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VA MEDICAL CARE BUDGET AND
CONSTRUCTION PRIORITIES

THURSDAY, MARCH 21, 1996

Houske oF REPRESENTATIVES,
SUBCOMMITTEE ON HospiTALs AND HEALTH CARE,
COMMITTEE ON VETERANS' AFFAIRS,
Washington, DC.

The subcommittee met, pursuant to call, at 11:30 a.m., in room
334, Cannon House Office Building, Hon. Tim Hutchinson (chair-
man of the subcommittee), presiding.

Present: Representatives Hutchinson, Smith, Bilirakis, Quinn,
Ney, Flanagan, Edwards, Kennedy, Tejeda, Gutierrez, Bishop,
Brown, and Doyle.

OPENING STATEMENT OF CHAIRMAN HUTCHINSON

Mr. HUTCHINSON. The subcommittee will come to order. And 1
will begin with an apology for being late. This is not the pattern
for this committee and I regret it very much. We had a roll call.
H almost makes one long for the days of proxy voting. But we're

ere.

The subcommittee meets today as of its oversight respon-
sibility to review and discuss the fiscal year 1997 medical care and
major construction budgets. I would like to begin l‘:g stating that
this has been a difficult year from the standpoint of the subcommit-
tee having to formulate its views and estimates to the Budget Com-
mittee without the comparative benefit of the President's budget
submission.

We did receive the administration medical care and construction
submission Tuesday. Although it was somewhat late, 1 was heart-
ened to see that the administration’s medical care request was
within a respectable range of the full Committee's recommendation
to Mr. Kasich, the Chairman of the Budget Committee,

The full Committee's recommendation was an increase of $5056
million over the fiscal year 1996 conference levels. The administra-
tion's request is $61 million less than the full Committee’s rec-
on_llgl:}andatiun, representing an increase to medical care of $444
milion.

Underscoring the importance of the VA research program, I ques-
tion the administration’s efforts to hold the research budget at the
fiscal year 1996 level of $257 million. I'm also concerned about the
Department’s efforts to fund new research initiatives and its com-
mitment to the prosthetic and rehabilitative needs of aging veter-
ans under a level that represents no inflationary or programmatic
growth,
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With the continued emphasis upon ambulatory care and VA's clo-
sure of 2,294 beds or the equivalent of 12 community hospitals in
the last year, I can only register surprise at the inclusion of 2 hos-
pital construction projects in the administration’s fiscal year 1997

uest.

nderstanding the importance of eligibility reform as the key to
reengineering the health care system, I am happy to report that
H.R. 3118, the Veterans' Health Care Eligibility Reform Act of
1996, was introduced Jﬁsterday with the bipartisan support of
Chairman Stump; Mr. Montgomery; my friend and ranking
member of this subcommittee, Chet Edwards; and myself.

Facing a compressed legislative schedule, we intend to move this
bill as quickly as possible. I appreciate the support that your staff
has provided in the ongoing negotiations with CBO and look for-
ward to continued help as we work to make eligibility reform a re-
ality for veterans.

It's been an especially difficult year for those of you who have
had to manage under various continuing resolutions without a firm
assurance of the final budget number.

Dr. Kizer, I commend your leadership and the dedication of the
nearly 200,000 VHA employees who never wavered from the mis-
sion of serving the health care needs of veterans during the shut-
down and throughout this time of fiscal uncertainty. Your accom-

lishments during your brief tenure have been impressive. And I
ve followed with interest the vision, reorganization, and the
other innovations begun under your watch.

I would like to welcome Dr. Kizer, the Under Secretary for
Health. He's joined at the witness table by Mr. Mark Catlett, As-
sistant Secretary for Management and Mr, Chuck Yarbrough, Asso-
ciate Chief Medical Director for Construction Management.

The chair now recognizes the 'r:m.'l{i:m%‘;ninurit:,T member, Mr.
Chet Edwards of Texas, for opening remarks,

OPENING STATEMENT OF HON. CHET EDWARDS

Mr. EpwarDs. Thank you, Mr. Chairman. I'll try to keep this
brief and allow us to make the vote.

Mr. Chairman, I want to thank you for calling this important
meeting and also for your leadership in pushing for introduction of
health care eligibility reform for veterans. I think that's terribly
important.

And I think members on our side of the aisle will work diligently
with you and your staff. And we'll see in the short time we have
left this year if we can push that priority, which I believe is the
top prionty of virtually every major veterans' service organization
in America.

At a time when many Federal programs are taking deep cuts, I
am pleased that the President is proposing to increase VA funding,
and particularly VA medical and construction funding. The medical
care%udget, for example, would increase by nearly $450 million. At
the same time, though, I hope we look at these numbers soberly
because this budget cﬁ:ea have a gloomy side to it.

This funding increase does not guarantee or insure growth. In
faet, it calls for reducing more than 5,100 full-time positions in the
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VA health care system. For those who would call for change in the
VA health care system, this plan would accelerate the pace.

Since 1993 the VA has reduced medical care staff by some 7,000
ersonnel. This plan would nearly double that number next year.
n the last d e, the VA has also reduced the number of hospital

beds that operate by 35 percent, from more than 78,000 to fewer
than 51,000. Further decline should be expected. ]

1 want to commend, Mr. Chairman, Dr. Kizer for the emphasis
he's given to primary care delivery and the improved services vet-
erans are getting in many VA hospitals. I'm hopeful that those im-
provements will continue as VA projects.

We cannot simply assume the VA can keep on doing more with
less. And we cannot be sure that cuts of the magnitude proposed
will not affect patient care delivery. o

Mr. Chairman, we are, in fact, already be‘fmmng to read about
reductions in force taking place at VA medical centers. I would
urge that we monitor closely how those cuts are being carried out
and what impact they have on the very vulnerable patient popu-
lation the VA serves.

I hope members on both sides of the aisle, Mr. Chairman, will
recognize the reality of our terrible budget deficit and the fact that
we must work together to reduce that. At the same time, I hgﬁe
we continue to keep a close eye on how these efforts to balance the
budget are, in fact, affecting care to our betterment.

Thank you, Mr. Chairman.

Mr. HurcHINSON. Thank you, Mr. Edwards.

We've got about 10 minutes left on this vote. What I would pro-

e to do is, with great apologies to these witnesses who have

een sitting here 15 minutes waiting already, if we will go and vote

quickly, we'll come back and allow members to make opening state-
ments.

Mr. SMITH. Mr. Chairman, I'm in the middle of a mark-up, unfor-
tunately, on international relations. If I could just make a very
brief opening statement?

Mr. HuTcHINSON, We'll be glad to recognize——

Mr. SMITH. Thank you, Mr. Chairman,

Mr. HUTCHINSON (continuing). Mr, Smith for a brief statement.

OPENING STATEMENT OF HON. CHRIS SMITH

Mr. SMITH. Let me just say that I want to commend ti,'l:nl.zn, Mr.
Hutchinson, for the exemplary job you have done in leading this
subcommittee, whose work is so vitally important to our nation’s
veterans. These are indeed difficult transitional times. By all ac-
counts, the VHA must make fundamental, systemic changes in the
way it delivers services if it is to fully meet the vital mission that
it has. Reforms that have been proposed by all sides would affect
the most basic managerial structures that have been employed b
the VHA for decades. Despite the fact that no one is satisfied wi
the current system, reforming of the status quo is always difficult.
And again I want to thank you for the very fine work you're doing.

And I would ask that my full statement may be made a part of
the record.

Mr. HurcHINsON. Without objection.
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33[']The prepared statement of Congressman Smith appears on p.

Mr. SMITH. I've read your testimony, Dr. Kizer. It's very fine.

Again, I thank you for this time.

Mr. KENNEDY. Mr. Chairman?

Mr. HUTCHINSON. We have I guess a 5-minute vote after this. It
looks like a series of at least two votes. I just wanted to remind
vou of that,

Mr. KENNEDY. Mr. Chairman?

Mr. HUTCHINSON. Yes, Mr. Kennedy?

Mr. KENNEDY. I apologize that, like Mr. Smith, I have a conflict
that starts just after this next vote as well. | wondered if I could
just share a couple of brief thoughts with——

Mr. HUTCHINSON. I'm a little concerned we're going to miss this
vote.

Mr. KENNEDY. Well, you go ahead and——

Mr. HUuTCHINSON. No. Go ahead and make your brief statement.

OPENING STATEMENT OF HON. JOE KENNEDY

Mr. KENNEDY. First of all, I want to welcome Dr. Kizer. I want
to thank you, Mr. Chairman, for hosting this hearing this morning.

I want to just give encouragement to Dr. Kizer to try and con-
tinue along the lines of reforms that I think he has initiated at the
VA, where we recognize, I think, finally that we're coming to grips
with the idea that the resources that are coming to this committee
are not going to be infinite. And, rather than hoping that we're
going to end up with the pot of gold, we're trying to begin to make
some reforms that deal not only with the eligibility requirements
but also with the fundamental missions that we're going to be ex-
p-ectinf each one of our VA hospitals to be able to take on.

As | understand your plan of creating separate regions, it will
enable the VA to operate much more efficiently and effectively and
perhaps at some point be able to provide some kinds of patient care
that might go directly through the VA and might be able to actu-
ally have some of the patient care being done by other facilities as
well that could end up funneling in a much more efficient and ef-
fective manner the kind of VA health care that I think ultimately
will be best for our veterans and also maintain a separate VA sys-
tem as a goal that I would like to share with you.

I really wish I could stay for your testimony later. And at some
point maybe if you get a few minutes, we might be able to get to-
gether, either at your office or back at mine. All right? Thank you
very much, Doctor.

Thank you, Mr. Chairman.

Mr. HutcHNsoN. Thank you, Mr. Kennedy.

The subcommittee will stand in recess until 12 noon. And I
promise you I'll come back, and I hope the committee can. Thank
you, Dr. Kizer.

[Recess.)

Mr. HutcHINsSON. Dr. Kizer, 1 feel confident that there are going
to be some more members returning. And they may want to make
opening statements at a later time, but I would like the witnesses
to go ahead. And if you'd go ahead and give your testimony, maybe
that will expedite and make it a little easier on your schedule.
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So thank you for being here, and I now recognize you. Dr. Kizer.
Dr. Kizer. Thank wou, sir. I'm sure that if they're not here in
body, they're certainly here in spirit.

STATEMENT OF KENNETH W. KIZER, M.D., UNDER SECRETARY
FOR HEALTH, VETERANS HEALTH ADMINISTRATION, DE-
PARTMENT OF VETERANS AFFAIRS ACCOMPANIED BY MARK
CATLETT, ASSISTANT SECRETARY OF MANAGEMENT; C.V.
(CHUCK) YARBROUGH, ASSOCIATE CHIEF MEDICAL DIREC-
TOR FOR CONSTRUCTION MANAGEMENT; AND W. TODD
GRAMS, VHA CHIEF FINANCIAL OFFICER

Dr. KizER. [ am pleased to have this opportunity to initiate dis-
cussion with you on the fiscal year 1997 budget request for the VA
medical care programs.

In addition to Mr. Catlett and Mr. Yarbrough, whom you were
kind of enough to introduce, I would also note for the record that
Mr. Todd Grams is sitting on my immediate right. He is the Chief
Financial Officer for the Veterans Health Administration,

Mr. Chairman, in viewing the President’s request for VA's medi-
cal care programs, I believe it's useful to first put the proposed
$448 million increase in context with the other two large Federal
health care programs, Medicare and Medicaid, and with regard to
inflation. In brief, the proposed increase in the VA's medical care
budget represents a 2.7 percent increase. This contrasts with a pro-
posed 7.1 percent increase for Medicare and an 11.3 percent in-
crease for Medicaid. This continues the trend of recent years,
where Medicare and Medicaid spending have increased at a rate of
two to three times the rate of increase of VA health care spending.

Also, again, just to put this in some context, I would note that
the projected Consumer Price Index increase in fiscal year 1997 is
3 percent and the projected medical CPI increase for 1997 is 5.2

ercent. Again VA's 1997 Budget request continues the trend of VA
ding increases that are about half the rate of medical care
inflation.

I would also just note in the way of context, that it's important
to understand that the VA is in a critical period of transition, in
what some folks have called the most significant management re-
structuring of the medical care operation since inception of the
program.

So there is a great deal of change going on in the system. And
with the degree of change that is poing on, it is difficult to some-
times achieve the degree of specificity in numbers that we would
all like to have.

Certainly, as we continue with implementation of the integrated
service network structure that we are gutting in dplace, we're goin
to continue to emfhasize improved and increased accessibility an
quality of VA health care, increasing the efficiency with which the
system provides care and heightening the accountability for out-
comes and bottom line results.

You were kind enough to mention in your opening comments that
there have been some promising chanpes and numbers that
indicate the change that's underway. I would expect these efforts
to significantly expand through the remainder of this fiscal year
and into fiscal year 1997. Due to the time constraints on us this
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morning I will not take the time to detail those things here, but
I would certainly be happy to discuss them with you as the hearing
continues,

I would also note that one of the assumptions underlying our
plans for 1996, as well as beyond, was the enactment of eligibili
reform. It is certainly heartening to hear what is happening wit
regard to your leadership in this regard and actions that are being
proposed to move that agenda forward. It's absolutely critical to
making the system go where I think we would all like to see it go.

I would also make a pitch for one other provision that we talked
about last year and which would be very important in helping us
move forward with VA's transition. I'm referring to having in-
creased contracting flexibility and being able to enter into sharing
arrangements with others to help us mold a system that’s most
cost-effective at the local level.

I would also note, just briefly before concluding these comments,
that the budget does include important gain-sharing legislation
that I believe your committee has endorsed in the past. This legis-
lation would provide incentives for the VA to increase its collection
of third party reimbursement and allow us to retain a portion of
those funds to provide medical care.

You also asked that we comment on the allocation of resources
in the VA system. I would certainly want to make clear for the
record, as I have mentioned to you in prior discussions, that the
historical means of allocating resources in the veterans' health care
system has not proved to be equitable and has resulted in uneven
dﬂisatributian of resources in the system. We are trying to address

t.
We believe that ultimately the best way to achieve equity in re-
source allocation is to operate on a prospective capitation model,
However, to correct the inequities that currently exist in the sys-
tem would require a shift of resources that waufd be so large Lg:t
it would, we believe, disrupt ongoing patient care.

And so we have planned to phase this in over fiscal years 1996
and 1997. Hopefully by fiscal year 1998 we will be in a position to
fully implement a capitation methodology. We have established
work groups to develop this methodology.

Let me just conclude my comments now. We'll be hag;;i to try
to answer any questions that you and other members of the com-
mittee have at this juncture in these discussions.

[The prepared statement of Dr. Kizer appears on p. 41.]

Mr. HutcHINSON. Thank you, Dr. Kizer.

We have a number of members who have joined us. So let me
invite them if they have opening statements. Mr. Bilirakis, do you?

Mr. BiLiraKIS, Thank you, Mr. Chairman. I cast that vote and
ran over here, trying to get here at least the same time as you. [
don't know how in the world you made it before I did.

Mr. HUTCHINSON. A lot of practice.

OPENING STATEMENT OF HON. MICHAEL BILIRAKIS

Mr. BILIRAKIS. I commend you, sir, for scheduling this very im-
portant hearing and, of course, to add my commendations as well
as Dr. Kizer and others for the great leadership you've shown on
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the eligibility reform issue. And I welcome Dr. Kizer and his col-
leagues here.

e VA's medical care budget is obviously very important to all
of us, Dr. Kizer, and I know it's important to you. Although I'm
anxious to hear about the President's recommendations for the
VA’s 1997 budget and I guess we've heard most of that, I'm going
to focus nainrenmrka on an issue which is of particular concern to
my state. And the good doctor addressed it somewhat here a couple
of minutes ago. And that is resource allocation within the VA
health care system.

Over the last several weeks, representatives from the wvarious
veterans' service organizations have visited me to discuss issues of
importance to veterans. The number one concern has been, as you
already guessed, the distribution of resources throughout the VA
health care system.

It's not a new concern for our veterans. Since coming to Con-
gress, I've heard from many that moved to Florida and were denied
care at the VA. Prior to moving, these veterans were able to receive
care from their local VA medical facilities. However, once they
moved to Florida—in other words, in their old facility, they were
able to receive care. Once they moved to Florida, which has one of
the lowest rates of non-mandatory care in the country, they're
turned away from the VA because they've fallen into the discre-
tionary care category.

It's very hard for these veterans to understand. We try to explain
it to them. It's hard for them to understand how they can lose their
VA health care simply by moving to another part of the country.
I share their frustrations, and I'd like to think all of us do.

Many of them are forced to move back home to get the care to
which they're accustomed. Otherwise, others simply give up in

despair.

lP]f;ortunater, the situation only appears to be getting worse. 1
found just last week that the West Palm Beach Medical ter an-
nounced that it will no longer accept new patients classified as Cat-
egory C because of budgetary constraints.

The West Palm facility is the second Florida medical center to
implement this gulicjr this year in January. The Dade Pines Medi-
cal Center also began restricting Cate%;:ry C veterans in their ac-
cess to care in order to treat those who have a higher priority.

Mr. Chairman and Dr. Kizer, my veterans also raised concerns
about the impacts of snowbirds. And when we get to talking about
the capitation-based system, I'd like to really go into detail with
you on that.

The snowbirds have in their ability access to the VA health care
system. During the winter months, Florida veterans are literally
crowded out of the s{stem by individuals who travel south to enjoy
our warm weather. I certainly can't blame anyone for wanting to
escape the snowy north. There's no denying that the snowbirds
have a devastating impact on Florida's veterans.

I also have a hard time explaining to Floridians why they have
to wait 120 days, 120 days, for an appointment with the Orthopedic
Clinic in the Gainesville Medical Center or 65 days for an appoint-
ment with the Cardiology Clinic in the Dade Pines Medical Center
when at the same time medical centers in other parts of the coun-
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try are advertising for patients. I believe that information is cor-
rect, literally advertising for patients.

Several recent GAO reports highlight the funding disparities
among VA health care facilities across the country. Three years ago
the Department of Veterans Affairs put in a system known as
RPM, resource planning and management, which was supposed to,
Mr. Chairman, give veterans better access to health care, regard-
less of where they lived. However, according to the GAO, the De-
partment has made only minimal changes in funding allocations
fosregaci]itiea during the two budget cycles in which RPM has been
used.

The maximum loss to any one facility was 1 percent, 1 percent,
of its past budget. And the average gain was also about 1 percent.
In fiscal year 1995 Florida facilities continued to have the highest
number of applications and highest statistics, the highest number
of applications for medical care by service-cnnnect.eg veterans in
the nation. And, yet, the VA expenditures for medical services ad-
ministration for Florida continues to lag behind states, such as
California and New York and Texas, wh.ici have fewer applications
for service-connected care.

The VA implemented the RPM system to correct this very in-
eauity. And, vet, the problem persists. I hope that Dr. Kizer will
address this issue. Possibly he may think the capitation based
might do it. I don't know.

So with that, Mr. Chairman, I will conclude my statement, which
is longer than usual, but I really wanted to make it. Thank you for
giving me the opportunity because it's just so very, very critical
that we solve these problems, Thank you very much.

Mr. HurcHivsoN. Thank you, Mr. Bilirakis. We were just dis-
cussing maybe the possibility of prohibiting those northerners from
ﬁing south at all. I don't know how Mr. Gutierrez might feel about

at.

Mr. BILIRAKIS. Well, when we use the term “snowbirds,” we use
that term fondly. We don’t want to——

Mr. HUTCHINSON. Mr. Tejeda.

Mr. TEJEDA. Thank you, Mr. Chairman, I'd just like to welcome
Dr. Kizer and the others. I do have some questions, but the
come along when we go into it. Thank you very much for being
here and for the information.

