s continued effort to carry out this 
evaluation will be important to assessing the program’s success. 

Most of the 12 issuers GAO interviewed said that the three risk mitigation 
programs encouraged their participation in the individual health insurance 
market, and two of the programs allowed them to lower their premiums. Issuers 
identified design concerns specific to each PPACA risk mitigation program and 
provided mixed responses regarding the effect of CMS’s implementation delays 
and technical assistance. 

In commenting on a draft of this report, the Department of Health and Human 
Services described CMS’s data collection strategy for these programs and its 
efforts to ensure the appropriate level of technical support for issuers. 

View GAO-15-447. For more information, 
contact John Dicken at (202) 512-7114 or 
dickenj@gao.gov. 
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441 G St. N.W. 
Washington, DC 20548 

April 30, 2015 

The Honorable Lamar Alexander 
Chairman 
Committee on Health, Education, Labor, and Pensions 
United States Senate 

The Honorable Bob Corker 
United States Senate 

The Patient Protection and Affordable Care Act (PPACA), signed into law 
on March 23, 2010, contained a number of provisions that resulted in 
significant changes to the private individual and small group health 
insurance markets.1 Provisions took effect in 2014 to make coverage in 
these markets more available and affordable. However, some of these 
provisions reduced issuers’ ability to mitigate the risk of high-cost 
enrollees by establishing new rules that limit how much issuers can vary 
the premiums they charge certain individuals or groups.2

                                                                                                                     
1See, e.g., Pub. L. No. 111-148, §§ 1201, 1563(c)(1), formerly 1562(b)(1), 10103(a), 
10107(b)(1), 124 Stat. 119, 154, 264, 892, 911 (adding to and amending provisions in the 
Public Health Service Act pertaining to certain individual and small group plans, including 
requirements for premiums, availability of coverage, benefits and cost sharing) (codified 
as amended at 42 U.S.C. § 300gg et.seq.). 

 PPACA also 
introduced new requirements that prohibit issuers from denying coverage 
based on an individual’s health status. 

The private health insurance market includes individual and group coverage—including 
small and large group health plans. It does not include public health insurance coverage 
provided by the government, such as Medicare and Medicaid. Insurance offered by small 
employers is known as small group insurance and insurance offered by large employers is 
known as large group insurance. Some employers have self-funded coverage—where 
they pay health claims directly rather than purchase coverage through an insurance 
company—which may be operated by a third party administrator. Under PPACA, until 
2016, states have the option to define a “small employer” either as having from 1 through 
100 full-time equivalent employees or having from 1 through 50 full-time equivalent 
employees. Beginning in 2016, a “small employer” will be defined in all states as those 
with 100 or fewer full-time equivalent employees. Pub. L. No. 111-148, §§ 1304(b),  
124 Stat. 171 (codified at 42 U.S.C. § 18024(b)). 
2An issuer is an insurance company, insurance service, or insurance organization that is 
required to be licensed to engage in the business of insurance in a state. 
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To limit the increased risk that that issuers could face starting in 2014, 
PPACA also required the establishment of three risk mitigation programs: 
a permanent “risk adjustment” program and two temporary programs—
”reinsurance” and “risk corridors”—set to expire after 3 years.3 These 
three programs have also been referred to as “premium stabilization” 
programs by the Center for Medicare & Medicaid Services (CMS) and as 
“risk-sharing” programs by others, including by the American Academy of 
Actuaries.4

Given the focus of these three risk mitigation programs on improving the 
functioning of insurance markets, it is important that they be designed and 
implemented effectively, especially during the 3 years following their 
introduction. You asked that we provide information on CMS’s design and 
development of these programs and on issuer perspectives on them. In 
this report, we describe: 

 Each of these programs uses a different mechanism intended 
to both improve the functioning of the health insurance markets and 
stabilize the premiums that issuers charge for health coverage. CMS is 
responsible for designing and implementing the programs within the 
parameters set by PPACA and for monitoring their operation. 

1. the factors that guided CMS’s design of the three PPACA risk 
mitigation programs, 

2. CMS’s development of systems for issuers to submit data needed for 
these three risk mitigation programs, 

3. CMS’s plan to monitor and evaluate these three risk mitigation 
programs, and 

4. issuer experiences with these three risk mitigation programs during 
the first year of operation. 

To examine the factors that guided CMS’s design of the three PPACA risk 
mitigation programs, we reviewed CMS’s proposed and final regulations 
and other agency guidance and documents that describe design 
decisions. In addition, we interviewed CMS officials about their rationale 
for these design decisions; use of internal analyses, external experts, and 
consultants; and the extent to which the risk mitigation programs in 

                                                                                                                     
3See Pub. L. No. 111-148, §§ 1341, 1342, 1343, and 10104(r), 124 Stat. 208, 211, 212 
and 906 (codified at 42 U.S.C. §§ 18061-18063). 
4CMS is an agency within the Department of Health and Human Services (HHS). 
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Medicare Advantage and the Medicare prescription drug program 
informed their design decisions.5

To examine CMS’s development of data submission systems for these 
three risk mitigation programs, we reviewed regulations, guidance, and 
other agency documentation about implementation activities to date, 
including timelines for data collection and reporting of estimates of 
program payments and contributions. We also interviewed CMS officials 
about the schedule and decisions involved in implementation, as well as 
about their plans for issuing data and information related to these 
programs. 

 In addition, to obtain contextual 
information on the design of risk mitigation programs, we interviewed 
experts from organizations with expertise in insurance-related issues, 
such as the National Association of Insurance Commissioners and the 
American Academy of Actuaries. 

To examine CMS’s plan to monitor and evaluate these three risk 
mitigation programs, we reviewed agency documentation and interviewed 
CMS officials. We also reviewed CMS’s evaluations of the risk mitigation 
programs in Medicare. 

To examine issuer experiences with these three risk mitigation programs 
during the first year of operation, we interviewed a non-generalizable 
sample of 12 issuers. We selected our sample of issuers from the 291 
issuers that we determined sold a health plan in 2014 on the individual 
exchanges—marketplaces in each state where individuals can compare 
and select among insurance plans offered by participating private 

                                                                                                                     
5The Medicare program provides health coverage for persons age 65 or over, certain 
individuals with disabilities, and individuals with end-stage renal disease. Traditional fee-
for-service Medicare includes Part A, which generally covers hospital inpatient services, 
and Part B, which generally covers certain services not covered by Part A, such as 
physician and outpatient services. Beneficiaries enrolled in Parts A and B may choose to 
enroll in a managed care Medicare Advantage plan in lieu of Medicare fee-for-service. 
Also, since 2006, Medicare Part D—prescription drug coverage—has been available to 
Medicare beneficiaries.  
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issuers.6 In selecting issuers, we sought to achieve variation across a 
number of factors that could influence their experience with the three risk 
mitigation programs. Specifically, we selected larger and smaller issuers, 
as determined by beneficiary enrollment.7 We also considered whether 
the issuer operated in a state that had private insurance market 
protections prior to 2014 that were similar to those in PPACA.8 In 
addition, we ensured that our sample contained some issuers that were 
new to the 2014 individual market,9 including issuers that were newly 
established through the federally funded Consumer Operated and 
Oriented Plan (CO-OP) program.10

                                                                                                                     
6We selected issuers from among those offering coverage on the exchanges because 
plans in the exchanges are covered by all three of the risk mitigation programs, whereas 
plans offered outside of the exchanges vary in terms of which PPACA risk mitigation 
programs apply to them. We identified issuers offering coverage on individual exchanges 
in 2014 using data from CMS and individual states. For a full description of this 
methodology, see GAO, Patient Protection and Affordable Care Act: Largest Issuers of 
Health Coverage Participated in Most Exchanges, and Number of Plans Available Varied, 

 Of the 12 issuers that we interviewed, 
4 were issuers new to the individual insurance market in 2014, of which 2 
were CO-OPs. The other 8 issuers that we interviewed had provided 

GAO-14-657 (Washington, D.C.: Aug. 29, 2014). 
7We defined beneficiary enrollment using covered life-years, which represent the average 
number of lives insured, including dependents, on a pre-specified day over the 12 months 
in the reporting year. This information was developed based on issuer-reported medical 
loss ratio (MLR) data, which include enrollment data provided to CMS beginning in 2011, 
as required by PPACA. Pub. L. No. 111-148, §§ 1001(5), 1004, 10101(f), 124 Stat. 130, 
136, 140, 885 (adding § 2718 to the PHSA) (codified at 42 U.S.C. § 300gg-18). The MLR 
standards set by PPACA require issuers to spend a minimum percentage of plan 
premiums towards their enrollees’ medical care costs or issue rebates to those enrollees. 
Issuers must report these data to CMS every June and these data are based on the 
issuers’ experience for the prior calendar year. CMS Medical Loss Ratio Data, Public Use 
File for 2012, as of Aug. 1, 2013, downloaded from 
http://www.cms.gov/CCIIO/Resources/Data-Resources/mlr.html. 
8In 2012, we reported that Maine, Massachusetts, New Jersey, New York, and Vermont 
were the only states that reported having insurance market protections similar to those 
established in PPACA. See GAO, Private Health Insurance: Estimates of Individuals with 
Pre-Existing Conditions Range from 36 million to 122 Million, GAO-12-439 (Washington, 
D.C.: Mar. 27, 2012). 
9We determined whether an issuer in the individual exchange was new to the individual 
market in 2014 based on whether it had submitted individual market enrollment data to 
CMS as part of its 2012 MLR submission. 
10PPACA required the establishment of the CO-OP program, which provides loans to 
encourage consumer-governed, nonprofit issuers to offer health plans in the individual and 
small group exchanges. Pub. L. No.111-148, §§ 1322, 10104(l) 124 Stat. 187, 902 
(codified at 42 U.S.C. § 18042). 

http://www.gao.gov/products/GAO-14-657�
http://www.cms.gov/CCIIO/Resources/Data-Resources/mlr.html�
http://www.gao.gov/products/GAO-12-439�
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health insurance in the individual market prior to 2014, including 4 larger 
issuers and 4 smaller issuers. We assessed the reliability of the data from 
CMS and the states by reviewing documentation and performing data 
reliability checks, such as examining the data for missing values and 
obvious errors. After taking these steps, we determined the data were 
sufficiently reliable for our purpose of selecting a non-generalizable 
sample of issuers. We developed a structured interview protocol to gather 
consistent information from these 12 issuers about their perspectives on 
the three risk mitigation programs. In order to inform the development of 
the structured protocol, we interviewed officials from relevant 
organizations, such as America’s Health Insurance Plans, the Blue Cross 
Blue Shield Association of America, and the Association for Community 
Affiliated Plans. The interview protocol included questions about the 
design of the risk mitigation programs, the effect of these programs on 
issuer decisions to participate in the individual market and set premiums, 
and issuer experiences with the programs during the first year. Our 
findings are limited to those 12 issuers we spoke with and are not 
representative of the perspectives of all issuers. 

