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TO REVIEW THE PROGRESS OF THE DEPART-
MENT OF VETERANS AFFAIRS REGARDING
THE COLLECTION OF ITS MEDICAL CARE
COLLECTION FUND (MCCF)

WEDNESDAY, MAY 7, 2003

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS,

COMMITTEE ON VETERANS’ AFFAIRS,
Washington, DC

The subcommittee met, pursuant to call, at 2 p.m., in room 334,
Cannon House Office Building, Hon. Steve Buyer (chairman of the
subcommittee) presiding.

Present: Representatives Buyer, Boozman, Hooley, and Evans.
Also Present: Representative Beauprez.

OPENING STATEMENT OF CHAIRMAN BUYER

Mr. BUYER. The Subcommittee on Oversight and Investigations
of the House Veterans’ Affairs Committee will come to order. We
will be holding a hearing today, May 7, 2003, on the VA’s Medical
Care Collection Fund.

I am going to receive an update on the progress being made by
the VA in improving its third-party collections, along with the rec-
ommendations of the GAO, along with recommendations from those
in the private sector about different types of systems in operation
in our society.

In the subcommittee’s initial hearing in 1999 on the VA’s collec-
tions process, we learned about its 5-year plan to obtain 10 percent
of its funding from such collections. In 1997 Congress gave the VA
the authority to retain any third-party collections recovered. Prior
to this change in the law, the collections were returned to the U.S.
Treasury. The VA acknowledged that prior to 1997 it had done a
very poor job of collecting payments from insurance companies be-
cause there was no real incentive to do so.

On February 11, 2003, Secretary Principi presented the VA budg-
et request for fiscal year 2004 and made the following observations
with respect to its collections from insurance companies. The Sec-
retary said, ‘‘We have got a lot of work ahead of us. We have got
to identify veterans who have insurance. Sometimes we are not
very good at getting that insurance information from veterans. We
need to do better. We need to do a better job of installing software
that enables us to better process, more accurately do coding and
billing, which we are doing, and more training. There are so many
different areas of this program that we need to improve.’’
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If I were the director of a VA facility, I would be doing every-
thing I could to collect these payments from the insurance compa-
nies. Why? Because each facility gets to keep the money it has col-
lected. I guess I am baffled as to why every VA facility across the
country is not being overly aggressive in its pursuit of third-party
collections. It defies logic because whatever they collect they get to
keep.

Granted, there are some fundamental problems in the system
that limits the VA’s ability to collect more dollars. In fact, these
problems have been identified for years as the root cause of the
failure of the system. They include missed multiple billing opportu-
nities, huge billing backlogs, and inadequate follow-up on incred-
ibly old accounts receivables.

These are longstanding problems and were repeatedly discussed
in our previous hearings. Hopefully, today’s hearing will give us
some answers as to what is being done to correct these problems.

According to the IG, the VA had a loss in revenue of $500 mil-
lion, approximately, for fiscal years 2000 and 2001. About 73 per-
cent of this was due to a backlog in unbilled medical care and the
lack of follow-up on delinquent bills. This is just unacceptable.

We held a second oversight hearing on this issue in September
of 2001 to learn how the plan it had unveiled in our 1999 hearing
was being implemented. Today, we hope to hear where the VA is
in implementing its 2001 VA revenue cycle plan. Implementation
of this plan, designed to improve core business processes, is moving
rather slowly, with only 10 of the 24 proposed initiatives being
completed.

I look forward to hearing from our witnesses today, and in par-
ticular, I want to thank the American Legion for participating in
the hearing. Earlier this year, the Legion provided this committee
with comments on ways to streamline and improve services to our
Nation’s veterans. I would like to share a portion of their comments
as it relates to the VA’s collection process.

In February, 2003, the Legion responded to my inquiry stating,
‘‘The American Legion recommends either providing enhanced in-
formation technology and training to improve VA’s billing and col-
lection capabilities or purchasing this service from the private sec-
tor. The American Legion is surprised VA is not authorized to hire
certified coders. The Office of Personnel Management should re-
evaluate this decision.’’

I think we are sort of, from my own standpoint, sort of at a cross-
roads. We can do several things. We can go with the status quo and
modify the hybrid system. We can enhance the hybrid system,
meaning we do our collections in-house, do contracting at a local
hospital level. Third, we could include for those outpatient facilities
where we actually do contracting for medical services—we could in-
clude a contract for them to also do collections on accounts, and we
strike that agreement in the contract. The fourth option would be
that we move this core function out of the VA and into the private
sector totally.

Those are the four options, really, that are in front of us. When
the first thing they bring up to me is the protection of a job, that
is a nonstarter for me. I want everybody to know that. There is too
much money having been left on the table under the status quo.
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So the purpose of this hearing today is that the VA is going to
come forward and tell us what they have been doing about the im-
plementation of the plan, and then we have the GAO. The nice
thing we have done here today is we are going to have the VA and
the GAO sitting at the same table. The reason we have done this
is we are going to listen to testimony and create a little dialogue
between the two of them. I want to find out whether or not the VA
agrees with the audit and recommendations from the Government
Accounting Office.

We are going to take some testimony from the private sector, be-
cause they have to depend upon these collections. It is their life-
blood. What has happened with the VA, those collections aren’t the
lifeblood of the health system of the VA. The lifeblood of the health
system of the VA is the Committee on Appropriations, so why
should they be motivated to do those collections when in fact the
appropriators are always going to give them the money?

So that is the outline and purpose of this hearing today. I will
now yield to the Ranking Member for any comments she may have.

[The prepared statement of Chairman Buyer appears on p. 35.]

OPENING STATEMENT OF HON. DARLENE HOOLEY

Ms. HOOLEY. Thank you, Mr. Chairman.
This is my first hearing on MCCF. In fact, I had to ask what that

meant. But I know this issue goes back a lot of years, and medical
care cost funding is a very important part of the VA business
initiative.

I also know since 1997, the first year VA was authorized to keep
its collection funds, the VA has made some impressive gains. I
know that had to provide some incentive for you to do that. I think
that is good.

Then I think these gains were later enhanced by the implemen-
tation of the reasonable charges fee schedule. Progress is apparent
in looking at this issue, but I think there is a lot of work to be
done. That is one of the reasons we are here today.

The VA is developing strategies as part of their revenue cycle
plan to increase collections: implementing metrics based in part on
industry standards, developing improvements in technology, and
centralizing revenue operations. I also know that this collection
system, the VA collection system, is much more difficult than what
we find in some of the other health care providers. We will hear
some possible solutions on these issues today, and I am looking for-
ward to that.

The VA appears to have come a long way. The Chief Business
Office is headed in the right direction. The MCCF goal will become
more focused once the Chief Business Office determines their uni-
verse of uncollected dollars and a more accurate level of collection
costs. I am sure we will have another hearing before then to dis-
cuss their progress.

We must agree, Mr. Chairman, that there is strong evidence that
the VA has improved its lot recently regarding third-party collec-
tions. We have many metrics and milestones to manage this pro-
gram, but we are somewhat unclear as to how reliable our data is;
or, for that matter, what rate of collections under current law
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would represent success. I think it is important to define what suc-
cess is. Hard data, I know, is sometimes hard to come by.

The Indian Health Service has been successful in billing and col-
lecting Medicare Part A and B, and Medicaid funds. The VA can
only collect Medicare supplemental. I am interested in hearing
from the American Legion how similar or dissimilar these two sys-
tems are. I will follow up directly with the Indian Health Service
in a study of their best practices.

In this subcommittee’s last hearing on MCCF, we heard from two
vendors with plans to help VA collect funds. My predecessor on this
subcommittee asked some very tough questions. Many assertions
and projections were made, but our question on collected revenues
was not answered. A baseline could not be established. Success
could not be determined.

I believe it is prudent, Mr. Chairman, to base our subcommittee
recommendations on facts. We should not be afraid to look at the
books to see if the numbers buttress the promises.

Mr. Chairman, MCCF activities are very much part of the VA’s
core business mission. It accounts for almost 8 percent of their an-
ticipated revenues. When systemic performance is improving, we
must allow them to continue to improve. We must tread cautiously
when the business mission of the organization is so directly in-
volved. When you are leading in a marathon and pulling away from
a pack, Mr. Chairman, you don’t stop at mile 23 to try on a new
pair of running shoes without due cause.

I welcome our panelists from the VA and the GAO, as well as
from the American Legion and various vendors, who will provide
testimony today. Thank you, and I look forward to the testimony.

[The prepared statement of Congresswoman Hooley appears on
p. 36.]

Mr. BUYER. I have run five marathons, so I like your analogy, ex-
cept whoever led this pack got lost and I do not believe they are
leading the pack.

I welcome the VA to the table.
We recognize the first panel, the Honorable Leo Mackay, Deputy

Secretary of the Department of Veterans Affairs.
Dr. Mackay, who is accompanying you?
Dr. MACKAY. The chief business officer, Mr. Bob Perreault.
Mr. BUYER. Okay. Thank you.
And Ms. Bascetta, with the Government Accounting Office, direc-

tor of the veterans health and benefit issues. You may introduce
your staff.

Ms. BASCETTA. This is Mick Blair, assistant director.
Mr. BUYER. Thank you.
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STATEMENTS OF HON. LEO S. MACKAY, JR., PH.D., DEPUTY
SECRETARY, DEPARTMENT OF VETERANS AFFAIRS, ACCOM-
PANIED BY: ROBERT A. PERREAULT, DIRECTOR, VETERANS
HEALTH ADMINISTRATION BUSINESS OFFICE, DEPARTMENT
OF VETERANS AFFAIRS; AND CYNTHIA BASCETTA, DIREC-
TOR, VETERANS’ HEALTH AND BENEFITS ISSUES, U.S. GEN-
ERAL ACCOUNTING OFFICE, ACCOMPANIED BY: MICHAEL T.
BLAIR, JR., ASSISTANT DIRECTOR OF HEALTH CARE, U.S.
GENERAL ACCOUNTING OFFICE

Mr. BUYER. Mr. Assistant Secretary, we would like your testi-
mony.

STATEMENT OF HON. LEO S. MACKAY, JR.

Dr. MACKAY. Thank you, Mr. Chairman. I am pleased to be here
to share the progress and challenges of the future direction of the
VA’s revenue program. As I have mentioned, accompanying me is
Robert Perreault, VHA’s Chief Business Officer.

Mr. Chairman, our Department has made great strides in our
medical care collection since Congress first gave us that collection
authority in 1986, and even more so since the 1997 expansion of
that authority. I do concede it took us significant time and re-
sources to get up to speed in implementing reasonable charges, but
the payoff has been worth it. This past March we collected a record
$131.3 million. And I would also add that we have April figures in;
that was another $131 million a month for us.

