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Agenda

Introductions  

Overview of Project Status

Next Steps 

1



Overview of Project 

Status

2



© 2012 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of 

independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. 

All rights reserved. The KPMG name, logo and “cutting through complexity” are registered trademarks or trademarks of 

KPMG International. 

Progress to Date
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Overall Status

Status of the KPMG Work as May 15, 2012:
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Scope Schedule Resource Overall 

 
Key: The key provided below shows how to read the project status bar. 
 

   

On track Requires attention At risk 

 

Key Accomplishments:

• Analysis of the Information Technology Fit Gap

• Requirements for Business and IT Operations of the Health Insurance 

Exchange Solution

• Preliminary Exchange Concept of Operations (CONOPs) document

• Blue Print of the Current State of Consumer Support Systems

• Vendor RFI Analysis 

Other Activities:

• Support the forthcoming gate review with the Center for Consumer 

Information and Insurance Oversight (CCIIO)

• Support the Exchange in developing the Level 2 Exchange Establishment 

Grant application
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Metrics
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Work sessions held/Interviews conducted 32

Documents Reviewed 25

IT Gap Analysis Observations 13

Business Process Fit/Gap Analysis Observations 21

Consumer Assistance Current State Assessment

Observations 11



Connecticut HIX Budget 

Development Approach
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Developing Procurement Strategy Options and Preliminary Budget Estimates

KPMG’s has been working with members of the Exchange to develop procurement strategy 

options and preliminary budget estimates.

Operating Model Options

• Self-operated

• Vendor-operated

• Outsourced

Cost Model

• Information Technology

• Staffing/Operations

• Call Center

• Other Services
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Exchange Financing Overview Agenda

Background and Conceptual Overview

Expense Estimates Overview

Current Effort

Next Steps
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2012 2013 2014 2015 2016

Exchange Financial Timeline

Exchange must be 

self-sustaining

Start Up Phase
System  and infrastructure 

development; staff hiring

Federal Grant Funding Available 

(Start-up Costs)

Operations Phase
Exchange enrolls members and 

generates revenue 

Transition Year
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Expense Drivers

Membership & 

Market Factors

• Membership scale is key factor in determining absolute dollar 

and per-member per-month cost of exchange

• Premium levels, market mix (non-group, small group), and 

product mix critical factors if utilizing a QHP-based funding 

approach

• The number of FTE’s will depend primarily on the overall 

membership scale in the exchange

• Other important factors are the compensation and degree of 

outsourcing for key functions

• Other costs include professional support, outreach and 

education, and general & administrative

• Design, development, and ongoing operational maintenance of 

key IT and operating systems are the primary expense items 

• These functions have both fixed (technology, hosting) and 

variable (call center reps, reconciliation analysts, mailing 

invoices) components

Staffing & 

Administrative 

Costs

IT & Operating 

Systems
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Impact of Membership Scale

Total Cost

Cost Per Member Per Month

C
o
s
t 

Membership

100,000 200,000 400,000 600,000 800,000

Higher cost overall, 

lower cost PMPM

Lower cost overall, 

higher cost PMPM

Exchange expenses are scalable based on enrollment and the relationship between fixed 

and variable costs.
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Timing of Expenses (Illustration)

Example Exchange Expense Distribution by Year

(Illustration Purposes Only)

• IT Build, Consulting, Staff Costs dominate expenses in 2012 and 2013

• Marketing & Outreach become  significant starting in 2013 and 2014

• System operating costs dominate in 2014 and 2015 as membership grows
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Complexity and Dependencies

Exchange financing depends on multiple variables, including policy decisions made by the Exchange 

(or other agencies) as well as external factors not under the control of the Exchange.
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Cost Estimate Overview

Estimating exchange operating costs is challenging as there are limited examples 

currently operating in the market, and a number of policy decisions are not yet 

finalized

Several estimation methods exist:

• Estimate expenses “bottom up” (granular build up)

• Use existing benchmark, adjusted for state-specific market

• Expenses constrained by revenue yield (“top down”)

We plan on feathering together all three methodologies over the grant period, and 

self sustainability justification

• In practice, the revenue stream, once set, will dictate overall expense limits

15
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Benchmark Methodology

Benchmark based on fully operational exchange with approximately 200,000 

members

• ~50 FTEs, highly outsourced model, and annual budget of roughly $30M

• Closest existing comparison to ACA exchange

Benchmark adjusted for:

• Additional requirements of ACA (e.g., risk adjustment, navigators)

• Key variables unique to Connecticut (e.g., enrollment, premium levels, cost of living)
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Benchmark Methodology (Cont.)

Total Cost

Cost Per Member Per Month

C
o
s
t 

Membership

100,000 200,000 400,000 600,000 800,000

Benchmark

Higher cost overall, 

lower cost PMPM

Lower cost overall, 

higher cost PMPM

Exchange expenses are scalable based on enrollment and the relationship 

between fixed and variable costs.
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Administrative Cost Overview

Main expense items are IT systems, internal staffing and consulting (during start-up 

phase)

Once operational, main drivers of cost will be membership growth, number of QHP’s 

with which to interact, and phase 2 of IT build

Critical challenge for Exchange will be transitioning from federal funding in 2014 to 

self-sustainability in 2015

• Need a few “safeguard” strategies to manage revenue and enrollment uncertainty
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IT Development and Operations

IT systems will account for roughly 55-65% of exchange costs during both start-up 

and operations

• Eligibility, Enrollment/Billing, Website and Online Tools, Customer Service

Cost impact of IT driven by functionality deployed, the ability and/or desire to 

leverage existing systems, and design features of the exchange

Systems developed with federal funding will need to be supported by the state 

starting in 2015

Developing flexibility and scalability into contracts and systems will be key to 

managing uncertainty in enrollment and revenue
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Staffing Plan

Salaries & Benefits will account for roughly 15-20% of exchange expenses

Variety of approaches exist to staff exchange

• Some states more comfortable staffing up earlier

• Others tend to rely more on contracted professional support to manage uncertainty

In general, reliance on external professional support decreases over time as 

enrollment certainty increases 

Growth in membership scale primarily absorbed by IT systems; marginal impact on 

staffing focused on areas sensitive to volume (finance, sales, appeals, etc.)
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Staffing Plan (cont.)

Key policy decisions will impact staffing costs:

• Staff ramp up speed

• Internal vs. external

• Public vs. private salary and benefits package
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Other Expenses

Accounting/Reporting systems

Outreach & Education, including Navigators

Appeals

Broker Compensation (is an expense pass-through that drives revenue 

requirements)

Professional Services

Reinsurance & Risk Adjustment (depending on decisions of state)

Data warehousing / APCD needs

General Administrative (Rent, Equipment)
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Current Effort

Identified projected enrollment range and premium yield for exchange 

Developed staffing, consulting, and administrative overhead costs

Working on cost allocation methodologies for IT spending

Project team organized to draft grant application and develop content
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Next Steps

Work closely with Department of Social Services to develop IT cost options

Finalize expense assumptions for 2012-2014

Develop 2015 self-sustainability model

Meet with Finance subcommittee week of 6/4 to review preliminary draft

Meet with the Board on 6/21 to review final draft

Submit application the week of 6/25
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