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

 
 

 
When issuers set their premiums, they consider a number of factors, such 
as trends in the cost of paying providers for medical services and data on 
the utilization of services in the population they are serving. Issuers are 
able to more accurately predict these costs when they have historic 
claims data for the population eligible to purchase coverage.11

                                                                                                                     
11Historic claims data is generally available for populations covered under public programs 
such as Medicare and Medicaid, as well as for populations that have had coverage over 
time through employer-based health plans. 

 However, 
issuers must also consider the risk that the cost of the healthcare 

Background 

Insurance Risk in Health 
Care 
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delivered to their enrollees will exceed the premiums that they developed 
based on historic claims data. 

Prior to the implementation of PPACA, issuers offering individual and 
small group market health insurance plans generally mitigated risks for 
unexpectedly high health care costs by tailoring premiums to specific 
individuals and small groups through a process known as medical 
underwriting and, in the individual market, by denying coverage to certain 
individuals based on factors such as health status.12 Issuers generally 
were not subject to uniform federal requirements in regards to rules for 
setting premiums and guaranteed issuance of coverage for individuals,13 
and therefore consumer protections varied among states.14 For example, 
we reported that, prior to the passage of PPACA, the majority of states 
did not prohibit issuers from denying enrollment of individuals because of 
their health status and issuers in many states were able to vary premiums 
based on the individual’s health status, gender, and age.15

 

 

Several PPACA provisions that became effective January 1, 2014, limited 
the ability of issuers to deny coverage or charge higher premiums to 
individuals and small groups based on health risks or certain other 
factors. For example, PPACA requires that issuers offering individual and 
small group market plans guarantee coverage regardless of the existence 

                                                                                                                     
12Medical underwriting is a process through which issuers consider the age, gender, 
health status, and other factors about individuals or small groups when determining their 
premium rate. 
13The Health Insurance Portability and Accountability Act of 1996 set certain minimum 
federal standards, such as guaranteed issuance of coverage in the small group market 
and guaranteed renewal of coverage in both the small group and individual markets. See 
Pub. L. No. 104-191, §§ 102(a), 111(a), 110 Stat. 1936, 1955, 1978 (pertinent provisions 
formerly codified at 42 U.S.C. §§ 300gg-11(a), 300gg-12(a) and currently codified at  
42 U.S.C. § 300gg-42(a)). 
14States have primary responsibility for regulating issuers’ premiums and coverage. For 
example, they may oversee premium setting by issuers and establish requirements for the 
amount of funds that an issuer must have to try to ensure that they can cover the 
expected medical needs of their enrollees.  
15GAO-12-439. 

PPACA Provisions 

http://www.gao.gov/products/GAO-12-439�
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of a person’s pre-existing conditions.16 Further, issuers are restricted in 
the amount they can vary premiums based on age and tobacco use, and 
they cannot set premiums for individual and small group plans based on 
an individual’s health status, gender, or other characteristics.17

PPACA also included a requirement that most individuals purchase health 
insurance or pay a tax penalty if coverage meeting affordability standards 
is available (this is known as the “individual mandate”).

 As a 
result, issuers may have an incentive to try to attract healthier individuals 
through certain marketing practices, benefit designs, drug formularies, 
and provider networks, leaving to other issuers those individuals who are 
in worse health and likely to require costly medical care. 

18 As a result, 
many previously uninsured individuals entered the insurance market, 
possibly for the first time, and issuers lacked historical information about 
their health care and use of medical services.19

                                                                                                                     
16Pub. L. No. 111-148, §§ 1201, 1563(c), formerly 1562(c)(1),10107(b)(1), 124 Stat. 154, 
264, 911 (amending SSA § 2704) (codified as amended at 42 U.S.C. § 300gg-3). A pre-
existing condition is a health condition that exists before someone applies for or enrolls in 
a new health insurance plan. 

 In addition, previously 
uninsured individuals who are most in need of health care may be more 
likely than others to purchase insurance during the transition, resulting in 
a pool of enrollees that have unknown and potentially higher medical 
costs than the broader population. In this situation, issuers might set plan 
premiums higher than they would otherwise due to uncertainty about 
enrollees’ health status. 

17Pub. L. No. 111-148, §§ 1201, 10103(a), 124 Stat. 154, 892 (adding SSA § 2701) 
(codified at 42 U.S.C. § 300gg). Issuers’ use of age in setting premiums is limited by the 
requirement that the premium for an older adult can be no greater than three times the 
premium they charge to a younger adult. Similarly, PPACA does not allow issuers to 
charge tobacco users more than 1.5 times what they charge those who do not use 
tobacco. Premiums may also vary based on whether a plan covers an individual or family 
and on geographic area. 
18Pub. L. No. 111-148, §§ 1501, 10106, 124 Stat. 242, 907, as amended by Pub. L.  
No. 111-152, §§ 1002, 1004, 124 Stat. 1029, 1032 (codified as amended at 26 U.S.C.  
§ 5000A and 42 U.S.C. § 18091). 
19The Congressional Budget Office projected in April 2014 that 12 million more nonelderly 
people would have health insurance in 2014 than would have had it in the absence of  
the PPACA. They also projected that 19 million more people would be insured in 2015,  
25 million more in 2016 and 26 million more in each year from 2017 through 2024 than 
would have been the case without the PPACA. Congressional Budget Office, Updated 
Estimates of the Effects of the Insurance Coverage Provisions of the Affordable Care Act, 
April 2014 (Washington, D.C.: April 2014). 
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PPACA also required the creation in all states of health insurance 
exchanges—marketplaces where individuals and small employers can 
compare and select among insurance plans offered by participating 
private issuers.20

PPACA does not require issuers offering coverage in the individual and 
small group markets to offer plans through the exchanges but, with limited 
exceptions, issuers in these markets are required to comply with other 
provisions, such as requiring coverage of specified benefit categories at 
standardized levels of cost-sharing and prohibitions on annual and 
lifetime limits on the dollar value of required benefits. Some of these 
market reforms do not apply to “grandfathered plans.”

 To participate on the exchanges issuers must offer 
plans that meet certain state and PPACA requirements for benefit design, 
rate setting, and other factors. Approved plans are referred to as qualified 
health plans. It is through the exchanges that qualifying individuals may 
apply for premium tax credits and cost-sharing reductions, and certain 
small employers may apply for small business health insurance tax 
credits. Issuers participating in an exchange must meet certain criteria; for 
example, criteria related to marketing, provider networks, and 
accreditation. 

21

 

 

To mitigate issuer risk in the individual and small group health insurance 
markets, PPACA required the creation of the permanent risk adjustment 
program and temporary reinsurance and risk corridors programs. States 
have the option to either establish their own state-run risk adjustment and 
reinsurance programs or allow the federal government to administer 

                                                                                                                     
20Pub. L. No. 111-148, §§ 1311, 1321, 10104(e)-(h), 10203(a), 124 Stat. 173, 186, 900, 
901, 927 (codified at 42 U.S.C. §§ 18031 and 18041). The exchanges for small employers 
are referred to as Small Business Health Options Program (SHOP) exchanges. 
21A grandfathered health plan refers to an existing plan in which at least one individual 
has been enrolled since March 23, 2010. These plans are subject to fewer requirements 
than plans established later. To maintain grandfathered status, a plan must avoid certain 
changes to benefits, cost-sharing and employer contributions. Grandfathered plans 
generally cannot enroll new groups or individuals. 

PPACA Risk Mitigation 
Programs 
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these programs.22

Each of the risk mitigation programs applies to a different group of 
issuers. For example, the risk adjustment program transfers funds among 
individual and small group market issuers, while the reinsurance program 
collects funds from all issuers and third party administrators on behalf of 
group health plans and distributes it to only individual market issuers. 
Further, issuers do not have to comply with these requirements for certain 
types of plans. Specifically, grandfathered plans do not participate in the 
risk adjustment program, and they do not receive reinsurance payments. 
Similarly, HHS determined in 2013 that states could decide whether to 
allow enrollees to continue coverage under certain non-grandfathered 
plans established prior to 2014.

 The Department of Health and Human Services (HHS) 
is required to administer the risk corridors program. 

23 These plans—referred to as transitional 
plans—did not have to comply with all PPACA provisions and do not 
participate in the reinsurance or risk adjustment programs.24

For a summary of each program’s key functions, years of operation, and 
the issuers required to participate, see table 1. 

