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HEARING ON THE STATUS OF THE
AFFORDABLE CARE ACT IMPLEMENTATION

WEDNESDAY, SEPTEMBER 10, 2014

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON HEALTH,
Washington, DC.

The subcommittee met, pursuant to call, at 10:06 a.m., in Room
1100, Longworth House Office Building, the Honorable Kevin
Brady [chairman of the subcommittee] presiding. Advisory

[The advisory announcing the hearing follows:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

SUBCOMMITTEE ON HEALTH

FOR IMMEDIATE RELEASE CONTACT: (202) 225-3625
Wednesday, September 3, 2014
No. No. HL-15

Chairman Brady Announces Hearing on
Status of the Affordable Care Act Implementation

House Committee on Ways and Means Subcommittee on Health Chairman Kevin
Brady (R-TX) today announced that the Subcommittee will hold a hearing on the
Administration’s continued efforts to implement and administer the Affordable Care
Act (ACA). The Committee will hear testimony from Andy Slavitt, Deputy Principal
Administrator of the Centers for Medicare & Medicaid Services (CMS) at the U.S.
Department of Health and Human Services (HHS), and John Koskinen, Commis-
sioner of the Internal Revenue Service. CMS is the federal agency that oversees the
operation of the Exchanges through the Center for Consumer Information and In-
surance Oversight (CCIIO), and the IRS oversees the distribution and verification
of the subsidies in the ACA. The hearing will take place on Wednesday, Sep-
tembei{ 10, 2014, in 1100 Longworth House Office Building, beginning at
10:00 A.M.

In view of the limited time available to hear from the witnesses, oral testimony
at this hearing will be from the invited witness only. However, any individual or
organization not scheduled for an appearance may submit a written statement for
consideration by the Committee and for inclusion in the printed record of the hear-
ing.

BACKGROUND:

As the ACA’s Exchanges approach the second enrollment period, beginning on No-
vember 15, 2014, CMS and the IRS continue to implement new policies to address
on-going problems including: the delay of the employer mandate; the back log in re-
solving eligibility inconsistencies; the failure to complete the back-end systems for
the Exchanges; and the numerous exemptions to the individual mandate. Many of
these challenges were identified at a Health Subcommittee hearing on December 4,
2013, and remain unresolved.

The ACA provides for an income-based premium tax credit for certain individuals
who purchase health insurance through the new Exchanges. The accuracy and
availability of these tax credits, which began with coverage on January 1, 2014, de-
pends on multiple pieces of data, including an individual’s income and eligibility for
affordable employer-sponsored insurance. The Administration’s 2013 decision to
delay employer-reporting requirements continues to complicate the government’s
ability to verify an offer of “affordable employer-sponsored insurance.”

The accuracy of these tax credits, which are paid directly to insurance companies,
cannot be guaranteed without accurate income and insurance information. As a re-
sult of the failure to provide complete and accurate information, the government
may overpay and be forced to rely on the IRS to recover overly generous tax credits
from individuals during the 2015 tax-filing season.

On January 1, 2014, Health and Human Services Secretary Kathleen Sebelius
certified the ability of HHS to verify the income and eligibility of enrollees on the
Exchanges and healthcare.gov, as she was required to do so by law. The Continuing
Appropriations Act, 2014 required that “prior to making such credits and reductions
available, the Secretary shall certify to the Congress that the Exchanges verify such
eligibility consistent with the requirements of such Act.” Despite the Secretary’s cer-
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tification, a June 2014 HHS Office of Inspector General report noted that CMS had
yet to verify nearly 1 million income inconsistencies potentially putting at risk mil-
lions in taxpayer dollars through inappropriate subsidies/1/.

In announcing the hearing, Chairman Brady stated, “This White House con-
tinues to rewrite the President’s health care law because the law is un-
workable. The growing number of American families losing the health in-
surance they have and like is not something that can be glossed over. The
White House must come clean with the American public and tell us how
they will fix this mess before the beginning of Open Enrollment in Novem-
ber. More delay and confusion will only result in more mistrust and more
families losing access to the health insurance that works for them and
their families. The Centers for Medicaid and Medicare Services and the IRS
need to do more to protect American families and taxpayers.”

FOCUS OF THE HEARING:

The hearing will focus on the status of the Obama Administration’s implementa-
tion and oversight of the Affordable Care Act.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit for the
hearing record must follow the appropriate link on the hearing page of the Com-
mittee website and complete the informational forms. From the Committee home-
page, hittp:/ /waysandmeans.house.gov, select “"Hearings.” Select the hearing for
which you would like to submit, and click on the link entitled, “Click here to provide
a submission for the record.” Once you have followed the online instructions, submit
all requested information. ATTACH your submission as a Word document, in com-
pliance with the formatting requirements listed below, by the close of business on
Wednesday,“ http:/ /oig.hhs.gov/oei/reports/oei 01 14 00180.pdf’September 24,
2014. Finally, please note that due to the change in House mail policy, the U.S.
Capitol Police will refuse sealed-package deliveries to all House Office Buildings.
For questions, or if you encounter technical problems, please call (202) 225-1721 or
(202) 225-3625.

FORMATTING REQUIREMENTS:

The Committee relies on electronic submissions for printing the official hearing record. As al-
ways, submissions will be included in the record according to the discretion of the Committee.
The Committee will not alter the content of your submission, but we reserve the right to format
it according to our guidelines. Any submission provided to the Committee by a witness, any sup-
plementary materials submitted for the printed record, and any written comments in response
to a request for written comments must conform to the guidelines listed below. Any submission
or supplementary item not in compliance with these guidelines will not be printed, but will be
maintained in the Committee files for review and use by the Committee.

1. All submissions and supplementary materials must be provided in Word format and MUST
NOT exceed a total of 10 pages, including attachments. Witnesses and submitters are advised
that the Committee relies on electronic submissions for printing the official hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. All submissions must include a list of all clients, persons and/or organizations on whose
behalf the witness appears. A supplemental sheet must accompany each submission listing the
name, company, address, telephone, and fax numbers of each witness.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202-225-1721 or 202-226-
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.
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Note: All Committee advisories and news releases are available on the World
Wide Web at Attp://lwww.waysandmeans.house.gov/.

The subcommittee met, pursuant to call, at 10:06 a.m., in Room
1100, Longworth House Office Building, the Honorable Kevin
Brady [chairman of the subcommittee] presiding.

Chairman BRADY. Committee will come to order. The Affordable
Care Act has changed how Americans receive their healthcare.
There has been ample debate over the last 4 years about the ACA
and what impact it will have. Today we have the chance to look
in the rearview mirror and judge results rather than the rhetoric
and promises, and we have the opportunity to look forward to next
year to see what other changes and surprises may lay ahead for
the American people.

It is no surprise that I and many of my colleagues on this side
of the aisle were very concerned about what would happen with the
rollout of the ACA and HealthCare.Gov. Unfortunately, for the
American people, many of those concerns came true. The ACA has
helped some Americans, no doubt, but has hurt many more. Mil-
lions of families lost their doctor and their healthcare plan. Mil-
lions more saw their premium spike because of new taxes and reg-
ulations that provide them with no additional coverage, just more
costs, and many more workers saw their hours cut as businesses
prepare for further mandates.

But worst of all, many Americans have lost trust in our govern-
ment when it comes to being honest about its healthcare promises.
Many patients fear what may be in store for them next. They have
lost their health care they have and like, lost their doctor and are
seeing their premiums soar. And for those that end up in the gov-
ernment exchanges, the ones that the law was supposed to help,
they were subjected to a disastrous rollout of HealthCare.Gov,
delays as paperwork went missing, and the ongoing reality that
they may owe thousands of dollars back to the IRS for subsidies
they are not eligible for. Not because they did anything wrong, but
because the ACA income verification system was not and still is not
working.

But the administration assures us next year its smooth sailing.
Unfortunately, the answer to that is “no.” Open enrollment has
been delayed until November 15. I am worried that individuals
won’t enroll. The Centers for Medicare and Medicaid Services re-
cently announced that if individuals don’t select a new plan by De-
cember 15, they will be auto enrolled in their old plan.

The problem with that, however, is that their premium tax cred-
it, if they get one, will be based on the one they are receiving
today, whether accurate or not. If a person wants to accurately
know how much of a subsidy they will receive for 2015, they need
to go through HealthCare.Gov again. Yes, the HealthCare.Gov that
was just hacked, carries the risk of putting Americans’ sensitive,
personal information at risk.

In plain English, it means that working families will have to
wait that much longer or work that much harder to find out how
much their health care will cost next year. It is not right for those
trying to put together their family budgets right now. What is also
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not right is the fact that the ACA’s income verification is still not
working.

Despite Secretary Sebelius’ certifying to Congress on January 1st
of this year that a working verification system was in place, the
HHS inspector general found that there were nearly 1 million in-
come inconsistencies on exchange applications. Because individuals
were able to self-attest to their income levels, there was little data
before taxpayers’ subsidies were sent out the door. And if the data
is wrong, thanks to the horrible poor implementation of the bill,
hundreds of thousands of Americans could be hit with a nasty sur-
prise when they do their taxes next year. They could be forced to
pay back hundreds or even thousands of dollars.

Recently, the Treasury Department spokesperson suggests that
the ineligible subsidy that someone owes back to taxpayers could
be capped. That is not how the law is written. Individuals who are
not eligible, either because of improper income data or coverage
from another source must repay the entire amount. The ACA tried
to invent a system that would collect that information to prevent
things like this from happening and improper subsidy, but guess
what? It has proven so far to be too complicated and too burden-
some.

The administration has admitted time and time again, the law
doesn’t work, delaying one provision after another or exempting
special interests or politically-favored friends from the most oner-
ous parts of the law. And while the mandate on local businesses
is not being enforced, for 2014, the mandate on individuals to buy
government-approved health care or pay a tax is. That certainly
doesn’t sound fair to me. And that is why this White House has
lost, in my view, the trust of the American people.

Today’s hearing is an opportunity for CMS and IRS to begin an
open and honest conversation with the citizens of the great country
about their health care. And before I recognize Ranking Member
Dr. McDermott for the purposes of an opening statement, I ask
unanimous consent that all members’ written statement be in-
cluded in the record. Without objection, so ordered.

And I will recognize the Ranking Member Dr. McDermott for 5
minutes for the purpose of his opening statement.

Mr. MCDERMOTT. Thank you, Mr. Chairman.

Mr. Koskinen and Administrator Slavitt, welcome to a tale of two
cities. Before we enacted the ACA 4 years ago, America’s
healthcare system was dysfunctional and deadly. Forty-six million
people were uninsured, and every year 45,000 Americans died be-
cause they lacked coverage. Many Americans who had insurance
weren’t getting a good deal. Their health security was tenuous at
best and prospect of bankruptcy due to medical bills was a real
threat for far too many families. Insurance companies could hike
up plan rates with impunity and without accountability. Insurance
companies could refuse to cover people with preexisting conditions,
and benefits dropped away from people who were most sick and
needed health care the most.

Meanwhile, Medicare costs were increasing at unjustifiable high
rates, in part because the Federal Government was overpaying pri-
vate insurance companies tens of billions of dollars through the
Medicare Advantage program. Waste, fraud, abuse continued to
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chip away at the trust fund as fraudsters and other questionable
actors built beneficiaries. And the American taxpayer, while law
enforcement like the tools to crack down on, fraud, in fact, had ex-
isted. Millions of seniors were falling into the Medicare prescription
donut hole where coverage evaporated just when they needed it.

Today, things are different. There is a real health security for
millions of Americans due to ACA. Marketplaces across the country
are backed up, running, ready for business. Eight million Ameri-
cans signed up for coverage during the first open enrollment pe-
riod, and the number of uninsured Americans has dropped by al-
most 10 million. Six million Americans have gotten tax credits and
subsidies to help offset their healthcare costs.

In addition, smart States have expanded Medicaid, which has in-
creased coverage to millions more of the most vulnerable Ameri-
cans. Thanks to the ACA, hardworking Americans have no longer
been denied coverage because they have preexisting conditions, and
their rates cannot be arbitrarily raised when they get sick. We are
cracking down on fraud, waste and abuse, instead of targeting
fraud after the fact. Federal regulators are increasingly preventing
violations on the front end.

Thanks to vigorous enforcement and the tools provided by the
ACA, the administration has recovered more than $19 billion over
the past 5 years. Payments to private insurance companies have
been reduced to more appropriately reflect the cost of delivering
Medicare while Medicare benefits have actually been increased.
With free preventive care and coverage in the donut hole, millions
of seniors have saved billions of dollars since the ACA was enacted.

Now, have there been a few hiccups? Yes, there have been a few
hiccups. You start something big, you always have a few hiccups.
Talk to the Boeing Company. Implementations of the ACA have
suffered due to Republican propaganda designed to confuse and
scare the public, senseless repeal votes and harmful budgets cuts.
And as the Commissioner from the IRS has testified in the past,
the IRS is seriously understaffed making it harder for the agency
to implement key parts of the ACA.

Similarly, CMS has been denied needed resources, yet despite
the Republican’s best effort at sabotage, the ACA is working. The
law is saving money and lives. And my belief is that we are on a
pace to guarantee health security for 32 million more Americans in
the coming years and Medicare spending is at its lowest per-person
growth in history.

In light of the ACA’s success, I look forward to the day when Re-
publicans do an about-face to accept their share of the responsi-
bility in guaranteeing health security for all Americans. That
means ending this senseless mission of sabotage and repeal. That
means working with the Democrats to ensure all of our constitu-
ents benefit from all the ACA has to offer.

And we look forward to your testimony. Thank you.

Chairman BRADY. Thank you, Ranking Member Dr. McDermott.

Today, we will hear from witnesses on two panels. John
Koskinen, Commissioner of the Internal Revenue Service, and
Andy Slavitt, Principal Deputy Administrator for the Centers for
Medicare and Medicaid Services.

Commissioner Koskinen, you are recognized for 5 minutes.
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Mr. KOSKINEN. Thank you, Chairman Brady, Ranking Member
McDermott and Members of the Subcommittee, thank you for the
opportunity to appear before you today to update you on the work
that the IRS is doing to fulfill our responsibilities under the Afford-
able Care Act. My testimony will focus on the significant efforts the
IRS has been making to prepare for the 2015 filing season in rela-
tion to the premium tax credit and the individual shared responsi-
bility provision under the Act.

The IRS has already implemented a number of tax provisions
under the Act, including the branded prescription drug fee, the tan-
ning tax and the medical device excise tax. It should be noted at
the outset that the vast majority of taxpayers will need to do noth-
ing more next year under the Affordable Care Act than check a box
on their tax returns because they have health coverage from one
source or another.

People who buy insurance through the marketplace and who
qualify for the premium tax credit will have an extra calculation
to make when they file. Most of them chose to have an advanced
payment sent to their insurer during the year based on their family
situation and estimated income for 2014. They will have to rec-
oncile this advance payment on their return. We have already
issued a draft of the new form they will use for this purpose, Form
8962.

If anyone paid for the insurance up front and claims to be eligi-
ble for the premium tax credit, they will calculate the amount of
the credit they are entitled to and claim it on their tax return. The
IRS has also developed the Form 1095-A and instructions. Begin-
ning with the coverage purchased in 2014, the marketplace must
issue the Form 1095-A to those who bought a policy through the
marketplace. The data on this statement will verify the fact of mar-
ketplace coverage and facilitate the reconciliation process for the
premium tax credit.

The data will also be sent to the IRS and it will help us make
sure that only people who qualify for the premium tax credit re-
ceive it. We are in the process of conducting tests with the Federal
and State marketplaces to ensure that our systems can accept this
data and will be ready to operate as planned when filing season
opens next year.

The work being done to prepare for filing season also involves
the individual shared responsibility provision. This requires people
to have insurance coverage for each month of the year, have an ex-
emption or make a shared responsibility payment. A number of in-
dividuals will be exempt from this provision.

For example, a person could be exempt for hardship reasons or
if a gap in their coverage during the year was less than 3 consecu-
tive months. Those who qualify for an exemption will provide infor-
mation about it on a new form we have developed, Form 8965. The
IRS has also been working to make sure that people understand
how these two major ACA provisions may affect them at tax time.
In helping people understand how the ACA might affect them, our
primary goal is to make it as easy as possible for people to file
their taxes next year. By providing this information in advance, we
are also trying to answer as many questions as possible before the
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filing season to limit the number of people who need to call us for
help.

For example, our Web site, IRS.gov, has a new section devoted
to the ACA. We have also issued 16 healthcare tax tips and nine
YouTube videos on ACA topics so far this year, with more on the
way. And we have increased our use of social media, including
Tumblr and Twitter to help get the word out. And yet, we still an-
ticipate an increase in calls next filing season from taxpayers seek-
ing assistance in regard to the ACA.

We are concerned about our ability to meet this demand because
of ongoing budget constraints and because of the possibility of addi-
tional increase in calls if Congress passes tax extender legislation
later this year. We hope that Congress will pass any extenders as
early as possible this year with as few changes as possible.

I would note that the various ACA implementation efforts I have
just described were accomplished in the absence of appropriated
dollars requested for this effort. For fiscal year 2014, the adminis-
tration requested $430 million for the IRS to implement these tax-
related provisions. Of that total, 300 million was needed for build-
ing and improving information technology systems and processes.
No portion of the request was funded. Nonetheless, the IRS con-
tinues to deliver on this mandate given to us by Congress by re-
focusing the needed funding from other IT and agency priorities.

Our concern with fiscal year 2015 budget request of about $400
million for additional taxpayer services, if we had the funding, we
would hire enough full-time equivalents to end up with a level of
service at 80 percent. Without the funding, we expect that our tax-
payer level of service may drop to as low as below 50 percent,
which would mean that almost half of the people calling will not
be able to reach a live assistant. We continue to work, as I said,
to ensure that taxpayers in advance have as much information as
possible to limit that load on our call-in system, but it is going to
be one of our major challenges.

This concludes my testimony, and I would be happy to take your
questions.

[The prepared statement of Mr. Koskinen follows:]
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Chairman Brady, Ranking Member McDermott and Members of the
Subcommittee, thank you for the opportunity to appear before you today to
update you on the work the Internal Revenue Service (IRS) is doing to fulfill our
responsibilities under the Affordable Care Act (ACA).

The IRS has been charged with implementing the numerous tax-related
provisions of the ACA. This testimony will focus on two major provisions taking
effect this year, the premium tax credit and the individual shared responsibility
provision, as well as the substantial work being done to prepare IRS business
processes and systems to facilitate return filing and compliance with these two
provisions beginning with the 2015 filing season. This work includes the
significant effort we are making to ensure that taxpayers know how these two
provisions may affect them.

IRS” work in relation to the ACA started soon after the legislation was sighed into
law in March 2010, as the agency moved quickly to implement a number of tax-
related provisions that became effective immediately. These provisions included:
the Small Business Health Care Tax Credit; the tax credit available under the
Qualifying Therapeutic Discovery Project Program; the expansion of the tax
exclusion for student loan forgiveness for health care professionals working in
underserved areas; and the Indoor Tanning Services Excise Tax. Other tax-
related ACA provisions implemented by the IRS since 2010 include the Branded
Prescription Drug Fee and the Health Insurer Provider Fee.

Another ACA implementation effort by the IRS has involved providing information
to facilitate the delivery of advance payments of premium tax credits that are
designed to help millions of American families obtain affordable health insurance
coverage through the Federal and state Health Insurance Marketplaces. The
operation of these Marketplaces is overseen by the Depariment of Health and
Human Services (HHS). The IRS’s limited role in the operation of the
Marketplaces is to provide Marketplaces with data and computational services for
use in their determinations about eligibility for financial assistance.
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The IRS provides support to the process that each Marketplace goes through
when an individual seeking to purchase insurance through the Marketplace also
seeks financial assistance: that is, the Marketplace must determine what
assistance, if any, the applicant may qualify for, such as the advance payment of
the premium tax credit, or Medicaid. As part of assembling data for that
determination, the Marketplace requests Federal taxpayer return data. In
response to such a request, the IRS securely provides certain limited tax data
from the applicant’s most recent Federal income tax return, as specifically
authorized by the Affordable Care Act. State Medicaid and Children’s Health
Insurance Program agencies may also choose to request the tax data for their
eligibility determinations.

Separate from the process of providing limited tax return data to the Marketplace
for eligibility determinations, the IRS also supports the Marketplace by providing
an optional computational service, known as the Premium Tax Credit
Computation Engine.

This computational service is used if an applicant, instead of paying for the
insurance up front and claiming the premium tax credit later on their tax return,
chooses to have an advance payment of the credit sent straight to the insurer, on
a monthly basis throughout the year. After the Marketplace determines a
predicted 2014 income figure, and without identifying the applicant, the
Marketplace submits a few data elements — such as a Marketplace-determined
income figure and family size, and the Marketplace benchmark plan premium —
to the IRS' optional computational service. The Marketplace then receives back a
single figure: the maximum advance premium tax credit for which an individual
may be eligible based on those data inputs.

The systems and processes the IRS developed to support enroliment in the
Marketplaces were launched on schedule in October 2013, and they continue to
work as planned. We have handled the information requests received via the
HHS Federal Data Services Hub, and we have processed the transactions as
intended. This conclusion is supported by the Treasury Inspector General for Tax
Administration (TIGTA), which issued a report in July 2014 on the IRS’
performance in regard to the more than 27 million requests for federal taxpayer
return data and the more than 11 million computational requests received
between October 1, 2013 and March 31, 2014. TIGTA determined that the IRS
provided accurate responses for 99.97 percent of the requests for return data
and 100 percent of the computational requests that TIGTA reviewed.

Let me turn now to the work the IRS is doing to prepare for the 2015 filing
season.

In regard to the premium tax credit, as noted above, eligible individuals can
choose to have their insurer receive advance payment of the tax credit, the
amount of which is based on a determination made by the Marketplace. At the
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end of the coverage year, taxpayers who opted for advance payment of the credit
will reconcile the payment on their 2014 tax returns filed in 2015.

When filing tax returns, these taxpayers will calculate the actual credit they
qualified for based on their actual 2014 income. If the actual premium tax credit is
larger than the sum of advance payments made during the year, the individual
will be entitled to an additional credit amount. If the actual credit is smaller than
the sum of the advance payments, the individual’s refund will be reduced or the
amount of tax owed will be increased, subject to a statutory sliding scale of
income-based repayment caps. The IRS recently issued a draft of new Form
8962, Premium Tax Credit, which taxpayers will use to make these calculations
and will filte with their income tax return.