Mr. HUTCHINSON, Mr. Gutierrez.

OPENING STATEMENT OF HON. LUIS V. GUTIERREZ

Mr. GUTIERREZ. Good morning, Mr. Chairman. I'd like to thank
you once in for holding this important hearing to discuss medi-
cal care and construction priorities for the upcoming fiscal year.

Dr. Kizer, once again I welcome you to these chambers. [ would
like to commend you for your perseverance in these tough times.
The VA's madical program, as you point out, is undergoing a sig-
nificant restructuring to expand the outpatient accessibility and
provide more efficient care for our nation’s veterans.

However, Congress hasn't exactly been helpful with this task.
Many times budget rhetoric and budget cuts have placed unfair
constraints on the ability of this committee and the Department of
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Veterans Affairs to follow through with plans for an improved vet-
erans’ administration.

The delays in enacting a fiscal year 1996 budget have certainly
added to uncertainty at the VA, Dr. Kizer, I was pleased to hear
you mention the responsibility of Congress to pass eligibility reform
this session.

We made a pledge to our nation's veterans and to your agency
to aid in the overdue restructuring plans of the Veterans’ Adminis-
tration. Without the outpatient eligibility reform you mentioned,
this cannot happen according to the plans your agency and this
Congress have approved.

I'm hopeful this committee, which has worked to produce biparti-
san eligibility reform in the past, will get the job done right away.
I would also like to take this time to raise my concerns about fund-
ing levels for VA medical programs and how these will affect the
restructuring of the system.

As you know, this past Wednesday the Washington Post ran an
article about the bu‘f t with the geadline “VAs Lay Off 10,000
Workers Next Year.” I'm extremely concerned about all the overall
provisions and quality of Federal services to the 2.9 million individ-
uals the VA expects to treat in this fiscal year, especially with this
headline.

With the veteran population rapidly aging, I believe the VA must
become more efficient without diminishing its capacity to ade-
quately serve older veterans’ population. I'm concerned that the im-
pending staff cutbacks and the possible closure of facilities alluded
to in yesterday's article in the Washington Post undoubtedly would
}Jamper the VA’s the ability to do the things we know it needs to

0.
I'm sure that Dr, Kizer and Assistant Secretary Catlett will have
lans to address this issue. So, Mr. Chairman and Mr, Edwards,

look forward to today’s hearing and working with you to ensure
that Congress makes good on its commitment to our nation's veter-
ans, And I will look forward to presenting my gquestions, as my
other colleagues, later on.

Thank you very much, Mr. Chairman, for allowing me the oppor-
tunity to give this opening statement.

Mr. HutcHinsoN, Thank you, Mr. Gutierrez. Mr. Ney.

OPENING STATEMENT OF HON. BOE NEY

Mr. Ney. Thank you, Mr. Chairman. I want to thank you for
holding the hearings. I apologize in advance. I'm juggled between
two engagements.

I just wanted to tell you about one thing. Last week in Steuben-
ville, OH, the VA Director from Pittsburgh, Steve Young, combined
with Mr. Macio, Veterans’ Service Officer, Jefferson County, came
down. I think they do this every 6 weeks. They donate their time
and come to the VA, where they set up kind of a health fair, take
problems on the spot, the veterans have, in spite of a day's work.

I just want to tell you the VA has done an admirable job of Sat-
urday visits around Pennsylvania and Ohio and I guess just to
stress, too, that downsizing, whether it's from previous budgets or
whatever is going to occur out of Congress at this point in time,
1 think we've got to be cognizant that this is the local level, to peo-
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ple out there across the country, whether it's in your organization
or ours, because I do think the{re real people and you want to lis-
ten to them, not have a glazed-over lmg: thinking, “When is this
going to end?” but actually listen to what they do on the front fir-
ing line. I believe we're going to learn a lot. It works out here in
the Federal Government, too.

Sometimes when we're in a change—and I'm going to submit
some questions to you later, correspond with your office, but [ also
think that the big issue is the third party recovery and what you
can be able to have with that and to be able to continue health
care. | think we're going in the direction that we should be in a
sense of looking at as much as possible a base. I'd like to thank
you for that.

Also one ongoing item that I think we've always got to be cog-
nizant of as technology gives here, talking about computerization,
what we can do with gat, and [ think that can save a lot of money,
also take a lot of aggravation, whether it's the snowbirds—we'd like
to keep them nnrtﬁ, believe me, but no matter where you're at in
the country, to be able to have high-tech ability in terms of veter-
ans, that will be an ongoing process we've got to come to terms
with, spend our money wisely on that end.

Again, I appreciate you working with us.

Mr. HuTcHINSON. Thank you, Mr. Ney. Mr. Doyle.

OPENING STATEMENT OF HON. MIKE DOYLE

Mr. DoYLE. Thank you very much, Mr. Chairman, and thank you
for holding this hearing today. Let me start by apologizing for not
being here and for the Fnct I'm going to have to leave. E’:: testifying
over in the Science Committee. But, like many members running
back and forth, I do want to give a brief opening statement.

I would like to begin by thanking Secre Brown, Dr. Kizer,
and everyone who works for the Department of Veterans Affairs for
doing their utmost during the budget battles and shutdowns to see
that the services we guaranteed for our veterans were delivered as
best as could be expected considering the circumstances.

Throughout the Bittsburgh area and all of western Pennsylvania,
an area with one of the largest veteran populations nationwide, the
impact of veterans' services was felt. But lpbelieve there was a gen-
eral recognition that DVA was doing ever{thjng possible to mini-
mize the problem. And hopefully we won't have to go through that
again.

As we begin to look at the fiscal year 1997 veterans’ budget, I
hope there’s a better recognition here in Washington that we
should not be targeting the DVA budget as a source of savings.
While there are undoubtedly areas we can lock to for improved effi-
ciency, that effort should not serve as an excuse to eliminate essen-
tial programs that are in our jurisdiction.

I just want to go on record today as expressing my gratitude to
the administration for continuing with the environmental improve-
ments at the University Drive VA Hospital in the Oakland section
of the City of Pittsburgh. Although this facility is not in my dis-
trict, it serves many veterans that I represent. This is a lunﬁlmrep
due initiative to get back to a base level of patient care quality in
what could become an obsolete and somewhat unsafe facility. I
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want to point out to the members of this committee, too, that this
ﬁ\ ject has been the subject of extensive analysis and is one of the
ighest priorities in the Pennsylvania veterans' community.

With that, Mr. Chairman, [ want to thank you very much for this
time for an opening statement. And thank you for holding the hear-
ing today.

r. HurcHINSON, Thank you, Mr. Doyle. Mr. Bishop.

OPENING STATEMENT OF HON. SANFORD EBISHOP

Mr. BisHoP. Thank you very much, Mr. Chairman, ranking mem-
ber. I'm pleased to be with you today. And I'm hopeful that this
year will be a good one for our veterans in need of health care.

I would like to take the time to welcome Dr. Kizer and the rep-
resentatives who are testifying here today. I send my best regards
to Secretary Brown.

I'm very pleased with the $17 billion appropriated in the admin-
istration's t?&cal year 1997 budget for health care for veterans, but
I am concerned with the VA's proposed downsizing causing the loss
of 10,000 jobs that would serve veterans’ needs, as referred to by
m¥ colleague Mr, Gutierrez.

understand that the VA budget calls for overall increases of $1
billion, but our concerns center around the Department’s plan for
the new VA, splitting the VA hospital system into 22 regions. Many
of our veterans wulﬁd be adversely affected if the transformation
is not done properly.

Our veterans deserve the highest priority, with adequate health
care being the number one concern. It is my hope that the fiscal
year 1997 budget will continue to allow us to reach the goals of:
one, providing America's veterans with access to a full continuum
of health care services; two, operating the VA hospitals more effi-
ciently; and, three, funding construction needs at the VA hospitals.

Again, I want to take the time to thank you, Dr. Kizer, and the
Department of Veterans Affairs, all of the employees, for the great
job that you do. While many agree that the VA can use even more
funding, especially for medical care, this budget does move the De-

artment forward in its commitment to provide the best possible

ealth care services for America's veterans in the most efficient
and cost-effective way, although we must be sure that quality of
care does not decline.

Thank you very much.

Mr. HuTcHINSON. Thank you, Mr. Bishop. Mr. Flanagan.

OPENING STATEMENT OF HON. MIKE FLANAGAN

Mr. FLANAGAN. Thank you, Mr. Chairman,

I, like Mr. Doyle, have 32 other pressing things to do today, but
I'm happy to come and %e a brief statement and listen to some
of the testimony of Dr. Kizer. And, again, I have certainly read
your statement. It is a good one.

I would like to join my colleagues on this committee and welcome

ou, Dr. Kizer and also the Department of Veterans Affairs, Mr.

ark Catlett, Assistant Secretary of Management in the Depart-
ment of Veterans Affairs; Mr. Chuck Yarbrough, Associate Chief
Medical Director for Construction Management. Thank you for tak-
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ing the time to come before this subcommittee today with the fiscal
1997 budget reqllilﬁst for the VA medical programs.

I would also like to thank you, Mr. ghmrmnn. for your leader-
ship in holding this hearing today.

It is imperative that we work together to ensure veterans im-
proved quality and accessibility of health care. I am eager to work
throughout the upcoming year to pass reforms that w:ﬁe assist the
VA in providing America's veterans with the quality health care
that they have earned.

I think we all recognize the dramatic role our veterans have
played in shaping our history. It's kind of a remarkable fact that
we forget here occasionally, but not once did any of these veterans
debate the potential cost of their service. I think it is our duty to
provide them with the best health care and most efficient health
care facilities possible. They have earned our continuing attention
and support.

I look forward to it. I believe in the end, as Mr. Bishop has ob-
served, Mr. Gutierrez has as well, veterans will receive the highest
priority we can provide in Congress. And certainly health care has
to be number one among that.

Thank you si%ain, Mr. Chairman, for these hearings today.
Thank you, Dr. Kizer, for coming.

Mr. HurcHINSON. Thank you, Mr. Flanagan.

I'm going to ask us to abide by the 5-minute rule in our question-
ing, rather than 10, just because we're starting so late, And we'll
give an opportunity to go around a second time if there are ques-
tions still remaining.

Dr. Kizer, let me begin by picking up on I think what Mr.
Gutierrez mentioned. I tilmk {‘Ir. Bishop may have mentioned this
and others. And that's the headline that appeared regarding the
10,000 positions that could be RIFed.

My understanding is that in the last year the management of 17
hospitals was merged and that you have asked for and received
from the Secretary authority to RIF up to 10,000 positions.

Could you describe for the subcommittee how large a reduction
you actually expect under that authorization that you have re-
ceived and what types of positions will be targeted in the RIF? And
in your %pinion will this reduction necessitate the closing of any
hospitals?

Dr. KizeR. I will address as much of that as I can. At the outset
I would note that the budget assumes that our FTE level will drop
about 5,000 in fiscal year 1997. I'm not exactly sure of the genesis
of the figure that was headlined in The Washington Post since I
was not at the event that generated that fipure. We have pre-
viously discussed our needs in this regard with the Office of Man-
agement and Budget and with the Secretary. As we restructure
and redirect our workforce, we have used a figure of between 5 and
10 thousand as a planning figure, if you will, of the potential num-
ber of employees that might be affected.

Now, in many cases this involves what we consider workforce tai-
loring. As we move to managed care or primary care, in many cases
what we need are more primary care givers, generalist physicians,
nurse-practitioners, physicians' assistants, as opposed to specialist
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types of positions that we currently have. So we need to change the
mix

As we have merged facilities and as we expect to consolidate or
integrate additional facilities in the upcoming year, we find that
there are redundancies in both administrative personnel and in
some cases clinical services. We no longer need the same number
of individuals in those categories that we did before. And so if we
can save some funds by having one service chief manage the serv-
ice at two facilities, then we're reinvesting those funds in clinical

care.

We're looking at the complete array of VA staff. At this time it
is not possible to give you a precise depiction of either the number
or the specific breakdown of personnel categories.

But as we transition the system to a primary care, ambulatory
care-based system and as we merge management, try to eliminate
redundant administrative positions and turn them into care givers,
there is going to be a flux in our workforce.

The number that was given represents what I would consider an
outside parameter, for what may occur in fiscal year 1997.

Mr. HUTCHINSON. And do you anticipate that it will necessitate

c]aain%{lauy hospitals?
Dr. KizER. The number per-se would not be a factor that I would
consider as necessitating closure of a hospital. It is quite possible
that we may come forward with proposals to close l}ajr:ii.itie:;,, but
that would be based on finding better ways of meeting those health
care needs. And so the number of FTE llpa -se would not be the
driving force in the proposal to close a facility.

At this time there is no specific proposal on the table. But I cer-
tainly would not rule that out in the future.

Mr. HUTCHINSON. I guess this should be addressed to Mr.
Yarbrough. Please describe the major construction priorities for fis-
cal year 1997 and how the Department arrived at that list of prior-
it}iﬁl‘ jects. Anybody like to address that?

. YARBROUGH. There is a fairly well-established, long estab-
lished prioritization methodology, which until last year included
some program emphasis weights that added more emphasis, as the
title would describe, to certain projects that were considered by the
Under Secretary and the Secretary to be important. We stopped
doing that and now compete the projects within modernization, pa-
tient environment and ambulatory care categories.

It's quite a detailed methodology. It's a model. It's not perfect. I
don't &unk anybody that is familiar with it and uses it believes it's
perfecjn. And, of course, it does cull some projects out and leave
B0me 1n.

Mr. HuTcHINSON. Let me get this question asked before that red
light comes on. There are two major hospital projects that are in-
cluded in the fiscal year 1997 request, Travis and Brevard. In light
of the bed closures, which I think were 2,294, the cumulative drop
in beds g)’stem-wide during the last 15 years, about 40 ent, the
whole effort to move toward ambulatory care, what's the justifica-
tion for 2 major hospital projects?

Dr. KizER. Those two projects reflect the Administration's view
of the need for those facilities in those geographic areas. I don't
think that our move towards ambulatory care is in any way af-
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fected by the fact that we're also looking at constructing a couple
of inpatient institutions, one of which is a replacement hospital.

I would also note that while we closed 2,309 beds last year, in
the first tiuarter of this year we will have closed another 2,070
beds. So clearly the trend and the direction of movement towards
ambulatory care is not only continuing, but it has accelerated.

Now, you could compare our proposal to a private sector example:
Kaiser Permanente, which is often held out as the gold standard
for frugality in hospital construction. They currently are building
or have just finished four new hospitals in the State of California.
They are indeed a model, if you will, for ambulatory care. But as
they try to address the needs of their beneficiaries, they find they
also need inpatient capacity in some areas.

In the Community of Roseville, CA, for example, which is near
where I'm from, the Roseville Community Hospital or the Commu-
nity of Roseville is building a new hospital that is within a mile
of a new Kaiser Permanente Hospital. So you have two hospitals
in a relatively small community.

Or take a town like Las Vegas. Las Vegas has three new hos-
pitals under construetion at this time, probably because of the shift
in population that's occurring there. In Phoenix, which has a hos-

ital bed occupancy rate in the private sector of 58 percent the

ayo Clinic is building a new hospital. And in Chicago, certainly
not viewed as being under-bedded, Northwestern University is
building a new $700 million hospital.

So the fact that we are, as is the private sector, moving rapidly
towards an ambulatory care-based system does not mean that we
don't because of population shifts or replacement needs, have the
need for some hospital beds as well.

Mr. HUTCHINSON, We might follow that up another time. Thank
you, Dr. Kizer. Mr. Edwards.

Mr. EpwarDS. Thank you, Mr. Chairman. Dr. Kizer, thank you,
and the others, for being here today.

I'd like to ask the question: If you assumed we didn’t change the
eligibility rules for VA medical care—and I hope we will, and I will
be working with the chairman to try to do that—if you assume we
didn’t, can you tell me over the next 5 years or so how the combina-
tion, perhaps the decreasing number of veterans with the increas-
ing number of aging veterans, affects the total demand for health
care services?

It seems we always compare this year's budget to last year's
budget, and to inflation rates. And that's important, but we also
ought to compare our budgets to whether the demand is in net ef-
fect decreasing or increasing. How far into the future can we see?
And what does that future look like to you, Dr. Kizer?

Dr. KizER. Everybody's crystal ball for the future of health care
is cloudy. But, having said that, I would just note that often the
connection is8 made between the number of veterans; i.e., the de-
creasing number of veterans, and the needs of the veterans' health
care system.

That comparison overlooks the fact that most veterans aren't eli-
gible for care in the VA in the first place. Indeed the majority of
veterans functionally are not eligible for care in the VA.
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So the reality is that the decreasing number of veterans is not

connected to the demand for care in the VA. The demand for care
in the veterans' health care ﬂgatem continually goes up. Each year
for the past several years we have seen an increased number of pa-
tients served.
Eligibility today is confined to essentially service-connected indi-
viduaﬂ and poor folks. The VA has become EEEEnﬁBll]l] a key com-
ponent of the Federal safety net. That demand certainly is increas-
ing as the existing veteran population ages.

f we look just at health care in general, the demand for services
as the population ages, as it goes %rum, say, age 65 to 80, the de-
mand for services typically will go up 4 to 9 times.

So if we look at our veteran population, in fact, by shortly after
the year 2000, 40 percent of our beneficiaries will be over the age
of 65. Clearly the demand for both acute care services as well as
long-term care services is going to substantially increase.

r. EDWARDS. Knowing that it takes subjective assumptions,
have you tried to project that out into the future for 4 or 5 years
using some sort of numbers?

I mean, as this committee tries to plan how much is enough for
health care, if we could assume accurately the demand was going
down and a frozen budget would actually be increasing perhaps,
care for captive, the demand, in the contrary, is actually guing up
significantly because of the fact, as you mentioned, that we're going
to have to look very carefully at how we define those resources.

Dr. Kizer. Well, we've tried to do some of that. It's complicated.
And based on other health care systems that I've worked with,
there is nothing that compares to the VA because we have these
very byzantine and arcane rules about providing care in predeter-
mined settings.

It would be vastly easier if the intent and the policy of the Con-
gress were that the VA should provide care for whatever the de-
scribed or prescribed population were in the most cost-effective set-
tiri% that’s clinically appropriate.

we had that type of policy and guidance, it would be much
easier to do projections as to exactly how you could structure dol-
lars to provide the most amount of care in outpatient settings,
home settings, day care, and a variety of other venues. We could
then tailor our services to provide just the right amount of care at
the right time in the right setting for the right cost.

Mr. EDWARDS. Very good. Can I ask you also: Where are we now
in the consclidation process? And have you had enough time to
start to evaluate whether that process has impacted for better or
for worse VA medical care?
_ Dr. KiZER. Last year we initiated the consolidation of 18 facilities
into 8. One of those is fully completed at this point: the Palo Alto
and Livermore consolidation. With the initial consolidation, there
was something like 42 positions that were identified immediately
as being redundant, which translated into a cost savings of about
$2.2 million. The expectation is that as that consolidation or inte-

ation matures, that there will be significant further savings
1dentified,

In upstate New York, where another consolidation or integration
is rapidly progressing, they have been able to identify a similar fig-
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ure of redundant positions, which equated in that case to a savings
of about $1.5 million. That was then redirected to patient care.

We're seeing similar sorts of experiences elsewhere, although the
exact numbers may change. Clearly one of the things that we have
to do as we move forward is to identify these integration opportuni-
ties, where we can manage two or three or more %;l;::ilitias with one
management structure and in doing so eliminate redundant posi-
tions, and translate the savings from those excess personnel into
more clinical care,

Mr. EDWARDS. Thank you. Thank you, Mr. Chairman.

Mr. HurcHINSON, Thank you, Mr. Edwards.