We look to be on track to collect an almost $1.6 billion this year,
the largest amount in the history of the revenue program. We are
proud of these results and the huge effort by VA employees that
they represent.

Still, I will be the first to tell you that we have some unfinished
business to address, many challenges ahead, and several exciting
initiatives planned for the revenue program.

Mr. Chairman, development of our 2001 revenue improvement
plan and (RIP) the Secretary’s creation of the Chief Business Office
within VHA have significantly contributed to revenue program im-
provements. The RIP identified 24 specific action items, as you
have mentioned, for improving collections, which VHA has been
diligently pursuing.

The Business Office subsequently developed an approach that
consolidated the uncompleted RIP action items with several addi-
tional industry best practices. It took those best practice initiatives
and assigned each to immediate mid-term and long-term improve-
ment strategy classifications targeted for completion in June of this
year, December 2003 and 2004 and beyond, respectively.

Mr. Chairman, prominent among the immediate strategies, and
one of the first areas the Business Office has sought to address, is
development and implementation of industry-based performance
and operational metrics for both headquarters and field managers.
Network and facility directors’ performance standards already have
been expanded for fiscal year 2003 to include revenue program-re-
lated measurements for amount of collections, gross days revenue
outstanding, accounts receivable greater than 90 days, and days to
bill.
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Other immediate strategy objectives are to increase revenue pro-
gram outsources, such as for collection of aging receivables, to im-
plement an expanded program of regional centralization of revenue
support activities, things like preregistration, insurance identifica-
tion, accounts receivable management, and to require full imple-
mentation of electronic medical records effective October 2003.

The Business Office has numerous mid-level improvement strate-
gies, which are described in my formal statement and I ask that
the formal statement be entered into the record. However, I would
like to note, two strategies here that are of particular importance.

First, we plan to implement a formal accounts receivable (AR)
payment and denial management program at the network and fa-
cility levels to improve payer relationships, we are implementing a
formal AR, Payment and Denial Management Program at the facil-
ity and VISN level, and will require establishment of audit-appeal
business processes and claims development quality controls.

Next, we are on target for full implementation of the Medicare
Remittance Advice (MRA) project by the end of this year. The MRA
will expedite processing of Medicare supplemental claims and help
VA to more accurately assess the amount of its accounts receivable.

Finally, a major focus of our long-term strategy is implementa-
tion of an industry-proven Patient Financial Services System, or
PFFS. This together with planned improvements to our VistA ap-
plications, will vastly improve timeliness and quality of claims and
ultimately increase collections.

In sum, we are working on program improvements to include
VHA-wide responsibility, accountability, improved performance
measures and incentives, education, structured organizational
change, IT enhancement, and solutions, standardization and defini-
tion of performance-driven expectations that will provide real re-
sults. For example, results include the 32 percent growth in third-
party revenue collections from 2001 to 2002 and also the doubling
of total collections in just 2 years from fiscal year 2000 to fiscal
year 2002.

I believe that we can achieve our goal of almost $1.6 billion in
this fiscal year and our fiscal year 04 goal of $2.1 billion.

Mr. Chairman, that concludes my oral statement. Of course, both
myself and Mr. Perreault will be pleased to answer any questions
that you and the subcommittee members may have.

Mr. BUYER. Thank you. Your written testimony will be submitted
for the Record. It is so ordered.

[The prepared statement of Dr. Mackay appears on p. 42.]
Mr. BUYER. Ms. Bascetta.

STATEMENT OF CYNTHIA BASCETTA

Ms. BASCETTA. Mr. Chairman and members of the subcommittee,
I am pleased to be here today to discuss VA’s progress collecting
third-party payments from veterans’ private health insurers. As
you know, these collections are VA’s largest source of revenue to
supplement its medical care appropriations. These payments are
especially important because higher-income veterans without serv-
ice-connected disabilities comprise a significant portion of the
growth in demand for VA health care. Third-party collections are
intended to help pay for the cost of their care.
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My comments are based on the report we issued to you this Jan-
uary and some updating we did to prepare for this hearing.

I would like to make three points today:
First, while we are all certainly pleased to see collections increas-

ing, much of the gain is attributable to improved implementation
of reasonable charges, VA’s new fee schedule.

Second, although the Chief Business Office is in place, oper-
ational problems have persisted for a long time and challenges to
process improvement remain.

Finally, VA is still unable to measure how effectively its third-
party collections process is supplementing the medical care fiscal
appropriations. Last year, VA collected almost $690 million in in-
surance payments, and this year they should be commended for col-
lecting almost $370 million so far. This is definitely going in the
right direction, but it is still too early to call it an upward trend.
Moreover, much of the gain reflects processing a higher volume of
bills under the new fee schedule which was implemented in 1999.
In other words, after being unprepared initially to bill reasonable
charges, VA has been able to significantly improve its collections
under this new fee schedule.

The higher collections, however, have occurred even with persist-
ent operational problems like missed billing opportunities, back-
logs, and inadequate pursuit of accounts receivable. So despite im-
provements resulting from the reasonable charges system, these
kinds of operational problems are still limiting VA’s potential to
collect even more. Studies by the Inspector General and private
consultants under contract to VA document that millions more re-
main uncollected.

VA’s Chief Budget Office concurs that working on operational
problems will in fact yield greater collections. VHA established the
Budget Office to underscore the importance of revenue and eligi-
bility issues, and the office has developed a new business approach
that builds on the previous 24-step improvement plan.

Nevertheless, VHA is behind the plan’s original schedule, and
some items that will begin in 2004 as part of an automated finan-
cial system pilot are not scheduled for full implementation until
2005 at the earliest.

We support VA’s attempt to achieve a state-of-the-art collection
system. The Budget Office’s initiatives could further enhance collec-
tions by identifying the root causes of problems in the processes,
by providing a focused approach to addressing these causes, by es-
tablishing performance standards, and especially, by holding man-
agers accountable for achieving those standards.

The tightening budget environments and the continuing growth
in the lower-priority veterans’ demands for care make it imperative
that VA seek continuous improvement in its strategies to resolve
its operational problems so it can maximize and sustain collections.

Our work and VA’s continuing initiatives and commitment to im-
prove collections highlight our basic message that VA hasn’t col-
lected all third-party payments to which it is entitled and needs to
do much more. In fact, VA doesn’t yet have an estimate of the total
potential collections.

Mr. Chairman, we are interested not only in seeing collections
rise, but also in measuring VA’s progress against this potential
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total. To determine the net effect of the collections process on VA’s
resources, we also need a complete measure of the cost of collec-
tions.

This concludes my prepared remarks. Mr. Blair and I would be
happy to answer any questions you or the other subcommittee
members might have.

[The prepared statement of Ms. Bascetta appears on p. 48.]
Mr. BUYER. Ms. Bascetta, if you were the CEO of a private enter-

prise in a health industry, profit or nonprofit, do you think you
would be able to define what your universe is?

Ms. BASCETTA. I think it would probably be easier in the private
sector actually to do that, because of the enrollment processes that
occur in the private sector. VA is less able to necessarily identify
all the other potential sources of insurance that veterans have. But
doing so should be a top priority for them.

Mr. BUYER. Why wouldn’t the VA make that a top priority,
knowing what comes in the door and identifying the insurance and
defining the universe? It is 3 years down the road and still we are
talking about being unable to define the universe.

Ms. BASCETTA. That is a good question. I don’t know. If I know
that my collections are increasing but I don’t know what the poten-
tial was that I could have collected, I really can’t feel comfortable
with the amount of progress.

Mr. BUYER. You and I are in agreement, because I keep hearing
numbers. The numbers sound good, and yes, we are moving in the
right direction; but I don’t know—I don’t have a baseline. I don’t
know what to rank it against.

I don’t know how to grade it, Mr. Secretary, I don’t at all, espe-
cially if we talk about, all right, great, that was 60 days, we go and
we outsource it and we are going after it. But now we are only
talking about that for which we know; we are not talking about
that entire universe.

I am just trying to think, from a starting point, why don’t you
define that up front? When those veterans come in, why aren’t we
ask if they have insurance—tell me what happens.

Dr. MACKAY. One of the issues—and I would ask Mr. Perreault
to comment further—one of the difficulties we have, Mr. Chairman,
is that unlike in the private sector, where if a health care provider
bills an insurance corporation and then the insurance corporation
doesn’t pay, oftentimes there is recourse back to the individual.

We don’t follow that practice, so the incentive that veterans
would have if that were our practice, that they would be in effect
the payer of last resort, that incentive to reveal insurance informa-
tion does not exist in our system, so many times veterans don’t
have the incentive to reveal insurance to us. In fact, they have a
positive incentive not to reveal insurance to us. That is one issue.

We are also working with respect to the MRA process that I
talked about, the Medicare remittances, where we would get a
much more detailed and itemized account of what is available for
us to charge in terms of Medicare and, what portion we can really
go after. With MRA, we will have a much better idea of what our
real accounts receivable are. That is part of that question of what
the universe is.
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Mr. BUYER. Hold that thought. If the number one reason you are
citing that a veteran won’t give their insurance is because they feel
it might have some type of effect on them, why don’t we stop and
address that?

Dr. MACKAY. We are working inside the administration on a leg-
islative proposal that would remedy that.

Mr. BUYER. What are you talking about?
Dr. MACKAY. We would ask that that information be revealed to

us. Right now we have no authority to compel or to demand or in
any way to get that information.

Mr. BUYER. So what is the stick? What is the hammer? How do
you compel a veteran to disclose their insurance? Do you say you
are not going to receive care? What are you proposing?

Dr. MACKAY. I am not proposing anything at this point, Mr.
Chairman. Those things would have to be considered. We are deal-
ing with veterans here. There would have to be some sort of in-
ducement to do that.

Mr. BUYER. We are dealing with veterans that come in a much
higher category, 7s and 8s. These are ones for whom—it is not the
‘‘entitlement’’ for them. So we are saying, you can come into the VA
and you can utilize it, but in order to help us do this extra mission,
it needs to be paid for. I am just curious.

Dr. MACKAY. Everything you say, Mr. Chairman, is correct, but
we have a very delicate balance to be struck between our need for
the insurance information, since it is important to us in defining
this universe and in doing a better job of revenue collection, and
the fact that this is a veterans’ system.

We want to be solicitous of veterans. We want to cooperate with
them in terms of their payment for the system. We want to strike
a balance, Mr. Chairman.