The IRS has also developed the Form 1095-A, Health Insurance Markeiplace
Statement, to facilitate the reconciliation process for the premium tax credit.
Beginning with coverage purchased in 2014, each Marketplace will issue the
1095-A to individuals who purchased a policy through the Marketplace. The IRS
recently issued a draft version of the form and its accompanying instructions.

The transactional information contained in the 1095-A issued by the Marketplace
will include not only the fact and cost of coverage, but also information on any
advance payments of the premium tax credit made during the coverage year to
the taxpayer’s insurance company on his or her behalf. This information will also
be supplied to the IRS. We are in a testing phase with the Federal and state
Marketplaces, to ensure that our systems will be ready to operate as planned
when filing season opens in early 2015. The Marketplaces, including state-based
Marketplaces, are responsible for reporting this information accurately and on
time.

Having data from the Marketplaces will allow the IRS to efficiently sort for the
basic qualification and computational elements of the premium tax credit. While
the IRS does not share publicly all of the tools and techniques used for detecting
noncompliance, it can be noted that the IRS will, for example, be able to
determine:

*  Whether there is a record of anyone on the return having enrolled at a
Marketplace (a basic requirement to claim the credit);

*  Whether any advance payments made directly to the insurance company
have been properly netted against the credit calculation; and

* If the tax return reports inaccurately high premium costs or inaccurately
low advance payments as compared to the Marketplace data.

The IRS’ preparations for the upcoming filing season in regard to the ACA also
involve the individual shared responsibility provision. Under this provision,
individuals are required to have qualifying health insurance coverage for each
month of the year, have an exemption, or make an individual shared
responsibility payment. | would note that the vast majority of taxpayers will have



12

health coverage from one source or another — such as the individual's workplace,
the Marketplace, Medicare or Medicaid — and so will have to do nothing more
than check a box on their tax return.

There are a number of individuals who will be exempt from the individual shared
responsibility provision. An exemption will apply for individuals who:

* Have no affordable coverage options because the minimum amount they
must pay for the annual premiums is more than eight percent of their
household income;

* Have a gap in coverage for less than three consecutive months; or

* Qualify for an exemption for one of several other reasons, including, but
not limited to, having a hardship that prevents them from obtaining
coverage.

Most individuals who qualify for an exemption and otherwise need to file a tax
return will provide the exemption information with their returns. The IRS recently
issued a draft of new Form 8965, Health Coverage Exemptions, which taxpayers
will use to claim an exemption from the coverage requirement and will file with
their tax return.

The small minority of individuals who do not have coverage and do not qualify for
an exemption will need to make an individual shared responsibility payment. A
worksheet will be provided for the calculation of the shared responsibility
payment, but the worksheet will not be required to be attached to the tax return.

In general, the payment amount is either a percentage of the individual’'s income
or a flat dollar amount, whichever is greater. The amount owed is 1/12" of the
annual payment for each month that a person or the person’s dependents are not
covered and are not exempt. For 2014, the payment amount is the greater of:

* 1 percent of the person’s household income that is above the tax return
threshold for their filing status; or

* Aflat dollar amount, which is $95 per adult and $47.50 per child, limited to
a maximum of $285.

The individual shared responsibility payment is capped at the cost of the national
average premium for the bronze level health plan available through the
Marketplace in 2014.

Along with building and improving our processes and systems, and developing
and issuing new forms and accompanying instructions in advance of the filing
season, a major component of the IRS’ preparations involves making sure
taxpayers know how these two major ACA provisions may affect them at tax
time.

The IRS has taken — and continues to take — a number of steps to provide
information to taxpayers about these changes. For example:
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*  Our website, IRS.gov, has a section devoted to the Affordable Care Act
(www.irs.gov/aca), which contains answers to many questions about the
tax provisions, as well as links that will take persons to online ACA
resources of other federal agencies. There already have been more than
2.5 million visits to this section;

* The IRS has issued 16 plain-language Health Care Tax Tips so far this
year, and more are planned. These and other IRS Tax Tips are sent to
more than 500,000 email subscribers in the tax and legal community as
well as partner groups. These tips and other ACA information have been
picked up widely by the media as well as on the web;

* Nine YouTube videos on ACA issues have been posted so far, including a
series of question-and-answer sessions covering common taxpayer
questions. We will continue to add to these videos, which also include
videos in Spanish and American Sign Language;

* |RS officials have provided outreach to key groups such as the software
community, and have presented information at numerous events,
including this summer’s five IRS Nationwide Tax Forums for tax return
preparers. More than 10,000 tax professionals attended this year's Tax
Forums, where key parts of the ACA were highlighted prominently during
these three-day events, which in total provided more than 40 different tax
law seminars on health care; and

* The agency has increased its use of social media to help people learn
about the major ACA tax-related provisions. For example, a recent series
of five Tumblr posts promoted the Health Care Tax Tips mentioned above,
as well as the Premium Tax Credit and the Small Business Health Care
Tax Credit. The IRS has also made use of Twitter, with more than 160
fweets promoting these and other ACA-related topics.

Providing information to individuals with regard to the premium tax credit has
been a high priority. Throughout 2014, we have been making substantial efforts
to ensure that individuals who opted for advance payment of the premium tax
credit understand that a change in their circumstances during the year can make
a big difference between the Marketplace’s initial determination of how much
credit a person qualifies for and the final premium tax credit amount.

Changes in circumstances during the year that should prompt individuals to
update their information with the Marketplace include, but are not limited to: an
increase or decrease in the individual’s income; marriage or divorce; the birth or
adoption of a child; starting a job with health insurance; gaining or losing eligibility
for other health care coverage; and a change in residence.

Individuals receiving advance payments of the premium tax credit are required to
notify the Marketplace of any changes in circumstances during the year as soon
as possible, so their information can be updated and the amount of the advance
payment adjusted if necessary. The IRS urges individuals to comply with this
requirement, so the total advance payments made for the year will be the same
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as or closely match the final premium tax credit amount on the individual’s tax
return.

The IRS’ goal in its ACA-related communication efforts is to help people
understand the law, which in turn will make their return filing experience easier
next year. By providing this information in advance, we are attempting to
anticipate and answer as many questions as possible before the filing season, to
limit the number of people who would need fo call us for help. The IRS adopted
this approach because we have had success in steering potential callers to
online resources in other areas. For example, one of the most popular features
on IRS.gov is the “Where's My Refund?” electronic tracking tool, which taxpayers
used more than 200 million times last year and more than 187 million times so far
this year to find out about the status of their tax refund.

Notwithstanding our efforts to reach taxpayers in advance of filing season
through all the channels described above, we still anticipate an increase in calls
to our toll-free help lines in the 2015 filing season from taxpayers seeking
assistance in regard to the ACA. Our ability to meet this demand may be strained
due to ongoing budget constraints and the possibility of an additional increase in
call volume related to the impact of tax extender legislation that may be passed
later this year.

During the 2014 filing season, phone service outperformed our projections,
notwithstanding our significant funding limitations. In addition to the diligent
efforts of our employees, we attributed this improvement to our increased ability
to provide information on [RS.gov, as well as to the lack of major tax legislation in
2013.

Now that filing season is over, we no longer have exira seasonal employees and
thus have fewer people answering the phones. For this reason, we expect that
our overall FY 2014 level of phone service will drop below our performance
during the 2014 filing season.

The work being done to implement the major tax-related provisions of the ACA
has occurred in the absence of appropriated dollars that had been requested for
this effort. Nonetheless, the IRS continues to deliver on its Congressionally-
mandated duties under the ACA by refocusing the needed funding from other
priorities.

Addressing phone service waits, as well as the various operational and staffing
shortages across the IRS, begins with the Administration’s FY 2015 Budget
request. Within this request there is new IRS funding, including the amount
provided in the Opportunity, Growth, and Security Initiative, that would go
towards taxpayer service programs. We estimate this would allow us to hire
enough additional employees to answer 12 million more taxpayer calls. This
increase in calls answered would amount to a level of phone service of more
than 80 percent, which would be a significant improvement over the FY 2013
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level. The additional calls answered would include calls from those seeking help
with the tax-related provisions of the ACA as well as the expected tax extender
legislation.

If we do not receive the requested funding and cannot hire the additional
personnel necessary to handle our call volume, we estimate our level of phone
service next year would decline significantly.

We will be watching developments in the budget process closely, in the hopes
that Congress will ultimately provide adequate resources for the IRS for the next
fiscal year. | stand ready to work with this Committee, the Senate Finance
Committee and the Appropriations Committees to further explain the need to
improve our current budget situation.

This concludes my testimony, and | would be happy to take your questions.

———

Chairman BRADY. Thank you, Commissioner.
Mr. Slavitt, welcome.
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Mr. SLAVITT. Good morning, Chairman Brady, Ranking Mem-
ber McDermott, Members of the Subcommittee. I am Andy Slavitt,
Principal Deputy Administrator of CMS. I joined CMS 2 months
ago from the private sector where I spent the last 20 years prin-
cipally working with physicians, hospitals, health plans and em-
ployers on solutions to problems of healthcare costs, quality and ac-
cess. During that time, I have been both an entrepreneur and have
run a major division of one of America’s largest healthcare compa-
nies.

In late October of last year, I began my involvement with the Af-
fordable Care Act implementation when I joined the group of peo-
ple helping the CMS team on the turnaround effort of the health
insurance marketplace. I am pleased to appear before you today.
Before answering your questions, I will briefly walk you through
some of the progress of the Affordable Care Act to date and talk
about our priorities for the coming period.

There is growing evidence that the Affordable Care Act is work-
ing to make higher quality healthcare more affordable and acces-
sible for millions of Americans. During the first open enrollment,
millions of Americans selected a private insurance plan through
their State or Federal health insurance marketplace and millions
more have retained coverage on their parents’ policies or have
newly qualified for Medicaid or CHIP.

According to Gallup, the adult uninsured rate fell to 13.4 percent
for the second quarter of 2014, a record low. In addition, we are
seeing historically low growth and overall health spending meas-
ured at both the consumer level and the national level. This suc-
cess is not being achieved by government policy alone, but in part-
nership with the private sector as insurers grow by competing to
provide better quality and affordable services. Now, as we continue
through the first year of marketplace implementation, we must
build on that progress that is underway and continue to approve
our execution based on the lessons from the last year.

First, we are focusing on increasing the value consumers get
when they come to the marketplace. Early evidence from States
that have already published this information is indicating con-
sumers will have more options and more competitive rates. Accord-
ing to a recent survey conducted across 16 major cities, premiums
for the benchmark marketplace plan will actually decrease on aver-
age in the coming year.

This is good news for consumers who are typically paying less
than $100 a month for premiums for a policy in the marketplace.
Most important is that this gives many families access to afford-
able, quality health care for the first time. According to a Common-
wealth Foundation survey, two out of three newly-covered adults
are saying they are now taking medicine and seeing doctors they
couldn’t afford before. When you get underneath all the statistics
about the uninsured rate dropping and rates remaining competi-
tive, this is what counts.

Next, we have heightened our focus on execution. Even as we
continue to learn about new consumer needs, we are building out
further automation and are working to improve interaction points
with consumers and health plans. High on our agenda is making
it easier for consumers to enroll and renew their coverage, pro-
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viding scale to handle greater volumes of people, and completing
back office functionality.

How we execute has been a major area of focus from the Sec-
retary on down. Our operating principles are straightforward:
Clear accountability with a new marketplace CEO and clearer
structure; ruthless prioritization, which has meant we haven’t done
everything everyone has wanted, but have, instead, built in more
time to test what we build; and transparency, even when things
happen that we don’t plan on.

The team at CMS is hard at work on implementation. This com-
ing year will be one of visible and continued improvement but not
perfection. We are in the early stages of the program newly serving
millions of consumers and are still learning about the best ways to
support their unique needs. We are making the right progress to
have a successful open enrollment and continue to deliver on the
promise of the Affordable Care Act to improve healthcare access,
cost and quality for all Americans.

Thank you, and I look forward to your questions.

Chairman BRADY. Thank you, Mr. Slavitt.

Commissioner Koskinen and Mr. Slavitt, I want to return to the
theme I mentioned in my opening statement and that is trust. I
think, my view, the American people have lost trust in the IRS for
a number of reasons, including health care. And I think the disas-
trous rollout of HealthCare.Gov has created a lack of trust among
the American people, as well as promises not kept.

I do appreciate the work, Mr. Slavitt, you are doing, and there
is a lot of it, to try to bring that site up to speed, more importantly,
making sure we get the back end completed and right. Problems,
obviously, remain with this. There are going to be more problems
going forward into the second year.

So my question to both of you, and it really isn’t a gotcha ques-
tion, but in spite of all these problems, you know, how do you ex-
pect to, again, regain the trust of the American people when it
comes to their health care? The ACA, in my view, through heavy
subsidies is reducing the cost for some, but it is increasing the cost
for others. And there is real concern back home from patients, pro-
viders and businesses about the Affordable Care Act.

So what are you doing to make sure the second year of the ACA
is not like the first year in that steps will be taken to regain the
trust of the American people regardless of what party they are,
that are just simply concerned about their health care? Commis-
sioner.

Mr. KOSKINEN. Well, we take, as I hope everyone knows, seri-
ously the obligation to, as I say, try to make it as clear and
straightforward and as easy as possible for people to determine
what they owe and to be able to make those payments. As I have
said on numerous occasions, we distinguish between the willing to
pay and the unwilling to pay. And those willing to pay, even if they
have difficulties, as I have said, don’t have to hire somebody off
late night TV to come talk to the IRS.

If you are willing to pay, trying to become compliant, we are anx-
ious to work with you. We have installment agreement possibilities,
we have ways of creating offers and compromise. With a focus on
ACA, our role and the front-end rollout to providing income
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verification data went very smoothly. The Inspector General said
that it was virtually perfect. But we understand that there are
going to be challenges with the first filing season, and that is why
we are spending as much time as we are, starting last spring, try-
ing to explain to the American people how the ACA affects them
and what they need to do for filing.

And as I said, one of the most important things for the public
to understand is the vast majority of those filing next year out of
the 150 million expected individual returns, 120, 125 million of
them will simply check a box that they have coverage and that is
all they will have to do. The other people filing, those who are ei-
ther reconciling premium tax credits, seeking a credit, filing an ex-
emption or dealing with the shared individual responsibility pay-
ment will have additional responsibilities when they file, and we
are doing everything we can to get them that information. We have
had tax preparer forms across the country with 10,000 tax pre-
parers focusing on the ACA.

But we take very seriously that, again, compliance with the In-
ternal Revenue Code is a critical part of the tax system in the
United States. We have a very compliant population. Our compli-
ance rate is among one of the highest in the world. But to maintain
that compliance rate, your point is well taken, people have to have
trust and confidence in the system. They have to be confident they
are going to get treated fairly no matter who they are.

As T have said, one of my highest priorities is to try to make sure
that people understand, when they hear from the IRS, it is not be-
cause of who they are, what organization they belong to, who they
voted for in the last election, if they hear from us, it is about an
issue in their tax return. And if somebody else had that issue, they
would hear from us, as well.

Chairman BRADY. There are questions about that. But let me
ask you this: The IRS has three main tasks right now. One is to
confirm income verification to those who are getting subsidies
today; secondly, on January 1, delivering to American people Form
1095-A that tells them what they need to do to file their taxes; and
then to prevent having verification income placed before the second
year premiums and subsidies are released. Where are you on each
of those three?

Mr. KOSKINEN. As I noted, last year in the rollout, we provided
income verification information to 27 million inquiries. The inspec-
tor general reviewed it and said we were 100 percent accurate on
the information we provided. It was primarily information about
tax return information for 2012.

Chairman BRADY. Of those you have the information for, but
the inspector general said roughly 1 million of them had inconsist-
encies, were not complete applications. What has been going on
with those?

Mr. KOSKINEN. That was the review of HHS’s and CMS’s roll-
out. But in terms of the information provided by the IRS, the in-
spector general found that 100 percent of it was accurate. It was
accurate to—

Chairman BRADY. So all the income from the IRS standpoint,
everyone who is receiving subsidies today, their income has been
fully verified?
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Mr. KOSKINEN. Our role is to provide the data when the in-
quiry was made. We don’t play a role in terms of what they do with
the data. We will have a significant role when people file

Chairman BRADY. The IRS has a roll of income verification?

Mr. KOSKINEN. When they file, we will obviously verify income
as we do for the 150 million people who file, and that will deter-
mine the calculation that the taxpayer makes. It will determine
whether they are eligible for the premium credit, how much of the
advl?nce payment they got and what reconciliation they have to
make.

Chairman BRADY. So again, today, of those receiving subsidies
through the ACA that are helping them with their health care, the
IRS says you can assure us all of those incomes have been verified
at this time?

Mr. KOSKINEN. We provided income verification when re-
quested last year in the rollout. We will do it again in this year’s
rollout. We have been advising taxpayers since last spring that
whatever determination they made with the marketplace is about
their circumstances. If there is any change in those circumstances,
either in their family size or their income, they need to go back to
the marketplace, because our concern is that everybody makes an
estimate when you file your W—2s and your withholding. You are
estimating what your income will be, obviously, for most people it
changes to some extent.

Chairman BRADY. Sure.

Mr. KOSKINEN. So we are focused on and concerned that we
don’t want people to have either gotten too small an advanced pay-
ment or too large of an advanced payment.

Chairman BRADY. What I didn’t hear was a “yes” there. And I
am hopeful we can get to the day where you can say yes, we have
verified them.

The 1095-A due in January, have you completed testing on that?
Can the American public be assured when they are ready to do
their taxes and get their refunds, that that form will be there in
January?

Mr. KOSKINEN. Right. We don’t provide that form. That form
is provided by the marketplace.

Chairman BRADY. But you provide the information for it?

Mr. KOSKINEN. Happy to turn it over to my colleague.

Chairman BRADY. Okay. How about preventing income
verification to prevent eligible subsidies, ineligible subsidies in the
future?

Mr. KOSKINEN. As I said, in this rollout period for the second
year, we will continue to provide income information to our system
marketplaces and determine eligibility. But I would stress in the
filing season, we will check, as we always do with everybody who
files, their income will be verified. As I say, we have a very compli-
ant population. They provide information about their income as it
actually happened. What we are providing in the rollout is income
information that can be used for verification for a previous tax
year.

But, again, that is what your, in this year’s rollout, it will be
what your tax income information was for 2013, but it'll be used
for eligibility for 2015. And again, when you file for your 2015
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taxes, you will have a different number almost no matter who you
are as opposed to what you estimated.

Chairman BRADY. Sure. What is the process for collecting over-
paid subsidies to those who are not eligible? Do you have that proc-
ess in place?

Mr. KOSKINEN. That process will be our normal process in the
sense that to the extent that your subsidy was too small, you will
get a credit for that. For a lot of people in this income range it will
be a refund. To the extent that your advance payment was too
large, there will be a deduction either from your refund or an in-
crease in the tax owing.

Chairman BRADY. Sure. Now, I know how that process works.
Is it fully in place to do that?

Mr. KOSKINEN. It is, at this point, we are about to test our own
systems. But I am assured, I have been meeting every 2 weeks
since January with the IT people, with the program people and the
business people, looking at exactly what we have to do to make
that happen, and thus far, I have been assured that, while it is a
challenge, we are on track to be able to do that.

Chairman BRADY. Sure. For someone who, through no fault of
their own, received a subsidy they weren’t eligible for, about what
month in next year will they get the bad news that they owe taxes
back to Uncle Sam?

er. KOSKINEN. They will get that news whenever—shortly
after——

Chairman BRADY. It would be bad news. They will get that
news.

Mr. KOSKINEN. They will get that news when they file, in the
normal course. In other words, that news would be no different
than any other bad news you might get if you turn out to owe
taxes. So you will file a return. You will actually make your own
calculation off the 1095 you get. You will determine whether you
got too much and you owe additional tax or have a smaller refund.
You will make that determination and you will file it with your re-
turn. Some people file in January. Some people file in April, and
obviously, some extend their return into October.

Chairman BRADY. So they may start the repayment as early as
January of the coming year?

Mr. KOSKINEN. It will all depend when they file.

Chairman BRADY. Sure.

Mr. Slavitt, can you address the issue, again, I know the serious
work you are doing, both to address the problems in the past and
try to both get the site working right and the back end right. There
is no question about that seriousness. Can you address the trust
issue at this point?

Mr. SLAVITT. Sure. Mr. Chairman, thank you for the question.
I have actually thought a little bit about this question. As I men-
tioned, I have worked for the government for 2 months, and inter-
estingly——

Chairman BRADY. You are an old man.

Mr. SLAVITT. I am an old man. Well, interestingly, the people
that I work with at CMS and at the Department and across the
government, the career people have been some of the most trust-
worthy people I have ever worked with, yet, coming from the pri-
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vate sector, as you have said, there is a trust gap. And, you know,
the way I understand that trust gap to be closed is the following
ways: One is with transparency. Even when the news is bad, we
need to be clear about what that news is, and I think this summer
you have seen we have put out numbers, even worse-case numbers
when there are challenges to help people with inconsistencies and
so forth, rather putting those numbers out than other numbers and
waiting for them to get better.

Second, is accountability. That means being here, and my first
several months I have been here as frequently as I need to be. It
also means owning up to mistakes. I don’t think people expect us
to be perfect. I do think people expect us to fix things when they
don’t work and be very candid about them and be very accountable.

And the third is straight talk. As much as possible, that means
giving a direct and clear response when people are asking us very
fair questions. It means saying “I don’t know” when we don’t know,
even when we want to struggle to get back to people. There is no
question that this implementation has a lot of pieces. It requires
a lot of cooperation, and I think we can gain trust, I believe, in the
work we are doing across government if we are clear in those cat-
egories.

Chairman BRADY. Thank you, Mr. Slavitt. Again, I think you
are trying to implement a poorly-designed, poorly-written, unwork-
able law; nonetheless, I think that approach of openness, trans-
parency and straight talk will go a long way, frankly, towards re-
storing that trust. So thank you very much.

Dr. McDermott.

Mr. MCDERMOTT. Thank you, Mr. Chairman. I would like to
enter in the record the tax inspector general’s for tax administra-
tion’s report, “Affordable Care Act: Accuracy of Responses to Ex-
change Requests,” dated 3 July, 2014. I ask unanimous consent.

