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REVIEWING HEALTHCARE.GOV CONTROLS

THURSDAY, JULY 16, 2015

U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 10:02 a.m., in
room SD-215, Dirksen Senate Office Building, Hon. Orrin G. Hatch
(chairman of the committee) presiding.

Present: Senators Grassley, Crapo, Thune, Burr, Portman,
Toomey, Coats, Heller, Scott, Wyden, Cantwell, Brown, Bennet,
and Casey.

Also present: Republican Staff: Chris Campbell, Staff Director;
Kimberly Brandt, Chief Healthcare Investigative Counsel; Chris-
tine Brudevold, Detailee; and Jill Wright, Detailee. Democratic
Staff: Joshua Sheinkman, Staff Director; Michael Evans, General
Counsel; Elizabeth Jurinka, Chief Health Advisor; David Berick,
Chief Investigator; and Juan Machado, Professional Staff Member.

OPENING STATEMENT OF HON. ORRIN G. HATCH, A U.S.
SENATOR FROM UTAH, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. The committee will come to order.

Good morning, everybody. Today’s hearing will address controls
at the HealthCare.gov website. Specifically, the committee will hear
from the Director of Audit Services at the Government Account-
ability Office, Seto Bagdoyan.

Director Bagdoyan’s team has led an undercover “secret shopper”
investigation to test the Internet controls of HealthCare.gov and to
review the Centers for Medicare and Medicaid Services’ handling
of this program. This investigation was designed to determine the
degree to which the administration’s Federal health insurance ex-
change can protect against fraudulent applications, what happens
when applicants provide false information and documentation, and
whether the controls are successful in dealing with irregularities
once they are found.

Perhaps I should say “spoiler alert” before this next part. Today,
Director Bagdoyan will explain how the Federal exchange failed
spectacularly on virtually all relevant accounts tested by GAO.

For this investigation, GAO created fictitious identities to apply
for premium tax subsidies through the Federal health insurance
exchange. We learned last year that 11 out of 12 fake applications
were approved, and CMS accepted fabricated documentation with
these applications without attempting to verify its authenticity and
enrolled fake applicants while handing out thousands of dollars in
premium tax subsidies.
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Now, a year later, GAO has reported that nothing has changed
and that, if anything, there are more problems. Worst of all, the
administration has known about these problems for over a year
now and has apparently not taken the necessary steps to rectify
them. While CMS says that it is balancing consumer access to the
system with program integrity concerns, I think it is pretty clear
just what is going on here.

Since the Federal exchange was first implemented, success has
been measured by the number of applicants who have signed up for
insurance. Indeed, last year when the administration reached its
initial enrollment goal, critics of the law were told that we had
been wrong all along and that the law was, despite all the evidence
to the contrary, working just fine.

However, with these findings from GAO, it seems obvious, at
least to me, that the administration has been preoccupied with
signing up as many applicants as possible, ignoring potential fraud
and integrity issues along the way.

Now, supporters of Obamacare often insist that it is “the law of
the land” and that Congress should work to improve rather than
repeal it. On the first point, these proponents are unfortunately
correct. For the foreseeable future, the so-called Affordable Care
Act is the law of the land. On the second point, Republicans in
Congress continue to work toward repeal of the misguided law and
its expensive mandates, regulations, penalties, and taxes, and re-
placement of it with patient-centered reforms that put patients,
rather than Washington bureaucrats, in charge of their health care
decisions.

However, needless to say, that day will not come until there is
a President who shares our goal. So until then, Obamacare will re-
main in place. In the meantime, Congress has an obligation to ex-
ercise rigorous oversight of the implementation of the law and to
work to protect both beneficiaries and taxpayers from its negative
consequences.

That is what today’s hearing is about. We are here today to get
an account of how things are working on the Federal health insur-
ance exchange, and, once again, what we have heard thus far is not
reassuring and does not speak well for CMS’s management of
HealthCare.gov, the protection of taxpayer dollars, or the experi-
ence of enrollees.

The GAO’s investigation exposes not only huge gaps in Federal
exchange program integrity, but also flaws in how the exchange
and CMS contractors treat Americans who are trying to file or cor-
rect legitimate applications. Time after time, the GAO team sent
information to the exchange for verification, only to have it ignored
or have the exchange respond as if something entirely different had
been sent in.

The fact that GAO encountered mind-boggling levels of incom-
petence and inefficiency at nearly every turn does not bode well for
the experience of your average honest enrollee. I look forward to to-
day’s hearing and what I hope will be a good discussion on program
integrity at HealthCare.gov.

Before I conclude, I want to note that, even though this GAO in-
vestigation was requested by this committee, CMS was less than
cooperative. Indeed, throughout the entire endeavor, officials at
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CMS appeared to be dragging their feet, blowing past deadlines
and good-faith attempts to carry out this important work.

Put simply, when Congress asks GAO to conduct an inquiry, no
Federal agency should stand in the way of that work. By delaying
the GAO and hampering their efforts, CMS has also delayed this
committee’s work and hampered our efforts. This is unacceptable,
and unfortunately, despite promises of increased transparency and
cooperation from agencies throughout this administration, this type
of stonewalling of legitimate oversight efforts is far, far too com-
mon.

Acting CMS Administrator Andy Slavitt, who is now the Presi-
dent’s nominee to run the agency, was personally involved in this
process. As the committee considers his nomination, I look forward
to asking Mr. Slavitt about this investigation and why CMS has
been interfering with our oversight efforts. Of course, that will all
have to wait for another day and another time.

[The prepared statement of Chairman Hatch appears in the ap-
pendix.]

The CHAIRMAN. Today we have our hands full as we hear testi-
mony about this important GAO investigation. So with that, I will
turn it over to our ranking member, Senator Wyden, for his open-
ing remarks.

OPENING STATEMENT OF HON. RON WYDEN,
A U.S. SENATOR FROM OREGON

Senator WYDEN. Thank you very much, Mr. Chairman.

On this side of the aisle, we do not take a back seat to anybody
in fighting fraud and protecting taxpayer dollars. One dollar ripped
off is one dollar too many. But let us be very clear this morning.
The report up for discussion today is not about any real-world
fraud. The study looks at a dozen fictitious cases, and not one of
them was a real person who filed taxes or got medical services. No
fast-buck fraudster got a government check sent to their bank ac-
count.

Moreover, the government auditors acknowledge today, and I
want to quote here, their work “cannot be generalized to the full
population of applicants or enrollees.” None of the fictitious char-
acters in this study stepped foot in a hospital or a doctor’s office.
The fact is, when you actually show up for medical services, it is
a lot harder to fake your way into receiving taxpayer-subsidized
care.

Often, before any services are delivered, providers ask for a photo
ID with an insurance card. If you have stolen an identity, there is
probably a medical history belonging to somebody else that ought
to set off alarm bells. If you are a real person signing up in the
insurance marketplace, you have to attest, under penalty of per-
jury, that the information you provide is correct. If you falsify the
application, you face the prospect of a fine of up to $250,000.

Another major anti-fraud check went untested in this study: that
is, squaring up tax returns with the information from your insur-
ance application. The Government Accountability Office testimony
today calls it “a key element of back-end controls.”

If your tax return and personal information do not match, the
gambit is up. But the study before us today ignores that anti-fraud
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check. It only looks at a part of the picture when it comes to stop-
ping fraud.

As I noted at the beginning, there are always methods of
strengthening any program and rooting out the fraudsters and the
rip-off artists. Part of any smart, ferocious strategy against fraud,
on one hand, is drawing a distinction between aggressively going
after the rip-off artists and, on the other, not harming a law-
abiding American who has made an honest, and often technical,
mistake.

A retiree nearing Medicare age should not get kicked to the curb
because he or she accidentally submitted an incorrect document. A
transgender American should not lose health coverage after a name
change because some forms do not match. I cannot imagine that
anyone in the Congress or on this committee wants a system that
nixes the health insurance coverage of Americans because of those
kinds of issues.

I will wrap up by saying that a recent Gallup report stated that
the rate of Americans without health insurance is now the lowest
that they have ever measured. This is the first Finance Committee
hearing on health care since the Supreme Court’s landmark deci-
sion that upheld the law that made that possible.

The fact is, the Affordable Care Act has extended health care
coverage to more than 16 million real people who use their insur-
ance coverage to see real doctors. Now at some point down the
road, the GAO is expected to complete their report. At that time,
let us work on a bipartisan basis to draw conclusions about how
this committee can work together to improve American health care.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator. I appreciate it.

[The prepared statement of Senator Wyden appears in the ap-
pendix.]

The CHAIRMAN. Our witness today is Seto Bagdoyan, who is Di-
rector of Audit Services in GAO’s Forensic Audits and Investigative
Service mission team. During his GAO career, Mr. Bagdoyan has
served in a variety of positions, including as Legislative Advisor in
the Office of Congressional Relations, and as Assistant Director for
Homeland Security and Justice. He has also served on congres-
sional details with the Senate Finance Committee and the House
Committee on Homeland Security.

In his private-sector career, Mr. Bagdoyan has held a number of
senior positions in consultancies, most recently focusing on political
risk and homeland security. He earned a BA degree in inter-
national relations and economics at Claremont McKenna College
and an MBA in strategy from Pepperdine University.

We welcome you to the committee, and we are interested in your
statement here today.

STATEMENT OF SETO J. BAGDOYAN, DIRECTOR, FORENSIC
AUDITS AND INVESTIGATIVE SERVICE, GOVERNMENT AC-
COUNTABILITY OFFICE, WASHINGTON, DC

Mr. BAGDOYAN. Thank you, Mr. Chairman.

Chairman Hatch, Ranking Member Wyden, and members of the
committee, I am pleased to be here today to discuss the final re-
sults of GAO’s undercover tests assessing the enrollment controls
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og the Federal marketplace set up under the Affordable Care Act
of 2010.

As you mentioned, we reported our preliminary results during
testimony in July of 2014. We performed 18 undercover tests, 12
of which involved phone or online applications. Our tests were de-
signed specifically to identify indicators of potential control weak-
nesses in the marketplace’s enrollment process, specifically for plan
year 2014, and to inform our ongoing forensic audit of these con-
trols.

I would note that our test, while illustrative as Ranking Member
Wyden mentioned, cannot be generalized to the population of appli-
cants or enrollees. Further, we shared details of our observations
with CMS during the course of our test to seek its responses to the
issues we raised.

In this regard, CMS officials stated that they had limited capac-
ity to respond to attempts at fraud and they must balance con-
sumers’ ability to access coverage with program integrity concerns.
Without providing details on how and when, these officials stated
that they intend to assess the marketplace’s eligibility determina-
tion process.

In terms of context, health coverage offered through the market-
place is a significant expenditure for the Federal Government. Cur-
rent levels of coverage involve several million enrollees, about 85
percent of whom are estimated to be receiving subsidies. CBO pegs
subsidy costs for fiscal year 2015 at $28 billion and a total of about
$850 billion for fiscal years 2016 to 2025.

A program of this scope and scale is inherently at risk for errors,
including improper payments and fraudulent activity. Accordingly,
it is essential that there are effective enrollment controls in place
to help narrow the window of opportunity for such risks, hence the
importance of our undercover tests.

With this as backdrop, I will now discuss some of our test’s prin-
ciple results. The marketplace approved subsidized coverage for 11
of our 12 fictitious applicants. These applicants obtained about
$30,000 in total annual advanced premium tax credits, plus eligi-
bility for lower costs at time of service.

For 7 of the 11 applicants, we intentionally did not submit all re-
quired verification documentation to the marketplace, but it did not
cancel coverage or reduce or eliminate subsidies for these appli-
cants. I would note that while subsidies, including those granted to
our applicants, are not provided directly to enrollees, they never-
theless represent a financial benefit to consumers and a cost to the
government.

As part of its verification process, the marketplace did not accu-
rately record all inconsistencies which occur when applicant infor-
mation does not match information available from marketplace
verification sources. Also, the marketplace resolved inconsistencies
from our fictitious applications based on fabricated documentation
we submitted. Further, the marketplace did not terminate any cov-
erage for several types of inconsistencies, including Social Security
data.

We found errors in information reported by the marketplace for
tax filing purposes for 3 of our 11 enrollees, such as incorrect cov-
erage periods or subsidy amounts. Under the ACA, filing a Federal
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income tax return is a key control element designed to ensure that
premium subsidies granted at time of application are appropriate
based on reported applicant earnings during the coverage year.

The marketplace automatically re-enrolled coverage for all 11 ap-
plicants for plan year 2015. Later, based on what it said were new
applications our enrollees had filed but which we had not actually
made, the marketplace terminated coverage for 6 of the 11 enroll-
ees, saying they had not provided necessary documentation. How-
ever, for 5 of the 6 terminations, we subsequently obtained rein-
statements, including increases in monthly subsidies averaging
about 10 percent.

In closing, our test results highlight the need for CMS to have
in place effective controls to help reduce the risks for potential im-
proper payments and fraud, otherwise there is potential for such
risks to be imbedded early in a major new benefits program. We
plan to include initial recommendations regarding controls in a
forthcoming report.

Mr. Chairman, this concludes my statement. I look forward to
the committee’s questions.

The CHAIRMAN. Thank you, sir.

[The prepared statement of Mr. Bagdoyan appears in the appen-
dix.]

The CHAIRMAN. It has come to my attention that GAO had dif-
ficulty obtaining plan year 2015 enrollment and related data from
CMS, data that would allow GAO to conduct a full analysis of what
really happened to enrollees from 2014.

Now, this would have been helpful to GAO in providing expla-
nations for things like those who were supposed to get dropped for
failing to provide documents, to clear inconsistencies, among other
things. Can you provide us with more detail about the difficulties
GAO had in obtaining that information from CMS? I expect GAO
to have the most recent and relevant data to inform its analysis,
and expect that CMS would work with you and the committee to
make that happen.

Any information you can provide as to the problems experienced
and what the committee can do to help address them would be very
helpful to us in the committee now.

Mr. BAGDOYAN. Thank you for your question, Mr. Chairman. I
will just lay out, in a general sense, our experience in obtaining
data. But in the beginning, I would like to establish a context in
terms of—as I mentioned earlier, the reason why we did our under-
cover testing was to flag indicators of potential control weaknesses,
and, at the same time, we had designed our forensic audit, which
would have relied on the enrollee database, to map out what we
were finding in the control environment against the actual enroll-
ees that I believe Ranking Member Wyden mentioned earlier.

That said, we began our informal meetings and consultations
with CMS in April of 2014. We requested various data sets. We
had some success obtaining some information in meetings over
time. Then when we focused on the enrollee database, we sub-
mitted a written letter requesting that database in August of 2014,
and then we subsequently engaged in additional discussions with
CMS officials as they expressed some concerns about what we were
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asking, what we planned to do with the data, as well as how the
data would be safeguarded.

Upon subsequent discussions through the early part of 2015, we
submitted another letter to the current Acting Administrator, Mr.
Slavitt, in April of 2015. As of a couple of days ago, we have been
in contact with CMS, which advised that we should expect the data
sometime next week, which is very good news for us, for our ability
to continue the work.

We look forward to obtaining the data and seeing whether it is
actually what we asked for, and then conducting additional tests
to determine whether the data is actually usable for our purposes.
I apologize for the long story, but that gives you a context of where
we have been.