Mr. BUYER. On page 212 of the IG audit of the VA consolidated
financial statements for fiscal year 2002 and 2001, it cites a memo
that was sent by Under Secretary Roswell to all VHA facilities, di-
recting them to contract out all aged accounts receivables over 60
days old to a collection agency.

The memo further directs that all facilities report back on actions
being taken to implement the directive to the network chief finan-
cial officer within 60 days. It is now one year later. Was that mis-
sion carried out?

Dr. MACKAY. Yes, sir, it was. Bob is much more knowledgeable
about the details.

Mr. BUYER. Tell us what facilities have complied, please list the
facilities that have not complied and why not, and how much reve-
nue was generated by such action.

Mr. PERREAULT. We believe from the information we have that
all facilities have complied. If not, we will provide that for the
record. I will say for the 2002 contract support for aged receivables,
we did collect over $60 million.

I might, Mr. Chairman——
Mr. BUYER. Can you share with me what types of contracts are

out there? What kind of deal are you cutting with the private
sector?

Mr. PERREAULT. A number of these contractors are contractors
that are collection agencies who follow up with a range of different
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approaches. The initial approach is, I think, less compelling to the
people receiving the request as they move along in that strategy.

Mr. BUYER. Wait, that is not an answer. Is it 50 cents on the dol-
lar, 40 cents on the dollar? What is being contracted out there? I
don’t know.

Mr. PERREAULT. There is a range of that. Typically, the contracts
have a higher percentage again for the contractor the more aged
the receivable is. It could be in the 20 percent range, it could be
the 25 percent range; say 20 percent for 30 days, 25 percent for 60
days. Each contract——

Mr. BUYER. Sir, would you provide that for the committee?
Mr. PERREAULT. Sure.
(Subsequently, the Department of Veterans provided the follow-

ing information:)
Subject: May 7, 2003 hearing question, for the record.

Question: Mr. Buyer asked what types of revenue collection contracts VA is using
and what return VA is getting back on the dollar via revenue collection contracts.

Response: VA has a variety of contracting mechanisms in place for aspects of the
revenue program. Specific to follow-up of aged accounts receivable, VA medical cen-
ters are using a variety of contractors to follow-up on receivables once they reach
60 days delinquent. These vendors typically receive a percentage of collections from
the amount recovered. Typically, the amount received is between 8 and 12 percent
of the amount recovered. The amount varies by the age of the receivable. A recent
field survey for third-party accounts receivable activities indicates that on average,
VA pays $1 for every $13 collected. In FY 2002, we spent an estimated $4.6M for
these services, resulting in approximately $60.3M in collections.

Mr. BUYER. I can better define ‘‘considerable progress,’’ I can de-
fine that better if I know. So if you say we have done $60 million
in collections, I don’t know if that is good or not. It is hard for me—
how do I know that? If you are saying that it is $60 million, yes,
based off of what? If the total universe of that to be collected was
$250 million or $300 million, $60 million in collections is not very
good; and especially if after 60 days we have to turn to the private
sector and, say, collect 50 cents on the dollar, sign me up. Is that
kind of the right way for us to do business?

Sir, if you could provide that breakout for us, that would be help-
ful. I will let you finish your comment.

Mr. PERREAULT. I wanted to go back to your original question,
sir, about defining the universe. Our challenge is far more complex
than a community hospital. It is not just a matter of identifying
whether or not the veteran has insurance. Yes, we can do a better
job there, and we have a number of strategies in place to do that.
But in addition to that, for every encounter of care, we must deter-
mine even whether portions of that particular encounter are
billable or not. It is a far more complex process than any hospital
ever is involved in in the billing of care, because no veteran can
be billed for the care of their service-connected disability.

In a typical, a very typical case, a veteran might come in for a
visit and see a primary care provider, have ancillary services, both
diagnostic and laboratory services, may also see a specialist, may
have a problem, with 5 to, in many cases, more than 10 problems
on the problem list, and have many medications that are refilled
during that visit.
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We not only have to verify for each medication whether that is
related to the veteran’s service-connected disability, but we also
need to verify for each problem that is being addressed whether
that is related to the service-connected disability so we don’t bill for
that care. Nobody has to go through that kind of administrative
process in a community hospital to bill.

Then—and I would just add a clarification to Ms. Hooley’s open-
ing statement—we do not have authority to collect anything from
Medicare except in rare emergency-type circumstances. We do not
have authority to collect Medicare Part B. So when we bill a case
at 100 percent of charges and we have an unbilled amount out
there stated at 100 percent of charges, it greatly overstates what
the real collection amount could be, because for everybody who is
covered by Medicare, the only potential collection we have is from
the Medicare supplemental.

Mr. BUYER. We acknowledge your challenge on Medicare and the
HMOs. We know that. I am trying to figure out some of the other
parts.

I do have this last question for you. The Appropriations Commit-
tee is struggling with these issues also. Chairman Walsh put in
last year’s budget some demonstration projects. If you could tell
me, Mr. Secretary, what is going on with them?

Dr. MACKAY. That resulted in the PFFS, the Patient Financial
Services System. It is an integrated billing and accounts receivable
system. What happened, as you relate, the Committee on Appro-
priations has directed that, but that became the occasion for a sig-
nificant instance of business process redesign. Whereas we had
wanted to be in a position to issue a contract in December of 2002,
that has stretched to this month, where we have now completed
market research, we have completed the initial steps of business
process redesign, and we are now in a position this month, shortly,
to issue a contract to a commercial provider.

Bob, do you have other details to add.
Mr. PERREAULT. When the Chief Business Office was established

in May of last year, we also reassessed, and this contributed to the
delay and the scope of what this project was, to ensure that we
were meeting the intent of the request for the demonstration
project.

As Dr. Mackay has mentioned, this project includes a very sub-
stantial business process redesign, beginning from eligibility deter-
mination to preregistration, insurance identification, insurance ver-
ification, the integration with the requirements of HIPAA, the de-
velopment of a commercial accounts receivable and billing system
such that it can be integrated with the VistA clinical information,
which is absolutely critical to identify and develop claims.

That contract will be at least announced, I hope announced,
within a month.

Mr. BUYER. For all four sites?
Mr. PERREAULT. This test is going to be in network 10. The con-

tract will initially be put up as a pilot, but it is to be spread out
over the entire network, which is network 10.

Mr. BUYER. All right.
Mr. PERREAULT. I will say that we have discussed this with Ap-

propriations Committee staff. I think there is some concern that
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this does not meet their intent. There have been follow-up discus-
sions to determine if we need to consider another demonstration
project. That is under consideration right now.

Mr. BUYER. I have been informed that in the 2003 appropriations
bills it does state that no funds may be used to provide medical
care to VA unless the veterans disclose their insurance. That was
put in last year’s appropriations bill.

Ms. Hooley.
Ms. HOOLEY. Thank you, Mr. Chairman. I know you have some

difficult issues to deal with. It is a system that is much more com-
plex than most health care providers because of the service-related
disability.

But a couple of things. First of all, in a follow-up to Mr. Buyer’s
question, I note the $60 million and that you spent $41⁄2 million to
collect $60 million. What I don’t have, what would be very helpful
to know would be how much was out there to be collected, with an-
other column that indicates the entire universe and what is reason-
ably expected, knowing that you don’t get 100 percent, knowing
that there are some other issues that come up besides straight col-
lection, to give us an idea of what that universe would be. If you
can get us that, that would be really helpful.

Dr. MACKAY. We would be happy to provide it to you. One of the
challenges that we have, Congresswoman, is that our data—its
granularity and its fidelity to the underlying facts continues to
evolve and to improve. We can give you the very best analysis that
we have, the very best data that we have available.

For some of the reasons that we have talked about earlier, we
are still going to be, in some sense, unclear about exactly where
that is to the dollar; but we will give you, obviously, the very best
information we have.

Ms. HOOLEY. I don’t expect you to give it to the dollar, but I ex-
pect you to have a reasonable range.

Dr. MACKAY. Yes, we can do that.
(The information follows:)
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Ms. HOOLEY. Okay. Dr. Mackay or Mr. Perreault, how do you de-
termine the VA costs to collect, the determination of costs to col-
lect, and what ratio of collections is your ultimate goal?

Dr. MACKAY. This is a very technical issue because we have
many, many differences with the commercial cost to collect than
any sort of private sector provider would be more familiar with. I
am going to let Bob enlighten you on this.

Mr. PERREAULT. I should also probably correct for the Record,
‘‘Doctor’’ is a title that I have not achieved yet, so ‘‘Mr.’’ would be
fine.

Ms. HOOLEY. Thank you.
Mr. PERREAULT. The cost-to-collect figure is based on our current

level of accounting system. It is not structured like a community
hospital. We do think that it is very fair in a manner to represent
accurately our cost to collect as accurately as is possible given that
data.

We have cost centers in which we include personnel costs, trans-
portation costs, supply costs, contracting costs, and personnel costs
for both field facility staff and central office and administrative
staff and the networks that are costed to those cost centers. We ag-
gregate those total costs and add them into the collections to deter-
mine the cost to collect.

One of the things we have done——
Mr. BUYER. Excuse me just a second. May I ask a question?

Could the GAO validate the numbers the VA has just stated?
Ms. BASCETTA. No. At this time we are not able to do that.
Ms. HOOLEY. Go ahead.
Mr. PERREAULT. The community does not include a number of

staffing and other associated costs with costs to collect that we
know are in some way included in ours, so there is no way to com-
pare apples and apples.

An example here is coders, for example. They are frequently
costed in our cost to collect as part of the Business Office process
in the VA. They are never included, at least according to the Hos-
pital Accounts Receivable Analysis Report published by Zimmer-
man, which is a community benchmark standard for that kind of
statistic.

There are other factors that are not readily comparable. We
think that we will try to get there. One of the other key points is
in the way we account. If we expect in the quarter to spend money,
we have to obligate it up front. We actually put money for that cost
on the table as a stated obligation because we can’t even plan to
spend it without accruing that obligation. That obligation becomes
our cost as soon as it is obligated, whether or not it is spent in the
quarter obligated. They don’t count it in the cost of collection until
they spend it.

Ms. HOOLEY. Let me ask you another question. With proper, ag-
gressive management, could the VA have recouped all costs over 60
days old? Do you have any in-house success stories?

Dr. MACKAY. We have a number of systems in order to deal with
delinquent collections. In addition to the contracting that was men-
tioned earlier, we have a debt management system, and we also
participate, as the rest of the Federal Government does, in a De-
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partment of Treasury program. So we have a full panoply of ways
to try to collect that debt.

Some of it—my experience in both the private sector and the
public sector is that there is such a thing as bad debt. You can
never collect all of your receivables.