Chairman BRADY. Without objection.

[The Honorable Jim McDermott]
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AFFORDABLE CARE ACT: ACCURACY
OF RESPONSES TO EXCHANGE
REQUESTS FOR INCOME AND FAMILY
SIZE VERIFICATION INFORMATION AND
MAXIMUM ADVANCE PREMIUM TAX
CREDIT CALCULATION

Highlights
Final Report issued on July 3, 2014

Highlights of Reference Number: 2014-43-044
to the Internal Revenue Service Chief
Technology Officer and the Director, Affordable
Care Act Office.

IMPACT ON TAXPAYERS

Beginning January 1, 2014, most individuals
must obtain health insurance that meets
minimum requirements. The Health Insurance
Exchanges (also referred to as Marketplaces),
established by the U.S. Department of Health
and Human Services and the States, are
intended to provide a place for Americans to
shop for health insurance in a competitive
environment. Eligible individuals who purchase
health insurance through an Exchange may
qualify for and request a refundable tax credit,
referred to as the Premium Tax Credit, to assist
with paying their health insurance premium. The
credit can be paid directly to an individual's
health insurance provider as a partial payment
for their monthly premiums (referred to as the
Advance Premium Tax Credit or (APTC})).

WHY TIGTA DID THE AUDIT

This audit was initiated to ensure that the IRS is
providing accurate information to the Exchanges
to assist in determining an individual’s eligibility
to use the Exchange and receive the APTC.
The overall objective of this review was to
assess the accuracy of responses to Exchange
requests for Income and Family Size Verification
(IFSV) information for the purposes of
determining insurance eligibility and the
maximum APTC the individual could receive
each month.

WHAT TIGTA FOUND

As of March 31, 2014, the IRS received more
than 27 million IFSV information requests and
more than 11 million APTC requests. Our
review of the IRS’s response to 101,018 IFSV
requests received by the IRS between October 1
and October 4, 2013, showed that the IRS,
based on the information furnished by the
Exchange, provided accurate responses for
100,985 (99.97 percent) of the 101,018
requests.

However, TIGTA identified 33 requests for which
the IRS incorrectly notified the Exchange that it
could not provide tax information for individuals
for whom the Exchange was requesting
information because the IRS was unable to
match the name on the application to IRS data
records. These responses were incorrect
because the individual's name used on the
application was in fact available in IRS data
records. This resulted from a computer
programming error in which IRS data used to
provide information in response to Exchange
requests did not always contain the most recent
name information shown on the individual's tax
account.

in addition, TIGTA reviewed the IRS’s response
to 120,824 APTC requests received between
October 1 and October 14, 2013. This review
showed that the IRS, based on information
furnished by the Exchange, accurately
calculated the maximum monthly APTC for all
120,824 requests.

WHAT TIGTA RECOMMENDED

TIGTA recommended that the Chief Technology
Officer ensure that IRS data records used to
provide responses o Exchange requests
accurately reflect an individual's most recent
name information contained in IRS tax data.

IRS management agreed with TIGTA's
recommendation. The IRS has already
implemented programming medifications so that
name information fields are now consistent with
the most recent name information shown on the
individual’s tax account.
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MEMORANDUM FOR CHIEF TECHNOLOGY OFFICER AND
DIRECTOR, AFFORDABLE CARE ACT OFFICE
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FROM: Michael E. McKenney
Acting Deputy Inspector General for Audit

SUBJECT: Final Audit Report — Affordable Care Act: Accuracy of Responses to
Exchange Requests for Income and Family Size Verification
Information and Maximum Advance Premium Tax Credit Calculation
(Audit # 201340335)

This report presents the results of our review to assess the accuracy of responses to Health
Insurance Exchange requests for Income and Family Size Verification information for the
purposes of determining insurance eligibility and the maximum Advance Premium Tax Credit
the individual could receive each month. Our review was limited to verifying the accuracy of the
IRS’s calculations during the eligibility and enrollment process. This audit was conducted as
part of our Affordable Care Act strategy and is included in the Treasury Inspector General for
Tax Administration’s Fiscal Year 2014 Annual Audit Plan. This review addresses the major
management challenge of Implementing the Affordable Care Act and Other Tax Law Changes.

Management’s complete response to the draft report is included as Appendix IV.

Copies of this report are also being sent to the IRS managers affected by the report
recommendation. If you have any questions, please contact me or Russell P. Martin,
Acting Assistant Inspector General for Audit (Returns Processing and Account Services).
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Background

The Patient Protection and Affordable Care Act of 2010" and the Health Care and Education
Reconciliation Act of 2010° (hereafter collectively referred to as the Affordable Care Act
(ACA)) were both signed into law in March 2010. The ACA legislation seeks to provide more
Americans with access to affordable health care by creating a new Health Insurance Exchange
(hereafter referred to as the Exchange),’ enforcing patient/consumer protections, and providing
Government subsidies for people who cannot afford insurance. The Exchange simplifies an
applicant’s search for health coverage by providing
multiple options in one place and comparing plans based
on price, benefits, quality, and other important features The Affordable Care Act seeks

that help consumers make a choice. to provide more Americans with
access to affordable health care.

Beginning January 1, 2014, most individuals were
required to obtain health insurance coverage that
contained essential health benefits including emergency services, maternity and newborn care,
and preventative and wellness services. The Exchanges, established by the U.S. Department of
Health and Human Services and the various States, are intended to provide a place for Americans
to shop for health insurance in a competitive environment. The Exchanges offer insurance plans
by private companies, and individuals can access qualified health plan information online, via a
call center, or in person. The qualified health insurance plans offered through the Exchanges
cover the same core set of essential health benefits, and no plan can turn an applicant away or
charge more because of a preexisting illness or medical condition.

To enroll in health insurance coverage offered through an Exchange, individuals must complete
an application and meet certain eligibility requirements defined by the ACA. Individuals began
using the Exchanges on October 1, 2013, to purchase health insurance for Calendar Year 2014.

Figure 1 provides a list of the States that use the Federally Facilitated Exchange, the States that

use a State Partnership Exchange,’ and the States (including the District of Columbia) that have
developed their own Exchange as of May 14, 2014.

! Pub. L. No. 111-148, 124 Stat. 119 (2010) (codified as amended in scattered sections of the U.S. Code), as
amended by the Health Care and Education Reconciliation Act of 2010, Pub. L. No. 111-152, 124 Stat. 1029.

2 Pub. L. No. 111-152, 124 Stat. 1029. (See Affordable Care Act, infra).

* Also commonly referred to as the Marketplace.

* A State Partnership Exchange is a hybrid model in which the State makes key decisions and works with the
Department of Health and Human Services to tailor the operation of the Federally Facilitated Exchange to meet the
local needs and market conditions in their State.
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Figure 1: Type of Exchanges Used by the States®

Alabama Arkansas California
Alaska Delaware Colorado
Arizona fllinois Connecticut
Florida fowa District of Columbia
Georgia Kansas Hawaii

Indiana Maine idaho
Louisiana Michigan Kentucky
Mississippi Montana Maryland
Missouri Nebraska Massachusetts
New Jersey New Hampshire Minnesota
North Carolina Ohio Nevada

North Dakota South Dakota New Mexico
Oklahoma Virginia New York
Pennsylvania West Virginia Oregon

South Carolina Rhode Island
Tennessee Vermont
Texas Washington
Utah

Wisconsin

Wyoming

Source: Centers for Medicare and Medicaid Services as of May 14, 2014.

Eligible individuals who purchase health insurance through an Exchange may qualify for and
request a refundable tax credit,’ referred to as the Premium Tax Credit (PTC), to assist with
paying their health insurance premium. Individuals may elect to have the PTC paid directly to
their health insurance provider as partial payment for their monthly premiums (hereafter referred

* According to the Centers for Medicare and Medicaid Services, no changes have been made in the individual states
participation as either a Federally Facilitated, State Partnership, or State-Based Exchange since October 18, 2013.

® Any tax credit that is refundable can be used to reduce a taxpayer’s tax liability to zero. Any excess of the credit
beyond the tax liability can be refunded to the taxpayer.
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to as the Advance Premium Tax Credit (APTC)) or receive the PTC as a lump-sum credit on
their annual Federal tax return at the end of each coverage year beginning with the filing of their
Tax Year’ 2014 tax return. Because the PTC is a refundable credit, individuals who have little or
no income tax liability can still benefit. Figure 2 lists the eligibility requirements individuals
must meet to purchase insurance through an Exchange and to qualify for the PTC.

Figure 2: Eligibility Requirements to Purchase Insurance
From an Exchange and to Qualify for the PTC

Individuals must: Individuals must:
e Llivein the United States. + Buy health insurance through the
Exchange.

e BeaU.S. citizen or national (or be lawfully
present). * Be ineligible for health coverage through

. an employer or government plan.
¢ Not be currently incarcerated. o o a8
+ Be within certain income limits.

« File a joint tax return, if married.

+ Not be claimed as a dependent by
another person.

Source: IRS.gov and Healthcare.gov.

Starting in January 20135, individuals must include the amount of the APTC paid to an insurance
provider on their behalf on their tax return and reconcile it to the allowable amount of the PTC.

The Exchange determines an applicant’s eligibility to obtain health insurance and
monthly financial assistance fo pay for the health insurance

Individuals applying for financial assistance for insurance obtained through an Exchange must
provide information regarding their income and family status, e.g., marital status and number of
dependents. The Exchange then obtains information from other sources, including other Federal
agencies, to verify the applicant’s information and determine eligibility to obtain coverage
through the Exchange. The Exchange also uses the information obtained to predict what an
individual’s income and family status will be in the year for which health coverage is being
requested. During the Exchange enrollment and APTC eligibility process, the following Federal
agencies perform verifications and provide information:

7 A 12-month accounting period for keeping records on income and expenses used as the basis for calculating the
annual taxes due. For most individual taxpayers, the tax year is synonymous with the calendar year.

® For example, in Calendar Year 2013, income between 100 percent to 400 percent of the Federal Poverty Level
equated to $23,550 to $94,200 for a family of four. More information on the Federal Poverty Level can be found at
https//wwwhealtheare gov/glossary/federal-poverty-level-FPL/.
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e The U.S. Social Security Administration verifies the applicant’s Social Security Number,
lawful presence in the United States, wage data, and prisoner status.

e The U.S. Department of Homeland Security verifies the applicant’s legal immigration
status.

The Internal Revenue Service (IRS) provides tax return information for applicants and their
family members and computes the maximum APTC amount. For example, for those individuals
applying for financial assistance for Calendar Year 2014, the Exchange uses Calendar Year 2012
tax information received from the IRS to predict an individuals’ Calendar Year 2014 income.
The Exchange uses this predicted income and family status to determine if an individual is
eligible to receive an APTC.

Income and Family Size Verification (I[FSV) information

The Exchanges submit requests to the IRS using the Department of Health and Human Services
Data Hub’ to obtain the applicant’s IFSV information. The IFSV information consists of
income, family size, and other identifying information for the individuals included on the
application. As of March 31, 2014, the IRS had received more than 27 million IFSV information
requests. The Exchange provides the IRS with the Social Security Number, full name, and
relationship to the tax filer for all individuals on the application. Using the information furnished
by the Exchange, the IRS provides the following information back to the Exchange via the Hub:

s Adjusted Gross Income (AGI). The AGI is gross income minus adjustments to income
that was reported on the tax return that the IRS used to obtain the IFSV information.

o Applicable Response Codes. If the IRS is unable to provide income and/or family size
information for the applicant or a member of the applicant’s family, the IRS provides the
Exchange with a code describing why the information was not provided. Examples of
issues that would prevent the IRS from being able to provide the requested information
include the IRS having no tax return information for an individual, the IRS having
indications of identity theft on the individual’s tax account, or the spouse on the
application not matching the spouse on the tax return.

» Applicant’s Social Security Number and Spouse’s Social Security Number (if applicable).
The applicant’s Social Security Number is the one reported on the tax return. When there
is a spouse on the application, the spouse’s Social Security Number is also included with
the information provided to the Exchange.

° The Hub provides a single point where the Exchanges may access data from different sources, primarily Federal
agencies. The Hub does not store data; rather, it acts as a conduit for the Exchanges to access the data from where
they are originally stored.
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application not matching the spouse on the tax return.
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The applicant’s Social Security Number is the one reported on the tax return. When there
is a spouse on the application, the spouse’s Social Security Number is also included with
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agencies. The Hub does not store data; rather, it acts as a conduit for the Exchanges to access the data from where
they are originally stored.
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o Family Size. Family size is defined as the number of exemptions reported on the tax
return that the IRS used to obtain the IFSV information.

e Filing Status. The filing status is what was reported on the tax return that the IRS used to
obtain the IFSV information.

e Household Income. Household income includes the applicant’s income and the total
income of the other individuals in the house that are included in the family size and are
required to file a tax return. The IRS will provide the Exchange with the total of the AGI,
nontaxable interest, and foreign income exclusion. When present, it will also provide the
amount of taxable Social Security benefits. The Exchange will obtain the amount of total
Social Security benefits from the Social Security Administration to determine the amount
of nontaxable Social Security benefits to be included in modified AGI. The modified
AGT is defined in the ACA as AGI plus nontaxable interest, nontaxable Social Security
benefits, and the amount of foreign income exclusion.

o Tax Year of the Tax Information Being Provided. For requests received during the
current enrollment season,' the IRS returned Tax Year 2012 or Tax Year 2011 tax
information. The IRS would only provide Tax Year 2011 information if a tax return had
not been filed for Tax Year 2012.

The IRS developed five external response codes to respond to Exchange requests. External
response codes provide a generic description as to why the IRS is not returning tax information
for the applicant. The IRS can return multiple external response codes in response to an IFSV
information request. Figure 3 lists the external IFSV information response codes.

Figure 3: External IFSV Information Response Codes

001 Systemic error.

002 Unable to provide data due to authentication issue.
003 Unabile to provide income due to spouse mismatch.
004 Return information is unavailable.

008 No dependent filing requirement.

Source: The IRS’s IFSV Internal and External Response Code document.

The IRS sends its response to the IFSV information request to the Exchange via the Data Hub.
The Exchange uses the information provided to assist in predicting an applicant’s income and
family size for the requested health coverage period for which insurance is being obtained. It

1% The current enroliment season to apply for insurance through an Exchange ran October 1, 2013, through
March 31, 2014.
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should be noted that the Exchange is not required to use the information the IRS provides as the
Exchange has the sole discretion in this process.

The IRS also developed 19 internal response codes which contain more specific information
regarding the reason information is not being returned to the Exchanges. Internal response codes
are for IRS use only and are not provided to the Exchanges. Figure 4 lists the internal IFSV
information response codes.

Figure 4: Internal IFSV Information Response Codes

001
004
005 2
006
007
008 2
009
012 <z
013 <
014 2
015
017 2
018 2
020
021 2
022
023 2
024 2
025 2

Source: The IRS’s IFSV Internal and External Response Code document.
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APTC Calculation

Once the Exchange has determined that an individual’s predicted income and family size makes
them eligible to receive the APTC, the Exchange will send a request to the IRS to compute the
maximum amount of the APTC the individual could receive each month. The IRS has developed
a “PTC Calculator” to respond to these requests. As of March 31, 2014, the IRS had received
more than 11 million APTC requests.” The Exchange provides the IRS the following
information for use in computing the maximum monthly APTC:

e Coverage Year. The year the health insurance will cover the applicant.

e Household Income. Household income is determined by the Exchange based on the
individual’s projected income for the year for which health insurance coverage will be
obtained.

o Income As a Percentage of the Federal Poverty Level (FPL). The FPL is a measure of
income level issued annually by the Department of Health and Human Services. The
FPL is used to determine eligibility for certain programs and benefits. Individuals’
income must be between at least 100 percent but not more than 400 percent of the FPL to
be eligible for the PTC.

*  The Adjusted Premium of the Applicable Second Lowest Cost Silver Plan (SLCSP). The
SLCSP refers to the level of coverage provided by the health plan. Health plans offered
by the Exchange will be categorized as Platinum, Gold, Silver, Bronze, or Catastrophic,
depending on the share of costs covered. For example, a Bronze plan will have a higher
deductible than a Silver plan, and the Platinum plan will have a lower deductible than the
Silver plan. A Silver plan will provide benefits that are actuarially equivalent to
70 percent of the full actuarial value of the benefits provided under the plan. This means
the plan will cover about 70 percent of the costs for covered medical services.

The IRS uses the information provided by the Exchange to estimate how much the applicant can
afford to pay for health insurance (referred to as Household Contribution) each month. The IRS
then compares the applicant’s estimated monthly Household Contribution to the monthly
premium for the SLCSP.® If the monthly SLCSP premium is greater than the estimated monthly
Household Contribution, the applicant is eligible for the APTC. The maximum amount of the
monthly APTC is the difference between the monthly Household Contribution and the monthly

12 The total number of APTC requests is lower than the number of IFSV information requests because an APTC
request will not be made when the IFSV information shows the income is too high to qualify for the APTC.

' The IRS uses the premium associated with the SLCSP because the ACA requires the use of this amount. For
example, there could be more than one plan in the Silver category and, as required, the IRS is using the premium of
the Silver Plan that has the second lowest cost associated with it.
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SLCSP premium. If the monthly SLCSP premium is less than the monthly Household
Contribution, the applicant is not eligible for the APTC."* For example (hypothetical example):

Individual 4 has household income of $50,000, which is 325 percent of the FPL. The
SLCSP cost is 8375 per month. The IRS calculates Individual A’s monthly Household
Contribution as being $396. Because individual A’s Household Contribution is greater
than the cost of the SLCSP, Individual A is not entitled to receive any APTC.

Individual B has household income of 830,000, which is 162 percent of the FPL. The
SLCSP cost is $1,000 per month. The IRS calculates Individual B’s monthly Household
Contribution as being $114. Because Individual B’s Household Contribution is less than
the cost of the SLCSP, Individual B is entitled to receive a monthly APTC in the amount
of $886 (81,000 — §114).

An individual can elect to receive the maximum monthly APTC, a portion of the maximum
monthly APTC, or no APTC. Once an individual selects his or her insurance coverage and how
he or she would like to receive the monthly APTC, the Exchange sends a request to the

U.S. Department of the Treasury’s Bureau of the Fiscal Service to issue monthly APTC
payments to the individual’s insurance provider. As of March 31, 2014, the Department of
Health and Human Services reported that more than $1.45 billion in APTCs has been paid to
insurers.

Reconciliation of APTC amounts received

During the 2015 Filing Season® (filing of Tax Year 2014 tax returns), individuals will reconcile
the APTC on their Tax Year 2014 return. The individual will complete a Form 8962, Premium
Tax Credit Schedule, to reconcile the amounts of the APTC paid to an individual’s insurance
provider and the amount of the PTC allowed based on actual income reported. If the amount of
the APTC received during the tax year exceeds the actual PTC allowed, the amount paid in
excess will be additional tax due on the tax return. This can occur if the individual’s income
reported on his or her Tax Year 2014 tax return is higher than what was estimated by the
Exchange when determining the amount of the monthly APTC. The amount of additional tax an
individual will have to repay is capped if the individual’s income remains within 100 percent to
400 percent of the FPL. However, if the individual’s income is more than 400 percent of the
FPL, the individual will have to pay back the entire amount of the APTC received.

*1n this instance, the IRS would return a figure for the Remainder Benchmark Household Contribution to the
Exchange. The Remainder Benchmark Household Contribution is used by the Exchange to determine the remaining
amount a family can be expected to contribute toward a second or subsequent policy.

' The period from January through mid-April when most individual income tax returns are filed.
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CDR

The CDR is the IRS’s main data repository for ACA initiatives. The CDR houses taxpayer data
from the Individual Master File,'® the Individual Return Transaction File,” and the Data Master
One™ file. The CDR will store a maximum of two years of a taxpayer’s data at any time. The
CDR will contain current year and previous tax year information for all taxpayers. For example,
for the 2014 enrollment period," the CDR contains tax information for Tax Years 2011 and 2012
for all taxpayers. The IRS loaded the first extracts of taxpayer data obtained from the source
databases into the CDR on September 7, 2013. The IRS updated the CDR information on
November 2, 2013; November 29, 2013; and January 26, 2014, and plans to execute subsequent
monthly updates.

The IRS uses the data contained in the CDR to respond to IFSV information requests from the
Exchanges. The IRS relies on the most recent tax return information maintained in the CDR for
the applicant and the applicant’s listed family members to respond to the Exchange requests. In
the future, the CDR will also house information received from the Exchange related to who
obtained insurance coverage, the period for which they had coverage, and the amount of any
APTC received.

This review was performed at the New Carrollton Federal Building in New Carrollton,
Maryland, and was performed with information obtained from the Affordable Care Act Office
Filing and Premium Tax Credit Strategy function and the Affordable Care Act Program
Management Office in Washington, D.C., including the Income Verification and Information
Services function in Farmers Branch, Texas, during the period of July 2013 through April 2014.
We conducted this performance audit in accordance with generally accepted government
auditing standards. Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions
based on our audit objective. We believe that the evidence obtained provides a reasonable basis
for our findings and conclusions based on our audit objective. Detailed information on our audit
objective, scope, and methodology is presented in Appendix I. Major contributors to the report
are listed in Appendix IL.

'S The Individual Master File is the IRS database that maintains transactions or records of individual tax accounts.
"7 The Individual Return Transaction File contains data transcribed from initial input of the original individual tax
returns during return processing.

'8 The Data Master One is a database of name controls and Taxpayer Identification Numbers received from

four sources: the Social Security Administration, IRS valid processing, the Individual Taxpayer Identification
Number file, and the Adoptive Taxpayer Identification Number file.

' The 2014 Exchange enrollment period was from October 1, 2013, through March 31, 2014.
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Resulis of Review

Responses o Exchange Requests for income and Family Size
Verification information Are Mostly Accurate

Our review of the IRS’s response to 101,018 IFSV information requests received by the IRS
between October 1, 2013, and October 4, 2013, showed that the IRS provided accurate responses
for 100,985 (99.97 percent) of the 101,018 requests based on the information furnished by the
Exchange. We identified 33 requests for which the information contained in the CDR did not
reflect the most current name control for an individual for whom the Exchange was requesting
information from the IRS. A name control is the first four letters in an individual’s last name,
e.g., the name control for Smith would be SMIT. As a result, the IRS incorrectly notified the
Exchange that it could not provide tax information for these individuals because the IRS was
unable to match the name on the application to name control information maintained in the CDR.
Our analysis of taxpayer account information for the individuals in these 33 requests showed that
there was not a mismatch between the name provided by the Exchange and the name information
contained in the individual’s tax account.