The CHAIRMAN. Sure. That is fine. I understand that the market-
place invoked this so-called “good faith exemption” for plan year
2014 in not pursuing applicants who did not submit all of the re-
quested documentation to reconcile inconsistencies between infor-
mation they provided during the enrollment process and that avail-
able to the marketplace through government sources.

Could you describe what the good faith exemption is all about,
whether it has any basis in the Affordable Care Act or its imple-
menting regulations, and the impact, if any, of its invocation on
program controls and integrity?

Mr. BAGDOYAN. Sure. The good faith provision is basically an in-
terpretation by CMS of certain provisions in the statute itself and
in its implementing regulations. Essentially, under this implemen-
tation, CMS deemed that as long as an enrollee or an applicant
submits at least one document to support their application, they
would have engaged in a good faith effort to meet the documentary
request and accordingly remain a participant in their coverage.

In terms of whether this has an impact on the controls, it is es-
sentially one of the back-end controls—the document verification
process, that is—and, depending on your point of view of whether
that is adequate if someone is asked for seven documents and they
only submit one document, that can create a control gap and raise
questions about their eligibility for participation.

The CHAIRMAN. Well, thank you.

Senator Wyden, my time is up.

Senator WYDEN. Thank you very much, Mr. Chairman.

Mr. Bagdoyan, my time is short, so I would like you to give me
“yes” or “no” answers to four questions.

Mr. BAGDOYAN. Sure.

Senator WYDEN. Mr. Bagdoyan, as of this morning, can you gen-
eralize from the 11 fictitious cases what the fraud rate would be
for the more than 10 million real Americans who actually receive
health care coverage under the law, yes or no?

Mr. BAGDOYAN. Not as of this morning.

Senator WYDEN. Mr. Bagdoyan, you said in your testimony that
tax returns are a “key element of back-end controls. It’s a major
check that would shut down the fraudsters.” As of this morning,
did you file tax returns for any of these individuals, yes or no?

Mr. BAGDOYAN. We did not.
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Senator WYDEN. Mr. Bagdoyan, as of this morning, have you un-
covered any real individuals who fraudulently obtained health cov-
erage using GAQO’s techniques, yes or no?

Mr. BAGDOYAN. No.

Senator WYDEN. Mr. Bagdoyan, as of this morning, have you pro-
vided HHS with the fictitious identities from your inquiries so that
they can address the problems that you say exist, yes or no?

Mr. BAGDOYAN. We have not.

Senator WYDEN. Mr. Bagdoyan and colleagues, I have reviewed
this very carefully. Given the answers that we have just heard, it
is clear to me that the auditors have much more work to do before
the committee can draw useful conclusions on this matter.

On this point with respect to the claims that the agency has not
been responsive to the request for enrollment data, I very much re-
spect the fact that Federal agencies need to be responsive to re-
quests from Congress and the GAO for information. However, I
also want to take note of the fact that these enrollment records
contain personally identifiable information on more than 10 million
Americans. Loss of their personally identifiable information is al-
ready becoming a nightmare for millions of Americans.

Now, it is my understanding that the agency, CMS, and the
auditors have worked out an agreement on how this information,
(1) can be turned over to GAO and protected, and I think that is
good; and (2) it is my understanding that the agency has turned
over some 30,000 pages of documents to my colleague, Senator
Portman, for his committee.

So this notion that the government, the agency—in particular,
CMS—is just spending its day, morning, noon, and night trying to
stonewall the release of this information, I think, is not accurate,
given the facts that I have just cited.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator.

Senator Grassley, you are next.

Senator GRASSLEY. In deference to my colleagues, and there are
a lot here who want to ask you questions—and of course that is be-
cause we have our pending six votes this morning—I am going to
ask just one of three questions, and I am going to put the lead-in
up to my questions in the record.

[The prepared statement of Senator Grassley appears in the ap-
pendix. |

Senator GRASSLEY. You presented CMS with potential flaws. The
flaws, as I understand what you said, did not get fixed. So my
question is very simple: in your work with CMS, do you believe
that CMS’s attitude is, enroll people first and worry about eligi-
bility later, if at all?

Mr. BAGDOYAN. Well, from where we stand currently, the CMS
explanation has been that they have to balance the ease of access
to coverage with program integrity controls. Based on our under-
cover work, I would say that there are gaps in these controls that
have yet to be addressed. We continue to look at it through our fo-
rensic work, but as of now I think the balance would probably favor
access over program integrity.

Senator GRASSLEY. Yes. I yield back.

Mr. BAGDOYAN. As we stand today, Senator. As we stand today.
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Senator GRASSLEY. Thank you. I yield back my time.

The CHAIRMAN. Thank you.

Senator Thune?

Senator THUNE. Thank you, Mr. Chairman. Thanks for holding
the hearing. I think it is important—you were talking about tax-
payer dollars here—that we make sure that we are doing every-
thing to see that they are spent wisely and well.

Mr. Bagdoyan, in your testimony you highlight that market-
places are required by law to verify application information, yet it
appears from your investigation and subsequent interactions with
CMS that the buck stops with no one, especially since the very con-
}racg)rs hired to verify these documents are not required to detect
raud.

So it begs the question of whether you are currently aware of any
effective front- or back-end fraud detection program in use by the
administration?

Mr. BAGDOYAN. Again, I would couch my response to you, Sen-
ator Thune, in terms of our ongoing work. The forensic part of our
work should be able to give us a good idea of what the controls are.
We will take what we have learned from the undercover tests, map
that out against the forensic audit, and then apply appropriate cri-
teria, such as the internal control standards of the Federal Govern-
ment, as well as a forthcoming GAO framework to manage fraud
risk. Then we will be able to have a more comprehensive view of
what the control environment is like.

Senator THUNE. All right.
hMr. BAaGDOYAN. It is premature for me to make a judgment like
that.

Senator THUNE. You are not currently aware today, though, ab-
sent having completed your investigation, of any fraud detection
program?

Mr. BAGDOYAN. Based on our work to date, I am not aware of
that.

Senator THUNE. Additionally, has the administration provided
you with any rationale as to why they would enter into contracts
tha‘g do not require the contractors to have fraud detection capabili-
ties?

Mr. BAGDOYAN. As best as I can tell, the arrangement with a
contractor is to process documents that are submitted in support
of applications. The contractor confirmed with us that they are not
required to detect fraud. That would be a whole different trans-
action at greater cost.

Senator THUNE. So you said your work is ongoing.

Mr. BAGDOYAN. Yes.

Senator THUNE. But does GAO have any recommendations for
how to improve the document verification process to actually sort
out fraud as opposed to just accepting documents?

Mr. BAGDOYAN. Sure. As I mentioned in my opening statement,
we are working on a forthcoming report sometime in the fall time
frame where we hope to have some initial recommendations, and
those recommendations might indeed cover the matter that you
mentioned.

Senator THUNE. All right. But you do not now have any hard,
fast information?
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Mr. BAGDOYAN. Not right now. But as I mentioned earlier, we
did speak with CMS officials about things that we were encoun-
tering. We had discussions about their view of that, and we con-
tinue to have those discussions and await some explanations in
that regard.

Senator THUNE. My understanding is, from your work, that sev-
eral of the fictitious applications were approved and subsequently
reapproved without ever submitting documentation to the market-
place. How can this be?

Mr. BAGDOYAN. Well

Senator THUNE. How can the marketplace continue disbursing
taxpayer dollars without receiving any documentation in response
to its request?

Mr. BAGDOYAN. Well, we were automatically re-enrolled without
any action on our part for all 11 applicants, and then subsequently
we found out that 6 of them, as I mentioned in my statement, had
been indeed dropped from coverage because they had not submitted
any documents in response to that. Then to carry that one step fur-
ther, acting again as typical consumers, we sought to restore our
coverage, and we were successful five out of six times.

Senator THUNE. Yes. All right.

Mr. Chairman, I would just simply say that these, I think, are
really troubling results, 11 out of 12. I would say to the Senator
from Oregon, I mean, I think that we need to drill down and get
to the bottom of this. I do not think you can discount or write off
this kind of research and report.

You couple that with, in June, the HHS OIG report revealed that
the administration could not verify whether nearly $3 billion in
subsidies was properly disbursed to insurance companies during
the first 4 months of 2014. These are significant failures in this
system. They need to be addressed. I appreciate the hearing here,
Mr. Chairman, and I hope that we can continue this dialogue with
you, Mr. Bagdoyan, as you continue your work to determine how
to stop this sort of waste of taxpayer dollars in the future.

Thank you, Mr. Chairman.

The CHAIRMAN. We are going to turn to Senator Wyden for a
question, and after that will be Senator Portman.

Senator WYDEN. Mr. Chairman, I am not even going to ask a
question. I just want to respond to my colleague, because he knows
I am always willing to work with him, always willing to work in
a bipartisan way. But let us review what has just happened. I
asked Mr. Bagdoyan about whether he uncovered any real individ-
uals who fraudulently obtained health coverage using these tech-
niques. He answered “no.”

During the two previous enrollment periods, the agency re-
scinded a quarter of a million individuals’ health insurance because
they were not able to validate their documents. So we have to work
together, there is no question here.

I am willing to look at all the ramifications of these 11 appli-
cants, but let us do it in a bipartisan way, and let us do it when
we actually have some recommendations. Once again, Mr. Bag-
doyan said he does not have any recommendations to give us.

The CHAIRMAN. Well, I want to announce we are doing it in a bi-
partisan way. I do not think we can ignore some of this testimony.
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Senator Portman?

Senator PORTMAN. Thank you, Mr. Chairman. Mr. Bagdoyan,
thank you for your help on this and your work with us on the PSI
Subcommittee looking into the same thing.

My friend, the ranking member, talked about how HHS has been
responsive. You have indicated they have not been responsive in
providing information. Since you mentioned that I have gotten
30,000 pages of documents, I will tell you only 2,000 of those pages
are responsive to anything we asked about, and we are still getting
delay, delay, delay.

All we are asking for right now is just a schedule to submit docu-
ments. If we have time, I would like to hear your response to that,
but I know from talking to your folks that you have the same frus-
tration.

With regard to this issue, there is clearly a policy problem here,
not just the fact that 11 of 12 of these fictitious people got through
and were automatically re-upped, and then when some were kicked
out of the system, five out of six were brought back in after a
phone call to HHS when they should not have been.

So, clearly we have a problem here. But I think the statistical
example of 12 might not be as significant as what you found out
in terms of policy, so let me ask you a couple of questions about
that. Your statement mentions that GAO failed an initial identity-
proofing step in the application process. In other words, your peo-
ple were fictitious so they could not get through the online applica-
tion process.

Mr. BAGDOYAN. That is right.

Senator PORTMAN. But GAO was able to proceed past this step
after calling HHS. Can you describe what GAO did to verify the
identity for these applications and why that is significant?

Mr. BAGDOYAN. Well, as I mentioned earlier, we were able to ob-
tain coverage by essentially following the system’s own instruc-
tions. We failed the initial online test; we contacted the contractor
who does the identity proofing, and they could not clear it; then
they instructed us to call the marketplace, which we did; and then,
based on self-attestation of information, we obtained coverage.

Senator PORTMAN. So it was a phone call after getting denied
twice, and through the self-attestation, people got back in. So, I
mean, this is a policy issue. This is not, again, just a statistical
quirk that somehow your people snuck in. This is an HHS policy.

Mr. BAGDOYAN. Yes. We would view that, Senator, as at least an
indicator of a control gap. I know it is a technical, nerdy kind of
thing to say but——

Senator PORTMAN. Yes. Clearly a control gap. Self-attestation is
a policy that they have. By a phone call, even though you get re-
jected, rejected, you can get in just by a self-attestation.

Mr. BAGDOYAN. That is correct.

Senator PORTMAN. With no proof.

As another example, you noted that, in all 11 cases, GAO was
asked to submit documents that showed eligibility for subsidies. In
some cases, GAO submitted only some of the required documents
but was nonetheless able to continue to receive coverage and sub-
sidies. That was because of the so-called good faith exemption.
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Could you describe that rule—again, it is a policy—and why it
enabled GAO to receive coverage and subsidies, even when it sub-
mitted only some of the required documents, and the legal basis
that HHS used in implementing it?

Mr. BAGDOYAN. Right. In terms of the legal basis, Senator Port-
man, we are awaiting a response from CMS, and our attorneys
have been in touch with their attorneys, have had some discus-
sions. So, we are trying to get some clarity on that.

So, under the good faith exemption or provision, whatever the
term of art is, essentially the applicant is compliant with their obli-
gation to submit documents as long as they submit one out of the
however many they have been asked to submit.

Senator PORTMAN. So again, your results indicate, as these appli-
cations show, that this is not a result of a statistical quirk that you
found, it is the result of HHS policy being implemented as planned.
I think anybody who cares about the Affordable Care Act should
be concerned about this policy, because it allows people to continue
receiving subsidies without HHS making a serious attempt to
verify eligibility. So I know we should do more research into this—
we are looking forward to your report—but these are policy issues
that are being applied today as we talk.

Finally, your statement notes that this investigation was con-
ducted with limited back-stopping. Can you describe what back-
stopping is and why limited back-stopping is important?

Mr. BAGDOYAN. Sure. Limited back-stopping essentially involves
the extent to which we employ investigative techniques. This was
pretty much—I do not want to speak for my colleague, Director
McElrath, who runs the investigative side of things, but basically
it was a pretty simple thing to do using commonly available soft-
ware, materials, and other approaches.

Senator PORTMAN. So in sum, you did not have any inside infor-
mation that you used about how the ACA works or does not work.
You came at it just as any consumer would——

Mr. BAGDOYAN. Right.

Senator PORTMAN [continuing]. Which makes your results, again,
more troubling than they might otherwise be. I think these are
really important aspects to your report, and I think from a legisla-
tive perspective, an oversight perspective, it makes this much more
serious.

The final thing I will say is, the amount of confusion this is caus-
ing people who legitimately are trying to get a subsidy is unbeliev-
able. H&R Block says two-thirds of people are either having their
tax refunds cut or getting a tax bill.

IRS has told me that half of the people this year are in that situ-
ation. So this is not just about verification flaws. As you have said,
the lack of controls and this lack of balance between accessibility,
pushing people to get enrollment numbers up, versus the verifica-
tion, is also causing a lot of confusion for consumers.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Senator Scott?

Senator SCOTT. Thank you, Mr. Chairman.

Good morning.

Mr. BAGDOYAN. Good morning, Senator.
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Senator SCOTT. I have a quick question for you: did you look for
any real people who attempted to deceive the system?
| Mr. BAGDOYAN. Good question. We did not, as I mentioned ear-
ier.

Senator SCOTT. Thank you.

Is it your job to figure out the number of fraudulent accounts re-
ceiving subsidies and health care coverage on HealthCare.gov?

Mr. BAGDOYAN. Not at this stage of our work.

Senator SCOTT. All right.

Of the 50,000 taxpayers who filed returns based on inaccurate
subsidy data, how many of those did you review?

Mr. BAGDOYAN. None.

Senator SCOTT. Because you are not the IRS?

Mr. BAGDOYAN. That is correct.