Ms. HOOLEY. I understand that. No one can.
Dr. MACKAY. Yes. Where exactly the frontier is of possibility, we

are not there yet.
Ms. HOOLEY. Let me interrupt. I know private health care has

to collect on debt, State revenue departments have to collect on
debt, lots and lots of organizations and people have to collect on
debts. It would be interesting to know what the universe is out
there and what they usually can collect on debts. Maybe somebody
else knows the answer to this question.

Mr. BUYER. Ms. Hooley, we have four or five votes. I apologize.
You are going to have to hold fast. We are going to have to recess.
Mr. Beauprez has joined the committee and has some pending leg-
islation to address the matter. I ask unanimous consent that we
allow him to make a 30-second statement before we go vote.

Without objection, so ordered. Mr. Beauprez.

OPENING STATEMENT OF HON. BOB BEAUPREZ, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF
COLORADO

Mr. BEAUPREZ. I will be very brief. We will submit written testi-
mony for the record.

Yesterday in the Health Subcommittee we marked up H.R. 1562,
The Veterans’ Health Care Cost Recovery Act, which I am a spon-
sor of. The bill speaks to exactly the issue that you are talking
about. It will not necessarily be the magic wand, but it does au-
thorize the Department of Veterans Affairs to receive full reim-
bursement for all people with insurance, except, of course, for serv-
ice-connected disabled vets.

Part of the big problem is the VA hospitals are not identified as
a primary care provider, and so basically insurance companies are
blowing off the invoices when they are receiving them. This would
make statutory the ability of the VA to enhance collections.

The estimate is that we may recapture hundreds of millions of
dollars a year by this alone. So thank you for allowing me to men-
tion that, and perhaps later, Doctor, you might want to respond.

[The prepared statement of Congressman Beauprez appears on p.
37.]

Mr. BUYER. We will return. Mr. Beauprez, if you can share that
legislation with the Secretary, we will discuss that legislation
which we return.

The committee stands in recess.
[Recess.]
Mr. BUYER. The hearing will come back to order.
Right before we broke on the recess, Mr. Beauprez submitted

some legislation. First, a quick cursory review.
Mr. Secretary, would you like to respond?
Dr. MACKAY. I regret Congressman Beauprez is not here. We are

actually in complete agreement in support of this vital legislation.
This would be particularly helpful to the Department as we deal
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with the problem that we have been talking about today: the abil-
ity to have a wider universe of organizations, in this case PPOs,
that we would be able to charge for work that we do for those who
are signed up to those plans.

It would obviously increase the universe that you have talked
about so well here in this hearing, it would be a real help to us,
and it would get dollars into the Department to defray costs for
real work that is actually performed in the service of veterans.

So this is good legislation, it is sound legislation, and I would
like to thank Congressman Beauprez and this committee for its
leadership in this bill, and for reporting this out.

Mr. BUYER. Dr. Mackay, have you read the GAO report?
Dr. MACKAY. Yes, sir, I have.
Mr. BUYER. Is there anything in the GAO report with which you

disagree and would like to clarify for the Record?
Dr. MACKAY. Let me characterize my reaction to it, because a

blanket statement like that—there may be some little point in it.
But what I would like to really complement the GAO on is that

it is a tough but it is a fair critique, I believe, of where we are now.
It recognizes some of the areas where we have actually imple-
mented part of our revenue improvement plan. It recognizes the in-
crease in the overall collections. It does point out that even though
there is a good deal of this that is due to the increase in copay of
the first party, there is a 32 percent increase third-party collections
from 2001 to 2002, which is important to point out. We are making
progress.

There is a very helpful chart that looks at the five major compo-
nents of this revenue process that we have and details, maps into
them the 24 steps of the revenue improvement plan. Obviously,
this would need to be updated, because we now have a different ap-
proach to our revenue process improvement cycle; but it points to
the comprehensiveness of the things that we have done. It points
to also, I will admit, the incompleteness of the steps that we have
started out on.

So I think it is, overall, to characterize it, it is a tough but it is
a fair critique. We have made progress along all five—some
progress along all five of these steps in the revenue process, but we
have not completed our work. There are other things that we need
to do and plan to do.

Mr. BUYER. What is the status of the preregistration of patients?
Dr. MACKAY. We have not closed out that item——
Mr. BUYER. Is it done for every facility?
Dr. MACKAY. No, sir.
Mr. BUYER. Why?
Dr. MACKAY. It is a step that we have not completed.
Mr. BUYER. Do you think it is important?
Dr. MACKAY. Yes.
Mr. BUYER. It is important?
Dr. MACKAY. It is important. It is a step that is part of our reve-

nue cycle improvement, but to our knowledge it has not been closed
out.

Mr. BUYER. Is it done in the private sector?
Dr. MACKAY. It is a necessary step. Yes, it is.
Mr. BUYER. You are right.
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The challenge here is if we want to make government more effi-
cient and effective, yes, sometimes, or often, we turn to the private
sector because they have to be efficient in order to survive out
there in that world.

So I think it is something that we should do as good stewards
of the taxpayers’ money is to make sure that if government is going
to do something, make sure that it does so with sound business
practices.

So that is where we are right now, Mr. Secretary, is that we are
looking at this thing saying, is this a function that should remain
with the VA or is this something that is too cumbersome for you
to handle and we can get greater return by handing this out into
the private sector?

I am just telling you, that is why—we are going to have some
experts here in the private sector step forward. I think they would
be stunned too.

Dr. MACKAY. But I would like to just point out, Mr. Chairman,
with all respect, regardless—even if this was put over the fence to
a private sector organization, they would have to do all the things
that we are doing now. They would have to deal with the inherent
clinical nature of the VistA system. They would have to deal with
our coding problems and other issues. They would have to deal
with the billing. They would have to have an integrated system.
They would have to deal with a layered approach to accounts re-
ceivable; all of the things we are doing.

But there would be an additional complication, that in looking at
the whole system, you would be going over—instead of melding in
good private sector practices and commercial off-the-shelf tech-
nology like we are doing in PFFS, you would then have a public-
private divide where you would be taking obviously the work—the
clinical work is done inside the VA, and there would be some point
at which you would go across an organizational boundary into the
private sector.

There is also a very different set of laws and regulations and
processes and procedures that governs our system. This is not pri-
vate sector health care, as you know.

Mr. BUYER. I comprehend your statement. It is why when I said
at the very beginning, I said we are sort of at this crossroads and
we have four options from which we can choose. One of them, when
the committee went to West Palm Beach and we search at one of
the outpatient clinics. I was at the West Palm Beach Clinic, I am
standing there listening to a nurse. The nurse is having to, I don’t
want to say argue, but it was a tough conversation between herself
and a patient. The conversation was about really what I would call
duplicative—it was multiplicative, even.

You have an individual who has a private doctor who prescribes
certain drugs and he wants access to those drugs, so he is also in
the VA system being seen by his doctor, and he is arguing about
the drug that he wants out of the private sector, and he is angry
because this doctor does not agree with his doctor. He does not un-
derstand why he can’t get his drug. Now, if that isn’t a mess.

At the same time, we look at that and go, how come we aren’t
collecting on it? Well, that outpatient facility, all of their work is
shipped to that VA hospital. They are the ones who do the collec-
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tions for that facility. That is why immediately I threw into this,
when we award those contracts at those outpatient facilities, if you
want to talk about your integration of care which you just men-
tioned, it is then we should be thinking about including the recov-
ery when we give those contracts out to an outpatient clinic?

What are your thoughts?
Dr. MACKAY. My point in bringing up the fact is that there is not

integration——
Mr. BUYER. Your thoughts on should we be giving the contracts

out—is it worthy of our scope and review to consider whether or
not they should be involved in the collections process, since they
are intimately involved in the practice of care and delivering that
care and coding and et cetera?

Dr. MACKAY. My opinion is that even though the care may be
contracted out, this is such an integral business process—there is
always a decision when you are managing any sort of organization,
public or private, between what is core and what is noncore.

My judgment, my best judgment at this point, as a person who
has managed in the public and the private sector, is that this is
a core business process for VA, and it is a core business process be-
cause of the special characteristics of the veterans’ health care sys-
tem, because it is a public trust to handle the money and to handle
the customer relations management, the private sector term. I
want VA employees, public sector employees making that interface
with the veteran.

I think if we apply properly business processes and procedures
and metrics and properly incent our people, if we attack this five-
fold revenue process that we have in the way that we have—I can’t
remember which one of the four of your choices this is, but essen-
tially it is the system we have integrated with better business proc-
esses, with better management, and with selective insertions of
technology and automation that will allow us to do a better job of
income verification, a better job of documenting our care, better
and smart uses of technology and software for claims analyzing. It
is an incremental approach, Chairman Buyer.

Mr. BUYER. You get to argue out of both sides. You get to assert,
I like the status quo, let us do our job, we are getting better. At
the same time, you say, you know what, I get to pick and choose
what our core functions are.

Now, there is nothing more a core function than actually ‘‘deliv-
ering that health care to the patient.’’ Someone has made a deci-
sion that we can outsource that because it is being contracted. Yes?

Dr. MACKAY. Yes.
Mr. BUYER. So this is just a consequence. This is a consequence

of the management of that health care. This is a consequent man-
agement system, the consequence of delivering that care. There is
a cost, and we want to be able to receive it. Talk about core func-
tions, we are beyond the core function argument.

I am not going to quibble with you, Mr. Secretary. I asked for
your opinion and you gave it to me.

Dr. MACKAY. That is my opinion, sir.
Mr. BUYER. Right now, knowing the inherent weaknesses that

you have, are there any areas which you recommend should be
outsourced?
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Dr. MACKAY. As we do a better job of firming up the processes
and do business process redesign, I think we have some very good
opportunities to look at what are commonly called ‘‘back office sys-
tems,’’ the processes that other—when you look at HCA or some of
the other health care organizations, the back office things they put
in regional processing centers and that sometimes they outsource.

I think we could get to a place when we have good core rede-
signed processes that are in some sense—they won’t be totally one-
to-one compatible with the private sector, but much more compat-
ible than they are today, and then I think we could very usefully
do a public-private competition so we get competitively sourced the
very best value for the American taxpayer. I think that is very pos-
sible. It is imminently doable. We would not be responsible if we
didn’t look at that as we evolve in this process.

Mr. BUYER. The GAO testified that the VA indicated in August
of 2002 that 20 hospitals were still working on a step required to
transmit bills to all payers. How many hospitals are still working
on the electronic billing and how many have full functioning elec-
tronic billing?

Dr. MACKAY. I am going to let Mr. Perreault answer that.
Mr. PERREAULT. Thank you. Mr. Chairman, all hospitals cur-

rently have the capability for electronic billing. As of April this
year, over 4 million claims had been submitted electronically.