If I could just follow up on one thing Mr. Edwards brought u
about dec].in.ini or you mentioned, declining veterans’ population
I understand there are many factors in the aging and the need for
more acute services that would affect the budget part.

But even among the eligible veterans, your jections are that
there would be a %lecrease in the number of eligible under current
E:l.iﬁil:n:l]il:.:.-r rules. Is that correct?

r. KizER. The gap between the number that we currently serve
anddthe total eligible is so wide that functionally they're not de-
pendent.

Mr. HUTCHINSON. It might be debatable what relationship there
is, but if those currently eligible—which is what? 2.6, the vets
using the VA?

Dr. Kizer. It's about 9.5 million.

Mr. HUTCHINSON. Are eligible?

Dr. KizER. They are the service-connected and/or low-income
veterans.

Mr. HUTCHINSON. But your projections would be that that num-
ber would be decreasing?

Dr. KizER. That number is decreasing as well, yes.

Mr. HUTCHINSON. Mr. Bilirakis.

Mr. BiLIRAKIS. | thank you, Mr. Chairman.

Yes, that number is decreasing as well, but if we go to particular
geographic areas, we don't find that number decreasing. l}ﬂnﬂ’t that
true? Obviously I'm referring to states like Florida.

Dr. KiZER. Sir, as you were kind enough to note already, and as
I pointed out in my opening comments—and this is where 1 believe
you're going—the resource allocation methods that have been used
in the past have not been equitable.

I inherited a system that the VA recognized it was inequitable.
It tried to make some changes. It hasn't worked out the way that
some would hope. We are now putting in place a new allocation
methodology that I believe will address your situation. The poten-
tial shifts in resources are considerable.

Since we don't want to disrupt care for those who are currently
receiving care in other areas, we are Oghasing the new methodol
in over a 2 to 3-year transition period to get to where we think it
would represent an equitable allocation of the funds that we have.

Mr. BILIRAKIS. Doctor, I intended to commij before I even
asked that question or any question and inly also to express
how I just know, I really believe ve atr:mgéi, you have a darn
tough job. If anybody doubted that, they have to do is take a
look at this quote in the newspaper, in the Post, when if you were
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asked if the VA would consider closing hospitals, you said, “The
real question is not whether the VA will do it but whether Con-
gress will let the VA do it.” That kind of says it all. There’s no
question about that.

Dr. KizER. What's the answer? [Laughter.]

Mr. BILIRAKIS, Coming from Florida, I would let you do it. I have
no idea whether those would take place elsewhere, but I also can
understand. We all are fending for our veterans. We are fending for
our congressional districts. We're fending for our veterans.

And a veteran in New York State, Pennsylvania, et cetera, et
cetera, where they have an awful lot of vacancies generally in their
wﬁes' is just as important as a veteran in Florida. And I realize

at.

And I commend you for coming up with this idea of this capita-
tion system. I remember a few years ago the VA came up with the
DRG concept. And that was supposed to solve this problem. Then
we have this resource-based concept. And that was supposed to
gulve the problem. And now we hopefully will have the capitation

ase.

You say that will be in place by 1998. Do you mean fiscal 19987

Dr. Kizer. Our goal is to have it in place by fiscal year 1998.

Mr. BiLIRAKIS, Well, now, why couldn’t we have it in place at the
latest by fiscal year, by the start of fiscal year, 19987 I mean, what
are the problems? You know, I guess if you share those types of
problems with us, maybe we can understand a little better why it
might take a little bit longer than we sometimes think it should.

r. KIZER. Well, we had set this out as a target in fiscal year
1995 and then made some assumptions about what our budget
would be in fiscal year 1996. Because we have to make real world
spending decisions based on what our budget will be in fiscal year
1996, we're still not sure as we continue to operate under a series
of continuing resolutions.

And so that’s one factor that complicates our decisions for fiscal
year 1996, We don't know exactly what we're going to spend this
year. It makes it harder to actually shift funding,

Mr. BILIRAKIS. Get the President to sign the bills, sir. Then we
wouldn’t have these——

Dr. Kizer. I imply nothing other than the facts.

Mr. BiLIRaKIS, I know politically the problems that would take
place there, but we're talking about shifting the resources when
you talk about capitation.

When you refer to capitation, you mean true capitation. In other
words, I mentioned the snowbirds, very fondly the snowbirds, in
my opening statement. So those people taxing the facilities in Flor-
ida, the Florida facilities then would receive credit for it.

Dr. KizER. You hit upon one of a number of nuances that, frank-
ly, we're having to write the textbook on. If you're in a managed
care program, capitation means you have a body that you're re-
sponsible for. And a certain amount of money goes with that. And
you know what your service area is and what your facilities are,
et cetera.

The snowbirds are a good example of where funds may be allo-
cated or they may come from an area in the Northeast, where ulti-
mately they end up part of the year getting their care in the South-
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east. How do you capitate or allocate funds in a way that addresses
that behavior, which is quite different than what is the basis for
capitation in private sector managed care?

We also have some other things that make it more difficult in the
gense of some of our special populations or special service needs
that are very high risk, high utilization. How do you come up with
an appropriate capitation rate for them, even though numerically
they're a relatively small part of the overall service population?
How do you achieve the balance and equitably fund those, support
those services, which are critical to the VA, but at the same time
address the special needs that go with those service populations?

So we're wrestling with some issues that, frankly, the private
sector has not yet addressed.

Mr. BiLirakis. Well, sir, if we're talking about true capitation, I
guess basing it on the prior years that statistics in terms of allocat-
ing the dollars would be—well, let me go into the third party reim-
bursement.

How much money does the VA—I guess my time has expired,
hasn’t it? I'll stick around for another round. Thank you.

Thank you, Mr. Chairman.

Mr. HuTcHINSON, Thank you, Mr. Bilirakis. Mr. Tejeda.

Mr. TEJEDA. Thank you, Mr. Chairman.

Currently, Dr. Kizer, the VA is authorized to collect co-paymenta
from veterans and reimbursement from insurance companies for
veterans, non-service-connected cases. The collections are deposited
in the U.S. Treasury and are not available to the VA to expand and
improve health care.

It's my understanding that the gain-sharing proposal, which
would require a legislative change, would enable the VA to retain
25 percent of the collections for Category A veterans; that is, serv-
ice-connected veterans, and 100 percent for Category C veterans;
that is, non-service-connected veterans, after a baseline level of col-
lections are achieved,

The question I have is: Will the individual facilities be able to re-
tain all or a majority of the monies they collect above the baseline?

Dr. KizER. We haven't come to final closure on that issue. Cer-
tainly the intent would be that the bulk of those funds would stay
with the facility. Again looking at it from a national system point
of view, some places or some facilities would have much more op-
portunity to capitalize on those funds than others because of the
local demographics of the population that they serve.

And one of the issues that comes up that we've not, as I say,
come to final closure on is: How can we somehow both reward the
facilities for being aggressive and going after as much of that as
possible but at the same time try to achieve some balance or equity
in a system for those other facilities, i.e., other parts of the country
that would not have the same opportunity to recover funds just be-
cause of the local circumstances.

So we, as [ said, would want the bulk of those funds to go to the
facility making the collection. Exactly what the mix might be is
something that we have not come to closure on.

Mr. TEJEDA. Thank you,



18

The proposed increase in health care funding does not cover, in
my opinion does not cover, inflationary and payroll increase. How
do you envision the VA making up for the shortfall?

r. Kizer. Well, that goes to the heart of many of the things that
we are tryixé]; to do in restructuring the system. We need to achieve
as much efficiency as sible because your observation is quite
correct. The medical CPI is projected to be 5.2 percent in 1997. And
the increase in medical care appropriation is 2.7 percent. We're at
half of what inflation will be. cP so we're going to come out on
the short end of the stick.

Indeed that has been the case for many years in the VA. So we
need to achieve efficiencies wherever pnssih:{e. If we can merge the
management of facilities and, in doing so, redirect funds from ex-
cessive or redundant management personnel to clinical care, we
need to do that.

If we can save money in how we handle our pharmaceutical prod-
ucts through things like the consolidated mail-out pharmacy pro-
grams we need to do that. We have now been able to demonstrate
about $1.25 savings per prescription, which on the 11 million pre-
scriptions that they wﬂ]p mail out this year, equates to about a
$13.75 million savings. As we finalize our prime vendor program
this year, we hope to achieve about a $20 million in savings tirere.

We hope to achieve as many efficiencies as possible to try to
maintain the level of care or the number of patients that we're tak-
ing care of. You have hit the nexus of the problem. How do we do
that? We're trying to do it through better management.

Mr. TEJEDA. C?ne last question. And that is: At facilities that
have already derived significant savings through integration, do
you envision those facilities having to find additional savings to
maintain their current level of service?

Dr. KizER. In some cases that's quite possibly going to have to
happen. With the implementation of the E";SN management struc-
ture with the concept of an integrated service network, instead of
those decisions being facility-based, which often skews how you
would make your decision, we are looking at how a population can
best be served by a number of facilities and not just individual fa-
cility based impacts.

If we can integrate those facilities and the personnel pool our re-
sources and allocate them in a way that best serves the needs of
the overall population that has to be served we can minimize those
impacts on our patients.

Mr. TEJEDA. 'I.Ehanllcdvuu, Mr. Chairman. Thank you, Dr. Kizer.

Mr. HUTCHINSON. Mr. Gutierrez.

Mr. GUTIERREZ. Thank you, Mr. Chairman.

Dr. Kizer, I've learned th.rnu%‘l conversations with veterans in
my district that Chicago area VA hospitals are deliberating the
possible shutdown of inpatient substance abuse treatment pro-
grams. In particular, I've received letters concerning the possible
shutdown of the West Side VA Inpatient Substance Abuse Center.
The center now aids 380 veterans on an inpatient basis and more
than 500 veterans in its outpatient facility annually.

I understand the VA's proposal of eliminating functions in the
VA hospitals sharing a similar geographic base. I also recognize the
VA's intending to shift many of its functions from an inpatient to
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an outpatient basis. However, I'm very concerned about these po-
tential cuts.

So could you offer this committee some insight into the future of
the VA's substance abuse programs, given the restructuring of the
VA in general? And can you describe the situation in regards to
how it will affect the Chicago area hospitals? And is it true that
the VA has such plans?

Dr. Kizer. Currently, at our facilities in Chicago as well as else-
where, we're discussing those sorts of things. The real issue is the
outcome. Is the outcome that is achieved fﬁom inpatient substance
abuse treatment better than the outcome that's achieved through
outpatient substance abuse treatment as measured by recidivism
rates, return to employment, et cetera, et cetera?

The science, or t%e data to date, suggest that there re is no
difference in outcome between inpatient and outpatient substance
abuse treatment programs. So the question is: How can we provide
for the needs of those folks who have substance abuse problems
that need treatment? In some cases they don’t have housing or
other things. And the question is: Do we need to provide them a
bed in an acute care hospital to do that or could we do it through
some other arrangement?

And this same sort of question is being asked with PTSD pro-
Frams and others. And if you can’t demonstrate that there is clear-
t{l a therapeutic advantage to the inpatient program, and you know

at those inpatient programs cost markedly more than out;];atimt
programs, how can we then provide the same therapy but also ad-
dress some of the other needs and go forward?

That's why we're looking at: How can we increase our h 1 or
hotel capability? How can we increase our residential care
capacity?

Indeed one of the issues in the eligibility reform legislation—
right now we're precluded from having residential care. It may be
that, instead of putting somebody in a $500 a day hospital bed you
can put them in a $50 a day house bed and provide for their hous-
ing need. At the same time they're getting their therapy for their
substance abuse or PTSD or whatever it may be. So we achieve the
savings there and still provide the treatment.

Mr. GUTIERREZ. So, if I understand you correctly, they are look-
ing at restructuring the outpatient and the inpatient and how
that's allocated? But you're finding better, more efficient ways to
take care of those veterans who do need inpatient care but maybe
not in the hospital setting?

Dr. KizER. That's correct. We're looking at the opportunities for
doing that. In some cases we need to renovate wards or whatnot
into what may be viewed as hotel capability—i.e., self care units.
In other cases—I'm talking now from a national perspective—we're
looked at things such as just renting hotel rooms or having hotels
or motels designate certain space that would be available.

We're looking at everything from Ronald McDonald Houses to
Fisher Houses, to the whole panoply of options where when pa-
tients need housing or accommodation, but they don't need acute
hospital care, how can we provide for those needs but without the
expense that goes with a bed in a hospital?



21

Mr. GUTIERREZ, Very good. Wednesday's article that I alluded to
in my opening statement mentioned that the VA's restructuring
may also affect o heart surgery programs offered by three Chi-
cago area hmpitaf:nHaa the VA already developed plans to restruc-
ture these iprograms in Chicago? And, if so, could you provide me
with the information on those plans?

Dr. Kizer. No, we don't have definite plans at this point, but it
is something that is being looked at not only in Chicago but else-
where, Certainly the experience in the private sector has shown
that quality of care, and heart surgery in particular, often goes up
with higher volume. We obviously understand why that might be
the case.

If we can provide the service in the Chicago area at one facility
or two facilities and in doing so meet the needs but not have the
expense of having it at three facilities, that would make good man-
agement sense.

So the issue is not taking care away, but: Can we consolidate it
at one or two facilities and, in doing so, both improve quality and
reduce costs?

Mr. GUTIERREZ. Because of the time, I'm just going to hand my
third question over to Dr. Kizer. And he can just respond in
writing.

Thank you very much, Dr. Kizer. Thank you very much, Mr.
Chairman. I'll give you Question Number 3 here to your staff
Thank you very much.

Mr. HuTcHINSON. Thank you, Mr. Gutierrez. Mr. Bishop.

Mr. BisHOP. Thank you very much.

Dr. Kizer, let me you your understanding of the 1997 health
care priorities. Does it allow for the funds that you feel are nec-
ess to accelerate prioritizing resources towards better health
care for veterans?

Dr. KizER. Let me try to answer. I'm not sure [ totally under-
stand your question.

Mr. BisHoP. I just want to know whether you think that the
budget as it's being offered gives budget priorities, budget priorities
for health care are funded well enough under the proposed budget.

Dr. KizER. I've learned a couple olg things over SIE years. One is
that you can always spend more on health care, no matter who you
are in what setting. I think that the budget that has been proposed
recognizes and has made a good judgment in trying to balance the
needs of both providing health care and sustaining the system
while at the same time recognizing the needs to address the Fed-
eral budget deficit and those issues.

We are also, as has been discussed some here today and in other
settings, trying to move as rapidly as we can to make the VA as
efficient a tﬁmvider as possible. We believe there are significant ef-
ficiencies that can be achieved. We don't know at this point what
the entire extent of that will be. But we're certainly going to try
to move the system as quickly as possible so we both provide high-
quality care as well as very cost-effective care.

Mr. BisHOP. The article that we've alluded to indicating the pos-
sible reduction of 10,000 workers raises the question in my mind
and I'm sure raises the question in the minds of a lot of veterans
and their families as to whether or not this type of cut is really
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going beyond trimming fat and actually cutting down to the bone
to the extent that it will compromise services that veterans need
in order to have quality health care. I don't know the answer to
that. I'm asking you that, and I'd like you to address it.

Say that you will lose 10,000 Emplu ees across the veterans'
health care system that now are providing services to veterans,
which would be, even as we speak, not adequate. To cut 10,000, it
seems to me that that's ing to really be cutting into some vital
organs in the body of the E]alt.h that we're delivering to.

r. KIZER. Agam as I mentioned before, I wasn't present at the
setting where the question was asked and the answer given the
other day. What we have talked about in the past is the need to
tailor our workforce as we move forward and do some things dif-
ferently that may result in the need for RIFing or reducing 5 to 10
thousand people. But in that regard, I would add that the net loss
would not be that much.

For example, as we move towards primary care and if we need
some more general internists or nurse-practitioners or physician
asalata.uts and we don't need some subspecialists or specialists, we

have to RIF or restructure our workforce. However, we would
be ringing others on board to accommodate the new 'VA health
EI Fl';:[dn needs so that the net loss would be less than the number

Mr. BisHop. What you're suggesting is a reallocation. While it
may on paper appear to be that 10,000 jobs have been lost, you're
saying that, in point of fact, you don't anticipate that it would be
10,000.

. [PE!EI Kizer. No. In fact, we have budgeted for a reduction of about

Mr. BisHopr. Which is half of—

Dr. KizeR. Which is significant, yes.

" Mr. BisHoP. Instead of the whole heart, just taking half of the
eart.

Dr. KizER. We do think there are significant staff efficiencies
that can be achieved without a decrement in care. And we're mov-
ing in that direction.

r. BisHOP. The other line of questioning I would like to deal
with is the community-based services, homebound services for vet-
erans, which could eliminate the cost of some inpatient services.
What do you do in situations where veterans are not physically lo-
cated near a VA facility?

Dr. KizER. What has been done historically is they either went
without care or they traveled long distances to Eet the care.

Mr. BisHoP. Do you have anything in the budget that would
vide for additional transportation or to help the SGE because t E}’
provide transportation for their members? Since you're going to be
downsizing and since you're going to be cutting back ang you want
it to be community-based, somehow there's got to be some transpor-
tation I would think modes in there someway.

Dr. Kizer. There are a number of things that can be done. As
we begin to review our operations from the concept of the inte-
grated service network, we will be looking at how we can outstation
personnel to those areas that are currently underserved, and site
community-based clinics; and how we could, with increased con-
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tracting authority, contract with local private sector or government
providers, to enhance our presence.

Right now the VA is far too inaccessible. It has just too few
points of access for veterans to get care in a convenient manner.
We can, we believe, site a large number of additional community-
based clinics or access points, as we call them, to make the system
much more accessible, much more user-friendly, and at the same
time much more cost-efficient. Care in those settings is far less
costly than hospital care.

We sited 15 new access points last year. There are 58 currently
before Congress for concurrence. We could see siting as many as
200 more this year. That's really contingent upon congressional

approval.
r. BisHoP. Thank you very much.
Mr. HUTCHINSON. you, Mr. Bishop.

And, Dr. Kizer, if you'll just help us with the appropriators on
all those new access points, convince them that that saves us
money and not costs us money, we'll be glad to help you on that.

Dr. K1ZER. I have made that argument repeatedly, sir.

Mr. HUTCHINSON. Ms. Brown.

Ms. BRowN. Thank you. Mr. Chairman, I would like for my open-
ing statement to go in the record and as well as my question and
answer,

Mr. HurcHINSON. Without objection, so order.

BE["]I‘hu:a prepared statement of Congresswoman Brown appears on p.
[The attachment appears on Bf)ﬁdh]
Ms. BROWN. First of all, Dr. Kizer thank you for being here. I do,
however, find it odd that we are meeting about the fiscal year 1997
when fiscal year 1996 has not been finalized and signed into law.
Despite the fact that we didnt get full funding last year for the
Brevard County Hospital that VA had requested, an additional
$42.6 million has been requested for this year. I see we have a fu-
ture request of $104 million in the out years, which brings the total
%'Gl $I]."1?1 million to complete a new med)j'cal center in North Central
orida.

Obviously the administration supports that hospital. You must
have some reason to believe that ﬂl:m hospital is still needed. Can
you speak to that and also a little about the care the veterans are
receiving in North Central Florida?

Dr. KizZER. I think Mr. Catlett was going to address part of that.
I would just say that the administration's position is that there is
still substantial unmet need in that area that this facility would
address. As far as the funding in the out years, Mark, do you want

Mr. CATLETT. Ms. Brown, I was just noting that the 1997 request
is for $42 million. The $104 million is in future years.