 

  

                                                                                                                     
22Only states that operate their own individual or small group exchanges have the option 
to establish a risk adjustment program, while any state could choose to establish a 
reinsurance program. According to CMS officials, Massachusetts is the only state that 
elected to administer its own risk adjustment program, and Connecticut is the only state 
that elected to administer its own reinsurance program. 
23Centers for Medicare & Medicaid Services, Center for Consumer Information & 
Insurance Oversight Letter to Insurance Commissioners (Washington, D.C.: Nov. 14, 
2013). The Center for Consumer Information & Insurance Oversight (CCIIO), within CMS, 
is responsible for overseeing the implementation the provisions of PPACA related to 
private health insurance. 
24Transitional plans must comply with PPACA provisions that started immediately after the 
law’s passage—such as preventive care with no cost-sharing and no annual limits. 
However they do not have to comply with provisions that began on January 1, 2014, such 
as guaranteed issuance of coverage, adjusted community rating, and a single risk pool. In 
March 2014, CMS extended this policy, allowing transitional plans to be renewed until 
October 1, 2016, meaning that some transitional plans could persist through September 
2017. Also, student health plans and self-funded plans do not participate in the risk 
adjustment program. Centers for Medicare & Medicaid Services, Center for Consumer 
Information & Insurance Oversight Letter to Insurance Commissioners (Washington, D.C.: 
Mar. 5, 2014). 
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Table 1: PPACA Risk Mitigation Program Key Function, Time Frame, and Participating Issuers 

Program Risk adjustment Reinsurance Risk corridors 
Key function Transfers funds from issuers with 

lower-risk enrollees to those with 
higher-risk enrollees 

Makes payments to issuers that incur 
high claims costs for enrollees 

Limits issuer losses and profits 

Time frame Permanent Three years: 2014 through 2016 Three years: 2014 through 2016 
Issuers required to 
participate 

Issuers with individual and small 
group market plans, both inside 
and outside the exchanges, with 
the exception of grandfathered, 
transitional, and self-funded 
plans. 

All issuers and third party 
administrators on behalf of group 
health plans contribute funding. 
Issuers of individual market plans 
both inside and outside the 
exchanges are eligible to receive 
payments, with the exception of 
grandfathered and transitional plans. 

Issuers of qualified health plans in 
the individual and small group 
markets both inside and outside 
the exchanges. 

Source: GAO analysis of PPACA, HHS regulations, and information from the Henry J. Kaiser Family Foundation and the Commonwealth Fund.  |  GAO-15-447 

Risk adjustment provides a way to correct for market imbalances that 
occur when some issuers attract a larger share of enrollees at low risk for 
expensive claims and other issuers attract a larger share of enrollees at 
high risk for expensive claims. Risk adjustment programs have previously 
been used in Medicare Advantage—the managed care option for 
Medicare beneficiaries—and Medicare Part D—the Medicare prescription 
drug program. PPACA’s requirements for the design of the risk 
adjustment program allowed for discretion by CMS in the design of the 
program. Under the program designed by CMS, payments are transferred 
from issuers with a larger share of enrollees at low risk for expensive 
claims to those with a larger share of enrollees at high risk for expensive 
claims. The amount to be transferred between issuers is determined 
using the following steps: 

• determine individual enrollee risk scores—for example, how much 
more or less costly each enrollee is expected to be relative to the 
average enrollee—based on demographic and diagnostic information; 

• determine the average risk score for each plan based on individual 
enrollee risk scores plus adjustments for a variety of factors, such as 
the extent of enrollee cost-sharing in the plan; 

• compare each plan’s average risk score to the average risk score of 
the market within its geographic area; and 

• calculate the amount that CMS will transfer between issuers. 

 

Risk Adjustment Program 
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Reinsurance programs are designed to limit issuer risks for enrollees with 
very high-cost claims. Such reinsurance coverage has traditionally been 
available to issuers in the private insurance market, Medicare Part D, and 
through state-subsidized programs. Generally, a provider of reinsurance 
assumes full or partial liability when costs for any single enrollee during a 
year exceed a specified dollar threshold, while the issuer is usually 
required to retain at least some liability for costs so that it will have an 
incentive to continue managing the enrollee’s care. 

Under the PPACA reinsurance program, CMS expects that premium 
increases that might otherwise occur in the individual health insurance 
market because of the increased enrollment of higher risk individuals will 
be limited.25 CMS collects contributions from all issuers and third party 
administrators based on the size of their enrollment and then transfers 
payments to issuers in the individual market, both inside and outside the 
exchanges, that have enrollees with high claims costs. PPACA specified 
the total amount issuers are to contribute each year to cover payments for 
enrollees with high claims costs.26

                                                                                                                     
25According to CMS, increased enrollment of higher risk individuals in 2014 potentially 
included those previously enrolled in high-risk pools that offered health insurance to 
individuals unable to purchase affordable coverage in the private market because of pre-
existing conditions. PPACA established a temporary federal high-risk pool program to 
provide coverage when PPACA provisions prohibiting issuers from denying coverage 
based on an individual’s health status became effective in 2014.  

 For example, the amount of 
reinsurance funds that was to be collected from and distributed to issuers 
for the 2014 benefit year was $10 billion. Each year CMS specifies the 
per-enrollee contribution issuers must make and the parameters for 
determining the amount to be paid to issuers for their high cost enrollees. 
These payment parameters define the two elements that are used to 
calculate issuers’ reinsurance payments: “attachment point,” which is the 
dollar value above which an enrollee is considered high-cost and when 
reinsurance payments would begin, and the “coinsurance rate”, which is 
the percentage of issuer cost above the attachment point and below the 
cap of $250,000 that is eligible for reimbursement. For example, for 2014, 
CMS determined an attachment point of $45,000 and a coinsurance rate 

26Pub. L. No. 111-148, §§ 1341, 10104(r), 124 Stat. 208, 90642 (pertinent provision 
codified at U.S.C. § 18061(b)(3)(B)). The contribution amount may include an additional 
amount to fund the administrative expenses of the applicable reinsurance entity. In 
addition to the annual total contribution amounts specified, each issuer’s contribution 
amount will reflect a proportionate share of an additional specified amount for calendar 
years 2014 through 2016.  

Reinsurance Program 
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of 80 percent, which means that CMS reimburses issuers for 80 percent 
of an enrollee’s medical costs above $45,000 and up to $250,000. Costs 
above the $250,000 cap are fully paid by the issuer. For the reinsurance 
program contribution amounts and payment parameters for 2014 through 
2016, see table 2. 

Table 2: Contribution Amounts and Payment Parameters for the PPACA Reinsurance Program, 2014-2016 

 Benefit year 
Contribution amounts or payment parameter 2014 2015 2016 
Total contribution amounts for reinsurance payments $10 billion $6 billion $4 billion 
Total additional contribution amounts $2 billion $2 billion $1 billion 
Contribution rate per enrollee $63 a $44 $27 
Attachment point $45,000 $45,000 $90,000 
Coinsurance rate 80% 50% 50% 
Cap $250,000 $250,000 $250,000 

Sources: GAO analysis of PPACA and HHS regulations.  |  GAO-15-447 

Notes: The attachment point is the dollar value threshold above which an enrollee is considered 
“high-cost.” The coinsurance rate is the percentage of issuer costs above the attachment point and 
below the cap that is eligible for reimbursement. 
a

A risk corridors program, as has been used in Medicare Part D, helps limit 
excessive issuer profits or losses that may result from market volatility or 
inaccurate rate setting. Under the PPACA risk corridors program, CMS 
and issuers of qualified health plans may share in profits and losses that 
exceed a certain threshold. The program determines profits and losses by 
comparing an issuer’s actual spending to its expected spending. The 
actual spending is known as “allowable costs”—costs for medical care 
claims, quality improvement, and health information technology. The 
expected spending is known as the “target amount”—premiums collected 
less certain administrative costs and profits. 

The contribution rate issuers pay per enrollee is determined each year based on dividing the sum of 
the total contribution amounts and total additional contributions amounts and estimated administrative 
expenses by the estimated number of enrollees in plans that make reinsurance contributions. 

CMS will make program payments to an issuer if its losses exceed a 
certain threshold, and issuers whose profits exceed a certain threshold 
will make program payments to CMS. The amount of that payment 
depends on the extent of the losses or profits. Issuers with allowable 
costs within a specified range, or corridor, of the target amount do not 
make or receive any payments. In total, the program has three corridors: 
one for issuers whose costs are within the specified range, and two 
others for issuers with relatively greater or lesser costs compared to the 

Risk Corridors Program 
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target amount. When an issuer’s costs are within 3 percent of its target 
amount, between 97 and 103 percent, the issuer makes no payments and 
receives no payments. Issuers whose profit or loss is greater than  
3 percent of its target amount share in that profit or loss with CMS. An 
issuer whose profit or loss is greater than 8 percent of its target amount 
will pay a greater portion of its profit or will be reimbursed for a greater 
portion of its loss. (See fig. 1.) 

Figure 1: PPACA Risk Corridors Program Payment Thresholds for Issuers of 
Qualified Health Plans 

 
 
 
PPACA directed HHS to consider the design of the Medicare risk 
mitigation programs in developing the PPACA risk mitigation programs, 
although it also set requirements that differed from the Medicare 
programs.27

                                                                                                                     
27PPACA indicates that for risk adjustment, HHS “may utilize” criteria and methods similar 
to those used under Medicare Advantage and Medicare Part D. For the risk corridors 
program, PPACA indicates that the risk corridors program “shall be based on” that used in 
Medicare Part D. See PPACA, Pub. L. No. 111-148, §§ 1342(a) and 1343(b), 124 Stat. 
211, 212 (codified at 42 U.S.C. §§ 18062(a) and 18063(b)) (pertaining to risk corridors and 
risk adjustment, respectively). 

 While PPACA established the risk corridors and reinsurance 

Risk Mitigation Programs 
in Medicare 
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programs as temporary programs for the 3-year period 2014 through 
2016, the Medicare Part D programs were not required to be temporary 
and have operated since 2006. In addition, according to CMS, the 
PPACA risk adjustment and reinsurance programs are budget neutral, in 
that payments to issuers will be adjusted to reflect, and not exceed, 
contributions. CMS originally indicated that the PPACA risk corridors 
program would not be operated in a budget neutral manner but 
subsequently indicated its intent to operate the program as budget neutral 
in 2014 and 2015, and then in 2016, if collections are insufficient to make 
payments, it would use other sources of funding subject to availability. For 
the Medicare Advantage and Medicare Part D risk mitigation programs, 
the payments that CMS makes to issuers are not limited to issuer 
contributions. 

 
CMS considered a range of insurance market characteristics—such as 
demographics and the availability of market data—in making decisions 
about how to design PPACA’s three risk mitigation programs. CMS’s 
design decisions also reflected the temporary status of the reinsurance 
and risk corridors programs. 