There are continuing developments to allow for the submission of
electronic pharmacy claims and dental claims that will occur later
this year.

In Southern California, the Long Beach Hospital alone had more
electronic claims than any other hospital in Southern California, as
an example of our success. It is also complying with HIPAA.

Mr. BUYER. Can you identify a system or software solution that
would identify all health plans in which a veteran is enrolled?

Mr. PERREAULT. Mr. Chairman, we do have in process the rollout
of a systems improvement that will allow for electronic insurance
identification verification. This system is also compliant with
HIPAA in the way that this works.

Our claim will go to a clearinghouse, who then will compare
against insurance companies that are typically serving the area
where that veteran would likely have health insurance from that
company. That will all be electronic under the HIPAA require-
ments by also November of this year.

Mr. BUYER. Gentlemen, I have been called away by leadership.
I am going to ask Mr. Boozman to take the chair.

I ask unanimous consent that since the Ranking Member is not
here, that our professional staff may inquire.

Hearing no objection, so ordered.
Mr. Boozman, will you please take the chair? I do plan to return.
Mr. BOOZMAN (presiding). I really do appreciate the Chairman

calling the meeting. I think all of us would agree that our job is
oversight. I think all of us would agree that there is money that
is being left on the table in this area. That is the real concern.

My background is optometry. I have a lot of friends that are in
the medical field. This is not a problem that is inherent to the VA.
I understand that yours is more complex, but this is a problem that
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many hospitals have struggled with for the last few years. There
has been revenue that didn’t make any difference.

But that is not true in the government anymore and it is not
true in the private sector anymore, like I say. This is something
that—as far as billing for co-pays, that has been a very common
problem and many, many hospitals are grappling with that issue
right now.

I guess what I would like to see is a list—break it down where
you have a list of the hospitals as to what they are receiving as
far as copay, and you can do that. You can be as complex as you
want to, but you can get an indicator of who is doing a good job,
by some criteria. You all can work that out.

I would like to really see a list of the hospitals that are doing
a good job and seem to have a better handle on it than the others.
You are going to have some on the high end; you are going to have
some on the bottom.

To be honest, I have not talked to staff about this, but I would
like to visit with the high-enders and the low-enders, and really en-
courage the low-enders to see how we can help them get the tools
that they need to come up to where we want to come up, and also
glean from the high-enders what they are doing different than the
others.

Is that something that you can do?
Dr. MACKAY. Yes, sir, Congressman. As I talked about in my

statement, we have a new and private sector-oriented set of metrics
that we use and I personally review every month in a monthly per-
formance review.

In fact, on my trip books when I go out into the field, whenever
I go to a network headquarters or I go to a medical facility, I have
the latest month’s figures for that particular facility. It is always
a point that I ask the medical center director how they are doing
with their collections. We look at some of their activities year over
year, and also in regard to norms and averages that have started
to emerge as we have compiled more of this data.

I could not agree with you more about the importance of gleaning
high performers and low performers. It is our job as management,
as the central office, to make sure that learning that occurs in one
part of our system is migrated to another. I think the Congress was
very helpful to us and really exercised a good deal of leadership in
its mandate for what became the PFSS project. That was an in-
quiry into commercial off-the-shelf system to see if we could get in-
tegrated billing and accounts receivable.

As I mentioned, and I don’t know if this came out strongly
enough, that has actually become an occasion for business process
redesign for us. We have done a very diligent job of not just trying
to get software off the shelf, but make the kind of improvements
to our own internal software, the VistA system, some of our inter-
nal processes and procedures and the other things that would allow
us to do a much better job of documenting the care that we give,
determining what is service connected and nonservice connected.

We will also be making inquiries as to what degree that can be
made more software-driven as opposed to manuallydriven. It has
been an occasion to increase our own interim performance and our
own internal—to really sharpen our performance metrics.
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Bob, do you have a point?
Mr. PERREAULT. I would like to just make a comment about the

collection of copays, Mr. Chairman. The VA does a very, I think,
credible job in collecting copays. Our current rate of collections for
those copays billed in total is around 92 percent to date through
March 4, 2003. That is an improvement over 2002.

For first-party copays, we also take action to have those copays
offset with either veterans’ benefit payments or Treasury for delin-
quent debts; so the record of copay collections is very high.

Mr. BOOZMAN. Good.
Like I say, I would like to see the list. Then what would encour-

age me is if we could look at that list periodically and see some
improvement.

The other thing is, the bill was mentioned earlier that was intro-
duced, yet I think it would be an excellent idea if you all would
really—if you saw something that we needed to amend that or
whatever, to improve that, that would be of benefit in pursuing
this.

Yes, ma’am.
Ms. CRAIG. Thank you, sir. I have a question for Mr. Perreault.
The VA expects to offset its fiscal year 04 health care budget

with $2.1 million of MCCF funds. That is about 8 percent of the
anticipated $27.5 million VHA medical care budget.

Since MCCF is used to offset the medical care budget, how can
you guarantee that these collected funds will occur, and who will
be accountable if the required amount of MCCF dollars are not col-
lected for the fiscal year 04 budget cycle?

Mr. PERREAULT. That is a multipart question. The $2.1 billion es-
timate for collections in 2004 does include in the President’s budget
request the policy proposals for charging enrollment fees and some
selected increases in copayments. The total associated with those
policy proposals is approximately $330 million of the $2.1 billion.

We expect, as Dr. Mackay testified earlier, to collect the approxi-
mately $1.6 billion this year, and the difference we would attribute
largely to the improvements that were involved in implementing
for the PFFS project.

In terms of accountability, I will say that a great deal of effort
has been focused on establishing and implementing new perform-
ance metrics, also as Dr. Mackay testified here earlier, and on that
basis is how key managers will be held accountable.

Dr. MACKAY. I also want to say—because I know the Secretary
feels this way, as well—the political leadership of the Depart-
ment—and that ultimately is myself as the Chief Operating Officer
and the Secretary as the President’s Cabinet Member—are ulti-
mately accountable for any and all operations of this Department.

So while a subsidiary medical facility directors and network di-
rectors would be held accountable for their portions of this plan, ul-
timate accountability rests with myself and ultimately with the
Secretary. Let there be no confusion about that.

Ms. CRAIG. Thank you, sir.
Mr. BOOZMAN. I have a few questions of the GAO, and then we

will move on.
In January of 2003, the GAO report stated that the VA missed

billing opportunities due to unidentified care. In today’s testimony,
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you stated an increased number of patients with billable insurance
was one reason for the increased billing. Was the increase in actual
patients, identified patients?

Ms. BASCETTA. On the billable insurance question, there are two
sources—two potentials for billable insurance: the enrollee popu-
lation and the users. Our work was on the population using the
system.

Mr. BOOZMAN. Okay. What is your gut feeling as far as—in your
dealing with it, what are we missing here?

Ms. BASCETTA. It is an important question. As I have been listen-
ing to Dr. Mackay and Mr. Perreault talk, I have been trying to
gather my own thoughts.

The first thing I would like to say is certainly the VA deserves
a lot of credit for what they have been able to accomplish over the
last year. Some of the things they have done, for example the
progress they have made on the Medicare remittance advice, is
very, very important.

My observation is it is too bad it didn’t happen a long time ago;
but this office that was not in place a long time ago, so perhaps
it would have happened earlier under their leadership. Once done
and once there was a commitment to do it, it seemed as though it
was relatively straightforward. I don’t want to oversimplify it, but
they made it a priority and it happened.

Another observation that I have on issues like service connection
and their difference from the private sector is that for a long time
they had a commitment to have ‘‘one VA.’’ It seems to me that the
leadership in the commitment to make that happen is also critical;
so that questions like whether something is service connected or
not, with the computer technology that we have in this day and
age, ought to be something they ought to be able to make a priority
and have accomplished.

One of their real sources of pride is the computerized patient
medical record, and incorporating the service connection component
into that, although I am not a technology expert, ought to be some-
thing that would help to alleviate this problem quite a bit. Whereas
in the private sector sometimes they struggle having to look for
sources of information outside of their own control, under a ‘‘one
VA,, this is information that they have in-house. It is a matter of
VHA and VBA being able to talk to one another better, to be able
to solve what is right now a pretty fundamental problem.

Mr. BOOZMAN. Does it make a difference—I know in the private
sector the physician has a vested interest in coding things right,
and up-coding—not up-coding in a manner that is unethical or dis-
honest, but in order for him to get paid, he codes how he is sup-
posed to code.

Is that a problem in the VA in the sense that it doesn’t really
matter; the people that are actually doing the service are basically
getting paid, you know, a flat rate?

Ms. BASCETTA. We have not looked at that specifically. I don’t
know that private sector doctors are necessarily any more careful
about coding inherently.

Doctors are doctors. They are there to take care of the patient.
I would hope that they would want the code to be appropriate for
diagnostic reasons.
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Mr. BOOZMAN. I think the other side of that is that the coding
is so confusing that it is very easy when you are behind and—you
are 2 hours behind and you have five people out in the hall, you
are just trying to get out of there.

Ms. BASCETTA. It is clearly a challenge that is not unique to VA.
The other point is that in the private sector, where the bottom line
apparently matters much more, there are probably incentives of
the managers who are working with those physicians to better en-
sure that they are properly trained and that they put enough prior-
ity on the importance of coding. But in that sense, VA shouldn’t be
different. They need those collections also.

And we see in the Chief Business Office that commitment to
those sound business practices. And so they have administrative
management and clinical staff and between the two of them there
ought to be enough incentive to get the physicians to do a better
job, if that is what is needed.

Mr. BOOZMAN. And again, I would encourage you, I think that
really is something to look at, not as you say—physicians do try
and do what is right, but in the sense of being behind and the fact
that, you know, as somebody that used to code in Medicare things,
it is very, very complex. And I really think you ought to look maybe
at the difference in maybe the coding error rate in the private sec-
tor versus the VA. That is a little thing, but it is part of the whole
equation.

Ms. BASCETTA. Actually, I do not have the numbers off the top
of my head, but I believe the IG did look at coding. I think in Feb-
ruary of 2002. I could check that for you.

(The information follows:)
The VA Inspector General issued its evaluation of coding accuracy on February

25, 2002. The review showed that VA needed to reduce its error rate. The IG found
errors in 50 percent of outpatient visits, which was much higher than the 30 percent
coding error rate reported by HCFA in 1996.