Ms. BROWN. So that brings the total to $171 million. Can you
speak to that? The legislature in their wisdom did not fund this
last year. And I'm hoping that they look very closely at it, but I'm
wondering. And I very much su the administration position.
But can you explain to me a little bit more as to why we're still
requesting it?
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Mr. CATLETT. Well, that’s what Dr. Kizer just spoke to. The need
for beds is still evident although the system has continued to focus
on outpatient care. This is a service area that's underserved in
terms of the beds as well as the outpatient capacity.

Ms. BROWN. Because of the in the area?

Mr. CATLETT. Yes.

Ms. BROWN. Let me say one other thing. I am hoping that the
President doesn't sign the VA budget when it gets to his desk. I
just want to state that for the record. I haven't called him recently
on it, but I will call him and ask him not to sign.

(Subsequently, Ms. Brown submitted the following additional
statement for the record:

The President has submitted his fiscal year 1997 budget in good faith. It is now
in the hands of Congressional Appropriators. If they decide to decimate the veter-
ans’ budget again this year and s our veterans, | will recommend a presi-
dential veto.

Mr. HurcHNSON. Thank you, Ms. Brown.

Dr. Kizer, could you describe the ment’s position on long-
term care? Last year's budget, as I understand it, proposed nearly
95 percent of the long-term care funds for institutional care, con-
trary to the natiunaf trend of providing non-institutional alter-
natives to long-term care. Does the Department have a position on
the mix of institutional to noninstitutional or alternatives to tradi-
tional nursing home care and were you to go in that direction?

Dr. Kizer. Well, I'd certainly like to see us do more in the
noninstitutional care setting. And it would certainly be helpful if
the laws were changed that would allow us to move more in that
direction as far as the eligibility statutes that would provide us
more flexibility in that regard.

Mr. HurcHmNSON, Mr, g&warﬂa. Mr. Bilirakis,

Mr. BiLIRAKIS. Thank you, Mr. Chairman.

Doctor, Mr. Tejeda sort of touched on my area that I started to
%ueation ou on: Third party insurance. How much does it cost the

1}’ to collect that money? Is there an additional cost, would you
gay?

Dr, K1ZER. An additional cost to what?

Mr. BiLiraKIS. Third party insurers.

Dr. KizeR. Well, the medical care cost recovery program is totally
self-su ing. So there is no appropriation to support that pro-
gram. The costs come out of what is recouped. And, of course, the
vast amount of it is recouped and turned back into the Treasury.

Mr. BILIRAKIS. “The vast amount of it" meaning amount over and
above the costs to recover it. Is that right?

Dr. Kizer. Eighty t.

Mr. BILIRAKIS, Ali right. Do we know how much we bill third
party insurers for medical care?

Dr. Kizer. Well, what we know is how much has gone back to
the Treasury in recent years. It's about $560 million to $580 mil-
lion. We do believe that there is more that could be achieved in
that regard. But, in all candor, with all the other things that our
facility directors are focusing on and all the changes underway,
there’s no incentive for them to devote attention to an activity that
has no direct impact on their operations. There's no incentive for
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them to go after all of these dollars since it costs them resources
and time to do it and they don't have—

Mr. BiLIRakIS. Should there be?

Dr. Kizer. That's why we're proposing the gain-sharing legisla-
tion. I think if certainly the incentive were there to retain some or
all of the funds, that would increase the attractiveness to go after
it.

Mr. BiLirakis. All right. Now, $560 million to $570 million is
gone to the Treasury. That is net over and above actually what's
collected. Some of it went into cost, 1 suppose, I guess. Is that
right? In other words, we had collected more than that, but

Dr. KiZER. Todd has those numbers.

Mr. GraMs. In 1995, total collections were around $580 million,
as Dr. Kizer said. Costs of the program were around $100 million.

Mr. BILIRAKIS. | see.

Mr. GrRaMS, So we turned over to the Treasury, to help reduce
the deficit, almost $500 million.

Mr. BILIRAKIS, How much did we bill those third party insurers?
I guess I'm getting now to the uncollectible, to get to your point,
Dr. Kizer, or maybe give some incentives.

Mr. GraMs. I don't have that information here with me.
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(Subsequently, the Department of Veterans Affairs provided the
following information:)

MCCR

Amount of Insurance Billed and Collected

The following table illustrates the VA's collection
experience with inpatient and outpatient Medigap and non-
Medigap insurance plans. As the table demonstrates, the
VA's collection record is distorted by the Medigap
collection activity. In FY 1995, inpatient Medigap policy
payments were capped at $716. This equated to approximately
16% of the average established receivable. Similarly, the
outpatient Medigap policy paid approximately 20% of the
average established receivable,

FY 1995 FY 1995 FY 1995

Medigap Non-Medigap Total
Inpatient Third Party
Amount Billed 623,364,242 415,576,161 138,940,403
Amount Collected 99,738,277 256415400 356,153,677
G Collected 16,005 61.70% 34.28%
Outpatient Third Pary
Amounted Billed 254,443,237 169,628 824 424,072,061
Amounted Collected S08RE,647 115779913 166,668 56
% Collecied 2000005 68.25% 19.30%
Total Amount Billed R77.807.479 585,204,985 1463012464
Total Amount Collected 150,626,924 372,195,313 522,822,237
% Collected 17.16% 63.605% 35.74%

VA's collection experience with other insurers, that
are non-Medigap insurers, is much better. In the case of
ather insurers, VA's collection rate for an average
inpatient care claim is 61.7% and for an average outpatient
care claim is 68.25%.

As the chart abowve illustrates the combined average
collection rate for Medigap and non-Medigap for inpatient
and outpatient claims are 34.28% and 39.30%, ruspectively,
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Collection experience for the VA is di 1w=i1ent for VA

than for most private sector medical center: .

The dollar value of the receivables established (Amount

Billed) by VA medical centers does not reflect the actual
recovery potential of the MCCR program, There are a number
of factors that contribute to the overstatement of
receivables outstanding. These include:

About 60% of veterans having health insurance, who are
treated by VA, are over 65. Most of these insurance
plans are Medicare supplemental plans. In FY 1996, they
cover only 5736 of the cost for the first 90 days of
inpatient care in a 365 day period. Outpatient benefits
are limited to 20% of the outpatient charge,
Conseguently, an insurance claim for full care is )
established, e.g., 510,000, yet only 5736 is expected in
recoveries. [Worth noting is the fact that while
representing 60% of all insurance billings, the over &5
age group represents only 40% of patients treated by the
Va.)

Significant outstanding receivables on the books
represent unpaid Medicare supplemental claims. VA
pursued litigation with three Blue Cross companies to
force payment of Medicare supplemental palicies,
Although VA won the litigation, a number of payers are
still contesting the right of VA to recover payments for
Medicare supplemental policies.

Mot all services provided by the VA are covered by third
party insurance. Some services are only partially
covered and other services have limited coverage
authorized per year, Psychiatry services are an example.
Most policies either exclude or limit psychiatric care to
acute days and limit the number of billable days per year
or in a lifetime. Also, unlike the private sector, costs
not covered by an insurance carrier are NOT passed on to
the patient for payment.

Mot all policies billed are reimbursable. Many
facilities bill HMO and PPO plans in an effort to
establish documentation of care provided in case HMOs
change their rules and pay at a future date. In most
instances, HMO and PPO plans only reimburse for emergency
care.

Receivables must be established for the billing period
using approved VA per diem rates. Consecquently,
receivables are overstated in cases such as the Medicare
supplemental example cited above and in the case of
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outpatient care where our claim for 5205 may receive a
reimbursement of 541 for an office wisit.

Most health care contracts include patient copayments and
deductibles which VA does not require patients to pay.
Consecquently, claims for reimbursement of the costs of
care and actual payments differ by at least the copayment
and deductible requirements of the poliecy.

VA recoveries from third party payers are limited te the
terms of the contract between payer and insured. In most
instances, policies limit payments to some percentage of
customary and reasonable charges. For example,
traditional policies may cover 80% of customary charges
and providers rely on self pay by patients to recover the
remaining 20%. VA does not require veterans to pay the
outstanding balance (balance billing.)

By law, insurance payers may pay VA based on what the VA
bills or upon usual and customary charges. This means
that payers have control of the value of the service
provided. In the ocutpatient area, as many as 25% of
outpatient claims lacked adeguate coding of the care
provided. The absence of detail results in payers
assigning the lowest valued office visit rate to the
care.

Due to the recent release of new software functionality,
VA medical center finance offices have not had the
opportunity to fully implement the software which allows
for insurance claims tracking and accounts receivable
functions that identify insurance category, estimate net
recovery potential, and support timely contract
adjustments.
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Mr. BILIRAKIS. You don't?

Mr. Grams. I believe we collect around 60 percent or so of what
we bill. One of the major problems we run into with our older vet-
eran population is Medigap insurance plans that they have. We
cannot bill Medicare. We cannot collect from Medicare. We are
fighting Medigap plans, the Blues and others, to get a legal record
established so that we can collect from those plans.

Mr. BiLIRAKIS, In other words, because we can't collect from Med-
icare, they use the argument that, therefore, it also includes
Medigap?

Mr. GraMs. Yes, sir.

Mr. BILIRAKIS, Interesting. Do we have any idea how much we
conceivably could get from Medigap if we had a law that will allow
us to do that?

Mr. Grams. I don’t have that figure with me today. We can cer-
tainly Erwide it to you.

Mr. BiLirakis, Could you do that?

Mr. GraMs. I believe it is substantial.

(Subsequently, the Department of Veterans Affairs provided the
following information:)

MCCR

Recoveries from Medigap Insurers

In the early years of the MCCR program, VA met with serious resistance from
Medigap insurers who ed that since VA could not bill Medicare, their Medigap
policies were not required to pay VA for caretfrwidad. In three separate litigation
cases against Blue Cross Medigap Insurers in Alabama, Maryland and Pennsylvania
which warn[gursund by the Department of Justice, VA eatablished its right to re-
cover from these insurance plans. Currently, VA faces a court challenge from sev-
eral large commercial Medigap insurers re:}uestinig VA to provide the nqhuj?alent of
the Remittal Advice and the Explanatinn of Benefits normally prepared by a Medi-
care Carrier or Fiscal Intermediary to identify the Medicare obligation for each epi-
sode of Care. VA is working to resolve the issue.

Amount that we could recover from Medigap insurers
Owr estimate for FY 1986 is that we recovered nearly $100 million from Medigap
insurers. Two factors contribute to the difficulty in projecting potential recoveries
from Medigap insurers: (1) the actual number ul}f\ret.erana covered by Medigap Sup-
lemenial insurance and (2) the determination for those patients covered by
edigap Insurance that the treatment provided by VA was nonservice-connected.
Since these two variables can only be approximated, it is impossible to accurately
estimate the full collection potential VA may have from Medigap Insurance.

Mr. BiLiraxis. Basically [ tguess what I'm getting at is, resources
being what they are, none of us are happy with the money that is
available for the VA to spend for the veterans. But we want to try
to help you.

I know I speak for the chairman and for the ranking member of
the committee if we have that information and it costs you about
$100 million of that $580 million to come to make the collection.

How—and this is a very sensitive subject because we play Medi-
care general senior citizen versus veteran who is also elger . How
much could we expect to receive if we, in fact, allow the billing to
Medicare?

Dr. Kizer. I don't know if I could give you a number that I would
firmly endorse. I've heard numbers that range everywhere from $1
or $2 billion to $3 or $4 billion. It's clearly a substantial amount
of money.
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And I guess, if I may, sir, just to digress one moment, as some-
one coming into this system as well as a taxpayer, it always sur-

rises me why the Medicare program doesn’t look more favorably,
indeed more a sively, upon the VA as a provider of service for
them if we can believe what GAO says and indicates that Medicare
is paying 30, 40, 58 times as much for surgical dressings as what
the VA pays, if we know that they're paying 2 to 3 times what the
VA pays for oxygen therapy, if we know that we're 25 to 50 percent
lower on pharmaceuticals, recognizing that Medicare doesn't cover
much in the way of pharmaceuticals but someone is paying for
that, recognizing that our physician salaries are lower.

If you start adding these things nl.g!,, the average urban hospital

L4}

last year made 6.6 percent t f Medicare. Medicare man-
aged care programs are making significant profits. I would think
at if you're trying to stretch that taxpayer dollar, stretch that

Medicare dollar as far as possible, one might start looking at the
VA as potentially a very viable option.

Mr. BiLirakis. If you're talking about not taking away from gal-
ity of service—and I believe you would be because I, frankly, think
very highly of the quality of service in our VA facilities on a rel-
ative basis—the concern always is: Are you shifting Medicare dol-
lars that could be available for Medicare to the VA system?

And, of course, we also have problems as far as, as you know,
with Medicare right now the fact that it's forecast to go broke by
2002 if something is not done, that sort of thing. So you've always
got to play all of these things.

Looking at it from your standpoint where you're talking about
the same quality or better service and for less cost to the taxpayer,
maybe we should take more serious looks at the overall picture.

ank you very much, Dector,

Mr. HuTcHINSON. Thank you, Mr. Bilirakis. Ms. Brown.

Ms. BROWN. Yes. Psychiatric care is one area that I'm concerned
about. And I understand that many Florida veterans are currently
being shipped out to states closely surrounding Florida for some
long-term care. What are we doing to address this problem?

(Subsequently, the Department of Veterans Affairs provided the
following information:)

The proposed new hospital for Brevard County includes 230 psychiatric beds to
address the needs of Florida veterans for psychiatric care.

Dr. KizER. Overall the VA provides long-term care in VA facili-
ties through the state home program and thro a contract nurs-
ing care program. VA nurainf homes are typically 95 to 98 percent
occupied, which is functionally about as as {;nu can keep them.

And if we look at the needs down the road, there’s clearly going
to be a lot more need. That's part of what we're restructuring. How
can we stretch those dollars that we have to provide more care, in
this case long-term care?

We currently, as you may know, are looking at the contract care
program. On any given day in the VA, there are approximately
9,000 patients who are maintained in the community. istorically
the contracts for that care have been provided on a facility basis
such that under the current time we have 3,200 contracts to man-
age those 9,000 patients.
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That seems a little excessive in the number of contracts in my
mind. And so we did put a bid out some months ago to see if we
couldn't consolidate the number of long-term care contracts that we
were having to manage. Those bids came in. They're currently
being evaluated. And hopefully within a few weeks we'll be able to
announce what the results were.

No, we're not going to be able to achieve complete coverage, but
if we can start making some inroads in that n‘a:'gard and reducing
the number of contracts that have to be managed, then that's going
to result in more dollars being able to take care of patients.

Ms. BROWN. Just one other question. For the 1996 budget, on the
construction side, can you tell me what were the final cuts for hos-
pital construction in the House and Senate bill?

Mr. YARBROUGH, Cuts from the 1997 budget or the 19967

Ms. BrowN. No. 1996, 1996. That's the one.

Mr. YARBROUGH. I don't understand the question.

Mr. CATLETT. The House proposal eliminated funding for the re-
placement facilities at Brevard County, Florida and Travis, Califor-
nia. The Senate proposal eliminated all of the construction of all
major projects proposed by the Administration except for one small
cemetery project.

Ms. BROWN. So it's about the same for the 1996 year?

Mr. CATLETT. In the overall total.

Ms. BRowN. Okay. These are just the priorities?

Mr. CATLETT. Yes.

Mr. HuTrcHINSON. Do you have any other questions, Ms. Brown?
Anﬂruther members have questions? Mr. Edwards? [No response.]

. Kizer, let me take this opportunity to thank you for your can-
dor and the forthrightness of your answers today and for the job
you're doing. Many members have already complimented you, but
we do agpreciat& it. I think you're in a difficult job, difficult posi-
tion, and with a lot of competing interests. And you do an out-
standing job.

Before you leave today I'm going to present you the first copy of
H.R. 3118 on eligibility reform with the hope and prayer that it be-
comes law.

If there are no other questions, this subcommittee meeting is—
oh, there are a number of members who have mentioned they
would like to submit questions. Is there any assurance of how
prom we could expect answers? And I'm asking that at the re-
quest of other members who would hope that we could get expedi-
tious responses.

Dr. Kizer. We will respond as expeditiously as we can, sir. And
I thank you for your kind comments as well as the copy of the bill.
And we will get you expeditious responses.

Mr. HuTcHINSON. The subcommittee stands adjourned.

[Whereupon, at 1:29 p.m., the subcommittee was adjourned.]






APPENDIX

PREPARED STATEMENT OF HoON. CHRISTPHER H. SMITH

Thank you Mr. Chairman. y . ;

I would like to thank Chairman Hutchinson for all you have done in leading this
subcommittee, whose work is so vitally important to our Nation's veterans. These
are difficult, transitional times. By all accounts the VHA must make fundamental,
systemic changes in the way it delivers services, if it is to fully meet its vital mis-
gion. The reforms, that have been proposed by all sides, would affect the most basic
mmﬁ:rial structures that have been employed by the VHA for decades. Despite the
fact that no one is satisfied with the current gﬂ.&m, reforming the status que of
such long duration is still a complicated task. So again | want to thank the chair-
man for walking passed through this mine field.

Dr. Kizer, I also thank you for being here today, Like the chairman, I commend
you and the 200,000 VHA employees you represent for the extraordinary commit-
ment to our veterans. By remaining steadfast to your mission to serve veterans—
even during & time of great financial uncertainty—the VA employees do a great
service to our count at we should all be grateful for. I know personally from
conversations I've had with veterans from my State are very appreciative of this ex-
emplary level of professionalism that was shown.

IEre read your testimony Doctor Kizer. While I am concerned that some of the
Admistrations funding proposals are not adequate, there is also much that is com-
mendable in what you have to say including: your emphasis on a continued shift
from a hospitalization model to an ambulatory care model for health care delivery;
better targeting of VA medieal resources; and enhancing the VA's incentive to collect
revenue from third party insurers,

(33!
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THE HONORABLE MICHAEL BILIRAKIS
SUBCOMMITTEE ON HOSPITALS AND HEALTH CARE
MARCH 21, 1996

HEARING ON VA MEDICAL CARE BUDGET AND CONSTRUCTION PRIORITIES

THANK YOU, MR. CHAIRMAN.

FIRST, LET ME TAKE THIS OPPORTUNITY TO COMMEND YOU FOR
SCHEDULING THIS IMPORTANT HEARING. | WOULD ALSO LIKE TO
WELCOME DR. KIZER TO THE SUBCOMMITTEE. | LOOK FORWARD
TO HEARING YOUR TESTIMONY .

OBVIOUSLY, THE VA'S MEDICAL CARE BUDGET IS EXTREMELY
IMPORTANT TO ALL OF US. ALTHOUGH | AM ANXIOUS TO HEAR
ABOUT THE PRESIDENT'S RECOMMENDATIONS FOR THE VA'S
1997 BUDGET, | AM GOING TO FOCUS MY REMARKS ON AN ISSUE
WHICH IS OF PARTICULAR CONCERN TO MY STATE -- RESOURCE
ALLOCATION WITHIN THE VA HEALTH CARE SYSTEM.

OVER THE LAST SEVERAL WEEKS, REPRESENTATIVES FROM THE
VARIOUS VETERANS SERVICE ORGANIZATIONS HAVE VISITED ME
TO DISCUSS ISSUES OF IMPORTANCE TO VETERANS. THEIR
NUMBER ONE CONCERN HAS BEEN THE DISTRIBUTION OF
RESOURCES THROUGHOUT THE VA HEALTH CARE SYSTEM.