 

 

 

 

CMS Considered 
Market 
Characteristics and 
Program Duration 
When Designing 
PPACA’s Three Risk 
Mitigation Programs 
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While the Medicare risk adjustment programs served as the basis for the 
PPACA risk adjustment program, CMS’s design of the PPACA program 
reflects key differences that exist between Medicare and PPACA markets, 
including differences in demographics, the availability of enrollee data, 
and each program’s benefit design and premium-setting structure.28 For 
example, while Medicare primarily serves the elderly and certain 
individuals with disabilities, the markets covered by the PPACA risk 
adjustment program provide coverage for the general non-elderly 
population. Therefore, while both the Medicare and PPACA risk 
adjustment programs incorporate information about enrollee age when 
estimating risk, the PPACA program includes separate analyses for 
infants, children, and adults to reflect the inherent differences in the 
medical needs and costs of these three population groups. On the other 
hand, the PPACA risk adjustment program does not incorporate certain 
demographic characteristics that are important for the Medicare 
population, such as Medicaid enrollment, and whether an individual 
resides in a nursing home.29

In designing the PPACA risk adjustment program, CMS also had to 
account for uncertainty surrounding the population that would enroll in 
2014 health plans and for the lack of historical claims data for this 
population. Therefore, to develop risk adjustment rates for different age, 
sex, and diagnostic categories, CMS used claims data from private health 
plans including employer-based plans for a population that was similar to 
those individuals expected to enroll in individual and small group 
coverage in 2014.

 

30

                                                                                                                     
28CMS used multiple approaches to obtain input on how to design a risk adjustment 
program for enrollees in the individual and small group markets both on and off the health 
insurance exchanges. For example, the agency obtained comment through the rule 
making process between 2011 and 2014; issued a white paper in September 2011 
introducing design options to obtain feedback; and held a major meeting with stakeholders 
in May 2012. 

 CMS also chose to develop a concurrent risk 
adjustment program model, which uses enrollees’ diagnoses during the 
current benefit year as the basis for developing the risk scores for that 
same year. In contrast, historical claims data was available on the 

29Medicaid is a federal-state health financing program for low-income and medically needy 
individuals. 
30The PPACA risk adjustment model was calibrated using data from the Truven Health 
Analytics 2010 MarketScan Commercial Claims and Encounters database for individuals 
living in all states, aged 0 to 64, enrolled in private health insurance plans. 

CMS’s Design of the Risk 
Adjustment Program 
Reflects Multiple Factors 
That Influence Cost 
Variation in the Individual 
and Small Group Markets 
under PPACA 
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Medicare population and its risk adjustment program is a prospective 
model, which uses data from a prior year to calculate the risk adjustment 
score in the current benefit year.31

CMS also considered other market characteristics in designing the 
PPACA risk adjustment program, such as the option for issuers to offer 
different benefit levels and the availability of subsidies that may affect 
enrollees’ use of health services. As with demographics and the 
availability of enrollee data, these characteristics are different in the 
Medicare and PPACA markets. See table 3 for additional information 
about key market characteristics and design features of the Medicare 
Advantage and PPACA risk adjustment programs.

 

32

  

 

                                                                                                                     
31Generally, a concurrent approach to risk adjustment places greater weight than does a 
prospective model on acute conditions that occur in a given year, while the prospective 
approach emphasizes ongoing chronic conditions that persist from the prior year into the 
current year. 
32Since the Medicare Part D risk adjustment program is built on the Medicare Advantage 
risk adjustment program and is limited to coverage for prescription drugs, it is not 
separately described in this table. 
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Table 3: Medicare Advantage and PPACA Market Characteristics and Risk Adjustment Program Features 

 Risk Adjustment Program Features 
Market 
Characteristics Medicare Advantage (MA) PPACA 
Population 
demographics 

• Serves the elderly and certain individuals with 
disabilities. 

• Calculates relative risk for enrollees based on 
age, sex, and other factors such as Medicaid 
enrollment, disability status, and whether an 
individual resides in a nursing home. 

• Is based on groupings of diagnostic categories 
that reflect the health experiences of elderly 
population. 

• Serves the general non-elderly population. 
• Includes separate risk adjustment models for 

adults, children and infants. Is based on groupings 
of diagnostic categories that reflect the health 
experiences of the non-elderly population. 

The availability and use 
of market data 

• Developed using available diagnostic data 
from the Medicare population. 

• Uses prior-year diagnostic information to 
estimate relative costs for the current benefit 
year. This type of model emphasizes the 
impact of ongoing chronic conditions on costs. 

• Does not use prescription drug data to capture 
diagnostic information. 

• Is based on claims data from private insurance 
market for a population that was expected to be 
similar. 

• Uses current-year information to estimate relative 
costs. This type of model tends to emphasize the 
impact of current year acute health events on 
costs. 

• Does not use prescription drug data to capture 
diagnostic information. 

Benefit and premium 
options 

• MA plans must provide a minimum basic set of 
benefits and charge all plan enrollees the 
same premium. 

• Issuers may offer different benefit levels within 
certain actuarial guidelines and they may charge 
different premiums and have different levels of 
cost-sharing (deductibles and co-pays). 

• Different levels of cost-sharing may affect an 
enrollee’s use of health services and the plan’s 
costs, which is factored into the risk adjustment 
calculation. 

Subsidies • Not applicable • Income-based subsidies are provided to some 
enrollees, which may affect their use and cost of 
health services. 

• An adjustment for enrollee subsidies is thus 
factored into the risk adjustment program. 

Issuer payment and 
budget neutrality 

• Uses enrollee risk scores to determine the risk-
adjusted capitation payment from the Medicare 
program to the plan. Risk adjustment is 
incorporated into payments made to issuers in 
the current benefit year. 

• No risk transfers among Medicare plans. Risk 
adjustment is not inherently budget neutral. 

• Calculates retroactively a “transfer” payment in the 
year following the benefit year, charging plans with 
relatively lower average risk and paying plans with 
relatively higher average risk. 

• The transfer calculation is designed to be budget 
neutral—charges and payment transfers sum to 
zero—within a market, within a state. 

Source: GAO analysis of HHS documents.  |  GAO-15-447 
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CMS indicated that it designed the PPACA reinsurance program to 
minimize administrative burden for issuers and maximize simplicity, in 
part because the program is temporary. For example, CMS initially 
proposed basing the amount an issuer contributes to the reinsurance pool 
on a percent of the premiums paid by each of its enrollees. CMS 
indicated that this would be the fairest method as it would ensure that 
issuers with higher premiums and costs—and thus potentially higher 
reinsurance claims—contribute additional funds towards reinsurance. 
However, because of the temporary nature of the reinsurance program, 
and after reviewing comments from rule-making, which included 
comments from issuers, CMS ultimately chose to base contributions on a 
flat per-enrollee amount because it is more straightforward for issuers and 
less complex for CMS to administer.33 Additionally, in establishing the 
basis for identifying enrollees as high-cost, CMS chose to use actual 
claims costs incurred by the plan for each enrollee, rather than a list of 
medical conditions identified as high risk. Although CMS acknowledged 
that payments made solely on the basis of actual claims costs may not as 
strongly encourage efficient care, CMS chose this approach because 
issuers would still be responsible for costs above the reinsurance cap and 
because it was simpler and consistent with the structure of other 
reinsurance programs.34

                                                                                                                     
33PPACA: Standards Related to Reinsurance, Risk Corridors and Risk Adjustment, HHS 
final rule, 77 Fed. Reg. 17220, 17227 (Mar. 23, 2012) (preamble, II.C.3.). 

 CMS also initially proposed that issuers 
determine whether an enrollee’s costs exceeded the attachment point 
based on claims for essential health benefits in order to ensure that 

34CMS acknowledged the concern that there may be less incentive for issuers to control 
costs after the attachment point is reached if they are not responsible for paying the 
claims after that point. However, the agency noted that because reinsurance will only 
reimburse a portion of the costs above the attachment point, and no costs above the 
reinsurance cap, there will still be incentives for issuers to encourage efficient care. 

CMS’s Design of the 
PPACA Reinsurance and 
Risk Corridors Programs 
Reflects Their Temporary 
Nature and Specific 
Characteristics of the 
Insurance Market under 
PPACA 
PPACA Reinsurance Program 
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reinsurance payments are based on a comparable set of benefits across 
issuers.35

CMS also considered specific characteristics of the insurance market 
under PPACA when designing the reinsurance program. For example, 
CMS developed a model to estimate market enrollment and expenditures 
in 2014 to help it set the rate that each issuer must contribute per enrollee 
in order for CMS to collect the full amount authorized by PPACA.

 However, CMS subsequently decided to use all covered 
benefits—not only essential health benefits—because of the 
administrative burden for issuers of distinguishing claims for essential 
health benefits from other claims. 

36 CMS 
also used the model to estimate what payment parameters—the 
attachment point, coinsurance rate, and cap—would allow it to distribute 
the full collected amount.37

                                                                                                                     
35PPACA: Standards Related to Reinsurance, Rick Corridors and Risk Adjustment, HHS 
proposed rule, 76 Fed. Reg. 41930, 41935 (July 15, 2011) (preamble, II.C.4.). PPACA 
defines essential health benefits as 10 broad categories of health care services, which 
include ambulatory patient services, emergency services, hospitalization, maternity and 
newborn care, mental health and substance abuse disorder services, prescription drugs, 
rehabilitative and habilitative services and devices, laboratory services, preventive 
services and chronic disease management, and pediatric services (including dental and 
vision). In addition to essential health benefits, issuers may offer additional benefits as 
part of a plan, such as state-required benefits. 