We raised this concern to the IRS on March 26, 2014. The IRS stated that it had recently
identified an error with the computer programming used to capture the name control field from
the Data Master One file.” This error occurred for individuals with more than five name
controls associated with their tax account on the Data Master One file. The programming to
capture the individual’s current and past name controls from the Data Master One file pulled the
individual’s first five name controls from the file rather than the most recent five name controls.
The IRS estimates that the name control information for approximately 2.8 million taxpayers

(1 percent) of the more than 283 million taxpayers could be incorrect in the CDR.

While the IRS estimates this error affects approximately 2.8 million taxpayers for which
information is contained in the CDR, the number of IFSV information requests received by the
IRS that are affected by the inaccurate CDR information is likely significantly less. Not ali
individuals with tax information in the CDR are eligible to use the Exchange, and not all
individuals who are eligible will use the Exchange to purchase insurance. The IRS indicated it
has requested changes be made to the computer programming to correct the name control error
for the next Exchange enrollment period in November 2014.

° The data from the Data Master One file is loaded onto the Integrated Production Module. The Integrated
Production Module provides the business operating divisions access to current and historical taxpayer data via one
central data source to eliminate the need for multiple, often redundant, data sources. The data from the Integrated
Production Module are loaded into the CDR.
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External and infernal IFSV information response codes accurately reflect
information in the CDR

Our review verified that all five of the external response codes and 16 of the 19 internal response
codes the IRS uses to respond to IFSV information requests accurately reflect information
contained in the CDR. We were unable to verify the accuracy of three (codes 007, 013, and 015)
of the 19 internal response codes because these codes were not applicable to the 101,018 IFSV
information requests we reviewed.

Although the computer programming used to generate the internal and external response codes is
accurate, we determined that inaccurate information in the CDR resulted in an incorrect response
to 33 of the 2,613 IFSV information requests we reviewed for which the IRS generated an

internal response code 018. Internal response code 018 indicates the ¥ kkssdokdkiktk
**************************************2***************************************

****2*****

Most Data received from the CDR matched data contained in source files

Our assessment of the tax account information contained in the CDR between October 1 and
October 4, 2013, showed that most of the information from the CDR agreed with the information
contained in source files including the Individual Return Transaction File, the Individual Master
File, and the Data Master One file. As previously discussed, the CDR does not accurately reflect
the prior names used by an individual when an individual has more than five prior names shown
in the Data Master One file. The IRS is taking steps to correct the name information for these
individuals for the next Exchange enrollment period beginning November 2014.

Recommendation

Recommendation 1: The Chief Technology Officer should ensure that the CDR accurately
reflects an individual’s most recent name controls contained in the Data Master One file.

Management’s Response: IRS management agreed with our recommendation. The
IRS has already implemented programming modifications so that name control fields are
now consistent with the Individual Master File.

Responses to Exchange Requests for Maximum Monthly Advance
Premium Tax Credit Calculations Are Accurate

Our review of the IRS’s response to 120,824 APTC requests received between October 1 and
October 14, 2013, found that the IRS’s calculation of the maximum monthly APTC using the
information provided by the Exchanges was accurate for all 120,824 requests. As part of our
analysis of the accuracy of the IRS’s computation of the maximum monthly APTC, we reviewed
the ACA and Treasury regulations in place at the time of our review. Treasury regulations

Page 11



40

Affordable Care Act: Accuracy of Responses to Exchange
Regq ts for in and Family Size Verification Information
and Maximum Advance Premium Tax Credit Calculation

provide the official interpretation of the Internal Revenue Code by the Department of the
Treasury.

Our review identified four responses with a discrepancy between the IRS’s calculation of the
maximum monthly APTC and the Treasury regulations in place at the time of our review.
Specifically, the tables provided in the regulations indicate that the PTC, and as such the APTC,
should be calculated for those applicants with incomes “less than 400%” of the FPL. For these
four IRS responses, the applicant’s income was exactly 400 percent of the FPL. We requested
information regarding the legal guidance received by the IRS related to providing APTC
calculations for applicants with income at 400 percent of the FPL on January 23, 2014. The IRS
provided documentation that shows proposed changes to the Treasury regulations will clarify
that the PTC as well as the APTC is available to individuals whose income is exactly 400 percent
of the FPL.
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Appendix |

Detailed Objective, Scope, and Methodology

Our overall objective was to assess the accuracy of responses to Exchange requests for Income
and Family Size Verification information for the purposes of determining insurance eligibility
and the maximum Advance Premium Tax Credit the individual could receive each month. Our
review was limited to verifying the accuracy of the IRS’s calculations during the eligibility and
enrollment process. To accomplish our objective, we:

I Determined if the IRS was accurately calculating the IFSV information during the
eligibility and enrollment process.

A. Obtained and reviewed the IFSV Project documentation and business requirements
and reviewed the ACA legislation.

B. Determined whether the IRS was accurately calculating the household income and
family size information it provided to the Exchanges.

1. Obtained an extract of 101,018 IFSV information requests received by the IRS
between October 1 and October 4, 2013, and the IRS’s response to the
101,018 requests. Beginning on October 1, 2013, the IRS captured IFSV
information request and response data received during an off-peak window,
e.g., 2:00 am. to 4:00 a.m., until it had selected at least 100,000 IFSV information
requests.” We validated the reliability of the data extracts by ensuring that the tax
return data fields were supported by data contained in the IRS’s Integrated Data
Retrieval System® and by comparing information in the tables created by our
Strategic Data Services to the source data provided by the IRS.?

2. Using information contained in the IRS Individual Return Transaction File, the
Individual Master File, and the Data Master One file, independently calculated the
applicant’s household income and family size for each request. We then
compared our calculation to the IFSV information contained in the IRS’s
response.

! The IRS opted to pull our requested data during the off-peak window rather than capturing the first

100,000 requests received because we asked that our request be performed in a way that would prevent negative
effects to system performance.

2 IRS computer system capable of retrieving or updating stored information. It works in conjunction with a
taxpayer’s account records.

® The TRS provided text files in Extensible Markup Language for the IFSV information and PTC transactions.
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3. Using information contained in the IRS Individual Master File, the Individual
Return Transaction File, and the Data Master One file, verified the accuracy of
information contained in the CDR. We verified the accuracy of the information
reflected in the internal CDR transactions associated with the 101,018 IFSV
information requests we reviewed.

L Determined if the IRS accurately calculated the APTC during the eligibility and
enrollment process.*

A. Obtained and reviewed the IRS project documentation and business requirements
relevant to the APTC and determined how the IRS calculates the APTC.

B. Reviewed the ACA legislation, the Internal Revenue Code, and Treasury regulations
to determine how the APTC is to be computed.

C. Determined if the IRS accurately calculated the APTC in response to requests from
the Exchanges.

1. Obtained an extract of 120,824 requests for an APTC calculation received by the
IRS between October 1 and October 14, 2013, along with the IRS’s response to
each request. Beginning on October 1, 2013, the IRS captured APTC request data
received during an off-peak window, e.g., 2:00 a.m. to 4:00 a.m., until it had
selected at least 100,000 APTC requests.” We validated the reliability of the data
extracts by comparing information in the tables created by the Treasury Inspector
General for Tax Administration’s Strategic Data Services to the source data files
provided by the IRS.

2. Using the information contained in the APTC request, independently computed
the APTC for each request. We then compared our computation of the APTC to
the APTC contained in IRS’s response to the Exchange request.

Internal controls methodology

Internal controls relate to management’s plans, methods, and procedures used to meet their
mission, goals, and objectives. Internal controls include the processes and procedures for
planning, organizing, directing, and controlling program operations. They include the systems
for measuring, reporting, and monitoring program performance. We determined that the
following internal controls were relevant to our audit objective: the IRS’s policies and

* If the amount the taxpayer could contribute was more than the cost of his or her insurance, the IRS will return a
figure for the Remainder Benchmark Household Contribution to the Exchange. The Remainder Benchmark
Household Contribution is used by the Exchange to determine the remaining amount a family can be expected to
contribute toward a second or subsequent policy.

® The IRS opted to pull our requested data during the off-peak window rather than capturing the first

100,000 requests received because we asked that our request be performed in a way that would prevent negative
effects to system performance.
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procedures to document the programming of the IFSV information and PTC calculations and the
processes the IRS developed to monitor the performance of the IFSV information and PTC
processes. We evaluated these controls by interviewing management, obtaining data extracts of
the IFSV information and APTC responses, and reviewing the related IFSV information and
APTC calculations obtained in the responses.

Page 15



44

Affordable Care Act: A acy of Resp fo Exchange
Regquests for Income and Family Size Verification information
and Maximum Advance Premium Tax Credit Calculation

Appendix I

Major Contribufors to This Report

Russell P. Martin, Acting Assistant Inspector General for Audit (Returns Processing and
Account Services)

Deann L. Baiza, Director

Sharla J. Robinson, Audit Manager

Linna K. Hung, Lead Auditor

Laura P. Haws, Senior Auditor

Steven D. Stephens, Senior Auditor

Nikole L. Smith, Auditor

Kevin O’ Gallagher, Information Technology Specialist

Page 16



45

Affordable Care Act: Accuracy of Responses to Exchange
Reg s for In and Family Size Verification Information
and Maximum Advance Premiium Tax Credit Calculation

Appendix Il

Report Distribution List

Commissioner C

Office of the Commissioner — Attn: Chief of Staff C

Deputy Commissioner for Operations Support OS

Deputy Commissioner for Services and Enforcement SE

Chief Counsel CC

National Taxpayer Advocate TA

Chief Technology Officer OS:CTO

Associate Chief Information Officer, Affordable Care Act (PMO) OS:CTO:ACA
Director, Affordable Care Act Office SE:ACA

Director, Filing and Premium Tax Credit Strategy SE:ACA
Director, Project Management Office SE:ACA

Director, Office of Legislative Affairs CL:LA

Director, Office of Program Evaluation and Risk Analysis RAS:O
Office of Internal Control OS:CFO:CPIC:IC

Audit Liaison: Director, Affordable Care Act Office SE:ACA:ONE

Page 17



46

Affordable Care Act: Accuracy of Responses to Exchange
Requests for Income and Family Size Verification Information
and Maximum Advance Premium Tax Credit Calculation

Appendix IV
Management’s Response fo the Draft Report
DEFARTMENT OF THE TREASURY

INTERNAL REVENUE SERVICE
WASHINGTON, D.G. 30224

THHR TRESHNDLOGY SEPITRR

N 18 Em

MEMORANDUM FOR MICHAEL E. McKENNEY
ACTING DEPUTY (NW@R GENERAL FOR AUDIT

FROM: Terence V. Mitholland il U
Chief Technology G{ﬂcer] N
SUBJECT: Affordable Care Act: Review of the Accuracy of
P to Marketplace Reg for Income and
Family Size Verification fon and Maxi
Advance Fremium Tax Credit - Auditd 2013403335
{s-trak #2014-55423)

Thank you for the opportunity to review your drafl audit report and to discuss earfier draft report
observations with the audit team. We take our responsibility to provide acourate Advance
Premium Tax Cradit (APTC) and Incowe and Family Size Verification (IFSV) responses o the
marketplaces very serfously. 1 was pleased your report substantiated our efforts by showing 100
percent aceuracy rate for our ealculation of the monthly maxingum APTC and an over 89 percent
accuracy rate of IFSV responses to the marketplaces,

The Affordable Care Aot (ACA) Program Managewent Office has put in place sound
managetuent practioss that have been recognized by the Treasury Inspector General for Tax
Administration {TIGTA) in earfier reviews. Lam itted to i improving IRS
information technology systems and and the ACA IT Program Management Office has
alteady taken steps 1o correct the few discrepancies identified in your roport. I am also pleased to
say that with the perseverance and commitment of our team, the corrective action specified within
this audit has been corrected and completed.

We value your continued support and the assi and guid your team provides, Ouwr
corrective action plan for the recommendation is aftached. If yon bave any questions, please
contact me at (2403 613-9373, or a member of your staff may contact Lisa Stam, Program
Oversight Coordination Manager, at {240) 6134219,

Attachment
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Attachment

Draft Audit Report - Affordable Care Act: Review of the A y of Resp to Mard
Requests for Income and Family Size Verification 1 ion and Maxi Ad Premium Tax
Credit (Audit # 201340335} (e-trakéf 2014-55423)

RECOMMENDATION #1: The Chief Technology Officer should ensure the CDR accurately reflects an
individual’s most recent name controls contained in the Data Master One file.

ECTT (ON#1: The IRS agrees and has already implemented programming
modifications so that name controls fields changes are now congistent with the Individual Master File
{IMF).

IMPLEMENTATION DATE: Completed (June 1, 2014)
RESPONSIBLE QFFICIAL: The Associate Chief Information Qfficer, Affordable Care Act PMO

CORRECTIVE ACTION MONITORING PLAN: Not Applicable
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———

Mr. MCDERMOTT. Both you gentlemen are listening to these
questions, and I am trying—I am a physician, so I am thinking I
have got a patient sitting in my office, and his name is John Smith
and he has a wife named Mary, and their income is $70,000 be-
tween them. So that is their income last year. Do I understand that
is the income that they bring forward, they say this is what I made
last year, right?
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Mr. KOSKINEN. That is correct. They provide that information
to the marketplace.

Mr. MCDERMOTT. Now, if during the year John and Mary both
have done good work and they get a pay increase, let’s say they get
$5,000 increase this year because the economy is recovering, so
now they are making, not $70,000 together but $80,000, how does
that affect their income verification from last year?

Mr. KOSKINEN. It wont change their verification. Their
verification was made at the time they applied for the policy and
if they applied and were eligible for the tax credit. So again, what
I said in response to the chairman’s question, one of our concerns
has been since the spring trying to remind people, if you were in
that fortunate situation and you now expect to earn more money
than you originally expected with your income verification, you
should report back to the marketplace and adjust any advance pay-
ment you are getting, because to the extent you qualified and the
payment is going to the insurance company, if your income goes up,
the amount of that payment will go down.

And if you can adjust it during the course of the year, it means
you will be closer to the right number when you file a return. If
you don’t make the adjustment during the year, your premium tax
credit will be higher than it should’ve been and you will have to
actually make that adjustment on your tax return.

Mr. MCDERMOTT. So the individual, when they get a pay in-
crease, has to go to their employer and say—or who do they go to
and say, I want to adjust because I am now making $35,000 in-
stead of $30,000 or whatever?

Mr. KOSKINEN. They go back to the marketplace where they
purchased the policy.

Mr. MCDERMOTT. Back to the exchange?

Mr. KOSKINEN. Back to the exchange.

Mr. MCDERMOTT. Not to the insurance company but to the ex-
change?

Mr. KOSKINEN. To the exchange. The exchange is what deter-
mines how much of a premium payment, advance payment goes to
the insurance company.

Mr. MCDERMOTT. And they have to do that if:

Mr. KOSKINEN. Mr. Slavitt, will correct me if I'm wrong.

Mr. SLAVITT. You got it right, Commissioner.

Mr. MCDERMOTT. If they get it anytime during the year, they
have to make a correction that month to be able to take care of it
at the end of the year or—I thought that was a fixed figure, that
their income for this year is $70,000, and if they get an extra
$10,000 that is next year’s income.

Mr. KOSKINEN. No. What happens is the estimate was made
last fall. We provided income verification for the tax year 2012.

Mr. MCDERMOTT. Which is $70,000 for this couple.

Mr. KOSKINEN. Assume that was $70,0000. Now we are in
2014 and they are going to make $80,000. The premium advance
payment was made on the basis of the $70,000, but your tax return
for this coming filing season will be based on what you actually
earned in 2014 and what you actually earned in 2014 will be rec-
onciled as to what your premium tax credit should be and what the
advance payment should have been. So if your income goes up this
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year, which is a terrific situation, your eligibility for the premium
tax credit will decline to some extent.

Mr. MCDERMOTT. So anybody whose pay goes up this year and
is getting subsidies will have a deduction or have a reduction in the
subsidy at the end of the year?

Mr. KOSKINEN. Correct. When they make their reconciliation,
they estimated they were going to make $70,000, turned out they
made $80,000, on their calculation on the forms we provided they
will calculate what their premium for 2014 premium tax credit
should be, and if the advance payment turned out to be larger be-
cause their income had gone up, they will make an adjustment on
their return.

Mr. MCDERMOTT. So how many people is this going to affect?
How many people’s income go up during the year?

Mr. KOSKINEN. I am not sure anybody knows. We expect of the
8 million people covered, we are probably going to have 3 million
or 3.5 million returns because you have families in that 8 million.
And of those 3 million, 3.5 million, any number of them are likely
to have had a change in family circumstances, a change in income.
The income may have gone up, it may have gone down. I don’t
think there is any way that I know off the top of my head to tell
you what percentage will be affected.

Mr. MCDERMOTT. Suppose you have some problems—I guess
my time is just about up—but if they have had some problems at
the job and their income has now been reduced by $5,000 apiece,
so they now are only making $60,000.

Mr. KOSKINEN. Again, if they go back to the marketplace dur-
ing the year, their advance payment will be adjusted in light of the
new estimate of what they are actually going to make during the
year. If they don’t go back to the marketplace, when they file next
spring, they will do a calculation and it will show that their pre-
mium tax credit amount they are eligible for is actually larger than
the sum of the advanced payments that went to the insurance com-
pany and they will have an increase in their refund.

So there is no penalty for not going back to the marketplace, but
if you go back to the marketplace, it will be able to make an adjust-
ment that gets you closer to what your actual tax return is going
to look like next spring.

Mr. MCDERMOTT. Thank you.

Chairman BRADY. Thank you, Dr. McDermott.

Mr. Johnson is recognized.

Mr. JOHNSON. Thank you, Mr. Chairman.

Good morning, sir. You know, you all promised Americans under
the Affordable Care Act that they could keep their health plan and
their doctor at a lower cost. But as my constituents are seeing,
those promises are just empty promises. They are outright lies. The
reality is that millions of Americans have lost their health care and
are being forced by this Act to get plans with higher out-of-pocket
costs and fewer doctors.

And as you know, we are less than 4 months from the tax filing
system, and unfortunately, Americans will face yet another hard-
ship under Obamacare, because you can’t file a simple tax form
anymore. You've got to report your health care on it and you can’t
do that on a simple form. Is that true? In other words, will folks
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who are forced to pay more for health care and lose their doctor
now be forced to file a more complicated tax return?

Mr. KOSKINEN. Those who actually have gotten a premium tax
credit will have a calculation they have to make for it. As I say,
the vast majority of Americans are going to have, you know, we es-
timate 120 million, 125 million Americans are going to be affected
by the Act by simply checking a box on their return. But anyone
who actually has purchased a policy and is either claiming the pre-
mium tax credit or reconciling the advance payment they have al-
ready gotten, will have a more complicated process as they will
have to make that calculation on their return.

Mr. JOHNSON. So they can'’t file a simple form?

Mr. KOSKINEN. So they will not be able to file the simple form.

Mr. JOHNSON. So that is a hardship on America, isn’t it?

Mr. KOSKINEN. It’s part of the obligation, if you have got pre-
mium tax credit advance payment, then you have to reconcile it at
the end of the year.

Mr. JOHNSON. Okay. Mr. Slavitt, under President Obama our
national debt has reached a record high of almost $18 trillion. So
one of the most important things we can do here in Washington is
get the fiscal House in order. In April, the CBO and the Joint Tax
Commission estimated that the Federal Government will pay $17
billion in 2014 for health insurance subsidies and over $1 trillion
from 2015 through 2024. The GAO testified in a July hearing that
they had obtained numerous policies through the Federal exchange
using false identities, including made up or nonexistent Social Se-
curity numbers.

Then the HHS Office of the Inspector General released a study
of internal controls at select insurance exchanges, that report found
that those exchanges were unable to validate the Social Security
numbers and other eligibility requirements. Considering that near-
ly 87 percent of those who enroll in a plan through the Federal ex-
change receive a subsidy, that is a major concern.

Can you respond to these findings and tell us exactly what you
are doing about it, and are you personally following that issue?

Mr. SLAVITT. Yes, Congressman Johnson. So there is a fairly
extensive process when someone fills out an application to apply to
the covered under insurance marketplace. For a typical family of
four, they provide 21 pieces of information that we independently
verify through our computer systems that link up to various gov-
ernment entities. If even one of those pieces of information, of those
21 pieces of information we cannot verify, for whatever reason,
then it is our obligation to seek physical documentation from the
individual to make sure that, in fact, what they are reporting,
when this pertains to their income level, whether it pertains to
their citizenship status or whatever the information happens to be,
that we get verification.

We have been contacting people extensively, in many cases with
10 or more outreaches, to ask them to submit the documentation
so that we can be sure that all the information is coming in as ac-
curate. It is, as you can imagine, a fairly extensive process. It is
our first year doing it. It’s the first year consumers have had to do
it, and we are being, I think, fairly open about the fact that there
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are numbers of people who have inconsistent information that we
have to match, and we are making that level of progress.

Mr. JOHNSON. Thank you.

Thank you, both, for being here.

Thank you, Mr. Chairman.

Chairman BRADY. Thank you.

Mr. Thompson, you are recognized.

Mr. THOMPSON. Thank you, Mr. Chairman.

Thank you, both, for being here.

Mr. Koskinen, I want to follow up on Mr. Johnson’s question
about the extra hoop that you have to jump through if you receive
a subsidy. There isn’t an easier way to do this? You have to elevate
them to a completely different process for filing?

Mr. KOSKINEN. It is a calculation. In other words, they have
applied, as I discussed earlier, they have applied based on an esti-
mate of what their income will be for 2014, those who have got-
ten——

Mr. THOMPSON. So can this be an extra box to check or some-
thing on the short form?

Mr. KOSKINEN. No, because you actually, if you got the pre-
mium, advance payment has gone to your insurance company, you
have gotten that benefit. And what we need to do at the end of the
year is reconcile—you need to do as a taxpayer is reconcile how
much of an advance payment have you gotten compared to what
you are actually entitled to. And what determines what you are en-
titled to is how much you actually made this year as opposed to
what you estimated when you enrolled.