THIS IS NOT A NEW CONCERN FOR FLORIDA'S VETERANS. SINCE
COMING TO CONGRESS, | HAVE HEARD FROM VETERANS WHO
HAVE MOVED TO FLORIDA AND BEEN DENIED CARE AT THE VA.
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PRIOR TO MOVING, THESE VETERANS WERE ABLE TO RECEIVE
CARE FROM THEIR LOCAL VA MEDICAL FACILITY. HOWEVER,
ONCE THEY MOVE TO FLORIDA, WHICH HAS ONE OF THE LOWEST
RATES OF NON-MANDATORY CARE IN THE COUNTRY, THEY ARE
TURNED AWAY FROM THE VA BECAUSE THEY FALL INTO THE
DISCRETIONARY CARE CATEGORY.

IT IS HARD FOR THESE VETERANS TO UNDERSTAND HOW THEY
CAN LOSE THEIR VA HEALTH CARE SIMPLY BY MOVING TO
ANOTHER PART OF THE COUNTRY. AS THEIR REPRESENTATIVE IN
CONGRESS, | SHARE THEIR FRUSTRATIONS.

MANY OF THEM ARE FORCED TO MOVE BACK HOME TO GET THE
CARE TO WHICH THEY ARE ACCUSTOMED. OTHERS SIMPLY GIVE
UP IN DESPAIR.

UNFORTUNATELY, THE SITUATION ONLY APPEARS TO BE GETTING
WORSE. | FOUND JUST LAST WEEK THAT THE WEST PALM
MEDICAL CENTER ANNOUNCED THAT IT WILL NO LONGER ACCEPT
NEW PATIENTS CLASSIFIED AS "CATEGORY C" BECAUSE OF
BUDGETARY CONSTRAINTS.

THE WEST PALM FACILITY IS THE SECOND FLORIDA MEDICAL
CENTER TO IMPLEMENT THIS POLICY THIS YEAR. IN JANUARY,
THE BAY PINES MEDICAL CENTER ALSO BEGAN RESTRICTING
CATEGORY C VETERANS' ACCESS TO CARE IN ORDER TO TREAT
THOSE WHO HAVE A HIGHER PRIORITY.

MY VETERANS ALSO RAISED CONCERNS ABOUT THE IMPACT
"SNOWEIRDS" HAVE ON THEIR ABILITY TO ACCESS THE VA
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VETERANS ARE LITERALLY CROWDED OUT OF THE SYSTEM BY
INDIVIDUALS WHO TRAVEL SOUTH TO ENJOY OUR WARM
WEATHER. ALTHOUGH | CERTAINLY CANNOT BLAME ANYONE
FOR WANTING TO ESCAPE THE SNOWY NORTH, THERE IS NO
DENYING THAT SNOWBIRDS HAVE A DEVASTATING IMPACT ON
FLORIDA'S VETERANS.

| ALSO HAVE A HARD TIME EXPLAINING TO FLORIDIANS WHY
THEY HAVE TO WAIT 120 DAYS FOR AN APPOINTMENT WITH THE
ORTHOPEDIC CLINIC AT THE GAINESVILLE MEDICAL CENTER OR 65
DAYS FOR AN APPOINTMENT WITH THE CARDIOLOGY CLINIC AT
THE BAY PINES MEDICAL CENTER WHEN, AT THE SAME TIME,
MEDICAL CENTERS IN OTHER PARTS OF THE COUNTRY ARE
ADVERTISING FOR PATIENTS.

SEVERAL RECENT GAO REPORTS HIGHLIGHT THE FUNDING
DISPARITIES AMONG VA HEALTH CARE FACILITIES ACROSS THE
COUNTRY. THREE YEARS AGO, THE DEPARTMENT OF VETERANS
AFFAIRS PUT IN PLACE A SYSTEM KNOWN AS RPM (RESOURCE
PLANNING AND MANAGEMENT) WHICH WAS SUPPOSED TO GIVE
VETERANS BETTER ACCESS TO HEALTH CARE REGARDLESS OF
WHERE THEY LIVE.

HOWEVER, ACCORDING TO GAO, THE DEPARTMENT HAS MADE
ONLY MINIMAL CHANGES IN FUNDING ALLOCATIONS FOR
FACILITIES DURING THE TWO BUDGET CYCLES IN WHICH RPM HAS
BEEN USED. THE MAXIMUM LOSS TO ANY ONE FACILITY WAS
ONE PERCENT OF ITS PAST BUDGET AND THE AVERAGE GAIN
WAS ALSO ABOUT ONE PERCENT.
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IN FISCAL YEAR 1995, FLORIDA FACILITIES CONTINUED TO HAVE
THE HIGHEST NUMBER OF APPLICATIONS FOR MEDICAL CARE BY
SERVICE-CONNECTED VETERANS IN THE NATION. YET, VA
EXPENDITURES FOR MEDICAL SERVICES AND ADMINISTRATION
FOR FLORIDA CONTINUES TO LAG BEHIND STATES SUCH AS
CALIFORNIA, NEW YORK AND TEXAS, WHICH HAVE FEWER
APPLICATIONS FOR SERVICE-CONNECTED CARE.

THE VA IMPLEMENTED THE RPM SYSTEM TO CORRECT THIS VERY
INEQUITY. YET, THE PROBLEM PERSISTS. | HOPE DR. KIZER WILL
ADDRESS THIS ISSUE DURING HIS TESTIMONY TODAY.

S0 WITH THAT, MR. CHAIRMAN, | WILL CONCLUDE MY
STATEMENT. AS ALWAYS, | LOOK FORWARD TO WORKING WITH
YOU AND THE OTHER MEMBERS OF THE SUBCOMMITTEE ON THE
ISSUES BEFORE US TODAY.

THANK YOU, MR. CHAIRMAN.
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Congress of the United States
House of Representatives
Washington, DC 20515

CORRINE BROWN
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HEARING: oy ]

VYA MEDICAL CARE BUDGET AND CONSTRUCTION PRIORITIES
SUBCOMMITTEE ON HOSPITALS AND HEALTH CARE
COMMITTEE ON YETERANS AFFAIRS

OPENING STATEMENT BY
CONGRESSWOMAN CORRINE BROWN

Mr, Chairman, thank you for holding this important hearing today. Today we
will hear from Dr. Kenneth Kizer, Under Secretary for Health a1 the Veterans
Health Administration of the Department of Veterans Affairs. | am so pleased
to welcome Dr. Kizer here today.

Thank you for being here today to discuss with us the VA's budget for Medical
care and Construction. The President has just released his proposed budget for
FY97 and I am happy to see that comprehensive medical care and the construction
of new facilities for growing areas - like North Central Florida - remain a
priority of this Administration.

As you know, Florida®s veterans population has grown substantially in the last few
years, The nearly 2 million Florida veterans are concerned about what will
happen to them when they get sick and need medical care. According to some
estimates, 100 veterans move to Florida each day.

The President knows that we must never forget.sbout the sacrifices of our
veterans, In our guest to pass a responsible budget, it would be wrong o do this
by cutting back on health care for our veterans, who have made this country what
it is today. 50 I commend President Clinton and VA Secretary Jesse Brown for
responding o veterans' needs with such strong advocacy.

Thank you again for being here, Dr. Kiser. I'm looking forward to hearing the
VA's p our nation’s veterans.

Smmtn m e an e
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Statement by Rep. Gutierrez
Subcommittee on Hospitals and Health Care
March 21, 1996

Good morning.

Mr. Chairman, I would like to thank you once again for holding this
important hearing to discuss the Medical Care and Construction
pricrities for the upcoming fiscal year.

Dr. Kizer, conce again I welcome you to these chambers.

I would like to commend you for your perserverance in thesa tough
times. The VA's Medical Programs, as you point out, are undergoing
a significant restructuring to expand the outpatient accessibility
and provide more efficient care for cur nation's veterans.

However, Congress hasn‘t exactly been helpful with this task.
Budget rhetoric and budget cuts have placed unfair constraints on
the ability of this committee and the Department of Veterans
Affairs to follow through with plans for an improved VHA.

The delays in enacting a fiscal year 1996 budget have certainly
added to uncertainty at the VA.

Dr. Kizer, I was pleased to hear you mention the responsibility of
Congress to pass eligibility reform this session. We made a pledge
to our nation's wveterans and to your agency to aid in the overdue
restructuring plans of the VHA.

Without the outpatient eligibility reform you mention this cannot
happen according to the plans your agency and this Congress
approved.

I am hopeful that this committee, which has worked to produce
bipartisan eligibility reform im the past, will get the job done
right away.

I would alsc like to take this time to raise my concerns about
funding levels for VA Medical Programs and how these will affect
the restructuring of the system.

Ag you know this paat Hedneada.s the Washington Post ran an article
about the budget, with the headline "VA May Lay Off 10,000 Workers
Hext Year.® I am extremely concerned about the overall provision
and quality of medical services to the 2.9 million individuals the
VA expects to treat in the fiscal year 1957.

With the wveteran population rapidly aging I believe that the WA
must becoms more efficient without diminishing its capacity to
adequately serve the older veterans population.

I am concerned that impending staff cutbacks and the possible
closure of facilities alluded to in yesterday‘s article undiubtedly
would hamper the VA's ability to do so,

I am sure that Dr. Kizer and Assistant Secretary Catlett have
planned to address this issue.

S0, Mr. Chairman, and Mr. Edwards, I loock forward to teday's
hearing, and to working with you to ensure that Congress makes good
on its commitments to our nation's veterans. I will look forward
to presenting my questions later,

Thank you.
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Statement of Rep. Michael P. Flanagan of lllinois
Wi Committee Hospitals and Health Care Subcommittee Hearing
Budget Request for VA Medical Programs
March 20, 1986
11:30 AM 334 CHOB

| would like to join my colleagues on this Committes in welcoming Dr. Kenneth Kizer,
Under Secretary for Health, Veterans Health Administration at the Depariment of
Veterans Affairs, Mr. Mark Catlett, Assistant Secretary of Management, Department of
“eterans Affairs, and Mr, Chuck Yarbrough, Associate Chief Medical Director for
Construction Management, Department of Veterans Affairs. Thank you for taking the
time to come before this Subcommittee today with the Fiscal 1987 budget request for
WA Medical Programs. | would also like to thank you, Mr. Chairman, for your leadership

in holding this Hearing today.

It is imperative that we work together to ensure veterans improved quality and
accessibility of health care. | am eager to work throughout the upcoming year fo pass
reforms that will assist the VA in providing America’s veterans with the quality health

care that they have earned.

We all recognize the dramatic role our veterans have played in shaping our history. Not
ance did any of these veterans debate the potential cost of their service. It is our duty
to provide them with the best health care and most efficient health care faciliies

possible, They have earned our continuing attention and support.
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BTATEMENT OF
EKENNETH W. KIZER, M.D., M.F.H.
UNDER BECRETARY FOR HEALTH
DEPARTHMENT OF VETERANE AFFAIRS
BEFORE THE
EUBCOMMITTEE ON HOSPITALS AND HERLTH CARE
HOUSE VETERANS' AFFAIRS COMMITTEE

MARCH 21, 1996

Mr. Chairman and Members of the Subcommittee, I am pleased to
have this opportunity to discuss with you the Fiscal Year 1997

budget request for VA Medical Programs.

Mr. Chairman, in viewing the President's request of %517.9 billion
for VA's Medical Programs it is important to remain cognizant of
the fact that we expect to continue to restructure and re-
engineer the veterans health care system along the lines we have
previously outlined to Congress. With the full activation of the
22 Veterans Integrated Service Networks (VISNs), we will continue
to emphasize improved accessibility and quality of VA health
care, providing care with increased efficiency, and heightened
accountability for outcomes and bottom-line results. We have
already seen promising change, and I expect these efforts to
significantly expand throughout the remainder of this fiscal year

and in 1997.

An important assumption underlying our plans for 1996 and beyond
was that Congress would enact budget neutral outpatient
eligibility reform, and also provide much needed additional
sharing and contracting flexibility. These pragmatic authorities
are very much needed if VA is to restructure it's delivery system

to provide state-of-the-art apd cost effective health care.

If we are to transition the VA from a hospital-based, specialty
focused system to a more efficient ambulatory care-based systenm,
then we must have the basic authorities to allow full use of
cutpatient care and to allow us to establish community networks
of caregivers that are more accessible to our patients. We

appreciate your Committee's efforts and the House action in this
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regard last year, and we will continue to work with you this year
to accomplish meaningful reform of the VA eligibility rules and

our basic operating authorities.

The budget also includes important gainsharing legislation that
your Committee has endorsed in the past -- to allow the VA to
retain a portion of third party recoveries beyond an established
collection goal. Allowing VA to retain a portion of collections
above the goal will increase the incentive to collect from third
party insurers. Specifically, the Adeministration is propesing
that VA keep 25 percent of collections for Category A veterans
and 100 percent for Category ¢ veterans after a baseline level of
collections are achieved. WVA's share of these funds would be re-

invested in the system to provide care to eligible veterans.

Mr. Chairman, you have requested that I comment on our plans to
change the method by which resocurces are allocated to VA medical
facilities. First, it is important to acknowledge that, at
present, resources are not eguitably allocated to our various
facilities, and there is a need to target VA's medical care
resources better. We cannot affeord to perpetuate historical
funding imbalances. To correct these problems we plan to
implement a capitation-based system in 1998. The capitation
methodology will be tailored to provide incentives for the use of
the most appropriate cost-effective care setting while fully
supporting VHA's missions and special programs. Because an
immediate shift to capitation would so significantly change
funding that it would disrupt ongoing care, this year and again
in 19%7, we will use a blended-rate methodology that will
incrementally shift resources and prepare the system for fully

capitated budget allocation in 19%8.

The following is a brief summary of the Administration's request:
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Medical Care

The 1997 medical care budget request of $17.0 billion represents
a 5448 million increase over the 1996 Conference Report level.
This amount should support the treatment of 2.9 million unigue
patients in a restructured and more efficient weterans health

care system.

Hedical and Prosthetic Research

The request of $257 million for VA's medical and prosthetic
research program will allow for continued support of most
currently approved research projects and direct a more focused

research effort towards specific research priorities.

Medical Administration and Miscellaneous Operating Expenses

VHA's headguarters office has been streamlined through an
unprecedented staff reduction of 25 percent. This RIF was
completed in February. These employment reductions were
integrated with the previously planned headgquarters
restructuring. The Medical Administration and Miscellaneous
Operating Expenses (MAMOE) request of $62 million supports a 610
FTE level in 1997 which includes a transfer of 10 FTE from the
Department's Information Resource Management (IRM) Office to

establizh an Agency Chief Information Office.

Medical Care Cost Recovery

A total of 5119 million is regquested in Medical Care Cost
Recovery (MCCR) to collect an estimated %729 milliom in third
party payments, copayments and receipts. Collections are
estimated to increase by 587 million over the 1996 level. As
mentioned earlier, legislation is being proposed to allow VA to

retain a portion of third party recoveries to direct to patient
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Construction

The Administration requests construction funding of 5439.1
million in FY 1997. This construction request includes 5249.9
million for the Major Construction program and $189.2 million for
Minor Construction. The Major Construction request emphasizes
ambulatory care and patient privacy and environmental
improvements, as well as increased access to VA health care for

thousands of veterans.

The FY 1997 Minor Construction program includes $154.1 millien
for Veterans Health Administrationm projects. ©Of this amount,
$34.8 million is targeted for outpatient improvements that will
enable VA to continue its commitment to provide primary and
preventive care. Additionally, 544.1 million will be earmarked
for projects that will improve patient environment. 1In this
regard, I should also mention that legislation is alsoc being
proposed to increase the limit on minor construction projects

from 53 million to $10 million.

Mr. Chairman, 1 look forward to working with you and the members
of this subcommittee to meet the many challenges we face. This
completes my prepared comments, and I will be pleased to answer

any gquestions the Committee might have.
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Committee on Veterans AfTairs
Subcommittee on Hospitals and Health Care
March 21, 1996 Hearing
Followup Cluestion for
Kenneth W, Kizer, MD
Under Secretary for Health
from Honorable Chet Edwards, Ranking Member

Question 1, Please expand on the data offered by Dir. Kizer in his opening remarks at the
March 21 budget hearing so as to include comparable data for FY 96, Specifically,
please contrast by fiscal year — as to both finding for Fiscal Year 1996 and
proposed funding in the budget fior 1997 - the percentage increases provided for
the VA medical care account vs. the Medicare and Medicaid programs,
respectively, and vs. the CPI and medical CPI for those years

Answer: The increase in outlays for FY 1996 and FY 1997 for Medicare and Medicaid are
provided below:
1996 1997
Medicare +11.1% + T.1%
Medicaid + 6.5% +11.3%

In contrast the budget for Medical Care increased as follows during these same

years,
1995 1997
Medical Care + 1.6% + 2.T%
The economic assumption percentage increase for General and Medical Consumer
Price Indexes follow:
1596 1997
CP1 + 2.7% + 3.0%

Medical CPl + 4.5% + 5.2%
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Committee on Veterans AfTairs
Subcommittee on Hospitals and Health Care

Is the General Accounting Office on firm ground in testifying recently before
Senate appropriators (based on its view that VA has overstated its resource needs
and has not factored into its resource assessments the “potential magnitude of
future efficiency savings™) that a VA medical-care "operating goal of 516.2 billion
a year may be achievable™ If not, please discuss the flaws in GAD's analysis

The GAD report overstates the magnitude of potential management saving
available to VAL As the GAQ report states, our estimate of 5% annual inflation is
reasonable and conservative.  Assuming the 5% compound annual inflation
requirement, VA medical care would have to be 40%: more efficient in order to
operate at the straightlined 1995 level of 316.2 billion level in 2002, Owver o seven
year period, 1996 - 2002, this equates to a cumulative shortfall of over 5235 billion
from a 1995 appropriation level adjusted by 5% inflation per year. These
additional savings would be over and above the $10.5 billion in savings that have
resulted from the VA medical care budget increasing at a rate less than the Medical
Consumer Price Index over the period from 1980 through 1995,

Even though we disagres with GAO's conclusion on the level of achievable saving
through the vear 2002, we recognize the fiuture will require innovative
management in order to succesd in our mission of provading quality health care in
an era of limited resources. The Veterans Health Administration (VHA) has
recently taken the following actions to promote future efficiency and savings:

= The establishment of 22 VISNs,

+  The restructuring of VHA Central Office,

+ The increase in the number of unique users while there was a reduction of
2,409 pperating beds and a reduction in stafl of 3,436 FTE,

The merger of the management of 18 facilities into 8,

The elimination of 887 redundant forms,

An increased number of sharing agreements with DoD,

An additional 15 access points,

The implementation of primary care,

An increase in ambulatory care surgery,

Pharmaceutical improvement 1o include formularies for each VISN with a
national formulary 1o come, and

s More products being looked at for volume discounts.

VHA has also been focusing on:

s Development of o set of operating indicators and performance measures
+  Development of Network Director performance contracts,

+ MNew critenia for aflocation of FTE, and

+  Innovations in nursing practices.
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An important assumption underlying our plans to live with constrained resources
after 1996 is that Congress will enact budget-neutral outpatient efigibility reform
and provide additional sharing and contracting flexibility. These new authorities
are critical to our efforts to restructure the VA to provide state-of-the-an health
care, IFwe are 1o transition the VA system from a fragmented hospital-based
specialty-oniented delivery system to a more efficient ambulatory care-based
system, then we must have the basic supporting authornities to allow full use of
outpatient care and to allow us to establish community networks of care providers
that are more accessable 1o our patients.
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Committee on Veterans AfTairs
Subcommittee on Hospitals and Health Care

Dr. Kizer, you've emphasized primary care delivery in VA, But will VA continue
to need to provide acute hospital care in the future? Please provide any
projections VHA has made regarding the number of acute care hospital beds VA
should be operating in the outyears

WA will continue to need to provide acute hospital care in the future. Primary care
and use of managed care principles have been emphasized only recently. These
will reduce our need for acute hospital beds. However, it would be premature 1o
provide projections of acute hospital bed requirements at this time
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Committee on Veterans AfMairs
Subcommittee on Hospitals and Health Care

Question 4, Please provide the total cost of construction associated with the most recently
compiled Mational Major Project Inventory for major medical construction, 1o
include all projects, without regard 1o their priority score. Of the projects on that
list, what is the total cost of all pending projects in those areas which the
Depantment characterizes as its highest construction priorities (which, as we
understand it, include ambulatory care and patient enviranment). In that regard,
please identify what those priority categories are,

Answer: The total cost of VA's pending major project inventory is approximately
$5,000,000,000. The highest construction pricnties are Ambulatory Care
%8590,500,000, Patient Privacy 51,315,000,000; and Infrastructere $820, 700,000
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Committee on Veterans Allairs
Subcommittee on Hospitals and Health Care

How many FTE are needed to activate construction projects coming on line in FY
19977 Why are there no finds provided in the budget to support the opening of
those mew projects? Where will the dollars come from - the medical facility itself?
The VISN direcior?