Mr. BOOZMAN. Good. Okay. Thank you.
Do you have anything sir?
Mr. EVANS. No.
Mr. BOOZMAN. Thank you all so much. I really do appreciate. I

know that this is just a very difficult—it is just a tough situation.
And the fact that with the VA system, it is—it is perhaps a little
more difficult than the other. But again, I think it is something
that is very, very important. And so we really do appreciate you
all being here today.

Let me just do one more that they would like to get on the
record. The GAO testified in 2001 about the vital importance of
measuring net revenues to determine effectiveness of the program.
What is the VA’s cost to collect third-party revenue? After you de-
termine the cost of collections, what is the net amount kept? And
then, for instance, the welfare, West Palm VA collected $18 million
last year. That is impressive, but of that $18 million, what is the
net amount that actually would be—and I know you probably do
not have that specific information, but do you have any comments
about that? And then we can submit the question and get the an-
swer later.

Dr. MACKAY. I would actually like to submit later—if the ques-
tion is about that specific facility——
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Mr. BOOZMAN. I think there is a question there too, it is just a
gut feeling, you are spending a lot of money to collect money. What
is the net that you are actually getting out of it? If you spend a
dollar in collections, how much of that are you going to get to keep?

Dr. MACKAY. The best figures that we have, and I would tell you
that because of the Medicare distortion, there is a lot of softness
in these numbers, but we are at—in the monthly performance re-
view last month, I saw we are at about 10 cents on the dollar,
about 11 percent is our cost to collect. Which is out of step with
the private sector, where I understand their cost of collections are
down around 3 cents on the dollar.

Now, when we make adjustments for Medicare, because when
you talk about our cost to collect, our accounts receivable are in-
flated by uncollectible Medicare charges which are part of the work
that we do. Obviously, we think that figure is much less. Because
of vagaries of calculating exactly what that uncollectible Medicare
portion is, I do not have a lot of confidence in the figure. But we
think that maybe half of that—about half of that 11 cents on the
dollar is due to that Medicare distortion. So that we think our rate
might be down around 5, 6 cents on the dollar. But our figures, our
metrics are literally getting better, if not by the month, certainly
by the quarter. We would be able happy to share with you how we
get to those figures, so that you can see the assumptions that we
use, and so that you understand where we are with that.

The important thing to figure out, though, is that we actually are
improving year over year. Whereas, we think we are about 11 per-
cent in year to date here in second quarter of 2003, we were at
about 15, 16 percent in fiscal year 2002. So we are improving our
cost to collect. Some of that is just constructing the metric, holding
people accountable and looking at it. A lot of it is these incremental
changes that add up. They are accretive. The process changes, the
software changes. The efforts to hire more coders and train our
own people via the web and via the EES system to be more atten-
tive to this.

And to touch one more point, Congressman, that you brought up,
is that before I was privileged by the President and the Senate to
come to this job, I was on the board of a nationally recognized Chil-
dren’s Hospital, Cook Children’s Hospital in Fort Worth. I will tell
you, as a board member there, I was not concerned about the in-
centives that our doctors had to code. I was more concerned that
the coding was accurate in connection with any sort of fraud
charges. Because as you said, how you code, is how you get paid.
And there is just an inbuilt incentive to code. And you have to be
very, very attentive to make sure that insurance programs, particu-
larly public insurance programs like the CHIPS program in Texas
and Medicaid, which have very rigorous rules, are charged specifi-
cally and scrupulously what they have.

It is a different incentive structure and a different problem, but
a similar problem in that the issue is coding, billing accounts re-
ceivable and insurance and the like. So there is similitude in kind,
but the details are very, very different and the incentive structures
are also very different.
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Mr. BOOZMAN. What I see is, I think, Medicare has 110,000
pages of regulations. So the complexity is overwhelming. And you
all are confident—the GAO is confident with the cost of collection?

Ms. BASCETTA. Are we confident with VA’s numbers? No, we are
not.

Actually, we have been working with them to try to better under-
stand those numbers for a number of weeks now. And we have
problems with both the way the numerator and the denominator is
constructed to come up with that ratio. And I guess the best way
to say it is to repeat Dr. Mackay’s word that the numbers appear
soft to us. Mr. Blair can give you a few specifics about our prelimi-
nary views on what some of the problems are with the cost to col-
lect numbers.

Mr. BLAIR. The numbers we got from VA a couple of weeks ago
are probably pretty good indicators, gross indicators if you will, of
where they are going. But if you look at the individual components
which make up the metric, for instance, billings, collections and op-
erating expenses, there are some areas in each one of those, where
I think they need to pay a little bit more attention, and we are
working with them.

For instance, their total billings were misstated by $167 million.
A minor error that they know they need to correct, but it is still
not reflected properly on the information that has been provided to
the committee.

The first part of collections is a situation where the Department
is required to offset copayments with third-party billings that they
receive from other insurance companies. That could tend to under-
state the amount of first-party collections.

Now, those dollars are actually zeroed out, so it does not even
show up. As far as I understand it, it does not even show up in
these numbers. So the first-party collection, had that not been the
case, would have been a somewhat larger number.

Finally, when you look at the operating expense number, there
are activities that go into those codes that Mr. Perreault was talk-
ing about. For instance, in the Health Revenue Center, there are
some activities that we report on that they have identified, I think,
23,000 additional beneficiaries that had other health insurance.
The cost to do that, as we were told, is not included in their operat-
ing costs.

And so there are some things like that that I think they need to
work through to get them in better shape. And we have been work-
ing with them, at least in the last couple of weeks, in discussions
with them.

I think we are comfortable in saying they are like gross indica-
tors that are probably at this point.

Ms. BASCETTA. Let me just add that the importance of getting a
good read on this cannot be overstated, because the ultimate objec-
tive is to get the best value for the taxpayer and to consider the
most cost-effective options to perform this function.

Particularly through competitive sourcing, VA has to have a bet-
ter handle on what their own costs are so they can compare them
to other alternatives.

Dr. MACKAY. I would hasten to add, even though it sounds like
a criticism, it is a critique that I share. Managers cannot manage
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if they cannot measure and have confidence in the data. We are
working with GAO, and we are constantly refining among our-
selves to make sure that we know what we mean when we say cost
to collect. That we understand what is in, what is out. I can only
agree with GAO that good metrics and good data are of infinite
value to a manager. We have every incentive to try to get those,
and we are pursuing better data in company with GAO and also
internally on our own.

Mr. BOOZMAN. Well, thank you all so much. I have all the con-
fidence in the world that you are doing exactly that. And so it is
important. It sounds like you all are working together.

But again thank you very much, and we will have the second
panel now.

[Recess.]
Mr. BOOZMAN. Thank you all so much for coming.
I would like to recognize Mr. Joseph Glorioso, Director of Govern-

ment Subscriber Relations, Digital Healthcare, Incorporated. Mr.
Donald Blanding, Ms. Cathy Wiblemo—did I get that close—Dep-
uty Director for Health Care, Veterans Affairs and Rehabilitation
Division, the American Legion.

STATEMENTS OF DONALD N. BLANDING, HEALTHCARE INFOR-
MATION TECHNOLOGY CONSULTANT; JOSEPH GLORIOSO,
DIRECTOR GOVERNMENT SUBSCRIBER RELATIONS DIGITAL
HEALTHCARE INC.; ACCOMPANIED BY GLEN HAROUFF,
CHIEF TECHNOLOGY OFFICER DIGITAL HEALTHCARE INC.;
AND CATHY C. WIBLEMO, DEPUTY DIRECTOR FOR HEALTH
CARE VETERANS AFFAIRS AND REHABILITATION DIVISION,
THE AMERICAN LEGION

Mr. BOOZMAN. Mr. Glorioso.

STATEMENT OF JOSEPH GLORIOSO

Mr. GLORIOSO. Thank you, Mr. Chairman, for this opportunity to
address this subcommittee.

My name is Joseph Glorioso, the Director of Government Sub-
scriber Relations at Digital Healthcare. Our company is the sole
U.S. licensee of various patent claims on business processes and
health care finance, including the core issue of today’s hearing, the
identification of primary insurance.

We know that VHS bills very little of its services to the private
sector. The main problem that VHA will have in improving its bill-
ing to 30 percent of care is in finding the private insurance. There
are 4,000 payers and 10 million eligibility changes per month in
the United States.

The audited samples from the national cost analysis, that you
will find in the testimony, show that large private hospitals with
decades of billing experience bill the wrong payer 15 percent of the
time, and that the Federal health plans pay when they are not
primary.

There is no doubt about the soundness of our approach. Calling
4,000 payers to check insurance would get a better result than the
current method but obviously 4,000 phone calls would take about
600 hours to complete. Our computers could search the whole mar-
ket on 18,000 patients in a single second.
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Economically, 600 hours at $15 an hour would amount to about
$9,000 per admission. This on-line system can do the same work
for a dollar. Our whole business purpose is to use the speed of the
electron to resolve this issue on every claim faster than I can state
the problem.

In the testimony, you will see that the Office of Management and
Budget testified in favor of this method in the Senate in 1995 and
that the work group on electronic data interchange, which included
all the major payers and hospitals, said that this switchboard ap-
proach was the best means to fix the problem back in 1993.

You will also find, in the testimony, that the Senate in Oregon
has a bill declaring an emergency to use our system on its Medic-
aid program.

If such a process were in place for the VHA, every claim would
find its way to the proper primary payer without human effort. If
VHA wants that result, it will need this patented process as a com-
ponent of any billing system, whether it is in-house or outsourced.

We cannot guarantee exactly how much of VHA’s budget will be
saved. We can guarantee that every other source of coverage is
tested before a claim is posted against the VA budget.

VHA medical center administrators, whom I have met with, have
told me that they want the automation we are offering. These ex-
perts, and their peers in private hospitals, have told us that our
method is a quantum leap over methods in use today. It seems to
us that it is critical that the VHA notify the private provider com-
munity that this automated process is the inbox for its claims be-
fore those 58,000 trading partners expend irreplaceable dollars on
HIPAA systems that cannot produce the same result.

We propose to tackle this problem in a couple of phases. First,
we propose a nine-month pilot of this system to a large system of
VHA facilities, and if the pilot improves billings, we propose to re-
lease the system to remaining VHA facilities in the ensuing quar-
ter year.

As in thousands of military developments, it is necessary for
Congress to provide the leadership to begin this project.

In this testimony, you will note the opinion of counsel that it is
important for the committee to authorize the enforcement of
HIPAA as written. HIPAA gives the VHA a statutory basis to find
other coverage. And lest you hear differently elsewhere, the use of
this automation would save private payers a lot of money too by
cutting out their manual labor on COB.