Mr. THOMPSON. Let me ask a different way. Is this going to be
an significant enough change to trigger some sort of elaborate fil-
ing, or is it something people can still do on their own?

Mr. KOSKINEN. This should be something that people can do.
The form, is the usual form. It is simply a calculation of what you
earned, what you are eligible for, what you actually received. You
will have the 1095-A that will give you the information you need
to fill out that form. The vast majority of Americans

Mr. THOMPSON. Dr. McDermott had asked about individuals
who either get a raise during the year or get a reduction in salary
during the year and you explained—and it sounded to me like a
pretty complicated process that these folks are going to have to go
through. But are you doing something to educate people, to let
them know that if they do have a change of income that they are
going to have to proactively do something on their forms?

Mr. KOSKINEN. Yes. As I noted, we have been talking about
this in our public releases since the spring. Our Affordable Care
Act site on the Web site has this information highlighted. We have
been trying to continually remind people to make that adjustment,
although it is not a requirement. If they don’t make the adjust-
ment, they make more money. When they make the calculation it
will be a simple calculation. This is what I was entitled to and this
is what I got.

Mr. THOMPSON. I suspect that most folks after they sign up for
health care aren’t going back to review the Web site. They figure
that they have done that and they are getting on with the other
things in their life. So I don’t know that merely putting something
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on the Web site is going to be enough. And it seems to me there
ought to be some way to better educate folks what they may have
to face in this process.

Mr. KOSKINEN. Well, I am not a user of Twitter or Tumblr, so
I can’t tell you the reach of it, but we have YouTube videos, we
have information that is going out on all the social networks and
Web sites. As I say, we have talked to tax preparers across the
country all year long about this.

Again, to the extent they go back to the marketplace and make
the adjustment, it means they will be closer in their calculation.
But one way or the other, whatever they do

Mr. THOMPSON. Somebody ought to be thinking through this.
I am not saying you are not. But somebody ought to be thinking
through this, because when this hits, I don’t think it is going to be
enough to say I am not a user of Twitter or whatever. I think we
need to figure out how to better educate folks going into this.

Mr. KOSKINEN. Right. We are continuing to do it. We are doing
the best we can. We are open to other suggestions, as 1 say. We
have got what I call a full court press trying to get full information
out to people, not only about the adjustments, but about how the
calculation is made when they file their returns.

Mr. THOMPSON. Mr. Slavitt, you have got pretty extensive pri-
vate sector experience working in the technology industry, includ-
ing working on components of HealthCare.Gov. And you now, in
your current position, you are leading efforts related to market-
places and other technology innovations. And given the issues that
HealthCare.Gov experienced last year, which I add that you helped
to fix, I am glad that you are there given your experience. It seems
to me you probably know the right questions to ask.

Looking forward to November 15, the next enrollment period,
what are the markers or the benchmarks you are looking for to
prove the system is ready for open enrollment?

Mr. KOSKINEN. So Congressman, we are in a more favorable
situation when we have a functioning Web site that is already up
and running. Having said that, we have new functionality that
needs to be added for open enrollment next year. So let me give
you a little bit of a feel for how we are approaching that. First is,
we are rolling out new functionality and adding it over the summer
as opposed to all at once, and so that helps us ensure that we can
put things into the marketplace and test them.

Second thing, and I know we are over time, is that we have built
a much longer period of time in for testing, because when software
is built, people need to use it and pound on it before it can be rolled
out. We are more fortunate this year in that we have more time.
Having said all of this, I am a realist and we will not get it perfect,
but we have, I think, the right processes in place to make it as
good as it should be.

Mr. THOMPSON. Thank you.

Chairman BRADY. Thank you.

Mr. Roskam, you are recognized.

Mr. ROSKAM. Thank you, Mr. Chairman.

Commissioner, the Congressional Budget Office estimates that
there is going to be $1 trillion in Obamacare subsidies over the
next 10 years, and that is just a huge pool of money, as you know.
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You said that those who simply check a box are going to be free
from a level of scrutiny, which suggests that there is going to be
a significant number of people who are going to be subject to scru-
tiny in terms of income verification and so forth. And it seems to
me like the IRS is just poised to go swimming in a huge pool of
money.

So the question is, what are the things that are happening
proactively to prevent the next Lois Lerner, Lois Lerner 2.0, from
looking out of a landscape with a high level of discretion, to be able
to say, you know what, we are going to make inquiries here and
we are going to make inquiries there and we are not going to make
inquiries over here. And you see where I am going.

Mr. KOSKINEN. Right.

Mr. ROSKAM. And there is a high level of suspicion.

And also, I mean, you said you are meeting with IT people every
2 weeks, and I accept at face value that you need to meet with IT
people every 2 weeks, but are these the same IT people that can’t
find Lois Lerner’s emails and can’t deal with hard drives? And so
what level of confidence does the American public have as they are
looking out and they are saying to themselves, holy Moses. I mean,
when this institution, the Internal Revenue Service, reaches its
long arm into our lives and grabs somebody by the neck and shakes
them up, it gets people’s attention and it can be incredibly dam-
aging.

Now, you know, the administration last year said we are basi-
cally going to do an honor system because it is too overwhelming.
So what is the level of confidence that there is not an environment
where Lois Lerner 2.0 is able to emerge?

Mr. KOSKINEN. You have asked a set of questions, and let me
try to deal with all of them. First of all, and we are trying to re-
mind everybody of this, the inspector general who filed a report
about the use of improper criteria said, to fix the problem there
were a series of nine recommendations that the IRS should adopt.
We have adopted and implemented all of those recommendations.
In our normal exam process, there is no way that any individual
can single out any taxpayer for review.

Mr. ROSKAM. Why not?

Mr. KOSKINEN. Because there is a review process.

First of all, the first cut of the selection is made automatically
by computer. To the extent, then, exams are decided, there are
three people who meet and have to approve that; so that the sys-
tem is designed and has been for some time so that no one can pick
out an individual taxpayer for review. We have buttressed that
with all of the recommendations the IG said we should do.

Mr. ROSKAM. Wasn’t that true, though, in the (c)4 situation,
where, I mean, look these are (c)4 applicants that rise to a level
of scrutiny. They were presumably chosen by a computer by defini-
tion because they were (c)4 applicants, and then Lois Lerner makes
decisions about, well, we are going here and we are going there. So
you have got now another computer that is going to be deciding
there is a threshold that the program presumably pops people up,
and presumably those are people by your own definition who
haven’t checked the box.

Mr. KOSKINEN. Right.
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Mr. ROSKAM. So now they are in open country.

What prevents an IRS employee from saying, I am going after
you?

Mr. KOSKINEN. First of all, and I am waiting for the rest of the
investigators to be completed, there is no evidence thus far that
anybody picked an individual organization to be picked out. There
were improper criteria to select an entire set of organizations. No
individual organization was targeted.

Mr. ROSKAM. You are not defending Lois Lerner?

Mr. KOSKINEN. I don’t know her, and I am not defending her.

Mr. ROSKAM. I wouldn’t give her eye contact, but go ahead.

Mr. KOSKINEN. What I am trying to defend is that whatever
the recommendations were the inspector general thought were nec-
essary to fix the problem have been adopted, have been imple-
mented, and I am confident that if people haven’t learned any
other lesson in the last year and a half they have learned this les-
son, that we need to provide guarantees to the American public
that they can be confident that whether it is the Affordable Care
Act or any other part of the implementation of the Tax Code, if
they hear from us, they are hearing from us for something in their
return and that they have not been selected arbitrarily. If someone
else had that same 1ssue, they would hear from us as well.

Mr. ROSKAM. Commissioner, my time is waning. Let me just
impress upon you one point, that I know you are understanding
what I am saying, but just unambiguously, this committee has a
high level of scrutiny and a high level of expectation that the ad-
ministration by the Internal Revenue Service of all elements of the
Tax Code are unbiased and impartial, and it is a huge background
to overcome because the American public is burned, and they are
not going to put up with it.

And so with that, I yield back. Thank you, Mr. Chairman.

Mr. KOSKINEN. I would just say, we share that view with you;
that is, that the American public deserves and needs to be con-
fident that the IRS is a tax administration agency without a polit-
ical agenda, without political connections. And we stand ready to
work with this committee and every one of the members of this
committee to do whatever we can to make sure that that happens.

Chairman BRADY. Thank you.

Mr. Kind, you are recognized.

Mr. KIND. Thank you, Mr. Chairman.

I want to thank our guests here for your testimony. And I would
like to just echo Mr. Roskam’s sentiment, Mr. Commissioner. We
do expect impartiality and fairness from the IRS. I feel more con-
fident with you in the seat right now with the overview and fol-
lowing the recommendations of the IG report that you have fol-
lowed up, and I commend you for those efforts. But naturally, there
is some credibility that has to be restored right now and we look,
you know, forward to working with you in order to do that.

Now, let’s just back up and keep today’s testimony a little bit in
context. Commissioner Koskinen, you, again, in your opening testi-
mony indicated that the vast majority of Americans were merely
needed to just “check a box,” and they are going to satisfy what
they need to do as far as showing if they have got health insurance
in their lives. Is that correct?
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Mr. KOSKINEN. Correct.

Mr. KIND. And can you break that down as far as percentage-
wise, the number of Americans that are filing who just merely have
to check the box and not do anything further?

Mr. KOSKINEN. Because it is the first year of filing, it is hard
to know with precision, but our best estimate is that out of 150 mil-
lion returns we will process, 125 million will simply check a box.

Mr. KIND. And that won’t require a separate IRS form to do? It
is built into the normal

Mr. KOSKINEN. The normal 1040 will have a box. I have looked
at the line.

Mr. KIND. If you are a recipient of some tax credit in the ex-
changes and that, there is a separate form for them to have to fill
out in order to match up income verification for that purpose,
right?

Mr. KOSKINEN. That is correct.

Mr. KIND. That won’t be on a 1040-EZ; that requires a separate
form?

Mr. KOSKINEN. That requires a separate form that we have al-
ready provided, and we are trying to educate preparers and every-
one else about how to fill it out.

Mr. KIND. Mr. Slavitt, now, some of us had a recent meeting
with Secretary Burwell, and she was trying to put the numbers in
context, too. There is really two kind of reconciliations that are
going on right now: One is income verification, but one is also citi-
zenship verification, too. And she indicated that on the citizenship
side there was initially 970,000 discrepancies or so, but that num-
ber has been drastically reduced to about 220,000. Does that sound
right to you?

Mr. SLAVITT. Right. So I think, in August we had sent out
about 310,000 letters informing people who we have had contact
with on a number of occasions that we needed to receive docu-
mentation from them in order to maintain their policy in the mar-
ketplace. Since that time, and I believe the estimate that Secretary
Burwell gave you was, since that time, as deadlines have tended
to do for us, we have seen an influx from individuals, and so I
think that that number has been dropping below 310,000 pretty
meaningfully.

Mr. KIND. And probably safe to assume that number is going to
continue to go down as more people respond to the inquiries sent
to them. Is that right?

Mr. SLAVITT. That is right.

Mr. KIND. Now, some of this might be a little confusing for
some. Is there a role for the navigators to play in order to help
these individuals to send the proper documentation in order to sat-
isfy the requirements?

Mr. SLAVITT. Well, we found in the first year that in-person as-
sistance of a variety of types, navigators certainly, but also agents
and brokers and others have a tremendous role to play in helping
people through, whether it is that issue or even some of the issues
that Commissioner Koskinen has addressed.

Mr. KIND. Now, is that going to be true for income verification,
or are there some privacy concerns that attach to that?

Mr. SLAVITT. Regarding navigators, or regarding:
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Mr. KIND. Yeah, the role of navigators, someone assisting the in-
dividual to get proper documentation.

Mr. SLAVITT. Yeah, I think that level of assistance is available
to most people and they should take advantage of that. They also
can call our call center directly and we can walk people through
that process.

Mr. KIND. You indicated that on average, the typical individual
is getting about ten touches from you in order to match up the data
that you have with what they are submitting?

Mr. SLAVITT. That has been true for citizenship and immigra-
tion status, and for other categories it has been five or six.

Mr. KIND. And what form of information are the individuals get-
ting? Is it more detailed? It is not just a letter saying, hey, some-
thing doesn’t match up, or is it this is what you are missing? Can
you

Mr. SLAVITT. So we have tried reaching out to them with let-
ters. We have also had the health plans directly reach out to them
with some success, as well. And then where we haven’t had success
we have used the telephone, we have called them, and we have at-
tempted to walk people through them. We understand that for a
lot of people, this is their first time through a process like this, and
sending information to some place that they are not familiar with
isn’t always the most comfortable thing.

Mr. KIND. Commissioner Koskinen, back to you again, the in-
come verification information you are looking for is really no dif-
ferent from what a typical taxpayer may have to do. If something
doesn’t match up with their income that they are submitting
through the W-2 form or whatever, such as if they are missing a
1099 or something, they will get a notification from the IRS saying,
hey, something doesn’t match up here. Is that right?

Mr. KOSKINEN. That is correct. Although, initially, we expect
that, as with all tax returns, people will make that calculation
themselves. As I say, when we all do our withholding, we make an
estimate as to what we are going to end up owing and it always
is a different number at the end and it is the same way here.

Mr. KIND. And that has been going on for years and we haven’t
seen the demise of western civilization with that practice, have we?

Mr. KOSKINEN. Not yet.

Mr. KIND. Okay. Thank you. Thank you, Mr. Chairman.

Chairman BRADY. Some would argue differently, Mr. Kind.

Dr. Price, you are recognized.

Mr. PRICE. Thank you, Mr. Chairman. I want to thank the wit-
nesses as well for the information. I have found much of this fas-
cinating.

Our friends on the other side of the aisle seem to be waking up
to the fact that it is a complex program that it is requiring things
of Americans and patients across this country that haven’t been re-
quired before and may be significantly problematic. In fact, the
CEO of H&R Block, Mr. Koskinen, says that Obamacare would add
significant complexity to the tax system, and I think that the ques-
tions from Mr. McDermott and Mr. Thompson actually outlined
that. And Mr. Kind put the punctuation point on it, and that is
that anybody who fills out their form today, tax form today, 1040—
EZ, simple form, good thing for consumers, good thing for citizens,
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but if they have any change in their work status, any change in
their income, will not be able to fill out the 1040-EZ. Is that cor-
rect?

Mr. KOSKINEN. No. That is an overstatement of the situation.
They will not be able to use the 1040-EZ if they have received an
advance payment on a premium tax credit. A lot of people use the
1040-EZ who are going to be part of that 125——

Mr. PRICE. But those 25 million that you estimate, I suspect is
going to be greater than that, because millions, tens of millions, if
not over 100 million Americans see some change in their in-
come——

Mr. KOSKINEN. Right.

Mr. PRICE [continuing]. Throughout the course of the year. The
fact of the matter is that they are not going to be able to use the
gorm that they used before, they will be required to use another
orm.

Mr. KOSKINEN. That will be——

Mr. PRICE. In fact, if they go to the site that you identify, that
is not even done automatically, right? If-

Mr. KOSKINEN. Right.

Mr. PRICE. If they go to the marketplace, as you call it, go to
the exchange now and they say, my income just went up, is that
automatic?

Mr. KOSKINEN. No. First of all, I would like to make it very
clear: Millions of people use the 1040-EZ and they are going to
continue to use the 1040—EZ. The people who are going to actually
have to make a separate calculation are only those who actually
get advanced premiums on the premium tax credit or are applying
for the premium tax credit.

Mr. PRICE. Millions of folks. Is it automatic when they go on the
site and identify that they have in—either increased their income
or decreased? Isn’t that a manual process now?

Mr. KOSKINEN. I don’t know what happens on the Web site, so
Mr. Slavitt would have to tell you.

Mr. PRICE. Is that a manual process at this point?

Mr. SLAVITT. If someone has a change in status of any variety,
income, of several varieties, they have children, a divorce, a loss in
the family, we ask them to come back to the Web site and update
their information.

Mr. PRICE. Is that a manual process now or is that an auto-
matic process?

MI‘a SLAVITT. It is automated. Once they update it, it is auto-
mated.

Mr. PRICE. I know you have only been with them for 2 months
now, and I won’t hold you to account on that, but please go back
and check.

Mr. SLAVITT. Okay.

Mr. PRICE. Let me get some basic information, Mr. Slavitt. How
many folks are enrolled through the exchange?

Mr. SLAVITT. As of the end of the last open enrollment period,
there were—I think the number was some 8 million people that
had enrolled in coverage.

Mr. PRICE. How many?

Mr. SLAVITT. Some 8 million had enrolled in coverage.
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Mr. PRICE. 8 million. How many of those folks had insurance
coverage before?

Mr. SLAVITT. I don’t know.

Mr. PRICE. You don’t know.

Mr. SLAVITT. I don’t.

Mr. PRICE. HHS doesn’t know how many folks had coverage be-
fore but now were forced into the exchange?

Mr. SLAVITT. We do know that we have seen the uninsurance
rate drop significantly in the second quarter. I think that tells us
that there are a lot of people through the exchanges or through
Medicaid

Mr. PRICE. Wouldn't it be helpful to know how many had insur-
ance before to see whether or not the system’s working?

Mr. SLAVITT. Sure. We also—that is fair. We also don’t want to
overburden people by asking them needless questions when they
are applying for insurance.

Mr. PRICE. Well, we ought to poll the American people as to
whether or not you are asking them needless questions.

How many folks had coverage through the workplace before the
Affordable Care Act went into effect?

Mr. SLAVITT. I don’t know the exact number. I believe some 96
percent of people who have coverage have it through their work-
place. I haven’t seen

Mr. PRICE. 159 million sound somewhere in the range?

Mr. SLAVITT. Sounds—sounds right.

Mr. PRICE. How many folks have coverage through the work-
place now?

Mr. SLAVITT. I haven’t seen an updated study.

Mr. PRICE. Well, I would urge you to look. Again, I know you
have only been there for 2 months and it is a lot of numbers, but
that number has gone down.

Mr. SLAVITT. We will do, Congressman.

Mr. PRICE. So the place where folks have been getting their cov-
erage that has worked for them for years and years and years has
decreased the numbers of individuals.

You talk about costs going down. In fact, costs are actually going
up, by HHS’s own admission. Average of 7 percent increase in pre-
miums in the next year. With the higher deductibles that folks are
having, paying—the deductibles for many people now are between
$4,000 and $12,000 a year. Let me suggest to you that an indi-
vidual making $50,000 a year, a family making $50,000 a year who
has a $6,000 to $8,000 deductible, that is not a person who can af-
ford a $6,000 to $8,000 deductible. That is how you have shoved
everybody into these programs.

The increase in bad debt in physician’s offices across this country
in the exchange is up 60 percent, 60 percent. Those folks are going
to have to figure out what to do, and it is not going to be able to
continue to provide coverage for people.

I want to touch on identity theft. You all had a hacker break into
the system, correct, in July?

Mr. SLAVITT. That is correct.

Mr. PRICE. When did you know that?

Mr. SLAVITT. August 25th.

Mr. PRICE. When did you notify the Federal authorities?
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Mr. SLAVITT. I believe it was within 10 days or so of that.

Mr. PRICE. When did you notify the insurers that were partici-
pating in the exchange and covering those lines?

Mr. SLAVITT. At the very same time. There was no impact to
the insurers, but at the very same time.

Mr. PRICE. The fact of the matter is, as you should know, is that
the insurers found out about this through the press, through the
press. If we are going to protect people’s personal information, es-
pecially as it relates to health care, and not notify those individuals
and not notify the insurers who are trying to protect as hard as
they can the information that they have, this is unconscionable.
This is what the American people are concerned about.

Mr. SLAVITT. Congressman——

Mr. PRICE. I think that we have underscored once again the
challenges with this law, and urge you to get the facts, look objec-
tively. You spent a significant amount of time in United Health
Care and Optum. You—talk to those folks. I have talked to them
recently. The fact of the matter is what CMS is doing right now,
what HHS is doing right now with the ACA isn’t working in the
real world. I would urge you to talk to your former colleagues. They
will shed a whole lot of light on what is going on.

Mr. SLAVITT. Congressman, thank you. You want you to know
I did personally call a representative of the Insurance Association
to inform them.

[The prepared statement of Mr. Slavitt follows:]
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House Committee on Ways and Means
Subcommittee on Health
Preparing for the Second Year of Open Enrollment
September 10, 2014

Good moming, Chairman Brady, Ranking Member McDermott, and members of the
Subcommittee. I'm Andy Slavitt, Principal Deputy Administrator of CMS. I joined CMS in mid-
July from the private sector, where I spent the last 20 vears principally working with physicians,
hospitals, health plans, and employers on solutions to problems of health care cost, quality,
access and improving the patient experience. In the private sector, I have experience both
starting my own health care technology business and operating larger-scale operations with more
than 30,000 people. Until late October of last vear, I had only peripheral involvement with the
Affordable Care Act implementation, when I joined the CMS team as a contractor to help
oversee the turnaround effort of the Health Insurance Marketplace. As we prepare for the second
year of Health Insurance Marketplace Open Enrollment, CMS is building on our successes and
lessons we have learned. [ appreciate the opportunity to update you on our progress and our

continuing work.

A new wave of evidence points to the clear conclusion that the Affordable Care Act 1s working
to make health care coverage more affordable, accessible and of a higher quality, for families,

seniors, businesses, and taxpayers alke.

Thanks to the Affordable Care Act, consumers today enjoy better access to affordable health
coverage, stronger protections in the case of illness or changes in employment, and a competitive
Marketplace that allows them to choose from and enroll in insurance coverage that is right for
them. Millions of people have obtained private insurance coverage in the Marketplace, over
seven million children, families, and individuals have gained coverage through Medicaid and
CHIP, and more than three million young adults have gained or retained insurance under the
Affordable Care Act by staying on their parents’ plan. The Marketplace is enrolling people every

day and is available when people need it — currently consumers are getting coverage through the
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Marketplace when they qualify for a special enrollment period, available to those that lose

employer coverage, get married or have a baby, or have other qualifying life events.

As we plan for the second Open Enrollment, including the first opportunity for many consumers
to re-enroll in coverage, we are focused on building on the advances made for consumers during
the first year. Our focus is on providing consumers more choices for coverage and affordable
options, assisting them with selecting the right plans for them, and educating first-time and
newly insured consumers about their benefits, their eligibility requirements, and their financial

protections.

