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Executive Summaxy 

Purpose By the year 2000, the Veterans Admirustration expects the number of 
veterans 65 and older to triple to 9 million, and those 75 and older- 
who generally require the most health care services-to increase almost 
500 percent to 4 million. At the request of the former Chairman, Senate 
Committee on Veterans’ Affairs, GAO studied VA'S Central Office finan- 
cial management processes, focusing primarily on health care and maJor 
construction. 

This report is based on a model that considers financial management in 
four sequential and linked phases: planning and programming, 
budgeting, budget execution and accounting, and audits and evaluations. 
The review’s purpose was to (1) identify and descnbe VA'S major finan- 
cml management processes and the primary information on which they 
rely; (2) identify and assess the major financial management implica- 
tions, both actual and potential, of any weaknesses m this information; 
(3) determme if and how VA ranks the needs of veterans with servlce- 
connected health care problems in medical care and construction plan- 
ning; and (4) identify and assess the processes VA uses to rank major 
construction projects. 

Background VA'S basic mission is to meet the financial, educational, and health care 
needs of American veterans and their dependents. About 59 percent of 
its fiscal year 1986 budget request is used for entitlement programs, 
which requne VA to provide benefits to all eligible veterans who apply. 
Health care (including major construction projects) is VA'S largest nonen- 
titlement program-about 35 percent of the budget. 

Under the law existing at the time of our review, eligible veterans had 
access to VA health care on a space-available basis, but veterans with 
service-connected disabihties had pnority. Service-connected veterans 
will continue to receive prrorlty for health care under legislation enacted 
in 1986. (See chapter 1) 

VA plans to overhaul most of its financial management systems. The 
Department of Medicine and Surgery also has underway three pilot 
projects designed to develop or test systems that can provide the inte- 
grated per patient clinical workload and cost data needed to effectively 
manage the medical care program. (See chapter 2.) 

Results in Brief Overall, VA has the basics of a sound financial management process for 
its Central Office operations. However, VA does not have reliable, timely, 
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Ehcntive Summary 

and useful cost and workload mformation to support this process. VA 
cannot determine the costs of treating a patient in a VA hospital because 
its systems do not collect per patient clinical or cost data. Therefore, VA 
managers do not have the information they need to determine if those 
costs are reasonable or can be reduced without affecting care. 

VA does not systematically identify and consider the needs of service 
connected veterans in either its medical care or construction planning 
and budgetmg. 

The major construction planning process needs better coordination and 
focus because VA does not produce a national health care strategy, with 
clearly defined priorities, to guide construction planning and prioritiza- 
tion. At the Congress’ request, VA has developed a new process for 
ranking construction projects, but it depends largely on unreliable infor 
mation from the medical care planning process. 

Principal Findings VA'S Central Office financial management processes can be used to estab 
lish multiyear agency and program goals and objectives and to review 
resources requested to attain those goals. VA also establishes annual 
financial and program operating plans, reports monthly to top manage- 
ment on planned versus actual results, and holds midyear and end-of- 
year reviews of program and financial results. But, VA has not effec- 
tively implemented the processes, because it does not (1) currently set 
realistic and measurable goals and objectives for its medical care and 
construction programs and (2) does not have the information to ade- 
quately assess the results if it did. 

The Data Used VA'S financiti management processes rely primarily on Six SySbmS for 
decision-makmg information. These systems do not provide reliable 
information that is timely, useful for financial management, comparable 
between VA hospitals, or consistent over time. This is partly due to VA'S 
automated data processing problems and partly due to the systems’ not 
being designed to provide the information that VA needs to carry out and 
report on the financial aspects of its operations. (See chapters 1 and 2.) 

Medical Care Issues VA has developed a structured planrung/ programming process for 
health care, but that process has not yet produced a realistic, national 
health care strategy for establishing both budget and construction 
priorities. 
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The illnesses for which patients are treated, not simply then- numbers, 
determine the clinical resources used and thus the cost of treating any 
particular patient caseload. Recogmzmg this, VA has implemented a 
system that roughly measures hospital efficrency and allocates a 
growing portion of hospital operating budgets based on the types of ill- 
nesses for which patients are treated. But, VA’S financial management 
systems do not provide the per patient cluucal and cost information nec- 
essary to make such a system fully operational. Consequently, 

l Hospitals are reimbursed a specrflc amount for each type of illness they 
treat, but do not have mformatron about their actual costs of treating 
any specific patient or illness to help identify ways of controlling those 
costs. 

l VA cannot readily track patient drug use and doctor prescription pat- 
terns, thus making it difficult to properly manage drug usage and costs, 
one of the fastest rising costs in VA medical care. 

l VA’S primary medical program cost reports used for planning, budgeting, 
and budget execution are based on unreliable, quarterly estimates, not 
actual costs. 

The Decentralized Hospital Computer Program, now being installed in VA 
hospitals, should provide much of the per patient clinical data now 
missing, but will not provide costs. VA is trying to improve the program 
cost estimates (See chapter 2.) 

Construction Issues VA’S major construction planning and prioritization process has no clear 
focal point of accountability below the VA Administrator. The newly 
developed priorrtlzatlon methodology provides a clearer and more objec- 
trve basis for ranking projects, but can be no better than the data on 
which it relies. Those data-from VA’S medical care planning process 
and from the faclhty engineer’s assessment of the physical condltlon of 
each VA facility-are currently inadequate for effective construction 
planning and prrorrtlzation. (See chapter 5.) 

A consulting firm, with whose major conclusions VA concurs, identified 
many other problems m the construction process, including project 
design. (See appendix II.) VA is consldermg ways of implementing some 
of the firm’s recommendations. 
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Recommendations GAO recommends that the Administrator of VA take the following actions 
to improve both VA’S financial management processes and the reliability 
and usefulness of the mformation on which they rely: 

l Move expeditiously to develop a system to capture the per patient 
clinical and cost data necessary for effective health care management. 

l Comprehensively study the financml management information needs in 
W-both workload and cost-for developing automated data processq 
plans and assessing alternative hardware and software for meeting 
these mformatlon needs. 

l Build on recent improvements m the medical care planning process to 
develop a coherent, national medical care strategy, with clear medical 
care priorities, that addresses the needs of veterans with servlce-con- 
netted health care problems, for use m constructron planning and 
prioritization. 

l Develop a phased strategy, with clear milestones for improving the con- 
struction process, its linkage to medical care planrung, and the data on 
which the constructron process relies. 

Agency Comments VA was asked, but did not provide, formal comments on this report. How 
ever, VA officials did provide clarity points which have been mcorpo- 
rated where appropriate 
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Chapter 1 

Introduction 

As the Congress and the President struggle to reduce the large, annual 
federal budget deficits, the Veterans Administration (VA), like many 
other federal agencies and programs, 1s experiencing little or no real 
budgetary growth. During fiscal year 1985, for example, VA'S medical 
care budget grew at less than half the natronal medical care inflation 
rate, while the number of veterans eligible for and receiving VA medical 
care mcreased and 1s likely to continue to do so. To maintain or muumize 
the reduction of the level of medical services to veterans, and to identify 
and implement potential cost efficiencies, VA managers need reliable, 
useful financial information on the current costs of VA medical programs 
and services and on the composition of those costs. 

The VA is the largest independent agency in the federal government and 
its third largest employer. VA'S fiscal year 1986 appropriation of $26.3 
billion provides education, housing, income, insurance, burial, and med- 
ical benefits to some 28 million eligible veterans, as well as their eligible 
spouses, survivors, and dependents. 

The Senate Committee on Veterans’ Affairs requested that we conduct a 
study of the major strengths and weaknesst , of the VA'S Central Office 
financial management processes. The purposes of the review were to 

. identify and describe VA'S major financial management processes, the 
primary sources of mformation on which those processes rely, and how 
they are used; 

l determine if and how VA considers the needs of service-connected vet- 
erans in medical care and construction plannmg; 

l identify and assess the processes VA uses to pnoritrze major construction 
projects; and 

. identify and assess the major financial management implications, both 
actual and potential, of any reported weaknesses in the accuracy, relia- 
bility, consistency, comparability, and usefulness of the mformatron on 
which VA'S financial management processes rely. 

Timely and accurate financial management information could help VA 
physicians and managers answer health care cost control questions such 
as the following. 

l How many additional veterans, on average, could VA treat in its hospi- 
tals by reducing the average length of stay by 20 percent? How can thus 
be done most appropriately? 
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. What is the additional cost to VA of keeping veterans in VA hospitals 
when more appropriate, less expensive health care facilities, such as 
nursing homes, are not available?’ 

l Is the institution of a Diagnosis Related Group (DRG) methodology for 
allocating VA hospital budgets increasing hospital efficiency, as 
intended? Is it resulting in mcreased efficiency at the expense of the 
quality of VA health care? 

l How much revenue could VA realize by billmg the insurers of veterans 
who have private health insurance and are treated in VA hospitals?2 

The ability to answer these questions is essential to identifying ways of 
treating more eligible veterans within existing resources and reducing v~ 
health care costs without reducing the quality of care VA provides. In 
this report, we address how sound financial management processes and 
information can provide VA with the mformation to manage health care 
costs effectively, as well as much of the clinical mformation needed to 
assess the quality of care. 

This chapter provides background mformation about the environment u 
which VA operates, its programs and budget, and the challenges it faces 
in serving the nation’s veterans and their families. VA has recognized 
that it must improve its financial mformation and processes and has 
taken steps to do so. We briefly review many of its improvement efforts 
in this chapter and discuss several in detail later in the report. Also in 
this chapter, we explain the methodology we used in this study and the 
relationship of our work on VA’S maJor construction proJects to work by 
the firm of Booz, Allen & Hamilton. 

‘GAO recently reported that VA could reduce the average length of stay m its hospitals by about 20 
percent through better patient management practices Stays could be reduced an ad&tional23 per- 
cent If less costly levels of care, such as nursmg homes, were avadable See ve- 
ment F’ractlces Could Reduce Length of Stay III VA Hosp~ (GAO/HRD-C52, August 8, 1986) 

2Another GAO report estunated that about 18 percent of the veterans m its sample umverse of 
346,000 episodes of care (the VA term for patients who must be adnutted to hospitals or nursmg 
homes for care) for veterans ulthout service-connected &ab&&s had pnvate msurance The care 
provided such veterans cost VA between $188 nulhon and $284 nulhon, based on VA’s natlonal 
average per &em rates for care See Leqslation to Authonze VA Recovenes From Fnvate Health 
Insurance Would Result m Substantial Savu-@ (GAO/HRD-86-24, February 26, 1986) 
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1 VA Financial 
Management Operates 

budgetary, and organizational environment within which VA, like all fed- 
eral agencies, must operate. Other elements include the following: 

inaDynamic 
Environment (1) The veteran population varies widely in age, interests, and demands; 

each segment seeks to get VA to be responsive to its needs. 

(2) Members of the Congress also have widely varying expectations of 
VA, depending upon their views of the appropriate roles of VA in serving 
the nation’s veterans and upon the interests of their constituents. Conse- 
quently, the Congress does not always provide consistent guidance to VA 
on the priorities it expects VA to follow. 

(3) A fluctuating budgetary environment exists, in which budgetary 
growth is neither necessarily steady nor predictable. 

(4) Top-level administrators usually have relatively short terms in 
office; their managerial styles and program interests usually vary. 

(6) The decision-making process within VA emphasizes consensus and 
participation in decisionmaking by a variety of offices and groups in the 
agency. 

Cur management reviews have identified some of these factors-diver- 
gent congressional and constituent interests, fluctuating budgets, and 
short tenure of toplevel administrators-in at least two other federal 
departments3 VA’S decision-making process, however, may be unique. All 
these elements are indicative of the complex environment in which 
effective federal financial management must operate. To function well 
within this environment, VA needs flexible, managerially useful informa- 
tion that serves the decision-making needs of VA officials at all levels, the 
President, and the Congress. 

Overview of VA VA operates two basic types of programs for veterans: benefit and med- 

Programs and Budget 
ical care. Benefit programs include compensation, pensions, readjust- 
ment pay, burial, and home loan mortgage guarantees. VA’s fiscal year 
1986 budget request included about 616.6 billion for these programs, 69 
percent of its total appropriations request. Medical care programs 

3See Inn the Department of Housmg and Urban Development’s Eff~veness Through 
%roved Management (GAO/RCED-84-9, Vols I and II, January 10,1984) and S5i~Lead&up 
Needed To Impr66%kagement at the Dewtment of Labor (GAO/HRJX&l2, October 21,1986) 
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include those services provided in both VA facilities and in private facili- 
ties on a contract basis. VA requested about $9.3 billion (36 percent of its 
budget) for medical care programs for fiscal year 1986, plus $417 mil- 
lion for major construction projects, almost all of which were for med- 
ical care. 

Because of the specific interest of the Senate Veterans’ Affairs Com- 
mittee, and because most VA benefit programs are entitlements, our work 
focused on medical care and major construction projects. Entitlements 
require VA to provide benefits to veterans who meet the eligibility stan- 
dards defined by law. Budgeting for these programs, therefore, is 
largely a matter of identifying the eligible population and determining 
the funds necessary to provide benefits to all eligible veterans who have 
applied and are expected to apply during the budget year. An adjust- 
ment would also be made for the number of veterans expected to leave 
the benefit rolls during the fiscal year. 

VA Medical Care Is the 
Nation’s Largest Health 
Care System 

In fiscal year 1986, the VA health care system includes 172 hospitals, 117 
nursing homes, 229 outpatient clinics, and 16 domiciliaries.4 These facili- 
ties are organized into 27 medical districts which comprise 7 regions5 
The medical care programs employ the overwhelming majority of VA’S 
personnel: more than 200,000 of VA’S estimated fiscal year 1986 total 
average employment of 220,783 people. (See figure 1.1.) 

VA provides acute medical, surgical, and psychiatric care for both inpa- 
tients and outpatients; intermediate hospital, nursing home, and domicil- 
iary care; plus a range of special programs and professional services, 
such as hospital-based home care and hospice care. In fiscal year 1986, 
VA estimates it will provide a total of 18.8 million outpatient medical 
visits, 317,000 dental visits, and 1.4 million episodes of inpatient care 
(the VA term for patients who must be admitted to hospitals or nursing 
homes for care). 

At the time our study was completed, VA medical care was available to 
eligible veterans on a space-available basis. Veterans were admitted on a 
priority basis as follows: 

4Most of VA’s medxal factities are orgaruz.4 U&I med& centers. VA’s system mcluded 160 such 
centers III fii year 1984 A m&Cal center may cons& of one or more hospitals, one or more outpa- 
tient cluucs, a nursmg home, and a donucxhary five oument cluucs and one donuciliary are mde- 
pendent of any m&Cal center Our report uses the terms VA m&cal center and VA hospital 
mterchangeably 

‘Pnor to a 1986 reorgmon by VA’s Cluef Medxai Dmxtor, there were 28 d&ncts and 6 regions 
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l any veteran who requires treatment of his/her service-connected 
conditions; 

l the service-disabled who request care for nonservice-connected condi- 
tions (we refer to both categories in this report as “service-connected 
veterans”); and 

. certam categories of nonservice-connected veterans, such as those who 
are unable to defray the costs of their care (referred to in this report as 
the “medically indigenP) or those 66 or older. 

Nearly 70 percent of the veterans discharged from VA hospitals m fiscal 
year 1984 had no service-connected disabilities. 

%nor to the April 1986 enactment of the Consoldated Ommbus Budget Reconuhabon Act of 1986, 
the Veterans Adnumstration Health Care Amendments of 1980 (F’ubhc Law 96-330) provided that 
veterans who received a VA penwon, had a serwe-connected dcsabtity, or were el@ble for Medxsud 
were presumed to be unable to defray ther m&Cal expenses (See footnote 7 to tkus chapter for a 
dwcusslon of the changes the 1986 act Implemented > Throughout Ous report, we have used the term 
“m&cally m&gent” to refer solely to those nonservx&coMected veterans whose financlti resourcez 
were msuffklent to cover the costs of their care 

Page 10 GAO/AFMIWb7 VA Pinandd Managemen 



Chapter 1 
Introduction 

Figure 1.1: 1986 Appropriation Request 

100 Percentage of Request 

90 

Medlcal Benefits Construction Miscellaneous 

u Dollars 
Employees 

Since, at the time of our review, the law provided that VA may furnish 
veterans medical care within the limits of VA facilities, the budgetary 
challenge for VA was to identify the resources (facilities, equipment, and 
staff) that would provide quality, cost-effective medical care to the 
greatest number of eligible veterans requesting care. However, Title XIX 
of the Consolidated Omnibus Budget Reconciliation Act of 1986 (Public 
Law 99-272), enacted in April 1986, requires VA to provide hospital care 
for some veterans, and authorizes hospital care for other veterans to the 
extent resources and facilities are available. The act also makes other 
changes that will alter the cost of VA care to many veterans. Together, 
these changes may affect future demand for care. Among other things, 
the act provides: 

. in new 38 U.S.C. 610(a)(l), that VA #alJ furnish hospital care and may 
fur-rush nursing home care to certain categories of veterans, including 
those with service-connected disabilities and those unable to defray the 
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costs of their care (as defined in the new 38 U.S.C. 622(a)(l);’ [emphasi: 
added] 

l m new 38 USC. 610(a)(2), that VA w provide hospital care and 
nursing home care, to the extent resources and facilities are available, t 
veterans for a nonservice-connected disability if the veteran has the 
income level described in new 38 U.S.C. 622(a)(2);8 [emphasis added] 

l that other categories of eligible veterans may receive medical care on a 
space-available basis, if they agree to pay the applicable cost of their 
care determined by VA under the act; and 

l for third-parties to reimburse VA for care provided to a veteran for a 
nonservice-connected disability if an insurance company, or other third 
party, would pay for the cost of the care if provided in a non-VA facility 

The Challenge of the 
Aging Veteran 
Population 

The full imphcations of these changes on veteran demand for care will 
not be clear for several years. However, because the veteran populatior 
is aging, it is likely that, even with these changes, future demand for 
care will come primarily from older veterans. In its 1984 study, Caring 
for the Older Veteran, VA estimates that the total veteran population wi 
decline by about 4 3 million between the years 1980 and 2000. But, as 
figure 1.2 shows, VA expects mqor changes in the age mix of that popu- 
lation. Durmg this period, the number of veterans 65 and older is 
expected to triple, to almost 9 million, and the number of veterans 75 
and older is expected to increase almost 500 percent to 3.97 nullion. (Se 
figure 1.3.)9 Persons over 75 generally require a higher degree of med- 
ical and nursing home care, so the growth in this portion of the veteran 
population has particularly sigmficant implications for VA medical care. 
By the year 2000, VA estimates that almost two of every three men in th 
United States 65 and older will be veterans 

7New 38 U S C 622(aXl) states that a “veteran shall be considered to be unable to defray the 
expenses of necessary care if” the veteran (1) 1s eh@ble for M&cad, (2) LS recelvmg a se&on 521 V 
pension, or (3) has “attnbutable mcome” for calendar year 1986 of not greater than $15,000 for a 
veteran v&h no dependents, or $18,000 for a veteran wkh one dependent, plus Q 1,000 for each adds 
tional dependent 

‘The mcome level described m new 38 U S C 622(aX2) 1s that whch for calendar year 1986 does no 
exceed $20,000 for veterans ulth no dependents, or $25,000 for a veteran wkh one dependent, plus 
d 1,000 for each additional dependent 

‘Accordmg to VA’s 1984 Annual Report, as of September 30,19&l, there were about 4 6 nulhon vet- 
erans 65 and older, compnsmg about 16 percent of all veterans Thu IS an mcrease of approxunatel!, 
16 nulhon smce 1980 There were some 1 nulhon veterans 75 and older, or about 140,000 more than 
1111980 
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Demand for Care Could Based on these estimates, the VA study projected a dramatic increase in 

Grow Significantly by Year the demand for health care from older veterans, even if the percentage 

2000 of such veterans requesting care remained constant. To meet demand, VA 
estimated that it would need an annual medical care operating budget 
(ail figures in constant 1985 dollars) of between $13.6 and $19.6 billion 
in 1990, rising to between 615.4 and $24.3 billion in the year 2000. The 
amount varies depending on the assumptions made regarding the per- 
centage of eligible veterans who will request VA medical care. In addi- 
tion, VA estimated it would need from $7 to $25 billion for new 
construction and facility expansion, plus about $1 billion annually for 
upkeep, modernization, and replacement to maintain program levels pre- 
viously established. (These estimates were made in 1984, when the law 
provided that all veterans 65 and older were eligible for VA medical care 
on a space-available basis at no cost. The changes in eligibility made by 
the Consolidated Omnibus Budget Reconciliation Act of 1985 alter the 
assumptions upon which these estimates were made.) 

While elderly veterans’ overall demand for medical care may rise signifi- 
cantly by the year 2000, growth in demand is unlikely to be uniform 
nationwide. Sunbelt states favored by retirees, such as Florida, Texas, 
and Arizona, are likely to experience greater growth in demand than 
northern states. Furthermore, the types of care required by elderly vet- 
erans, especially those over 75, may be considerably different than 
those provided to service-connected veterans, or medically indigent vet- 
erans (those unable to defray the costs of their medical care). The 
greater use of nursing home care by veterans over 76 is the most 
obvious distinction. 
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Figure 1.2: Age Mix of Veteran 
Population 
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Figure 1.3: Projected Numbers of 
Veterans Ages 65 and Over and 75 and 
Over 10 M~ll~ors 

1960 

Year 

1990 2000 2010 2020 

Planning for Demand 
Requires Reliable 
Information 

Thus, as VA recognizes, the “graying” of the veteran population poses a 
major challenge for VA medical care and major construction planning and 
management. To meet this challenge, VA managers and health care plan- 
ners need processes and mformation that can help them to identify the 
types, quantity, and costs of health care services currently provided 
veterans 65 and older and to evaluate means of minimizmg those costs 
without reducing the quality of care. They also need information that 
will help them to identify the types and locations of construction 
proJects needed to meet the expected demand, while mmunizing both 
their number and then design and construction costs. 

To adequately estimate the types and quantity of health care services 
needed, their costs, and their construction implications, VA needs inte- 
grated clinical and cost data that capture both workload and costs on a 
per patient and per procedure basis. The reason for this 1s simple: the 
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treatment that a patient receives, and therefore its cost, depends upon 
the illness for which he/she seeks medical care. VA estimates, for 
example, that the average cost of treating a bone marrow transplant 
patient is about $78,000, while that for cardiac (heart) surgery is about 
$5,000. Thus, each additional bone marrow transplant patient has as 
great a budgetary nnpact on a VA hospital as about 15 cardiac surgery 
patients. 

Reliable Per Patient Clinical and 
Cost Data Are the Most Useful 

Fmancial management mformation systems that provide reliable data 
on the type, quantity, and costs of the clinical resources used to treat 
any specific patient or illness can be used to address a variety of health 
care delivery and cost questions in VA. 

l What clinical resources (for example, x-rays, surgical procedures, or 
drugs) are used to treat specific illnesses or groups of veterans, and at 
what cost? How do both treatment patterns and costs vary among VA 
hospitals? Is it possible to provide quality care at less cost, particularly 
at those hospitals currently with the highest costs? 

. What is VA'S current capacity-facilities, equipment, and staff-to tres 
the mix of illnesses or “casemix” for which VA expects veterans to 
request care in the future? What types of staff, equipment, and facility 
changes will VA need to make in current medical facilities to meet the 
projected needs of elderly veterans (those 65 and over)? 

l By substitutmg ambulatory (outpatient) for inpatient care where pos- 
sible and appropriate, can VA (1) reduce current and projected health 
care costs, (2) reduce the current and/or future need for hospital beds 
and, thus, new construction, and/or (3) increase the number of veteran 
treated withm a given budgetary ceiling? 