Senator SCOTT. All right.

There is no doubt that HealthCare.gov, in 2013, was a disaster,
a $400-million website that became synonymous with failure. We
had a constituent in South Carolina who was trying to figure out
how to get his information off the website that was used erro-
neously. We could not get a response from CMS. We finally had a
committee hearing and Administrator Tavenner was there, and we
were able to get some information and help solve that problem.

One of the things that concerns me the most about the chal-
lenges that we face is that, when you combine the subsidies, in-
cluding the Medicaid subsidies, we are talking about $1.7 trillion
of subsidies. In the year 2025, we will have about 31 million Ameri-
cans still without coverage. Perhaps, after billions and billions of
dollars of subsidies that have been received by people who do not
deserve them, it may indicate why we will still have 31 million
Americans without insurance.

My question to you is, outside of your investigation, how easy is
it for most consumers to falsify their information in order to receive
higher subsidies, based on your fictitious individuals?

Mr. BAGDOYAN. Well, as I mentioned earlier in response to Sen-
ator Portman, it was relatively straightforward for us. I certainly
cannot project that to the typical consumer, but there is a lot of in-
formation out there available for people who are committed to per-
forming fraudulent activities.

Senator SCOTT. It appears to me that there seems to be almost
a perverse incentive for relaxed accountability as it relates to inter-
nal controls because it seems to have led, and will continue to lead,
towards higher enrollments. Thoughts?

Mr. BAGDOYAN. I would take you to my opening statement re-
garding the balance between access and control. It appears, based
on our limited results from our undercover tests, that the balance
is more towards access than control. Our work continues. We will
have more definitive views on that in the future.

Senator SCOTT. Said in fewer words, if it is tilted more towards
access than controls, the chances are pretty high that someone will
be able to get on, as you did with 11 fictitious individuals, and get
coverage even if they were doing it at home on HealthCare.gov
versus the GAO doing it. Basically the same result. Is there any-
thing that would lead to a different conclusion, from your experi-
ence so far?
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Mr. BAGDOYAN. Well, I think the forensic audit that we will con-
duct on the entire population will give us a complete picture of
what happened, whether there were additional red flags that we
need to follow up on. But at this point I cannot really project one
way or the other.

Senator ScOTT. I would appreciate a follow-up of that informa-
tion in writing, then. That would be wonderful. Thank you.

I would say to my colleagues that the reality of it is, what hap-
pens when you have individuals receiving subsidies that they have
not earned, do not have a right to, when it is $1.7 trillion over the
next 8 or 9 years, what that results in in South Carolina, what we
have seen this past year, is between a 31-percent and as high on
some plans as a 50-percent increase in premiums. That is astound-
ing. It is ridiculous. It is unaffordable.

As those premiums continue to climb, what we have also seen is
your deductibles get higher, more expensive. Your out-of-pocket ex-
penses are higher, more expensive. The number of facilities, wheth-
er it is hospitals or doctors, that are available to use that access
card continues to dwindle down, and down, and down. I am not
sure what good access is if you have a card when there is not a
health care provider on the other side.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator.

Senator Coats?

Senator COATS. Thank you, Mr. Chairman.

I am not surprised with anything I have heard here this morn-
ing. I go to the Senate floor once a week to share with my col-
leagues proven waste, fraud, and abuse in any number of ways, in
any number of agencies.

We have a bloated, bureaucratic, dysfunctional government that
tries to do—with real intent, good intent—more than it can handle.
Thank God for GAO and for the nonpartisan work that you do to
help us point out ways in which we can help a struggling taxpayer
not have to pay so much money in to Washington to fund some-
thing that does not work.

So I really appreciate your being here; I appreciate your candid-
ness. How we can take this for anything other than the canary in
the mine, saying, hey, there is a problem here, let us get after it,
I just don’t know. What really is discouraging is, and I would like
you to give me a little more detail on this, you take these findings
to CMS, and CMS basically gives you a stall: we are waiting for
the attorneys to respond.

CMS should say, “Thank you, thank you, you have pointed out
some weaknesses here that we were not aware of. We want to be
efficient. Actually, we want to implement the President’s program,
we want to sign up more people.” I mean, they are obviously fol-
lowing that mandate. “This will help us because, if this becomes
public, the public is going to say it is just one more example of an-
other government bloated, bureaucratic inefficiency, ineffectiveness,
preventing people who need the insurance from getting the insur-
ailce, giving insurance to people who do not qualify, and it is fraud-
ulent.”

I hear that, “Well, we have to go through all this process and so
forth before we even implement things.” They should not have to
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wait for you for recommendations. You have told them: here is the
problem.

I would think they would say, “Thank you. We are going to go
after this right now and try to fix some of these things.” You have
pointed out something that obviously, sure, it is fictitious, but I
mean, if this is not an alarm bell in terms of dysfunction, I do not
know what is.

So can you describe a little bit more your efforts with CMS to
get them to say, “Thank you, yes, we see the weaknesses here, and
we are going to take steps to go forward,” instead of some process
that is going to go through the legal system and through the bu-
reaucratic system that is going to take months, if not years, while
more and more waste and fraud just continues.

Mr. BAGDOYAN. Sure. Thank you for your question, Senator
Coats. Our exchanges with CMS have been fruitful at times, and
we have gotten their attention on some of the key issues that——

Senator COATS. But what about this issue?

Mr. BAGDOYAN. Which one is that?

Senator COATS. What you are presenting here. I wrote this down.
You said you went to CMS and alerted them to the problem, and
you are waiting for their response.

Mr. BAGDOYAN. Well, that actually refers to the good faith ex-
emption. We are waiting for their legal analysis, for their basis

Senator COATS. Yes. Yes. Yes. We hear this all the time.

Mr. BAGDOYAN. Yes. They are working through the document
verification process.

Senator COATS. Yes.

Mr. BAGDOYAN. So that is just one matter. There are——

Senator COATS. Well, did it ring any alarm bells over at CMS?
Did anybody say, “Wow, thanks so much for bringing this to our
attention; we need to plug these holes right away”?

Mr. BAGDOYAN. I do not know whether “thank you’
but they are aware of the problems that we flagged.

Senator COATS. But they did not just say, well, this is fictitious,
so therefore what you are presenting us here is worthless?

Mr. BAGDOYAN. No, I cannot say that that is what they said.

Senator CoaTs. Well, I am happy to hear that. I could point out
waste of the day, waste of the hour, or waste of the minute, thanks
to GAO and other investigative agencies that have pointed out that
we have a dysfunctional government and we are wasting taxpayer
dollars faster than we can send them to Washington.

Mr. Chairman, thank you.

The CHAIRMAN. Thank you, Senator.

Senator Burr, you are next.

Senator BURR. Thank you, Mr. Chairman. Let me say thank you
to you and all the folks at GAO for the great work that you do and
for the difficult task that you are asked to do.

According to your testimony, people applying for coverage are re-
quired to attest that the documents they are providing are not
false. CMS officials say that contractors processing these docu-
ments are not required to verify that these documents are authen-
tic, and that the contractor is not equipped to identify fraud.

CMS has also stated that there is no indication of meaningful
levels of fraud. Do you think CMS made this statement because no-

)

was used,
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body is monitoring the enrollment process in a meaningful way to
detect the fraud that is clearly occurring in the cases of fake GOA
enrollees?

Mr. BAGDOYAN. Yes. I think the statement from CMS is based on
the fact that the contractor itself has not reported any fraud. But
as you pointed out, they are not tasked with looking for fraud. That
is not in their work order, that is not——

Senator BURR. So it is not dissimilar to the question that Senator
Wyden asked you: how many people did you find? You had not
been asked to go look, therefore you did not find any, right?

Mr. BAGDOYAN. At this stage, that is correct. But once we move
over to the forensic look at the entire enrollee database, then that
might yield different results.

Senator BURR. Mr. Bagdoyan, who is ultimately in charge of en-
suring enrollment program integrity? Is it the CMS Administrator?
Is it the CMS Deputy Administrator? Is it the Chief Information
Officer? Who is actually the one on the hook for ensuring that
fraud is not occurring within the enrollment process?

Mr. BAGDOYAN. Sure. As a general proposition, I would say that
the tone at the top is important, whether it is the Administrator
who is responsible for CMS and his or her staff. It is leadership
that sets the controls in place, ensures that they are working as
intended, monitors their effectiveness, and then responds to any
changes in the environment that may necessitate adjustments or
changes.

Senator BURR. Senator Wyden came to an interesting conclusion,
that what you have testified on really is not valid because none of
the individual enrollees filed an income tax return, therefore you
did not allow the system as designed to catch that they should not
be there.

Mr. BAGDOYAN. Yes.

Senator BURR. Well, your own testimony says that, in cor-
respondence between the applicant and the marketplace, on four of
the individuals, the marketplace’s correspondence to the applicant
referred to their filed tax returns. In other words, the marketplace
basically said four of your applicants filed income tax returns and
that is what we make our judgment on, when in fact none of them
filed tax returns.

Mr. BAGDOYAN. That is correct.

Senator BURR. And you stated that in your testimony.

So let me just say to my colleagues, what is my take-away here?
Not only do we have policy deficiencies, but we certainly have indi-
cations of incompetence or intent to ignore the law. That should be
the concern of this committee, it should be the concern of the
American people, and I hope that GAO will continue with the in-
structions from the chair to look deeply into this. Thank you for
your work.

Mr. BAGDOYAN. Thank you, Senator.

The CHAIRMAN. Thank you, Senator.

Senator Casey?

Senator CASEY. Mr. Chairman, thanks very much.

I want to say first to Mr. Bagdoyan that, in my experience as an
elected official in Pennsylvania, one of the most significant parts of
that time as a public official was as the State Auditor General. It
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is an elected position. I was elected to two terms, so I spent 8 years
doing it. I have some sense, even though I was overseeing a group
of auditors or investigators, of the difficulty of your work and a
good sense of the reaction you get when your work is completed.
I respect and appreciate what you do; it is difficult.

Mr. BAGDOYAN. Thank you.

Senator CASEY. I want to ask you one question, more just to
make sure the record is clear, and then I want to get into more of
the specific health care issues. I want to make sure I have this
right. Based upon your testimony, is it possible to make generaliza-
tions about the full population of applicants in the marketplace?

Mr. BAGDOYAN. No, it is not, and that was not the intent of our
undercover tests.

Senator CASEY. I want to say, just preliminarily, we know, those
of us who voted for the Affordable Care Act, that there are issues
we have to correct. It is not perfect legislation, nor is any legisla-
tion of that complexity and impact on health care and our economy.
A number of us have voted for, already, improvements to the law.

I think what is indisputable, though, in addition to the fact that
it is not perfect, is that there has been a substantial benefit con-
ferred upon a lot of Americans that would not have it otherwise.
I am not saying this for your benefit, really, just for the record:
16.4 million people gained health insurance coverage in the time
since 2010.

In Pennsylvania, for example, 472,697 Pennsylvanians selected
plans or were automatically re-enrolled through the health insur-
ance marketplace. About 81 percent of Pennsylvanians who se-
lected health insurance plans were determined eligible for financial
assistance. There are lots of examples of individuals

Two individuals from southeastern Pennsylvania, Jenny and
David, are self-employed, have two sons in college. Jenny is a
breast cancer survivor, worried about being denied health insur-
ance because of her pre-existing condition. They were spending
over $10,000 a year on health insurance. Thanks to their ACA plan

urchased through HealthCare.gov, they now are spending about
53,000 per year, so the savings helps them on college costs. So that
is just by way of background.

But I want to ask you a specific question about your work. Do
you think there are additional checks that can be imposed upon the
system, so to speak, that could help identify fraud, which the GAO
did not test?

Mr. BAGDOYAN. Sure. Thank you for your question. That would
be part, a major part, of our focus for the ongoing work. As I men-
tioned earlier in response to another Senator’s question, we will be
applying a set of appropriate benchmarks to how we map out the
current process with information that we obtained from our under-
cover work. The forensic work will inform that and go in tandem.

Once we apply those criteria, we will be able to identify how to
best respond to them: what are their risk assessments, their imple-
mentation of specific controls for specific parts of the enrollment
process? That will be key, but that work is ongoing, so I cannot
really say one way or the other which way it will go with the rec-
ommendations.
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Senator CASEY. And part of that is, I guess—and I know this is
always difficult in an auditing context—when you have a mandate
but you also have limited resources, you cannot audit or review
every transaction or every part of the system. So you do sometimes
have to make a determination based upon risk: what is a higher
risk, what is a——

Mr. BAGDOYAN. Sure. You prioritize where you attack first in
terms of control gaps. Sure.

Senator CASEY. I want to ask you too to what extent you believe
the IRS has the capacity to identify fraudulent, so-called advance
premium tax credit or APTC claims? Do you have any sense of
that?

Mr. BAGDOYAN. I do not. That is not part of our scope in this on-
going work, but I believe there are other mission teams within
GAO that are taking a look at that. I do not know the specific as-
pects, but I believe IRS capacity and capability is part of that work.

Senator CASEY. Well, we are grateful for your work. It is difficult,
but it is essential. We want to make sure that we get this right
over time. One of the ways to inform how we do our work in terms
of legislative change or corrections is to have information from
GAO and other sources. So we appreciate your work. Thank you.

Mr. BAGDOYAN. Thank you, Senator.

The CHAIRMAN. Senator Wyden would like to make a comment.

Senator WYDEN. One last “yes” or “no” question, Mr. Bagdoyan.
Is it correct that CMS asked for these 11 fictitious cases and GAO
did not give them to the agency?

Mr. BAGDOYAN. That is correct.

Senator WYDEN. I would again say, colleagues, it is pretty hard
to evaluate something you are not told about. You certainly cannot
fix something you do not know about. By the way, on Senator
Burr’s question, you could have gotten an answer to it if you had
actually been able to get information about these 11 fictitious
cases. And by the way, my staff asked for the information about
these 11 fictitious cases.

So to me the message here—and Chairman Hatch knows that I
am interested in working with him in a bipartisan way. I think I
am about as bipartisan on health care as anybody in the Senate.
I just think that, without these recommendations—and we have
been told they are not ready to go—this is premature.

At some point, I believe GAO, because I have worked with them
often in the past and admire their professionalism, will give us
some recommendations. Then we can work in a bipartisan way.
But I hope that people following this will recognize that, as of this
morning, the Government Accountability Office has not uncovered
any instances of real people committing fraud as part of this in-
quiry. I think that is the important take-away of this morning.

Thank you, Mr. Chairman.

The CHAIRMAN. Thanks.

Mr. Bagdoyan, it is true that your job is to look for fraud. Your
job is to look for misconceptions. Your job is to look for things that
are wrong, or out of whack, or whatever you want to call it, and
that is what you are doing, right?

Mr. BAGDOYAN. That is correct, Senator.

The CHAIRMAN. And you have done it honestly, right?
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Mr. BAGDOYAN. Yes.

The CHAIRMAN. And you are disturbed by the fact that these dis-
crepancies exist, even though it has been a limited investigation.
Is that right?

Mr. BAGDOYAN. Well, we do have concerns about the red flags we
have detected in terms of the control environment.