The FY 1997 Medical Care request does not include “line item™ requests for the

nctivation of any specific project. The Networks are expected to activate projects
from within the level of resources provided in their total Medical Care prospective
workload budget allocations. However, during this transition period management
level reviews at the Netwaorks and Central Office levels will be performed for each

project
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Committee on Veterans AfTairs
Subcommittee on Hospitals and Health Care

Question & What is the status of development of the “performance measures™ discussed in
VHA's “Vision for Change™ What process or mechanism is now being used 1o
further develop or refine these measures? What specific steps are being taken to
win maximum support for these measures, particularly from those to be
“measured” and those concerned wath the outcome of those measurements?

Answer; The performance management system involves the development of performance
measures that are integrative and oulcome oriented. This approach will more
closely relate resource distribution to the provision of actual services, and will
focus on the functions of our 22 netwarks

VHA is currently reviewing proposed measures and assessing its data and data
tracking mechanisms for these measures  The measures will be valid and relevant
to our mission and vision. This collaborative effort will lead to performance plans
this year for network directors and other leaders, initially using a relatively small
number of measures in such areas as patient satisfaction, organizational
development and reduction of operating costs

In developing and selecting these measures we have solicited widespread input
from clinicians, administrators and program managers. In the case of performance
measures for the special programs we have also solicited input from the many
stukeholder constituencies. We anticipate using a negotialion process Lo armve at
the final performance contract measures
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Answer:
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Committee on Veterans AMairs
Subcommittee on Hospitals and Health Care

With respect to Dr. Kizer's testimony to the effect that VHA's budget plans
assume the enactment of “much needed. contracting flexibility,” please clarify
specifically whether this is a reference to amending provisions of law other than 38
USC sec. 8153, If so, please specify (1) what other provisions require amending,
(2) the “inflexibilities™ they create, (3) the precise barriers they erect to
contracting, (1) the specific impact of such inflexibility, and () the proposed
statutory remedy

Dr. Kizer's testimony was in reférence 1o VA's proposal that amends sections
8151-53 Title 38 to expand VA's sharing authority.
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Answer:
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Committee on Velerans Alairs
Subcommittee on Hospitals and Health Care

Dr. Kizer testified as 1o the imporance of VA's providing “hotel™ service as a less
costly way of overnight lodging of veterans in connection with provision of
medical services than lodging the veteran in an acute care bed.  Section 801 of
HR. 1468 (104th Cong) would amend the definition of the term “medical
services” to include “overnight lodging in Department facifities when necessary for
the provision of services on an outpatient basis.” Whether or not this language
fully meets the goals described in testimony, is there not at least a senous question
whether VA has clear authority to provide “hotel” services in its facilities?

We agree, the VA does not have clear authority to provide the “hotel” services
that Dr. Kizer referred 1o



Questions by Congresswoman Brown

Question 1: Can you tell me a bit about how patients wre being served in North Central
Florida. In particular, 1 want to know gbout the care of those veterans who need

psychiatric care,

Answer: There are two VA medical centers in North Central Florida: Gainesville and
Lake City, VAMC Gainesville has satellite outpatient clinics in Jacksonville and Daytona
Beach; VAMC Lake City has a satellite outpatient clinic in Tallahassee. The Orlando
OPC, located in East Central Florida, is administered by VAMEC Tampa

VAMC Gainesville provided hospital treatment to 8,924 inpatients in FY 1995, 15.4
percent of whom received psychiatric care. During this same period, 5,782 hospital
inpatients were treated by VAMC Lake City, IJQMMMpwm:we As
shown below, fewer patients were hospitalized in FY 1995 than in FY 1994 as more VA
care is provided on an outpatient basis,

Total Inpts ~ Med Inpts®  Surg Inpts ~ Psych Inpts

Engility Treated Treuted Treated Treated
FY95  Gainesville 8,924 3,684 3,868 1,372
Lake City 5,782 3,738 1,246 201
FY94  Gainesville 9,604 3,905 4202 1,407
Lake City 6,059 3,883 1,420 756

* Includes medical, intermediate and neurclogy inpatients treated

Gainesville and its satellite clinics provided 249,499 outpatient visits in FY95; 59,546
(23.9 %) of these visits were for psychiatric care. During this same period, Lake City and
its satellite clinic provided 96,761 outpatient visits, 13,079 (13.5 %) of which were for
psychiatric care, Each facility provided more outpatient care in FY95 than in FY'94, as
shown below:

VAMC Visits OpC Visits

FY95 Gainesville 154,399 Jacksomville 51,925
Daytona Bch 43,175

Lake City 62,381 Tallahassce 13,880

Orlando 135,617

FY94  Gainesville 133,146 Jacksonville 48,017
Dayiona Beh 38,128

Lake City 59,544 Tallahassee 30,076

Orlando 113,727

An inventory of mental health services in Florida show the following programs available at
North and East Central Florida facilities:



Questions by Congresswoman Brown

Mental Health

Inpt Gen Psych Yes s e Yes e =
Inpt Subs Abuse Yes . — Yes — —
Inpt PTSD Unit - - - - - -
Inpt Sustained Tx - - - - —— -
Geropsych Unit .- - - Planned - -
MH Clinic Yes Yes Yes Yes Yes Yes
Subs Abuse Clinic Yes Yes Yes Yes Yes Yes
PTSD Clinic Team Yes — —_— - . .
Outpt Day Tx - Yes Yes —— - Yes
Intensive Comm Care  Yes —— - — —— -
Voc Rehab Yes —_ — Yes — -
Comp Work Therapy  Yes o e - - -
Vet Center - Yes - - Yes Yes
Residential Care Planned — — —— - -
Transitional Housing - - Yes . —

Additional psychiatric programs are planned for veterans in East Central Florida (assuming
a facility in Brevard County is established)

Question 2: Despite the fact that we didn’t get full funding last year for the Brevard
County Hospital, the VA has requested a total of $42.6 million for the Brevard County
Hospital and Nursing Care Facility. And [ see that there is a future request for 104.3
million for a total of 171.9 million dollars to complete the new Medical Center in North
Central Florida. Deespite the fact that Congress approprinsted $25 million for an outpatient
clinic last year, you must still believe that a hospital is needed in Brevard County.

Answer, Yes. We strongly believe that the hospital proposed for Brevard county is
needed to meet the health care needs of veterans in East Central Florida and psychiatric
hospital care needs of veterans throughout Florida. The proposed project will provide
arca veterans with access to VA health care services currently not available. These
comprehensive services, organized in & managed eare environment, will include cutpatient
care, nursing home care, and long term psychiatric care as well as inpatient medical

SCTVICE.



Questions by Congressman Tejeda

Question 1 Gainsharing: Will the individual facilities be able to retain all or 2 majority of
the moneys they collect above the baseline?

Answer; Our intention is to have some of funds collected above the baseline returned 10
the individual facility, However, there are some system-wide issues 1o be considered and
we have not come to closure on these issues.

Question 2. Capitation; Please explain the blended rate methodology to be used in FY
1997. 'Will this direct more resources to areas that have greater veteran populations and
higher percentages of service-connected veterans?

Answer. The Veterans Health Administration has implemented a new workload pricing
approach called “blended rates” for allocating the Fiscal Year 1996 budget. The blended
rates workload pricing is intended to target resources on the basis of expected patient care
workload and efficiency. Blended rates is a method to set prices for prospective VA
medical care workloads. Under blended rates, & unit price for expected workload is
established by adding together a percentage of the individual facility’s unit price, the peer
group average price (MCG), the geographic area average price (VISN) and the VA
national average price. The unadjusted proportions add up to 100 percent. For example,
&5 applied in the fiscal year 1996 budget allocations, the blended rate has been constructed
from a blend of 70 percent of the facility’s price, 5 percent of the Medical Center Group
(MCG) unit price, 5 percent of the VISN unit price, and 20 percent of the national unit
price. The objective of blending is to promote efficiency and more equitable access to
care by veterans across the Nation and 1o transition VA 1o a capitated method of resource
allocation in FY 98 or FY 99,

We will also use blended rates 1o allocate the FY 1997 Medical Care Appropriation 1o the
Weterans [ntegrated Service Networks (VISNs), Decisions about the blending factors for
FY 1997 budget allocations have not been finalized. Consideration is currently being
given to potential adjustments to the blending factors used in FY 1996 and structuring
greater financial support for shifting from inpatient to ambulatory care. The volume of
workload, the number of unique persons adjusted to reflect expected utilization, is
determined through projections of kistorical workloads. Veteran populations and counts
of service-connected veterans are being explored as variables for use in capitation
allocations scheduled for FY 1998 implementation.

Question 3. Capitation: Does the VA intend to go to a full capitation based system in FY
19987 If so, how wall the capitation rate be determined?

Answer; We hope to. VHA has chartered a new work group, the Capitation Advisory
Panel, to assist in the development and implementation of a capitation-based resource
allocation system for Fiscal Year 1998, This panel will also further refine and implement
the blended rates for Fiscal Year 1997 as a bridge to the capitation-based resource
allocation system. The development of VHAs capitation-based resource allocation
system will take into consideration VA's special programs and other unique patient
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populations. With capitation, VISN budgets will be based on the number of veterans that
the VISN is expected to take care of for a unit price that considers the risk profile of the
patients, including age and casemix, geographic costs and standardized prices. The
Capitation Advisory Panel will be exploring various ways for determining the capitation
rates; this will include options such as having VHA price standards that consider casemix,
geographic costs and veteran population dynamics as well as price standards from outside
of the VA At this time, it is premature to specify what the ratio will be.

Question 4. The proposed increase in health care funding does not cover inflationary and
payroll increases. How do you envision the VA making up this shorifall? RIFs?

Answer: The restructuring and streamlining of VA's health care system will provide the
framework to operate successfully within the requested resources. Our strategy is to fully
implement the Veterans Integrated Service Network (VISN) management structure and
provide the VISNs with considerable latitude to be part of the solution in achieving
efficiency of operations within resource targets. [ expect some RIFs,

We have also clarified contracting authority for the field; provided criteria for program
review and potentizl realignment, adopted a "blended rate” resource allocation model this
year to target resources on the basis of expected patient care workload and efficiency; and
approved the integration of 24 facilities into 11 entire facility consolidations and expect
maore of these and numerous functional consolidations to occur this year,

In addition, we will continue to emphasize our Primary Care initiative to improve the
management of our patients” care, and we will continue to ask Congress to pass budget
neutral eligibility reform and provide additional contragting and sharing flexibility so that
we have the tools to provide modern day clinical care to our patients, and manage their
care in the most appropriate setling from bath a quality and efficiency standpaint,

With the management flexibility that we have provided and with the added flexibility that
would come from Eligibality Reform legislation, we will expect our VISN Directors to
manage services o veterans in a way that reflects innovation and creativity in the delivery
of quality health care to veterans,

Whether or not Reductions-In-Foree (RIFs) are required for any specific VISN will
depend upon the VISN director’s eveluation of the local situation. The RIF option is
available to each VISN director if necessary to achieve quality and efficiency goals.

There are a number of important considerations which could require us to use RIFs to
restructure our health care system under the VISN arrangement. Some of these involve
shifting of resources to support facility activations, restructuring stafT at integration sites,
and consolidation of functions across facilities, We simply do not have the right mix of
personnel at many of our locations 1o respend to changing healthcare demands. While we
will make every effort to provide opportunities for our emplayees 1o develop new skills, it
will almost certainly be necessary to abolish a number of positions throughout the field and
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to use those resources to fill positions for which there is a more critical need. In each
instance, the WIS director will determine whether these restruciuring requirements wall
necessitate a RIF.

Question 5. At facilities that have already derived significant savings through integrations,
do you envision those facilities have to find additional savings to maintain current level of
services?

Answer: All VA medical care facilities will be expected to seek and implement further
management improvements that enhance the quality of care and the cost effectiveness of
their operation.
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I believe that the administration’s budget proposal is generally sound. However, | do have
some concerns with it. Many of my concerns are related to the rapidly aging veterans
population and the VA's ability to adapt to their demands. About one-third of all veterans
are from the World War I era. Their median age is around 70, Another one-third of the
veterans population hails from the Vietnam era. Their median age is around 50.
Obvicusly, the veterans population, for the next quarter century or more, will be
increasingly affficted with those chronic diseases that afflict the elderly,

In the administration’s budget, it has been pointed out to me that the funding support for
nursing home construction grants has been reduced by 17 percent. Given the graying of
our veteran population, these programs like the construction of national cemeteries,
should experience greater funding level

Question 1° How do you reconcile these demographics with this large cuthack in the
amount allocated for the nursing home accoum?

Answer: This program, like most Federal programs has been impacted by the availability
of scarce discretionary funding. At the budget level requested, however, we will be able
to make significant expansions in veterans long-term care. This request provides for an
investment of approximately $40 million in grants 1o states for new or renovated long-
term care facilities. We also expect to be converting many acute care beds to long term
care beds over the next several years,
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Question 1. GAD recently released a repont entitled Facilities* Resource Allocations

Conld be More FEguitable which was critical of the resource allocation methodology,

could you describe

a) how resources for FY 97 will be allocated and

b} what percent of the total VHA budget will be subject 1o the RPM allocation process?

¢) What attempts will be made to better adjust resource needs (o ensure that resources
are allocated more equitably?

Answer: a) The Veterans Health Administration has implemented a new workload pricing
approach calied “blended rates” for allocating the Fiscal Year 1996 budget. The blended
rates workload pricing is intended to target resources on the basis of expected patient care
workload and efficiency, Blended rates is a method 1o set prices for prospective VA
medical care workloads Under blended rates, a unit price for expected workload is
established by adding together a percentage of the individual facility’s unit price, the peer
group average price (MCG), the geographic area average price (VISN) and the VA
national average price. The unadjusted propontions add up to 100 percent. For example,
as applied in the fiscal year 1996 budget allocations, the blended rate has been constructed
from a blend of 70 percent of the facility’s price, 5 percent of the Medical Center Group
(MCG) unit price, 5 percent of the VISN unit price, and 20 percent of the national unit
price. The objective of blending is to promate efficiency and more equitable access 1o
care by veterans across the Nation and 1o transition VA to a capitated resource allocation
methodology in FY 98 or FY 99,

We will also use blended rates to allocate the FY' 1997 Medical Care Appropriation 1o the
Veterans Integrated Service Networks (VISNs). Decisions about the blending factors for
FY 1997 budget allocations have not been finalized. Consideration is currently being
given to potential adjustments to the blending factors used in FY 1996 and structuring
greater financial support for shifting from inpatient to ambulatory care. VHA has
chartered a new work group, the Capitation Advisory Panel, to assist in the development
and implementation of a capitation-based resource allocation system for Fiscal Year 1998
This panel will ferther refine and implement the blended rates for FY 1997 as a bridge to
the capitation-based resource allocation system. The development of VHA's capitation-
based resource allocation system will take into consideration VA's special programs and
other unique patient populations,

b) VHA has undertaken a comprehensive review of Non-EPM funding — the funds
controlled by corporate headquarters committees during the year. Our goal is to shift
more resources into the RFM moded, that is, funds distributed at the beginning of the year
directly to the field based on projected workload. In Fiscal Year 1997, VHA plans to
increase the RPM pool of dollars that go directly 1o the field in the initial budget
allocations by approximately $1.7 billion over the comparable 1996 distribution. This wall
have the effect of reducing the amount of funds in the Non-RPM category by almost 50%
and put 90% of the Medical Care budget under RPM in Fiscal Year 1997,
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c) As noted above, VHA is moving towards a capitation-based resource allocation
sysiem for FY 1996, The development of VHA's capitation-based resource
allocation system will take into consideration VA's special programs and other
unigue patient populations. Capitation means paying a provider a flat fee in
advance to take care of a set number of patients” health care needs during a
defined period of time, according to an agreed upon benefit package. For VHA,
the provider network is made up of 22 VISNs, The VISN is the locus for
management, planning and budget in the Network geographic area. With
capitation, VISM budgets will be based on the number of veterans that the VISN is
expected to take care of for a unit price that considers the risk profile of the
patients including age and casemix, geographic costs and standardized prices,

Question 2. Many Members of this Committes, especially those representing Sun Belt
states believe that sufficient resources are not moved to facilities with growing patient
workloads. Please describe how you intend to move resources from one area of the
country to another?

Answer- Using blended rates in FY 1996, almost $150 million dollars was redirected.
This is compared to $10 million shifted in the Fiscal Year 1994 budget allocations, and
520 miltion shifted in the FY 1995 budget allocations, shifts in FY 1994 and FY 1995
were identified by the unit cost outlier adjustment process that was replaced in FY 1996
by blended rates. The further refinement and implementation of blended rates for Fiscal
Year 1997, and the capitation-based resource allocation system to be implemented in FY
1998, will continue to shift resources on the basis of expected patient care workload and
efficiency.

Question 3: Understanding that VA operates 172 hospitals, and that utilization rates vary
widely among the facilities, what should be the acceptable utilization range or rate for a
particular facility. In the private sector an 85% occupancy rate for bed utilization is
considered the standard. 1s this appropriate for VA facilities and if not, why?

Answer: Yes, although occupancy rates in private hospitals today average about 65%
compared to TZ% in VA,

One of VHA *s strategic objectives is to shift more resources from inpatient care to
outpatient care, as is occurring in the private sector. This shifl requires that inpatient beds
be closed and that freed resources be applied to expanding outpatient capacity. Closing
beds will also have the effect of raising the average occupancy rate.

Question 4, Under RPM, what percentage of funds do you expect to shift this year (FY

96)7 In its report, GAD states that overall workload in some facilities has increased by as
much a5 15% but the average loss or gain of resources to any facility was about 1%, My
initinl reaction would be that this hardly seems fair.
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Answer: Based on current estimates of budget allocations for FY 1996, some networks
will receive an increase of approximately 5%, while other networks will be frozen at the
1995 level. The FY 1996 RPM allocations moved over $150 million through the use of &
national pricing system (blended rates). In general, resources have moved to the facilities
with increasing workloads and away from those with decreasing workloads. The 1996
facility workload targets will be adjusted to reflect final budget levels. Revised workload
targets are being developed at the Agency marginal rate and will be provided 1o facilities
as soon as the full year 1996 medical care funding is settled. The revised workload targets
will treat facilities equitably with respect to matching workload expectations with available
funding.

Question 5. Originally the RPM system was designed to include a review and evaluation
clement that could provide feedback to managers on how facilities performed compared
with their expected workloads and costs. 1t is also intended to better link cost data quality
indicators. Have these goals been met, and if not, why?

Answer: There i5 an extensive historical review and evaluation component to the RPM
system. As part of the documentation of the Medical Center allocations, every VA
Medical Center receives historical analysis of its performance along with a number of
comparisons relative to the nation, its Metwork and peer group. The allocation process
also results in budgets that reflect the Medical Center's performance in both cost efficiency
and workload. VHA is working on establishing linkages between cost, workload and
quality indicators in performance contracts with Netwark Directors and key Agency
officials.