Most of the information necessary to answer these questions should be 
available from VA'S financial management reporting systems-informa 
tion such as current caseload, overall casemix, casemix by major eligi- 
bility category, the clinical resources used to treat any particular illnes 
or group of illnesses, and the cost of that treatment. All this informatic 
is needed to manage VA'S medical care program efficiently and is useful 
to planners and budget analysts as well. With such information, VA can 
identify the array of additional resources it will need to meet future pr 
Jetted demand by comparing current caseload, casemix, and the clinica 
resources used to treat that casemix with the clinical resources esti- 
mated to be needed to meet projected future caseload and casemix. 
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Additional workload that cannot be met through improved efficiency of 
operations may be met through a combmation of 

additional staff and/or a different combination of staff skills in VA med- 
ical facilities; 
the increased use of Department of Defense and/or private sector 
resources (for example, greater use of sharing arrangements); 
modification and/or expansion of existmg equipment and facihties; and 
the construction of new facilities 

For construction plannmg, the geographic distribution of the expected 
caseload and casemix is particularly important, since any construction 
project would, of course, be built to meet the expected caseload m a spe- 
cific geographic area 

VA Financial We recently issued a report, Veterans Admnustration Financial Manage 

Management: Current 
ment Profile (GAO/AFhlD-85-34, September 20, 1985), that describes a 
number of weaknesses in VA'S current financial management and 

Improvement Efforts accounting systems. We reported that many of VA'S current financial 
management systems did not produce accurate and reliable information. 
A major cause was the lack of internal controls made possible by state- 
of-the-art automated data processing (ADP) technology for data entry, 
telecommumcations, and data base management. For example, VA'S pri- 
mary payroll, admmistrative expense, and workload reporting systems 
(Personnel Accountmg and Integrated Data, or PAID; Centralized 
Accounting for Local Management, or CALM; and Automated Manage- 
ment Information System, or AMIS, respectively) all still use outdated 
keypunch equipment and sequential processmg techniques that reduce 
the timeliness and, therefore, frequently the usefulness of the mforma- 
tion the systems produce. VA'S six main management information sys- 
tems are briefly described m table 1.1; their use in financial 
management is delineated m table 1.2 They are discussed at length 
throughout this report. 
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Table 1 .l : VA’s Primary Financial 
Management Information Systems System 

Centralized Accounting for 
Local Management (CALM) 

Personnel Accounting and 
Integrated Data (PAID) 

Automated Management 
Information System (AMIS) 

Purpose 
VA’s maln accounting system for non-personnel expenses 
(such as supplles, travel, equipment) Supports all actlvltle< 

VA’s primary payroll system Supports all VA activltles 

VA’s pnmary workload reporting system, tracking number ( 
patient visits, benefit checks, and burials Supports all VA 
ictivities 

Patient Treatment File (PTF) Basic inpatient demographlc and cllnical data file used for 
medical care olannlno and budaetlna Can be used for 
assessing ho&pita1 IeEgths of &y - 

RCS lo-141 (Formerly RCS 
14-4) Report of Medical Care 

Basic medical care cost allocation system, used to allocate 

Dlstnbutlon Accounts 
program costs within VA hospitals a 

Beneficiary ldentiflcation 
Records Locator System 

Basic demographic and ellglbility data base for veterans 

(BIRLS) 
who are receiving or have applied for VA benefits of any 
type Includes mllltary discharge and dlsablllty status, age 
and home ZID code 

%eports are derived from workload data in AMIS and accounting data from CALM and PAID 

Table 1.2: Major VA Financial Management Systems and the Processes They Support 

Memorial Veterans Department of Medicine & Surgery Major Construction 
affairs benefits 

System overall overall MEDIPPa 
Budget 

Budget execution 
Planning/ 

programming Budget 
Buds 

executl4 
BIRLS X X X X X X 

PTF X X X X 

AMIS X X X X X X X 

PAID X X X X X X X 

CALM X X X X X X 

RCS IO- 
141 X X X 

=Medtcal Dlstrlct lnltlated Program Planntng, VA’s medlcal care planning process 

VA Ha Identified Imp&ant VA’S Department of Medicine and Surgery’s (DMB~S) ADP Plan for Fiscal 
Financial Management Years 1984-1989 highlights some important weaknesses in current 

Weaknesses financial management systems. It notes that none of the systems used 
for deaslonmakmg and reportmg provide timely data and that the accl 
racy of the data 1s questionable. Specifically, the report states the 
following: 

“Attempts to get better management information by linking the Patient Treatment 
Files (PTF) [contamlng clinical and demographlc data for inpatients], the payroll a 
personnel system (PAID), and the VA’s primary expense accounting system (CALM: 
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have resulted in data of questionable rellablllty because data elements vary in each 
system and reporting cycles are different ” 

“Current reports rarely provide measures or indices to support modern hospital 
management or strategic planning The PAID system, for example, allows a person to 
be assigned to only one cost center in a hospital, although it is not uncommon for 
staff to be assigned to two, three, or more cost centers during one reporting period. 
Thus, when payroll data are handed off to AMIS to provide productlvlty mdlces, 
they frequently give an erroneous picture ” 

“Instructions for assignment of staff to multiple cost centers m a hospital are not 
clear, so various methods are used, making comparisons among hospitals impossible 
The lack of refinement in the assignment of costs creates problems in implementing 
a new DM&S system of allocating resources to medical centers which relies on col- 
lecting mformatlon by patient categories, not bed sections ” 

The report further notes that because DM&S Central Office managers find 
it burdensome to make changes to these automated systems in order to 
get timely data in a desired format, individual systems and manual 
reports have proliferated. 

VA identified additional weaknesses in its systems in its December 31, 
1985, report produced in compliance with the Financial Integrity Act. 
This law requires agencies to review their systems of accounting and 
administrative internal controls and report annually to the President 
and the Congress on the adequacy of these controls and on corrective 
actions bemg taken to remedy any identified weaknesses. VA identified 
weaknesses in, among others: 

. the procedures for constructing health care facilities, including proJect 
design and construction (both discussed in chapter 5 of this report), 

l the Inpatient Drug Distribution System which has made pharmaceuti- 
cals susceptible to unauthonzed use and loss, 

l vendor payment procedures leading to many payments m violation of 
the Prompt Payment Act, and 

l compensation and pension processing and procedures. 

VA’S problems are not unique among federal agencies. The dilemma for 
decisionmakers today, at all levels of the federal government, in virtu- 
ally all agencies, is that too often information is not available when 
needed for decisionmaking or program management, mcluding cost con- 
trol. Frequently, therefore, agency officials and members of the Con- 
gress must either “make do” with the mformation available or spend a 
great deal of time and effort trying to assemble the data necessary to 
make a decision or determming the validity of the mformation at hand. 
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VA Efforts To Improve Information VA’S efforts to improve its fmancial management systems are described 
Systems m detail in both our Financial Management Profile and VA'S ADP and tele 

communications plans Two efforts of particular relevance to VA health 
care include the Decentralized Hospital Computer Program (DHCP) and 
three pilot projects to develop per patient clinical and cost information 
systems for VA 

The Department of Medicme and Surgery 1s currently implementing the 
DHCP m VA hospitals and medical centers. It is intended to provide data 
processing support for key operational functions in VA hospitals, with a 
single VA patient data base which can be accessed by all VA hospital 
system users. DHCP is being implemented m three phases: CORE, 
Enhanced DHCP, and Comprehensive DHCP.'O The use of the Enhanced am 
Comprehensive DHCP packages at each hospital is optional. 

DM&S also has underway three projects (described in appendix IV) 
funded in large part by the participating hospitals, to use the DHCP 
patient data base as the basis for developing systems that provide per 
patient cost and clinical mformatlon. Two of these systems-at Long 
Beach, California, and Hines, Illinois-are being developed by VA. The 
thud, at Brockton/West Roxbury, Massachusetts, is testing the applica- 
bility within VA of a standard medical product costing system such as 
the one pioneered by the New England Medical Center. The plan is to 
operate this system using the DHCP feeder systems. 

Casenux-Based Resource Allocation 
Methodology Encourages Hospital 

To encourage and reward hospital efficiency in the delivery of medical 

Efficiency 
care, beginnmg with fiscal year 1985, VA has begun basing a growing 
portion of each hospital’s operating budget on its workload and costs as 
measured by Diagnosis Related Groups (DRGS), through a system known 
as the Casemlx-based Resource Allocation Methodology.ll DRGS are a 
means of classifying hospitalized patients according to the primary diag 
noses responsible for the major portion of the patient’s hospital stay. VA 
reimburses its hospitals at a set rate per DRG, just as Medicare reim- 
burses private hospitals at a set rate per DRG (though neither the rates 
nor the systems used are the same). Thus, VA designed the system to 

“CORE mcludes hutlal CORE (patient rwtratlon, adnussion/dlscharge/transfer, patlent trackmg, 
cluuc schedulmg, and outpatlent pharmacy) and Pull CORE (mpatlent pharmacy and cluucal labora- 
tory) The second phase, Enhanced DHCP, 1s a set of 20 apphcatlons that mcludes radiology, &et&c 
m&Cal records trackmg, fiscal and surgery Comprehensive DHCP 19 the final phase, and mcludes 
among its 14 apphcatlons prosthetq optometry, @atry, and neurology 

"THIS system and its unplications for VA health care fmanaal management are dwussed m chap&l 
2 of ths report 
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encourage VA hospitals to be more efficient and cost conscious m their 
delivery of health care. In fiscal year 1986, VA added casemix methodol- 
ogies for (1) ambulatory and (2) intermediate and long-term care. 

Prior Studies of VA’s Appendix VI contains a description of the major studies of VA'S construc- 

Construction Process Have tion process in the last decade. Basically, problems identified have 

Led to Improvement Efforts revolved around three issues: 

l the “proper” division of responsibilities between DM&S and the Office of 
Construction; 

l the lack of consistent criteria for selecting and ranking major construc- 
tion projects; and 

l the need to improve the data used both to assess major construction 
projects and determine their scope and design. 

In 1984, the House and Senate Committees on Appropnations directed 
VA to develop a method for objectively prioritizing construction projects. 
That methodology was completed in May 1985. VA has also developed a 
prototype design for VA nursing homes, with the goal of reducing both 
the time and costs of building them. In February 1984, VA awarded a 
contract to Booz, Allen & Hamilton to conduct a study of VA'S construc- 
tion process. That report, whose final recommendations were delivered 
m April 1985, formed the basis for the former VA Administrator’s recent 
proposal to merge DM&S and the Office of Construction, making VA'S 
Chief Medical Director responsible and accountable for VA'S construction 
process. The new Administrator has altered that proposal, and proposes 
creating a new, independent Office of Facilities under the Associate 
Deputy Admmistrator for Logistics that would be responsible for all 
construction activities in VA, not just DM&S medical facilities. 

Objectives, Scope, and To evaluate VA'S financial management processes, we used the concept 

Methodology 
of financial management outlined in our two-volume report, Managing 
the Cost of Government (GAO/AFMD-85-35 and 35A, February 1985). 
That report views financial management as a four-phased cycle, with 
each phase connected to the one preceding and following it. The source 
of linkage between the phases, and the foundation on which they rest, is 
sound financial and program information-information that is accurate, 
reliable, consistent over time, and comparable among organizations and 
programs performing similar functions. This concept is depicted m 
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figure 1.4. The criteria used for evaluatmg each phase of the process cl 
be found in appendix I. 

Figure 1.4: Financial Management 
Cycle 

AudW SupportIng 
Evaluation Information Systems 

Budget Formulatloni 
Presentation 

VA’S 1986-89 ADP and telecommunications plans call for spending $244 
million over those years for developing 52 major automated system 
proJects and 5 major procurements of computer and other ADP equip- 
ment. We did not evaluate the effectiveness of the proposed changes ox 
the potential additional costs, if any, of implementing the recommenda 
tions m this report. Our recommendations were developed using the cry 
teria set out in the two-volume report and should improve the 
effectiveness of VA’S planned financial management system 
improvements. 

We were completing this review as the Balanced Budget and Emergenq 
Deficit Control Act of 1986 (Public Law 99-177), commonly referred to 
as Gramm-Rudman-Hollings, was being enacted. The act established 
automatic procedures for reducing the funding levels for fiscal years 
1986 through 1991, if specified deficit levels are not achieved through 
the regular budget process. We recognize that actions taken in respons 
to passage of the act may limit VA’S ability in the unmediate future to 
fully implement both its planned system improvements and the recom- 
mendations in this report. 

In April 1986, when this report was largely complete, the Congress 
passed the Consolidated Omnibus Budget Reconciliation Act of 1985 
(Public Law 99-272). As discussed earlier in this chapter, Title XIX of 
that law made several changes m veteran ehgibility for VA health care 
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and increased the cost of that care for certain categories of eligible vet- 
erans. These changes are likely to affect both the number and mix of 
eligible veterans requesting VA health care. However, the effect of these 
changes will not be clear for at least a year, and we did not assess theu- 
potential effects on future demand for care. 

In conducting our review, we interviewed VA officials, both in headquar- 
ters and in the field, and reviewed financial management guidance, doc- 
uments, and reports from all four phases of the financial management 
cycle. Though our emphasis, as requested, was on VA’S Central Office 
processes, understanding VA medical care financial management-espe- 
cially planning and budget execution-required some familiarity with 
field operations, After discussing the characteristics of different dis- 
tricts with VA officials, we tried to choose districts to visit that, in total, 
contained medical care facilities fairly indicative of all VA facilities We 
visited four medical districts of varying characteristics (see section on 
districts visited), nme hospitals (eight of which were m the four medical 
districts visited), and three of VA’S seven medical care regional offices. 
The ninth hospital was chosen because it had a unique system for 
accumulating bone marrow transplant costs that highlighted deficien- 
cies in VA’S current medical care accountmg systems. 

Though the districts and hospitals visited are not statistically represen- 
tative of all VA’S medical districts and hospitals, they did provide a 
number of examples of how weaknesses in VA’S current financial man- 
agement systems and reports affect planning and management in VA’S 
medical care program. Furthermore, these examples were mutually rein- 
forcing. That is, the same basic problems appeared in every hospital 
visited. 

Xstricts Visited in 
haluation Process 

)iarict 6 Headquartered in the Washington, D.C , VA hospital, this district is 
closest to VA headquarters; it has a major replacement hospital (Balti- 
more) whose size, bed mix, and siting have been the object of much dis- 
cussion and debate both inside and outsrde VA; and it is located in a 
metropolitan area with several private teachmg hospitals and two major 
Department of Defense hospitals. We visited only the Washington 
hospital. 
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District 12 Headquartered in Gainesville, Florida, and encompassing all of Florida 
(except the Panhandle) and 12 counties in southeastern Georgia, this 
district has experienced rapid growth in veteran population due to the 
migration of retirees to Florida; it serves among the highest percentage 
of service-connected veterans in the VA system; it has 6 hospitals, 4 of 
them major teaching and research centers; and it has several major con 
struction initiatives underway to meet the demand for medical care, 
including a proposed hospital in eastern Florida where no VA facilities 
have previously been located. We visited hospitals in Miami, Tampa, 
Bay Pines, and Gainesville, as well as the regional office also located in 
Gainesville. 

District 18 

District 26 

Headquartered in Minneapolis, Minnesota, this district has a slightly 
declining overall veteran population, but an aging one; it has a single, 
major medical center (Minneapolis) where a replacement hospital is 
being built and which serves as a referral center for all other VA faciliti 
in the district. We visited the Minneapolis hospital and district head- 
quarters, as well as the regional office in Omaha, Nebraska. 

Headquartered in the West Los Angeles, California, VA medical center, 
this district has a declining veteran population, but an aging one; it ha 
three of VA’S leading medical centers, its only hospice, and its only cent 
for Legionnaire’s disease; it has 6 major teaching hospitals, several 
major construction projects underway, a pilot project for developing p 
patient costs at the Long Beach hospital, and many other private and 
Department of Defense facilities with which it can share facilities for 
care. We visited the West Los Angeles and Long Beach hospitals and th 
regional office in San Francisco. 

The organization of our report reflects our financial management mode 
Chapters 2,3, and 4 deal with VA’S medical care programs-under the 
Department of Medicine and Surgery-and examine budget execution 
formulation, and planning, respectively. Chapter 6 compares VA’S majc 
construction process to our model. Chapter 6 is a brief overview of 
financial management within VA’S two other operational departments- 
Veterans Benefits and Memorial Affairs. Conclusions and recommend; 
tions are presented at the end of each chapter. 
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Results of Construction 
Study Complement Our 
Results 

Assessing VA'S major construction process offered a significant challenge 
because that process not only encompasses all four phases of the finan- 
cial management cycle, but every organizational level withm the Depart- 
ment of Medicine and Surgery and the Office of Construction. About 8 
months before we began our work, at VA'S request, the consulting firm of 
BOOZ, Allen & Hamilton mitiated a l-year study of VA'S construction pro- 
cess The firm’s study was divided into three phases with a report 
issued at the end of each phase: description of processes (September 
1984), assessment (December 1984), and recommendations (April 1985). 

BOOZ, Allen & Hamilton issued its description of the process in Sep- 
tember 1984, just as the scopmg and planning phase of our review was 
ending. That report indicated that there was a clear lack of integration 
between medical care planning and construction plannmg. Since VA'S 
medical care plamung process -Medical District Initiated Program Plan- 
ning (MEDIPP)--WAS beyond the scope of the firm’s study, we decided to 
concentrate our efforts there. This was especially appropriate, since VA'S 
own descriptions of MEDIPP state that one of the principal purposes of 
MEDIPP is to improve the linkage between medical care needs and con- 
struction planning. We also recognized that the total scope of our job 
precluded the type of detailed study of VA'S construction process that 
Booz, Allen & Hamilton was undertaking. Therefore, we decided to com- 
plement its work where possible and follow the progress of its study by 
mamtauung contact with both the Booz, Allen analysts and the VA per- 
sonnel overseeing the study. 

At VA'S request, Booz, Alien & Hamilton made its workpapers available 
to us, and we reviewed both the methodology and workpapers. The pur- 
pose of this was twofold: (1) to ensure that Booz, Allen’s work met gen- 
erally accepted government auditing standards, so that (2) we could 
confidently cite the results of its work as necessary to supplement our 
own analysis. 

We also interviewed many of the same VA officials involved in construc- 
tion who were visited by Booz, Allen & Hamilton, and we visited some of 
the same hospitals. We included construction issues in our interviews 
with MEDIPP planners and hospital officials and compared our interview 
results with those of BOOZ, Allen when we reviewed its workpapers. We 
found that the two sets of interviews were mutually reinforcing with 
regard to the maJor problems m VA'S construction process. 

In chapter 5, we have tried to highlight how our work fits with the Booz, 
Allen study and to differentiate its findings from our own In general, 
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our work focused on MEDIPP, on VA'S new priontization methodology, 
completed after Booz, Allen had issued its final report in April 1986, an 
on the effects of financial management data weaknesses on constructio 
plannmg, prioritization, and design. We supplemented that with our ow 
analysis of Booz, Allen’s study. Booz, Allen did not examine the system 
weaknesses that led to problems in designing VA hospitals, but only dot 
umented their effects. We assessed whether those effects could be remt 
died without addressing some of the underlying weaknesses in the VA 
financial management systems on which the construction process relies 

VA was asked, but did not provide, formal comments on this report. HOT 
ever, VA officials did provide clarity points which have been incorpo- 
rated where appropriate. 

With the exceptions noted above, our review was conducted in accor- 
dance with generally accepted government auditing standards. 
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Department of Medicine and Surgev 
Budget Execution 

VA uses budget execution reports primarily to avoid Antideficiency Act 
violations by tracking and monitoring obligations. An example of how 
well VA tracks obligations is the fact that the Long Beach hospital obli- 
gated all but $100 of its $132 million fiscal year 1984 medical care 
appropriation. VA'S current financial management reports provide infor- 
mation useful for controlling obligations and remaining within budget 
ceilings, and its budget execution processes are basically sound. They do 
not, however, provide such managerially useful information as the type! 
of illnesses for which veterans are treated, the costs of that treatment, 
or the composition of those costs. 

This chapter begins with an explanation of budget execution and the 
criteria we applied to determine the adequacy of VA'S budget execution 
process. Because understanding budget allocation is necessary to under- 
standing the budget execution process, we provide information in this 
chapter on how VA develops its hospital operating budgets. The problem 
in the current clinical and financial data, identified by us and VA, are 
reviewed next. In addition, we note two shortcomings in VA’S financial 
data systems-two functions the systems do not have. Because VA has 
already recognized many of these problems in its data systems, it has 
developed several programs and projects that are collecting clinical and 
financial data in new ways. We describe and evaluate these efforts, then 
summarize our conclusions and make recommendations for improve- 
ments in the budget execution process. 

Purpose of Budget 
Execution 

Budget execution measures both program and financial performance 
which includes measuring the cost-dollars, staff, equipment, supplies, 
and facilities-of VA'S medical care programs. The information devel- 
oped in this phase of the financial management process is perhaps the 
most crucial, because it becomes the basis, at least in part, for decisions 
made in the other three phases-planning/programming, budgeting, and 
audit/evaluation. To manage their budgets, VA hospital directors and 
service chiefs (for example, the heads of laboratory, pharmacy, radi- 
ology, etc.) need mformation on the types of laboratory tests, drugs, and 
radiology treatments they are providing and at what cost. Planners need 
information on the types of illnesses for which veterans are being 
treated and the clinical resources used to treat them in order to plan for 
their future medical care needs. To develop future budgets, budget ana- 
lysts need information on prior year costs and the reasons for variances 
from past fiscal and program plans. All this information should be avail- 
able from budget execution reports. 
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Criteria for Budget 
Execution 

To provide information useful for management, a budget execution pro- 
cess should have these five characteristics: 

(1) Budgeting and accounting should be on the same basis so that actual 
results can be measured against plans. By using the same principles for 
both budgeting and accounting, budget estimates can be based on an 
analysis of variance from program and budget plans. This is difficult 
when budgeting and accounting use different principles and/or catego- 
ries. If VA, for example, allocates hospital budgets on the basis of work- 
load and costs as measured by DRGS, its accounting systems should be 
able to capture workload and cost by DRG. This also improves budget 
execution by allowing a hospital to identify the cost of each DRG and 
take appropriate action to lower excessive costs. 

(2) The cost of services should be matched with the delivery of services. 
The cost of resources used should be matched with the services that an 
agency is delivering, and the cost of the material or service should be 
recorded in the same financial period in which the material is used or 
service provided. This permits comparison of the cost of the same ser- 
vice over time, of similar services within an organization (for example, 
open-heart surgery m VA hospitals), and of similar services or operations 
between organizations (for example, acute care hospital costs in VA and 
in the Department of Defense). It also allows managers and policy- 
makers to make better mformed cost-benefit evaluations. 

(3) There should be a system of reporting that compares costs and 
accomplishments to the expectations set for the managers and organiza- 
tions responsible for them. Performance measures should establish the 
environment for a management system that encourages financial 
accountability. Financial plans should be developed at the organiza- 
tional level to which spending authority has been delegated. Reports of 
actual versus planned costs should be regularly provided to the individ- 
uals having authority for spending decisions. By analyzing the variances 
from planned costs, managers can identify major areas of savings and 
increases and take appropriate action. 

(4) Information should be available for analysis of alternative courses of 
action. Managers should have information that permits them to analyze 
the probable consequences of alternative courses of action. A “mod- 
eling” function within an integrated, automated budgeting and 
accounting system permits managers to run “what if?” analyses using 
projections of the probable consequences of alternative changes in bud- 
gets, workload, and costs. 
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(6) Timely cost and routine performance information should be pi 
vided. Managers should have timely cost and workload (routine per- 
formance) information so that decisions can be made and action taken 
when they can be most effective. 

Specifically in regard to VA, we applied the criteria to determine if the 
following questions are answered within the budget execution process: 

l What types of clinical services is VA providing patients and at what 
costs? 

. What are the variances between the planned, or budgeted, costs of the 
services and their actual cost to date? What are the causes of the vari- 
ances reported? 

. For causes within managerial control, what are alternative ways of 
reducing costs? What are the probable consequences of each method in 
terms of costs and care? 

In order to answer those questions, we believe the following data are 
needed: 

. workload measures of the types and quantity of each type of care pro- 
vided (for example, outpatient visits by clinic and number and type of 
illnesses for which patients are hospitalized); 

. the costs of providing each type of service; and 
l data which integrate workload and cost data in a managerially useful 

way (for example, by diagnosis, clinical subspecialty, clinical service, 
major bed section, etc.). 

The data needed to answer these questions have become even more cru- 
cial with the advent of VA’S new methodology for allocating a growing 
portion of its budget. VA, in fiscal year 1986, began using this new alloca 
tion methodology based on Diagnostic Related Groups (DIGS). This meth 
odology emphasizes the importance of accurate clinical and financial 
data. 

How VA’s Medical Care Prior to fiscal year 1986, VA developed hospital budgets by incre- 

Budget Is Allocated 
mentally adjusting current budgets using aggregate workload, inflation, 
and other expected cost increases. Since individual hospital cost effi- 
ciency was not a major factor in allocating hospital budgets, this systen 
provided little incentive for hospitals to reduce costs. In fiscal year 
1986, VA began phasing in a new method of allocating operating budgets 
to VA hospitals-the Casemix-based Resource Allocation Methodology. 
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Its purposes are to link hospital budgets more closely to their actual 
medical care workloads and to provide an incentive for hospitals to 
make their direct medical care operations more efficient. 