The CHAIRMAN. Well, you are expressing those concerns here
today. I have concerns too. A lot of people on our side do not believe
that Obamacare is ever going to work and that it is just going to
continue to take us downhill with more and more costs, more and
more expenses, and more and more fraud. This is not the only in-
stance of fraud either, is it?

Mr. BAGDOYAN. Well, I cannot comment on that.

The CHAIRMAN. All right.

Mr. BAGDOYAN. That is out of our scope. But if I may, Mr. Chair-
man, try to explain our decision to decline——

The CHAIRMAN. What I do not want is, I do not want people just
slapping this off like this is not important. It is very important——

Mr. BAGDOYAN. Right. I would like to, if I may, again

The CHAIRMAN [continuing]. And I want you to tell us why it is
so very important.

Mr. BAGDOYAN. It is important in terms of getting the responses
that we need as our work is ongoing. I would respectfully ask that
I might explain why we declined to provide the identities of our 11
applicants.

The CHAIRMAN. Sure. I would like you to explain that.

Mr. BAGDOYAN. It is fully consistent with GAO policy, protocols,
and practice that we do not divulge any information related to our
sources, methods, and investigative techniques to any entity so
that we protect those for future use. So that is our perspective on
that issue.

The CHAIRMAN. Well, why is that? I mean, why can you not di-
vulge——

Mr. BAGDOYAN. Well, we cannot because we have the sources and
methods that I mentioned that need to stay confidential, that are
in general use by GAO in certain circumstances. So revealing those
would basically give up the ghost.

The CHAIRMAN. Well, my understanding, through my service in
the Senate, is that the GAO does a very good job of trying to get
to the bottom of problems in our society. I think you are a good il-
lustration of that effort by GAO.

Now, this does not mean that you are going to cease trying to
find fraud and mismanagement and so forth in the future, does it?

Mr. BAGDOYAN. Well, this work is ongoing.

The CHAIRMAN. Right.

Mr. BAGDOYAN. I think we are in it for the long term.

The CHAIRMAN. And we will probably have you back again so
that we can figure out, what is our job up here? What can we do?
We cannot just dismiss these type of things; we have to do some-
thing about them. Hopefully we can do that with your help.

Mr. BAGDOYAN. Thank you.

The CHAIRMAN. With that, we will recess until further notice.

[Whereupon, at 11:05 a.m., the hearing was concluded.]







APPENDIX

ADDITIONAL MATERIAL SUBMITTED FOR THE RECORD

PREPARED STATEMENT OF SETO J. BAGDOYAN, DIRECTOR, FORENSIC AUDITS AND
INVESTIGATIVE SERVICE, GOVERNMENT ACCOUNTABILITY OFFICE

GAO HIGHLIGHTS

Why GAO Did This Study

PPACA provides for the establishment of health-insurance exchanges, or market-
places, where consumers can compare and select private health-insurance plans.
The act also expands the availability of subsidized health-care coverage. The Con-
gressional Budget Office estimates the cost of subsidies and related spending under
the act at $28 billion for fiscal year 2015. PPACA requires verification of applicant
information to determine eligibility for enrollment or subsidies.

GAO was asked to examine controls for application and enrollment for coverage
through the federal Marketplace. This testimony describes (1) the results of GAO’s
undercover testing of the Marketplace’s eligibility and enrollment controls, including
opportunities for potential enrollment fraud, for the act’s first open-enrollment pe-
riod; and (2) additional undercover testing in which GAO sought in-person applica-
tion assistance.

This statement is based on GAO undercover testing of the Marketplace applica-
tion, enrollment, and eligibility-verification controls using 18 fictitious identities.
GAO submitted or attempted to submit applications through the Marketplace in
several states by telephone, online, and in-person. Details of the target areas are
not disclosed, to protect GAO’s undercover identities. GAO’s tests were intended to
identify potential control issues and inform possible further work. The results, while
illustrative, cannot be generalized to the full population of applicants or enrollees.
GAO provided details to CMS for comment, and made technical changes as appro-
priate.

PATIENT PROTECTION AND AFFORDABLE CARE ACT

Observations on 18 Undercover Tests of Enrollment Controls for Health-Care Couv-
erage and Consumer Subsidies Provided Under the Act

What GAO Found

To assess the enrollment controls of the federal Health Insurance Marketplace
(Marketplace), GAO performed 18 undercover tests, 12 of which focused on phone
or online applications. During these tests, the Marketplace approved subsidized cov-
erage under the Patient Protection and Affordable Care Act (PPACA) for 11 of the
12 fictitious GAO applicants for 2014. The GAO applicants obtained a total of about
$30,000 in annual advance premium tax credits, plus eligibility for lower costs due
at time of service. For 7 of the 11 successful fictitious applicants, GAO intentionally
did not submit all required verification documentation to the Marketplace, but the
Marketplace did not cancel subsidized coverage for these applicants. While these
subsidies, including those granted to GAO’s fictitious applicants, are paid to health-
care insurers, and not directly to enrolled consumers, they nevertheless represent
a benefit to consumers and a cost to the government. GAO’s undercover testing,
while illustrative, cannot be generalized to the population of all applicants or enroll-
ees. GAO shared details of its observations with the Centers for Medicare and Med-
icaid Services (CMS) during the course of its testing, to seek agency responses to
the issues raised. Other observations included the following:
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o The Marketplace did not accurately record all inconsistencies. Inconsistencies
occur when applicant information does not match information available from
Marketplace verification sources. Also, the Marketplace resolved inconsistencies
from GAO’s fictitious applications based on fictitious documentation that GAO
submitted. Overall, according to CMS officials, the Marketplace did not termi-
nate any coverage for several types of inconsistencies, including Social Security
data or incarceration status.

e Under PPACA, filing a federal income-tax return is a key control element, de-
signed to ensure that premium subsidies granted at time of application are ap-
propriate based on reported applicant earnings during the coverage year. GAO,
however, found errors in information reported by the Marketplace for tax filing
purposes for 3 of its 11 fictitious enrollees, such as incorrect coverage periods
and subsidy amounts.

e The Marketplace automatically reenrolled coverage for all 11 fictitious enrollees
for 2015. Later, based on what it said were new applications GAQO’s fictional
enrollees had filed—but which GAO did not itself make—the Marketplace ter-
minated coverage for 6 of the 11 enrollees, saying the fictitious enrollees had
not provided necessary documentation. However, for five of the six termi-
nations, GAO subsequently obtained reinstatements, including increases in pre-
mium tax-credit subsidies.

For an additional six applicants, GAO sought to test the extent to which, if any,
in-person assisters would encourage applicants to misstate income in order to qual-
ify for income-based subsidies during coverage year 2014. However, GAO was un-
able to obtain in-person assistance in 5 of the 6 undercover attempts. For example,
an assister told GAO that it only provided help for those applying for Medicaid and
not health-care insurance applications. Representatives of these organizations ac-
knowledged the issues GAO raised in handling of the inquiries. CMS officials said
that their experience from the first open-enrollment period helped improve training
for the 2015 enrollment period.

Chairman Hatch, Ranking Member Wyden, and Members of the Committee:

I am pleased to be here today to discuss enrollment for health-care coverage ob-
tained through the federal health-insurance exchange established under the Patient
Protection and Affordable Care Act (PPACA),! and in particular, to discuss results
of our undercover testing of eligibility and enrollment controls for the 2014 coverage
year.2 We presented preliminary results in July 2014.3 Among other things, PPACA
provides subsidies to those eligible to purchase private health-insurance plans who
meet certain income and other requirements, and with those subsidies and other
costs, represents a significant, long-term fiscal commitment for the federal govern-
ment. According to the Congressional Budget Office, the estimated cost of subsidies
and related spending under the act is $28 billion for fiscal year 2015, rising to $103
billion for fiscal year 2025, and totaling $849 billion for fiscal years 2016-2025.
While subsidies under the act are not paid directly to enrollees, participants never-
theless benefit through reduced monthly premiums or lower costs due at time of
service, such as copayments. Because subsidy costs are contingent on who obtains
coverage, enrollment controls that help ensure only qualified applicants are ap-
proved for coverage with subsidies are a key factor in determining federal expendi-
tures under the act.4

PPACA, signed into law on March 23, 2010, expands the availability of subsidized
health-care coverage, and provides for the establishment of health-insurance ex-
changes, or marketplaces, to assist consumers in comparing and selecting among in-

1Pub. L. No. 111-148, 124 Stat. 119 (Mar. 23, 2010), as amended by the Health Care and
Education Reconciliation Act of 2010 (HCERA), Pub. L. No. 111-152, 124 Stat. 1029 (Mar. 30,
2010). In this testimony, references to PPACA include any amendments made by HCERA.

2 Specifically, our review covered the first open-enrollment period, from October 1, 2013 to
March 31, 2014, as well as follow-on work through 2014 and into 2015 after close of the open-
enrollment period.

3GAO, Patient Protection and Affordable Care Act: Preliminary Results of Undercover Testing
of Enrollment Controls for Health-Care Coverage and Consumer Subsidies Provided Under the
Act, GAO-14-705T (Washington, D.C.: July 23, 2014).

4According to Department of Health and Human Services’ (HHS) Centers for Medicare &
Medicaid Services (CMS) data, about 11.7 million people selected or were automatically re-
enrolled into a 2015 health insurance plan under the act. A high fraction of those enrollees—
87 percent, in states using the HealthCare.gov system—qualified for the premium tax-credit sub-
sidy provided by the act, which is described later in this statement.
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surance plans offered by participating private issuers of health-care coverage.®
Under PPACA, states may elect to operate their own health-care exchanges, or may
rely on the federally facilitated exchange, known to the public as HealthCare.gov.
These marketplaces were intended to provide a single point of access for individuals
to enroll in private health plans, apply for income-based subsidies to offset the cost
of these plans—which are paid directly to health-insurance issuers—and, as applica-
ble, obtain an eligibility determination for other health coverage programs, such as
Medicaid or the Children’s Health Insurance Program. The Department of Health
and Human Services’ (HHS) Centers for Medicare and Medicaid Services (CMS) is
responsible for overseeing the establishment of these online marketplaces, and the
agency maintains the federally facilitated exchange. At the time we began the work
described in this statement, CMS was operating HealthCare.gov, also known as the
Health Insurance Marketplace (Marketplace) in about two-thirds of the states.®

To be eligible to enroll in a qualified health plan offered through a marketplace,
an individual must be a U.S. citizen or national, or otherwise lawfully present in
the United States; reside in the marketplace service area; and not be incarcerated
(unless incarcerated while awaiting disposition of charges). Marketplaces, in turn,
are required by law to verify application information to determine eligibility for en-
rollment and, if applicable, determine eligibility for the income-based subsidies.”
These verification steps include validating an applicant’s Social Security number, if
one is provided; 8 verifying citizenship, status as a national, or lawful presence with
the Social Security Administration (SSA) or the Department of Homeland Security
(DHS); and verifying household income and family size against tax-return data from
t}}:e érétgrnal Revenue Service (IRS), as well as data on Social Security benefits from
the .

My statement today presents results and analysis from work originally requested
by a number of congressional requesters.® Specifically, today’s statement (1) de-
scribes the final results of our undercover testing of the federal Marketplace’s appli-
cation, enrollment, and eligibility verification controls, including opportunities for
potential enrollment fraud, for the act’s first open-enrollment period ending March
31, 2014; and (2) describes additional undercover testing in which we sought in-
person consumer assistance for federal Marketplace applications. Our control testing
began in January 2014 and concluded in April 2015.

Our July 2014 testimony, which described the results of our work up to that time,
focused on application for, and approval of, coverage for fictitious applicants.1® My
statement today extends that work to the post-application process, including our
maintenance of the fictitious applicant identities throughout 2014 and into 2015,
payment of subsidized premiums on policies we obtained, and the Marketplace’s
verification process for applicant documentation. Thus, taken together, our two
statements now cover the entire process of first obtaining, and then continuing, cov-
erage for our fictitious applicants, from early 2014 into 2015.

To perform our undercover testing of the Marketplace application, enrollment, and
eligibility-verification process, we created 18 fictitious identities for the purpose of
making applications for individual health-care coverage by telephone, online, and in-
person.!! Because the federal government, at the time of our review, operated a
marketplace on behalf of the state in about two-thirds of the states, we focused our
work on those states. We selected three of these states for our undercover applica-

5 Specifically, the act required, by January 1, 2014, the establishment of health-insurance ex-
changes in all states. In states not electing to operate their own exchanges, the federal govern-
ment was required to operate an exchange.

6 Specifically, in 34 states, the federal government operated individual exchanges. Two states
operated their own exchanges, but applicants applied through HealthCare.gov. As of March
2015, the number of states had grown to 37, according to HHS’s Office of the Assistant Sec-
retary for Planning and Evaluation, with the Marketplace accounting for 76 percent (8.8 million)
of consumers’ plan selections.

742 U.S.C. §18081(c); 45 C.F.R. §§ 155.310, 155.315, 155.320.

8 An exchange must require an applicant who has a Social Security number to provide the
number. 42 U.S.C. § 18081(b)(2) and 45 CFR § 155.310(a)(3)(1).

9 Our original requesters were: in the U.S. Senate, the then-ranking member of the Committee
on Homeland Security and Government Affairs and the then-ranking member of the Committee
on Finance; and in the U.S. House of Representatives, the then-chairman of the Committee on
Ways and Means and the then-chairman of the Committee on Ways and Means, Subcommittee
on Oversight.

10 GAO-14-705T.

11For all our applicant scenarios, we sought to act as an ordinary consumer would in attempt-
ing to make a successful application. For example, if, during online applications, we were di-
rected to make phone calls to complete the process, we acted as instructed.
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tions, and further selected target areas within each state.!2 To maintain independ-
ence in our testing, we created our applicant scenarios without knowledge of specific
control procedures, if any, that CMS or other federal agencies may use in accepting
or processing applications. We thus did not create the scenarios with intent to focus
on a particular control or procedure.!3 The results obtained using our limited num-
ber of fictional applicants are illustrative and represent our experience with applica-
tions in the three states we selected. They cannot, however, be generalized to the
overall population of all applicants or enrollees. In particular, our tests were in-
tended to identify potential control issues and inform possible further work. We
shared details of our work with CMS during the course of our testing, to seek agen-
cy responses to the issues we raised. We also provided details prior to this hearing,
and made technical changes as appropriate.

For 12 of the 18 applicant scenarios, we chose to test controls for verifications re-
lated to the identity or citizenship/immigration status of the applicant.14 This ap-
proach allowed us to test similar scenarios across different states. We made half of
these applications online and half by phone. In these tests, we also stated income
at a level eligible to obtain both types of income-based subsidies available under
PPACA—a premium tax credit and cost-sharing reduction.’® Our tests included fic-
titious applicants who provided invalid Social Security identities, noncitizens claim-
ing to be lawfully present in the United States, and applicants who did not provide
Social Security numbers. As appropriate, in our applications for coverage and sub-
sidies, we used publicly available information to construct our scenarios. We also
used publicly available hardware, software, and materials to produce counterfeit or
fictitious documents, which we submitted, as appropriate for our testing, when in-
structed to do so. We then observed the outcomes of the document submissions, such
as any approvals received or requests to provide additional supporting documenta-
tion. We began this control testing in January 2014 and concluded it in April 2015.
We also obtained data from CMS on applicant submission of required verification
documentation. These data listed document submission status as of April 2015 for
the act’s first open-enrollment period, including for our undercover applications.