 In addition, when deciding how to allocate 

36The Affordable Care Act Health Insurance Model uses Current Population Survey data 
and was developed with reference to existing models such as those of the Congressional 
Budget Office and the CMS Office of the Actuary to characterize medical expenditures 
and enrollment choices across the 2014 market place. The model predicts coverage 
status of individuals and incorporates the effects of state and federal policy choices. See 
PPACA: HHS Notice of Benefit and Payment Parameters for 2014, CMS final rule,  
78 Fed. Reg.15410, 15461 (Mar. 11, 2013)(preamble.III.C.3.a).  
37Because the issuer contribution rate for 2014 was based on an estimate of the total 
number of enrollees in the 2014 market, it is possible that the total amount actually 
collected may vary from the target amount if the estimate is inaccurate. Similarly, because 
the payment parameters are based on estimated expenditures for 2014, actual requests 
for payment by issuers may be greater or less than $10 billion. CMS has indicated that if 
reinsurance contributions do not equal the requests for reinsurance payments, it will make 
a proportional adjustment up or down to be applied to all requests from issuers for 
reinsurance payments for high-cost cases. CMS can adjust the coinsurance rate in any 
benefit year and has indicated that for the final program year of 2016, if there are excess 
contributions, it will increase the coinsurance rate up to 100 percent. CMS has determined 
that it will collect reinsurance contributions for benefit year 2014 in two installments. The 
first installment, due on January 15, 2015, is intended to cover reinsurance payments to 
issuers. The second installment, due on November 15, 2015, is intended to cover the 
additional contribution amount required in PPACA and administrative costs. Payments to 
issuers that reported high cost enrollees during 2014 will be made beginning in July 2015. 
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reinsurance payments, CMS considered the variation among states in the 
relative size of the individual and group insurance markets that could 
affect the balance of contributions and payments. CMS determined that 
the availability of reinsurance contributions to make payments will vary 
significantly between states, and some states may not have sufficient 
contributions to meet the need for all reinsurance payments in that state. 
Therefore, after initially proposing that contributions would remain in each 
state, CMS determined that contributions would be pooled nationally and 
then distributed to issuers. CMS also modified the reinsurance program to 
accommodate market changes resulting from its policy allowing states to 
renew certain transitional plans until October 2, 2016. As a result of this 
policy, CMS was concerned that healthier individuals were more likely to 
remain enrolled in these non-PPACA compliant transitional plans, leaving 
less healthy and higher-cost individuals to enroll in PPACA-compliant 
plans. Because the policy was implemented in November 2013, after 
issuers had set their premiums for 2014, there was an increased risk that 
the premiums would not be adequate to cover higher than anticipated 
claims costs. Therefore, in March 2014, CMS lowered the attachment 
point for 2014 from $60,000 to $45,000 to provide increased protection to 
plans that enrolled individuals with high costs. 

While various aspects of the risk corridors program were prescribed in 
statute, CMS officials told us that, due to the temporary nature of the 
program, they sought to minimize issuer burden for the elements of the 
program that were left to the agency’s discretion. Specifically, CMS 
aligned the risk corridors program formula with the definition of allowable 
costs under the medical loss ratio (MLR) requirements that issuers have 
been required to meet since 2011.38

CMS modified the risk corridors program for the 2014 and 2015 benefit 
years to account for changes to the insurance market resulting from its 
policy to let states allow continued coverage by non-PPACA compliant 
transitional plans. CMS noted that issuers may incur increased claims 

 For example, under both programs, 
the cost of certain health care quality improvement activities—such as 
developing quality data reporting—and certain health information 
technology activities are included in “allowable costs” and profits are 
included in “allowable administrative costs.” 

                                                                                                                     
38For more information about MLR requirements, see GAO, Private Health Insurance: 
Early Effects of Medical Loss Ratio Requirements and Rebates on Insurers and Enrollees, 
GAO-14-580 (Washington, D.C.: Jul. 10, 2014). 
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costs because of this policy, but were not able to incorporate assumptions 
about additional costs into their premium rates because the policy was 
initiated after issuers had set their premiums. Therefore, CMS made 
certain adjustments to the risk corridors calculation to allow issuers to 
retain a larger share of profits. For benefit year 2014, CMS planned to 
make adjustments based on the number of enrollees in each state’s 
transitional plans. For benefit year 2015, CMS established a national 
adjustment to the risk corridors program formula, regardless of the 
presence of transitional plans in the state. 

CMS guidance to issuers about how it will manage the risk corridors 
program if collections do not cover required payments changed 
significantly over time: 

• In March 2013, CMS confirmed that it would make payments to 
issuers as required under PPACA, and would not operate the risk 
corridors program in a budget neutral manner.39

• In March 2014, after issuers had set 2014 premiums and after the 
start of the benefit year, CMS indicated that it would seek to operate 
the risk corridors program in a budget neutral manner by making all 
risk corridors payments with risk corridors collections.

 

40 In April 2014 it 
issued further guidance explaining that if collections were insufficient 
for one year, the agency would reduce risk corridors payments to 
issuers proportionately and later use funds collected in the next year 
to make full payments. CMS also noted that it would issue future 
guidance indicating what it would do if collections did not cover 
payments as of the final year of the risk corridors program.41

• In February 2015 CMS clarified what it would do in the event that risk 
corridors program collections for the three years of the program were 

 

                                                                                                                     
39PPACA: 78 Fed. Reg. 15410, 15472 (Mar. 11, 2013) (preamble, III.D.1.)( discussion of 
definition of “profits”). The Medicare Part D risk corridors program has generally resulted 
in net payments to the government: Medicare Part D plans have overestimated their costs 
under this program and have returned funds to the federal government in most years. See 
Congressional Research Service, Risk Corridor Provisions under Medicare Part D, the 
Medicare Advantage Regional Program, and ACA Private Health Insurance Market 
Reforms (Washington, D.C. July 2014). 
40PPACA: HHS Notice of Benefit and Payment Parameters for 2015, CMS final rule,  
79 Fed. Reg. 13744, 13787 (Mar. 11, 2014) (preamble, I, III.C.4.d.). 
41Centers for Medicare & Medicaid Services, Memo on Risk Corridors and Budget 
Neutrality (Washington, D.C.: April 11, 2014). 
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not sufficient to cover payments to issuers. CMS indicated that “in the 
unlikely event of a shortfall in the 2016 benefit year, HHS will use 
other sources of funding, subject to availability of appropriations.”42

 

 

CMS chose data collection systems for the risk mitigation programs that 
were intended to address privacy and security concerns and maximize 
efficiencies. CMS delayed implementation of the new data collection 
system for the risk adjustment and reinsurance programs by nearly a year 
as it revised its plans for implementing the distributed data approach. 
Because of these changes, the agency was not able to adhere to its 
original timeline for collecting and reporting data to issuers. 

 

 

 
CMS chose a data collection system for the risk adjustment and 
reinsurance programs that was intended to address privacy and security 
concerns and to maximize efficiencies across the programs. According to 
CMS, the system it developed—known as the distributed data 
approach—allows enrollee claims data, which are needed to calculate 
risk adjustment payments and charges and reinsurance payments and 
contributions, to remain on the issuers’ own servers. CMS provides each 
issuer with software to calculate contributions but only the summary 
reports generated by CMS’s software are sent to the agency and not the 
actual claims data. CMS told us that the system was designed to  
(1) address privacy and data security concerns by minimizing the number 
of transfers and amount of enrollee health information transferred,  
(2) ensure that issuers’ proprietary data remains with the issuer, and  
(3) standardize software processes, timing, and rules uniformly across 
issuers. 

CMS elected to use the distributed data approach after considering 
comments from the industry through its rule-making process. In particular, 
CMS initially considered three data collection options: a centralized data 
collection system in which issuers send individual enrollee claims data 

                                                                                                                     
42PPACA: HHS Notice of Benefit and Payment Parameters for 2016, CMS final rule,  
80 Fed. Reg. 10750,10779 (Feb. 27, 2015) (preamble, III.C.4.b.). 
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directly to CMS, a state-level approach in which states collected enrollee 
claims data on behalf of CMS, and the distributed data approach. CMS 
indicated that it received many comments in favor of the distributed data 
approach because of the increased privacy and the fact that it eliminated 
the administrative complexity of issuers transmitting claims data to CMS. 

In selecting the distributed data approach, however, CMS identified 
potential tradeoffs. Specifically, it noted that this approach raises the 
possibility that issuers could make errors when calculating their risk 
scores. To address this concern, the agency said that it would augment 
its data audit processes. CMS also indicated that some issuers, 
particularly smaller companies, may be challenged by the administrative 
complexity of the distributed data approach, and therefore this approach 
may require more resources from CMS to support issuers with 
implementation. 

CMS decided to leverage the distributed data approach to collect data for 
both the risk adjustment and reinsurance programs in order to maximize 
efficiency. As reinsurance is a temporary program, agency officials 
believed it was not worth the resource investment for issuers or CMS to 
develop a separate data collection system. As a result, the distributed 
data approach is used for both programs, and issuers submit data to 
CMS on the same schedule for both programs. 

For the risk corridors program, CMS officials said that the agency is using 
an existing data system in an effort to maximize efficiency. Issuers will 
submit data to CMS for calculating payment transfers through CMS’s 
Health Insurance Oversight System (HIOS), which issuers already use to 
submit MLR data. Specifically, issuers use HIOS to submit data on their 
total medical claims costs, expenses for quality improvement activities, 
premiums, taxes and fees, and non-claims costs, which CMS will then 
use to calculate whether issuers qualify for risk corridors payments or 
owe contributions. As the calculations for the risk corridors program do 
not require transmitting enrollee claims data, CMS did not have the same 
privacy and security concerns related to data submission that they had for 
the risk adjustment and reinsurance programs. 
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CMS delayed implementation of data collection for the risk adjustment 
and reinsurance programs by nearly a year as it revised its plans for 
implementing the distributed data approach. An initial delay occurred 
when CMS changed the server requirements due to its concerns about 
the administrative burden for the agency and to accommodate issuer 
preferences. The servers used for the distributed data approach are 
called the external data gathering environment (EDGE) servers. CMS 
initially decided in May 2012 that each issuer would set up and maintain 
its own physical EDGE servers, with the issuer downloading CMS 
software to a server located on its premises. However, according to CMS 
officials, when the agency tested these servers with a small sample of 
issuers in late 2012 and early 2013, it found that it took the agency longer 
than expected to load the necessary software onto each issuer’s 
individual server. CMS officials also said that the issuers involved in the 
initial testing requested that CMS consider a virtual approach, in which 
another entity would host the server rather than the issuers themselves. 
In response to these concerns, CMS officials said that the agency 
decided to develop a virtual EDGE server for issuers in late 2013 and 
early 2014, furnished by Amazon Web Services. Once issuers uploaded 
their claims data on to the virtual EDGE server, CMS’s software would 
generate detailed and summary reports to be transmitted to CMS. 