Under the new system, approximately 40 percent of each hospital’s 
budget for fiscal year 1986 was based on its acute care workload as 
measured by DRGS. (Fiscal year 1986 budgets were baaed on fiscal year 
1983 workload, the latest data available at the time fiscal year 1986 
budget planning began.) The percentage will increase in fiscal year 1986 
to approximately 56 percent, largely due to the addition of components 
for long-term care and outpatient care. The portion of the budget that is 
casemix-based is referred to as CMDE dollars (Casemix Direct and Educa- 
tion dollars). To help hospitals adjust to the new budget allocation 
system, actual adjustments to each hospital’s operating budget-using 
the new system- were limited to plus or minus 1 percent in fiscal year 
1986 and 3 percent in fiscal year 1986. (See figure 2.1 for a graphic 
representation of the proportion of VA'S budget that is casemix based.) 

DRGS are a set of 470 diagnostic classifications for inpatients, reflecting a 
fundamental assumption about the relationship between a patient’s 
diagnosis and the costs of treating that patient. The assumption is that 
the costs of treating a patient are directly related to the diagnosis for 
which the patient is hospitalized. It is further assumed that patients 
with similar clinical characteristics will use similar resources in the 
course of their hospital stays and thus wiIl have similar costs for treat- 
ment. Thus, by comparing the resource usage and treatment patterns of 
patients with the same DRG, DRGS can be-and are, under Medicare- 
used as the basis for cost containment efforts and utilization and quality 
assurance reviews. 
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Figure 2.1: Basis of VA Budget 
Allocation for FY 1985 and FY 1986 

FY 1985 

FY 1986 

0 10 20 30 

Percentage of Budget AllocatIon 

a 
Pass through costs represent the portion of the budget that IS developed by makmg incremental 

adjustments to current budgets based on aggregate workload, mflatlon. and other expected 
Increases In cost 

In VA, each DRG carries a specific number of weighted work unit~.~ This 
unit is a relative measure of the resources spent on a particular DRG. A 
DRG which requires more resources than another DRG would have a cor- 
respondingly higher unit value. These unit values were originally based 
on a 1982 New Jersey statewide DRG reimbursement schedule. VA took 
the reunbursement schedule, set the most expensive DRG at 1,000 work 
units, and then assigned each DRG of lesser value below this a propor- 
tionally lower unit value. VA officials determined that VA hospitals woulc 
be reimbursed at the rate of the national average cost per work unit 
($29.91 for fiscal year 1985). Thus, if a DRG had a unit value of 100, the 
dollar value of that DRG to a VA hospital would be $2,991(100 x the 
national average cost per work unit of $29.91). If a hospital’s cost per 
work unit is greater than the national average, it would get a lower 
operatmg budget and, therefore, it would be able to treat fewer patients 
If its costs are less, it will make a “profit” and be able to expand its 
programs. The incentive for each hospital, therefore, is to ensure that it 
average costs per work unit do not exceed the national average. This 
national average is calculated using the formula shown below. 

‘VA bxchmg hospitals affiiat.4 wth a mtical school earn more work umts per DRG than nonaf- 
f&a&d VA hospitals TIM IS based on the Hrldely accepted pnnaple that teachmg hospitals, because 
of ther role m trammg new physmans, have hqher tiect mechcal care costs than do nonteachmg 
hospitals 
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Total direct medical care costs of all VA hospitals National 
(based on the RCS lo-141 reports for all hospitals) = average cost 
Weighted work umts for all hospitals (based on Patient per weighted 
Treatment File data) work unit 

Importance of Accurate To control costs and ensure that each hospital’s average cost per work 

Clinical and Financial Data unit is no more than the national average, a VA hospital director must 
have the means of ensuring that the hospital’s reported costs and DRGS 
are accurate. The new system provides an incentive for a hospital to 
maximize the work units earned while minimizing the costs incurred to 
earn them. 

Effect of DRG Errors A 1984 study by a major VA teaching hospital illustrates the importance 
of accurate DRG classifications. As table 2.1 shows, incorrect DRG assign- 
ments can significantly affect a hospital’s budget.2 The study, from 
which these examples were taken, found incorrectly assigned DRGS in 17 
of 57, or 30 percent, of the cases reviewed. The net effect was a $28,608 
loss to the hospital. Using VA'S Casemix-based Resource Allocation Meth- 
odology, table 2.2 illustrates the total budgetary impact on the hospital 
if the error rate found m the study were true for all 15,489 patients 
discharged in fiscal year 1983. The hospital’s total budgetary loss would 
be more than 8211,000. If VA had not limited casemix adjustment to the 
lower of 1 percent of CMDE dollars, or 20 percent of the difference 
between actual CMDE dollars and expected CMDE dollars, the loss would 
have been even greater. Were the hospital’s acute care budget based 
solely on the unadjusted casemix allocation, the hospital’s loss would 
have been about $21 million (line D of table 2.2). 

2Accurate DRG clas&icat~ons are unportant for other reasons as well Prunanly, theu use m quaky 
assurance remews can ensure that proper m&Cal treatment IS promded for the patient However, the 
effects of the DRG classifications not related to fmclal management were beyond the scope of our 
review 
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Table 2.1: iiiustrations of the Budgetary 
Effect of incorrect DRG Classifications Actual DRG assigned Dollar value Correct DRG Dollar vail 
for VA inpatients DRG 426-Depresswe $2,091 DRG 436-Alcohol §4.3! 

neurosis Patient 
hospitalized 60 days for 

dependence Patlent should 

depression, 30 days in 
have been discharged and 
readmitted to the alcohol 

alcohol treatment program program 

DRG 122-Circulatory $5,636 DRG 12- Degenerative $2,4 
disorders with acute nervous disease disorders 
myocardial infarction Spent majonty of time in 
without cardiovascular rehabilrtatlon unit for 
complications, discharged Parkinson’s Disease, which 

IS not a clrculatorv disorder 

DRG 438-Alcohol and 
substance induced organic 
mental syndrome Patient 
admitted to drug 
dependency treatment 
program Had emergency 
surgery, developed acute 
renal failure 

$2,519 DRG 123- Circulatory $6,6i 
disorders with acute 
myocardial Infarction, 
expired 

Table 2.2: Examples of Budgetary 
Effects of incorrect DRGs VA medical 

center 
corrected 

data 
VA medical assuming 

center error rates are Nl 
actual data representative differenc 

A Dollars received for 17 incorrect DRGs $50,184 $78,792 $28,6( 
B Weighted work units received for 17 1,570 1 2,508 3 
incorrect DRGs 

C Expected Casemix Direct and Educationa $44,810,474 $70,352,444 
D Actual Casemix Direct and Education $37,088,721 $58,229291 $21.140.5: 
E Expected-actual 

F 20 percent of expected-actual 

G 1 percent of Casemix Direct and 
Education 

H Casemix allocatlon lesser of F or G 

$7,721,753 $12,123,153 
$1544,351 $2,424,631 

$370,887 $582,293 

$370,887 $582,293 $211.41 

a”Casemlx Direct and Education” refers to the portion of VA’s budget which IS subject to the Casemlx 
based Allocation Methodology prevrously described In this chapter 

Identifying Direct Medical Care Under the Casemix-based Resource Allocation Methodology, the accu- 
rate recording and reporting of financial costs is equally important to a 
hospital. Only “direct medical care” costs, that is, the direct costs of prc 
viding patient care, are used in computing the cost per weighted work 
unit. Other costs, such as education and research, are considered “pass 
through” costs. Budgets for pass-through costs are based on the prior 
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year’s budget, plus incremental adjustments for inflation, salary 
increases, etc. Thus, it is financially advantageous to a hospital to maxi- 
mize its pass-through costs. The salary of a physician, for example, must 
be properly divided between research (a pass-through cost), education 
(a pass-through cost), and direct medical care based on tune actually 
spent III these activities. These costs are reported in the RCS lo-141 cost 
allocation report, prepared quarterly. In the past, the costs reported m 
the RCS lo-141 had little effect on a hospital’s operating budget because, 
as previously stated, a hospital’s budget was all pass-through costs. In 
addition, the allocation of resources among hospitals was not affected 
by the RCS 10-141. The new importance of the RCS lo-141 has focused 
increased managerial attention on the accuracy of the costs contained in 
these reports. 

Overall Impact of the New 
Resource Allocation Methodology 

By attempting to tie a hospital’s budget both to the type of medical care 
it provides (its DRG workload) and its efficiency, the VA'S Casemix-based 
Resource Allocation Methodology has had one key benefit-increased 
managerial attention to VA'S clinical and financial reportmg systems. The 
new methodology places a premmm on the accuracy of the clinical data 
contained in the Patient Treatment Pile (PTF), since the information 
there is the basis for DRG assignments. Prior to the new methodology’s 
introduction, cluucal inaccuracies m the PTF had no budgetary effect on 
a hospital. Once the new methodology is fully Implemented, these mac- 
curacies can cost a hospital hundreds of thousands, even nulhons, of 
dollars 

Similarly, the new budgetary importance of the RCS lo-141 report has 
made the accuracy of those reports critical. However, hospital directors 
are finding that simply assuring the accuracy of the RCS lo-141 report is 
msufficient. An RCS lo-141 report shows aggregate costs by program 
area-for example, surgery, neurology, radiology-not by mdividual 
patient or diagnosis. While knowing program area costs is unportant u-t 
controllmg a hospital’s direct medical care costs, equally, if not more 
important, is knowing the cost per DRG. A hospital is reimbursed by DRG, 
not program area. But knowing the cost per DRG requires the type of per 
patient clinical and cost mformation that VA does not currently have. 
Thus, the new methodology financially penalizes inefficient hospitals, 
but current fmancial management reports do not provide hospital mana- 
gers the mformation they need to identify sources of inefficiency and 
correct them. To remedy this problem, VA is conducting three pilot 
projects designed to develop the integrated per patient clnucal and 
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financial data required to identify costs by DRG. (The projects are dis- 
cussed later in this chapter and in appendix IV.) In addition to cost co 
trol, the DRG cost information would have other important uses, such i 
quality control and peer review. 

Problems in the 
Accuracy of Clinical 
Data 

Clinical data and information on the patients treated are collected in t 
main systems-the PTF for inpatients and the Automated Managemen 
Information System (AMIS) for all other patients. The PTF’S importance 
VA’S Casenux-based Resource Allocation Methodology has already bee 
discussed. The PTF’S other major use is in planning. The VA bedsizing 
model, used to determine the number and type of beds for new constr 
tion and modernization projects, relies primarily on data from the PTF 
AMIS, and several other reports. AMIS is VA'S primary workload rep&ii 
system, not only for much of the medical care system (including outp; 
tient and nursing home care) but for other VA activities as well, such s 
burials, loan processing, and benefit applications review. More impor- 
tantly, AMIS is the only VA management system that interfaces with ot 
key financial management systems, such as PAID, CALM, and the PTF. A 
these systems feed data to AMIS. AMIS can either use the data indepen- 
dently or combine data from a variety of different sources to produce 
reports that combine workload and financial data. 

F’igure 2.2 illustrates the general flow of clinical and cost data at VA. 
This figure shows that both the clinical DRG data from the PTF and the 
financial or cost data from the RCS 10-141 are used as the basis for 
casemix-based resource allocation. The DRG data from the PTF deter-ml 
the weighted work units for each VA hospital (as previously described 
and the RC3 lo-141 establishes the program costs to be used in computu 
each hospital’s average weighted work unit cost. 

Patient Treatment File 
Problems 

DRGS are assigned to individual patients in VA based on the informatio 
contained in the patient discharge summary, as coded and recorded ii 
the PTF. The PTF is VA'S primary demographic, clinical, and workload 
data base for inpatients. When a patient is discharged from either a 
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Figure 2.2: Flow of Clinical and Financial Data for VA Acute Care Inpatients 
Flow of Cllnlcal Data 
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private or a VA hospital, the discharging physician dictates a patient 
discharge summary identifying the primary discharge diagnosis, all 
treated secondary diagnoses, all major medical procedures per- 
formed (such as surgery), any comorbldltles (condltlons existing at 
the time of admlsslon that may affect the treatment of the primary 
diagnosis or affect the length of hospltahzation), and any comphca- 
tions that arose during the course of treatment.3 

3Veterans treated UI pnvate hospitals at VA expense are not mcluded m the casenux budget allocation 
process They are funded as “pass&roughs ” DM&S has proposed excludmg such patients from the 
FTF because the cost of treatmg these patients 1s not mcluded 111 the casenux potion of a hospital’s 
budget 
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The FTF contains “hard data” fields, such as date of birth, admission 
type, and place of disposition, and “soft data” fields that are generally 
subjective, such as the diagnostic fields. According to VA, determining 
and recording the diagnoses are what cause the data inaccuracies in the 
PTF. 

The discharge summary, along with the patient’s medical record, is sen 
to the hospital’s medical records section. There it is transcribed, and 
both the summary and record are reviewed. If additional information o 
clarification is required, the physician is notified. Once the medical 
records section is satisfied, the information in the discharge summary i 
coded, keypunched, converted to magnetic tape, and sent to VA’S Austir 
Texas, Data Processmg Center, where it is edited for obvious errors am 
processed into the FW. A computer program then uses this data to assij 
the DRG for each patient. 

It is important that physicians provide complete and accurate diagnost 
and medical procedure information in the discharge summary because 
the ICDSCM~ coding is based on it. The ICDSCM codes are the basis for DE 
assignment and, thus, the weighted work units earned and the reim- 
bursements the hospital receives from VA. 

Two VA in-house studies of the PTF (Stranova, October 1982 and Lloyd, 
April 1984) have reported that the primary sources of errors were the 
information physicians dictate for the discharge summary and the 
coding of the information in that summary. Keypunch errors account fi 
only about 1 percent of all errors found. VA’S Resource Allocation Coor- 
dinator’s Guide stresses the importance of the physician, as the fol- 
lowing excerpt illustrates: 

“Physmran errors may occur as a result of failure to follow the VA defuution of pn 
mary discharge diagnosis as that dragnosis responsible for the mayor portion of the 
patient’s length of stay; failure to list appropriate, treated secondary diagnoses m 
order of descending cluucal importance; farlure to use complete, acceptable medic: 
terminology, omission of diagnoses and procedures which are supported by the me 
ma1 records; and by hstmg dragnoses and procedures which are not supported by t 
medical record 

“The primary discharge diagnosis and all treated secondary diagnoses must be ide 
tifred at discharge in order to be used in DRG category assignment. Omitted or 
incomplete information may seriously Jeopardize the validity of the DRG mforma- 
tron used for case-mix calculations While inadequate identifications of some of th 
treated secondary diagnoses may affect the hospital’s case-mix more than others, 

41ntemational ClassificaQon of Drse ases-9th rewsion (1979) clrrucal modrficauon 
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omitted diagnostic mformation is likely to have the most serious impact Physicians 
must identity all treated diagnoses and avoid omissions entirely It cannot be 
expected that medical records coding personnel or anyone else can generate the 
information that should have been provided by discharging physicians. 

“Further, in addition to identifying all treated secondary diagnoses, each must be 
specified fully Inadequate specification of relevant diagnoses will result in the 
assignment of a DRG code number that incorrectly represents the specific character- 
istics of the illness treated. Coding personnel are usually unable to determine which 
of several specific diagnostic codes should be used unless a physician provides the 
descriptive diagnostic information. Without correct and complete diagnostic mfor- 
mation provided by a physician, it is impossible to determine the accuracy of the 
DRG assignment and the corresponding weighted work load units earned 

“This is also true of surgical procedures performed on a patient during the stay If 
these procedures are not identified by the physician at the time of discharge, and 
included in the discharge summary, they will not be noted by coding personnel. It 
cannot be expected that medical records personnel or anyone else can generate the 
mformation that should have been provided by the discharging physician 

“It should also be noted that in affiliated hospitals, most of the discharge summaries 
are dictated by first year residents; the proper guidance is necessary The new 
Casemix Resource Allocation System requires doctors to devote additional attention 
to administrative detail and clerical tasks, particularly with respect to the comple- 
tion of patients’ charts ” 

In regard to the second major source of errors, coding of the information 
in the physician’s summary, the VA Guide notes: 

“Coding errors may be caused by transposition of code numbers, failure to follow 
ED-Q-CM coding conventions, failure to adhere to VA coding guidelines, or mismter- 
pretation of the diagnostic or procedural statements Medical record personnel are 
responsible for qualitative/quantitative review of each medical record Medical 
records with diagnoses or procedures apparently omitted from the discharge sum- 
mary must be returned to the physician for verification before the diagnosis or pro- 
cedure can be added to the summary or entered into the PTF It is extremely risky to 
depend on a coding clerk to identify and specify procedures if a physician has failed 
to include this information ” 

Experience is very important in accurate coding because the coding 
clerk must interpret the information on the discharge summary to assign 
ICD-Q-CM codes. This is no simple task. There are, for example, more than 
2,600 ICDQ-CM codes just for comorbidities and complications. Our inter- 
views revealed that problems in coding were most acute at those VA hos- 
pitals in urban areas with a high cost of living and where private 
hospitals paid considerably more than VA could for coding clerks. 
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At two hospitals we visited, approximately 50 percent of the medical 
records personnel left their jobs and had to be replaced in fiscal year 
1984. The loss of experienced medical record coding clerks has a bud- 
getary effect on hospitals. The coding clerks’ ICD-Q-CM coding of the dis- 
charge summary is the basis for DRG assignment and thus reimburse- 
ment for both VA and private hospitals under Medicare. Some private 
hospitals derive as much as half of their total revenues from Medicare 
patients. Skilled coding clerks can easily return several times their sala- 
ries to a private hospital through accurate ICD-SCM coding. Several VA 
hospital officials stated that they find themselves in the position of 
bemg a training ground for coding clerks who can then move to private 
hospitals for substantial salary increases. (See results of SysteMetrics 
study on pages 47 to 49.) 

VA’S 1982 Stranova study reviewed a weighted sample of 2,400 medical 
records at eight medical centers with the objectives of identifying the 
source of any data discrepancies, determining whether there were dif- 
ferences in data quality among hospitals and clinical services, and exan 
ining the potential impact of PTF data quality on VA bed projection 
models. The report concluded that while problems in the quality of PTF 
data appeared to be minimal on a case-by-case basis, they were dramati 
m the aggregate. 

Of particular significance was the 3 1.9 percent of sample cases where a 
discrepancy was found in the primary diagnosis- the one used for DRG 
assignment and, therefore, a hospital’s casemix allocation adjustment. 
Of this percentage, 25.1 percent were physician errors and 6.8 coder 
errors. Based on its weighted sample, the study estimated that 50.7 per- 
cent of all diagnoses in the PTF for the eight hospitals surveyed would 
require some modification when reviewed. 

Similar problems were reported by the 1984 Lloyd study which 
reviewed 1,829 medical records at five hospitals in a single VA medical 
district. It reported that 82 percent of the medical records had at least 
one error. The reported causes of these errors were: physician error (51 
percent), coding error (30 percent), and keypunch error (1 percent). 

The study found that about 19 percent of DRG assignments in the med- 
ical district were m error. Most significantly, the study found that the 
effect of PTF errors on DRG assignments, and thus hospital budgets, was 
“dramatic and unpredictable.” For the five hospitals in the study, cor- 
recting the PTF errors resulted m a change of from 8,000 to more than 
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30,000 additional weighted work units earned, or S239,OOO to $897,000, 
based on the fiscal year 1985 value of $29.91 per weighted work umt. 

In addition to these two in-house studies, VA commissioned a third, more 
comprehensive study of the PTF. Unlike the previous studies, this one, 
the SysteMetrics study, was designed so that the results could be pro- 
jected on a national basis. The study was based on 1984 PTF data and 
was completed in late 1985.6 

The study objectives were to: 

. review the structure and process of the NWF information system, 
l evaluate the accuracy and reliability of the file, 
. assess the implications that the NPTF deficiencies may have for casemix 

resource allocation, and 
. recommend strategies for improving the quality of the NFTF. 

The results of the SysteMetrics study showed even higher NFTF discrep- 
ancy rates than the previous two studies showed. As shown in figure 
2.3, the DXLS (the diagnosis responsible for the major length of stay in 
the hospital) 5-digit discrepancy rate reported by the SysteMetrics study 
was 42 percent compared with a 30 percent discrepancy rate estimated 
by the Stranova study. In addition, the SysteMetrics study reported a 35 
percent discrepancy rate for the DXIS DRG as compared with the 19 per- 
cent discrepancy rate reported by the Lloyd study. 

Fs thus tune, VA made many changes to the FTF and renamed it the New Patient Treatment Rle 
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Figure 2.3: NPTF DXLS 5-Digit and DRG 
Error Rates , 
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a The DXLS 5dlglt code represents the diagnosis responsible for the major length of stay In the hosptk 

b In .fs welghtec sample frorr eight hospttals the Stranova study founa an average error rate of 31 9% 
and projected an ermr rate of 302 % 1x all cases In those hospitals 

The SysteMetrics study found that for the records with a discrepant 
principal diagnosis, 51.3 percent had physician-related problems and 
76.3 percent had coder-related problems. A discrepant data element 
could have more than one source of error. A more comprehensive anal- 
ysis, the implications for DRG resource allocation, and the study’s limita- 
tions are presented in appendix III. 

The SysteMetrics study also found that the average salary for medical 
record technicians is considerably less at VA than at private hospitals. 
The study used an estimated 1985 national average (projected from 
1982 salary data collected by the American Medical Record Association 
and an inflation factor) for accredited record technicians and registered 
record administrators. The 1985 national estimate for average records 
technician salary was $22,151, which is 33 percent higher than the 
average salary of $16,604 for the VA medical record technician reported 
by medical information section chiefs responding to SysteMetrics’ 
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survey. The 1986 national estimate for average registered record admin- 
istrator salary is 630,176, which is 15 percent higher than the $26,310 
average salary reported by VA medical information section chiefs. The 
study concluded that if VA hospitals are to compete successfully with 
private sector hospitals in their efforts to recruit medical records pro- 
fessionals, it is important that VA offer comparable compensation. 

VA’s Efforts To Improve the VA has concentrated on improving the physician-provided data for 

Accuracy of PTF Data coding. In October 1983, VA mandated that all hospitals create Data Vali- 
dation Committees to: 

“Establish an on-gomg data validation process at the field facility level to ensure 
accurate, timely, and consistent submwslon of data to the AMIS, RCS 14-4, PTF, 20% 
sample of outpatient Routing and StatistIcal Actwty, PAID and CALM information 
systems.” 

Minutes of the meetings revealed a variety of approaches for correcting 
the acknowledged deficiencies. Among the actions suggested were: 

. better education of “senior staff’ (senior VA doctors) and “house staff’ 
(residents and interns); 

. special education or discharge summary review programs in different 
medical services, such as surgery or general medicine (where individual 
hospitals identified problems); 

l concurrent medical chart analysis (daily review of patient medical 
records by a trained medical technician stationed on each medical ward 
of the hospital); 

. development of diagnostic worksheets for use by residents in preparing 
discharge summaries; and 

l development of lists of diagnoses, procedures, and complications that 
occur in 80 to 90 percent of the patients for particular medical services, 
clustered by related diseases and ranked by work units. 

Outpatient Data Base 
Problems 

Workload data for VA outpatient clinics and nursing homes is reported 
by VA’S Automated Management Information System (AMB). When a vet- 
eran visits a VA outpatient facility, he or she may visit one or more 
clinics. A diabetic patient, for example, may visit an optometrist for a 
glaucoma exam, have a cardiac exam for circulatory problems, and then 
visit a dietitian for dietary advice. Each of these visits constitutes a sep- 
arate “clinic stop” and all are reported by AMIS These reports are used 
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to estimate total workload in various clinics for staffing and budget for- 
mulation. They are based on a 20-percent sample of all outpatient visits 
and projected to the universe of all outpatient visits. But, there is reason 
to believe that the AMN “clinic stop” data are not accurate. For example, 
in one hospital we visited, 40 percent of the patients did not return their 
clinic stop routing sheets. The Decentralized Hospital Computer Pro- 
gram (DHCP), now being installed in VA hospitals, should help overcome 
this problem by providing direct entry of workload data into the com- 
puter as the patient visits various clinics. 

The Department of Medicine and Surgery’s 1984-1989 ADP Plan high- 
lights several other weaknesses in AMIS and how they affect other VA 
reporting systems: 

. AMIS is a 20-year old system that is difficult to modify, does not meet 
current hospital management needs, and is not available in a form useful 
to hospital directors. AMU reports are processed even if all data have not 
been entered or errors not corrected. 

l Efforts to link AMIS with the FTF, CALM, and PAID have been only partially 
successful. Data elements vary in each system; reporting cycles for each 
system vary, and the information is thus of questionable reliability. 