For the remaining 6 of our 18 applicant scenarios to examine enrollment through
the Marketplace, we sought to test only income-verification controls. We randomly
selected three “Navigator” and three non-Navigator in-person assisters in our target
areas.'6 For half of these 6 applications, our applicant planned to state income
slightly above the maximum amount allowable for income-based subsidies, while for
the others, our applicant planned to state income slightly below the range eligible
for these subsidies. We sought to determine the extent to which, if any, in-person
assisters might encourage our undercover applicants to misstate income in order to
qualify for either of the income-based PPACA subsidies. We chose to limit our re-
view of those providing in-person assistance to the extent we encountered these as-

12We based the state selections on factors including range of population size, mixture of popu-
lation living in rural versus urban areas, and number of people qualifying for income-based sub-
sidies under the act. We selected target areas within each state based on factors including com-
munity size. To preserve confidentiality of our applications, we do not disclose here the number
or locations of our target areas. We generally selected our states and target areas to reflect a
range of characteristics.

1§We were aware of general eligibility requirements, however, from public sources such as
websites.

14 As noted earlier, to be eligible to enroll in a qualified health plan offered through a market-
place, an individual must be a U.S. citizen or national, or otherwise lawfully present in the
United States; reside in the marketplace service area; and not be incarcerated (unless incarcer-
ated while awaiting disposition of charges). Marketplaces, in turn, are required by law to verify
application information to determine eligibility for enrollment and, if applicable, determine eligi-
bility for the income-based subsidies.

15To qualify for these income-based subsidies, an individual must be eligible to enroll in mar-
ketplace coverage; meet income requirements; and not be eligible for coverage under a qualifying
plan or program, such as affordable employer-sponsored coverage, Medicaid, or the Children’s
Health Insurance Program. Cost-sharing reduction (CSR) is a discount that lowers the amount
consumers pay for out-of-pocket charges for deductibles, coinsurance, and copayments. Because
the benefit realized through the CSR subsidy can vary according to medical services used, the
value to consumers of such subsidies can likewise vary.

16 For the 2014 coverage year, CMS awarded $67 million in grants for “Navigators,” which
are individuals or organizations that are to provide, without charge, impartial health-insurance
information to consumers, and to help them complete eligibility and enrollment forms. In addi-
tion, such aid is also to be available from other in-person assisters (“non-Navigators”) who gen-
erally perform the same functions as Navigators, but are funded through separate grants or con-
tracts. Navigators and non-Navigator assisters must complete comprehensive training, according
to CMS. Through the HealthCare.gov website, CMS published a state-by-state list of where in-
person assistance can be obtained.
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sisters as part of our enrollment control testing. A full examination of in-person as-
sistance, including issues other than eligibility and enrollment, was beyond the
scope of our work. Overall, our review covered the act’s first open-enrollment period,
from October 1, 2013 to March 31, 2014, as well as follow-on work through 2014
and into 2015 after close of the open-enrollment period.

We plan to issue a final report, with recommendations, on our undercover
eligibility- and enrollment-controls testing. We are conducting our audit work in ac-
cordance with generally accepted government auditing standards. Those standards
require that we plan and perform the audit to obtain sufficient, appropriate evi-
dence to provide a reasonable basis for our findings and conclusions based on our
audit objectives. We believe that the evidence we obtained provides a reasonable
basis for our findings and conclusions based on our audit objectives. We conducted
our related investigative work in accordance with investigative standards prescribed
by the Council of the Inspectors General on Integrity and Efficiency.

THE FEDERAL MARKETPLACE APPROVED SUBSIDIZED COVERAGE FOR 11 OF 12 FICTITIOUS
APPLICANTS IN 2014, WITH COVERAGE CONTINUING INTO 2015

We Obtained Coverage for 11 of 12 Fictitious Applicants by Using the Telephone
Application Process and Bypassing Online Identity Verification

As we described in our July 2014 testimony, the federal Marketplace approved
subsidized coverage for 11 of 12 fictitious applicants who initially applied online or
by telephone. For the 11 approved applications, we paid the required premiums to
put health-insurance policies into force. We obtained the advance premium tax cred-
it (APTC) in all cases, totaling about $2,500 monthly or about $30,000 annually for
all 11 applicants. After receiving these premium subsidies, our 11 fictitious appli-
cants paid premiums at a total annual rate of about $12,000. We also obtained eligi-
bility for cost-sharing reduction (CSR) subsidies.1” The APTC and CSR subsidies are
not paid directly to enrolled consumers; instead, the federal government pays them
to issuers of health-care policies on consumers’ behalf. However, they represent a
benefit to consumers—and a cost to the government—Dby reducing out-of-pocket costs
for medical coverage.l® To receive advance payment of the premium tax credit, ap-
plicants agree they will file a tax return for the coverage year, and must indicate
they understand that the premium tax credits paid in advance are subject to rec-
onciliation on their federal tax return.

As we also reported in July 2014, for each of our 6 online applications (among
the group of 12 applications made online and by phone), we failed to clear a re-
quired identity-checking step, and thus could not complete the process online. For
online applications, the Marketplace employs a process known as “identity proofing”
to verify an applicant’s identity.1® It does so by using personal and financial history
on file with a credit reporting agency contracted by the Marketplace. The Market-
place generates questions, based on information on file with the contractor, that
only the applicant is believed likely to know.20 If an applicant’s identity cannot be
verified online, applicants are directed to call the credit reporting agency for assist-
ance.2! If the credit reporting agency then cannot verify identity, applicants are

17Because the benefit realized through the CSR subsidy can vary according to medical serv-
ices used, the value to consumers of such subsidies can likewise vary.

18 Even if not obtaining subsidies, applicants can also benefit if they obtain coverage for which
they would otherwise not qualify, such as by not being a U.S. citizen or national, or lawfully
present in the United States.

19 According to CMS, the purpose of identity proofing is to prevent someone from creating an
account and applying for health coverage based on someone else’s identity and without their
knowledge. Although intended to counter such identity theft involving others, identity proofing
thus also serves as an enrollment control for those applying online.

20 According to executives of the contractor that performs the identity proofing, about 78 per-
cent of applicants overall that have attempted identity proofing online for the 2014 and 2015
application cycles were successful, across the federal Marketplace and state exchanges com-
bined. The contractor officials said that the 78 percent success rate is marginally lower than
the general success rate for identity-proofing services the contractor provides. This lower rate,
the contractor told us, is likely due to the health-care exchange population being less likely to
have an “electronic footprint” upon which identity proofing is based. The contractor executives
said that the remaining 22 percent did not necessarily fail the identity proofing. In many cases,
the contractor was not able to locate the applicant in its records, or the applicant did not re-
spond to the questions for identity verification.

21 According to the contractor, about 560,000 telephone inquiries were made to the contractor
from October 2013 to April 1, 2015, after applicants did not pass the online identity proofing.
In about 35 percent of those cases, identity could be verified.
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typically told to contact the federal Marketplace or their state-based exchange, cred-
it-reporting agency officials told us.

We subsequently were able to obtain coverage for all six of these applications that
we began online by completing them by phone. By following instructions to make
telephone contact with the Marketplace, we circumvented the initial identity-
proofing control that had stopped our online applications. When we later asked CMS
officials about this difference between online and telephone applications, they told
us that unlike with online applications, the Marketplace allows phone applications
to be made on the basis of verbal attestations by applicants, given under penalty
of perjury, who are directed to provide supporting documentation.

For our 6 phone applications, we successfully completed the application process,
with the exception of one applicant who declined to provide a Social Security num-
ber and was not allowed to proceed.22 After being approved for coverage, we received
enrollment material from insurers for each of our 11 successful fictitious applicants.
Appendix I summarizes outcomes for all 12 of our phone and online applications.23

The Marketplace is required to seek post-approval documentation in the case of
certain application “inconsistencies.” Inconsistencies occur in instances in which in-
formation an applicant has provided does not match information contained in data
sources that the Marketplace uses for eligibility verification at time of application,
or such information is not available. For example, an applicant might state income
at a particular amount, but his or her federal tax return lists a different amount,
or the applicant has no tax return on file. Likewise, the applicant may provide a
Social Security number, but it does not match information on file with the SSA. If
there is such an application inconsistency, the Marketplace is to determine eligi-
bility using attestations of the applicant, and ensure that subsidies are provided on
behalf of the applicant, if he or she is eligible to receive them, while the inconsist-
ency is being resolved using “back-end” controls. Thus, the Marketplace was re-
quired to approve eligibility to enroll in health-care coverage and to receive sub-
sidies for each of our 11 fictitious applicants while the inconsistencies were being
addressed.2¢ At the time of our July 2014 testimony, we had begun to receive notifi-
cations from the Marketplace on the outcomes of our fictitious document submis-
sions. As discussed later in this statement, we continued to receive additional no-
tices about our applicants through 2014 and into 2015.

Federal Marketplace Communications With Our 11 Successful Fictitious Enrollees
About Their Applications Were Unclear or Incomplete

In all 11 cases in which we obtained coverage, the Marketplace directed us, either
orally or in writing, to send supporting documentation. However, the Marketplace
did not always provide clear and complete communications. As a result, during our
testing, we did not always know the current status of our applications or specific
documents required in support of them. Examples include the following:

e Unclear correspondence. Rather than stating a message directly, correspond-
ence instead was conditional or nonspecific, stating the applicant may be af-
fected by something, and then leaving it to the applicant to parse through de-
tails to see if they were indeed affected.

e Inaccurate guidance. The Marketplace directed 8 of our 11 successful appli-
cants to submit additional documentation to prove citizenship and identity—but
an accompanying list of suitable documents that could be sent in response con-
sisted of items for proving income.

e Lack of Marketplace notice on document submissions. In five cases, we
did not receive any indication on whether information sent in response to Mar-
ketplace directives was acceptable. As a result, we had to call the Marketplace
to obtain status information. According to CMS, after documents are processed,
consumers will receive a written notice.

e Lack of written notice. In one case, the Marketplace did not provide us with
any written correspondence directing we submit additional documentation. The
Marketplace only requested documentation for the initial enrollment during our

22 As shown in app. I, three of our applicants did not provide Social Security numbers. While
one of them was not allowed to proceed, the other two were allowed to complete applications.
Our purported rationale for not providing the numbers was concern about personal privacy.

23We shared with CMS details on our successfully obtaining coverage, during the course of
our review, in March 2015.

24 According to CMS officials, the federal Marketplace makes eligibility determinations. Pri-
vate insurers, also called “issuers,” provide coverage.
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phone application for coverage. According to the Marketplace, applicants are to
receive written notice of documentation required.25

CMS officials told us they are working to improve communication with consumers,
and will make improvements in consumer notices. According to the officials, they
are soliciting feedback from consumer advocates, call-center representatives, and ap-
plication assisters to improve such communications. According to the officials, CMS
has already made significant improvements that include adding a complete list of
acceptable documents to resolve citizenship and immigration status inconsistencies,
and consolidating warning notices to include all inconsistency issues. CMS is cur-
rently working on further improvements in notices, including those for eligibility
and instances of insufficient documentation, according to the officials.

Our 11 Fictitious Enrollees Maintained Subsidized Coverage Throughout 2014, Even
Though We Sent Fictitious Documents, or No Documents, to Resolve Application
Inconsistencies

As part of our testing, and in response to Marketplace directives, we provided fol-
low-up documentation, albeit fictitious.26 Overall, as shown in appendix II, we var-
ied what we submitted by application—providing all, none, or only some of the ma-
terial we were told to send—in order to test controls and note any differences in
outcomes. Among the 11 applications for which we were directed to send documenta-
tion, we submitted

e all requested documentation for four applications,
e partial documentation for four applications, and
e no documentation for the remaining three applications.

Although our documentation was fictitious, and in some cases we submitted none,
or only some, of the documentation we were directed to send, we retained our cov-
erage for all 11 applicants through the end of the 2014 coverage year. As described
earlier, APTC subsidies our applicants received totaled about $30,000 annually, and
further financial benefit would have been available through CSR subsidies if we had
obtained qualifying medical services. Following our document submissions, the Mar-
ketplace told us, either in writing or in response to phone calls, that the required
documentation for all our approved applicants had been received and was satisfac-
tory. In one case, when we called the Marketplace to inquire about the status of
our documentation submission—but where we had not actually submitted any docu-
ments—a representative told our applicant that documents had been reviewed and
processed, and, “There is nothing else to do at this time.” Figure 1 shows a portion
of a call in which a Marketplace representative said our documentation was com-
plete, even though we did not submit any documents.

25We shared with CMS details on communication issues we encountered, during the course
of our review, in March 2015.

26 Any documentation we supplied was, like our initial applications, fictitious, having been
fabricated by us using commercially available hardware, software, and materials.
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Figure 1: Excerpts of Transcript of Telephone Conversation with the Federal
Marketplace, Confirming Submission of Satisfactory Documentation

Bo ko, Bo be,

Source: GAO. | GAO-15-702T

For one applicant, the Marketplace did subsequently state in a November 2014
letter that we would lose our subsidies, beginning in December 2014. However,
there was no follow-up communication regarding the loss of our subsidies, and the

GAO undercover applicant:

“... I sent in the requested documentation to the
Marketplace. And | believe | did everything that
was required ... is my account up to date as far
as all documentation required?”

Marketplace representative:
“... [Y]our application status is complete ... it's not
saying anything else is needed to be sentin.”

GAO undercover applicant:

“So basically, from what you’ve seen, everything
is complete? So | don't need any more
documentation?”

Marketplace representative:
“Yes, sir.”

subsidies were not terminated in December 2014.

On the basis of applicant data we obtained from CMS, the Marketplace cleared
inconsistencies for some of our 11 fictitious applications in instances where we sub-
mitted bogus documents.2? Appendix III contains a summary of our document re-
quests and submissions. We also noted instances where the Marketplace either did
not accurately capture all inconsistencies, or resolved inconsistencies based on sus-

pect documentation, including the following:

e Did not capture all inconsistencies. For 3 of the 11 applicants, while the
Marketplace at the outset directed our applicants to provide documentation of
citizenship/immigration status, the CMS applicant data we later received for
these applicants do not reflect inconsistencies for the items initially identified.

e Disqualifying income. For 2 of the 11 applicants, we reported income sub-
stantially higher than the amount we initially stated on our applications, and
at levels that should have disqualified our applications from receiving subsidies.
However, according to the CMS data, the Marketplace resolved our income in-

27The inconsistency data we obtained listed status as of April 2015 for all inconsistencies gen-
erated during the first open-enrollment period, including those for our undercover applications.
For this statement, we examined only inconsistency information for our applications, but we

plan to make a broader analysis as part of ongoing work.
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consistencies and, as noted, our APTC and CSR subsidies for both applicants
continued.

In addition to having fictitious documentation approved, two of our applicants also
received notices in early 2015 acknowledging receipt of documents recently sub-
mitted, when we had not sent any such documents. We do not know why we re-
ceived these notices.