Question 6. Understanding that VISNs are expected to function as that basic budgetary
and planning unit for a network of facilities, what is the status of the implementation of
these networks? When do you expect the budgetary process to be in control of the
VISNsT

Answer: To date (5-8-96), 20 Networks are fully operational. This means that line
puthority now extends through the Network director to the medical centers. All 22
Metworks should be fully operational by the end of May, 1996,

On February 6, 1996, VHA distributed the FY 1996 Target Allowances to the 22 VISNs
from a “roll-up™ of their VA Medical Center-specific allocations. The FY 1997 Medical
Care Appropriation will be distributed to the Vieterans Integrated Service Networks
(VI5Ns), based on VISN-specific workloads and blended rate pricing rather than Medical
Center-specific allocations. For VHA, the provider network is made up of 22 VISNs.
The VISN is the locus fior management, planning and budget in the Network geographic
area. With VISN performance standards and a fixed amount of resources for expected
workload, the Metwork Directors have the flexibility and expectation to be creative and
innovative in their respective operations.
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Question 7: 1 was notified about the RIF underway at the Ft, Lyon, Colorado VA
Medical Center. Can you explain why the costs at that facility were so high?

Answer: The Fort Lyon, VA Medical Center is relatively expensive to operate because it
has an unusually high percentage of indirect patient care costs to direct care patient cost.
These indirect costs are related to maintaining operations such as wastewater and fresh
water treatment, grounds and road maintenance and fire department services. Also, Fort
Lyon has increased beneficiary travel costs and employee training/education travel costs
due to Medical Center isolation and transportation difficulties.

The positions eliminated with the reduction-in-force are predominantly administrative and
were identified through a reorganization plan. The reorganization plan includes
streamlining of patient processing and support activities, expanding treatment alternatives
so that patients receive the best care a2 reasonable costs, and creating interdisciplinary
teams to address the comprehensive needs of each patient, The plan will bring costs at
Fort Lyon in line with other ¥ A facilities and will not compromise the level of patient
services currently provided.

Question & Please describe the percentage increase for Medical Care over the FY 96
Conference level. In your view, what will be the impact on the system?

Answer: The 517 billion requested for Medical Care in 1997 represents a 2. 7% increase
over the 1996 Conference level. The request will allow VA to muntain services to the
current level of veterans being treated. We expect to treat 2.9 million unique individuals
in both 1996 and 1997. VA will continue to shift worklead from inpatient to outpatient
care where medically appropriate. Qutpatient visits are expected to increase by 1.6 million
to 32.7 million while inpatient episodes are projected to decline by 57,000 to 948,000,

Question 9 Please describe the specific management improvements required by the Office
of Management and Budget and what impacts they will have on direct delivery of health
care services. Are these improvements sctually service reductions?

Answer. The current fiscal climate requires significant attention to management
improvements. However, there are no OMB directed efficiency adjustments to our FY
1996 budget. The restructuring of the VA"s health care system will provide the
framework to incorporate management improvements within daily operations. This
restructuring will make medical care services and management less centralized, more
efficient, and mare patient-centered, Each Metwork director will be responsible for the
efficient delivery of health care to veterans. We expect all VISNs will consider
consolidation and realignment of facilities, and other strategies to maximize the use of
human resources, and to ensure delivery of quality health services through VA or non-VaA
providers and ather actions necessary to provide appropriate and timely care. During FY
1997, we expect to maintain the current level of high prionty veterans being treated.

In addition, VHA has already made the following accomplishments:
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. The establishment of 22 VISNs, resulting in $9.3 million recurring savings,

. The restructuring of VHA Central Office, resulting in 38.7 million one-time
savings,

. The increase in the number of unique users while there was a reduction of 2,309

operating beds and a reduction in s1aff of 3,436 FTE;

The merger of the management of 18 facilities into §;

The elimination of 887 redundant forms;

A 107 increase in the number of sharing agreements with DoD;

Siting an additional 15 community based access points;

The implementation of primary care, with over 40% of patients now enrolled;

An increase in ambulatory care surgery;

Pharmaceutical improvement (o include formularies for each WISM with a national

formulary to come; and

. More products being looked at for bulk purchasing or other volume discounts,

- & = & & & @

WHA has also been focusing on:
Development of a set of operating indicators and performance measures,

Development of Network Director performance contracts,
Mew criteria for allocation of FTE, and

Innovations in nursing practices.

Question 10: What is the current VHA equipment backlog and how much funding will be
allocated to relieve the equipment backlog? What are the equipment funding pricrities for
FY 97

Answer; For many years equipment backlogs were used as a basis for estimating Capital
budget requirements. However, the validity of the backlog numbers was the subject of
much debate and controversy. A new field based method for determining capital
requirements is being developed and will be used in future budget processes. As VHA
restructures its capital requirement methodologies, the distinction between replacement
and additional equipment is no longer used. The Veterans Integrated Service Network
(V15N will manage the available equipment resources to ssure that total equipment
requirements receive appropriste prionty ranking. A new group has been chartered within
VHA to develop a capitation allocation system and this group will also be considering
how to integrate capital needs into the capitation methodology.

Question 11:  Please describe the status of new activations. How many are planned for
FY 1997 and where are they located? What is being done for facilities who in the past
have never received an adequate share of activation funds, such as West Palm Beach?

Answer; The FY 1997 Medical Care request does not include “line item™ requests for the
activation of any specific project. The Networks are expected to activate projects from
within the level of dollars provided in their total Medical Care Budget allocation.
However, during this transition period, management level reviews at the Metworks and
Central Office levels will be performed for each project.
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Activation firnds in the amount of $121 million had been requested in previous years
budgets for the new West Palm Beach Medical Center, Through March 31, 1996, 3118
million has been aflotted,

Question 12:  Understanding that Hawaii offers limited universal health insurance to its
residents, and that DoD has instituted TRICARE for its beneficiaries in this region, what is
the rationale for the priority ranking of this project? It would appear that other areas of
the country such as Sunbelt states would have a greater need for such a facility. How
many unique veterans does the projected outpatient workload of 92,303 veterans
represent?

Answer: VA has proposed projects from only four high prionty categories (New
Huospital, Environmental Improvements, Modernization — both ambulatory care and
environmental improvements, and Seismic) out of a possible 20 categories of projects.
VA considers the New Hospital category projects a very high priority because of VA's
long standing commitment to provide equity of access to health care for America’s
veterans irrespective of residence. This category includes the project in Hawaii. It is
second in priority to the new Medical Center in Brevard County, FL, which is also being
proposed in this budget. The 2005 projected estimate of unique veterans using outpatient
services in Hawaii is approximately 14,100,

Question 13: It appears from your submission that you are proposing to change the
definition of a minor construction project from the current level of $3 million to $10
million, Under this expanded definition what would be the oversight role of the Office of
Construction Management and how would this new level affect the construction

Answer: The Office of Facilitics Management does not have an oversight role in the
minor construction program.  This role is handled by the Office of Assistant Secretary for
Management. The Office of Facilities Management does anticipate providing technical
support to the VAMCs and VISNs for these projects upon request. The Consulting
Support Office within Facilities Management is staffed by a cadre of senior technical
professionals who respond to VAMCs requests for assistance on a broad range of
construction problems. 1t is expected that this office will be called upon more frequently
to assist the VAMCsz and WVISNz with the new level minor construction projects. For
those medical centers who determine they do not have sufficient resources to handle
projects of that magnitude, FM is prepared to continue to manage these projects. The
projects between $IM and $10M are currently given priority scores utilizing the Major
Construction Prioritization System methodology and compete with all other major
projects in their category nationwide for rescurces. Under the propozal, projects between
$3M and $10M would be given priority scores utilizing the prioritization methodology for
minor category construction projects and compete with other minor projects nationwide
for resources.
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Question 14:  What is the amount that the Department estimates it will spend on Contract
Care during FY 977 What is it expected to spend during this Fiscal Year (96)7 What are
the ambulatory contract care costs for Hawaii estimated to be for FY 977

Answer. The chart below provides the estimated contract care costs for FY 1997 and
FY 19%6. The total FY 97 estimated ambulatory care contract costs for Hawaii is
56,200,427, This includes fee-dental, fee-medical, scarce medical specialist and
consultants.

1997 Estimated Contract Care 1996 Estimated Contract Care
Description (3000) | Description (3000}
Community Nursing Home $383,436 | Community Nursing Home $365,888
Contract Hospital 5$182,076 | Contract Hospital $173,673
Qutpatient (Fee) $280,278 | Outpatient (Fee) $266,496
1997 Total $345,790 | 1996 Total §806,057

Question 15: It is my understanding that there are approximately 700 non-service
connected, non-indigent patients in VA nursing homes who pay approximately $6,000 a
year for care that costs VA over $40,000 to provide, What is the VA policy on the
operation of these nursing home beds and who has priority for placement in these beds? It
would appear that an inequity exists among non-service connected veterans. Most non-
service connected veterans are limited to & months contract care, how is the VA
placement of this particular group of non-service connected veterans justified?

Answer: Assuming that the number 700 is approximately correct, this represents 2.1% of
patients receiving care in VA nursing homes. This care is justified according to priorities
established by law. At a particular facility, a non-service-connected veteran in need of
hospital based nursing home care can be admitted to a VA nursing home care unit when
space and resources are available and an application for VA nursing home care from a
service-connected veteran is not pending on a waiting list,

Service-connected veterans receive a higher priority for placement in VA nursing home

care units, The pricrties for care follow:

2) Any veteran who has a service-connected dissbility and who requires nursing home
care for any condition,

b) Any veteran whose discharge or relezse from the active military, naval, or air service
was for a disability incurred or aggravated in the line of duty and who requires nursing
home care for any condition;

¢} Any veteran whao, but for a suspension pursuant to 38 U.5.C. 1151 would be entitled
to disability compensation, but only to the extent that such veterans' continuing
eligibility for such care is provided for in the judgment or settlement described in such
section and who requires nursing home care for any condition;

d} Any veteran who is a former prisoner of war and who requires nursing home care for
any condition;
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€) Any veteran who served in Vietnam during the Vietnam era and who may have been
exposed to Agent Orange or to other toxic substance and who needs care for a
condition possibly related 1o such exposure, and to veterans who were exposed while
on active duty to ionizing radiation from nuclear testing or participation in the
American occupation of Hiroshima and Nagasaki following World War II and wha are
in need of nursing home care for a condition passible related to such exposure,

f) Any veteran of the Spanish-American War, the Mexican Border Period, or World War
1, for any condition that requires nursing home care; and

g) Any non-service-connecied veteran who is in receipt of VA pension or whose income
is below the means test threshold amount.

h) Any non-service-connected veteran eligible for VA hospital care whose income
exceeds the means test income threshold amounts if the veteran agrees to pay the
applicable copayments for the care rendered by VA,

It is possible to have a service-connected veteran on a waiting list a1 a facility which has a
vacant bed, but the vacant bed does not meet the medical care level required by the
service-connected veteran. In this case, a non-service connected veteran requiring the
available level of care may be admitted. Most VA nursing home care units currently have
waiting lists, however, there are a few that do not.

Question 16 Please describe the impact of the FY 97 Research Budget request on the
research program. Will there be an increase or decrease in the number of grants funded?
What are the research priorities for this coming fiscal year? Looking at research funding
across the government, in your opinion, how has the VA fared in the last 2 years when
compared to NIH?

Answer, Research programs wall be maintained in the areas of highest imponance 1o the
Department. A commitiee of experts from both within the VA and outside the VA are
reviewing the research portfolio to advise me regarding future areas of research,

There will be & decrease in the number of projects funded due to (1) a decrease in the
Department of Defense funding transferred to VA (98 fewer projects) and (2) a stable
budget without a current services increase (47 fewer projects)

In addition to the engoing priorities in disorders associated with aging, schizophrenia,
PTSD, Persian Guif related illness, spinal cord injury, rehabilitation, AIDS, and health

service; research will focus additional resources on outcomes research, nursing research,
diabetes research and occupational and environmental hazards research.

For the years 1995 through 1997, the appropriations and the percent change by years for
YA and NIH research are as follows:

e % Changed e Changed
Changed from Prior | Proposed | From Prior
FY 85 | From Prior | FY 9 Year FY %7 Year
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| Agency | 5 Millions Year 5 Millions 5 Millions
YA 251 0 257 J2 257 0
NIH 11,322 35 11,939 5.40 12,435 42

Question 17: As 1 mentioned in my opening remarks, | am concerned about the FY 97

request for the Research program. Specially deseribe how the Department can maintain a
current services level under the proposed request of $257 million.

Angwer: An appropriation of 5257 million will not maintain & current services level, but
research of the highest importance and the most meritorious, as determined by the peer
review process, will be continued.

Question 18: In your view, will the Department be able to fund all priority one grants in
FY 9m?

Answer; Mo, our funding request for the Veterans State Home Grant program will not be
sufficient to fund all priority one grants. Thirteen of 46 priority one applications will
receive funding in fiscal year (FY) 1996; one project will receive partial funding. A total
of 32 priorty one projects will not be funded in FY 1996, The cost to fund the balance of
the one partially-funded application and the 32 other grants is estimated at $96 million.
The estimated backlog assumes that no State will withdraw its application. In addition,
the backlog estimate does not take into account new applications that will be received
between August 1995 and August 1996 for prioritization on the August 15, 1996 priority
list

Question 19 As part of your budget proposal you have included a pilot program called
the Franchise Fund. Describe the proposed operation of this program and what interface,
if any, it would have with the Medical Care Cost Recovery program (MCCR)? How does
it differ from the Medical Sharing program? What are the projected revenues and would
its expanded patient/consumer base, in reality, be non-veterans?

Answer: Franchise Fund: Under Public Law 103-356, the Government Management
Reform Act of 19%4, the Department of Veterans Affairs was chosen as a pilot Franchise
Fund agency, beginning in FY 1996. Beginning in FY 1997, the department is proposing
to formally establish the Franchise Fund as a revolving fund.

The Franchise Fund is & revolving fund which will be used 10 supply commaon
administrative services. Beginning in FY 1997, six activities (Austin Automation Center,
Austin Finance Center, Security and Investigations, Law Enforcement Training Center,
Weosho Records Depository, and ADF and Adaptive Training) will have annual billings of
approximately $55 million and 445 employees. In order to initiate the fund in FY 1997,
VA proposes that General Operating Expense (GOE) funds that directly funded the
Service Activities be moved to the customers to become part of their operating base, In
addition, funds from current reimbursement agreements will continue to be paid to Service
Activities through the Fund. Rates and service levels are set by a Board of Directors on
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an annual basis, in conjunction with the budget cycle. Competition with vendors outside
VA (within the Federal Government and from outside contractors) is expected to lower
costs and improve cusiomer service,

The Franchise Fund does not interface with the Medical Care Cost Recovery program,
The “gainsharing” legislation proposal does impact MCCR and Medical Care and is
described below:

Cainsharing: Legislation is being proposed to allow the Department to retain a portion of
third party recoveries above a defined collection goal. VA currently has the authorty to
collect from third-party insurers for the treatment of non-service connected conditions,
However, all recoveries in excess of administrative expenses are retumed to Treasury,
Under this new “gainsharing” proposal, once the Department exceeds the goal defined in
legislation, additional collections will be shared with VA retaining 25 percent of
collections from Category A veterans and 100 percent of collections from Category C
veterans. It is estimated that this will result in an additional 53,439,000 to be transferred
to Medical Care from the Medical Care Cost Recovery Fund in Fiscal Year in 1997,
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Question 1 In FY95, Florida facilities continued to have the highest number of
applications for medical care by service-connected veterans in the nation. Yet, VA
expenditures for medical services and administration for Florida continues to lag behind
states such as California, New York and Texas which have fewer applications for service-
connected care and smaller veterans populations. Can you explain this discrepancy?

Answer: The Department shares the concerns about the unevenness in the access
to care across the nation. VHA s goal with eapitation budgeting is to implement a
system that allocates resources in a more equitable manner. The FY 1996 budget
allocations to VA Medical Centers were made based on where veterans received
care, and on forecasts of future counts of patients treated (workload) and costs for
each VA medical center. The facility workload for Florida is lower than the
workload for California, New York and Texas, Veteran populations and counts of
service-connected veterans are being explored as variables for use in capitation
allocations scheduled for FY 1998 implementation,

Cuestion 2. One of the most frequent complaints [ recerve from my veterans is the impact
“snowhirds™ have on their ability (o receive care at VA facilities. During the winter
months, Florida veterans are being denied care because our limited resource are being
used by non-Florida residents. Does the VA's resource allocation methodology include
any type of mechanism to factor in the winter migration of veterans?

Answer: The FY 1996 budget allocations to VA Medical Centers have been made based
on where veterans receive care. The current allocation system has a process for allocating
individual patient resource consumption to the treating facility by a mechanism called
“Pro-rated Person™ (PRP). Ifa facility provides all of a patient’s VA health care, the
facility is credited with that patient”s full 1.0 PRP. If the patient receives care al more
than one VAMC, each facility is credited with a pro-rated share of the patient’s PRP,
based on costs. IFa patient's total annual health care cost was $10,000 and VAMC #1
provided 52,500 of care, it would receive .25 PRP for the patient, with VAMC &2, which
provided 57,500 of care, receiving .75 PRP for that patient. The national sum of all Pro-
rated Persons equals the total number of unique patients treated nationwide (unduplicated
count) during any given fiscal year, “Snowbirds”, or patients treated in both the North
and the Sun-belt, are counted in the base workload numbers and projections of each
facility providing care. In the allocation process, the treating facilities are allocated
resources in proportion relative to the care provided by the PRP component of the RFM
process. Therefore, Florida facilities receive equitable funding for *Snowhirds”,

Cuestion 3. Recent reponts by GAO found that “while considerable number of veterans
have migrated 1o southeastern and southwestern states, there was little shift in VA
resources.” Can you tell me why VA resource have not been shifted 10 reflect the
migration of the veterans population?

Answer: This 1s a historical problem which we are trying to address. Based on current
estimates of budget allocations for FY 1996, some networks will receive an increase of
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approximately 5%, while other networks will be frozen at the 1995 level Using blended
rates in FY 1996, almost 5150 million dollars were redirected within the VA health care
system. This is compared to $10 million shifted in the Fiscal Year 1994 budget
allocations, and $20 million shifted in the FY 1995 budget allocations; shifis in FY 1994
and FY 1995 were identified by the unit cost outlier adjustment process that was replaced
in FY 1996 by blended rates. The further refinement and implementation of blended rates
for Fiscal Year 1997, and the capitation-based resource allocation system to be
implemented in FY 1998, will continue to shift resources on the basis of expected patient
care workload and efficiency. With capitation, VISN budgets will be based on the number
of veterans that the VISN is expected 1o take care of for a unit price that considers the
risk profile of the patients including age and casemix, geographic costs and standardized
prices.

Question 4 Earlier this year, two Florida VA Medical Centers (Bay Pines and West Palm
Beach) anncunced they will not accept new patients classified as “Category C because of
budgetary constraints. Yet, I've been told that in other pants of the country, medical
centers are advertising for patients. What is the VA doing to address these inequities?

Answer. Most VAMCs across the country have placed some restrictions on the
acceptance of Category C patients. Nationwide, only about 4 percent of VA workload is
from Category C patients. 1know of no VA facility that is advertising for patients.