. Current reports rarely provide measures or indices to support modern 
hospital management or strategic planning. The PAID system, for 
example, only permits a person to be assigned to one cost center, while 
that person may actually work at two or more cost centers during a 
reporting period. 

. The above problems have created a proliferation of hospital-specific and 
manual systems designed to provide the information managers desire 
and need. 

VA does not emphasize the collection of AMIS information. The AMIS com- 
puter is housed at the Austin Data Processing Center. Field station AMIS 
coordinators, for whom this is usually a collateral duty, input informa- 
tion. Often they are lower-paid employees in the Medical Administration 
Service or, for example, the secretary to the station Management Ana- 
lyst. The primary data collectors at each medical center are also usually 
lower-paid staff. 
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Problems in the Information on the cost of providing medical care is collected in two 

Accuracy of Financial 
main systems-the CALM and PAID systems. Each DM&.S service estimates 
its allocation quarterly from a cost center basis (as recorded in CALM and 

Data PAID) to a program or functional area basis. These estimates are applied 
to the CALM and PAID costs to produce the RCS lo-141 report. The primary 
problems with the information generated from the RCS lo-i4iallocation 
process are that (1) VA hospitals lack detailed and standardized alloca- 
tion procedures so that some allocations are not comparable, (2) the allo- 
cations are on such an aggregate basis (by functional area) that they 
have limited managerial usefulness, and (3) information reported may 
not be timely smce the allocation process is performed quarterly. 

DM&S collects its nonpayroll medical care costs in the CALM system. The 
CALM system captures the costs at the cost center level in each hospital 
(for example, nursing, laboratory, or radiology) and at the subaccount 
(subunit of object class) level. The hospitals record the costs as obliga- 
tions when the goods or services are ordered and record the accounts 
payable when the goods or services are received. 

DM&S records its payroll costs in the PAID system. Like CALM, PAID cap- 
tures costs at the cost center level. Each DM&S service allocates quarterly 
its costs from a cost center level, as recorded in CALM and PAID, to a pro- 
gram or functional area basis. The personnel cost is allocated using esti- 
mates of the proportion of time spent on the program areas during the 
previous quarter The services at a hospital submit their allocation esti- 
mates to the fiscal service at that hospital. Fiscal service reviews the 
allocation estimates and applies them to the CALM and PAID costs to gen- 
erate the RCS lo-141 cost allocation report (formerly the RCS 14-4 report). 
The services receive the RCS lo-141 approximately 1 month after the 
quarter for which the report applies. 

Problems in the Cost 
Allocation Process 

DM&S recognizes that there are many problems with the RCS lo-141 cost 
allocation process. These problems also affect cost reporting for nursing 
home care and outpatient care smce the RCS lo-141 reports costs for these 
types of care as well as inpatient care. The Data Validation Committees 
identified problems in the RCS lo-141 reports which we then grouped into 
two major categories: 

. allocation problems: lack of detailed and standardized allocation proce- 
dures for the hospitals and the use of whole percentage points which do 
not allow small enough quarterly cost transfers and 
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l inaccurate information: hospitals having to resubmit cost information 
deemed incorrect by VA’S Central Office. 

Allocation Problems VA has formed a committee to formulate detailed and standardized allo- 
cation procedures for the various cost centers. We believe that the 
RCS 10-141 allocation process could be improved by standardizing the pro- 
cedures. However, we also believe that the RCS lo-141 report has limita- 
tions, as described below. Documentation from one hospital provides an 
example of the limitations of the RCS 10-141 as a cost accounting report. 

“The RCS 14-4 [now known as the RCS lo-1411 IS a cost distribution rather than a 
cost accounting report, consequently, it cannot be used to determine true costs of 
programs. To illustrate - in 1981 this medical center opened a new Domiciliary 
building. This resulted in a 122 bed reduction from the previous bed level. Baaed on 
the previously reported RCS 14-4 costs, 30 FTEE [full-time employees] and $807.000 
from the medical center’s budget was withdrawn at the time of activating the new 
facility This was considered appropriate within the applied methodology at the 
time, yet, in fact, there were only 7 F’TEE directly assigned to the Domiciliary and 
the costs of operations in the new facility were slightly greater than the costs of the 
old Domiciliary. This process of cost distribution is highly sensitive to error in the 
RCS 14-4.” 

The DM&S 19841989 ADP Plan also cites a problem with the RCS 10-141 
process: 

“The inability to break down staff assignments also creates errors when costs are 
assigned to a specific area of the hospital, under procedures outlined in the Report 
of Medical Care Distribution Accounts (RCS 14-4). Instructions for assignment of 
staff to multiple cost centers are not clear, so various methods are used which 
makes comparison among hospitals impossible. The lack of refinement in the assign- 
ment of costs creates problems in implementing a new DIU.3 system of allocating 
resources to the medical centers [The Casemix Resource Allocation Methodology], 
which relies on collecting information by patient categories not by bed section.” 

DM&S neither captures nor assigns costs on a per procedure, per patient, 
or per DRG basis. As described above, DM&S attempts to allocate costs 
from a cost center basis (as recorded in CALM and PAID) to a program 
basis via the RCS lo-141 allocation process. Since DM&S allocates costs on 
such an aggregate basis, it encounters problems with arriving at accu- 
rate estimates of per patient costs. For example, VA’S Office of Budget 
and Finance reviewed the hospitals’ per diem rates reflected on the 
RCS lo-141 report for the third quarter of fiscal year 1984 and found the 
differences between the high and low per diem rates shown in table 2.3. 
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Table 2.3: Range of Hospitals’ Per Diem 
Rates Low High 

General medicine $7805 $40135 

Neurology 67 48 300 28 

Intensive Care Unit (ICU) 99 91 2,11564 

Dialysis 67 02 545 74 

Surgical ICU 7 89 3,170 56 

Operating room 267 11 9,965 20 

VA nurslna home 1 38 122 20 

Inaccuracies The Surgical Service at VA'S Central Office experienced problems with 
the accuracy of the cost data on the RG 10-141. The cost data are impor- 
tant to Surgical Service because the data are used to develop budget 
estimates for expanding Surgical Service programs-for example, the 
cost of expanding the cardiac surgery program. On the 
RCS lo-141 dated as of June 30,1984, Surgical Service discovered that 
some amounts appeared to be unreasonably low. Therefore, the report 
was run again and the following amounts were adjusted as shown on 
table 2.4. 

Table 2.4: Questionable RCS lo-141 
Data First run Second run 

Unit cost for total direct medical care for cardiac surgery 

Total dwect medical care and asset acqwtlon 

Surgical untt cost 

$63284 $6,632 a4 
176 14 8,176 14 

107 24 3,107 24 

Similarly, the RCS lo-141 report dated for the fiscal year ending Sep- 
tember 30, 1984, contained a per case cost of $64.99, which to Surgical 
Service was an obvious understatement. It believes that the per case 
cost as reported on the RCS m-141 is inaccurate. The RCS 10-141 uses the 
number of cases as recorded in the PTF file to find the average cost per 
case. Surgical Service does not believe this is an accurate way to arrive 
at the average cost per case because, in many instances, the number of 
cases in the RF does not correspond with the actual number of cases 
treated for a given time period. Table 2.5 compares data on cases 
reported to Surgical Service by various hospitals with the number of 
cases reported on the RCS 10-141. 
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Table 2.5: Number of Surgical Cases 
Reported by RCS lo-141 and by 
Hospitals Hospital 

Brockton 

Buffalo 

RCS 10-141 
cases 

166 

343 

Hospital 
cases 

222 

160 

Chicago 112 159 

Denver 186 129 

Llttle Rock 142 195 

Memphis 214 150 

Mlaml 203 70 

San Franctsco 134 99 
Seattle 584 64 

Shortcomings in In addition to the previously mentioned problems in the accuracy of VA’S 

Financial Data Systems 
financial data, there are two important functions which its financial 
d ta a systems do not perform. The systems do not provide reports on 
variances in planned and actual costs for medical procedures and have 
no modeling capability. As a result, VA lacks certain types of information 
that could be useful in containing costs and in planning for new pro- 
grams and services. 

No Variance Reporting VA’S monthly variance reports include planned versus actual obligations 
and workload indicators at the appropriation account level for top man- 
agement and object class for hospitals, but they do not include variances 
for the specific inputs to medical care such as tests, x-rays, and other 
medical procedures, We believe an essential component of cost control is 
a variance reporting system that compares standards for the inputs of 
medical care to the actual costs of these inputs. 

An example of a variance reporting system that uses standards for the 
inputs to medical care is the system used by the New England Medical 
Center. The Center, located in Boston, Massachusetts, is a private hos- 
pital which utilizes a management information system based on the 
costing and control of the “intermediate products” used in providing 
inpatient care. VA is currently assessing the applicability of such a 
standard product costing model. (See appendix IV for a description of 
the Center’s management information system.) The Center’s system pro- 
vides two types of variance reports-one to doctors on the quantity and 
type of medical services used in patient treatment and another to the 
various department heads responsible for providing each type of service 
doctors order. Doctors and department heads are held responsible only 
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for those components of care which they control. Doctors, for example, 
control patient treatment and are held accountable for the type and 
quantity of medical services used in treating a patient for a specific ill- 
ness. Department heads, on the other hand, are held accountable for the 
unit cost of the types of services for which they are responsible. The 
Center breaks down the costs of the medical inputs into nine variables. 
Reports indicate where there are variances among the nine variables so 
that the manager(s) responsible for controlling these costs can better 
isolate the cause(s) for the variance. 

The Center believes that its management system has significantly 
reduced the number of tests and procedures ordered, as well as its 
departments’ budgets. In reviewing 400 selected cases over a 2-year 
period ending in May 1986, the Center estimated that the use of vari- 
ance reports on medical services had permitted it to reduce use-com- 
pared to past patterns- by 32 percent in labs, 12 percent in radiology, 6 
percent in operating rooms, and 11 percent in daily care. 

We believe that a variance reporting system as described above would 
be useful in containing costs by 

. assisting management in isolating the causes of excessive costs for med- 
ical tests and procedures, 

. assisting physicians and management in monitoring variances in use of 
medical tests and procedures compared to historical treatment patterns, 
and 

. enhancing accountability and therefore increasing the incentive for 
department managers and physicians to meet established standards. 

In addition, the data base created by the variance reporting system 
described above would allow for the clinical review of treatment pat- 
terns by type of illness (DRG), physician, type of patient, etc. The histor- 
ical treatment patterns and other clinical information could be used for 
training, quality assurance reviews, and other types of assessments of 
treatment patterns 

No Modeling Capability Partly because its systems are old, DM&S does not currently incorporate a 
“modeling” capability within its primary financial management sys- 
tems. A modeling capability allows many types of “what if’ scenarios to 
be analyzed, such as the effect of workload increasing a certain per- 
centage or the financial impact on the hospital of a new program or ser- 
vice. At least one hospital-Gainesville, Florida-does its own modeling 
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on a mm&computer using data from CALM, PAID, and RCS 10-141. In additio 
to analyzing “what if” scenarios, the minicomputer is used to make 
other projections, such as whether current spending patterns (in relatio 
to past spending patterns) might lead to overspending in certain budget 
categories or whether the current workload level is too high to be sup- 
ported by current resource levels. The Gainesville fiscal officer believes 
that these projections are making a significant contribution to decision- 
making. Gainesville plans to expand the use of this type of information 
by linking the mini-computer with other data sources, such as the PTF. 

The New England Medical Center uses a fairly sophisticated modeling 
function. Specifically, it has the capability to 

. ask “what if” questions at the clinical service, DRG, physician, and cost 
center levels to determine the effects on activity, cost, and profits; 

. estimate the financial and operating impact on the hospital of new pro- 
grams or services; 

. gather data to establish cost-containment incentive systems for physi- 
cians or department managers; 

l identity the financial contributions of each case type or clinical sub- 
specialty to the hospital; and 

. simulate the impact of alternative wage and salary programs and infla- 
tion scenarios. 

For example, the Center has used the modeling capacity to estimate the 
fiiancial and operating impact of a liver transplant program on the hos- 
pital. The Center used the modeling function to build a “least cost” and 
a “worst case” (high cost) scenario so that its management would be 
able to assess the feasibility of offering liver transplants with existing 
staff and facilities given the resources required as determined by the 
modeling function. The Center has also used the modeling function to 
evaluate other new programs, such as heart transplants, as well as to 
develop fixed product prices for health maintenance organizations 
regarding such case types as cardiac catheterizations and coronary 
artery bypass grafts. 

Table 2.6 summarizes our reviews of the quality of information in key 
financial management systems, based on this report and our VA Profile. 
We believe that DM&S decisionmaking in the above areas would be 
improved with the availability of the information that a modeling func- 
tion could provide. A modeling module has been added to VA'S Hines 
pilot management information system project. (See table 2.7.) We believe 
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VA should include a modeling function in whatever management infor- 
mation system design it may ultimately select. 

How VA Collects Costs VA collects costs in its present systems (CALM and PAID) at a cost center 
and subaccount (object class) levels. VA monitors these costs at these 
levels against budgeted amounts. However, VA does not collect costs at a 
more specific level such as DRG, patient, or medical procedure which 
would allow more effective control of costs through such means as vari- 
ance reporting. In addition, VA does not collect costs by program or func- 
tional area but uses estimates by the service chiefs (RCS lo-141 allocation 
process) to arrive at estimated functional area costs. These estimated 
costs are, in some cases, not accurate and not timely. VA’S bone marrow 
program is an example of a program which, because it was unable to use 
VA’S present systems to capture per patient costs, has developed its own 
manual cost collection system to arrive at per patient costs. 

Tabio 2.6: Quality of information in Key 
Financial Management Systems. Reliable 

Qeneraiiy 
Comparable 

accurate 
Con~stetet 

f a%%! 
BIRLS No 

PTF No 
Yes 
No 

NAb 
No 

AMIS 

PAID 

.- 
No 

Yes 

.- 
No 

Yes 

.- 
No 

Yes 

CALM 
RCS 10-141 

Yes 
No 

Yes 
No 

Yes 

No 

Usetui 

Timely Complete 
Managerially 

relevant 
BIRLS 
PTF 

AMIS 

No 

No 

No 

No 

No 

No 

Yes 

Yes 

Yes 

PAID No No Yes 

CALM 

RCS 10-141 

No 

No 
No 
No 

Yes 
Yes 

*The assessments In this table are based on our VA Flnanclal Management Profile. VA’s DM&S ADP 
plans for 1994 to 1989 and 1985 to 1990, and Interviews with VA officials 

bNot Applicable 
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Collecting Costs With 
Current Systems 

DM&.S bases the casemix portion of a hospital’s operating budget on DRG 
workload and costs as measured by the casemix methodology. Though a 
growing portion of a hospital’s budget will be based on the casemix, CUT- 
rently a major portion of a hospital’s budget is determined by incre- 
mentally adjusting a hospital’s object class expenses, such a personnel, 
travel, and utilities. The hospital then allocates these estimated 
expenses to the cost centers within the hospital, such as pharmacy and 
laboratory. VA’S accounting systems track and report expenses by object 
class for each cost center. Personnel expenses are recorded in PAID, and 
non-personnel expenses in CUM. But VA formulates its budget for med- 
ical care on a program or function area basis, for example, medical and 
surgical bed sections. These costs are reported through the RCS lo-141 cost 
allocation report. However, as described previously, the allocation pro- 
cess used to distnbute the cost center costs to a program area has 
weaknesses. 

The CUM system records obligations as they are incurred but does not 
match costs with the delivery of services. The RC3 10-141 report is an 
attempt to allocate the costs in CALM and PAID from a cost center level to 
functional or program areas, but the RCS lo-141 does not allocate to a 
patient or DRG level. The current method for cost allocation relies on the 
hospital service chiefs’ estimates of the percentages of their resources 
spent on different functional areas. These estimates are gathered quar- 
terly by each hospital’s fiscal service. Processing by fiscal service and 
by the Austin, Texas, Data Processmg Center takes 1 month. Cost alloca- 
tions, as represented on the RCS lo-141 report, are then sent to hospitals 1 
month after the quarter for which the costs are reported. 

DMM does not use standard costs in its financial reporting system. Such 
costs could be used to generate variance reports so that performance 
could be momtored more effectively. DM&S sends quarterly reports to 
each hospital showing how well that hospital is farmg relative to other 
hospitals regarding the cost of a weighted work unit. However, there are 
no reports which compare standards for the cost of those components so 
that management can isolate the reasons for excessive costs. 

Collecting Costs With 
Special Systems 

We reviewed the per patient cost and overall full time employee esti- 
mates for the unique Seattle VA hospital bone marrow transplant pro- 
gram (as shown in the DM&S F'Y 1986-1990 Program Plan). We examined 
this program because the hospital has established a special record- 
keeping system to track the costs of the program. Its efforts illustrate 
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how difficult it is to obtam individual patient clinical and cost data 
using VA'S current clinical and accounting reports. 

Brief History of the Bone Marrow Before the Seattle hospital performed its first bone marrow transplant 
in 1982, all such treatments for veterans were performed in private hos- 
pitals. Seattle became the first VA hospital to perform such transplants 
because of its affiliation with a university medical center and a cancer 
research center, both leaders in the bone marrow transplant field. 
Seattle opened its own 4-bed transplant unit in 1982. 

In its first 27 months of operation (September 1982 to November 30, 
1984), the Seattle hospital performed 33 bone marrow transplants. 
During fiscal years 1983 and 1984, an additional 21 transplants were 
performed on veterans at private hospitals. VA estimates the average 
cost of the VA operations at $78,000 per patient, while during fiscal 
years 1983 and 1984 the fees at private hospitals averaged $121,000 
each. The survival rate for the VA patients (18 of 33) is higher than that 
for private patients (5 of 21). However, comparmg both costs and sur- 
vival rates 1s clouded by a number of extenuating circumstances, two of 
which are major. 

l Costs for the Seattle patients are only those costs attributable to the 
bone marrow transplant procedure itself; costs for fee-basis patients 
(those treated in private hospitals at VA'S expense) include the total hos- 
prtal bill, not just that portion attributable to the bone marrow 
transplant. 

l Fee-basis patients may be more ill than those treated at Seattle. These 
patients are sent to private hospitals because to require them to wait for 
a bed at Seattle could be life threatening. 

Collecting Costs for Bone Marrow 
Patients 

The Seattle hospital calculates the per patient transplant costs for fee- 
basis patients by adding up the hospital bills and dividing them by the 
number of patients. The bill for one such patient was $360,000; only a 
few such bills can easily increase the average costs for fee-basis 
patients. Costs for transplant patients at Seattle are determined using a 
special set of reports unique to this particular program. The system is 
almost entirely manual and relies on little of the usual financial and 
workload data and reports produced by VA'S primary financial manage- 
ment systems-PAn>, CALM, RCS 10-141, Ams, or pTF. 
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Drawing on its experience managing VA'S fee-basis transplant program, 
Seattle developed a series of specml reports to collect the per patient 
costs for bone marrow transplants. The system depends heavily on the 
cooperation of the various cost centers and services within the hospital 
that provide support for the transplant program; they are required to 
collect and report monthly costs to the fiscal office. These reports are 
used to support budget requests for both equipment and personnel. 

Services are required to segregate transplant costs by filling out special 
reporting forms. As an incentive to report costs accurately, the services 
are not reimbursed for their bone marrow related costs until they have 
provided satisfactory justification for the costs incurred. 

Costs for future years are based on actual past per patient costs as 
determined by these special reports, plus increases expected as a result 
of an increase in the number of patients treated. These estimates are 
forwarded to the program office in Washington, D.C., which adds a lo- 
percent adjustment to account primarily for inflation. The DMW budget 
office projected the actual costs for 1986 through 1990. 

This manual collection of per patient bone marrow transplant costs is 
time consuming, and feasible only because of the small number of 
patients treated. A bone marrow patient may have several hundred lab- 
oratory tests each month. The head of the laboratory service must man- 
ually sort and count each type of test, using work-order slips in the 
patient’s folder. Then, using the per test costs previously calculated, a 
software spreadsheet program totals the costs for each type of test and 
the monthly laboratory costs for each patient. The total time required 
each month is about 20 hours, according to the laboratory service chief. 
Similar work-intensive calculations must be made by other services. We 
believe this type of information should be routinely available from VA’S 
financial management reporting systems since there is clearly a need for 
per patient cost mformation, as demonstrated by the bone marrow pro- 
gram described above and by the use of the Casemix-based Allocation 
Methodology described earlier in thrs chapter. 

Management Information 
Projects 

VA is conducting three management information system projects in order 
to investigate methods for improving its management information. In 
addition to the budget execution criteria already discussed, we believe 
that VA should consider the cost-effectiveness of the three projects in 
meeting the following management information criteria. The systems 
should produce data that 
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are accurate, complete, timely, reliable, and useful for all phases of the 
financial management cycle; 
are consistent and comparable over time and between VA hospitals; 
match costs with the delivery of services (for example, both interme- 
diate products such as laboratory tests and costs of treating individual 
patients or specific illnesses); 
can be arrayed in a variety of ways for management (for example, by 
doctor, cost center, DRG, clinical subspecialty, and bedsection); 
are compared to standards for the inputs to medical care, such as med- 
ical procedures and tests, so that a variance reporting system can be 
utilized; 
can be aggregated to produce reports useful for all levels of management 
from laboratory chiefs to the Chief Medical Director and VA Adminis- 
trator; and 
can provide projections of various types, such as what financial and 
operating impact a new program or service would have on VA, and what 
the effects on activity and cost would be given alternative scenarios at 
the clinical service, DRG, physician, and cost center levels. 

We reviewed the projects with these criteria in mmd. The followmg dis- 
cussion provides a brief description of the three projects. Table 2.7 
shows whether the three projects address the above criteria. (The 
projects are discussed more fully 111 appendix IV.) 

VA’S three management mformation system projects are the Long Beach 
project, the Hines/Boston project, and the Brockton/West Roxbury pro- 
ject. Their purpose, costmg strategy, and clinical data strategy are dis- 
cussed below. 

The project’s primary focus is on building an integrated data base con- 
taining DHCP patient level cost and clinical data and data now trans- 
mitted to central systems (for example, PAID, CALM, and RCS m-141). 

The project’s costmg strategy has two stages: 

(1) The development of patient-specific actual costs for mcluslon in the 
data base so that costs can be aggregated to levels that are meaningful 
to management (for example, laboratory). 

(2) The development of standard costs that can be used to monitor per- 
sonnel utilization and costs. 
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Hines/Boston 

Brockton/West Roxbury 

The project has no clinical strategy. Instead, it will concentrate on 
patient-specific data which will be available for aggregation in whatc 
way is deemed appropriate. 

The project’s primary focus is twofold: developing a comprehensive 
series of reports, including cost, demographic, clinical, and operation: 
information for managers and developing “patterns of care” (groups 
homogeneous diagnoses) which can form the basis for utilization revi 
quality assurance, and cost analysis, for which normative treatment 
protocols can be developed by local physicians. Its costing strategy w 
focus on developing actual patient-specific costs which, grouped by 
diagnosis, DRG, or other case mix groupings and organizational units, : 
key elements in a number of reports. Its clinical strategy is to develop 
standard treatment protocols or patterns of care for case groupings 
(usually subgroups of DRGS) by consensus of local physicians; these at 
used for education and traimng of interns and residents, quality assu~ 
ante, and utilization review. 

The third project will focus on developing reports for responsibility 
center and higher-level managers designed to provide variance inforn 
tion. Its costing strategy is to develop locally-based standard costs for 
responsibility centers and DRGS, so that variances can be computed an 
analyzed. The project’s focus is on developing and controlling the cost 
intermediate products, whose cost and use is seen as the key to contrc 
ling medical care costs. The total cost of all the intermediate products 
used to treat a patient would constitute the cost of treating any partic- 
ular patient or illness. Its clinical data strategy is to develop standard 
protocols for DRGS and other case groupings by determining the type ill 
quantity of all intermediate products used in such cases over a period 
time in a specific VA hospital. The sum of these costs will become the 
standard costs for that DRG from which variances are computed. 
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able 2.7: Analysis of Management 
Iformation System Projects Does the proiect address the criteria? 