The CMS Document-Verification Process Is Not Designed to Identify Fraudulent Ap-
plications

We found that the CMS document-processing contractor is not required to seek
to detect fraud.2® It is only required to inspect for documents that have obviously
been altered. According to contractor executives we spoke with, the contractor per-
sonnel involved in the document-verification process are not trained as fraud ex-
perts and do not perform antifraud duties. In particular, the executives told us, the
contractor does not certify the authenticity of submitted documents, does not engage
in fraud detection, and does not undertake investigative activities. In the contrac-
tor’s standard operating procedures for its work for CMS, document-review workers
are directed to “determine if the document image is legible and appears unaltered
by visually inspecting it.” Further, according to the contractor, it is not equipped
to attempt to identify fraud, and does not have the means to judge whether docu-
ments submitted might be fraudulent.

CMS officials told us there have been no cases of fraudulent applications or docu-
mentation referred to the U.S. Department of Justice or the HHS Office of Inspector
General, because its document-processing contractor has not identified any fraud
cases to CMS. However, as noted earlier, the contractor is not required to detect
fraud, nor is it equipped to do so. According to the CMS officials, there has been
“no indication of a meaningful level of fraud.”

According to CMS officials, it would not be practical to have applicants show origi-
nal documents at time of application. With the HealthCare.gov website, the agency
decided to move away from in-person authentication, in order to avoid burden on
consumers, the officials told us. They also said in-person presentation of documenta-
tion is not possible in the current structure, as there are insufficient resources to
establish a system to do so.

Overall, according to CMS officials, the agency has limited ability to respond to
attempts at fraud. They told us CMS must balance consumers’ ability to “effectively
and efficiently” select Marketplace coverage with “program-integrity concerns.” CMS
places a strong emphasis on program integrity and builds program integrity fea-
tures into all aspects of implementation of the law, according to CMS officials. In
any case, the CMS officials said the design of the program does not allow for direct
consumer profit from fraud, because APTC and CSR subsidies are paid to policy
issuers, not consumers. We note, however, that even so, the subsidies nevertheless
can produce direct financial benefits to consumers. For example, if consumers elect
to receive the premium tax credit in advance, that lowers the cost of monthly cov-
erage. A consumer could also receive the advance premium tax credit and not file
a federal tax return, as required to ensure proper treatment of the credit. Likewise,
CSR subsidies mean smaller out-of-pocket expenses when obtaining medical serv-
ices. Accordingly, although subsidies may be paid directly to issuers, they still result
in a cost to the government and a benefit to enrollees.

CMS officials told us the agency plans to conduct an assessment of the Market-
place’s eligibility determination process, including the application process and the
inconsistency resolution process. They did not provide a firm date for completion,
saying the review would depend on obtaining IRS information for use as a reference.

Four of Our 11 Applicants Continued to Receive Subsidized Coverage for 2014,
Likely Because CMS Waived Documentation Requirements

According to the applicant data we obtained from CMS, most of our applications
had unresolved inconsistencies—indicating either that the Marketplace did not re-
ceive requested documentation or the documentation was not satisfactory. Specifi-
cally, as shown in appendix III, the CMS data indicate that, as of April 2015, 7 of
our 11 applications had at least one inconsistency that remained unresolved.

28 Fraud involves obtaining something of value through willful misrepresentation. Whether
conduct is in fact fraudulent is a determination to be made through the judicial or other adju-
dicative system. For information generally on fraud controls, see GAO, Individual Disaster As-
sistance Programs: Framework for Fraud Prevention, Detection, and Prosecution, GAO-06-954T
(Washington, D.C.: July 12, 2006).
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Because we did not disclose the specific identities of our fictitious applicants, CMS
officials said they could not explain our findings on handling of inconsistencies for
our applications.2® However, in general, they said our subsidized policies may have
remained in effect during 2014 because CMS waived certain document filing re-
quirements. Specifically, CMS directed its document contractor not to terminate
policies or subsidies if an applicant submitted any documentation to the Market-
place. That is, if an applicant submitted at least one document, whether it resolved
an inconsistency or not, that would be deemed sufficient so that the Marketplace
would not terminate either the policy or subsidies of the applicant, even if other doc-
umentation had initially been required.3? For example, for one of our applicants, the
Marketplace requested citizenship, income, and identity documents, but our appli-
cant submitted only identity information. Under the CMS directive, the applicant’s
policy and subsidies continued through 2014 because our applicant submitted at
least one document to the Marketplace, but not all documents required. Thus, in
the case of our four applicants that submitted partial documentation to the Market-
place, we likely were relieved of the obligation for submitting all documents for the
2014 plan year.

For the 2014 plan year, PPACA authorized CMS to extend the period for appli-
cants to resolve inconsistencies unrelated to citizenship or lawful presence.3! Addi-
tionally, regulations state that CMS may extend the period for an applicant to re-
solve any type of inconsistency when the applicant demonstrates a “good faith ef-
fort” to submit documentation.32 CMS officials told us they relied upon these au-
thorities to make a policy decision to broadly extend the period for resolving all
types of inconsistencies in 2014. Under the policy, the officials told us, the submis-
sion of a single document served as evidence of a good faith effort by the applicant
to resolve all inconsistencies, and therefore extended the resolution period through
the end of 2014.33 As such, CMS did not terminate any applicant who “dem-
onstrated a good faith effort” in 2014. The officials told us that CMS is enforcing
the full submission requirement for 2015, and that any good-faith extensions grant-
ed in 2015 would be decided on a case-by-case basis and be limited in length. All
consumers, regardless of whether they benefitted from the good-faith effort exten-
sion in 2014, will still be subject to deadlines for filing sufficient documentation,
they said. In particular, according to the officials, those who made a good-faith effort
by submitting documentation, but failed to clear their inconsistencies in 2014, were
among the first terminations in 2015, which they said took place in February and
early March. We are continuing to seek further information from CMS officials on
theill; good-faith effort policy, as well as any 2015 terminations, as part of ongoing
work.

Although the good-faith effort policy could explain the handling of some of our ap-
plications, CMS officials could not provide a general explanation for the three appli-
cations for which we submitted no documentation but our subsidized coverage re-
mained. However, based on our examination of applicant files at the CMS document
contractor, this could be due to an error in the CMS enrollment system. Specifically,
we found instances in which records we reviewed showed that applicants had not
enrolled in a plan, when they actually had done so. Contractor officials told us that
in such cases, they did not terminate the plans or subsidies because the applicants
were shown as not enrolled. We plan to address this issue of tracking of inconsist-
encies in our ongoing work.

Also included among the unresolved inconsistencies for our applicants were four
for Social Security numbers. According to CMS officials, inconsistencies for Social
Security numbers occur when an applicant’s name, date of birth, and Social Security
number cannot be validated in an automated check with SSA. The officials told us
that systems capability has not allowed CMS’s document contractor to make termi-

29 GAO’s standard practice is to not disclose identifiers associated with undercover identities
and operatives, in order to protect use of this sensitive investigative technique, which can yield
results not obtainable through other means.

30 For example, in the case of an income inconsistency, contractor procedures stated there will
not be action taken “if the consumer or anyone in the household has sent any supporting docu-
ment . . . regardless of the relevance of the document to the Annual Income inconsistency.” For
instance, there will be no action on the income issue “if the consumer or household member has
sent a document relating to immigration, even though that document cannot be used to resolve
the Annual Income inconsistency.” relieved of the obligation for submitting all documents for
the 2014 plan year.

3142 U.S.C. §18081(e)(4)(A).

3245 CFR § 155.315(f)(3).

33We did not find any public announcement of CMS’s decision to apply the good-faith provi-
sion.
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nations for such inconsistencies. They also said the agency has done no analysis of
the fiscal effect of not making such terminations. We plan to address this issue in
ongoing work.34 In addition, CMS officials told us that although it checks applicants
or enrollees against SSA’s Death Master File, it currently does not have the systems
capability to change coverage if a death is indicated. Instead, the officials told us,
the Marketplace has established a self-reporting procedure for individuals to report
a consumer’s death in order to remove the consumer from coverage. The number of
reported deaths from SSA is “very minimal,” according to CMS officials.

The Marketplace Automatically Reenrolled Coverage for All 11 Fictitious Applicants
for 2015

The coverage we obtained for our 11 fictitious applicants contained an automatic
reenrollment feature—both insurers and the Marketplace notified us that if we took
no action, we would automatically be enrolled in the new coverage year (2015).35
In all 11 of our cases, we took no action and our coverage was automatically re-
enrolled in January 2015. We continued to make premium payments, in order to
demonstrate continuation of subsidized coverage, which meant continuing costs for
the federal government. Appendix IV summarizes our automatic reenrollments.

Although we obtained automatic reenrollments, we found communications from
the Marketplace leading up to the end of 2014 to be contradictory or erroneous. Ex-
amples include the following:

e As noted earlier, our applicants were notified they would automatically be re-
enrolled for the new coverage year. But most of the applicants also received, to
varying degrees, notices to reapply or to take some type of action. For example,
we received notices stating: “Official Notice: Your 2015 application is ready,”
“Action Needed: Your 2015 health coverage,” and “Follow these steps to re-
enroll by December 15.” The message and frequency of these notices could cre-
ate uncertainty among applicants who believed they need not take any action
to remain enrolled.

e In correspondence to our applicants, the Marketplace referred to things that
could not have happened. In four cases in the latter part of 2014, Marketplace
correspondence referred to the filing of federal tax returns of our applicants,
even though our applicants never filed a tax return.

e In four cases, our enrollees received notices directing them to send additional
information in order to continue coverage, saying they could lose coverage if
they did not—but the deadline for submission was a date that had passed
months earlier. For example, one enrollee received such a notice in December
2014, advising that coverage might be lost six months earlier, in June 2014.

As mentioned previously, CMS officials told us they are working to improve com-
munication with consumers, and will make improvements in consumer notices.

CMS Provided Inaccurate Tax Information for 3 of 11 Fictitious Applicants

Under PPACA, an applicant’s filing of a federal income-tax return is a key ele-
ment of back-end controls. When applicants apply for coverage, they report family
size and the amount of projected income. Based, in part, on that information, the
Marketplace will calculate the maximum allowable amount of advance premium tax
credit. An applicant can then decide if he or she wants all, some, or none of the
estimated credit paid in advance, in the form of payment to the applicant’s insurer
that reduces the applicant’s monthly premium payment.

If an applicant chooses to have all or some of his or her credit paid in advance,
the applicant is required to “reconcile” on his or her federal tax return the amount
of advance payments the government sent to the applicant’s insurer on the appli-

34 CMS officials also told us the agency did not pursue terminations for inconsistencies involv-
ing American Indian status and presence of employer-sponsored or minimum essential coverage.
For incarceration status (incarcerated individuals are generally not eligible for coverage), CMS
officials said the agency accepted applicant attestations after determining that the SSA prisoner
database was unreliable.

35Under a CMS policy adopted in September 2014 for the 2015 coverage year, generally, if
consumers do nothing, they will be automatically enrolled in the same plan with the same pre-
mium tax credit and other financial assistance. Consumers whose 2013 tax return indicates they
had very high income, or who did not give the Marketplace permission to check updated tax
information for annual eligibility redetermination purposes, were to be automatically enrolled
but without financial assistance if they do not return to HealthCare.gov. CMS said this process
provides continuity of coverage and safeguards public funds. See

http:/ | cms.gov | Newsroom | MediaReleaseDatabase | Fact-sheets | 2014-Fact-sheets-items | 2014-
09-02.html?DLPage=1&DLSort=0&DLSortDir=descending, accessed July 8, 2015.



32

cant’s behalf with the tax credit for which the applicant qualifies based on actual
reported income and family size.3¢

To facilitate this reconciliation process, the Marketplace sends enrollees Form
1095-A, which reports, among other things, the amount of advance premium tax
credit paid on behalf of the enrollee. This information is necessary for enrollees to
complete their tax returns. The accuracy of information reported on this form, then,
is important for determining an applicant’s tax liability, and ultimately, government
revenues.

We found errors with the information reported on 1095-A forms for 3 of our 11
fictitious applicants.37 In two cases, we received multiple forms containing different
information for the same applicant. In all three cases, the forms did not accurately
reflect the number of months of coverage, thus misstating the advance premium tax
credits received. In one of the cases, for instance, the form did not include a couple
of months of advance premium tax credit that was received and, as a result, under-
stated the advance premium tax credit received by more than $600. Appendix V
shows complete results for tax forms we received. Because we did not provide CMS
with detailed information about the specific cases, CMS officials said they could not
conduct research and explain why these errors occurred. In general, CMS officials
told us ;%le agency made quality checks on tax information before mailings to con-
sumers.

During our testing work, we also identified that unlike advance premium tax
credits, CSR subsidies are not subject to a recapture process such as reconciliation
on the taxpayer’s federal income-tax return. In discussions with CMS and IRS offi-
cials, we found that the federal government has not established a process to identify
and recover the value of CSR subsidies that have been provided to our fictitious en-
rollees improperly. These subsidies increase government costs; and, according to
IRS, excess CSR payments, if not recovered by CMS, would be taxable income to
the individual for whom the payment was made. We are continuing to seek informa-
tion from CMS on any efforts to recover costs associated with subsidy reductions or
eliminations due to unresolved inconsistencies.

The Marketplace Later Terminated Subsidized Coverage for 6 of Our 11 Applicants
in Early 2015, but We Restored Coverage for 5 of These Applicants—With Larger
Subsidies

In December 2014, the Marketplace sent notifications to 5 of our 11 applicants,
indicating that we had filed new applications for subsidized coverage. In four of
these notices, the Marketplace stated our subsidies or coverage, or both, would be
terminated if we failed to provide supporting documentation. However, we had not
filed any such applications, nor, as described earlier, had we sought any redeter-
mination of subsidies. Because each of our fictitious applicants earlier received ei-
ther written or verbal assurances from the Marketplace that documentation had
been received and no further action was necessary, we did not respond to these re-
quests to submit supporting documentation.

A few months later, the Marketplace terminated coverage or subsidies for six ap-
plicants, including four applicants who had received notice of new applications in
December 2014, and two applicants who had not received notice of a new applica-
tion. The termination notices cited failure to respond to requests to submit docu-
mentation in support of what were claimed to be the new applications we submitted.
Our remaining five applicants continued receiving subsidized coverage without
interruption.3® Following the termination notices, we elected to pursue continued

36 To receive advance payment of the tax credit at time of application, applicants must pledge
to file a tax return. The actual premium tax credit for the year will differ from the advance
tax credit amount calculated by the Marketplace if family size and income as estimated at the
time of application are different from family size and household income reported on the tax re-
turn. If the actual allowable credit is less than the advance payments, the difference, subject
to certain caps, will be subtracted from the applicant’s refund or added to the applicant’s bal-
ance due. On the other hand, if the allowable credit is more than the advance payments, the
difference is added to the refund or subtracted from the balance due.

37The errors we encountered were of a different type than those announced by CMS in Feb-
ruary 2015, when the agency said about 800,000 tax filers had received Forms 1095-A that list-
ed incorrect benchmark plan premium amounts. For details, see

http:/ | blog.cms.gov /201502 /20 | what-consumers-need-to-know-about-corrected-form-1095-as |
accessed on June 30, 2015.