Since this is a new system for VHA, the committee will be inter-
ested in the technical preparation that Digital Healthcare has
made. With me today is our Chief Technology Officer, Glen
Harouff. Prior to taking up responsibility for information tech-
nology at Digital Healthcare, Glen was a senior telecom engineer
with MCI. He and our other colleagues in our IT staff have an av-
erage of 20 years experience in systems exactly like this one.

Our system uses the same mechanical process as the ATM, on-
line stock market transactions, and long distance telephone sys-
tems and the track record of these is excellent. And as you will see
in our testimony package, we are fully supported by Hewlett-Pack-
ard and MCI. There is nothing untried in our plan. We are ready
to deploy this for the VHA. We built a prototype of this system in
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1999, and IBM-owned Sequent Computer Systems verified that it
would work.

Now, we are happy to answer any questions that you might have.
[The prepared statement of Mr. Glorioso appears on p. 64.]
Mr. BOOZMAN. Mr. Blanding.

STATEMENT OF DONALD L. BLANDING

Mr. BLANDING. Thank you, Mr. Chairman and distinguished
members of the subcommittee, for providing me with the oppor-
tunity to appear before you today.

My name is Don Blanding, and I spent the last 18 years of my
career in healthcare information technology. Nearly all of it as Ex-
ecutive Director for Information Services at Fairview in Minneapo-
lis, Minnesota.

Mr. Chairman, I ask that the full text of my statement be print-
ed in the record, and I will summarize my testimony.

Mr. BOOZMAN. Yes, without objection.
Mr. BLANDING. Fairview Health Services is a $1.5 billion not-for-

profit health care company consisting of seven ‘‘care system.’’ Each
care system includes hospitals, clinics, home care and skilled nurs-
ing facilities. The largest includes Fairview University Medical
Center, the teaching hospital of the University of Minnesota and
surrounding facilities. There are two large metro care systems and
four smaller ones in rural Minnesota.

Much of my time at Fairview focused on revenue cycle manage-
ment. For our purposes, I will define revenue cycle management as
all of those processes required to ensure successful and timely cap-
ture of revenues due the institution for patient care provided.

Revenues come from Medicare, Medicaid, private insurers, HMOs
and the patients. In the next few minutes, I will highlight a few
of those more critical steps in the revenue management cycle and,
in some cases, how they might be addressed. My focus will be typi-
cal hospital visits. Nearly all of this effort takes place long before
the patient bill or insurance claim is produced.

For example, preadmission and precertification takes place well
before the patient presents at the facility. Accurate patient demo-
graphics in certifying that the patient is indeed insured for the up-
coming procedure needs to be done very early in the process. Large
institutions have a computerized list, referred to as master patient
index, of names of patients and guarantors. Fairview’s MPI con-
sists of 3.3 million names. When a patient presents, it is under-
standably important that before adding a new entry to the MPI,
that we are not creating a duplicate entry. Creating multiple en-
tries for the same person has obvious clinical and financial rami-
fications. Likewise, assigning the presenting patient with the
wrong MPI number is equally problematic.

Once admitted to the facility, it may be determined that addi-
tional procedures are medically necessary. Another certification
process is now done before the procedure takes place to verify in-
surance coverage. During the hospital stay, the process of charge
capture becomes important. Simply stated this amounts to making
sure that the right supplies, pharmaceuticals, lab tests, et cetera
are charged to the right patient account. In some hospitals, a dis-
pensing machine not unlike a candy vending machine, is used for
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supplies and some pharmaceuticals. The care giver must key in
their identification and the patient’s account number before the
item is dispensed. This somewhat expensive approach effectively
forces the caregiver to document how the items are used.

In a capitated or prospective payment environment, providers are
paid based upon previously determined contracts that itemize fixed
payment for specific procedures. Charge capture has no impact on
the amount that a provider can expect to be paid. Payment is inde-
pendent of the cost incurred by the provider. However, the cost in-
formation is every bit as important in tracking the expenses in-
curred in treating a given episode. Only then do we know the mar-
gin between the cost of providing the service and the payment
received.

Once the patient leaves the hospital, several steps are required
prior to preparing the patient bill. First the medical record or the
chart must be completed at the nursing station. Then the physician
dictates the discharge summary and signs the resulting transcribed
report. Historically, the process often stopped here because physi-
cians failed to sign these reports. In an effort to improve cash flow,
we wait for physician signatures only in the most complicated
cases, such as solid organ transplants at University Hospital.

Coding then takes place in the medical record department. Cod-
ers review the chart and with computer assisted logic assign ICD9
codes. The computers further analyze this and assign a diagnostic
related group. There are several computer software packages avail-
able to assist in this process. Only now can a patient bill and insur-
ance claim be produced. The Fairview benchmark for generating
bills is six to ten days post discharge depending upon the institu-
tion and the complexity of the care.

Once the bill and claim are produced, the cycle continues by
tracking by payer, the number of elapsed days prior to payment,
which is referred to as accounts receivable days.

Bad debt is also monitored, and it is probably the most watched
over statistic. Most bad debt may be defined here as amounts de-
termined to be uncollectible due to a problem in any of the proc-
esses here. A bad debt rate of 1.75 percent of total revenues is an
achievable goal.

Some summary points: First, there seems to be emphasis on col-
lections after the patient bill or insurance claim is produced. This
is too late. The focus needs to be on the process we discussed start-
ing before the patient is admitted, before a bill is ever produced.

Secondly, there is a reference to ‘‘missed billing opportunities.’’
Reference is made to one study where 5.5 percent of patient epi-
sodes that could have been billed were not billed. This couldn’t
happen in the private sector. That number would be zero.

Third, the GAO report discusses the use of professional fees, ‘‘pro
fees.’’ They are the provider’s charges and the facilities fees that
are the charge for the use of the ‘‘facility.’’ In my experience, payers
have very little interest in this distinction. Claims for facility fees
are often simply ignored. The VA should monitor their success in
this area.

Finally, this should not be looked on as an initiative to reduce
the quality of health care available to veterans. Rather it is a se-
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ries of process improvements and cultural changes to collect reve-
nue for care provided.

Thank you.
[The prepared statement of Mr. Blanding appears on p. 74.]
Mr. BOOZMAN. Ms. Wiblemo.

STATEMENT OF CATHY C. WIBLEMO

Ms. WIBLEMO. On behalf of the American Legion, I would like to
thank the subcommittee for the opportunity to speak today on the
Medical Care Collection Fund. The American Legion is pleased
with the recent progress made by the Department of Veterans Af-
fairs in the administration of the MCCF. With the implementation
of the Revenue Cycle Enhancement Plan in early fiscal year 2002,
the Veterans Health Administration expects a dramatic increase in
receipts and have doubled the amount they projected to receive in
fiscal 2004 from $1.3 billion to $2.1 billion in anticipated money
that will be plowed back into the system for veteran’s health care
for 2004 and is greatly need.

Having said that, the American Legion is adamantly opposed to
the fact that MCCF collections are scored as an offset, rather than
a supplement, to the discretionary medical care budget. We are al-
ways left wondering where the incentive is to keep increasing the
collections. It seems that the more efficient they get, the more they
are penalized.

While VA’s accomplishments to date have been notable, there is
a lot more room for improvement. VA is still experiencing prob-
lems—and there has been a lot of discussion on this—they are still
experiencing considerable problems with coding errors. Well-
trained coders are key to the success of a well-executed program,
and in the case of third-party collections, absolutely critical. An-
other problem that VA continues to experience is the tremendous
amount of turnover at the facility level of the coders. Once they are
well-trained, they leave the VA for a higher paying positions in the
private sector. The American Legion has suggested in the past that
those positions be upgraded in order to maintain continuity.

To assist VA in their efforts to increase collections in a timely
and efficient manner, the American Legion believes the MCCF sys-
tem can benefit from agency models, such as Indian Health Serv-
ice, that clearly exemplify the efficiencies gained through practical
application.

Members of our staff visited IHS headquarters in Rockville,
Maryland, and, subsequently, onto their operations in Albuquer-
que, New Mexico. The purpose of the visit was to find out the proc-
ess they used to collect third-party revenue with emphasis on the
Medicare component. We were particularly interested in how they
became so successful.

IHS gave us a very—an overview of their process. Some of the
key elements that they listed to maintain a successful program are:
the first one was that there must be buy-in from the leadership
and close monitoring of the process from the top. The need to train,
train, train all of those involved. Everyone. And they, particularly,
looked at coding and the coders and their training. Everyone must
understand their role. And finally, again to reiterate, coders should
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be certified and paid commensurate with the private sector for re-
cruiting and retention purposes.

In conclusion, I would like to say that MCCF must become a sub-
stantial portion of VHA’s operating revenue if VA is to provide
timely access to quality care for veterans. While VA has made im-
provements, there is still room to do a better job. I would also like
to add that we support the initiative in the President’s fiscal year
2004 budget requiring HMOs and PPOs to consider VHA as a net-
work provider or preferred supplier respectively.

That ends my statement, and I can answer any questions.
Mr. BOOZMAN. Thank you very much.
[The prepared statement of Ms. Wiblemo appears on p. 79.]
Mr. BOOZMAN. Mr. Blanding, if the VA focuses on the process

and measurement, do you suggest that measurable standards be
set locally, regionally or nationally.

Mr. BLANDING. Locally, absolutely. There are differences in large
metro areas and small hospitals. I worked in both, and there is a
difference in the variety of payers and variety of patients.

I would also look for what I call 80/20 areas, where 80 percent
of the problem could be solved with 20 percent of the resources.
There are a lot of those opportunities in Minneapolis. I can guaran-
tee you that 90 percent of the payers are within three different
organizations.

Mr. BOOZMAN. And I guess another question would be—we had
some testimony about missed billing opportunities.

Mr. BLANDING. Yes.
Mr. BOOZMAN. Does this mean that care is provided and a pa-

tient bill or insurance claim is not produced?
Mr. BLANDING. That is my understanding of what was in the

GAO report. There are 5.5 percent of the patients presented, a bill
wasn’t produced at all. The GAO could probably better answer that
than I, but that was my understanding.

Mr. BOOZMAN. Okay. Another question for either one of you all,
or for all of you all, where would you spend money, and how much
money would you spend on the computer software and hardware
for the VA?

Mr. BLANDING. I would go slowly in that area. Because I am con-
cerned—my focus,—I was paid for doing stuff in IT, but the focus
here for me is process, not technology.

Moreover, there has been some discussion of a new billing sys-
tem. In my experience, accounts receivable days get worse for the
first days after a new billing system, not better, until that system
settles down.

So a year’s pilot for a new billing system could result in some
very misleading figures or statistics I would think.