Long Beach Hines/Boston Brockton/West 
Selected criteria project project Roxbury project 
(1) Data should Yes Yes Yes 
match costs with the 
dellverv of services 

(2) Data should be Yes Yes Yes 
able to be arrayed In 
a variety of ways 
such as by DRG, 
doctor, cost center, 
cllnlcal subspecialty, 
and bedsection 

(3) Data should be 
compared to 
standards for the 
inputs to medical 
care 

Yes No This project does Yes This project IS 
not include plans for reviewing a 
utilizing cost particularly well- 
standards for the developed variance 
inputs to medical reporting system 
care The project See appendix IV for a 
utilizes clinical descnption of this 
standards (patterns variance reporting 
of care as described system 

- In appendix IV) 

(4) Data should be No Yes Yes See page 56 for 
able to provide a descnptlon of this 
projecttons of the modeling function 
financial and 
operational impact of 
new services and of 
various “what if” 
scenarios 

Zonclusions We believe that the budget execution processes of the Department of 
Medicine and Surgery are basically sound but that the information pro- 
vided by its management information system does not adequately sup- 
port these processes. As major strengths in the budget execution 
process, we identified the followmg: 

. VA has in place the framework of a sound financial management process 
which could form the basis of a new management information system 
approach. 

. VA reports variances between actual data and operating plans for 
selected accounts to VA managers. 

l VA recognizes the weaknesses in much of the data now used in budget 
execution and is undertaking several efforts, such as the three manage- 
ment information projects, to unprove the usefulness and reliability of 
the data. 
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. 

Recommendations 

. 

. 

VA establishes annual financial and program plans for each departmer 
office, and major program. 
VA performs midyear and end-of-year assessments of financial and prc 
gram performance compared to plan. 

Our analysis showed that VA’S information, however, would be more 
useful to managers if it were improved in the following areas: 

VA allocates medical care costs from a cost center basis to a program- 
level basis using estimates from the service chiefs of a hospital. VA 
should capture and report costs on a more specific basis, such as by D! 
or individual patient. This information could be used for many manag 
rially useful purposes, such as allowing hospitals to better control exe 
sive costs related to DRGS and providing a basis (through comparisons 
how different patients are treated) for quality control and peer revie\ 
Since VA allocates hospitals’ budgets on the basis of workload and cost 
as measured by DRGS, its accounting system should be able to capture 
workload and cost by DRG. 
Monthly variance reports include planned versus actual obligations a~ 
workload indicators at the appropriation account level for top managl 
ment and object class for hospitals, but they do not include variances 
the specific inputs to medical care such as tests, x-rays, and other met 
ical procedures. 
VA does not incorporate a modeling function within its management 
information system to permit managers to analyze projections of the 
probable consequences of alternative changes in budget workloads an 
costs. 

We recommend that the Administrator of VA take the following action 
to improve VA’S budget execution for medical care: 

Use a cost accounting system which captures costs and workload data 
on a more specific and managerially useful basis, such as DRG or indi- 
vidual patient. The capture of data by DRG would permit hospitals to 
better control excessive costs related to DRGS. Since VA allocates hospit 
budgets on the basis of workload and costs as measured by DRGS, its 
accounting system should be able to capture workload and costs by DEi 
All three of the cost accounting projects discussed in appendix IV hav 
as an objective the allocation of costs on a per patient and other usefu 
bases. 
Set standards for many of the inputs to medical care so that managen 
could be provided reports showing variances between planned versus 
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actual workload and costs. The Brockton/West Roxbury project is 
reviewing a well-developed variance reporting system that might be 
applicable. 

. Incorporate a “modeling” function within its management information 
system to permit managers to analyze projections of the probable conse- 
quences of alternative changes in budget workloads and costs. (Two of 
the projects discussed in appendix IV include a modeling function.) 
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Three weaknesses in VA’S financial management processes and syster 
hinder effective budget formulation, although these problems affect 
other phases of the financml management cycle as well. First, as stat 
m chapter 2, VA lacks accurate clinical and financial data on its medic 
care programs. This issue has, by our assessment, an adverse effect ( 
all phases of financial management. (See chapter 4.) Second, the data 
that are gathered in budget formulation are categorized differently f 
those m the execution and planning phases; in addition, there are no 
reliable crosswalks among the categories. Third, budget formulation 
dommated by the Central Office, to the exclusion of field offices and 
hospitals themselves-an issue that overlaps with the planning phas 

How VA allocates its medical care budget to its hospitals was explaim 
in chapter 2. This chapter provides a brief look at how VA formulates 
that budget. The crrtena against which the budget formulation proce 
is reviewed are described,, with special emphasis on the data needed : 
the process. The next two sections address the issue of inadequate 
climcal and financial data by exploring how VA could use DRGS to buill 
more accurate budget for both acute care and other programs. The PI 
lems in the linkage among phases of the financial management proce: 
are illustrated next. The effect of centering the budget formulation p 
cess at the Central Office 1s reviewed, followed by our conclusions an 
recommendations 

VA’s Current Medical 
Care Budget 

The growth rate of VA'S medical care budget is declining, as table 3.1 
illustrates. Indeed, the requested increase of 2.5 percent for fiscal yez 
1986 is actually a budgetary decrease in real dollars, since the genera 
rate of medical care inflation is estimated to be greater than 2.5 perce 
As the Congress and the President continue their deficit reduction 
efforts, VA, like many government agencies, could experience addition 
cuts or little real budgetary growth for the foreseeable future. This 
prospect, combined with growing veteran demand for medical care, rt 
forces VA'S need to manage its resources as efficiently as possible. 
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Table 3.1: VA’s Medical Care Budget 

Dollars In thousands 
Fiscal year 

1983 1984 1985O 1988* 
Budget $7,816,775 $8,300,867 $8,929,689 $9,155,000 

Increase over previous year 661,658 484,092 628,822 225,311 

Percent increase 92 62 76 25 
Percent growth In medical 
care Inflation 

75 61 66 62 

Identifying and controlling the cost increases in just two categories of 
VA’S medical care budget could lead to improvements in VA'S ability to 
control overall medical care costs. As Table 3.2 indicates, over 75 per- 
cent of VA'S medical care budget is composed of salaries and benefits and 
supplies and materials. 

Table 3.2: Salaries and Benefits and 
Supplier and Materials Compared to 
the Total Medical Care Budget 

Dollars in thousands 

Salanes and benefits 

Supplies and materials 

Total 
Total medical care budget 

Salaries & benefits and 
supplles & materials as 
percent of total budget 

Fiscal year 
1983 1984 1985’ 1988, 

$4,979,038 $5,239,848 $5,603,256 $5,590,119 

1,015,539 1,124,768 1,189,973 1,295,301 

$5,995,377 $8,384,818 $8,793,229 $8,885,420 
$7,816,775 $8,300,867 $6,929,689 $9,155,000 

76 7 76 7 76 1 75 2 

VA is unable, using current management information, to readily identify 
the causes of major increases m its budget, such as which drugs are 
being over prescribed, which drugs could be replaced by more reason- 
ably priced medicines, or which procedures are being performed too fre- 
quently or unnecessarily. VA'S current budget process of incrementally 
increasing the budget each year does not look at the makeup of the 
budget in meaningful detail. However, this type of in-depth look is 
required in order to build a budget that reflects as accurately as possible 
the resources needed to provide medical care to VA'S projected caseload. 
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Purpose of Budget 
Formulation 

The purpose of budget formulation is to develop detailed, realistic esti- 
mates of the resources needed to efficiently operate the programs 
chosen in VA'S planning and programming phase. To do this, budget for- 
mulation is extremely dependent on the quality of information devel- 
oped m the budget execution phase of the financial management cycle. 
Not only should this information be accurate and consistent over time, il 
must also be collected and reported in a way that makes it readily avail- 
able and useful for budgeting. 

This requires the integration of information from all phases of the finan 
cial management cycle, especially budget execution and budget formula 
tion. Estimates of future resource needs can be more accurate if they an 
developed usmg actual accounting and program data from prior budget 
years that compare budgeted with actual expenditures and program 
results. Variance between the actual and budgeted expenditures could 
be analyzed. Usmg actual data gives more realistic estimates of future 
years’ budgets because the entire financial management system is itera- 
tive; new plans are influenced by past results. This fact reemphasizes 
that budgeting and accounting need to use the same principles and, pref 
erably, the same categories of information. 

Criteria for Budget 
Formulation 

Our criteria for a sound budget formulation process are similar to those 
for budget execution: 

l Budget and account on the same basis. 
l Match the cost of services with the delivery of services. 
l Measure outputs as well as inputs. 
. Distinguish between spending for current operations and capital 

investment. 

Budgeting and accounting on the same basis will allow actual results to 
be measured against plans. Budget estimates can then be based on an 
analysis of variance from program and budget plans. This is difficult 
when budgeting and accounting use different principles and/or catego- 
ries. If VA, for example, allocates hospital budgets on the basis of work- 
load and costs as measured by DRGS, its accounting systems should also 
capture workload and cost by DRG. This also improves budget execution 
by allowing a hospital to identify the cost of each DRG and take action tc 
lower costs where appropriate (as explored in chapter 2). 

The cost of resources used should be matched with the services that an 
agency is delivering, and the cost of the material or service should be 
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recorded in the same financial period in which the material is used or 
service provided. This permits comparison of the cost of the same ser- 
vice over time and the cost of similar services within the organization 
and allows managers and policymakers to make better informed cost- 
benefit evaluations. 

Incorporating performance measurements mto the system of budgeting 
and management reporting provides the capability to relate program/ 
project cost with output, to determine if objectives are achieved at an 
acceptable cost. Analysis of how costs change in proportion to outputs 
assists future program planning. The “inputs” into the system are the 
resources used in treating eligible veterans. The “outputs” are treated 
veterans. The ability to match and measure these two shows VA how and 
for what its resources are being used and if they are being used 
effectively. 

The fourth criteria requires that funding requirements for cap@ 
spending be presented in a separate budget from that for medical care. 
VA currently has this type of budgeting system in place and is required 
to Justify the capital mvestment portion of its budget on a separate basis 
from that of its other appropriations. 

Applying these principles to VA medical care budgeting requires linking 
all phases of the financial management process. The planning/program- 
ming phase should analyze the demand for care, project the number of 
veterans of different eligibility categories that may be expected to 
request VA medical care, and estimate the types of medical care these 
veterans are likely to need-the projected “casemix.” (VA'S medical care 
planning process is discussed m the next chapter.) 

Information from the execution of prior budgets provides a basis for 
analyzing variances from the prior year’s budgeted casenux and costs. 
Results of these analyses can be used to refine and improve the develop- 
ment of budget estimates for the current budget. Budget execution 
should also capture program costs using the same information and prin- 
ciples used to develop VA'S medical care budgets. It should be possible as 
well to match the services used in treating a patient with the cost of 
providing those services. 

Budget analysts should use the results of audit and evaluation reports, 
from both within and outside VA, to identify areas of cost savings and 
other efficiencies that can be used in budget development. The funda- 
mental premise to this view of budgeting is that decisionmakers should 
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have information that associates services delivered with the cost of 
those services. This permits comparison of planned versus actual costs 
and program activities. Such information provides a basis for manage- 
rial accountability and refinement of the information used in both the 
planning/progr amming and budgeting phases of the financial manage- 
ment cycle. 

Budget Formulation Must 
Answer Specific Questions 

. 

. 

. 

. 

Data Are Needed To Answer Those 
QUt?BtiOl-lS 

. 

. 

. 

. 

. 

How To Build a More As stated in chapter 2, VA does not have the ability to accurately gather 

Accurate Budget for 
cost and clinical information for its medical care programs. Budget for- 
mulation requires this information. It further requires either the ability 

Acute Care Treatment to combine the two in a meaningful way for budget development and 
analysis or requires that reliable crosswalks exist to combine the infor- 
mation There are several ways to accomplish the former. For instance, 

We believe the budget formulation process should address the following 
questions: 

What types of medical care is VA now providing, for whom, and at what 
cost? 
What types of medical care is VA projecting it will be providing in the 
next budget year and in future years, to whom, and at what estimated 
cost? 
What are the causes of variances from prior cost and casemix 
projections? 
What efficiencies in health care delivery are identified by analyses of 
these variances? 

In order to answer these questions, the following data are needed: 

clinical and cost data on providing care to specific categories of eligible 
veterans, such as those with service-connected disabilities and those 
unable to defray the cost of their care; 
projected casemix for budget year; 
data on the clinical resources used to treat specific types of illnesses or 
provide specific types of care; 
the cost of providing this treatment or care; and 
estimates of resources needed, and thus the cost, for treating the 
expected casemix for the budget year. 
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if the proper information is available, budgets can be developed by com- 
bining the cost with clinical data to get a per procedure or per patient 
cost. Another way is through the use of the Diagnostic Related Groups 
(DRGs). 

Using DRGs To Improve 
Accuracy 

The DRGS are a means of classifying patients diagnostically into medi- 
tally meanmgful categories. DRGS are fully defined in chapter 2, but to 
reiterate briefly, the categories revolve around an acute care patient’s 
clinical attributes and the medical procedures used in treatment. Origi- 
nally developed by the private sector for purposes of cost containment, 
utilization review, reimbursements, and quahty assurance, DRGS have 
also been used m federal programs. They currently are used to deter- 
mine payments under Medicare’s Prospective Reimbursement System 
for hospital care, a $48.2 billion program. 

VA has recognized the benefits of DRGS for many of the same reasons as 
the private sector and is currently reimbursing non-VA hospitalization 
based on DRGS. DM&S is using an operating budget allocation system 
based on DRGS, and VA is considering whether or not to use DRGS as a 
basis for billing by VA hospitals. 

The benefit in using DRGS in VA'S budget formulation process would be 
that DRGS would put both cost and clinical mformation on a basis that 
would better relate projected workload to budgetary needs. For 
example, one of the DRG categories is coronary artery disease. Assume VA 
has estimated the average cost of an episode of care (admittance to dls- 
charge) of one patient suffering from coronary artery disease at $3,500. 
During the previous year, VA treated 2,000 cases of coronary artery dis- 
ease. For the upcoming budget year, VA estimates it will treat 2,050 
cases. VA should therefore budget $7,175,000 ($3,500 x 2,050) to cover 
the cost of the DRG category coronary artery disease for the upcoming 
budget year. VA currently builds its budget incrementally by bed section 
and program area VA does not base its budget on this type of a system- 
atic estimate of the casemix it expects to treat m the budget year. As 
illustrated above, two estimates are involved in this budget projection. It 
is therefore extremely important that the information used to make 
these projections is the best available. DRGS do not change the need for 
useful data, but they do allow the data to be used in a more meaningful 
manner. 

VA currently uses 467 DRG categories representing specific care groups 
and 3 DRG categories representing miscellaneous care groups. To build a 
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DRG-based medical care budget, VA would have to estimate a cost for eat 
DRG category and estimate the numbers of patients to be treated in each 
DRG category during the upcoming year. VA has already provided medics 
districts with a DRG proJection model for use in medical care planning. 
The information from this model also could be used for budget formula- 
tion. However, as discussed m the previous chapter, VA does not yet 
have the ability to capture costs by DRG. 

In addition, the 467 specific care DRGS can be grouped into 23 Major 
Diagnostic Categories. For example, all diseases and disorders of the 
respiratory system are contained in one category. Using Major Diag- 
nostic Categories would allow planners and budgeters to work with less 
detail, but still maintain some of the benefits of analyzing trends within 
these areas. Obviously, analyzing 467 separate areas would give much 
better information than analyzing 23. However, in switching from VA’S 
current incremental budget process to a DRGbased system, it might be 
easier to start with the fewer categories and eventually include all 467 
DRGS. This is especially true if each hospital is going to cost each DRG or 
MaJor Diagnostic Category. 

The example in figure 3.1 shows one possible way to aggregate the cost 
developed in the execution phase and the clinical information from the 
planning/programmin g phase into a VA hospital care budget. There are 
many different ways that the data in the chart could be displayed. For 
example, instead of viewing it from a DRG basis, a manager might want 
to view the same build-up from a physician or program basis. The flexi- 
bility of the “roll-ups” (aggregation of the cost information from bottom 
to top) is limited only by the availability of useful information to sup- 
port the system. The better the information, the easier it is to allow a 
hospital system to define and group patient care activity from many dif- 
ferent managerial perspectives and at many different organizational 
levels. 
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Figure 3.1: Example of DRG-Based 
Hospital Care Budget for VA 

VA Hosprtal Care Budget 

e Hospital Care $5 5 bdllon 

Outpatlent Care xxxx 

Nursing Home Care xxxx 

Rermbursable Care xxxx 

Total %XXXX I 

I Hospital Care-All VA Hosortals 

I Hospital ‘2 xxxx 

xxxx 

Hosprtal 172 xxxx 

Total % 5 5 billion 

Hospttal Care-Hosprtal 1 -By DRG \ 

Projected 
DRG Number CostlDRG Total Cost 

+1 50 $1 000 s 50000 

2 25 $2 000 ts 50 000 

470 '5 B 5OC $ 7 500 

- Total $ 15 mllllon 

Budgeted Cost for DRG 1 

Laboratory $ 250 00 
Pharmacy 15000 

w Nursing 25000 

Total $1 00000 

I - 
I I . 

Laboratory Budget for DRG 1 

Test 
cost/ Total/ 

Quantity Test Test 

Test 1 5 $1 00 $ 500 

Test 2 10 75 7 50 

Test 10 10 8 00 80 00 

Total DRG 1 $250 00 
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This Method Has Several There are four significant benefits to building the budget using DRGS or 
Advantages Major Diagnostic Categories, including a more 

l accurate workload-based budget than VA'S current method of incre- 
mentally developmg the budget, 

l realistic presentation of information for the justification of budget 
increases or the program effects of budgetary cuts, 

l equitable framework for distributing budget cuts, and 
l appropriate settmg for comparmg the results of individual hospital 

operations. 

First, assummg that DRG cost and clinical information are accurate, a 
budget built using the DRG method would more accurately reflect 
changes from year to year than would an incremental budget. The mcre- 
mental budget deals in gross terms, such as a 10 percent inflation rate or 
a 5-percent increase in usage added to the overall budget. A DRGbased 
budget would have 470 separate areas which could be analyzed and 
individually adjusted in developmg the budget. 

Whether VA uses DRGS or Major Diagnostic Categories, many of the cate- 
gories may actually show decreased usage trends, while others may 
increase, and still others may stay the same. Costs may vary for each in 
a sin-&r manner, but VA'S current method of budget development cannot 
detect these changes. Thus, it is important that each category be viewed 
on an mdivldual basis. The total budget figures derived from either the 
DRG or VA'S current incremental method may be the same. But, the 
makeup of the total would clearly show the casemix or type of services 
VA expected to provide in the budget year. 

A second benefit of having accurate information to build the budget is 
that it would be easier to either justify increases m the budget or to 
identify the program effects of proposed budgetary cuts, because the 
dollars can be tied du-ectly to numbers of veterans served or not served. 
VA'S current method of budget formulation does not allow it to tie 
changes m the budget to specific patient groups or services for the 
simple reason that, at present, changes are made and the budget 1s built 
at a highly aggregate level. This can be illustrated by examining the 
fiscal year 1986 congressional justification documents, which divide the 
$5.5 billion requested for VA hospitals into only four budget categories. 
While this may be sufficient for an overview of VA medical care, it is not 
sufficiently detailed for managmg a medical care system. Yet, VA'S cur- 
rent clmical and financial systems make it difficult to provide mean- 
ingful breakouts much below those shown m the budget justlficatlon. 
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A third benefit to VA'S budget process is that in the event of budget cuts 
or increases, funds could be more readily distributed to the areas of 
greatest workload and need. If VA had built its DRG budget by eligibility 
category, it would be possible to allocate remaining funds first to hospi- 
tals with the highest service-connected cases, as shown in their DRG bud- 
gets. Thus, VA could better direct funds to those hospitals serving the 
greatest number of veterans with high priority claim to care. 

The fourth advantage is that using DRGS to budget and account would 
make comparisons of the results of operations much easier than CUP 
rently allowed using VA's RCS lo-141 cost dOCatiOn System. Comparisons 
among hospitals, impossible under VA'S present system, would be made 
relatively simple by virtue of the fact that the comparisons would be on 
the basis of mdividual or groups of DRGS. The development of accurate 
DRG costs on a hospital basis would establish a continuously updatable 
method of comparison. Hospital managers would then have a starting 
point for improving their medical care delivery services and a standard 
to strive toward. Additionally, knowing how hospitals compare with one 
another could foster more communication and the exchange of good 
management information-gathering techniques. 

Combining the use of DRGS with VA'S implementation of its on-line clinical 
data system (DHCP) could lead to better, more detailed reporting of man- 
agement information. Such information as physician treatment patterns 
and drug use profiles would become routine management tools in VA, as 
they are currently in many private hospitals. 

There are some exceptions to the advantageous use of DRGS. For 
instance, procedures placed in one of the three miscellaneous DRG cate- 
gories would need to be handled on an individual basis or on a collective 
basis using some common pricing arrangement. Also, such nondirect 
medical care costs as educational time for physicians would need to be 
handled individually. 

While VA can provide some clinical information by DRG category, it does 
not collect cost by DRG. VA already routinely gathers data on the number 
of patients treated during the year by hospital and by DRG category. It 
currently uses this information to determine the amount of the casemix 
allocation. The casemix system redistributes moneys among the 172 hos- 
pitals based on actual measures of patient care activity. The same 
system could be used to provide the clinical information base for the 
budget formulation process. 
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Developing the costs of individual DRG categories would be much more 
challenging than was developing the clinical information. As discussed 
in chapter 2, VA currently places some value on each DRG by assigning it 
a weighted work unit value. VA uses the total of the units by hospital to 
determme the casemix allocation. The units are a nationwide average, 
whereas VA would need to develop cost for DRGS on a per hospital basis 
for building DRGbased budgets. The weighted work units, however, can 
provide a startmg point for developing the individual DRG costs. 

Since February 1985, VA has been working on a weighted work unit 
system based on its own estimates of DRG costs. According to the DMB~S, 
this system is ready for implementation as soon as VA Headquarters 
gives its approval. DRG budget systems operational in private hospitals 
and Medicare’s prospective reimbursement system might aid the devel- 
opment of VA DRG costs. Additionally, the three VA Management Informa- 
tion Systems projects use costing strategies which use DRG costs. 

Developing VA’s Own DRG Cost In order to develop its own DRG cost, VA would need to establish some 
type of standard cost per DRG. Settmg such a cost appropriate for any 
hospital system could be done in two ways. One would be to establish a 
standard treatment protocol or procedure for each DRG. The total costs 
of these procedures would be the standard cost per DRG. This is the 
approach being taken in the Hines Medical Information System develop- 
ment project. A second approach is to determine the actual treatment 
procedure used m each hospital, based on a representative sample of 
cases in each DRG, and thus determine the average cost in each hospital 
of treating that DRG. The New England Medical Center Model has 
adopted this approach. Either method could be used to develop stan- 
dards for use in variance reporting and budgeting. (Both models are 
described in appendix IV.) 

Both approaches could use an “intermediate product” approach to DRG 
costing. Intermediate products are all the medical procedures and tests 
that comprise the treatment for a specific DRG. Anything that adds cost 
to the typical patient’s hospital stay should be included. Once the 
standard costs have been developed, using one of these two methods, it 
is relatively simple to roll-up the costs of the intermediate products to 
arrive at a total cost per DRG. However, this may be difficult to do at 
present because VA has not required its hospitals to develop accurate 
cost data for specific lab tests or other procedures performed. 
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Budgeting using DRGS is dependent upon the development of actual DRG 
costs, and these m turn depend upon the accurate costing of the interme- 
diate products used m treating any specific DRG. While the DHCP system 
could be used to capture the clinical information needed to support a 
DRGbased budgeting system, it may not have the central processing 
capability to handle an mtermediate product approach to DRG costing. 
The more powerful DRG systems, such as that of the New England Med- 
ical Center, require large capacity processors that lend themselves more 
to regronal computing systems than the hospital-based computing sys- 
tems that DHCP uses. 

Building a More 
Accurate Budget for 

In addition to the approximately 1.4 million inpatients admitted to VA 
hospitals each year, VA operates nursmg homes and rehabilitation facih- 
ties, as well as a large outpatient treatment program. During fiscal year 

Outpatient Care 1984, for example, VA treated 

l 16.9 million outpatients at 226 outpatient clinics; 
l 7,686 spinal cord inJury inpatients and 11,310 outpatients with a total 

of 32,523 visits; 
. 17,187 veterans m VA nursing homes with an average length of stay of 

2.9 years; and 
l 13,053 veterans in VA domiciliary facilities with an average length of 

stay of 4.1 years. 

Due to the difference m treatment, procedures, and in the methods cur- 
rently used to collect costs, acute care DRGS do not provide an appro- 
priate budgeting framework for assessing the resources needed to 
provide nonacute care. However, the DRG concept can be applied to 
develop appropriate per patient and casemix budgetary models for reha- 
bilitation, nursing home, and ambulatory (outpatient) care. The basic 
concept-patients with similar medical care needs will use sirmlar 
resources during the course of their treatment-is applicable to costmg 
all major types of medical care. 