CMS’s timeline for implementing the EDGE servers was delayed again 
when it changed its plan for these servers a second time. After CMS 
made the switch to the virtual EDGE server, some issuers that had 
already purchased a physical on-premise server to comply with CMS’s 
initial requirements requested that CMS allow them to use those servers. 
Therefore, in May 2014, CMS decided to allow issuers to use either 
option, as well as an option to use a virtual server provided by an entity 
other than Amazon Web Services—known as a virtual on-premise server. 
All three options allow issuers to maintain their data on private servers 
that are only accessible to the issuer and use CMS software to generate 
summary reports that are sent to the agency (see side bar). CMS officials 
said that in addition to being responsive to issuer requests for flexibility, 
they wanted to create multiple approaches to reflect the variation in issuer 
size. For example, smaller issuers might find the virtual server option  
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more appealing if they do not have the administrative resources available 
to purchase and maintain a physical on-premise server.43

Because of these changes in CMS’s EDGE server requirements, the 
agency was not able to adhere to its original timeline for uploading data 
and providing program reports to issuers. CMS initially planned to have 
issuers acquire and set up their servers in the first part of 2013 and to 
then load software and configure the servers in the latter part of 2013. 
This would have allowed issuers to upload enrollment and claims data on 
a monthly basis starting in January 2014, and CMS planned to use these 
data to generate issuer reports during 2014: 

 

• CMS planned to provide quarterly reports to issuers with the 
estimated amount of reinsurance program payments they would 
receive for benefit year 2014. CMS officials said that these estimates 
would allow issuers to more accurately account for reinsurance 
payments when setting their premiums for benefit year 2015 and 
beyond, as issuers set premiums in the year prior to the benefit year. 

• CMS planned to provide interim estimate reports on risk adjustment 
calculations throughout the benefit year as it did with the reinsurance 
program. These reports were to include preliminary calculations of an 
issuer’s average risk score for each of its plans but not any data about 
how an issuer’s score compared to other issuers in its market, which 
would be necessary for an issuer to estimate its potential contribution 
or payment. CMS officials said that they did not plan to provide 
relative market data to issuers in the estimate reports because CMS 
may not have complete or correct data for all the issuers in a market 
until the final data submission deadline on April 30 of the year 
following the benefit year. They said that relative market data risk 
scores based on incomplete data could present a misleading estimate 
of an issuer’s potential contribution or payment. 

  

                                                                                                                     
43According to CMS officials, in 2015 the majority of PPACA-compliant EDGE servers are 
on-premise as opposed to those furnished by Amazon Web Services. Specifically, 699, or  
83 percent of these 846 EDGE servers, are on-premise. The remaining 147 are furnished 
by Amazon Web Services; of which a majority belong to a single large company. 

EDGE Server Options 
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However, CMS’s plans for data collection and reporting were delayed. As 
issuers were not able to begin loading data onto the EDGE servers until 
September 27, 2014, CMS was not able to provide either quarterly 
reinsurance reports or interim risk adjustment reports for benefit year 
2014. Therefore, issuers did not have estimates of reinsurance payments 
available from CMS to incorporate into their 2015 premium calculations. 
CMS next planned to produce two risk adjustment estimate reports for 
issuers, one in mid-December 2014 and one in May 2015. However, CMS 
experienced further delays as issuers began uploading their data to the 
EDGE servers. CMS officials noted that they were implementing a new 
technology in a compressed timeframe, and that there were ongoing fixes 
as they deployed the new software. As a result, CMS postponed the 
deadline for issuers to upload their data to the EDGE servers from the 
beginning to the end of December 2014, thus delaying CMS’s issuance of 
the first risk adjustment estimate reports to December 29, 2014, and the 
first reinsurance estimate report to January 12, 2015 (see fig. 2). CMS 
announced in January 2015 that it would provide monthly risk adjustment 
and reinsurance estimate reports for the remainder of the data collection 
period for benefit year 2014, which runs through April 30, 2015. Officials 
said that the purpose of these monthly estimate reports is to allow CMS to 
look at data discrepancies and quality issues before issuers upload their 
final data. After benefit year 2014, CMS officials said the agency plans to 
provide periodic risk adjustment and reinsurance estimate reports 
throughout each benefit year. 
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Figure 2: The Centers for Medicare & Medicaid Services’ (CMS) Planned and Actual Timeline for Implementing the External 
Data Gathering Environment (EDGE) Servers and Calculating Payments for the Three Risk Mitigation Programs 
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For the risk corridors program, CMS indicated that it expects to propose 
and finalize a data collection tool from January to May 2015. Although 
CMS is using an existing data system, HIOS, CMS officials said the 
agency must still develop a new data collection tool within HIOS, which 
will include new fields specifically for the risk corridors program. However, 
the timeline for collecting these data is later, relative to the other two 
programs. The calculation of risk corridors payments, as is also the case 
with MLR rebates, incorporates risk adjustment program transfers and 
reinsurance program payments and therefore must take place after CMS 
makes those other calculations. Issuers must annually submit data for 
both the risk corridors program and MLR payments by July 31 of the year 
following the benefit year—for example, July 31, 2015, for the 2014 
benefit year. CMS plans to collect risk corridors program contributions 
from issuers that are required to make them beginning in mid-September 
2015 and to issue payments to eligible issuers beginning in mid-October 
2015. 

 
To a varying extent, CMS has developed or has plans to develop data 
verification checks or audit procedures for each of PPACA’s three risk 
mitigation programs. In addition, CMS has initiated efforts to evaluate the 
permanent risk adjustment program but has not finalized the details of the 
evaluation. 

 

 

 

 

 

 
For the reinsurance and risk adjustment program data that issuers upload 
to the EDGE server, the software on the EDGE server allows issuers to 
conduct data verification checks to identify errors. Issuers are able to run 
test reports to identify errors in what is called the test zone. Each record 
included on the four files submitted to the EDGE server—enrollment, 
medical, pharmacy, and supplemental diagnoses—is either accepted or 
rejected, and records that are rejected are given an error code and a 
description of the erroneous field. For instance, a record may be rejected 
if it has a value that is not the correct data type or the value is outside the 

CMS Established 
Some Processes to 
Monitor the Accuracy 
of Issuer Data for the 
Three Risk Mitigation 
Programs and 
Initiated Efforts to 
Evaluate the 
Permanent Risk 
Adjustment Program 
CMS Established Some 
Data Verification 
Processes and Audit 
Procedures for the Risk 
Mitigation Programs, and 
Others Are under 
Development 



 
 
 
 
 

Page 29 GAO-15-447  CMS Programs to Limit Insurer Risk 

permitted range. The software on the EDGE server produces detailed 
error reports—with information on the errors in specific records—for 
issuers and provides summary error reports to CMS that aggregate the 
number of records that were submitted, accepted, and rejected by plan, 
year, and month. CMS plans to use the summary error reports to 
understand if issuers have submitted data for all of their plans and 
whether the data submission includes claims and enrollment data for all 
months of the benefit year. CMS officials said that the reports will also be 
used to identify software problems and particular issuers that may need 
additional support. Going forward, the agency plans to use the reports for 
additional analyses, such as analyses of the type and volume of issuer 
claims for the risk adjustment program. Issuers are also supposed to 
report data discrepancies to CMS for benefit year 2014 as they receive 
monthly estimate reports from January through May 2015, including if the 
results of the calculations in the reports are inconsistent with either the 
risk adjustment or reinsurance payment methodologies, or if any claims or 
enrollment data were incorrectly excluded from the calculations. For the 
risk corridors program, CMS officials told us that the agency was in the 
process of developing data verification procedures at the time of our 
report, including automatic data checks that were going to be built into the 
data collection system. Officials said that they are applying lessons 
learned from the MLR data verification procedures to the data verification 
procedures for the risk corridors program. 

In addition to automatic data verification checks, CMS requires issuers to 
conduct a third-party risk adjustment data validation audit of their risk 
adjustment program, starting with a 2015 audit of 2014 benefit year data. 
The third-party audits address individual claims data that CMS does not 
receive in the summary reports generated by issuers in the distributed 
data approach. CMS will require issuers to conduct the data audits 
annually in two phases. For the first phase, each issuer must have a 
sample of its risk adjustment data, as selected by CMS, audited by an 
independent party. The audit must include validation of all enrollment, 
demographic, and medical data for enrollees in the data sample. For the 
second phase, CMS will audit a sub-sample of validated data from the 
initial audit. Beginning with 2016 benefit year data, CMS will adjust the 
amount issuers owe or receive under the risk adjustment program based 
on the audit results. Given the complexity of the risk adjustment program 
and the audit process, the agency was concerned that adjusting 
payments and charges without first gathering information on the 
prevalence of data errors could lead to a costly and potentially ineffective 
audit program. 
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CMS officials told us that they are in the process of developing standard 
operating procedures for auditing the reinsurance and risk corridors 
programs. They said that they are developing a contract for auditing 
issuers’ reinsurance and risk corridors data submissions. The audits will 
review a variety of things, such as compliance with definitions of terms 
used to identify issuers that are required to make reinsurance 
contributions and accurate enrollment reporting for reinsurance 
contributions. 

 
CMS officials told us that an evaluation of the risk adjustment program 
would be conducted under contract by an organization with expertise in 
design and evaluation of risk adjustment models.44

                                                                                                                     
44CMS officials indicated that the PPACA risk adjustment program is different than the two 
temporary programs in that it required significantly more development work and is a more 
complex model for estimating relative issuer risk. CMS officials did not identify specific 
plans to evaluate the long-term impacts of the temporary reinsurance and the temporary 
risk corridors programs, but noted that they modified the payment parameters for 
reinsurance and the accounting definitions for risk corridors in response to policy changes. 
CMS officials told us that that reinsurance is intended to put downward pressure on 
premiums and suggested that premium trends would be a source of information about the 
impact of this program. Officials also said that, given that the risk corridors program is 
meant to mitigate the risk of inaccurately pricing premiums during the early years of the 
health insurance exchanges, they expect the overall amount of risk corridor contributions 
and payments to decrease over time. They added that they will monitor these amounts 
throughout the duration of the program. 