Mr. GLORIOSO. With regard to expenditures, how much—your
question was how much should one spend on that? And we look,
obviously, at formula, because our company, because of what we do,
cannot charge the way a lot of other people do in terms of charging
on the basis of a percentage of amount recovered because in an ac-
tuality what we do is we look across all billing or all service ren-
dered in real time, and actually can prevent money being spent or
expenditures being made in the wrong area to begin with.
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We look at more of a capitated rate to provide a full-service capa-
bility to the VHA, for example, and then for other health plans that
we are talking with. But the concept here, for example, is that on
a per member basis, and I will throw out a number here just as
an example, if we charge a dollar per member per year or per
month and billed on that basis, then what we would be doing is
looking for that for all members all the time, for all care across all
insurance plans on a continuous basis. So that what the VA would
know is that they have looked at every other insurance coverage
possible for that person whenever that person went for care any-
where.

So it is that kind of a system that would enable them to be sure
of that level of integrity which is one of the key issues that is un-
derlying all of this. Is the VHA doing enough to find that other in-
surance coverage that is out there? This would be the optimum ap-
proach to that.

Mr. BOOZMAN. How many clients do you all have?
Mr. GLORIOSO. Your question is a good one, and basically I would

have to go back and tell you that in over the history of the com-
pany, we have gone through a transition from being what was a
clearinghouse using an older method to the new method of full au-
tomation. And with the full automation, we have reached the point,
now, where we have what I would call clients in queue, since the
actual carrying out of this mission that I talked to you about is de-
pendent on the enforcement of HIPAA which becomes a reality in
October of this year when that will enable us to go across all 4,000
payers in the insurance arena based on the way their HIPAA regu-
lation is designed.

So that in terms of the full automation that we are talking about,
we have people waiting for that but have not yet begun to do that.
So the answer to the question is no one is doing it completely yet.
We have done it, we have tested it back in 1999 and at this point
in time, we are ready to deploy it on the behalf of the VHA or any
other entities, and, obviously, we need the time to ramp it up so
there is a buildup time before October to enable this to happen.

Mr. BOOZMAN. Ms. Wiblemo, you mentioned the problem of the
coders. As you mentioned, I think we all agree that is such an im-
portant thing because it is complex. Figuring out if you do this and
this and this in the course of the examination, if you do three of
those things, you get paid at a certain level. If you do a fourth, you
get paid at another level. If they have a preexisting—if they are di-
abetic, you get paid at another level because they are diabetic.

You mentioned the discrepancy in the salary. Do you have any
real figures as to what the VA is paying versus what somebody
that is in the private sector?

Ms. WIBLEMO. I don’t know that off the top of my head. I think
some of the facilities, the positions, I don’t know what they are
graded specifically, GS–4, GS–5, GS–6, GS–7? I don’t know. But I
could get that.

Mr. BOOZMAN. Again, the Indian Health Care seems to be doing
a good job in addressing some of these areas. How are they retain-
ing their coders? Do you know?

Ms. WIBLEMO. Well, they have trained the coders that they have.
They have certified coders, and they are paying them.
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Mr. BOOZMAN. That is pretty basic. Mr. Evans.
Mr. EVANS. No questions.
Mr. BOOZMAN. Another question has come up concerning the cod-

ers. Right now, we do not have, basically, a requirement for certifi-
cation within the VA system. Is that something that we need to
look at doing?

Ms. WIBLEMO. Oh, I would think so, yes. As a matter of fact, I
think we have testified that there is a vocational rehabilitation pro-
gram within VA, and that could be maybe one of the avenues of
sending people to school and training them, getting them positions
there.

Mr. BLANDING. There are professional organizations that have
certification processes for coders. I mean the stuff is available.

Mr. BOOZMAN. Right.
Mr. BLANDING. If they want to use it.
Mr. BOOZMAN. Very good. Well, again, thank you all so much for

coming. And we certainly appreciate your testimony. On a very,
very important, important subject. So if you do not have any more
comments the meeting stands adjourned.

[The prepared statement of Congressman Evans appears on p.
36.]

[Whereupon, at 4:45 p.m., the subcommittee was adjourned.]





(35)

A P P E N D I X

PREPARED STATEMENT OF CHAIRMAN BUYER

Good afternoon. Today the Subcommittee will receive an update on the progress
being made by the VA in improving its third party collections.

At the Subcommittee’s initial hearing in 1999 on the VA’s collections process we
learned about its 5-year plan to obtain 10 percent of its funding from such collec-
tions. In 1997 Congress gave VA the authority to retain any third party collections
recovered. Prior to this change in the law, collections were returned to the U.S.
Treasury. The VA acknowledged that prior to 1997 it had done a very poor job of
collecting payment from insurance companies because there was no real incentive
to do so.

On February 11, 2003, Secretary Principi presented the VA Budget request for fis-
cal year 2004, and made the following observations with respect to its collections
from insurance companies. He said, ‘‘We have got a lot of work ahead of us. We have
got to identify veterans who have insurance. Sometimes we are not very good at get-
ting that insurance information from veterans. We need to do better. We need to
do a better job of installing software that enables us to better process, more accu-
rately do coding and billing, which we are doing, and more training. There are so
many different areas of this program that we need to improve.’’

You know if I were the Director of a VA facility I would be doing everything I
could to collect these payments from insurance companies. Why? Because each facil-
ity gets to keep the money it has collected. I guess I’m baffled as to why every VA
facility across the country isn’t being overly aggressive in its pursuit of third party
collections. It defies logic because whatever you collect you get to keep.

Granted there are some fundamental problems in the system that limit the VA’s
ability to collect more dollars. In fact, these problems have been identified for years
as the root cause of the failure in the system. They include missed multiple billing
opportunities, huge billing backlogs, and inadequate follow-up on incredibly old ac-
counts receivable. These are longstanding problems and were repeatedly discussed
in our previous hearings. Hopefully, today’s hearing will give us some answers as
to what is being done to correct these problems. According to the IG, the VA had
a loss in revenue of $500 million for fiscal years 2000 and 2001. About 73 percent
of this was due to a backlog of unbilled medical care, and the lack of follow-up on
delinquent bills. This is simply unacceptable.

We held a second oversight hearing on this issue in September of 2001 to learn
how the plan it had unveiled at our 1999 hearing was being implemented.

Today, we hope to hear where the VA is in implementing its 2001 VA Revenue
Cycle Plan. Implementation of this plan, designed to improve core business proc-
esses, is moving rather slowly with only 10 of the 24 proposed initiatives having
been completed.

I look forward to hearing from our witnesses today. In particular, I want to thank
the American Legion for participating in this hearing. Earlier this year the Legion
provided me with its comments on ways to streamline and improve services to our
nation’s veterans. I would like to share a portion of their comments since it relates
to VA’s collection process. In February of 2003 the Legion stated: ‘‘The American
Legion recommends either providing enhanced information technology and training
to improve VA’s billing and collection capabilities or purchasing this service from
the private sector. The American Legion is surprised VA is not authorized to hire
certified coders. The Office of Personnel Management should reevaluate this
decision.’’

I look forward to their testimony as well as our other distinguished witnesses.
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PREPARED STATEMENT OF HON. DARLENE HOOLEY

Thank you, Mr. Chairman.
Although this is my first MCCF hearing as Ranking Member, this issue goes back

many years. Medical Care Cost Funding is a very important part of VA’s business
mission. Since 1997, the first year VA was authorized to keep its collection funds,
the VA has made impressive gains. These gains were later enhanced by the imple-
mentation of the Reasonable Charges Fee Schedule. Progress is apparent, but there
is much work yet to do.

The VA is developing strategies as part of their Revenue Cycle Plan to increase
collections; implementing metrics based in part on industry standards; developing
improvements in technology, and centralizing revenue operations. We will hear
some possible solutions for these issues today, and I am anticipating positive notifi-
cation as the Business Office attains each milestone in the Plan.

The VA appears to have come a long way. The Chief Business Office is headed
in the right direction. The MCCF goal will become more focused once the Chief
Business Office determines their universe of uncollected dollars, and a more accu-
rate level of collection costs. I’m sure we will have another hearing before then to
discuss their progress.

We must agree, Mr. Chairman, that there is strong evidence VA has improved its
lot recently regarding third party collections. We have many metrics and milestones
to manage this program, but we are somewhat unclear as to how reliable our data
is or, for that matter, what rate of collections under current law, would represent
success. Hard data is, well hard to come by.

The Indian Health Service has been successful in billing and collecting Medicare
Part A and B, and Medicaid funds. The VA can only collect Medicare Part B. I am
interested in hearing from the American Legion how similar or dissimilar these two
systems are. I will follow up directly with the Indian Health Service in a study of
their best practices.

In this Subcommittee’s last hearing on MCCF, we heard from two vendors with
plans to help VA collect funds. My predecessor on this subcommittee asked those
vendors some tough post hearing questions regarding economic performance and
cost ratios. Many assertions and projections were made but our question on collected
revenues was not answered. A baseline could not be established—success could not
be determined. I believe it is prudent, Mr. Chairman, to base our subcommittee rec-
ommendations on facts—we should not be afraid to look at the books to see if the
numbers buttress promises.

Mr. Chairman, MCCF activities are very much part of the VA’s core business mis-
sion—it accounts for almost eight percent of anticipated FY 2004 Health Care Reve-
nues. When systemic performance is demonstrably improving, we must allow them
to continue to improve. We must tread cautiously when the business mission of the
organization is so directly involved. When you are leading in a marathon and pull-
ing away from the pack, Mr. Chairman, you don’t stop at mile #23 to try on a new
pair of running shoes without due cause.

I welcome our panelists from the VA and GAO, as well as the representatives of
the American Legion and the various vendors who will provide testimony today.

Thank you, Mr. Chairman; I look forward to the testimony, and I yield back.

PREPARED STATEMENT OF HON. LANE EVANS

Thank you, Mr. Chairman. Thank you Ranking Member Hooley.
VA is relying more and more on third-party collections as a source of the funds

VA needs to provide veterans health care. The reported 32 percent increase in col-
lections is very significant.

How much VA can collect through MCCF is an unknown. VA has not forecast the
rate of return needed to claim success. Questions remain about the reliability of
data. The cost of collections is difficult to determine.

Competitive sourcing enhancements to MCCF should be cautiously studied while
the Chief Business Office continues to demonstrate progress. I am acutely aware of
the differences between VA and private sector collections problems. Private sector
solutions may not provide a ready remedy to VA’s collections complexities. Yet,
there may be some best practices elements that are transferable. We should exam-
ine these practices.

I am here to listen to the issues and solutions offered by our witnesses. I hope
that they also will put veterans before collections.

I Thank you, Mr. Chairman. I yield back.
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