Outpatient visits account for the majority of patients outside the DRG 
process, and VA expects the numbers to grow rapidly. VA health care offi- 
cials have placed increasing emphasis, as have other health care pro- 
viders, on the outpatient area because it provides a proven means of 
helping control the rising cost of medical care. DM&S’S stated policy is 
that the least expensive level of care consistent with the medical needs 
of the veteran should be used. Assuming a veteran can be treated just as 
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effectively on an ambulatory basis as on an inpatient basis, appropriatt 
medical care would point to using the less expensive method. 

Budgeting for outpatient care, as well as long-term care, could be per- 
formed similarly to inpatient care under the DRG system. For instance, 
the estimated number of outpatients projected in the planning process 
could be multiplied by the average cost of treating one outpatient visit. 
A more accurate method, however, would be to develop a cost per clinic 
stop or per procedure, then to multiply the numbers of veterans esti- 
mated to visit the clinic or need the procedures by the cost per stop or 
procedure, yielding the budgeted amount for that portion of the outpa- 
tient budget. Each of these methods gives estimates of the amounts tha 
should be budgeted. The only difference is the accuracy and the detail c 
the results. The level of detail increases from outpatient visit, to clinic 
stop, to outpatient procedure. 

h-ecessary Data Are Not 
Currently Available 

As with inpatient costs, outpatient cost estimates depend on useful 
information to ensure their accuracy. VA currently is unable to estimate 
outpatient costs any better than it is able to estimate inpatient costs 
because the information used is not considered accurate. The AMIS 
system records the workload data for outpatient visits. AMIS receives tht 
outpatient data from a “clinic stops form” carried by the patient as he 
or she visits different clinics during an outpatient visit. Many times the 
form only records the fact that an outpatient visit was made, when it 
should record the number of clinics visited. Additionally, many outpa- 
tient visits and clinic stops are never recorded because the forms never 
reach their destination. According to VA officials, this is because the 
patients who are to take the forms from one clinic to another do not 
understand their importance and end up throwing the forms away. 

According to several VA officials we interviewed, another problem is tha 
as much as 20 to 30 percent of outpatient visits may never be recorded 
in AMIs. If this is correct, VA’s estimate of 18.8 million visits in fiscal yeaJ 
1986 may be underestimated by as much as 5.6 million. One reason out- 
patient visits are understated is that outpatient clinic visits by interme- 
diate and long-term care patients are not recorded in AMIS because VA 
considers them to be inpatients. 

VA officials have informed us that the new methodology for allocating 
fiscal year 1986 long-term care budgets to VA medical centers does not 
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include a method for counting outpatient clinic visits by inpatients. Con- 
sequently, facilities with extended care units are providing services that 
are not accounted for m terms of either workload or resource allocation. 

Incidentally, domiciliary patients, who are similar to nursing home 
patients except that they do not normally need as much medical care, 
are treated as outpatients and, as such, their visits are recorded in AMIS 
when they seek outpatient care. 

Prior to fiscal year 1986, each hospital received a standard per diem 
payment for each intermediate care or long-term care patient. Beginning 
m fiscal year 1986, VA instituted a new methodology for allocating hos- 
pital long-term/intermediate care budgets and ambulatory care budgets. 
This methodology is based on patterns of consumption for each type of 
patient (called Resource Utilization Groups for long-term and interme- 
diate care patients and Consumption Related Groups for ambulatory 
care). The costs used in both models are those reported in the 
RCS lo-141 cost allocation reports, the same reports used for acute care 
inpatient budget allocations. Consequently, both of the new models have 
the same data problems encountered whenever this cost allocation 
method is used. These problems were discussed in detail in chapter 2. 

VA is currently installing its on-line computer system, DHCP. This system 
could potentially alleviate the problems with the clinic stops form and 
make it possible to obtain timely and accurate outpatient and clinic stop 
counts for planrung and budgeting. DHCP would not help correct the 
problem of recording the treatments of intermediate and long-term care 
patients. The solution to this problem requires changing the way these 
patients’ treatments are recorded. If it is determined by VA that these 
patients’ treatments should be captured as outpatients, DHCP offers the 
means to track intermediate and long-term care patients, as well as all 
other patients seeking outpatient care. As VA expands its nursing home 
and other long-term care capacity m anticipation of the needs of an 
aging veteran population, we believe it is increasingly important that it 
have accurate budgetary models of the resources needed to provide that 
care 
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Problems in Linkage Linkage among the phases of the financial management process can be 

Among Phases of 
provided m one of two ways- all phases of the process can use the same 
categories for data collection and analysis or there can be reliable cross- 

Financial Management walks between different categories used in each phase. As table 3.3 
shows, VA does not use the same categories for health care data collec- 
tion and analysis in planning, budgeting, and budget execution. A con- 
tributing factor to poor integration between the phases of the overall 
financial process is the inadequate link between budgeting and 
accounting. 

The quarterly RCS lo-141 cost allocation report is the pnmary linkage, or 
crosswalk, between budget execution and budget formulation. The RCS 
10-141 is used for cost estimating and cost/benefit analysis in planning, 
for estimating program costs in budgeting, and for the casemix adjust- 
ment to hospital operating budgets m budget execution. Yet, as dis- 
cussed in chapter 2, the costs reflected in the RCS lo-141 are prone to error 
and inconsistencies. 

Table 3.3: Categories VA User To Plan, 
Budget For, and Manage Its Medical Budget execution Budget formulation Planning 
Care Appropriation Cost center Activity Object class 34 program areas 

Pharmacy Surgical Beds Travel Pharmacy 
Splnal Cord Injury MedIcal Beds Utilities Spinal Cord Injury 
Neurology Psychiatric Beds Rent Neurology 
Nuclear Medicine Nursing Home Personnel Nuclear Medicine 
Laboratory Services Contract Hospital Equipment Laboratory Services 
Psychiatry Outpatient Care, etc Supplies Academic Affairs 
Libraries, etc Land and Structures Ambulatory Care, etc 

Printing, etc 

Problems in Linking 
Different Categories of 
Analysis 

VA provides the Office of Management and Budget (OMB) and the Con- 
gress with two different types of budget estunates-program estimates 
(for example, hospital bed sections and outpatient costs) and object class 
estimates (for example, personnel, travel, utilities). Program costs are 
derived from the RCS lo-141 reports, while object class costs are captured 
XI each hospital’s varrous “cost centers” by the PAID and CAL&I accounting 
systems. Every 3 months, each cost center estimates the percentage of 
its total workload, and therefore costs, attributable to each program 
area for which it has provided support or services. 

We have formulated an abbreviated breakdown of how costs in the 
ambulatory care program area would be collected in cost centers and the 
RCS lo-141 costs to which they might be allocated. Ambulatory care costs 
would be accumulated m the following cost centers: 
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medical, 
surgical, 
laboratory, 
pharmacy, 
nuclear medicme, 
radiation therapy, 
nursing service, 
rehabilitation medicine service, 
dietetics, 
social work, 
dental service, 
dialysis, and 
anesthesiology 

The cost centers may then allocate their costs quarterly to such 
Rcs lo-141 categories as 

outpatient care-VA facilities (summary), 
medicine, 
surgery, 
ambulatory surgeries, 
special psychiatric treatment, 
general psychiatric treatment, 
ancillary services, 
rehabilitative and support services, 
dental procedures, and 
support for dental procedures. 

Not all cost centers will have assisted every program area. These quar- 
terly estimates are based primarily on workload as reflected in the FTF, 
VA’S maJor source of inpatient workload data, and the monthly AMIS 
workload reports. But, as discussed in chapter 2, both PTF and AMIS 
workload figures are not always reliable. Further, simply because 50 
percent of a laboratory’s total number of lab tests were done for the 
outpatient care area does not mean that 50 percent of that laboratory’s 
total costs are attributable to work done for the outpatient care opera- 
tions of a hospital. The type of lab test and the cost of each test deter- 
mine total costs, not the aggregate measure of the total number of tests 
completed. In addition, laboratory service may or may not have an accu- 
rate count of the total number of tests done for each program area, 
much less the costs of the tests performed for the outpatient care area. 
The RCS 10-141, then, is an mproximation of costs associated with each 
program area, based on workload measures that are themselves often 
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gproxlmatlons For this reason, hospitals get cost figures, like those 
mentioned m chapter 2, which show they can treat a patient in the sur- 
gical intensive care unit for as little as $7.89 per day-a cost that 1s 
clearly erroneous 

An example using ambulatory care illustrates why this allocation pro- 
cess creates linkage problems among the three phases of the financial 
management cycle. Ambulatory care is 1 of the 34 program areas VA uses 
for health care planning. Because it 1s assumed that care provided on an 
outpatient basis is cheaper than hospitalization, VA has directed its 
health care planners to identify ways of substituting ambulatory for 
inpatient care wherever possible To assess the cost-effectiveness of 
increasing ambulatory care, budget execution reports should provide 
planners mformatlon on the current costs of treating patients on both an 
inpatient and an outpatient basis. However, because VA does not know 
the cost of providing any particular treatment for a patient on either 
basis, it 1s difficult, if not impossible, to estimate the cost efficiency of 
expanding any particular clinic to accommodate more patients This, m 
turn, creates a problem for both planners and budget analysts, who 
realize that the data reported by VA'S cost information systems may not 
be accurate. Consequently, they cannot say for sure what 1s cost- 
effective and what 1s not. 

VA is promoting ambulatory care because other health care providers are 
using it to contain costs. VA assumes this will work in VA as well. How- 
ever, VA does not have the information it needs to analyze more specific 
ways to become more cost-effective and to better link budgeting with 
programming and budget execution. 

Central Office 
Dominates Budget 
Formulation 

As explained previously, VA basically develops its medical care budget 
by makmg incremental adjustments each year to various program and 
ObJect class budget categories. Because the process is centered at the 
DM&S Central Office, VA hospitals and regional office involvement is hm- 
lted. Currently, budget formulation field involvement 1s limited to sub- 
mitting program plans through VA'S planning process. Basically, program 
plans are developed by the districts, synthesized at the regional level, 
and then forwarded to the Central Office. The process is known as 
MWIPP-Medical District Initiated Program Planrung. (For further dis- 
cusslon, see chapter 4.) Although field representatives have been 
involved in ranking MEDIPP mitiatlves at the DM&S Central Office, DM&S 
does not use field partlclpants in the budgeting process. 
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As discussed in chapter 4, the changes introduced in VA'S MEDIPP for 1986 
may provide a greater role for the regional offices and medical districts 
in developing budgets. But, this is by no means assured because the role 
each will play has yet to be worked out in actual practice. Greater field 
involvement in the budgetary process would increase field under- 
standing of how budgetary ceilings affect the ability of DM&S to fund but 
a small portion of the MEDIPP initiatives districts propose. It could also 
foster increased understanding by the Central Office of how budgetary 
choices affect the ability of VA medical centers to provide health care to 
veterans. 

Because budget formulation is almost wholly a Central Office function, 
this creates a misunderstanding m the field as to how MEDIPP is reflected 
m the budget. Many VA field personnel involved m the MEDIPP process 
felt that the needs they developed through this process would be satis- 
fied through the budget. In fact, it has been very difficult for any of the 
MEDIPP initiatives to make their way into VA'S operational budget. In 
fiscal year 1985, for instance, only about $12 nullion in MEDIPP initiatives 
were reflected in the President’s budget. The Congress restored about 
$25 million to DM&S, but only a small portion of this figure was MEDLPP- 
generated. There was an even greater disparity between what the field 
generated in the fiscal year 1983 MEDIPP process and what was reflected 
m the fiscal year 1986 budget. The 1986 President’s budget took only 
those MEDIPP initiatives that identified cost savings, even though they 
were tied to other initiatives which would have increased VA'S need for 
funding. Therefore, rather than causing the VA budget to be larger, the 
President actually used MEDIPP to cut VA'S medical care budget by 
$15 million. The Congress, which usually restores some of the presiden- 
tial cuts, actually cut the medical care budget further. VA'S medical care 
appropriation from the Congress was reduced by approximately 
$50 million. 

While many of the cuts made to MEDIPP initiatives in the DM&S budget 
were made during OMB review of the VA budget, the bulk of the cuts were 
made within VA prior to the budget’s submission to OMB. Table 3.4 shows 
a more complete breakdown of how the 1983 MEDIPP initiatives were 
treated during the fiscal year 1986 budget process. The bold column in 
table 3.4 is significant because it shows how few MEDIPP initiatives find 
their way into the DM&S budget. There appear to be two primary causes: 
the method DM&S uses for selecting MEDIPP initiatives for possible inclu- 
sion in the budget and the overall budget ceilings under which VA 
develops its health care budget. 
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Table 3.4: 1983 MEDIPP Initiatives as They Were Reflected in the FY 1988 Budget 
Dollars In thousands 

Percent as compared to lnltlatives originally considered for 
funding 

Percent as compared to President s ‘86 budget of $9 155 
bllllon for DM&S 

Dollar value Dollar value Dollar value Dollar value 
of approved of Initiatives Dollar value of initiatives of initiatives 

Initiatives approved by of initiatives approved by approved in 
consldered 
for funding 

program approve!: 
areas K 

VA Central President’s 
Office budget 

$1,340,000 $641,704 $239,953 $111,448 $(15,47C 
100 47 9 17.9 83 -12 

146 70 2.6 12 -2 

Few MEDIPP Initiatives 
Included in the Budget 

In reviewing MEDIPP imtiatives, DM&S considers not only those initiatives 
contained in the district MEDIPP plans, but additional initiatives proposed 
by the 34 program offices or otherwise generated in DM&S’S Central 
Office. The 1983 district MEDIPP plans contained about 2,700 separate 
actions for possible inclusion m the fiscal year 1986 budget. (The 1983 
MEDIPP plans were submitted in November 1983, and the fiscal year 1986 
budget proposal was developed in the spring and summer of 1984.) Of 
the 104 initiatives DM&S considered for inclusion m the fiscal year 1986 
budget, more than half, 53, were developed in DM&S Central Office. 
While several of these Central Office proposals were aggregations of 
several similar district proposals, district proposals must still compete 
with those of the Central Office for mclusion in the DM&S medical care 
budget. Our interviews did not indicate a wide understanding of this 
process by field personnel 

Also limiting the number of MEDIPP proposals that can be funded is the 
relatively small growth in VA’S medical care budget since MEDIPP was 
begun. For example, the fiscal year 1986 budgetary increase of 2.5 per- 
cent is less than the general rate of medical care inflation. Such limited 
budgetary growth leaves little room for program growth and expansion. 
Yet MEDIPP plans through 1984 were developed without regard to bud- 
getary constramts MEDIPP plans for these years were supposed to iden- 
tify all actions needed to meet all medical care needs of the eligible vet- 
erans expected to request VA care. This has simply not been budgetarily 
feasible. MEDIPP plans, which until 1985 focused largely on program 
growth and the establishment of new programs, ran directly mto the 
wall of limited budgetary resources. This limited budgetary growth has 
required that MEDIPP initiatives be funded primarily through the identifi- 
cation of program efficiencies or by reducing some program areas. As 
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already discussed, VA has little of the information it needs to identify 
potential areas of program efficiency, and there are often political and 
other constraints, as well, on reducing particular programs or services to 
veterans. Thus, the current budgetary environment leaves little room 
for funding MEDIPP initiatives that require additional resources. 

Conclusions 

. 

The DM&S budget formulation process is designed to provide both an 
aggregate program level and an object class perspective on VA'S health 
care budget and needs. This design has several strengths, which are 
listed below 

VA has in place the framework of a sound financial management process, 
which could form the basis of a new budget formulation approach. 
Budget formulation and audit/evaluation are well-linked. Audit reports 
are routinely used in budget formulation. 
VA has a structured approach for capital budgeting that clearly sepa- 
rates capital and operating budget requests. 
VA does try to use past and projected aggregate workload (output) 
indicators and rough estimates of program costs (inputs) to build the 
medical care budget. 
VA recognizes many of the weaknesses m the data now used in budget 
formulation and 1s undertaking several efforts to improve the useful- 
ness, accuracy, and reliability of those data. 

We believe, however, that there are four basic problems with current VA 
medical care budget formulation. 

The data used to build the DMBS budget, particularly program costs, are 
often questionable and are not necessarily comparable between hospi- 
tals or consistent over time. This hampers budget analysis and VA’S 
ability to develop budget estimates based on reliable, actual past cost 
data for delivering health care m VA facilities. 
Planning/programming (MELHPP) and budget formulation are only par- 
tially linked, making rt more difficult to translate planning pnorities into 
budget requests 
These data problems have contributed to poor linkage between the 
budget formulation and the planning/programming and budget execu- 
tion phases of the financial management process. 
The budget process is almost wholly a Central Office affair, with little 
field mvolvement or perspective. This contributes to misunderstanding 
in the field about how MEDIPP initiatives are considered m the budget 
process, and why so few MEDIPP initiatives have been funded. 
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Recommendations We recommend that the Admmistrator of VA take the followmg actions 
to unprove VA’S budget formulation process for medical care. 

. Use a casemix approach to develop VA’S budget. This would involve 
using costs which are more clearly related to VA’S estimates of the med- 
ical needs of veterans. 

l Develop an approach to budget formulation which emphasizes the role 
of field management, not only Central Office management. Such interac- 
tion would foster better commumcation and understanding between the 
participants and would improve the delivery of medical care. 

We also recommend that when VA implements our recommendation for 
budget execution (see chapter 2) concerning the collection of costs and 
workload data by DRG and other specific categories, it use this informa- 
tion in developing a budget that ties funds expended to the services 
delivered. Using this approach would improve the linkage between 
budget formulation and budget execution. Collecting more managerially 
useful execution data also u-nproves the results of the planning and pro- 
grammmg process. This mformatlon could then be combined with execu 
tion data to develop more accurate budget estimates. 
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Veterans Administration Medical Planning 

Importance of Planning 

VA'S structured planning and programming process provides a frame 
work for analyzing and projecting the future medical care needs of vet- 
erans. The process’ overall goal, as defined by VA, has been to identify 
the resources necessary to meet the future health care needs of all eli- 
gible veterans expected to request care. We found that VA'S planning pro- 
cess does provide a multiyear framework for assessing veteran health 
care needs and estimating the resources required to meet those needs. 
The process has also fostered the development of data bases for medical 
care planning and budgeting that did not exist prior to its 
implementation. 

The process, however, is relatively new and still evolving. Some changes 
have recently been made to link it more directly to the VA budget. Never- 
theless, VA does not have the per patient or per illness clinical and finan- 
cial information needed to properly assess the most cost-effective means 
of delivering health care. Its methods for projecting the demand for care 
and the land of care needed are questionable. The guidance provided by 
the Chief Medical Director and medical program offices to those 
mvolved in the planning process is inadequate for clearly identifying 
major priorities. 

This chapter begins with a brief overview of the importance of planning 
to the financial management process and then discusses the Department 
of Medicine and Surgery’s (DMLGS) ability to provide adequate, quality 
health care for veterans. Several external and internal factors that 
affect health care planning in VA are also discussed. A review of how 
VA'S medical planning process works is presented. This is followed by 
our assessment of the process when compared to a model developed 
according to our criteria for a sound planning and programming process. 

Planning/programmin g is the imtial phase of a sound financial manage- 
ment process. (See chapter 1.) Its purpose IS to look beyond the next 
budget cycle m order to evaluate and select long-term goals and priori- 
ties, then analyze and choose cost-effective alternatives for achieving 
them. A sound planning/programmmg process should contain these 
basic elements: 

a mechanism to identify, evaluate, select, and prioritize realistic goals, 
objectives, and strategies for addressing major issues; 
a multiyear view for those programs where sound choices cannot be 
made using the l-year budget horizon; 
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l a program structure that relates the costs of programs to the results 
produced or missions served; 

. the ability to apply modern analytic techniques in assessing issues and 
alternatives; 

l a means to aggregate program costs by major activity area; 
l feedback mechanisms that reliably, consistently, and systematically 

develop and provide useful program performance information and anal- 
yses to those who need them; and 

. a consistent mechanism to link the results of the planning/programmmg 
process with the budgeting process. 

A reliable and useful planning/progr amming process is especially impor- 
tant to VA health care for several reasons. First, as discussed m chapter 
1, the medical care needs of the veteran population are changing as that 
population ages. To meet those future needs, VA must begin identifying 
and implementing the necessary changes in its medical care system now. 
Secondly, effective construction planning and priority setting depend 
upon the results of the planning/programming phase analysis of the 
future medical care needs of veterans and the type, size, and location of 
the facilities required to meet those needs. 

The aging of the veteran population poses a challenge for VA health care 
planners. The current VA health care system was primarily designed to 
meet the needs of a middle-aged, not an aging, veteran population. As 
discussed in chapter 1, VA is now trying to adapt its system to the needs 
of a veteran population whose median age-currently 52-is expected 
to increase each year between now and the year 2000. In its study, 
Caring for the Older Veteran, VA estimated that the number of veterans 
65 and older will triple to 9 million between the years 1980 and 2000. As 
the veteran population ages, the type and quantity of health care vet- 
erans will need also changes. A greater need for nursing home care is the 
most obvious example. To care for older veterans, VA estimates that, in 
the year 2000, it will need from 128 to 189 percent more long-term care 
(nursing home and domicihary) beds than it had in 1984 

VA planners must not only estimate the probable future veteran demand 
for VA health care, but also the types of care veterans are likely to need 
and the resources necessary to provide that care m the most cost- 
effective way possible. Changes in clinical resources necessary to meet 
identified future needs fall into four basic categories: 

. additional staff and/or a different combination of staff skills in each 
medical facility or groups of facilities in a district; 
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l increased use of Department of Defense and/or private medical facilitir 
(for example, greater use of sharing agreements); 

l modification to and/or expansion of existing facilities through changes 
m equipment and/or construction; and 

. the construction of new facilities. 

Finally, VA planners must ensure that their plans satisfy the congressio- 
nally mandated mmimum of 90,000 beds (Public Law 97-72), while 
maintaining a mix of beds that fulfills VA’S obligations (Public Law 97- 
174) as the primary health care backup to the Department of Defense ir 
times of war or national emergency. The challenge for VA planners is to 
integrate these various needs and requirements into a single health care 
plan that clearly identifies VA’S health care priorities and the resources 
necessary to achieve them. 

Some Factors That Affect 
Health Care Planning 

It is important to recognize several factors that affect, and sometimes 
complicate, VA health care planning. First, there is no clear consensus 
within the Congress, or among veterans groups, on what VA’S health can 
priorities should be. In recent years, the Congress and its committees 
have, for example, directed VA to give greater attention to Agent Orange 
examinations, post-traumatic stress syndrome, veterans with service- 
connected disabilities, the health care needs of female veterans, and the 
needs of aging veterans (those 65 and older). The Congress has recently 
enacted legislation to hmit VA health care for some categories of veteran: 
to those who meet a means test.’ VA was asked to estimate both the costs 
savings attached to any such change and its implications for veteran 
health care. As the Congress and the President search for ways to 
reduce the large federal budget deficits, congressional direction 
regarding VA health care may change, and VA is likely to be asked by the 
Congress to provide information that will assist members in evaluating 
the alternatives before them. 

Additionally, VA plays a major role, through its hospitals and clinics, in 
providing clmical training for new physicians. One m five new doctors in 
the United States receives at least part of his/her climcal training in VA 

“Ikle XIX of the Cone&dated Onuubus Budget Reconctiation Act of 1986 (F’ubhc Law 99-272), 
passed m Apnll986, created a means test for certam types of care for most veterans who do not 
have a se~ce-connm -b&y It also mcreased the cost of VA health care to certam categones of 
el@ble veterans These changes are hkely to change past patterns of veteran demand for care, and 
thus are hkely to affect the asumpt~ons about future demand on which VA health care plannmg has 
been based 
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hospitals. Accreditation requirements for various clinical training pro- 
grams often have resource implications such as minimum levels of 
equipment, staff, and facilities. With limited resources, VA must inte- 
grate overall accreditation requirements with the medical care needs of 
veterans. 

Finally, altering the VA health care system to better meet the needs of 
older veterans may affect VA'S ability to serve as the Department of 
Defense’s primary health care backup for treating wartime casualties. VA 
is proposmg, for example, to convert some acute care hospital beds to 
long-term care, an appropriate move for increasing VA'S ability to pro- 
vide long-term care to older veterans. However, acute care, not long- 
term care, hospital beds are most likely to be needed m time of war. 