At the same time we are keenly aware of the challenges we face as a new program of this scale
matures, particularly one that faced significant challenges in its first year. It is thanks to the work
of a very committed team heeding the lessons of the last year that we will continue to build on

the success of the first year of State-based and Federally-facilitated Marketplaces.

Affordable Care Act Implementation: Building on Progress in Affordability, Access and
Quality

Recent vears have seen historically low growth in overall health spending, and a variety of recent
data show that slow growth in health care costs has continued into 2014."* Preventive benefits,
including wellness visits for women and screenings with no cost sharing for Medicare
beneficiaries, as well as new incentives to pay doctors and hospitals for improving outcomes, are

aimed at improving the quality of the health care that Americans receive.

Thanks to the Affordable Care Act, we are also taking important steps to improve the quality of
care for Medicare beneficiaries, while improving Medicare's long-term solvency. More than 8.2

million seniors have saved more than $11.5 billion on prescription drugs since 2010. Medicare

' Council of Economic Advisers. 2014. “Recent Trends in Health Care Costs, Their Impact on the Economy. and
the Role of the Affordable Care Act.” Economic Report of the President,

hutpedfwww. whitehouse gov/sites/default/files/docs/erp_2014_chapter_4 pdf.

* Jason Furman and Matthew Fiedler. “Al ide Expanded C: ge, Underlying Slow Growth in Health Costs Is
Continuing,” http://www.whitehouse, gov/blog/2014/05/27/alongside-expanded-coverage -underlymg-slow-growth-
health-costs-continning.

2
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Part B premiums are projected by the Medicare Trustees to be the same in 2015 as they were in
2013 and 2014. Additionally, the Medicare Trustees recently projected that the trust fund that
finances Medicare’s hospital insurance coverage will remain solvent until 2030, four years
beyond what was projected in last year’s report. * Due in part to reforms in the Affordable Care
Act, per capita spending is projected to continue to grow slower than the overall economy for the
next several years. In addition, the Congressional Budget Office (CBO) recently released
updated projections” providing further evidence that Medicare is stronger today than it was prior
to the Affordable Care Act, including that the rate of growth in spending is expected to be slower
than the rate of growth in beneficiaries in 2014.

The Affordable Care Act benefits Americans broadly, not simply those who are newly insured.
Over the past three vears, Americans have benefitted from insurance reforms that have already
gone into effect, such as allowing adult children up to age 26 to stay on their parents’ insurance,
eliminating lifetime dollar limits on essential health benefits, and prohibiting rescissions of

insurance because someone gets sick.

Now, in 2014, pre-existing conditions no longer preclude individuals from gaining health
insurance, and consumers have better access to comprehensive, affordable coverage. Consumers
now have the comfort of knowing that if their employment changes or they lose coverage for any
reason, they can purchase affordable coverage through the Marketplace—regardless of their
personal health history. New protections also ensure that consumers’ premium dollars are spent
primarily on medical care, rather than on administrative expenses. Since the Medical Loss Ratio
program’s inception in 2011, its protections have saved consumers an estimated $9 billion. This

year, families will receive an average rebate of $80 through the program.®

The market reforms are effective because they have benefits across the health care system.

Reductions in the uninsured rate generally means that doctors and hospitals provide less

* http:/icho.govisites/default/files/chofiles/attack /45653-OutlookUpdate_2014_Aug pdf
# hitp://www ems gov/CCIIO/Resources/Forms-Reports-and-Other-Resources/Downloads Final-MLR-Report_07-
22:2014.pdf
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uncompensated care, a cost that is often passed along to taxpayers as well as consumers and
employers who pay premiums for health coverage. And new pools of people buying insurance
means insurers have an opportunity to grow by competing to provide better access to quality,
affordable choices, the benefits that consumers are used to in any competitive marketplace. The
creation of a successful, viable health insurance market has benefits for all Americans no matter

where they get their health insurance.

Reductions in the Uninsured Rate

Several recent reports make clear that the Affordable Care Act is reducing the uninsured rate. A
study published in the New England Journal of Medicine found that, as compared with the
baseline trend, the non-elderly uninsured rate declined by 5.2 percentage points by the second
quarter of 2014, a 26-percent relative decline from the 2012-2013 perniod, corresponding to

10.3 million adults gaining coverage.® Using the same underlying data, Gallup found that the
adult uninsured rate in the United States fell to 13.4 percent in the second quarter of 2014,
representing the lowest quarterly recorded average since the survey began tracking the uninsured
rate. According to Gallup, more than half of the newly-insured got their new coverage through
the Marketplace.’ The Urban Institute’s Health Reform Monitoring Survey found a

4.0 percentage-point drop in the uninsurance rate for non-elderly adults between September 2013
and June 2014. The drop corresponds to a 22.3 percent reduction in the uninsurance rate, or a net
gain in coverage of approximately eight million adults.® Similarly, a Commonwealth Fund
survey found that following the Affordable Care Act’s first open enrollment period, the
uninsured rate for non-elderly adults declined from 20 percent in July-September 2013 to

15 percent in April-June 2014, or an estimated 9.5 million fewer uninsured adults.*'° These

© New England Journal of Medicine, Health Reform and Changes in Health Insurance Coverage in 2014.
" After Exchanges Close, 5% of Americans Are Newly Insured, hittp://www gallup com/poll/171863/exchanges-
close-amenicans-newly-insured.aspx

Urban Institute Health Policy Center: Health Reform Monitoring Survey: Quicktake: Number of Uni d Adults

Uninsured-Adults-Continues-to-Fallbted =~~~

The Commonwealth Fund: Tracking Trends in Health System Performance: Gaining Ground: Americans’ Health
Insurance Coverage and Access to Care After the Affordable Care Act’s First Open Enrollment Period, July 2014,
ttpe/iwww commonwealthfund.org/~/media/files/publications/issue-
brief/2014/5ul/1760_collins_gaining_ground_tracking_survey.pdf
A fter Exchanges Close, 5% of Americans Are Newly Insured, http://www.gallup.com/poll/171863/exchanges-
close-amernicans-newly-insured.aspx
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independent surveys all point to the same overarching trend—the success of the Affordable

Care Act in lowering the number of uninsured Americans.

Consumers are finding affordable coverage options, a greater choice of plans, and coverage that
meets their care needs. The vast majority of consumers who gained private insurance coverage
through the Marketplace are paying $100 or less per month. In fact, nearly half — 46 percent —
were able to get covered for $50 per month or less. For many it was the first time they had a real
choice in health plans - during Open Enrollment for the 2014 plan year, consumers could choose

from an average of over 40 Marketplace plans.'!

The Commonwealth Fund survey found that
nearly two in three of newly covered consumers who went to the doctor or filled a preseription

said they would not have been able to afford or access those services were it not for their new

coverage, and more than three in four newly-insured co 5 ex d satisfaction with their

:

coverage.

Affordable Care Act Implementation: Building on Progress and Lessons Learned From
Year One

As we embark on the second Open Enrollment period, CMS is concentrating now on several
critical priorities to build on the progress from the first year of operations. We are focused on
increasing the value to consumers by continuing to improve the information, plan options, and
affordability of the shopping experience. We are working to ensure that consumers satisfied with
their current Marketplace coverage can easily reenroll, while continuing our efforts to reach
those who are eligible, but not yet enrolled in coverage. We are also addressing the execution
and technology lessons we learned during the first open enrollment period with a more

disciplined, highly accountable and visible management structure.

Bringing More Value to Consumers in the Marketplace
Like any marketplace, the Marketplace leverages technology to bring more value, better

information and a better shopping experience to consumers. Driven by competition and the

' ASPE Research Brief: Premium Affordability, Competition, and Choice in the Health Insurance Marketplace,
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significant demand for health coverage, our goal is to expand health plan options with more

affordable premiums for consumers.

The Affordable Care Act has increased competition in the market and offered more plan options
to consumers. In the coming year we expect insurers to bring more options to more geographic
markets, including in markets where consumers have historically had limited options for
coverage. While we are still reviewing the proposed plans to ensure they meet the requirements
for participation in the Marketplace, we have seen an increase in the number of insurers seeking
to participate in the Marketplace in the 2015 plan year. With more choices in vear two,
consumers should have an even greater opportunity to find quality health plans that best meets

their needs.

As we work to bring greater choice to consumers, CMS is also bringing more value to consumers
in the coming year by improving the transparency of provider networks. CMS will hold insurers
to a “reasonable access” standard for network adequacy and will identify provider networks that
fail to provide access without unreasonable delay, especially in areas that have historically raised
network adequacy concerns, such as hospital systems, mental health providers, oncology
providers, and primary care. Many health insurers are strengthening their networks, increasing
inclusion of Essential Community Providers, and improving access to prescription drugs. We are
also working to prevent cost sharing discrimination so that consumers have access to the

appropriate services.

CMS is also continuing to monitor consumers’ access to provider directories to help consumers
more easily find network providers. Insurers are expected to provide links that connect
consumers directly to provider directories specific to a given plan option without needing to log
in, enter a policy number, or navigate through various websites. CMS expects insurers to
maintain these directories and that they will be kept up to date and will include location, contact
information, specialty, medical group, institutional affiliations, and whether the provider is

accepting new patients—information consumers need to make informed health plan decisions.
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‘While many are already utilizing their new coverage, we know that many consumers have
received coverage for the first time in years — some for the first time ever, so they may need a
little extra help in understanding their rights and their new coverage. Our From Coverage to Care
initiative helps people with new health care coverage understand their benefits and connect to
primary care and the preventive services that are right for them, so they can live a long and
healthy life. The goal of the initiative is to help the newly insured navigate the healthcare system,
improve their health and insurance literacy, promote patient engagement, and know what

services are available in their local community.

For those who are currently enrolled in Marketplace coverage, CMS is working to make the
process of renewing coverage as simple as possible. We will encourage everyone to come back
to the Marketplace to update their eligibility information and shop for the best coverage option
that meets their needs. And for those consumers who are satisfied with their current plans and
don't want to change, we will follow the model used by most employers and in the Medicare
Advantage and Part D programs, and allow people to automatically re-enroll for the following

year without doing anything.

While we know millions have signed up for new coverage, we know more work remains to reach
out to those who are not yet covered, to educate them about the benefits of health insurance and
to assist them in signing up for plans that fit their needs. We recognize these challenges cannot
be managed from Washington alone. One of the lessons we leamed over the past year was that
one of the most effective ways to get people enrolled is through in-person help in their own
communities. In a survey of Marketplace assister programs, including Navigators, in-person
assisters, certified application counselors, and others, Kaiser Family Foundation found that
assistor programs helped an estimated 10.6 million people during the first open enrollment
period. ' We’ve put a priority on recruiting more organizations to sign up to be Certified
Application Counselors and recruiting more local leaders to be in-person assistors. We will also
continue working with agents and brokers as they utilize their experience and existing

relationships with consumers and small businesses to assist them in enrolling in coverage.

2 http://kf org/health-reform/report/survey-of-health-insurance-marketplace-assister-programs!
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Adding Critical Functionality to Operate the Marketplace

Significant technological improv are underway to support the operation of the
Marketplace in a more automated fashion and to allow consumers to renew their coverage as
seamlessly as possible this year. Building this functionality successfully means ruthlessly
prioritizing efforts to execute on critical capabilities, while setting the course for further

improvement and development of new functionality in coming years.

Critical focal areas include completing functionality that was targeted for the first year of
development, but has not yet been completed, such as more automated back end functionality
and launching an online exchange for small businesses and their employees. In addition, we are
building the functionality required for renewing members and adding to the infrastructure to
better support open enrollment. And we will continue to strengthen our privacy and security
protocols to protect consumers' personally identifiable information. As we make these
improvements, we are focused on managing our resources efficiently and are conscious of the

limited time available for technology development this year.

We have created clear accountability for the leadership of this project. Earlier this year,
Secretary Burwell announced a series of organizational changes designed to strengthen the
implementation of the Affordable Care Act, including the recent addition of Kevin Counihan as

Marketplace Chief Executive Officer, with responsibility and acce bility for leading the

federal Marketplace and, managing relationships with the state Marketplaces. Most recently, he
served as Connecticut’s Health Insurance Exchange CEQ. Our new leadership structure will
improve the discipline and focus of the project, enhance communications, and identify risks
throughout the project. Like any project of this size, there will always be ongoing challenges, and

we are building an operation better suited to identify and resolve them.

Conclusion
The Affordable Care Act is delivering on the promise of access to high quality, affordable health

care coverage, while controlling the growth of health care costs. While the Marketplace is still at

Chairman BRADY. Thank you, Dr. Price.

Mr. Pascrell, you are recognized.

Mr. PASCRELL. Thank you, Mr. Chairman, very much.

Look, Commissioner, you know what is going on here. If you
can’t shoot the dog, starve it. That is what this is all about. In the
budget itself, in the budget itself, the House bill as amended for
the appropriations, the total IRS funding in 2015 would be about
$9.8 billion, which is 19 percent below 2010, when the ACA became
the law of the land. So we are—in every manner, shape or form,
in every hearing that we have had here, and I have a great respect
for every Member of our side as well as the other side, but we
know what it is: Starve it and it will go away, it will disappear,
it will die.



69

I mean, there are some great things that are happening in the
ACA, even to—its detractors know that. They won’t admit it. They
will not admit it.

So we know how many people we have enrolled, and we know
how many people have received tax credits. We are trying to verify
all of them, which is true. You want to know the mess we had 10
years ago on the prescription drug bill? Nobody wants to talk about
that. This is half a story you get here, and there is a reason: We
are going to starve the dog. We are not going to shoot it, because
they haven’t found the way to do that, either. And, again, 6 million
more people are enrolled in Medicaid. Or the Children’s Health In-
surance Program, you don’t want to talk about that, do you, what
you have done to it?

So the United States uninsured rate continues to decline. It is
about 13.4 percent now. Correct me if I am wrong, gentlemen.

Mr. SLAVITT. That is correct.

Mr. PASCRELL. Thank you. Before the ACA, many people were
paying for plans that didn’t provide them with the coverage they
needed. Some of these people that have lost their coverage are bet-
ter off now because they had to go into the exchange and they got
better plans. Let’s talk about that. And for those who are falling
through the cracks, we have an obligation to them, too. Nobody’s
denying that.

I like to talk about this at town meetings. I hope you do, too. And
I am sure you will be objective and tell the good with the bad.

Americans are denied coverage for pre-existing conditions and in-
surance companies arbitrarily increase their premiums to the point
where they can’t afford it. You talk about 7 percent increase. I will
tell you what the increases were for each of the last 5 years.

My Republican colleagues refuse to acknowledge any benefits
that have resulted from this law. And it is not a perfect law, Mr.
Commissioner. We have never passed a perfect one, believe it or
not.

Unlike the Part D Medicare prescription drug plan, where Demo-
crats who voted against the bill came together and helped educate
and enroll seniors, I voted against that, but I went back to my dis-
trict to initiate those folks, the seniors, with what this plan was all
about, they have done nothing to do that. They haven’t cooperated
in the least.

So my question to you is this, Mr. Commissioner. And thank
you—I was here the last time you were grilled, and you handled
it very, very well, you kept your cool. Continue to keep your cool,
Mr. Commissioner.

My Republican colleagues are fond of attacking the Obama ad-
ministration at every step of the Affordable Care Act’s implementa-
tion. They have expressed outrage over the delays, but at the same
time, refused to give the agencies the funding. That is a big cut,
20 percent. The House appropriations bill for fiscal year 2015 that
would set the funding at 19 percent below what it was 4 years ago.

Mr. Commissioner, can you explain how budget cuts have af-
fected your agency’s ability to implement the ACA?

Mr. KOSKINEN. We view, as I have said on numerous occasions
in the past, implementing the Foreign Account Tax Compliance
Act, FATCA, and the Affordable Care Act are statutory mandates
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that we have an obligation to implement, so whatever else it means
we are not doing, we are going to implement both Acts this year
in the filing season. As I noted, by not providing the $430 million
for fiscal 2014 or the $450 million for fiscal 2015, it simply means
that we have to take that money from the other places we have
available.

Mr. PASCRELL. So therefore

Mr. KOSKINEN. It is either enforcement, taxpayer services, or
continued improvement in

Mr. PASCRELL. So you are moving dollars around?

Mr. KOSKINEN. We have to move the dollars around.

Mr. PASCRELL. The Affordable Care Act, Mr. Chairman, so far
has had little impact on the insurance people get through their
jobs, with roughly the same share of employers offering coverage
in 2014 as last year, to correct the record.

Chairman BRADY. Thank you, Mr. Pascrell.

Mr. PASCRELL. May I just finish my point?

Chairman BRADY. Very quickly.

Mr. PASCRELL. As you have allowed other folks to. I appreciate
that.

Chairman BRADY. No. We have been—I tell you what, we have
been very close to time on everybody. And certainly finish.

Mr. PASCRELL. And you have been very, very charitable in

Chairman BRADY. Thank you, sir.

Mr. PASCRELL [continuing]. With all of us. Thank you.

The employer sponsored health insurance premiums were rising
about 3 percent. I would like to enter this report from the Kaiser
Family Foundation on employer health benefits since that seems to
be of interest to my friends on the other side. Thank you, Mr.
Chairman.

Chairman BRADY. Without objection.

[The information follows: The Honorable Bill Pascrell]
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mployer-spensered insurance covers about 149 million nonelderly people.’ To provide current information about

employer-sponsored health benefits, the Kaiser Family Foundation (Kaiser) and the Health Research & Educational Trust
(HRET) conduct an annual survey of private and public with three or rkers. This is the sixteenth
Kaiser/HRET survey and reflects employer-sponsared health benefits in 2014,

The key findings fram the survey,
conducred from January through May
2014, include a modest inerease in the
average premiums for Fumily coverage
(3%). Single coverage premiums are

29 higher than in 2013, but the
difference is not seatistically significant.
Covered woekers generally face similas
premium contributions and cott-sharing
requiremnents in 2014 as chey did in 2013,
The percentage of firms (5596) which offer
health benefits 1o at least some of thei
employees and the percentage of warkers

cavered at chose firms (61%) are staristically

unchanged from 2013. The percentage of
covered workers enolled in grandfashered
bealth plans - those plans exempt from
many provisions of the Affordable Care
Act [ACA) - declined 1o 26% of covered
wearkers from 36% in 2013, Perhaps in
response to new provisions of the ACA,
the average length of the waiting period
decreased for those with a waiting period
and the pereentage with an out-of-pocket
limit increased. Although emplopers
continwe o offer coverage to spouses.
dependents and domestic parmers, some
employer: are instituting incentives to
influence workens” enrollment decisions,
inehuding nine percent of employers who
anuach restrictions for spouses eligibility if
they are offered coverage ar another sowrce,
of nine pereent of firms who provide
additional compensation if employees da
noe enrell in health benefins.

HEALTH INSURANCE PREMIUMS AND
WORKER CONTRIBUTIONS

In 2014; the average annual premiums for
emplaysr-sponsored health insurance are
$6.025 For single coverage and $16,834
for family coverage. The average family
premium rose 3% over the 2013 averape
premiim. Single coverage premitums

rose 296 in 2014 buz are mot staciasieally
different than the 2013 average premium.
Dusing the same period, workers' wages
increased 2.3% and inflarion incresied

29, Over the last ten years, the average

EXHIBIT A

Average Annual Health Insurance Premiums and Worker Contributions for

Family Coverage, 2004-2014

39958

2004
B Worker Comribution

16854

W Emplaye: Costribusion

SOURCE: KaenHRET Survey of [mpslopee-Spomoned Heakh Bessfts 30082814

premium for family coverage b increasod
9% (Exhibi A). Premiums have incressed
s quickly over the st five years (2009 to
2014), than the preceding Five year period

(2004 1o 2009) {26% vs. 349%).

Average premiums for high-deducrible
health plans with 2 savings oprion
(HDHP/S0s) are lower than the overall
average for all plan rypes for both single and
Family coverage (Exhibic B). ar $5.299 and
$15.401, respectively. There are imsparcant
differences in premiums by firm size: the
average premium for Family coverage is
Bawer for cavered workers in small frms
(3-19% workers} than for workers in larger
Firms ($15,849 va. $17,265).

Premiams vary significantly around the
averages For single and family coverage,
resulting Froen differencss in benefis,

cost sharing, covered populations, and
geographical locatian. Twenty percent

of covered warkers are in plans with an
annusal toral peemium for family coverage
of at least $20.201 (120% of the average
Emily premium), snd 20% of covered
weaitkers are in plins where the family
premium s less than $13.467 (80% of the
average Family premium). The disteibation
Is imilar arcand the average single

premium (Exhibit C).

‘Most ofien, emplayers require that workers
make a contribution towards the cost of
the premium, Covered workers contribute
an average 18% of the premium for single
coverage snd 29% of the premium for
Family caverage, the same percentages

s 2013, Warkers in semall frens (3-199
workers) contribute a lower average
percentage For single coverage compared 1o
workers in lger firms (16% va. 199}, but
they contribute a higher average percensage
For family coverage (35% vi. 27%).
Workers in firms with a higher pescentage
of lower-wage workers {a beast 35% of
workers earn $23,000 or less) contribute
higher percentages of the premium for
single caverage (279 vs, 189) and for
Eamily coverage (44% vs. 28%) than
workers in firms with a smaller share of
lowes-wage warkers.

As with total premiums, the share of the
peeenium contributed by workers varics
considerably among firms, For single
eoverage, 57% of covered workers are

in plans that require them to make 2
contribution of less than o equal te 1
quaster af the toral premium, 2% are in
plans thar require a contribuion of more
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EXHIBIT B

Average Annual Firm and Worker Premium Contributions and Total Premiums for Covered Workers
for Single and Family Coverage, by Plan Type, 2014
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than half of the premium, and 14% arc

in plans that require no contribution ar

all. For family coverage, 42% of covered
workers are in plans thar require them o
make 2 contribution of less chan or equal

10 2 quarrer of the ol premium and 15%
are in plans that require mare than half of
the premium, while only 5% are in plans
that require no contribution at all for family
coverage (Exhibit D).