 A permanent risk 
adjustment program that accurately predicts the expected costs of 
enrollees is a critical factor in ensuring the long-term stability of health 
insurance markets under PPACA. If certain groups of enrollees are not 
accurately scored under the program, it could undermine the program’s 
integrity and result in issuers seeking to avoid enrolling sicker individuals 
or deciding to leave the market. In November 2014, CMS issued a 
request for contractors to submit bids to conduct a range of services 
related to Medicare and the PPACA insurance market reforms, including 
research and development for the PPACA risk adjustment program. The 
bid request identified general research and development tasks for the risk 
adjustment program, such as analysis of the impact of market and 
enrollee factors on the model, evaluation of the accuracy of the risk 
adjustment program, and research to support adaptation of the model. 
The bid request also required the contractor to develop the specific 
details of the evaluation. 
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At the time of this report, CMS was reviewing contract bids to evaluate 
the PPACA risk adjustment program. As of April 2015, CMS expected to 
award this contract in the spring of 2015, although the agency had not 
specified the timing and scope of the evaluation. In addition, CMS was in 
the process of procuring an audit contractor and expected to award the 
audit contract near the end of fiscal year 2015. 

Past evaluations of the Medicare risk adjustment program have improved 
the predictive accuracy of that model. Specifically, evaluations for 
Medicare Advantage and Medicare Part D have identified areas for 
improvement in these programs’ risk adjustment models and have led to 
greater predictive accuracy, which refers to how well the models predict 
the cost of enrollees. CMS contracted for five evaluations of the predictive 
accuracy of the Medicare risk adjustment models between 2004 and 
2012—three of the Medicare Advantage program and two of the Medicare 
Part D program—and CMS officials told us that these evaluations have 
had important implications for the programs.45

 

 It is critical that CMS 
similarly understands whether or not the new PPACA risk adjustment 
model is accurately reflecting costs, and CMS’s continued effort to carry 
out this evaluation will be important to the program’s success. 

Most of the 12 issuers we interviewed said that the three risk mitigation 
programs encouraged their participation in the individual health insurance 
market, and two of the programs allowed them to lower their premiums. 
Issuers identified design concerns specific to each PPACA risk mitigation 
program and provided mixed responses regarding the effect of CMS’s 
implementation delays and technical assistance. 

 

 

 

 

                                                                                                                     
45For instance, a 2012 evaluation of the risk adjustment model in Medicare Part D found 
that modifications made to the model improved overall predictive accuracy by better 
matching payments to actual costs. 
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Most of the 12 issuers we interviewed said that, beginning in 2014, the 
PPACA risk adjustment program positively influenced their participation in 
the individual health insurance market and that the PPACA reinsurance 
and risk corridors programs positively influenced their participation in the 
market and also led them to set lower premiums than they otherwise 
would have offered. (See table 4 for specific counts for each program.) 
Results for each program are as follows: 

• Risk adjustment: Eight issuers said that the risk adjustment program 
positively influenced their decision to participate in the individual 
market; for example, one issuer that was new to the market said that it 
would not have participated without the risk adjustment program 
because it believed that established issuers would seek to attract the 
healthiest individuals.46 With respect to premiums, seven issuers (six 
of which cited an influence on participation) said that the risk 
adjustment program had no impact on the premiums they offered for 
2014. Some of these issuers indicated that the lack of market-wide 
risk score data limited the influence of risk adjustment on their 
premiums because issuers were only able to calculate estimates of 
their own risk scores and not relative market-wide risk scores. Without 
knowing its relative market-wide risk score, an issuer does not know 
whether it will be a payer or receiver under the risk adjustment 
program and therefore cannot incorporate such information into its 
financial planning and accounting processes. Two issuers specifically 
suggested that CMS should provide periodic risk adjustment reports 
that contain relative market-wide information.47

                                                                                                                     
46Of the four issuers that reported that the program did not influence their participation, 
three were based in states that had already implemented some provisions similar to 
PPACA and, in some cases, had relatively high rates of coverage. 

 Another issuer said 
that such information would be useful, but that they would not rely on 
the information if it was incomplete—for example, if it was based on 
data from a portion of the year or did not include data for all issuers in 
the market. 

47Of the five issuers that reported that the program influenced their premiums, two operate 
in Massachusetts, which administers its own risk adjustment program and provided 
issuers with both issuer-specific and market-wide risk adjustment data on a periodic basis 
throughout benefit year 2014. A third issuer that said the program affected their premiums 
to some extent; however, the issuer noted that one of the risk adjustment program’s 
weaknesses is that it does not provide interim updates that include market risk score 
information. 
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• Reinsurance: Seven issuers said that the reinsurance program 
positively influenced their decision to participate in the individual 
market, including two issuers which described the reinsurance 
program as the most influential of the three risk mitigation programs 
on their decision to participate.48 With respect to premiums, ten 
issuers said that the reinsurance program allowed them to offer lower 
premiums in 2014 and 2015. Seven of these issuers reported this 
reduction to be in the range of 8 to 13 percent lower than they would 
have otherwise set for 2014. Five of these seven issuers indicated a 
smaller reduction for 2015, with some explaining that this smaller 
reduction reflects the decrease in funding statutorily available to pay 
reinsurance claims.49

• Risk corridors: Nine issuers said that the risk corridors program 
positively influenced their decision to participate in the individual 
market in 2014. However, one of these issuers characterized the 
program as the least influential of the three risk mitigation programs 
for this decision. Three issuers that credited the program with 
encouraging their participation nevertheless expected that the 
program’s effect would diminish over time as they gain more 
experience. With respect to premiums, seven issuers said that the 
program influenced their premiums in 2014; five of these issuers said 
that the program allowed them to set lower premiums than they 
otherwise would have due to the mitigation of potential financial loss. 
Two issuers noted that their state regulators do not allow itemized 
references to the risk corridors program when the issuers submit their 
premiums to the states’ insurance regulators. 

 

  

                                                                                                                     
48Of the issuers that reported that the program did not influence their participation, two 
were Massachusetts-based issuers, and another two issuers said the program did not 
influence their participation but allowed them to offer lower premiums. 
49Four of these five issuers estimated premium reductions in 2015 ranging from 4 to  
8 percent. 



 
 
 
 
 

Page 34 GAO-15-447  CMS Programs to Limit Insurer Risk 

Table 4: Influence of Risk Mitigation Programs on Issuers’ Decision to Participate in 
the Individual Health Insurance Market Beginning in 2014 and on Premiums for 2014 

Risk mitigation program Influence on… No Yes Total 
Risk adjustment Participation 4 8 12 
 Premiums 7 5 12 
Reinsurance Participation 5 7 12 
 Premiums 2 10 12 
Risk corridors Participation 3 9 12 
 Premiums 5 7 12 

Source: GAO Interviews with 12 issuers.  |  GAO-15-447 

 
Issuers identified concerns with specific aspects of each of the three risk 
mitigation programs, including concerns about the sources of data used 
for the risk adjustment program and about the availability of funding for 
and temporary tenure of the reinsurance and risk corridors programs. 

Risk Adjustment: All 12 issuers we interviewed said that they would 
prefer the risk adjustment model to include prescription drug data in its 
risk score calculations.50

Reinsurance: Most of the 12 issuers we interviewed expressed concerns 
about the availability of funding and about the timing of reinsurance 
payments and payment estimate reports. Six issuers expressed 
uncertainty about whether the program will receive its planned 
contributions. For example, 1 issuer said that because the contribution 

 One issuer noted that such data provides useful 
information about enrollee diagnoses, is available quickly, and would 
improve the accuracy of risk adjustment calculations and payments to 
issuers. Other issuers commented that prescription drug data is less 
prone to errors and misreporting and is administratively straightforward 
for issuers to manage, compared to other sources of diagnostic data. 
However, 2 issuers acknowledged that the inclusion of pharmacy data in 
the risk score calculation would pose an additional administrative burden 
on CMS. 

                                                                                                                     
50In March 2014, CMS indicated its intent to consider whether and how to include 
prescription drug data in future PPACA risk adjustment models. At the same time it noted 
that it was important to maintain model stability in the initial years of risk adjustment, and 
therefore, it did not intend to recalibrate the model for this purpose in the initial years of 
the program. 79 Fed. Reg. 13744, 13753 (Mar. 11, 2014) (preamble, III.C.2.b.). 
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amount and the payment parameters are based on an estimate made by 
CMS, it is possible that CMS may collect less than it targeted if the 
estimate is incorrect.51

Risk Corridors: Most of the 12 issuers we interviewed cited uncertainty 
about the extent to which funds would be available. Ten issuers said that 
they did not support the agency’s decision to manage the risk corridors 
program in a budget neutral manner. One of these issuers described 
CMS’s decision to operate the program as budget neutral in 2014 and 
2015 as a reversal of previous guidance, but noted that CMS has since 
been clear about operating in a budget neutral manner by limiting risk 
corridors payments for 2014 and 2015 to available collections.

 Eight issuers said that more frequent payments 
from CMS would improve cash flow. However, 2 other issuers said that 
more frequent payments would increase the temporary program’s 
administrative burden. With regards to the quarterly reports of estimated 
payments and contributions that CMS could not provide in 2014 due to 
the EDGE server implementation delays, 6 issuers said that these reports 
would have provided them with information to incorporate into their 
financial planning and reporting processes. However, several issuers 
noted that these reports are less important than those in the risk 
adjustment program, because issuers do not need additional data or 
modeling from CMS to generate their own reinsurance payments 
estimates. 