VA is limited in its ability to unilaterally reconcile these often competmg 
interests. Their existence, however, points to the need for a flexible 
planning/programnung process, supported by reliable, useful informa- 
tion, that is capable of adapting to the political and technological envi- 
ronment in which VA health care must operate. Moreover, an effective 
health care plannmg/progr amming process would help highlight for the 
Congress the pohcy choices posed by these competing interests and their 
probable implications for VA health care and its budget. 

How the Medical 
District Initiated 
Program Planning 
Process Works l 

. 

. 

. 

Recognizing the need for a more structured plannmg process, DM&S mtro- 
duced the Medical District Initiated Program Plannmg (MEDIPP) process 
u-t 1981. The purposes of MEDIPP included 

decentralizing medical care planning m DMB~S, while assuring a planning 
perspective broader than that of the individual hospitals; 
providing a more systematic means of assessing the future medical care 
needs of veterans; 
developing a set of recommended actions necessary to meet these pro- 
Jetted medical care needs; and 
providing a better link between medical care plannmg and the construc- 
tion process 

The MEDIPP process consists of five basic phases. (See figure 4.1.) 

(1) Planning guidance is sent to the medical districts by the Chief Med- 
ical Director, Regional Directors (beginnmg with the 1985 cycle), and 
DMBrS program offices. 
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(2) District MEDPP plans are developed with District Director review an 
approval; plans are then forwarded to the regions. 

(3) The regions review and prioritize the plans, then produce a consoli- 
dated regional MEDPP plan that highlights issues requiring Central Offic 
review (new step for 1985). 

(4) The DM&S Central Office reviews the regional plans and develops an 
approved set of prioritized MEDPP actions for inclusion in the DMM 
budget request. 

(6) The Central Office gives feedback to the regions and districts on the 
results of its review of the plans. 
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Figure 4.1: MEDIPP Planning Process Model 
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Source VA’s Department of Medicine 8 Surgery 1985 MEDIPP Guidance, Chief Medcal Dwector 
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As defined by the 1984 MEDIPP instructions, the goal of MEIXPP is “to 
ensure that quality medical care is provided on a timely basis, within 
law and regulations, to eligible veterans now and in the future.” The 
goal as stated does not explicitly encompass the setting of priorities or 
cost control. Therefore, using our criteria for a sound planning/program- 
ming process, we have restated the goals of MEDIPP as follows: 

l To identify, evaluate, select, and prioritize realistic goals and objectives 
for VA health care and alternative means of achieving those prioritized 
goals and objectives in the most cost-effective manner possible consis- 
tent with quality health care. 

We have used this restated goal m evaluating the MEDIPP process. 

From 1981 to 1984, MEDIPP functioned prunarily as a means for districts 
to estimate future veteran demand for care, and to identify, for the 5- 
year planning period, specific actions and resource requirements for 
serving unmet needs. In 1984, when the Chief Medical Director asked 
MEDIPP planners to identify any proposed actions that would require 
resources beyond the initial 5-year planning period, the planning 
horizon was extended to the year 2000. 

Role of Medical Districts Although MEDIPP involves all levels within DMUS, including the medical 
centers, districts, regions, and Central Office, the process is centered in 
VA'S 27 medical districts2 each with 4 to 10 VA hospitals and medical 
centers.3 The Chief Medical Director provides guidance to the districts 
regarding MEDIPP goals and priorities, the assumptions to be used in 
plannmg, and the methodologies for estimating both workload and costs. 
Program specific guidance is provided by each of the 34 DM&S program 
offices. Districts also receive for the planning period veteran population 
projections for each of six age groups. 

Final responsibility for each district’s MEDIPP plan rests with the District 
Director, who is responsible for developing the district plan, facilitating 
the formal and informal commurucation within VA and with outside 

‘Pnor to 1986, there were 28 m&Cal d~stncts and 6 re@ons In a reorgamzation, the Chef Medxal 
Du-ector reduced the number of m&Cal titncts to 27 when he created a new re@on, riusmg the 
number of regions to 7 

31n its d~~usslons of MEDIPP, VA refers to all VA hospitals as VA m&Cal centers, or VAMCs How- 
ever, a VA m&Cal center can cons& of more than one VA me&al factity, such as a hospital and 
nursmg home There are 172 hospitals m VA and 160 m&Cal centers In thx3 report, we use the terms 
hospital and m&al center mterchangeably 
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groups, and resolving conflicts within the district. The District Director 
is assisted by a District Planning Board, which represents all the hospi- 
tals in the district. The Board and District Director are supported by a 
full-time district planning staff and by Technical Assistance Groups, 
which are appointed periodically to study and make recommendations 
on issues of particular concern to the district, such as nursing home or 
cardiac care. Usually, these Technical Assistance Groups include repre- 
sentatives from each of the hospitals in the district 

The resulting district plan is supposed to identify all staff, construction, 
equipment, and other resources needed to meet projected demand for 
care in the district in a cost-efficient manner. To the extent possible, the 
district is expected to plan a mix of services among its facilities that 
permits eligrble veterans to receive all needed care within the district. 

Regional offices, begmning with the 1985 MEDIPP plans, review and con- 
solidate the district plans into regional plans that both identify regional 
priorities and highlight issues that require Central Office review and 
resolution. Within the DM&S Central Office, the MEDIPP plans are distrib- 
uted to the 34 program offices for review of issues within their mdi- 
vidual areas of responsibility. Beginning with the review of the 1985 
MEDIPP plans, a MEDIPP Review Board has the final authority to make 
recommendations to the Chief Medical Director for review and approval 
on proposals to be included in the upcoming budget. The Central Office 
then provides regions and districts with the results of its review and 
guidance for preparmg next year’s plans. (A more detailed discussion of 
the MEDIPP process and the roles of its participants is m volume 2 ) 

Questions That Planning 
Must Answer 

To identify the future health care needs of veterans, prioritize those 
needs, and deternune the resources necessary to meet those needs, 
MEDIPP planners need data that will permit them to provide reasonable 
answers to such questions as: 

. For what type of illnesses is VA treating veterans in such broad catego- 
ries of eligibility as those with service-connected disabilities, those 
receiving veterans pensions, and veterans 65 and over? 

l What clirucal resources are used to treat specific illnesses or groups of 
veterans, and at what cost? Is it possible to provide the same level of 
care at less cost? 

l What changes can VA expect m the number of veterans seeking care m 
each maJor category of eligibility, the geographic location of that 
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demand, and the types of illnesses for which these veterans seek care 
(that is, the future casemix VA must plan to treat)? 

l What is VA’S current capacity, in terms of facilities, equipment, and 
staff, to treat the type of casenux it expects in the future, especially the 
illnesses of veterans with service-connected disabilities and veterans 
over 65? 

l What is the gap between VA’S current clinical capabilities and the clinical 
capabilities needed to treat the expected future casenux? 

l If the resources expected to be available in the planning period are 
insufficient to completely close this gap, what are VA’S medical care pri- 
orities, and what resources are necessary to meet those priorities? 

These questions encompass both strategic planning (estimating the 
future demand for VA medical care by eligible veterans and the resources 
necessary to meet those needs) and programming (assessing priorities 
and program choices wrthin reasonable budgetary constraints). 

Data Needed To Answer Questions To answer such questions, VA needs to integrate four types of data: eligi- 
bility, demographic, clinical, and financial. 

Ellgibilitv data identify the percentage of the total veteran population 
that is eligible for VA health care and which groups of eligible veterans 
have priority access to VA medical care under current law and regula- 
tions. These data provide planners with a basis for establishing medical 
care priorities when resources are insufficient to serve all eligible 
veterans. 

Demographic data are needed to identify both veterans in certain cate- 
gories of eligibility (for example, those 65 and older) and the geographic 
areas of current and expected demand. Geographic location is needed 
for construction planning and prioritization, either the location of new 
hospitals, nursing homes, and clinics or changes m current facilities that 
may require construction. 

Climcal data on the types of resources needed to meet projected demand 
are directly related to the types of care veterans are expected to need. 
Different clinical resources are needed to meet an expected SO-percent 
increase m cardiac care rather than a 50-percent increase 111 cases of 
kidney disease. Estimating future climcal needs, then, requires knowing 
what illnesses veterans are now being treated for, the clinical resources 
used to treat those illnesses, and how any expected change in the mrx of 
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illnesses for which veterans seek care will affect the clinical resources 
needed to provide that care. 

Financial data are needed because maxmuzing veteran access to VA 
health care requires evaluating and choosing the most cost-effective 
means of treatmg the illnesses for which veterans are expected to seek 
care. This requires knowing the current cost of treatmg those illnesses 
and the cost implications of any changes in the way in which those ril- 
nesses are treated. For example, how many additional veterans could be 
served by applying the cost savings achieved by substituting ambula- 
tory for inpatient surgery, where appropriate? 

These data should be avarlable to VA'S health care planners and used by 
them to evaluate and plan for the future needs of eligible veterans 
requesting care. VA has most of the eligibility data it needs. In its fiscal 
year 1986 budget submlsslon to the Congress, VA estimates the total 
number of veterans in each major category of eligibility for care, 
mcluding veterans (1) with service-connected conditions, (2) receiving a 
VA pension, (3) who are age 65 or over, and (4) who may receive care if 
they cannot defray the cost of private care. VA also has much of the 
demographic data it needs for planning, including population projections 
for veterans m different age groups, their geographrc location (home zip 
code), and hlstorlcal data on the number of veterans under/over 65 who 
have requested care m the past. 

However, as the chapters on budget execution and formulation showed 
(chapters 2 and 3), VA does not currently have one key component of an 
effective plannmg/programming process-reliable and consistent mfor- 
matron on the climcal and financial resources used to treat individual 
patients or on diagnoses. Consequently, planners have little of the inte- 
grated clinical and financial data that would pernut them to analyze the 
current costs of providing care to different types of patients, or to 
assess alternative ways of providing patient care in the future. Table 4.1 
summarizes the major types of data needed for VA health care planning, 
their avallablhty, and, if avarlable, whether they are used u-t MEDIPP. 

Changes Made to the 1985 In March and May 1985, VA'S new Chief Medical Director introduced sev- 

and 1986 MEDIPP Processes era1 major changes into the 1985 MEDIPP process. He expanded the role 
and responsibilities of the Regional Duectors and divided MEDIPP into 
two separate processes. These included strategic planning, which 1s to be 
done every other year, and annual operational plannmg. The 1985 
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changes focused primarily on implementing the annual operational 
planning. 

With the advent of the 1986 MEDIPP cycle, according to VA, the process 
has evolved into three components consisting of an Implementation Plar 
(identical to the budget year), a Strategic component that coincides witl- 
the budget “out-years,” and a Long Range component for the year 2000 
The plan itself would only contain actions specific to the implementation 
year and each of the strategic years where appropriate. There would be 
no actions specific to the Long Range component. 

Table 4.1: Major Types of Data Needed for VA Health Care Planning/Programming, Their Availability, and Use 
Currently available Used, if available 

Tvoe of data Yes No lncomolete Yes No Part1 

Eligibility 
Number of service-connected veterans 
Number of veterans 65 and older 

X 

X X 

Number of medically indigent veterans 

Demographic 
Age of veteran population 

Geographic location of veteran population by 
age 
Geographic locatlon of veteran population by 

X 

X X 
X X 

X \ I 
major elrgiblllty category 

Income data on veteran population 

Clinical 
Estrmate of types of illnesses for which 
veterans will seek care 

Data on clinical resources used to treat 
different types of Messes 

X X 

X x 

X x 

Data on clinical resources used in outpatlent 
versus inoatient treatment 

X X 

cost 
Current cost of treating specific types of 
illnesses or groups of veterans 

X 

Data on cost Implications of changing method 
of treatment or adding new types of treatment 

X b 

For their 1985 plans, for example, the Chief Medical Director directed 
the districts to prioritize the proposals in their 1984 MEDIPP plans under 
three different budgetary assumptions-no change (zero) in budget, a 
plus 5percent change, or a minus 5-percent change. The purposes are to 
(1) have the medical districts identify the effects of resource constraints 
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on the planning priontles and choices that were developed in the 
absence of such constraints and (2) unprove the link between MEDIPP, the 
budget process, and the allocation of hospital operating budgets. The 
budgetary base for these changes is the total fiscal year 1986 operating 
budgets for all hospitals and medical centers in the district. 

The 1985 changes also increased the importance of the regions in MEDIPP. 
Pnor to 1985, the regions’ roles in MEDIPP were relatively minor and 
largely Muted to commenting on the district plans prior to their submls- 
sion to the DM&S Central Office. But now the regrons are an integral part 
of MEDIPP. (See figure 4 1.) They provide guidance to the medical dis- 
tricts and consolidate and prlontrze distnct plan proposals into a single 
regional plan for Central Office review. Thus, rather than reviewing 28 
district plans, the DM&S Central Office will now give detailed attention 
only to the 7 regional plans. The regions are also responsible in their 
plans for highlighting major planning issues that require Central Office 
review and decision. The effect of these changes on MEDIPP plans and 
pnorities has not yet been evaluated, smce the first plans were sub- 
mitted under the new process in November 1985. 

Assessing MEDIPP Using our criteria for the basic elements of a sound plannmg/program- 

With a Planning Model 
ming process, we identified six major steps in an effective health care 
phmning/programming process for VA, as well as the essential informa- 
tion needed in each step. This model offers a structure for assessmg VA’S 
MEDIPP process and the data rt uses. The six basic steps are: 

1) identifying, evaluating, selecting, and prioritizing national VA health 
care goals and objectives to guide planners; 

2) estimating all expected veteran health care needs for the planning 
per-rod; 

3) prlontlzmg those needs; 

4) identifying and assessing cost-effective ways of meeting as many of 
those pnontlzed needs as possible withm realistic resource constraints; 

5) choosing the most cost-effective means and identifying the resources 
needed to implement them; and 

6) integrating the alternatives chosen into the budget process. 
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A full descnption of each step follows. 

Setting Realistic Goals and Planning is driven by the goals and objectives established for it. Thus, 

Objectives plannmg goals and objectives must be realistic, specific, and measurable 
Throughout its short history, MEDIPP goals have been unrealistic 
(budgetarily unaffordable) and often vague (“provide health care for 
the aging veteran”); consequently, success in achieving them has not 
been easily measured. 

The goals and objectives of MEDIPP are defined by the Chief Medical 
Director Specific planning directives are contained in both the Chief 
Medical Director’s mandates and assumptions and in the program spe- 
cific guidance provided by each of the DM&S 34 program offices. But 
pnor to 1985, this guidance provided little recognition of the limited 
resource environment in which VA now operates and, if current bud- 
getary trends continue, will operate in the future. 

VA has defined the basic mission of VA health care as “provid[ing] medica 
care to all authorized veterans seeking care.” [Emphasis added.] MEDIPP'S 
goal, as stated in the Chief Medical Director’s 1984 MEXWP instructions, 
is “to ensure that quality medical care is provided on a timely basis, 
within law and regulations, to eligible veterans now and in the future.” 
According to the Chief Medical Director’s 1984 MEDIPP guidance, this 
means that: 

“VA will seek the resources necessary to enable the Department of Medicine and 
Surgery to meet its responslblhty for providing quality medical services to veterans 
eligible to receive it ” 

However, as noted in chapter 3’s discussion of budget formulation, DM&S 
has never requested the resources necessary to fund all MEDIPP initia- 
tives that have received its approval. Realistnxlly, achieving the nus- 
sion and goal of VA medical care as stated in the MEDIPP instructions is 
limited by the resources at VA’S command. Budgeted resources have not 
been sufficient to provide medical care to all eligible veterans requesting 
it. Thus, MEDIPP stumbled at the beginning, because its goal of serving all 
eligible veterans requesting care IS not, in the current budgetary envi- 
ronment at least, a realistic one. Nor have its priorities been clear, spe- 
cific, and measurable. 
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Current Planning Prrorities Are The 1984 Chief Medical Director mandates identified four priorities to 
Unclear be addressed by MEDIPP planners: 

l providing health care for the aging veteran, 
. increasing ambulatory care and other alternatrves to inpatient services 

where appropriate, 
l extending comprehensive and integrated rehabihtatlon services, and 
l providing comprehensive health care for female veterans. 

The written guidance does not state whether the four priorities are 
equally important nor if they are listed in any particular order. More- 
over, no clear indication is given m the guidance or in other MEDIPP 
mstructions on how achievement of these priorities will be measured. 
However, the prunary purpose of MEDIPP, through 1984, was to identify 
all the resources necessary to meet all anticipated veteran demand for 
care. There have been no nulestones for achieving this and no clearly 
established critena for choosing among identified needs if resources 
cannot support all Justifiable requests. One such criterion would be to 
increase the number of veterans that VA can serve within existing 
resources by identifying less expensive methods of delivermg quality 
health care. Of the Chief Medical Director’s four prionty areas, only one 
explicitly focuses on providing care at the least possible cost- 
increasing ambulatory care where appropriate. Ambulatory care is gen- 
erally believed to be less expensive than sunilar care provided on an 
inpatient basis. VA officials told us that whether stated in the guidance 
or not, planners are supposed to identify the least costly alternative, 
consistent with quality care, for meeting the MEDIPP-identified veteran 
health care needs. 

Moreover, it 1s not clear how the guidance from the 34 program offices 
fits with the Chief Medical Director’s mandates and assumptions. The 
relative importance of different program areas m DM&S is dependent 
upon the overall medical care priorities of VA health care and the contri- 
bution each program area can make to achieving those priontles. Thus, 
program specific guidance should flow from VA'S overall medical care 
pnorities. Program area guidance should not constitute a separate, dis- 
parate set of issues that do not clearly relate to VA'S overall prionties. 
Currently, program area guidance ranges from vague (blind rehabilita- 
tion) to specific (laboratory), and seems to reflect the specific interests 
of each office. 
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Using Eligibility in Setting Coals The reason for using eligibility criteria in setting planning goals and pri- 
orities is simple: laws and VA regulations do not give all categories of 
eligrble veterans equal access to VA health care. When resources do not 
permit treating all veterans requesting care, veterans with service-con- 
nected disabilities have priority. The fact that VA must plan in a limited- 
resource environment provides a basis for considering eligibility catego- 
ries when VA sets its health care priorities. VA already considers the 
needs of one category of eligible veterans separately in MEDIPP-Vet- 
erans 65 and older.4 Using eligibility categories in planning would per-nut 
VA to identify those categories of veterans whose needs cannot be served 
within the resources expected to be available in the planning period, as 
well as the additional resources necessary to meet those needs.6 

VA does not systematically use eligibility categories in planning because 
it believes its mission IS to serve the needs of all eligible veterans. As a 
practical matter, veterans with service-connected disabilities will almost 
always be treated, smce they constitute only 30 percent of the veterans 
now treated in VA facilities. We identified at least two reasons for consrd- 
ermg the needs of service-connected veterans separately. First, as 
already noted, VA'S prunary health care responsibility is meeting the 
needs of service-connected veterans. Therefore, MEDIPP plans should 
clearly identify their needs. Second, OMB has asked VA to give additional 
weight m its new methodology for prioritizing construction projects to 
those that will serve a significant number of service-connected veterans. 
These projects would imtmlly be identified by MEDIPP. VA contmues to 
believe that usmg servrce-connected needs as a criterion for choosing 
and ranking construction projects is inappropriate. The Construction 
F’riontization Methodology, consequently, contains no such criterion. 

Among the benefits of using eligibility categories in MEDIPP are that eligr- 
bility categories provide 

4At the me we conducted our renew, all veterans 66 and older were ebgble for free VA health care, 
regardless of therr fmanclal c:rcumstances However, Title XIX of the Consohdated Omrubus Budget 
Reconctiatlon Act of 1986 (Public Law 99-272), passed III Apnl1986, does not d@x-@ush between 
veterans of &fferent age groups Thus, veterans 66 and over who do not have a servxe-connected 
dlsabtity are now eh@ble for free VA health care only If they meet an mcome, or means, test Vet- 
erans above that mcome level are ehgble for VA medxal care only if they agree to pay the appbcable 
coat of theu care as detemuned by VA 

60f course, there will be some overlap between categories, as with a service-connected veteran who IS 
m&caUy mdlgent In such mstances, VA should count the veteran III only one category-the h@hest 
pnonty category for wluch the veteran IS eh@ble 
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l a clear set of cntena, grounded both in laws and VA regulations, for 
establishing a priontlzed set of national medical care goals and 
objectives; 

l an objective cntenon for prioritizing construction projects (the greater 
the percentage of high-priority veterans served by a proposed project, 
the higher its priority); and 

. a means of categorizing unmet demand for care, and identifying which 
groups of veterans, in specific geographic locations, cannot be served 
within existing and expected resources. 

Estimating Total Veteran 
Demand for Care 

Since the goal of MEDIPP as we stated it-usmg our criteria for a sound 
planning/programmmg process- is to maximize veteran access to health 
care within expected resources (usmg the eligibility priorities estab- 
lished by law and regulations), it 1s unportant to estimate the total vet- 
eran demand for VA health care. This estimate also permits VA to answer 
questions from veterans and the Congress regarding which eligible vet- 
erans in which geographic locations are not receiving VA health care and 
why. 

Estimating total demand for care has two components: the number of 
veterans in each major eligibility category that will request VA health 
care (total demand) by geographic area and the casemix they are likely 
to need care for. As discussed in the following paragraphs, VA'S method 
for domg both could be Improved. 

Estimating the Number of Veterans Currently, MED~PP planners estimate future veteran demand for care on 
Reque&i.ng Care the basis of a projection of past experience. The formula 1s given below. 

Historical utilization of DMLS Future 
facilities and services by vet- 
erans rn six age groups regard- 

x Projected veteran veteran 
population in each = demand 

less of eligibility category age category for care 

There are several reasons why this approach may not accurately project 
future veteran demand for health care: 

l Past utilrzatlon rates may not be predictive of the future because Medi- 
care and Medicaid copayment and eligibility changes may make VA 
health care more attractive to certain categories of eligible veterans 
than it has been in the past. A 1983 study by Distnct 26, for example, 
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found that when California tightened its eligibility standards for Medi- 
caid, demand for VA medical care from medically indigent veterans 
under age 65 increased. 

l According to VA’S own study, Caring for the Older Veteran, the closer a 
VA facility is to an eligible veteran, the more likely he/she is to use it; 
thus, opening new facilities where none have previously existed could 
tap unmet demand that projections based solely on historic usage rates 
may not anticipate. 

. Any changes in eligibility for VA health care will affect future demand, 
and thus approach does not allow for capturing changes in different eli- 
gibility categories other than by age.6 

A more appropriate approach would be projecting the total veteran 
demand based on at least the three or four largest categories of eligible 
veterans (adjusted for known overlap between categories). The reasons 
for using eligibility in projecting demand have already been discussed in 
the previous section. Further, planners should try to assess factors that 
may alter past veteran usage rates when applied to the future. MELXPP 

does permit districts to demonstrate why projections based on historical 
usage may not be appropnate for them. A high level of unmet demand 
due to capacity limitations, for example, may artificially reduce current 
usage rates in a district. Building a new or expanded facility may result 
in demand greater than historical usage rates would have predicted. 

VA does project demand by geographic area by using census data on the 
home zip code and age of veterans hving in the primary service area of 
each hospital in the medical district. Veteran migration patterns clearly 
affect the location of future veteran demand for care. During the 197Os, 
for example, the veteran population in District 12, which includes 
almost all of Florida, grew 43 percent, while the national veteran popu- 
lation increased only 3.8 percent. In recent years, the District has found 
that the veteran population appears to be moving withm the state from 
the Miami area to areas along the nud-Atlantic and gulf coasts of 

6As noted m footnote 4 to tkus chapter and m chapter 1, mtle XIX of the Cons&dated Ommbus 
Reconctiation Act of 1986 (Pubhc Law 99272), enacted m Aped 1986, &d alter veteran eh@b&ty for 
some types of care In our view, tlus a&on only strengthens VA’s need to use ebgibtity data UI 
MEDIPP These changes are bkely to alter future demand for care by some categones of emble 
veterans and thus alter the vahdlty of protections of future demand based solely on past utzbzatxon 
data 
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Florida.’ Consequently, the District has recommended that a new hos- 
pital be located in West Palm Beach, on the mid-Atlantic coast. In pro- 
viding the districts with population projections for each hospital’s 
primary service area, DMB~S apparently does try to take into account vet- 
eran migration patterns. 

gpenthe Medical Needs of the MEDIPP planners do not use any casemix projection model in projecting 
the types of care veterans may need in the future. Although the DMS 

Central Office has provided districts with a model for projecting overall 
acute hospital care demand by illness using DRGS, districts were not 
required to use it for MEDIPP planning, and none of the four districts we 
visited did. Yet, as shown in chapter 2, the type of illness or other med- 
ical need for which a veteran seeks care determines both the clinical 
resources used and the cost of treating that veteran or any particular 
group of veterans- whether classified by age or eligibility for care. 