Looking ar the dollar amotnes thae
warkers contribure, the average anniaal
premium contributions in 2004 are
$1,081 For single coverage and $4,823 far
Family caverage. Cavered workers’ average
dollar coarriburion to family coverage

has increased B1% since 2004 and 37%
since 2009 (Exhibit A). Workers in small
firms (3199 workers) have lower average
contributions for single coverage than
workers in larger firms ($902 va. $1,160),
bat higher average contributions for family
coverage (35,508 vi. $4,523). Workers in
firms with 2 higher percentage of lower-
wage warkers {at leass 35% of warkers
earn 323,000 or less) have higher average
contributions for family coverage (36,472
i, $4,693) than warkers in firms with
lower percentages of lower-wage warkers.

PLAN ENROLLMENT
PPO plans remain the most commaon plan
type, enralling 58% of covered workers in
2014. Twenry percent of covered watkers
are enirolled in a high-deducrible plan with
2 savings options (HDHP/SO), 13% inan
HMO, 8% in 2 POS plan, and bess than
St k

§14000  $16000 518,000

W Emplayer Comtributicn

care services, Eighty percent of cavered
workers have a general annual deducrible
for single coverage thar must be met before
st services are reimbursed by the plan.
Even wackens without a general anmual
deductible ofter fsce ather types of cost
sharing when they use services, such x

g Tor office visies

1% in {alsa azan
indemniry plan) (Exhibis E). Earollment
in HDHP/SOs increased significantly
berween 2009 and 2011, from 8% to 17%
of covered warkers, bur has plareaued since
then (Exhibit E). In 2014, rwenty-seven
percent of firms offering health benefies
offer a high-doductible bealih plan with

a health reimbussement arrangement
(HDHP/HRA) or 2 health savings account
(H5A) qualified HDHE

Enroflment distribution varies by firm
size; for example, PPOs are relarively more
popalar for covered workers at large firms
{200 ot more woekers) than smaller firms
163% vs. 46%) and POS plans are relasively
mare popular amang smaller Brms than
g firms {17% vs, 4%).

EMPLOYEE COST SHARING

Mest covered workers face additional
car-of-pocker costs when they use health

- THE KAISER FAMILY FOUNDATION -ANG - MEALTH RESEARCH & EOUCATIONAL TRUST

Pay or
and hospitalizations.
Among covered warkers with a general
annual deductible, the aversge deducrible
smount for single coverage is $1,217. The
average annual dediscrible is unchanged
From Last year ($1.135), bue has increased
from $826 in 2009 (Exhibit F). Deducribles
differ by firm size: for workers in plans
with a deductible, the average deductible
for single coverage is $1.797 in small firms
(3-199 workers), compared to 971 for
workers in langer firms. Covered workers
in small Firms are significantly mare likely
0 have high general annual deductibles
compared to these in langer firms. Sixty-one
percent of covered workers in smiall firms
are im 4 plan with a deductible of at least
$1,000 for single coverage compared to
32% in barger firms;  similar paswern b seen
Far those in plans with a deductible of at
least $2,000 {34% for small firms vs. 11%
for larger firms) (Exhibic G),
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EXHIBIT C
of I for Single Coverage Rel: the Average or Family Premium, 2014
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The langs majarity of warkers also have to
pay a portion of the cost of physican office
wisies. Almost chree-in-Bur covered workers
pay a copayment (a fized dollar amount) for
office visits with a primary care physician
(739%) oF a specialist physician (7296), in
addition to any general annual deducrible
their plan may have. Smaller shares of

ers pay coinsurance (a percentage
of the covered amount) for primary care
wffice visits (18%) or specialty care visits
{21%). For in-nerwork office visits, covered
workers with a copayment pay an average of
$24 for primary carc and $36 for specialty
care, For coversd warkers with colnsurance,
the average colnsarance for office visits is
1% for primary and 19% for specialty

care. While the survey collects information
only on in-network cost sharing, it is
generally undersiood that sar-of-nerwark
cost sharing is higher.

The case shiaring that 2 person pays when
they fill a prescription usually varics with
the type of drug - for example whether

iris 2 generic, brand-name, or specialyy
drug ~ and whether the drag is considersd
prefietred o not on the plan's formulary.
Thiese factors eesult in each drug being
assigned to a tier that represents a different
level, o¢ type, of cose sharing, Eighry
percent of covered workers are in plans
with three-ar-mare tiers of cost sharing,
Copayments are the most commaon form

aF cost sharing for tiers ane through thice
ard colnsurance is the most common form
of case sharing for drugs on the fourth or
higher tier of formularies. Amang warkers
with three-ar-mare tier plans, the average
copayments in these plans ane $11 for fiese-
tier drugs, $31 for second-rier drugs, 353
far third-tier drugs, and $83 For fourth-
tier drugs, Apart from Frse-tier drusgs, the
average copayment amounts are similar

10 those reparred last year. HDHISOs
bave a somewhar different cost-sharing
pattern for prescripion drags than other
plan rypes: just 62% of covered workers
are ensolled in a plan with theee-or-more
tiers of cost sharing, while 15% are in plans
thar pay the full cost of peescriptions once

EXHIBIT D

Distributicn of Percentage of Premium Paid by Covered Workers for Single and Family Coverage, by Firm Size, 2014
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the plan deductible is mer, and 17% are
ina plan with the same cost sharing for all
prescriprion drugs,

Most woekers also face additional cout
sharing for a hospiral admission or an
ourparient surgery episode. After any
general annual deducible is mes, 62%

of covered warkers have a coinsurance

and 15% have a capayment for hospial
admissions. Lower percentages have

per day (per diem) payments (5%), a
separate hospital deductible (39%), or

bath copayments and coinsurance {10%).
The average coinsurance rate for hospital
admmissions is 19%, the average

is $280 per hospital admission, the average
per diem charge is 3297, and the average
separate annual hospital deduceible is $490,
The cost-sharing provisions for outpatient
surgery are similar vo those for hespital
admissions, 25 most covered warkers have
#lther cofnsurance (§4%) or copayments
(16%). For covered workers with cost
sharing for each outpatient surgery episode,
the average coinsurance is 19% and the
average copayment is $157.

Most plans limit the amount of cost
sharing workers must pay each year,
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generally referred 1o 25 an out-of: pocker
maximum, The ACA, requires thas non-
grandfathered health plans, with a plan
year starring in 2004 have an out-of-pocker
maximum of §6,350 ot less for single
coverage and §12.700 for Bamily coverage
or less, In 2014, 9% percent of covered

offering coverage oo ar beast some of cheir
emplayees. Ninety percent of warkers are
ina firm thar offers health benefits w ac
Beast some of is emplayees, similar to 2013
{0%). Ofer rates also differ by ather firm
chasacresistics: 53% of firms with relatively
Fewer pounger workers (less than 35% of

workers have an F-pocket maximum
Far single coverage, significantly more than
B89% in 2013. While mast workers have
out-of-pocket limits, the actual dollar limies
differ considerably. For example, among
cevered warkers in plans that have an out-
af-pocket maximum for single coverage,
54% are in plans with an anmual sut-of-
pocker maximum of $3.000 or more, and
10% are in plans with an ous-of-pocker
maximum of less than $1,500.

AVAILABILITY OF EMPLOYER-
SPONSORED COVERAGE
Fifky-five percent of firms offer health
benefits to their workers, satistically
unichanged from 579 last year and 61%
in 2012. The likelibood of offering health
benefiss differs significantly by size of fiem,
with only 44% of employers with 3 0 9
warkers offering coverage, but viroually
all employers with 1,000 or mare workers

he warlers ane age 26 of younger) offer
health benefits compared 1 30% of firms
with a higher shase of younger warkers.

Even in firms that offer health benefics,

not all workers are coversd, Some workers
are not eligible to enroll as a resuly of
waiting periods or minimism work-hour
rubes. Ovher workers do not enrofl in
coverage offered 1o them because of the
eout of coverage or because they are covered
through a spouse. Among firms that offer
coverage, an average of 77% of workers are
eligible for the health benefiss offered by
their employes. OF thase eligible, 80% take
up their employer's coverage, resulting in
62% of workers in offering firms having
caverage through their employer. Among
bath firms thar affer and do not offer
health benefits, 55% of waekers are covered
by health plans offered by their emplayer,
similar to 2013 (569),

EXHIBIT E

Distribution of Health Plan Enroliment for Cavered Workers, by Plan Type, 1988-2014
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RETIREE COVERAGE

Twenty-five peccent of large firms (200 ae
more workers) that offer health benefies

in 2014 alsa offer retiree heabth benefits,
sienilar ro the percentage (28%] in 2013
bur down fram 35% in 2004, Among kige
firms. (200 o¢ mose woekers) that offer
retiree health bencfits, 92% affer healih

75

changing the way they offer retirer coverage
because of the new public health insueance
exchanges cstablished by the ACAL In
addition 1o the public exchanges, there is
considersble Interest in exchange options
offered by privare firms. Four percent of
large employers currently offer their retiree
Ibenefics throwgh a private exchange.

offering their employees the oppoctunity
1o comiplete a health risk assessment, an,
offering a variery of wellness programs
whar promote healthier lifestyles, including
better dist and mare exercise, Some
employers collect biometric information
from employees (e, cholesserol levels and
body mass index) 1o use as part of their
wellness and bealth promotion programs.

benefiss to carly retirees { g
befare age 65), 72% offer health benefics o
Medicare-age resirees, and 3% offer a plan
ehat covers only preseription drugs. There

WELLNESS, HEALTH RISK
ASSEEMENTS AND BIOMETRIC
SCREENINGS

Almast one-thied of employers (33%)
offcring health benelits pravide employees
with an appartunity to complte a health

may cantine to be evolution in the way Employers continue o offer programs risk assesment. A health risk assessment
thar employers strucrure and deliver retie  in large numbess that help employees includes questions about medical histary,
benefits, Among large firms offering health  idenrify issues with their health and engage health seatus, and lifestyle, and is designed
benefits, 25% of firms are considering in healthier behavior. These inchude
EXHIBIT F
Amaong Co the and Value of General Annual Health Plan Deductible for Single Coverage,
2006-2014
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EXHIBIT G
Percentage of Covered Workers Enrolled in a Plan with a General Annual Deductible of $1,000 or Mare for Single Coverage,
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1o idenify the health risks of the person
being assessed. Large firms (200 or more
warkers) are moee likely than smaller fiems
1o ask employest to complete a health risk
assemsment (51% vs. 3296). Among thess
firms, 51% of large firms (200 or mare
watkers) repost thar they provide a financial
ingentive ro employees thar complete the
assemient. Thirty-six percent of firms with
2 financial incentive for completing 3 health
risk assessment reported that the maximum
value of the incentive is $500 or more.

Fifiy-one percent of lige firms (200 o¢
more warkers) and 26% of smaller firms
offcring health benefits report offering
biometric screening o employees, A
biometric scroening i 3 health examination
that measures an emplayee’ risk faceors,
such 2 bady weight, chalesteral, blood
pressure, stress, and nusrition. OF these
firmes, one percent of large firms require
employess to complete a biometric
sereening to enrcll in the health plan; and
8% of large firms report thar employees
may be Financially rewarded o penalized
based on meeting biometric cuscomes.

Virtually all large employers (200 or more
workers) and most smaller employers offer
a1 bease one wellness programm. Seventy.-
four percens of employers offering healdh

]

6

benefies offer at least ane of the Following
wellness programs in 2014: 1) weighe feer
programs, 2) gym membership discounts

o ewesite eceveise fucilities, 3} Blomerrie
sereening, 4) oking cesnaeion progrms,

5) persomal healls coaching, 6) eleses in
wssririon or bealshy biving, 7) web-bused
ressurcesfo bealbhy living, 8) fi shots ar
maccinations, %) Emplayee Auivtamee Programs
(EAPY. ot a 10) weilluess newsdetter.

firms (200 or mare workers) are more lkely
o affer one of these programs than smaller
fiems (96% vs. 73%). OF firms offering
health benefits and a wellness program,
36% of large firms (200 or more workers)
and 18% of smaller firms offer employees

a financisl incentive to participare in 2
wellness program, sach a5 smaller premium
coniribarions, smaller deductibles, higher
HSA/HRA il

PROVIDER NETWORKS

High Performance or Tiered Networks.
Nineween percent of employers offering
health benefits have high performance

o thered networks in their largest healch
plan. These progeams Idenily providers
that are moee efficient o have higher
quality care, and may provide financial

ar ather incentives for enrollees 1o use.
theselecrod providers, Emphoyers may

use different criceria to determine which
providers are in which tiers. Fifty-nine
percent of fizms whose largest plan includes
a high performance or tiered provider
nerwark stared thar the network tiers were
decermined bash by providers “qualiey
and coslefficiency”, followed by 33% who
selected “cost-cfficiency”.

wravel, merchandise nrcd.As‘mmg firms
with an incentive to participate in wellness
programs, only 129 of small firms and
33% of large firms believe chas incentives
are “very effective” at encouraging
employees 1o participate. In liew of or in
addition to incentives for participating

in wellness programs, 129 of large Firms
have an incentive for completing wellness
peograms,

limiig their provider neswiidks to mduee
the cost. Six percent of employers with

50 or mare employees reported that their
plan climinaved hospicals 1o reduce cose
and eight percent offer a plan considered.
a nareow erwork plan. Only six percent
of emplayers with 50 or mare workers
offering health benefits stared that "narrow
nerwarks” are 3 very effective seeategy o
conesin coor. less than other strategies
such as “wellness program” (28%) and

EXHIBIT H

Amang Firms Offering Benefits, Percent of Firms Which Offer Coverage to Spouses, Dependents and Domestic Partners, by

Firm Size, 2014
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“consumer drive health plans” (229%). enroll if they have an offer of coverage from
arseher spurce. Eighteen percent of large

W}"""“‘w_ﬂfﬂ"‘:?m"gﬂmf firms provide compensation ot benefits to

ohiod Il in coverage

services provided by reeail health clinics, Sl » .

These may be heabth clinics located in

grocery stores of pharmacics 1o wear minor GTHER TORICS

lncsses or provide preventive services, Grandfathered Health Plans, The ACA

such as vaccines or flu shots. Among firms  exemprs “grandfathered” health plans from

‘covering services in these settings, cighe
percent provide a financial incentive to
receive services in a real elinic instead of a
physician’s office.

EMPLOYEE AND DEPENDENT
ELIGIBITY

Waiting Perlod. The ACA limits waiting
periods to no more than 90 days for
non-grandfathered plans with plan years
beginning after January 1, 2014, The
average length of waiting periods for
covered waockers who face a waiting period
decreased from 2.3 months in 2013 w0 2.1
months in 2014, Twenty-theee percent of
large firme and 10% of small firms with a
waiting period indicaved thar they decreased
the bengeh of their walting period during the
Last year. As more firms renew their plans in
2014 and losey‘mﬁadkdngmm more

a number of ies provisions, such as the
requirensents to cover preventive benefits
withour cost sharing o¢ the new rules Far
small employers” premiums ratings and
benefits. An employer-sponsored health,
plam can be grandfathered if it covered 2
warker when the ACA became kv (March
23. 2010 and if the plin has not made
significane changes that reduce benefirs

ot inceease employer costs. Thirey-seven
percent of fizms offering health benefits
affer 2t least ane grandfathered health plan
in 2014, less than 54% in 2013, Looking
at enrollment, 26% of covered workers are
enrolled in a grandfathered health plan in
2014, down from 36% in 2013 (Exhibit ).

Self-Funding. Fiftecn pereent of covered

workers as small firms (3-199 workers) and
819 of covered woekers at larger firms are
mmllad in plans which are cither pastially

Fiemes will be sabject po

Dependent Coverage. The overwhelming
majarity of firms which offer coverage to
at least some employees offer coverage to
dependents (963) (Exhibic H), Thirey-
nine percent of firms offer coverage to
same-gex domestic partners, the same
percentage that offers coverage to apposite-
sex domestic partners. Both percentages
are similar to 2012, the last time the survey
induded this question. Some employers
are requiring additional cost sharing (5%)
or resericting cligibility for spouses (9%) ro

npletely self-funded. The percent of
ewend-uknmmlkdmsdf-ﬁndnd
plans has increased Far Large firms since
2004, bur has remained seable for both Lge
and small firms over the bz couple of yrars.

Private Exchanges for Large Employers.
While relatively few covered workers at
lange employers currencly receive benefits
through a privare or corparare healch
insurance exchange (3%), many firms are
looking at this opeian, Privare exchanges
allow emplayess 1o choose from several
bealth benefits aptions offered an the

exchange, A privare exchange is creared by
1 consulting compary or insurer, rather
than a governmental entity. Thirteen
percent of lage firms are considering
offering benefits through 3 private exchange
and 23% are considering using a defined
contriburion method. This interest may
signal a significant change in the way thar
emplayers approach health benefits and the
way employees get covérage.

CONCLUSION

The 2014 survey found considerable
seability among employee-spoasored plans,
Similar percentages of employers offered
benefits to at least some emplayees and

a similar percentage of workers at thase
s were covered by beneies compared
e bast year, Family premisims increased at
a modess rte and single premiums are noe
statistically different than those reported
last year. Om average, covered workers
contribute the same percentage of the
premium for single and Gamily coverage as
they did bast year.

The refatively quice period in 2014 may
give way to bigger changes in 2015 a5 the
emplayer shared-responsibility provision in
the ACA eakes effect for large employers,
This provision requires firms with more
ehan 100 Full time equivalent employees
(FTEs) in 2015 and mace than 50 FTEs in
2016 to provide caverage ta their full-time
workers or possibly pay a penalry if workers
seck subsidized coverage in health care
exchanges. While mast kg emplayers
pravide coverage to workers, not all do,
and not all cover all of their full-time
warkers. In addition, the coverage offered
by these larger emplopers must meet 3
certain value and miust be offered at
affoedable amount 1o warkers. We expect

EXHIBIT 1

Grandfathering Under the Affordable Care Act [ACA), by Firm Size, 2011-2014
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some employers to revise eligibility and contribations for benefis
in response to che new provisions.

The continwed implementation of major reforms in the non-
group marker also may affect employer strascgies going forward,
Far smaller frma not subject to the emplayer-responsibility
vequirement, the ahiliry of their emplayoes 1o receive subsidized
nomgroup coverage in health insurance exchanges may be an
aneractive alterative which would relieve the emplayer of the
barden of sponsaring coverage. Small fiems that have struggled
1o affer good coverage options may decide 1o stop affering now
that other alsernatives are available. In addition, 3 quaner of large
fiems offering retinee coverage to active workers indicated chey
were considering changes to the way they offered rerires coverage
because of the implensentation of the public exchanges. We may
sec shifts in the coverage options offered by i
respanse 1 these new options and new L incentives,

Employer-sponsored coverage also will cominue 1o evolve for
reasons that are not related to the ACA. Emplayers and insurers
continue to develop more integrated approaches to assessing
individiaals’ personal health risks and offering programs to address
them. Wellness programs present enrollees with opparrunities
and challenges, including the passibiliry of much highes ot
af-pocket costs if their health profile isa potentially costly ane.
Nastaw netwoeks and provider networks and new toals like
refevence pricing can bwer premiums bur als require ensollees
10 have a more active mle in ensuring chas they have access to
the providers they want to use. And the development of private
marketplaces for langer employers. if it continues, may tignal a
niew direction where individual employers ase less engaged in plan
ign and i and where more decizh d ceonomic
respansibility i shifted 1o employees.

Finally, the continuing improvement in the economy is likely to
put new cost pressure on employers and insusers. Costs grew at
low levels while the econamy struggled, but are likely o rebound
if the growth in the economy is susained, The porential of higher
preeniims may push employers and insurers to aceelerate some of

METHODOLOGY

The Kaiser Family Foundation/Health Rescarch & Educational
Tinast 2014 Annual Employer Health Benefits Survey (Kaiser!
HRET) repoets findings from a relephone survey of 2,052
randomly seleceed public and private employess with three of
mare workers, Researchers at the Hiealth Research & Eduscational
Trust, NORC ax the University of Chicago, and the Kaiser Family
Foandation designed and analyred the survey, National Research,
LLEC conduceed the Reldwork berween January and May 2014,

In 2014 the averall response rare is 46%, which includes firms
tha offer and do nac offer health benefits, Among firms chat offer
hcalth benefies, the survey’s nsponse rare is abio 46%.

Wie ask all frms with which we made phone contacr, even if the
firm dedlined wo participare in the survey; “Docs your compary
offer @ health insurance program as a benefit t any of your
emplayees2” A toral of 3,139 firms responded 1 this quesion
{inchuding the 2,052 who responded to the full survey and 1,087
whe responded to this one question). Their responses are included
in our estimares of the percentage of firms affering health coverage.
The resporse rate for this question is T0%.

Since firms are sclocted randomly, it is possible o extrapolase
From the simple to naticnal, regional, indussry, and fiem size
estimates using staristical weights. In calculating weights, we first
determing the basic weight, then apply a nonresponse adjussment,
and Rnally apply 3 post-serarification adjussment, We use the LS.
Census Bureaus Stmistics of US. Businesses as the basis for the
ification and the p ification adj For firms in
the private sector, and we use the Census of Gavernments as the
basis for pow-stearification for firms in the public secvsr. Same
numbers in the exhibies in the rpor do not sum up o roals due
0 rounding effeces, and, In a fow cascs, numbers from diswibuion
exhibies referenced in the text may nos add due 1o munding
effects. Unless otherwise naced, differences referred to in the rext
and exhibits use the 0.05 confidence level as the chreshold for
significance. In 2014 we adjusted the premiums for a small number
of firms which gave 3 composite family/single amoart.
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Chairman BRADY. Mr. Buchanan, you are recognized.

Mr. BUCHANAN. Thank you, Mr. Chairman. I also want to
thank our witnesses for taking their time to be here today.

Mr. Commissioner, let me just ask about subsidies people have
brought up. One of my colleagues mentioned about getting a $5,000
increase, but what happens—at least in Florida, I see a lot where
you have realtors that are independent contractors, you have a lot
of people that have a minimal salary but they are on commission,
or you have minimal salary where they get subsidies, but they
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might get a year-end bonus. How do you address that? Or some-
body, for example, that one year as a realtor where real estate
hasn’t been great for a period of time, but Florida is back now, was
making $30,000 a year, now he might make $100,000 this year, the
next year make $30,000. How do you deal with—you know, I would
say that is a large percentage of people that are employed in Amer-
ica are in those circumstances where they don’t have a fixed salary
at $60,000 a year. They might earn $70,000, but it is based on how
they do over the year

Mr. KOSKINEN. Right.