38 We shared with CMS details on errors in our applicants’ 1095-A forms, during the course
of our review, in March 2015.

39We shared with CMS details of our purported new applications, during the course of our
review, in May 2015.
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coverage for the six cases as part of our testing, even though we had not filed the
claimed new applications. Each of our six fictitious applicants that lost coverage or
subsidies made phone inquiries to the Marketplace for an explanation of the termi-
nations. In three of these inquiries, the Marketplace representatives told our appli-
cants that they were required to file a new application or supporting documentation
each year. However, as described earlier, notifications we received earlier from the
Marketplace and insurers told us that no actions were needed to automatically re-
enroll in our plans other than to continue to pay premiums. In addition, as noted,
other applicants did not receive notices of new applications being filed.4® We are
continuing to seek from CMS information on this treatment of our applicants.4!

Next, for each of these six fictitious applicants, we requested in Marketplace
phone conversations reinstatement of coverage or subsidies. For five of the six appli-
cants, the Marketplace approved reinstatement of subsidized coverage, while in the
process also increasing total premium tax credit subsidies for all these applicants
combined by a total of more than $1,000 annually.42 For the sixth applicant, a Mar-
ketplace representative said a caseworker must evaluate our situation. We were told
we could not speak with the caseworker, and it could take the caseworker up to 30
days to resolve the issue. This applicant’s case was still pending at the time we con-
cluded our undercover activity in April 2015. Appendix VI summarizes outcomes for
the unknown applications and terminations that followed for six of our applicants.

For three of the five applicants for whom we obtained reinstatement of subsidized
coverage, we had open inconsistencies related to citizenship/immigration status re-
maining from our initial applications for 2014, according to CMS data. For each of
these three applications, we had never submitted any citizenship or immigration
documentation to the Marketplace for resolution. Nonetheless, we had subsidized
coverage restored. We are continuing to seek from CMS any information on whether
procedures allow repeated applications as a way to avoid document-filing require-
ments.

We Were Unable To Obtain In-Person Assistance in Five of Six Undercover Attempts
To Test Income-Verification Controls, and Application Assisters Subsequently Ac-
knowledged Errors

As described earlier, CMS has awarded grants for “Navigators,” which are to pro-
vide free, impartial health-insurance information to consumers. In addition, such
aid is also to be available from other in-person assisters (“non-Navigators”) who gen-
erally perform the same functions as Navigators, but are funded through separate
grants or contracts.

As described in our July 2014 statement, in addition to the 12 online and tele-
phone applications, we also attempted an additional 6 in-person applications, seek-
ing to test income-verification controls only.43 During our testing, we visited one in-
person assister and obtained information on whether our stated income would qual-
ify for subsidy. In that case, as shown in Figure 2, a Navigator correctly told us
that our income would not qualify for subsidy. However, for the remaining five in-
person applications, we were unable to obtain such assistance. We encountered a

40 Although our other applicants did not receive notices of new applications being filed, CMS
officials told us that each year, a new application for the upcoming coverage year is created for
those who have coverage through the Marketplace. To lessen consumer burden, the Marketplace
pre-populates a new application using existing information, they said. According to the officials,
CMS encourages applicants who wish to continue Marketplace coverage to update their applica-
tion information during open-enrollment and decide what coverage they will need for the next
year. If applicants do not contact the Marketplace to choose coverage by December 15th, the
Marketplace will automatically re-enroll them in their current plan or a similar one, the CMS
officials told us.

41For the general situation for reenrollment, see Centers for Medicare and Medicaid Services,
Bulletin #14: Guidance for Issuers on 2015 Reenrollment in the Federally-facilitated Marketplace
(FFM), available at https:/ /www.cms.gov/CCIIO [ Resources | Regulations-and-Guidance /
Downloads /Bulletin14 Reenrollment_120114.pdf, accessed July 2, 2015.

42In seeking restoration of coverage, we did not request any change in subsidies. The Market-
place provided us with new subsidy amounts in approving our restored coverage. According to
CMS officials, factors that could affect subsidy amounts include use of updated federal poverty
level income mformatlon a change in plans available in the market, which affects calculation
of subsidies; and a consumer aging. We did not make premium payments for these five appli-
cants following reinstatement because the reinstatements occurred at the end of our undercover
testing period.

43In these in-person applications, our planned approach was to discuss concerns about policy
costs and to inquire whether there were ways to reduce the expenses, such as through income-
based PPACA subsidies.
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variety of situations that prevented us from testing our planned scenarios.4* We
later returned to the locations, seeking explanations on why we could not obtain the
advertised assistance, which are also shown in figure 2.45 Representatives of these
organizations generally acknowledged the issues we raised in handling of our appli-
cation inquiries.

Figure 2: Results of Attempts to Obtain In-Person Assi: in C ing A

Explanation offered by

officials, 2015

> Navigator Applicant asked during application process
whether we wished to volunteer for service in the

labor union organization.

Organization should not have asked whether the
applicant wished to volunteer.

After discussion with assister that our income did
not qualify for subsidy, assister suggested we call
the Marketplace to delete our application and
“make sure that you know the specific number” for
the income.

Organization improperly suggested the applicant
delete the application.

» Non-Navigator Assister told us it provided assistance only to those Organization erred and did not treat the

who have been patients and owe money to the
health-care facility.

applicant properly. Those seeking assistance
under the act need not be a patient at the
facility and thus should not be turned away.

> Navigator

Assister required appointment in advance by
phone, but we were unable to make phone
contact. We next made in-person visit, at which
time assister declined to provide assistance, or to
schedule appointment, saying instead we must
phone to make appointment to return.

Organization did not properly treat the applicant,
likely due to not having full-time staffer to handle
Navigator inquiries. Organization has
subsequently recognized issues with its services
and taken steps including hiring a full-time staffer
and implementing an online system for making
appointments.

» Non-Navigator

Assister initially said he provides assistance only
after people already have application in progress.
Offered to assist with application, but
HealthCare.gov website was unavailable. Directed
us to call later for assistance, but then did not
respond to three follow-up calls.

Organization official apologized for the
experience. Organization provides service on a
volunteer basis, and providing application
assistance is difficult, given time required for
single application.

> Navigator

Assister correctly advised that our income
would not qualify for subsidy.

N/A

» Non-Navigator

Assister did not provide us assistance, saying it
did not provide assistance for health-care
insurance applications under the act and instead
only provides help for those applying for Medicaid

Organization does not provide assistance for
health-care insurance applications and did not
know how it was listed on the federal website for
providing such assistance.

Source: GAO. | GAO-15-702T

Note: N/A = not applicable. Information is from Navigator and non-Navigator responses to GAO
inquiries.

We shared these results with CMS officials, who said they could not comment on
the specifics of our cases without knowing details of our undercover applications.
CMS officials said Navigators are required to accept all applicants, even if an orga-
nization’s mission is to work with specific populations. If Navigators cannot provide
timely help themselves, they must refer applicants to someone who can give assist-
ance. CMS officials also said that they can terminate grant agreements, among
other enforcement actions, if Navigators do not comply with terms of their awards.
They cited as an example a corrective action taken in March 2015 against a Navi-
gator grantee operating in several states for not providing the full range of activities
it promised. CMS officials stressed to us Navigator training and experience from the
first open-enrollment period helped improve training for the second enrollment pe-
riod ending in February 2015. As noted earlier, our review of in-person assistance
was limited to the extent we encountered Navigators and non-Navigators as part
of our enrollment control testing. A full examination of in-person assistance was be-
yond the scope of our work.

44For these six in-person applications, we randomly chose three Navigators and three non-
Navigators in the target areas of our selected states. For the in-person applications, because our
sole interest was any potential advice on reducing policy costs, we did not seek or obtain poli-
cies, as we did with our phone and online applications.

45These subsequent visits were not undercover, and we identified ourselves as being with
GAO.
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CMS officials told us there is no formal policy or specific guidance for situations
such as the one we encountered in a case described in figure 2, in which an appli-
cant is asked if he or she wishes to perform a service, such as volunteering for union
activities, at the time the applicant seeks assistance. Still, CMS officials said Navi-
gators would be discouraged from such activities while applicants seek help.

CMS officials told us it is reasonable for consumers to think that if an assister
is listed on the federal website as providing help—as were the assisters we se-
lected—that assistance should be available as indicated. CMS officials told us the
agency recognizes challenges with its online tool to find local assistance, and has
been working to make changes. We are continuing to seek written documentation
on these planned improvements.

Chairman Hatch, Ranking Member Wyden, and Members of the Committee, this
concludes my statement. I would be pleased to respond to any questions that you
may have.

GAO CONTACT AND STAFF ACKNOWLEDGMENTS

GAO Contacts

For questions about this statement, please contact Seto J. Bagdoyan at (202) 512—
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tions and Public Affairs may be found on the last page of this statement.
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APPENDIX I: UNDERCOVER APPLICATION RESULTS

Figure 3 summarizes outcomes for all 12 of the undercover phone and online ap-
plications we made for coverage to the Health Insurance Marketplace (Marketplace)
under the Patient Protection and Affordable Care Act, as part of our testing of eligi-
bility and enrollment controls.

Figure 3: Summary of Outcomes for Applications for Coverage

Documents 2014 2015 auto- Terminations

Application Tax forms

and restoration

-

Applicant scenario

Initial type of application

C =]

Outcome

@

The Health Insurance Marketplace (Marketplace) approved
1 Lawfully present Phone health-care insurance enrollment, with advance premium tax
credit (APTC) and cost-sharing reduction (CSR) subsidies.
2 No Social Security Phone Marketplace approved health-care insurance enroliment,
number provided with APTC and CSR subsidies.
3 Invalid Social Security D Online Marketplace approved health-care insurance enroliment,
identity with APTC and CSR subsidies.
4 Invalid Social Security D Online Marketplace approved health-care insurance enroliment,
identity with APTC and CSR subsidies.
Marketplace approved health-care insurance enroliment,
5 Lawfully present c Phone with APTC and CSR subsidies
6 No Social Security Phone Marketplace approved health-care insurance enroliment,
number provided with APTC and CSR subsidies.
7 Invalid Social Security D Online Marketplace approved health-care insurance enroliment,
identity — with APTC and CSR subsidies.
8 Invalid Social Security D Online Marketplace approved health-care insurance enroliment,
identity with APTC and CSR subsidies.
Marketplace approved health-care insurance enroliment,
9 Lawfully present c Phone with APTC and CSR subsidies
N ial urif Mar!(elplaoe _did not allow application to prc_oceed withon_n
10 ° S:c a Sef:d dw c Phone Social Security number; applicant had declined to provide
number provide number, citing privacy concerns.
1 Invalid Social Security D Online Marketplace approved health-care insurance enroliment,
identity with APTC and CSR subsidies.
12 Invalid Social Security D Online Marketplace approved health-care insurance enroliment,
identity with APTC and CSR subsidies.

Source: GAO. | GAO-15-702T
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APPENDIX II: FICTITIOUS APPLICANT DOCUMENTATION SUBMITTED

Figure 4 shows, by application, the documentation we submitted in support of the
11 undercover applications that were successful. As part of our eligibility- and
enrollment-controls testing, we varied what we submitted by application—providing
all, none, or only some of the material we were told to send.

Figure 4: St y of Marketpl. D ion R and issi by Category of R

Documents 2014 2015 auto-
submitted outcomes reenroliment Tax forms

s B\ = ( C -] %)

Documentation Fictitious items  GAO document  Subsidized premiums
Applicant scenario requested by GAO submitted  submission provided through end of
Marketplace to Marketplace  category 2014 coverage year?

Terminations

Application and restoration

Case
number

Ci
1 Lawfully present Income v Partial Yes
Identity document (ID) v
2 No Social Security c i None Yes
number provided Income
Invalid Social C A
nvalid Social
I
9 Security identity ‘Bcume < Partial Yes
: " Cil v
Invalid Social
4 Security identity Income v All Yes
1D v
Ci v
5 Lawfully present Income v All Yes
1D v
. " Ci v
No Social Security
6 number provided Income Partial Yes
1D v
Cil v
Invalid Social
7 Security identity Income v All Yes
D v
Invalid Social Income .
8 Security identity None Yes
© v
9 Lawfully present Income v Al Yes
1D v
10 Application not allowed

Invalid Social Citzenship/Immigration

il Security identity Income None Yes

ID
Invalid Social Citzenship/Immigration
12 Security identity Income Partial Yes
D v

Source: GAO. | GAO-15-702T

®Federal Marketplace notified applicant in November 2014 that subsidies would be terminated the
following month, but no such termination occurred.
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APPENDIX III: MARKETPLACE CONSIDERATION OF DOCUMENTATION SUBMITTED

Figure 5 shows, by application, a summary of our document requests and submis-
sions, with Marketplace communications on adequacy of the submissions, for the 11
undercover applications that were successful.

Figure 5: Summary of Marketplace Documentation Submission Outcomes

Annlicati Documents 2014 2015 auto-

outcomes reenroliment

c GAO Documentation Fictitious items
ase  document requested by GAO submitted

number submission Marketplace to Marketplace
category

Terminations
Tax forms and restoration

] %

Did the Marketplace report to
applicant that all documentation
was successfully submitted?

Centers for Medicare &

Medicaid Services
S)-reported status of

inconsistencies, April 2015

Open Yes (Marketplace letter)

Citizenship/Immigration

1 Partial Income v Resolved “No action hr)‘eese‘lehe HQ?IQE
Identity document (ID) v — : arketplace verifie
your information.
2 N Citizenship/Immigration Open Yes (call to Marketplace)
one Income Open “Your application status is complete.”
Citiz :‘ Resolved Yes (call to Marketplace)
i I Resolved es (call to Marketplace;
3 Partial IBcome —a “Everything’s complete.”
Social Security number: Open®
Citi v — Yes (Mar letter)
Income v Resolved? “No action needed: The Health
4 Al
D v —a Insurance Marketplace verified
your information.”
Citizenship/Immigration v — Yes (call to Marketplace and letter)
5 All Income v Resolved? “No action needed: The Health
ID P — Insurance Marketplace verified
your information.” (letter)
. Citi v Resolved Yes (call to Marketplace and letter)
6 Partial Income Open “You don'’t need to take any further
D e —a action at this time.” (letter)
Citi v
Income v Resolved Yes (call to Marketplace and letter)
7 All D v = “Your information has been
Social Security number: Open® confirmed.” (call)
Applicant reported as
Yes (call to Marketplace)
8 None Income 'az’j':‘“s'::éfd/su“'dy “Everything’s good in your account.”
Citi v == Yes (call to Marketplace and letter)
9 All Income v Resolved “No action needed: The Health
D 4 —a Insurance Marketplace verified
your information.” (letter)
10 Application not allowed
Citzenship/Immigration Open Yes (call to Marketplace)
11 None Income Open “Documents were reviewed and
ID — processed ... There is nothing else
Social Security number: Open® _to do at this time.”
. Citzenship/Immigration Open
12 Partial Income o a Open Yes (call to Marketplace)
D v =5 Your information has been

confirmed.”