In response to the unevenness in veleran's access (o care, VA is moving towards a
capitation-based resource allocation system by FY 1998, Besides being more
understandable to clinicinns, managers and stakeholders, a capitation-based resource
allocation system will allow for more equitable funding throughout the country when
decisions are based on veteran population needs. In the interim, VA will implement a
blended rate pricing methodology in FY 1996 and 1997, Further explanation of this
transformation in resource allocation follows:

Blended Rates: The Veterans Health Administration (VHA) has implemented a new
workload pricing approach called “blended rates” for allocating the Fiscal Year 1996
budget. The blended rates workload pricing is intended to target resources on the basis of
expected patient care workload and efficiency. It is a method 1o set prices for prospective
VA medical care workloads. Under blended rates, a unit price for expected workload is
established by adding together a percentage of the individual facility’s unit price, the peer
group average price, the geographic area (VISN) average price, and the VA national
average price. Before a blended rate is eomputed, each VA Medical Center's expenditure
base and workload is adjusted for research, training, special programs and special salary
rates. These funding adjustments recognize the inherent differences in VA Medical
Centers and make the comparisons more valid and supportable.

ion- i : VHA has undertaken &
comprehensive review of Non-RPM funding — the funds controlled by corporate
headquarters committees during the year. Our goal is to shift more resources into the
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RFPM model, that is, funds distributed at the beginning of the year directly to the feld
based on projected workload

pitatio i m: Capitation means
mlpfﬂﬂdﬂlﬂat fnemldmmtouhewenflmmmbemfpmum health care
needs during a defined period of time, according to an agreed upon benefit package. For
VHA, the provider network is made up of 22 VISNs. The VISN is the locus for
management, planning and budget in the Metwork geographic area. With capitation,
VISN budgets will be based on the number of veterans that the VISN is expected to take
care of for a unit price that considers the risk profile of the patients including age and
casemix, geographic costs and standardized prices. The benefits to improved management
of resources are significant. With VISN performance standards and a fixed amount of
resources for expected workload, the Network Directors will have the flexibility and
expeciation to be creative and innovative in their respective operations, VHA's goal is to
implement a system that allocates resources in a more equitable manner, encourages the
use of the most appropriate setting for each episode of care, and supports VA's special
programs.

Question 5. How much money have Florida medical centers requested for the treatment
of service-connecied velerans and how much have they actually received?

Answer. The VA request for budget resources in the past has been based on forecasts of
future counts of patients and costs for each VA medical center, Veteran populations and
counts of service-connected veterans are being explored as variables for use in capitation
allocations scheduled for FY 1998 implementation,

Question 6 Can you give me & monthly breakdown of the workloads for each of the
Florida medical centers for the past two years.

Answer. VA medical centers in Florida treated 49,553 hospital inpatients in FY 1995,
this is 2,046 (-4%) fewer hospital inpatients treated than in FY 1594, when 51,599 were
hospitalized. This reduction in hospitalized patients is indicative of the continuing shift
from inpatient to outpatient care. A monthly breakdown of hospital inpatients treated at
Florida ¥ AMCs is attached.

VA medical centers in Florida (including their satellite outpatient clinics) provided
1,512,581 outpatient visits in FY 1995, this is 169,131 (+12.6%) more visits than in FY
1994, when 1,343 450 visits were provided. Again, this increase in outpatient workload
demonstrates the changing emphasis in the VA from a hospital-based system to one
providing more care on an oulpatient basis. A monthly breakdown of outpatient visits at
Flenda facilities 15 attached

Question 7. How much contracting for medical care services does the VA use in Florida,
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Answer: In FY 1995, Florida VA medical centers spent 592,896,268 (11.7%0) of their
total medical care budget ($791,356,111) on medical care services contracted from the
community. As shown below, contracted care ranged from a high of 17 2 percent at
VAMC Bay Pines to a low of 8.3 percent at VAMC Lake City.

Med Care

Budget B.Pines Gville L.City Migmi Tampa WPBch
Total $158,605.841 $133,500,087 $62,528,100 $181,053,282 $176,535,851 $79,042,950
Contract 327,263,407 516,591,765 §5202,456 517,887,800 S$18,943,069 §7,007,771
% Contract 17.2 124 83 9.9 107 89

Bay Pines has a higher percentage of contracted care because it operates the Clinic of

Jurisdiction (VA health care facility assigned fee basis outpatient jurisdiction over the

geographic area in which the veteran has established residency) for fee-basis programs in

Florida. West Palm Beach was not activated until June 26, 1995, and includes activation

g?“m for new equipment, so its percentage of contracted care may be higher in the
ture.

Question 8 What is the status of pending construction projects in Florida? Where do
these projects currently rank on the VA's priority list?

Answer. The projects listed below have been identified by the VA Medical Centers as
vigble major projects for their facilities. These projects are included in the 1996 National
Major Project Inventory (used for the FY 1997 budget cycle). The FY 1997 budget
includes projects that reflect VA's priorities of improving ambulatory care and the
patients’ environment. Those projects below not in these prionty categories were not
considered for funding in FY 1997, Of those that do fall into the ambulatory care or
patient environment category, their project score precluded them from consideration
within the requested budget level.
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East Central Florida aside, the remaining projects will be considered for the earliest budget
request consistent with resource constraints and competing priorities. With the FY 1996
appropriation of $17.2 million and the currently available $7.8 million, Congress has
provided 525 million for the construction of an outpatient clinic in Brevard County. VA,
however, included a request for partial finding ($42.6 million) for a new medical center
and nursing home in the FY 1997 budget request.

YA Medical Center Project Title Total Extimated | Project
Cost Score__

BAY PINES Expand Ambulstory Care §15, 900,000 121

EAST CENTRAL FL. Brevard Co. New VAMC/NHCU 171,900,000 7.96

GAINESVILLE 120 Bed NHCU (30 Bed SC1) 524, 500, ) T.24

LAKE CITY Ambulatory Care Expansion § 16,900,000 579

RenavateExpand Patient Wards $ 200,000, 000 944

MIAMI Climical Addsiion 25,000, (00 11

Research & Education Addition 28, 0H), DN [E

Central Plant Addithon 513,000, (A} 475

Psychintric Addition 17,600,000 5.89

Removate SARMABCD 59,000,000k [N}

Renavate | LABCD/1ZABCD 510,400 000 6.11

Renovaie SABCINIOABCD 510,600, 000 Gl

Rengvate TABCIVEARCD 510, K00, 000 504

PALM BEACH Construct Addl. 130 Bed NHCU 59,700,000 10000

TAMPA 5C1 Building/Central Plant §50, 200,000 T.18

Renevate Surgery 5 18900, 000 4.39

Clinical Additioa 519,900,000 519

| Pasking Carage 5 14 D) (WK 526

Ambulatory Care §27, 300, 0H0F 6.75

Question 9. In FY 1986, the Port Richey VAOPC had a total number of outpatient visits
of 7,153, The Clinic's projected number of visits for FY 1996 is 40,000, Does the VA
have plans to expand the Port Richey VAOPCT 1If so, 1 would like some information on
the VA's proposal.

Answer. The Port Richey OPC was activated in September 1985 in 4,550 net square feet
of leased space. The Clinic provided 7,153 outpatient visits in FY 1986, the first full year
of operation. By FY 1987, Port Richey had provided 11,869 visits, necessitating an
expanticn of the leased space to 11,000 net square feet. The following year (FY 1928),
workload increased to 21,661 visits,. Some modular buildings were added in FY 1994, but
these provided only an additional 1,000 net square feet. The workload has continued to
grow in spite of the space constraints; visits increased from 27,410 in FY 1989 10 37,214
visits in FY 1995,

Approved workload allocations for 2005 at Port Richey total 54,100 visits. A space
package was approved in December 1994 for expansion of the Port Richey OPC.

ion plans call for 23,822 net square feet, or 30,492 occupiable square feet of space.
Additional staff work is currently underway to insure that this amount of space is
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adequate, Advertisement for new leased space by VA Real Property is scheduled for May
1996, In the meantime the current lease, which expires in June 1996, has been extended
for a 30-month period to allow time for acquisition of new leased space.

Question 10: On March 8, 1996, Deputy Inspector William Merriman testified before the
Senate Appropriations Subcommittee regarding the VA's medical operations and
functions. At that time, he testified that the VA needed to develop and implement
performance criteria for the allocation of personned in order to correct the variances in
staffing at VA medical centers which have resulted in inequitable distibution of resources.
Is the VA acting on the 1G"s recommendation? If so, what action are you planning to
take?

Answer: The Veterans Health Administration (VHA) agrees with the Inspector General's
conclusion that variances in resources allocated to medical centers have developed over
time. VHA is already addressing the issue through several management initiatives which
we believe meet the intent of the Inspector General's recommendation. These
management initiatives will link staffing resources with work performed, and will allow
WA 1o assess allocation of these resources among medical centers in meeting workloads.
These initiatives focus on three broad goals: (1) capitated funding, (2) decentralized
operational management at the VISN level, and (3) performance based oversight.

The changes VHA envisions will address concerns about resource allocation inequities.

As evidence of this, as part of a 5-year plan, VISN3s will evaluate the type and level of
services needed at each facility. This will require an assessment of staffing resources.
WHA is also exploring development of a system under which physicians will be paid based
on performance and productivity.

Performance-based measurement and accountability are an important part of the VHA's
current restructuring efforis. 'We plan to develop and use performance measures
{including economic measures) in the management of all levels of VHA operations. When
this restructuring is fully implemented, performance measures will be in place to help
assure that VHA provides quality services, in the most appropriate setting, in a cost
efficient manner.

To help better assure efficient production of services and 10 manage relative costs of
services, we are working to better identify clinical production units, to define and account
for wark outputs, and to account for resource inputs assigned to production units, As we
gain a better understanding of VHA's productivity status, we will work to improve
productivity and to reallocate resources as feasible. As noted in the response to Question
4, in FY 1996 and FY 1997, VHA will be using an allocation methodology called blended
rates Lo target resources on the basis of expected patient care workload and efficiency.
The blended rate methodology is a transition step toward implementing a capitation based
resource allocation system in FY 1998 which will further shift resources on the basis of
expected patient care and workioad efficiency. At the same time, we will continue to
ensure that we measure not only productivity, but also quality of care, patient satisfaction,
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and other approprinte qualitative indicators. 'We will include performance information that
better identifies and accounts for cost differences attributable to case mix, severity of
illness, complexity of services provided, special programs and inefficient practices. We
will also have better accounting for the costs of activities other than direct patient care,
such as research and medical education,

The Decision Support System will be important to our mansgement information efforts.
D55 can generate comparative performance data for individual practitioners and
production units, and can aggregate information at the facility, VISN and national levels,
using & variety of qualitative and economic indicators. When implemented systemwide,
we plan 1o make full use of DSS.

Question 12: Both GAO and the IG have testified at the Senute hearing that the VA could
achieve substantial savings if the Depariment adopted Medicare fee schedules. Is
the WA acting on these recommendations?

Answer; Yes. VA adopted Medicare's Diagnosis Related Group (DRG) payment
methodology for inpatient non-YA hospital claims in mid-FY 1992, We estimate that
through FY 1995 cumulative savings from that decision have totaled $300 million.

‘We have made a decision to adopt Medicare's outpatient payment system at the earliest
possible date. The new VA outpatient fee schedule will be based on the payment
methodology established by the Department of Health and Human Services (HHS), Health
Care Financing Administration (HCFA), under the Medicare Program Fee Schedule for
Physicians' Services, also referred to as the Resource-Based Relative Value Scale
(RBRVS), VA has been working with HCFA for the past vear on developing software 1o
accomplish VA's needs nationwide. Curremtly, VA is developing regulations in
consultation with General Counsel 1o implement the RERVS program. VA is planning on
implementing and distributing to the field the 1996 Medicare Fee Schedule software by
early Summer.
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Question 13a: How much money does the VA currently bill third party insurers for
medical care cost recovery? How much money does the VA actually collect?

Answer, MCCR Third Party Recoveries (36_5014)
Inpatient Third Party FY 1994 FY 1995
Amount Billed §1,005,829,550 51,038,940,403
Amount Collected $366,818,315 5356,153,679
% Collected 64T 34.28%
Outpatient Third Party FY 1994 FY 1993
Amount Billed 5348507, 148 $424,072,062
Amount Collected 5139337685 $166,668,560
% Collected 39.98% 39.30%
Total Amount Billed 1,354,336,658 1,463,012,465
Total Amount Collected | $506, 156,000 §522,822,239
% Total Collected 37.3T% 35.73%

The dollar value of the receivables established (Amount Billed) by VA medical centers
does not reflect the actual recovery potential of the MCCR program, There are a number
of factors that contribute to the overstatement of receivables outstanding.  These include:

*  About 60% of veterans having health insurance, who are treated by VA, are over 65.
Most of these insurance plans are Medicare supplemental plans. They cover only $736
of the cost for the first 90 days of inpatient care in a 365 day period. In addition, such
policies can cover 20% of VA's physicians charges, along with additional co-payments
of 5184 per day for inpatient care from the 61st through the 90th day of &n inpatient
stay, Furthermore, if not previously used up, lifietime reserve payments of $368 per
day may be available for the 915t through the 150th day of inpatient care. Outpatient
benefits are limited to 20% of the outpatient charge. Prior to this fiscal year, software
did not exist that allowed billing stafT to identify this policy type. Consequently, an
insurance claim for full care is established, e.g, $10,000, yet in many cases only $736
is expected in recoveries. (Worth noting is the fact that while representing 60% of all
i:.!lrmc;! ballings, the over 65 age group represents only 40% of patients treated by

e WA

* Significant outstanding receivables on the books represent unpaid Medicare
supplemental claims. VA pursued litigation with three Blue Cross companies to force
payment of Medicare supplemental policies. Although VA won the litigation, a
number of payers are still contesting the right of VA to recover payments for Medicare
supplemental policies. Furthermore, YA is presently in Iitigation on Medicare
supplemental issues with United Services Automobile Association and other
commercial carriers.
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« Mot all services provided by the VA are covered by third party insurance. Some
services are only partially covered and other services have limited coverage authorized
per year, Psychiatry services are an example. Most policies either exclude or limit
psychiatric care to acute days and limit the number of billable days per year orina
lifetime. Also, unlike the private sector, costs not covered by an insurance carrier are
MNOT passed on to the patient for payment.

« Mot all policies billed are resmburaable. Many facilities bill HMO and PPO plans in an
effort to establish documentation of care provided in case HMOs change their rules
and pay af a future date. In most instances, HMO and PPO plans only reimburse for
EMETZENCY Care.

* Receivables must be established for the billing period using approved VA per diem
rates. Consequently, receivables are overstated in cases such as the Medicare
supplemental example cited above and in the case of outpatient care where our claim
for $205 may receive a reimbursement of 541 for an office visit

* Most health care contracts include patient copayments and deductibles which VA does
not require patients to pay. Consequently, claims for reimbursement of the costs of
care and actual payments differ by at least the copayment and deductible requirements
of the policy.

& VA recovenies from third pany payers are limited to the terms of the contract between
payer and insured. In most instances, policies limit payments to some percentage of
customary and reasonable charges. For example, traditional policies may cover 80%%
of customary charges and providers rely of self pay by patients to recover the
remaiming 20%. VA does not require veterans Lo pay the outstanding balance (balance

& VA lengths of stay exceed community standards. Insurance payers disallow
unauthorized days of care and evoke penalties for facility failure 1o pre-certify
inpatient admissions.

e By law, insurance payers may pay VA based on what the VA bills OR upon usual and
customary charges, This means that payers have control of the value of the service
provided. In the putpatient arca, as many 23 25% of outpatient claims lacked adequate
coding of the care provided. The absence of detail results in payers assigning the
lowest valued office visit rate 1o the care

* VA practice patterns differ from the community. Care provided in an inpatient setting
within the VA is often performed in an ambulatory care setting in the private sector.
Payers deny payment for outpatient care performed in an inpatient sefting (an example
is cataract surgery). This, of course, is due to VA's antiquated eligibility laws
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¢  Due to the recent release of new software functionality, VA medical center finance
offices have not had the opportunity to fully implement the software which allows for
insurance claims tracking and accounts receivable functions that identify insurance
category, estimate net recovery potential, and support timely contract adjustments,

Question 13b: How much does it cost the VA to collect this money?

Answer. MCCR contracted with Birch & Davis, Associates, Inc. for an MCCR Cost of
Collections Study. The Final Report was made available to the MCCR program office on
Wovember 21, 1995, The study analyzed the costs incurred to bill and collect third party
inpatient and outpatient claims; first party means test and prescription copayments; claims
for ineligible care; and claims for humanitarian care. (Data follows which was extracted
from Exhibits 3 & 4 and from the table on page 12 of the Birch study on Collections.)’

The Birch study examined the nature of the MCCR costs and identified a number of
factors which impact MCCR's cost 1o collection ratio. The study provides detailed
explanations of these factors which are summarized in the following Table.

Differences Between VA and Private Sector Costs to Bill and Collect®

~NSC/SC
| -—-HMO

Department of Veterans Alairs Private Sector
= Patients have no incentive to repon Patients report health insurance to lessen
health insurance. personal liability.
®»  Must bill by exception Bill is created for everyone

«  Precertification, recertification
{continued stay reviews), and appeals
are included in the cost to collect
computation

Only precertification costs are included in
the cost to collect computation,

Full sutomation and EDI interface

# Limited EDI interface and automation,
-

Lower collections base (i.e. lower High collection base

potential receivables established) ~Fee for service billing

--Flat fee billing ~—Collects on Medicare and supplemental
—~Medicare supplemental

+ Limited resources for account follow-up

High level respurces applied to account
follow-up

+ Includes overhead costs

Generally does not include overhead costs

" "“Medical Care Cost Recovery Cost of Collections Stody, Final Repon”, Birch & Diavis Associates, Inc.,
Mavember 21, 1995, pp. 10 - 15, {Hencefonh, “Callections™)

* Collections™, p. 12.
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The study determined that “the associated cost to collect ratio for all third party claims is
estimated to be 50,118 per dollar collected —$0.056 for inpatient claims and $0.279 for
outpatient claims. The higher cost and higher cost-to-collect ratio for outpatient claims is
due primarily to the following factors:

Higher volume

Lower collections base

Greater reliance on paper based records to generate claims

Time spent by MCCR. stafl in gathering all the information needed for billing™

The Birch & Davis study notes that “First party claims are generated automatically, for the
most part, &t the time a patient receives care or a prescription.” The study found that
there were “nearly equal cost-to-collect ratios”™ for prescription copayments ($0.384) and
for means test copayments ($0.401). Birch finds that “for both types of first-party claims,
MCCR stail spend most of their time and effort in responding to patient questions or
complaints related 1o the charges and in receiving, depositing and posting payments,™

While the overall cost to recover has been relatively constant over the five years of the
program’s existence, the nature of the work and the volume of workload has not been
constant. The MCCR program was challenged with rapidly increasing copayment activity
and subsequently with the challenge of processing major refunds and adjusiments
following legisiation exempting a large number of veterans less than two years into the
program,

Similarty, little workload in the outpatient third party arena was being performed in the
first several years of the MCCR effort, This was due primarily to the manual nature of
outpatient record keeping, coding and claim generation, Today, nearly a third of all third
party recovery dollars are derived from outpatient claims. Each of these outpatient claim
dollars are recovered at approximately five times the cost of an inpatient dellar. The VA
health care system has been eliminating Category € patients from its service roles as a
result of limited resources. Category C patients as a group have the highest insurance
coverage of all WA patients. The health care system is also in transition from inpatient
care to outpatient care. To replace each recovery dollar lost due to inpatient reductions,
five times the effort and cost must be expended (o process outpatient claims just to keep
recovery dollars constant.

2 “Colbections”, p. 12
3 Birch, “Colbections™, p, iv.
4 Birch, “Colbections”, p.iv.

b Birch, “Collections,” p. iv.
* Birch, “Callections™, p. iv.
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