Mr. BUCHANAN [continuing]. In terms of bonus, commissions or
other things. How do you address that in terms of subsidies one
year making $30,000 and the next year making $150,000 the fol-
lowing year making $30,000?

Mr. KOSKINEN. Those—it is a situation many people face. They
face the same issue when they file their estimated taxes or make
W-2 determinations. They make an estimate, their best judgment
as to what they are going to owe in taxes. Everybody tries not to
owe taxes at the end of the year, so over 80 percent of the people
who file actually get refunds every year. And so they are going to
make the same kind of judgment here. They have to make an esti-
mate when they file for withholding or when they file estimated
taxes, they have to make an estimate here if they are going to
apply for the premium tax credit. At the end of the year when they
file their tax return, much as when they reconcile their income gen-
erally on their overall taxes, they will make a reconciliation as to
whether they got too much or too little on their premium tax credit
in the advanced payment.

Our expectation 1s, just as people adjust their estimates for with-
holding, and they usually over withhold to make sure they take
into that account, that we expect that a lot of people when they
make their estimates, if they are fluctuating like that, will estimate
on the low side, will have a lower:

Mr. BUCHANAN. Well, it sounds like you have got a pretty good
handle on, you know, all these variations of possibilities.

Mr. KOSKINEN. Well, we expect them to kind of mirror the nor-
mal variations people make when they have to estimate how much
to pay in estimated

Mr. BUCHANAN. Thank you. I want to kind of move over to Mr.
Slavitt real quick.

You have been in the healthcare-related industry for how many
years?

Mr. SLAVITT. 20 years.

Mr. BUCHANAN. Yeah. Let me just tell you, as someone that
has been in business before I got here 30 years and bought a lot
of health care for a lot of employees, I think we have got quality
health care, but it is—my biggest concern is cost. I think it is—ev-
erybody likes to talk about the middle class, I grew up in the mid-
dle class, but it is bankrupting the middle class, cost. It is not un-
usual in my area, I represent a part of Florida, but I am the only
member in Florida, where you have someone between 50 and 65
years old, I do a lot of town halls, that are talking their costs for
them or maybe their employees, but ideally for them and their fam-
ily of four could be as high as $2,000 a month. That is not unusual,
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$1,500 to $2,000. So I am very concerned about health care in gen-
eral, and I see the costs continuing to go up. As someone that has
employed a lot of people or I talk to a lot of people back in the dis-
trict, they get a bill every year, even since the ACA, going up 10
to 20 percent a year, cost of living is 2 to 3 percent, and this has
been going on for, it seems like, 10 or 15 years. It is one of the big-
gest concerns we have got, is health care. It is not that we don’t
have good providers, but the cost is bankrupting, in my opinion,
the middle class. What do you say to that? Do you think—do you
share that concern.

Mr. SLAVITT. Yes. Congressman, you are—you are exactly right.
You know, affordability——

Mr. BUCHANAN. I don’t use the term “bankruptcy”——

Mr. SLAVITT. Right.

Mr. BUCHANAN [continuing]. Lightly, I am an optimist, but it
does concern me when people are paying $1,000 to $2,000 a month
for health care along with all their other costs, and I don’t see that
changing.

Mr. SLAVITT. Yes.

Mr. BUCHANAN. Go ahead.

Mr. SLAVITT. Yes. Congressman, affordability is one of the three
critical pillars of our implementation, along with quality and ac-
cess. And I think there are a couple things that are, I think, highly
encouraging, although early still: one is that the premium levels
that people are paying are at much more affordable levels; second
is I think those in business and those who are individual health
plan members for some time are used to things like double digit
rate increases. And I think, you know, the five or six States that
have publicly put forward the rates that they are going to have for
2015 are all in the range of single digits. I think Arkansas was a
couple percent, I think Delaware was a couple percent, I think
California was 4 percent. So these are relatively——

Mr. BUCHANAN. I would take—just do me a favor and take a
look at Florida. I have met with one of the largest providers in the
State and did a lot of our stuff, one of the largest, met with the
CEO for the State.

Mr. SLAVITT. Yep.

Mr. BUCHANAN. And, you know, they are talking—I don’t know
what they are going to be. It is going to 20, 40 percent. They are
losing a lot of money, because they have got the sickest in Florida,
a lot of them that are joining up and they are very concerned. They
used to make tens of millions, now they are making zero. So I can
see what is going to happen to—you know, from that standpoint,
so I am very concerned about that.

Let me mention one other thing I wanted to bring up. The insur-
ance companies in our State have been in to see me that they are
looking to the Federal Government, because they were promised or
felt they were promised that they would make a certain return or
somehow the government would underwrite their losses. What is
your sense of that? Is there any—are insurance companies going to
have the opportunity to come back to the Federal Government and
get subsidized somehow?

Mr. SLAVITT. So let me follow up in writing, given that I am
out of time, but, no, that is—that is not going to be the case.
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Mr. BUCHANAN. That is what they are looking for.

Chairman BRADY. Thank you. Time has expired.

Mr. Blumenauer is recognized.

Mr. BLUMENAUER. Thank you, Mr. Chairman.

Commissioner, I appreciate your coming back for another round.

Mr. MCDERMOTT. You might push your mike.

Mr. BLUMENAUER. My mike was on. It is not——

I will try Mr. Pascrell’s, not that he needs a mike.

Chairman BRADY. It always seems to work.

Mr. BLUMENAUER. That is right.

Mr. MCDERMOTT. He turned that off.

Mr. BLUMENAUER. Mr. Commissioner, I appreciate your join-
ing us for another round. I particularly appreciate the end of your
testimony where you were talking about needing the resources to
be able to meet the needs of people, not just with the Affordable
Care Act provisions, but just the ongoing challenges of trying to ad-
minister an IRS Code that Congress repeatedly makes more com-
plex. No IRS employees are complicating the Code. That is our job.

I had the occasion last month to just sit down in a large sort of
brown bag discussion with your employees in Portland, and I was—
I was struck by how frustrated they are. They don’t want people
on hold for 45 minutes. They want to be able to meet their needs.
And I would just urge you to be relentless in driving this point
home that we can’t continue to cut the IRS budget, reduce staffing,
make the Code more complex, and then beat up on the IRS and
still expect that we are going to keep the highest compliance rate
in the world for over 150 million taxpayers. I appreciate your forth-
rightness, and I would just encourage it.

And I would hope that individual members of this committee in
particular could sit down in a shirtsleeve session off the record, no
cameras, and just meet with the men and women who are trying
to meet the needs of our constituents. I have found it instructive
every time I do it, and I think maybe if more of our members did
that, we might look at the budgeting a little different.

But I would just say, Mr. Chairman, I appreciate your ongoing
efforts and your evenhandedness, even allowing us to slide over for
a second or two, and your good humor. I also appreciate that you
have been looking at a draft kind of tying together some elements
that a number of us have co-sponsored on the committee, good
work from Mr. Roskam, Mr. Gerlach.

I have indicated in the past that I hope we can shift gears and
get to the point where we can actually have hearings on things
that can pass and don’t have anything to do with the Affordable
Care Act. I would note the legislation I have with my good friend
Dr. Roe helping make sure that end of life care has a value. And
we put it in the Affordable Care Act. It somehow wasn’t included
in terms of reconciliation. But in terms of what we do with Medi-
care, card identification, the secure card, the Prime Act, Congress-
woman Black and I have some legislation dealing with value-based
insurance. There is a whole host of things that we could be making
progress on. Put them on the floor. They will pass. They will make
the system better. They are not going to make the nightly news,
but collectively we will be doing our job. And I hope we can mini-
mize hearings that are just beating up on people for things beyond
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their control, that actually we kind of make their job harder, and
that we get down to cases.

I appreciate the draft that you are circulating. I look forward to
supporting it. And the other references that I have made of bipar-
tisan legislation that will make a difference, that can be approved,
they could—some of these could roll out before we adjourn for Octo-
ber, and certainly in the lame duck when we will be standing
around trying to figure out what to do, waiting for the powers that
be on the big stuff, we could get some good things going and give
Congressman Gerlach a going-away present with important legisla-
tion that will make a difference.

Thank you, Mr. Chairman. Again, I appreciate your good humor
and your evenhandedness, and I would respectfully request that
maybe we could put that to work on some legislation that will pass
before we adjourn for the year.

Chairman BRADY. Thank, Mr. Blumenauer. I want to—I share
your belief that while we have very strong differences on the Af-
fordable Care Act, and a hearing like today is really about finding
out what our families and patients and taxpayers have to face in
the second year, there are legitimate questions that need to be
asked. But we are also trying to create a climate where we can
take the good work that is being done by these committee members
on all those areas that you have an interest in, I think we have
a bipartisan interest in, in legislation and move that forward. So
we have got some work to do in each of those areas. We are trying
to work through these final points, for example, on the—our fraud,
bipartisan fraud bill and some other issues as well. So look forward
to working with you. Thank you.

Now, Mr. Smith, you are recognized.

Mr. SMITH. Thank you to our witnesses today for your time here
and sharing your insight and expertise. I think between the two of
you, you do have vast insight, perhaps Mr. Slavitt, you bring some
objectivity as a relatively new employee over at CMS.

Let me start. Commissioner Koskinen, the waivers that are of-
fered by HHS or CMS, does IRS keep track of those waivers?

Mr. KOSKINEN. Yes. We have got a very, I think, positive work-
ing relationship with HHS and CMS. And to the extent that ex-
emptions or waivers are created, they get built into our system as
well, and so we are—we need to be aware of those, because obvi-
ously when people file their taxes, that we have a form that allows
them to identify the exemption that applies to them.

Mr. SMITH. What percentage of the American population files a
Federal tax return?

Mr. KOSKINEN. Well, that is a very good—a good question, be-
cause if you are below a certain income level, you are not required
to. We have 150 million returns that are filed every year, and it
is obviously the vast majority. I would be happy to get back to you,
because I have never actually asked that question as to how many
people do not have to file a return.

Mr. SMITH. I mean, because we have heard earlier that, you
know, there are so many great and wonderful things that have
come about, and yet we know that the enforcement of and the ben-
efits perhaps to some, benefits of the healthcare situation here are
offered through the Tax Code. So are there concerns that perhaps
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there might be some beneficiaries out there who would not see the
benefits or the complications associated along the way?

Mr. KOSKINEN. Thus far, our experience has been, as a general
matter, and there are a number of tax credits that have been writ-
ten into the Tax Code that we administer, the vast majority of peo-
ple take advantage of those credits. We do run the earned income
tax credit program, and part of our goal there is to make sure ev-
erybody who is eligible for the credit knows about it and uses it.
In that case, about 80 percent of the eligible people for the earned
income tax credit actually take advantage of it. So I am sure if ev-
erything continues to go as it usually does, there will be some peo-
ple who are eligible for the premium tax credit and support for
health care who may not take advantage of it.

Mr. SMITH. Okay. Thank you.

Mr. Slavitt, let’s talk about the individual mandate briefly. Can
you give us an update on the individual mandate? Obviously the
administration is choosing to stick with the individual mandate in
contrast to delaying the employer mandate. Is that accurate?

Mr. SLAVITT. The individual mandate, yes, is law and we are—
we are administering and implementing the law that way, yes.

Mr. SMITH. And what would you say is a rough, I am not ex-
pecting exact, but a rough compliance rate with the individual
mandate?

Mr. SLAVITT. I don’t think that will be known until after we get
through the year and through tax season, but in any event, I don’t
have an estimation, and I would be happy to try to get one to you,
if it is possible.

Mr. SMITH. So penalties being levied would take place when?

Mr. SLAVITT. I think through the Tax Code, is my under-
standing.

Mr. KOSKINEN. It would be—it would be this year. There is
no——

Mr. SMITH. No. I know. That—that is the how; but the when.

Mr. SLAVITT. During the tax filing season.

Mr. KOSKINEN. It will be when you file your return, on the
1040-A, you will check either I have got coverage or I have a pre-
mium tax credit.

Mr. SMITH. Wait. We are through one tax-filing season where
that question has been asked, correct?

Mr. KOSKINEN. No. It did not apply last year. So the 2014 fil-
ing season for tax year 2013 did not have any requirement for indi-
vidual shared responsibility payment. The first time it will take ef-
fect——

Mr. SMITH. But the question was asked about health care, was
it not?

Mr. KOSKINEN. No. In other words, the tax returns last year
did not have Affordable Care information in them.

Mr. SMITH. Okay. So—but then in this next tax-filing season, it
will.

Mr. KOSKINEN. This coming spring for the 2014 tax year, we
call it filing season 2015, because

Mr. SMITH. Okay. If someone marks “no,” can you share what
happens from that point forward?
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Mr. KOSKINEN. Yes. If you mark on your return that—“no,”
and you don’t—aren’t eligible for an exemption or a waiver, and
there is a form you can fill out, then what happens is you will do
a calculation and you will have the responsibility, the additional
tax for this year is the $95 per individual capped at $250, give or
take a little, for a family.

Mr. SMITH. Would that be considered a penalty?

Mr. KOSKINEN. Well, it is an additional tax. You can call it,
you know—you can call it a penalty. Whatever it is, you will owe
that amount of money.

Mr. SMITH. It is avoidable, you are saying?

Mr. KOSKINEN. Pardon?

Mr. SMITH. It is avoidable?

Mr. KOSKINEN. It is not avoid—it is avoidable if you are eligi-
ble for an exemption, and there are a significant number of exemp-
tions available for people who don’t—who had short—lack of cov-
erage for less than 3 months, people who have particular hardships
can provide that information, some religious affiliations will be able
to provide that information. There are a series of exemptions. So
it is avoidable to that extent, but if you don’t qualify for an exemp-
tion, then you will owe the additional tax.

Mr. SMITH. Thank you. I yield back.

Chairman BRADY. Thank you.

Ms. Black is recognized.

Ms. BLACK. Thank you, Mr. Chairman. Thank you for holding
this very important hearing. I appreciate being a non-member of
this committee and having an opportunity to be able to ask the wit-
nesses questions. And thank you, by the way, for being here.

Commissioner, I want to go back to a line of questioning that my
colleague from Florida was talking about in relation to income ac-
curacy in the filing process. And I think that I have probably—I
think I remember bringing this up the last time we had a hearing
on the oversight, and that was the idea of the E-FLEX Coalition.

Mr. KOSKINEN. I am sorry. E-FLEX——

Ms. BLACK. The E-FLEX Coalition made a specific rec-
ommendation to make the administration of the tax credits more
accurate. They suggested, and I quote, their suggestion is, “giving
employers the option to prospectively file information with the IRS
about the coverage available to employees through an annual cer-
tification process.”

Their letter went on to say, we believe that it is in the collective
best interests of individual Americans, the employers and the ad-
ministration to ensure accuracy—which is what my colleague was
talking about—on such upfront determinations to avoid the sub-
jecting of individuals to unexpected payments of any credits for
which the exchanges incorrectly deemed them to be eligible.

Now, the Treasury during the rule writing process rejected that
recommendation. Do you believe, given what we are going to be
seeing, as my colleague referenced, that sometimes the—especially
for those that are in sales where their income may be here and the
next year it might be down here, that it would be helpful to have
that information prospectively?
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Mr. KOSKINEN. Well, tax policy matters are determined by the
Treasury Department and the Congress. We are just the tax ad-
ministrators, so we follow whatever the rules are.

As I noted, every taxpayer makes an estimate in advance as to
what their income is going to be in the following year and then
they reconcile it when they file their tax return and they know ex-
actly what they earned. Where taxpayers have variety and they
have bonuses or they are on commissions, in the normal process of
filing their taxes, they make estimates, and they generally make
estimates trying to make sure that they don’t owe any more tax
than usual, which means that is why most people get a refund.

We expect that with regard to those who qualify for the premium
tax credit and are applying for an advanced payment, they will ad-
just and make the same kinds of estimates that they make for
their withholding purposes.

Ms. BLACK. But the system is more complicated when you are
having to go back and figure out, okay, do taxes. Now, let’s just say
someone has earned more than what they anticipated. Will there
be a call-back?

Mr. KOSKINEN. Not a call-back. If you have earned more than
you anticipate and you have been getting you advanced pay-
ment——

Ms. BLACK. Right.

Mr. KOSKINEN [continuing]. Paid to your insurance company,
the payment doesn’t come to you, at the end of the year, if you, in
effect, have claimed more of a credit that has gone to your insur-
ance company, you will either have a smaller refund or more tax
owed, yes.

Ms. BLACK. So it will just be withheld from them. That won’t
be—let’s say that they don’t owe—or they are not due a return.
And so what will happen then, because you can’t withhold some-
thing from someone who wasn’t due a return? How will you re-
trgeve the money that has been paid out for an advanced tax cred-
it?

Mr. KOSKINEN. They would be treated the same way any tax
collection process. We would match up, we would determine if there
is an amount owed. The first thing we usually do is send people
a letter saying we see a discrepancy in your return. Can you ex-
plain what the issue is.

In fact, I would just make a plug here. We are trying to make
people understand. We contact taxpayers by letter first. So if you
are hearing from us by phone for the first time, the chances are
pretty good you are not hearing from us. There is a significant
amount of tax scamming going on that we are concerned about.

But in any event, we would advise the taxpayer. And they would
be treated the same way any taxpayer was who had an amount
owing, or at least some apparent discrepancy in what they filed
and what they owed.

Ms. BLACK. It seems so complicated. It seems to me it would al-
most be better for us to say, what was your income this year, and
then having the filing date maybe 2 months after they know what
their income is at the end of the year. So moving the signup to
maybe February so they know what their income was last year and
you can go on that, but it seems like a very complicated system.
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Let me go to Mr. Slavitt on an issue that you did actually men-
tion, and that was the end-to-end testing. And we know that the
end-to-end testing is a critical step in preparing for that successful
2015 open enrollment. Last year the testing occurred far too late,
and we know that there was not time to correct those problems.
And so you did mention that there is a new functionality and you
are going to be rolling that out over the summer. Does this include
testing of the auto enrollment renewal transaction process as well?

Mr. SLAVITT. Yes, Congresswoman, that will be tested. I believe
it is slated in October.

Ms. BLACK. Slated in October.

Mr. SLAVITT. Yeah.

Ms. BLACK. So that is—the——

Mr. SLAVITT. The auto——

Ms. BLACK [continuing]. Signups—okay. And the signups will
begin when?

Mr. SLAVITT. So recall that the auto enrollment functionality
will occur in December——

Ms. BLACK. In December. Okay.

Mr. SLAVITT [continuing]. Because that is when——

Ms. BLACK. You won’t test it until November?

Mr. SLAVITT. We will be—so to give a quick overview of the
process, and I know I am over time, people will have—the begin-
ning of open enrollment is November 15th. People will have an op-
portunity to come back, shop, and select a plan. The functionality
you are referring to is what do we do in the occasion when some-
body is enrolled in a plan——

Ms. BLACK. Right.

Mr. SLAVITT [continuing]. But doesn’t come back.

Ms. BLACK. Right.

Mr. SLAVITT. December 15th, we will automatically enroll them
in their existing plan, presuming that that plan is still offered
through the marketplace.

Ms. BLACK. But you are doing some testing on that as well?

Mr. SLAVITT. We will—we will test, we will test everything.

Ms. BLACK. Okay. So have you worked with the insurers on this
testing?

Mr. SLAVITT. So our initial testing with insurers actually is be-
ginning this week with a group of insurers we call alpha insurers,
and then in early October, we will invite all the insurers to begin
to do their testing, end-to-end testing with the goal to make sure
that when someone comes through the process, at the end of it,
they get an 834 and they can return one back to us.

Ms. BLACK. Okay. Thank you very much.

Thank you, Mr. Chairman.

Chairman BRADY. Thank you, Ms. Black.

Commissioner Koskinen, I just want to follow—I am not sure we
got a clear answer on one part of Representative Black’s questions.
If your income changes or if some reason there is an overpayment
of subsidies, there is a cap on your overpayment depending upon
your income, but if you were given, for example, affordable—offered
affordable insurance at work and you don’t take it, you are not eli-
gible period. The law is very clear that all of that must be repaid.
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Will you be following—following the law in the collection of that in
that instance in the ineligible subsidy?

Mr. KOSKINEN. Yes. If somebody is ineligible and has received
a credit, they will be treated the way anybody else would be in our
compliance process.

Chairman BRADY. No, no, no. The question was, the law in that
case, there is not a cap. All of the subsidy must be repaid. Will you
be following the law in that recapture?

Mr. KOSKINEN. Yes. Wherever we can, we follow the law.

Chairman BRADY. Whenever we can. I encourage you to follow
the law:

Mr. KOSKINEN. Right.

Chairman BRADY [continuing]. In all instances. And I had so
many things going through my mind at that point. Commissioner,
thank you for being here.

Mr. Slavitt, I know my office has reached out to you as well from
a letter that Ms. Black, myself and others sent to Ms. Tavenner in
August regarding the issue of the abortion surcharge, if you recall
from the law that was a sensitive issue. The resolution was that
consumers could know which plans provided those services, to
choose one or the other, and if they did, there would be a separate
charge to that. That was very clear. We sent a letter asking for a
written response from the agency. I would encourage you to encour-
age the agency to respond as soon as possible.

Mr. SLAVITT. Yes, chairman. We are—we have the letter.

Chairman BRADY. Great.

Mr. SLAVITT. We are working on it.

Chairman BRADY. Great. Thank you very much.

I want to thank the witnesses for being here today. There are
still a lot of questions dealing with the law going forward, but we
will work together on this.

I do want to recognize Dr. McDermott for a special notice.

Mr. MCDERMOTT. Thank you, Mr. Chairman. Before we close
the hearing, I would like to say a few words about a departing staff
member, Askia Suruma is leaving the committee after 21 years in
Congress—or working for Congress. He is the staff director of the
Democrats on the committee and the staff director on the Oversight
Committee. Prior to coming to this committee, he was a staff direc-
tor—senior staff director for the Rules Committee and worked with
Martin Frost from Texas. He is leaving to go to George Washington
University, and we are grateful for his time here and wish him all
the best, and please join me in thanking him.

[Applause.]

Chairman BRADY. Thank you for all your hard work.

With that, the witnesses, members do have 14 days in which to
submit questions. Encourage the witnesses to respond as quickly as
possible. Again, thank you for being here today. Hearing is ad-
journed.

[Whereupon, at 11:45 a.m., the subcommittee was adjourned.]
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