Social Security number: Open®

Source: GAO. | GAO-15-702T

aCMS officials said that any ID documents requested and submitted are reported under the
citizenship status inconsistency. They said this is because ID information is not a distinct incon-
sistency, and that any such information is used as part of evaluating citizenship inconsistencies.
As a result, CMS-reported status of inconsistencies, as shown in the table, does not include a
separate item for ID status. We note, however, that Marketplace representatives specifically
cited ID documents to our applicants, and that CMS online information, as well as letters sent
to applicants, likewise refer to ID or documents that can be submitted to resolve an ID issue.

b Although GAO applicants were not specifically requested at time of application to provide
confirmation of Social Security number, data obtained from CMS listed separately a Social Secu-
rity number inconsistency.

¢<CMS data did not show an inconsistency for this category.

dIndicates case where GAO submitted income at a level substantially higher than the amount
initially stated on fictitious applications, and at levels making the applicant ineligible for in-
come-based subsidies.

e Notwithstanding the status as reported by CMS, the applicant continued to receive coverage
and subsidies.
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APPENDIX IV: AUTOMATIC REENROLLMENTS

Figure 6 summarizes automatic reenrollment activity at the end of the 2014 cov-
erage year for the 11 undercover applications that were successful.

Figure 6: Automatic Reenrollment Instructions Received by Applicants from Marketplace and Insurers

Case
number

2014

Applicant scenario

First notice received
from Marketplace on
auto-reenroliment

2015 auto-
reenroliment

First notice received
from insurer on
auto-reenroliment

Terminations
LR and restoration

=] %)

Excerpt from notices from
Marketplace and insurers

1 Lawfully present December 2014 November 2014 “To keep your current plan: Do nothing.”
2 No Social Security . ) o,
number provided December 2014 November 2014 To keep your current plan: Do nothing.
::‘e”a'llt'i(:ysoc'al Security December 2014 November 2014 “To keep your current plan: Do nothing.”
. N N “On January 01, 2015, you will be
4 !gvalt[:l Social Security  pecember 2014 October 2014 automatically re-enrolled and can
identity keep your current coverage.”
“Unless you take action by December 15,
5 Lawfully present December 2014 November 2014 2014, you will be automatically enrolled to
continue this coverage next year.”
. N “Unless you take action by December 15,
6 :::g::alrisic;;::y December 2014 November 2014 2014, you will be automatically enrolled to
P continue this coverage next year.”
. : . “On January 1, 2015, you will be
7 ::::I‘I: Social Security  pecember 2014 October 2014 automatically re-enrolled and can keep
Y your current coverage.”
. N - “Unless you take action by December 15,
8 :g::'t'i*t’ Social Security  pecemper 2014 November 2014 2014, you will be automatically enrolled to
Yy continue this coverage next year.”
9 Lawfully present December 2014 December 2014 “Your current plan with us is scheduled to
automatically renew on January 1, 2015.”
10 Application not allowed
Invalid Social Security “Your current plan with us is scheduled to
" identity December 2014 December 2014 automatically renew on January 1, 2015.”
12 Invalid Social Security December 2014 December 2014 Your current plan with us is scheduled to

identity

automatically renew on January 1, 2015.”

Source: GAO. | GAO-15-702T
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APPENDIX V: ACCURACY OF TAX FORMS RECEIVED

Figure 7 summarizes receipt of Forms 1095-A, for reconciliation of advance pre-
mium tax credits received, for the 11 undercover applications that were successful.

Figure 7: Summary of 1095-A Forms Received

At D n 2014 2015 auto-

C

1095-A form 1095-A form
received? contained errors?

Terminations
and restoration

Case

number Applicant scenario

Type of error

1 Lawfully present v No N/A

No Social Security Incorrect coverage period and

2 . v Yes understated advance premium
number provided tax credit (APTC) received.
Invalid Social Security

3 identity v No NA
Invalid Social Security

« identity v No b

Received two forms, each with
5 Lawfully present v Yes incorrect coverage period and
understated APTC received.

No Social Security

6 number provided v No NIA
Invalid Social Security
u identity v No NIA
. " " Received three forms, each with
8 !:valtl.(: Social Security v Yes incorrect coverage period and
identity understated APTC received.
9 Lawfully present v No N/A
10 Application not allowed
Invalid Social Security
e identity B No A
12 Invalid Social Security v No NA

identity

Source: GAO. | GAO-15-702T
Note: N/A = not applicable.
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APPENDIX VI: RESTORATION OF SUBSIDIZED COVERAGE

Figure 8 summarizes outcomes for the six applicants for whom the Marketplace
terminated subsidies or coverage in early 2015. Prior to termination, four of these
applicants had received notices of new applications filed, although we did not file
any such applications. Following notice of the terminations, we restored subsidized
coverage in five of six cases, with one case pending at the time we concluded our
undercover activity.

Figure 8: Marketplace Outcomes for Cases with Terminations Following Filing of Unk Appli

Documents 2014 2015 auto- Tax forms Terminations

Application and restoration

Case r;;k:xace Coverage/ Outcome after  Change in monthly
benefit seeking advance premium

Applicant scenario Lk
uibeg ;m[;:atlon terminated reinstatement tax credit (APTC) (percent)

Overall policy, Coverage
1 Lawfully present + Yes including and subsidies
subsidies restored
N N Overall policy, Caseworker
2 N s:”a' se?:’l';y X Not including review NA
number provide subsidies pending
Invalid Social Security DS f::;:nge: oM Subsidies ﬁ
identity ] restored
Invalid Social Security ¥ Yes N/A—Notice of new application received, but coverage and subsidies
identity continued without interruption
5 Lawfully present X No N/A N/A N/A
No Social Security Yo Subsidies only,  gypsigies
6 number provided oy etags restored
remained
7 !:valtl_(:ySoclaISecurlty X No N/A N/A N/A
identi
:::f‘]'t'i‘:ys“'a' Security X No NIA N/A N/A
9 Lawfully present X No N/A N/A N/A
10 Application not allowed
" N . Overall policy, Coverage
1 !:valt[d Social Security ¥ Yes including and subsidies ﬁ
identity subsidies restored
i " : Overall policy, Coverage
Invalid Social Securi
12 identity ty X No* including and subsidies
subsidies restored

Source: GAO. | GAO-15-702T
Note: N/A = not applicable.

“The applicant’s termination notice from the anew ication, but we did not
receive notice of a new application prior to termination.

PREPARED STATEMENT OF HON. CHUCK GRASSLEY,
A U.S. SENATOR FrOM IOowWA

GAO conducted an undercover operation to sign up fictitious individuals in
Obamacare’s marketplaces to try to determine if fictitious individuals could actually
acquire Federal subsidies. A July 2014 GAO report concluded that the answer is
“yes.”

GAO created 12 fake applicants, and, for 11 of 12 applications which were made
by phone and online using fictitious identities, GAO obtained subsidized coverage.
For three of the 12 applications, GAO did not submit any documents requested of
them by CMS and yet still received subsidized coverage.

CMS has been aware of this issue since July 2014. Even so, the 11 fake applicants
were automatically re-enrolled. In 2015, coverage continued for all applicants until
six were terminated for unclear reasons. However, GAO was able to reinstate five
of the six with greater subsidy amounts.
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In addition, the administration has spent $120 million on “navigators” to help
people to sign up. Five out of six applicants did not receive any help from the navi-
gators.

The undercover GAO operation illustrates, yet again, that the Federal Govern-
ment—and Obamacare in particular—is not working in the people’s best interest.

It is apparent that the Federal Government is not meeting the requirements of
Federal law. For example, GAO provided false documentation, partial documenta-
tion, and sometimes no documentation to enroll in marketplaces. In response, CMS
told GAO that the documents were satisfactory, and 10 out of 11 fictitious appli-
cants continue to receive taxpayer subsidies.

The GAO report noted that document processing contractors are not required to
authenticate documentation. Marketplaces are required by law to verify applications
to determine eligibility, not only for enrollment but also for subsidies. And CMS is
allowing promises to take the place of paperwork.

This GAO report documented systemic failures that leave the taxpayer on the
hook for an even bigger bill.

PREPARED STATEMENT OF HON. ORRIN G. HATCH,
A U.S. SENATOR FrROM UTAH

WASHINGTON—Senate Finance Committee Chairman Orrin Hatch (R-Utah) today
delivered the following opening statement at a Committee hearing examining prob-
lems with HealthCare.gov enrollment controls:

Good morning.
Today’s hearing will address controls at the HealthCare.gov website.

Specifically, the committee will hear from the Director of Audit Services at the
Government Accountability Office, Seto Bagdoyan. Director Bagdoyan’s team has led
an undercover “secret shopper” investigation to test the internal controls of
HealthCare.gov and to review the Centers for Medicare & Medicaid Services’ han-
dling of this program.

This investigation was designed to determine the degree to which the administra-
tion’s federal health insurance exchange can protect against fraudulent applications,
what happens when applicants provide false information and documentation, and
whether the controls are successful in dealing with irregularities once they are
found.

Perhaps I should say “spoiler alert” before this next part. Today, Director
Bagdoyan will explain how the federal exchange failed spectacularly on virtually all
relevant accounts tested by GAO.

For this investigation, GAO created fictitious identities to apply for premium tax
subsidies through the federal health insurance exchange. We learned last year that
11 out of 12 fake applications were approved. CMS accepted fabricated documenta-
tion with these applications without attempting to verify its authenticity and en-
rolled fake applicants while handing out thousands of dollars in premium tax sub-
sidies.

Now, a year later, GAO has reported that nothing has changed and that, if any-
thing, there are more problems.

Worst of all, the administration has known about these problems for over a year
now and has apparently not taken the necessary steps to rectify them. While CMS
says that it is balancing consumer access to the system with program integrity con-
cerns, I think it’s pretty clear just what’s going on here.

Since the federal exchange was first implemented, success has been measured by
the number of applicants who have signed up for insurance. Indeed, last year, when
the administration reached its initial enrollment goal, critics of the law were told
that we had been wrong all along and that the law was, despite all the evidence
to the contrary, working just fine.

However, with these findings from GAOQO, it seems obvious, at least to me, that
the administration has been preoccupied with signing up as many applicants as pos-
sible, ignoring potential fraud and integrity issues along the way.
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Now, supporters of Obamacare often insist that it is “the law of the land,” and
that Congress should work to improve, rather than repeal it.

On the first point, these proponents are, unfortunately, correct. For the foresee-
able future, the so-called Affordable Care Act is the law of the land.

On the second point, Republicans in Congress continue to work toward repeal of
the misguided law and its expensive mandates, regulations, penalties, and taxes,
and replacement of it with patient-centered reforms that put patients, rather than
Washington bureaucrats, in charge of their health care decisions.

However, needless to say, that day will not come until there is a President who
shares our goal.

So until then, Obamacare will remain in place. In the meantime, Congress has
an obligation to exercise rigorous oversight of the implementation of the law and
to work to protect both beneficiaries and taxpayers from its negative consequences.

That’s what today’s hearing is about.

We're here today to get an account of how things are working on the federal
health insurance exchange. And, once again, what we've heard thus far is not reas-
suring and does not speak well for CMS’s management of HealthCare.gov, the pro-
tection of taxpayer dollars, or the experience of enrollees.

The GAO’s investigation exposes not only huge gaps in federal exchange program
integrity, but also flaws in how the exchange and CMS contractors treat Americans
who are trying to file or correct legitimate applications.

Time after time, the GAO team sent information to the exchange for verification
only to have it ignored, or have the exchange respond as if something entirely dif-
ferent had been sent in. The fact that GAO encountered mind-boggling levels of in-
competence and inefficiency at nearly every turn does not bode well for the experi-
ence of your average, honest enrollee.

I look forward to today’s hearing and what I hope will be a good discussion on
program integrity of HealthCare.gov.

Before I conclude, I want to note that, even though this GAO investigation was
requested by this committee, CMS was less than cooperative. Indeed, throughout
the entire endeavor, officials at CMS appeared to be dragging their feet, blowing
past deadlines and good-faith attempts to carry out this important work.

Put simply, when Congress asks GAO to conduct an inquiry, no federal agency
should stand in the way of that work. By delaying the GAO and hampering their
efforts, CMS has also delayed this committee’s work and hampered our efforts.

This is unacceptable. And, unfortunately, despite promises of increased trans-
parency and cooperation from agencies throughout this administration, this type of
stonewalling of legitimate oversight efforts is far, far too common.

Acting CMS Administrator Andy Slavitt, who is now the President’s nominee to
run the agency, was personally involved in this process. As the committee considers
his nomination, I look forward to asking Mr. Slavitt about this investigation and
why CMS has been interfering with our oversight efforts.

Of course, that will all have to wait for another day and another time. Today, we
have our hands full as we hear testimony about this important GAO investigation.

PREPARED STATEMENT OF HON. RON WYDEN,
A U.S. SENATOR FROM OREGON

Let me begin my remarks by saying that on this side of the aisle, we don’t take
a back seat to anybody in fighting fraud and protecting taxpayer dollars. One dollar
ripped off is one dollar too many. But let’s be perfectly clear about one thing: the
report up for discussion today is not about any real-world fraud.

This study looks at a dozen fictitious cases—and not one of them was a real per-
son who filed taxes or got medical services. No fast-buck fraudster got a government
check sent to their bank account. Moreover, the government auditors acknowledge
today that their work, quote, “cannot be generalized to the full population of appli-
cants or enrollees.”

None of the fictitious characters in this study stepped foot in a hospital or a doc-
tor’s office. And the fact is, when you actually show up for medical services, it’s a
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lot harder to fake your way into receiving taxpayer-subsidized care. Often before
any services are delivered, providers ask for a photo I.D. with an insurance card.
And if you’ve stolen an identity, there’s probably a medical history belonging to
somebody else that should set off alarm bells.

If you're a real person signing up in the insurance marketplace, you have to attest
under penalty of perjury that the information you provide is correct. And if you fal-
sify the application, you face the prospect of a fine of up to $250,000.

Another big anti-fraud check went untested in this study. That is, squaring up
tax returns with the information from your insurance application. The GAO’s testi-
mony today calls it a, quote, “key element of back-end controls.” If your tax return
and personal info don’t match, the gambit’'s up. But the study before us today ig-
nores that anti-fraud check. It looks at only part of the picture when it comes to
stopping fraud.

As I said at the beginning, there are always methods of strengthening any pro-
gram and rooting out fraudsters and rip-off artists. Part of any smart, ferocious
strategy against fraud, on one hand, is drawing a distinction between aggressively
going after scammers and, on the other, not harming a law-abiding American who
has made an honest, often technical mistake.

A retiree nearing Medicare age shouldn’t get kicked to the curb because she acci-
dentally submitted an incorrect document. A transgender American shouldn’t lose
health coverage after a name change because some forms don’t match. I can’t imag-
ine the Congress wants a system that nixes the health insurance coverage of Ameri-
cans because of simple issues like those.

A recent Gallup report stated that the rate of Americans without health insurance
is the lowest they've ever measured. This is the first Finance Committee hearing
on health care since the Supreme Court’s landmark decision upholding the law that
made that possible. The fact is, the Affordable Care Act has extended health care
coverage to more than 16 million real people who use their insurance to see real
doctors. At some point down the road, GAO is expected to complete their report. At
that time, let’s work responsibly to draw conclusions on a bipartisan basis about
how the committee can work to improve American health care.

O
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