52

                                                                                                                     
51For 2014, CMS required a per enrollee contribution from issuers, intended to attain the 
aggregate total amount specified in PPACA for that year—$10 billion for reinsurance 
payments, $2 billion in additional collections—and for administrative expenses. On  
April 14, 2015, CMS released guidance indicating that, as of March 31, 2015, it had 
collected approximately $8.7 billion in reinsurance contributions for the 2014 benefit year 
and expected to collect approximately $1 billion more by November 15, 2015. CMS 
indicated in the guidance that, because this is less than the $12 billion the agency 
expected to collect, it would allocate the first $10 billion in contributions to issuers and 
allocate any additional contributions collected up to the total of $12 billion for additional 
purposes. 

 Two 
issuers described scenarios in which a budget neutral policy would not be 
sufficient to make needed payments; if an issuer priced premiums very 
low, that issuer may have significant losses and the remaining issuers 
may not have sufficient profit to cover those losses. Another 2 of these 

52CMS is prohibited from using its Program Management lump sum appropriation for fiscal 
year 2015 for risk corridor payments. See, Pub. L. No. 113-235, Div. G. Tit. II, § 227, 128 
Stat. 2130 (2014). This restriction is limited to the fiscal year 2015 lump sum appropriation 
and does not affect CMS’s authority to make payments under the program from user fees 
collected. 
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issuers indicated that the status of the program’s funding as budget 
neutral and the possibility that there will not be enough funds collected to 
pay for losses will have a material impact on their premium decisions for 
2016. 

Tenure of Temporary Programs: Eleven of the 12 issuers we 
interviewed said that the 3-year timeline for the temporary reinsurance 
and risk corridors programs may not afford enough time for issuers to 
adjust to the market changes under PPACA. Some issuers said that this 
was particularly true given ongoing policy changes and delays that 
contributed to lower than expected enrollment and limited the availability 
of data on new enrollees. They said that without these data, they do not 
have sufficient information to confidently set premiums. For example, 6 
issuers described lower than expected enrollment rates in their market 
due to CMS policy changes, such as delaying implementation of a 
requirement that certain employers provide health insurance to their 
employees,53 and allowing transitional plans.54

                                                                                                                     
53PPACA requires large employers to pay penalties under certain circumstances if they do 
not offer coverage to their employees. Pub. L. No. 111-148, § 1513, 124 Stat. 253, 
amended by Pub. L. No. 111-152 § 1003, 124 Stat. 1029, 1033 (2010) (pertinent provision 
codified as amended at 26 U.S.C. 4980H). However, this requirement and other related 
employer coverage and reporting requirements were delayed until 2015. See, Shared 
Responsibility for Employers Regarding Health Coverage, Internal Revenue Service final 
regulations, 79 Fed. Reg. 8544, 8577 (Feb. 12, 2014) (codified at 26 C.F.R. §§ 54.4980H-
0 - 54.4980H-6). 

 As a result of this lower 
than expected enrollment, issuers may have less information on the 
population that may eventually enroll under PPACA. When the programs 
expire, issuers will have less enrollee data than they originally expected 
with which to formulate their premiums. Two issuers who were new to the 
individual market in 2014 said that extending the temporary programs 
would provide more time for them to gather additional data. Otherwise, 
they will be at a disadvantage when the temporary programs expire in 
2016 in contrast to more established issuers that already possess prior 
claims data. 

54One issuer indicated that the existence of transitional plans may have caused higher 
than anticipated costs in the exchanges and PPACA-compliant plans, because healthier 
individuals were more likely to remain in the transitional plans while higher cost individuals 
were likely to find relatively lower premium rates on the exchanges and in PPACA 
compliant plans. 
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Due to concerns about the adequacy of the 3-year time period, 10 of the 
12 issuers suggested extending the reinsurance program beyond its 
scheduled expiration. Nine of the 12 issuers suggested that the temporary 
reinsurance program be extended for 1 or 2 years and 5 of these issuers 
noted that they expect that premiums will rise significantly in 2017 in 
response to the expiration of the program at the end of 2016. Seven of 
the 12 issuers suggested extending the risk corridors program, with 5 of 
them specifying that the program be extended for either 1 or 2 years. 

 
Most of the 12 issuers we interviewed supported CMS’s choice of the 
distributed data collection approach for the risk adjustment and 
reinsurance programs, although they offered mixed responses about how 
they were affected by CMS’s decision to change how it implemented the 
EDGE servers and the resulting delays in implementation: 

• Six of the issuers we interviewed said that the delays in implementing 
the EDGE servers were exceedingly disruptive or significant to them. 
They indicated that CMS’s policy changes resulted in wasted time and 
resources and required them to redevelop their plans for procuring 
and launching the servers. Although noting that the policy changes 
caused problems for them, five of these six issuers said that they 
supported CMS’s final decision to allow issuers to use either virtual or 
on-premise EDGE servers. 

• The other six issuers—four of whom were new to the individual 
market in 2014, including two COOPs—said that EDGE server delays 
did not affect them. Three of these issuers told us that they had 
already purchased a physical server when CMS announced that all 
issuers had to use the Amazon Web Services option. However, they 
said that they were able to repurpose the physical servers and chose 
to use the Amazon option; therefore, CMS’s decision did not have a 
significant negative effect on their companies. 

In addition, 8 of the 12 issuers we interviewed expressed concerns about 
CMS’s ongoing implementation of data collection systems. For example, 
these issuers noted that they have continued to experience challenges 
uploading data using the EDGE servers and incorporating CMS’s ongoing 
corrections to its software code. For instance, 1 issuer described how 
CMS released software code for issuers to use the following morning to 
run risk adjustment calculations, but then rescinded the code the following 
afternoon because of an error. The issuer said that this example 
illustrates how CMS was releasing software before conducting the 
necessary quality assurance checks and was correcting problems as it 
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went. This issuer also described how CMS released software that was 
missing 7,000 diagnostic codes. Five issuers raised concerns about 
another aspect of CMS’s implementation of data collection systems. 
Specifically, these issuers noted that the small window of time CMS 
allotted between when it informs issuers of estimated payments and 
contributions and when issuers’ final data submissions are due could be 
problematic if there is a need for significant reconciliations between 
CMS’s and issuers’ calculations. 

Finally, nearly all 12 issuers said that they experienced challenges 
obtaining technical assistance from CMS during implementation of the 
EDGE servers. However, with respect to CMS’s ongoing technical 
assistance and timeliness in responding to requests, they reported both 
positive and negative experiences: 

• EDGE server implementation. Ten issuers reported challenges with 
CMS technical assistance during EDGE server implementation, 
including several issuers who reported an extended period of time 
when CMS did not provide any guidance to issuers. Issuers reported 
that during the period from the fall of 2013 through the spring of 2014, 
they received no guidance from CMS about the EDGE servers. One 
issuer noted that previously active user groups were disabled, and 
therefore they had to put their implementation plans on hold. It was 
during part of this period that individuals were first able to enroll in 
health plans available on the health care exchanges. 

• Ongoing technical assistance. Issuers noted both positive and 
negative experiences in terms of their ongoing efforts to get technical 
assistance from CMS. For instance, four issuers told us that CMS 
assigned individual account managers to each issuer in December 
2014 to help with technical assistance, and two of these issuers said 
that the account managers have helped them get more timely 
responses from CMS. Another issuer said it had mixed results with 
this manager, who sometimes provided useful information and other 
times provided information that was contradicted by another source. 
With regard to other forms of technical assistance, five issuers said 
they were participating in regular calls and webinars with CMS 
officials, and three of these issuers said they found these sessions to 
be useful. However, some of these issuers also said that it was very 
difficult to get their questions answered during these sessions due to 
the high volume of questions being submitted to the agency. 
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• Timeliness. Issuers provided mixed responses about CMS’s 
timeliness in responding to current requests for assistance. Two 
issuers told us that the timeliness had improved. However, two other 
issuers told us that there were still unresolved requests related to data 
submission issues, even though the relevant submission deadline had 
passed. 

 
We provided a draft copy of this report to HHS for its review and HHS 
provided written comments, which are reprinted in appendix I. HHS 
explained that CMS implemented the data collection strategy for these 
programs utilizing new innovative technology as well as existing data 
systems, and carried out the implementation in a phased approach. HHS 
indicated that issuer data submissions through the EDGE server began in 
September 2014 and CMS was on target to meet the regulatory deadline 
of April 30, 2015, to upload final submissions by issuers of claims and 
enrollment data for benefit year 2014. Further, HHS described CMS’s 
efforts to ensure the appropriate level of technical support, including the 
use of cross-functional teams that include software developers and 
dedicated account managers for each issuer. HHS noted that CMS 
solicited feedback directly from issuers and provided technical guidance 
and multiple trainings. 

In addition, HHS provided technical comments, which we incorporated 
where appropriate. 

 
As agreed with your offices, unless you publicly announce the contents of 
this report earlier, we plan no further distribution until 30 days from the 
report date. At that time, we will send copies to the Secretary of Health 
and Human Services, the Administrator of the Centers for Medicare & 
Medicaid Services, and other interested parties. In addition, the report will 
be available at no charge on the GAO website at http://www.gao.gov. 

  

Agency Comments 
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If you or your staffs have any questions about this report, please contact 
me at (202) 512-7114, or dickenj@gao.gov. Contact points for our Offices 
of Congressional Relations and Public Affairs may be found on the last 
page of our report. Key contributors to this report are listed in appendix II. 

 
John E. Dicken 
Director, Health Care 



 
Appendix I: Comments from the Department of 
Health and Human Services 
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John E. Dicken, (202) 512-7114 or dickenj@gao.gov 

 
In addition to the contact named above, William Hadley, Assistant 
Director; George Bogart; Keara Castaldo; Julianne Flowers; Mary Giffin; 
Sarah-Lynn McGrath; Laurie Pachter; Vikki Porter; and Leslie Powell 
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accountability of the federal government for the American people. GAO 
examines the use of public funds; evaluates federal programs and 
policies; and provides analyses, recommendations, and other assistance 
to help Congress make informed oversight, policy, and funding decisions. 
GAO’s commitment to good government is reflected in its core values of 
accountability, integrity, and reliability. 

The fastest and easiest way to obtain copies of GAO documents at no 
cost is through GAO’s website (http://www.gao.gov). Each weekday 
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