The New Patient Treatment File (NPTF>~ contains information on the 
diagnosis for which a patient is discharged, surgical procedures, age of 
the patient, patient transfers between bed sections during his/her hos- 
pital stay, and other valuable planning information. Even given the 
errors currently inherent in the NPTF (see chapter 2), it provides useful 
information on the types of care given to veterans in different eligibility 
categories in either the past year or the past several years, as well as 
data for assessing the types of resources necessary to treat those ill- 
nesses. The NFTF is already used by planners in VA’S bedsizing model as 
one of the primary bases for projecting the number and mix of hospital 

‘Our recent report on I>lstnct 12’s proposed sltmg of a new hospital m Brevard County m eastern 
Florida illustrates some of the potential pItfalls of the current plannmg process wtuch pernuta HIS- 
tncts to estabbsh their own cntena for hospital sltmg declslons As the report notes, one consequence 
of tkua pohcy IS that the basis for sltmg new hospkals could vary sqmtkantly among m&Cal do- 
tncts Gwen ths pohcy, the report recommends that the VA Admuustrator direct the Chef Medwal 
Ihrector to reqmre VA regional and dx&xt planners to document the rationale or basis for their 
hoqutal sibng decnnons See VA Health Care Insufficient Support for Brevard County Location for 
New Hospa (GAO/HRD-86-67, June 1986) 

*In 1984, VA altered the Patient Treatment Ne to unprove the usefulness of the mformatxon III lt To 
reflect these unprovements, VA refers to PTF records begmmng with 1984 as the New Patient Treat- 
ment Ne The mqpr change was the ad&tion of mformation on pahent transfers between bed sec- 
tions durmg thev hospital stay, to better reflect actual went usage of tiferent bed sections Pnor 
to lQ&, the PTF reflected only the bed sectlon from whch the patient was tiarged, even though 
that may not have been the bed -on where the patient spent the maJor portion of tus/her hospital 
stay For example, a patient may have been discharged from a general medxal bed but spent the 
ma~onty of b/her stay III the surgxal bed &on 
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beds needed in the future. But we found no evidence that MEDIPP plan- 
ners systematically use NPTF data for projecting the specific mix of ill- 
nesses for which veterans may need care and the resources necessary tc 
provide that care 

We believe there are several advantages to a casemix-based planning 
approach which uses data that capture clinical resources usage and cost 
by type of illness or type of outpatient visit. The approach enables plan 
ners to 

. assess alternative casemix strategies for different veteran eligibility 
categories, 

l assess the likely clinical and financial impact of adding and/or elimi- 
nating medical care services as treatment patterns change, 

. identify trends in the delivery of medical care and appropriately plan tc 
adapt to changes in modes of treatment for specific illnesses or groups 
of illnesses, 

l improve the linkage between the phases of the financial management 
process because the program categories used in planning (DRGS, clinic 
stops) are also the basis for budgeting and hospital management (budge1 
execution), and 

l provide a better basis for identifying and assessing construction needs. 

There is one other compelling reason for using a casemix projection 
model in MEDIPP. VA has implemented the Casemix-based Resource Allo- 
cation Methodology for allocating hospital operating budgets. (See 
chapter 2.) Hospitals are now reimbursed at a set rate for each DRG they 
treat. VA is expanding this methodology for fiscal year 1986 to include 
outpatient and long-term care. Hospitals whose costs exceed the 
national average lose funds under the allocation formula. If hospitals 
are evaluated on the efficiency with which they deliver health care for 
specific types of illnesses, it follows that MEDIPP planners should try to 
project the types of illnesses a hospital should be prepared to treat. 
Planners could then try to assess current treatment patterns and pos- 
sible changes in VA health care delivery that would increase the effi- 
ciency of hospitals m delivering various types of care. 

VA'S ability to implement a casemix model is limited by the accuracy, 
completeness, and usefulness of its current clinical data bases. Data in 
both the NFTF and the Automated Management Information System 
(AMLS), which are used to project outpatient and nursing home needs, 
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include errors and are incomplete. (See chapter 2.) This affects the accu- 
racy of any projections based on those data. However, these are the only 
data currently available for planning, regardless of the approach used. 

Prioritizing Needs In MEDIPP, districts are required to rank their goals and objectives, the 
identified medical needs for each, and the actions necessary to meet 
those needs. But there is no established, uniform process of doing this in 
all 27 medical districts.. Consequently, results are not necessarily com- 
parable, which poses a major problem in reviewing MEDIPP plans. All dis- 
tricts give prominence to the Chief Medical Director’s four MEDIPP 
priorities, though each may treat them somewhat differently. 

Eligibility considerations may or may not be a factor in prioritizing dis- 
trict needs. Districts whose caseloads include a higher-than-average per- 
centage of service-connected veterans, such as District 12 in Florida, use 
this to justify additional resources. Since meeting the medical needs of 
the aging veteran is one of the Chief Medical Director’s priorities, this 
group of eligible veterans is featured prominently in all MEDIPP plans we 
reviewed. 

The goal of MFDIPP plans has been to identify the resources necessary to 
meet all future medical needs of veterans. Thus, in the six plans we 
reviewed, priorities were established largely on the basis of the needs of 
aging veterans, since that is where the greatest overall projected 
increase in demand is expected. District priorities and needs are then 
reviewed and reordered by the program office reviewers in the DMS 
Central Office. They base their assessment largely on the specific pro- 
gram guidance they have provided the districts.. However, program 
office guidance varies from vague to very specific and does not form a 
coherent basis for developing a national medical care strategy. We 
believe that identifying and prioritizing needs by eligibility categories is 
the most appropriate basis for developing a national medical care 
strategy. This would provide needs that are clearly ranked and can be 
used for construction planning and prioritization. 

Assessing Cost-Effective 
Ways To Meet Needs 

It is extremely difficult for MEDIPP planners to assess the costs of current 
services or treatment patterns and identify more cost-effective treat- 
ment patterns. As discussed in chapter 2, VA managers have no ready, 
reliable means of identifying the costs of treating specific types of 
patients and illnesses, or of providing specific types of medical services, 
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such as cardiac surgery. Currently, VA captures cost and clinical work- 
load data at the cost center level. Breaking these data down to the 
patient level-a necessary requirement for assessing resource usage by 
type of illness or service given-can only be done manually and with 
great effort. The DHCP, now being installed in VA hospitals, will capture 
some major categories of clinical data on a per patient basis. But DHCP is 
not designed to capture costs for the tests and procedures it records. 

Without per patient clinical and cost data, MEDIPP planners would find it 
difficult, if not impossible, to analyze and explain the cost and workload 
trends shown in figures 4.2 (inpatient), 4.3 (outpatient), and 4.4 (hos- 
pital). In fiscal year 1982, for example, the total number of outpatients 
treated declined slightly, while outpatient costs (as measured by obliga- 
tions) rose more than 14 percent. In fiscal year 1983, by contrast, outpa- 
tient visits rose by 3.9 percent, but obligations increased 6.5 percent. 
Similarly, in fiscal year 1983, obligations for inpatient care rose by 
about 10 percent, while the number of inpatients rose by only about 3 
percent. 

Planners should analyze such trends to identify possible explanatory 
factors, including the types of illnesses treated or modes of treatment. Is 
the severity of illness of the average patient mcreasing? Has a more 
effective, but more expensive, form of treatment been introduced for a 
specific illness? One should not necessarily expect VA medical care costs 
and workload to rise or decline in parallel fashion. But, knowing and 
understanding the relationship between workload and costs is as impor- 
tant for the planner as it is for the budget analyst. 

Because VA financial management reports do not cite workload and costs 
by patient, illness, or clinical specialty, MEDIPP planners have an 
extremely difficult task in identifying and assessing cost-effective ways 
of meeting future veteran demand for health care. MFDIPP planners rely 
pnmarily on three data systems for assessing future workload and 
costs: AMIS data for projecting outpatient visits, the NPTF for projecting 
inpatient needs, and the RCS lo-141 cost reports for assessing costs for all 
activities. These data bases are used for such critical planning applica- 
tions as outpatient and inpatient workload projections, cost estimation, 
and hospital bed sizing. Weaknesses in these systems were discussed in 
chapter 2. 

MEDIPP planners use the RCS 10-141 cost data because they are the only 
data available. Also, the data are used in the budget process to develop 
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budget estimates for VA bed sections and for nursing home and outpa- 
tient care. Thus, usmg RCS lo-141 costs in MEDIPP is an attempt to 
strengthen MEDIPP'S link to the budget. But, the RCS lo-141 costs are unreli- 
able, frequently noncomparable among VA hospitals, and unable to pro- 
vide costs on a per patient basis, the level most useful for health care 
financial management. (See chapter 2.) The success of VA'S current pilot 
projects to develop methods of capturing per patient cost and climcal 
data is critical to all participants in all phases of VA health care financial 
management. 

Selecting Cost-Effective 
Ways To Meet Needs 

Because VA only has aggregate data, whrch are just partially useful for 
assessmg the cost-effectiveness of alternative means of delivering care, 
it has no assurance that MEDIPP planners have selected the most cost- 
effective means of providing care. For example, since VA does not cur- 
rently know how much it costs to provide inpatient care for a veteran 
whose kidney stones are surgically removed, it cannot assess how much 
money, If any, would be saved by treating that veteran with new tech- 
nology that per-nuts, m many cases, dissolving the stones through non- 
surgical outpatient treatment. Nevertheless, the Chief Medical Director 
has directed MEDIPP planners to assess ways of reducing costs by 
increasing the number of patients treated on an outpatient basis. 
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Figure 4.2: Change in VA Inpatient 
Obligation8 and Number of Inpatients ,2 
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Figure 4.3: Change in VA Outpatient 
Obligations and Number of Outpatients ,5 
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Figure 4.4: Change in VA Hospital Care 
Obligations and Number of Patients 
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Integrating Planning 
Choices and the Budget 

Although VA has tried several different methods of integrating MEDIPP 
initiatives into the budget, this has remained a consistent problem. (See 
table 4.2.) As previously mentioned, for 1986, the Chief Medical Director 
has introduced operational planning into MEDIPP, as a means of inte- 
grating MEDIPP not only with budget formulation but with hospital 
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budget allocation as well. The requirement that districts reprioritize 
their 1984 MEDIPP imtiatives using three different budgetary ceilings 
serves as a means of getting districts to separate “wants” from “needs.” 
This is an important and useful step in linking the results of planning to 
the other phases of the financial management cycle. Identifying more 
initiatives in MEDIPP plans than VA'S budget proposals can accommodate 
has clearly been a major cause of VA'S difficulty in linkmg MEDIPP to the 
budget. 

Table 4.2: Methods Tried by VA To 
Integrate the Results of MEDIPP Into MEDIPP 
the DM&S Budget Formulation Process submisslon year Basic method used 

1982 The Program Analysis and Development Office submitted the 
aggregate results of the MEDIPP process to budget formulation 
along with additional program office lnltlatives 

1983 Two ad hoc task forces consisting of field and Central Office staff 
were formed to group actions into slmllar initlatlves, rank initiatives 
according to criteria developed by the task forces, and submit 
results to budget formulation along with a separate list of program 
office initiatives 

1984 Program offlces were primarily responsible for reviewing and 
selecting MEDIPP initiatives for inclusion In the budget 

central Off& Review Process 
Hinders MEDIPP’s Linkage to 
Budgeting 

MEDPP mitiatives have not been integrated into the budget for other rea- 
sons as well. Among these is the manner in which the DM&S Central 
Office has reviewed district MEDIPP plans. Each district identifies m its 
MFDPP plan the actions that pertain to each of VA'S 34 program areas. 
For example, the 1983 MEDIPP plans contained 2,761 district actions. The 
actions were consolidated by program area and distributed to the pro- 
gram offices for review. The program offices may add initiatives, which 
they believe are necessary to meet future medical care needs, that may 
have been excluded or given insufficient weight in the district plans. In 
1984, 104 initiatives were considered for funding in the fiscal year 1986 
budget. However, only 51 of these were identified in the district plans, 
while the others were put forward by the various program offices. Thus, 
district initiatives competed with Central Office initiatives for funding 
in the fiscal year 1986 budget. The reasons for this are unclear, 
although Central Office program officials we interviewed have said that 
they bring a necessary national perspective to MEDIPP review that the 
districts do not have. While this is no doubt true, it is also true that the 
district planners might be better able to address the national concerns of 
Central Office program officials if the MEDIPP guidance sent to the dis- 
tricts more clearly stated the national priorities and concerns that dis- 
trict planners should address. 
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Conclusions VA and DM&S have taken a major step forward by establishing a struc- 
tured plannmg/programming process, MEDIPP, for projecting and 
assessing future veteran medical care needs. The very existence of the 
process places VA ahead of many other federal agencies in financial mar 
agement. This process has provided the necessary multiyear framework 
for analyzmg issues, helped to focus and improve communications 
within VA about the future of VA health care, provided a formal link 
between medical care needs and construction planning, fostered the 
development of new data bases for medical care planning, and promotec 
the assessment of weaknesses in existing data bases. 

The process is relatively new and still evolvmg. Recent changes in 
MEDIPP, pnmarily the mtroductlon of operational planning within bud- 
getary ceilings, could prove to be major improvements by providing a 
basis for more careful assessment of needs and a better link between 
MEDIPP and the budget. However, VA has not yet set clear priorities for VP 
health care. The overall goal of MEDIPP contmues to be identifying the 
resources necessary to meet the future health care needs of&l eligible 
veterans expected to request care. We believe this is an unrealistic goal 
m the current budgetary environment. A more realistic goal would be to 
identify those actions that will permit VA to serve the maximum number 
of veterans in the order of their eligibility for care within the resources 
realistically expected to be available. 

MEDIPP guidance from the Chief Medical Director and program offices is 
inadequate for clearly identifying the major medical priorities in VA and 
the issues that MEDIPP planners should address within these priorities. 
Consequently, MEDIPP plans represent divergent definitions of VA'S health 
care priontles, and the plans have proven to be difficult to integrate into 
a single, national medical care strategy. The absence of such a strategy 
has had an adverse impact on construction planning and prioritization. 
(See chapter 5.) 

The methods used for projectmg both veteran demand for care and the 
types of care they will need are subject to question. Projections of 
overall demand do not necessarily take mto account factors that may 
affect the usefulness of past utilization rates in accurately projecting 
future ones. Examples include the movement of veterans to sunbelt 
states as they get older or increased demand due to opening a new 
facility where previously none has existed. The proJections of types of 
care are based on aggregate workload projectrons, rather than on an 
analysis of actual past care provided to veterans in various age groups 
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or categories of ehgibility. Discrete eligibility categories are not rou- 
tinely considered u-t the projection of future demand and workload, 
although they are critically important in identifying who has access to 
care when resources are limited. 

Finally, VA does not have the per patient or per illness clinical and cost 
information that would pernut it to properly assess the most cost- 
effective means of delivering quality care for the medical care needs and 
priorities MEDIPP has identified. The workload and cost information cur- 
rently used in MEDIPP is often maccurate, currently incomplete, and does 
not provide data which are useful for analyzing the current use of 
resources and assessing ways of improving program efficiency. 

Recommendations We support VA’S efforts to improve its evolving MEDIPP process. Specifi- 
cally, we believe the process could be made more useful to both medical 
care planners, DM&S decisionmakers, budget officers, and the Congress if 
the Adnunistrator of VA would 

. develop a clearly ranked set of national medical care goals and objec- 
tives to guide both MEDIPP planners and those who prioritize medical 
care construction projects; 

l establish a plannmg framework based on a projection of the types of 
illnesses for which future veterans are expected to request care, and an 
analysis of the resources necessary to provide that care (such as the 
“casemix” approach); 

. systematically collect and use veteran eligibility data (categories of vet- 
erans as defined by their access to VA medical care) in planning to meet 
the needs of the greatest number of veterans authorized to receive VA 
medical care m the order of their priority for receiving care; and 

l develop a systematic mechanism to link the results of MEDIPP with the 
budget process (the new “operational planning” approach holds promise 
as that mechanism). 

In addition, we support VA’S efforts to continue 

l working to improve the reliability and usefulness of the data bases with 
planning applications, giving priority to current efforts to develop a 
system of capturing clinical workload and cost data on a per patient, per 
illness, and clinic stop basis; and 

. the nutiative begun with the 1985 MEDIPP cycle to use one or more dollar 
ceilings to guide MEDIPP planners in their assessment of alternative med- 
ical care strategies 
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With these Improvements, MEDIPP could become an effective medical 
care planning process that clearly identifies DM&S medical care strategy 
and provides VA and the Congress with the information they need for 
both policymakmg and budget review. 
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The Senate Committee on Veterans’ Affairs requested that we examine 
how VA sets priorities for proposed construction projects. Since this is 
one of the final steps m constructron planning, we also had to examine 
how VA’S construction plannmg process works. We were also asked to 
determme if VA considered the needs of veterans wrth service-connecter 
disabilities in its construction process. 

Based on our review of VA’S medical care planning process (MEDIPP), its 
new prloritlzation methodology, and the financial management data 
weaknesses that affect construction, our major findings are summarizec 
as follows: 

l The lack of effective integration between medical care planning and the 
construction process results largely from MEDIPP not producing a set of 
clearly ranked national medical care priorities for use in construction 
planning and prionty setting. 

l Plannmg, prioritizing, and budgeting for major construction begin with 
the MEDIPP-identified medical care priorities and construction projects. 
Smce MEDIPP does not systematically distinguish between the medical 
care needs of service-connected and nonservice-connected veterans, 
neither does maJor construction planning, pnoritizmg, and budgeting. 

l No clear, national construction strategy or reliable supporting data exis 
to guide constructron planning, prroritrzmg, design, and construction. 
Projects tend to be custom designed, with little reliance on prior experi- 
ence to revise and unprove both the process and the data on which it 
relies. 

At the same time we conducted our study, Booz, Allen & Hamilton (a 
private consulting firm) conducted a l-year study of all phases of VA’S 
constructron process. That study, which was completed in April 1985 
and with whose major conclusions VA concurs, found that 

l there is a lack of effective integration between the medical care plannin 
process and the major construction process; 

. the absence of a set of consistent, clear, and up-to-date design, staffing, 
and workload standards to guide the initial development of construction 
projects, compounded by the lack of clear accountability for time per- 
formance durmg this stage, lengthens the time it takes to plan and built 
a major constructron project; and 

. the duphcation and fragmentation of key construction planning and 
design responsibrlities, combined with excessive coordination and 
shared decislonmaking responsibilities, are major contributors to delay! 
and inefficiencies in constructron planning and design. 

Page 118 GAO/AFMD-867 VA Finmdal Managemel 



Chapter 5 
Major Construction 

Booz, Allen & Hamilton found, and our interviews confirm, that the 
large number and variety of VA offices involved m the construction pro- 
cess and the lack of essential information to begin a project are impor- 
tant reasons why it takes, on average, 8 years to plan, design, and build 
a major construction project in VA. Over the years, the offices involved in 
the construction process have disagreed on the criteria, standards, and 
design elements used to plan, design, and build such projects. The VA 
construction process lacks clarity in its responsibility and functional 
assignments as well as effective procedures for decisionmaking. Com- 
pounding these problems is the lack of specific, consistently enforced 
milestones after which design elements cannot be questioned. 

In this chapter, we discuss the purpose of the major construction pro- 
cess and the role of that process m an integrated financial management 
system for VA. After a review of how the process currently works, we 
summarize the varied factors that affect the process and the Congress’ 
many efforts to improve the process. 

As m preceding chapters, we assess the VA’S maJor construction process 
by usmg a model. Our assessment is based on (1) our restatement of the 
mission and goal of the process, (2) the model of a sound construction 
process presented in this chapter, and (3) the criteria for an effective 
financial management process, as stated in Managing the Cost of Gov- 
ernment. (See chapter 1.) Appendix I of this report also lists this 
criteria. 

Purpose of the Major 
Construction Process 

VA, with the assistance of Booz, Allen & Hamilton, defined the mission 
and goal of the construction process as follows: 

. Construct facilities in which high quality medical care can be provided 
on a timely basis within the law to all authorized veterans. [Emphasis 
added .I1 

l Maintain orgamzatlonal structures and procedures that facilitate and 
monitor all phases of the construction process, ensuring that the facih- 
ties constructed meet identified needs and are consistent with the mis- 
sion statement. 

‘As mentioned m chapter 4, because VA sees its msion as servmg the m&Cal care needs of all 
veterans, it does not consider separately the needs of se~ce-connected veterans m estabhshmg med- 
lcal care or construction needs and pnont~es The needs of only one group of eh@ble veterans are 
considered separately m MEDIPP-veterans 66 and older VA considers it unportant to hrghhght the 
needs of tti group because they are bkely to be the pnmary source of mcreased demand for VA 
health care m the next 10 to 15 years 
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In our view, VA’S statement of the mission and goal of its construction 
process is too general to serve as a basis for assessing the effectiveness 
and efficiency of the process in planning, prioritizing, designing, and 
constructing VA health care projects. For example, although all major 
participants agree that the current process is lengthy, cumbersome, and 
in need of improvement, it can be argued that the process nevertheless 
meets VA’S stated goal-to ensure that facilities constructed meet identi- 
fied needs and are consistent with the mission statement. But, as prior 
studies have shown-and the Booz, Allen & Hamilton study confirms- 
that does not necessarily mean the process is the most timely or cost- 
effective one possible. 

We have restated the mission and goal to reflect (1) the importance of 
reliable, accurate management information in the process and (2) the 
need to link the results of MEDIPP to the construction process in a more 
systematic way: 

l To plan, design, and construct facilities that will maximize VA’S ability to 
provide, on a timely basis, high quality medical care to eligible veterans, 
based on the prioritized medical care needs of those veterans. 

. To design, establish, and maintain organizational structures, processes, 
and management information systems that can be used to plan, priori- 
tize, design, and construct high quality VA medical care facilities. These 
facilities will support the medical care needs of veterans, as identified 
and prioritized by the MEDIPP process, in the most timely and cost- 
effective manner possible within the resources available. 

As part of an integrated financial management system, an effective con- 
struction process must 

. establish lines of accountability and responsibility with a clear process 
for carrying out construction activities; 

l enable management to make resource allocation decisions within a uni- 
fied analytical framework that links priority medical and functional 
needs to construction priorities and design; 

l provide standards that define desired levels of performance specifically 
for the construction planning, programming, and budget execution 
phases; 

. combine program, organizational, and project planning for the maximum 
effective use of resources available; 

l link all phases of the major construction process; and 
. allow management to assess how effectively resources have been used 

to meet identified and ranked goals and medical needs. 
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How the Construction The VA construction process is a highly participative one and revolves 

Process Now Works 
around three organizations: the Office of the Administrator; the Depart- 
ment of Medicine and Surgery (DM@); and the Office of the Associate 
Deputy Administrator for Logistics, particularly its Office of Construc- 
tion. The Office of the Administrator oversees the construction process, 
approves long-range construction plans, and advises DM&S and the Office 
of Construction on fiscal matters. DM&S is primarily concerned with 
defining the medical care needs of veterans and the resulting require- 
ments for facilities. The Deputy for Logistics’ role is to develop and com- 
plete construction projects that meet medical care construction needs. 

The present construction process begins at the VA medical centers, with 
the preparation of a 5-year facility plan for each hospital. This plan is 
the medical center’s long-range strategy for meeting its new constructior 
needs, renovations, and repairs. There are two types of construction 
needs: MEDPP-identified and medical center-identified. MEnrPP-identified 
construction needs are based on clinical needs identified in MEDIPP, and 
should be consistent with the specific mission and program require- 
ments established for the facility in MEDIPP.~ Medical center-identified 
construction needs are based on an assessment of the physical condition 
of existing facilities regarding fire and safety hazards, electrical sys- 
tems, heatmg and cooling areas, and other factors. Construction needs in 
these areas are identified by each medical center’s facility engineer. The 
Medical District Director reviews the plan for each facility within the 
district to ensure congruence with the overall medical care mission of 
both the district and VA health care as a whole. Once the Medical District 
Director approves the plans, they are forwarded to the regional office 
for review and then forwarded to DM&S. 

The S-year facility plans are reviewed by technical and program special- 
ists in DM&S and the Offices of Construction and Procurement and 
Supply within the Office of the Deputy Associate Administrator for 
Logistics. Construction reviews and comments on the plans, while Pro- 
curement and Supply reviews, comments on, and concurs with the plans. 
Once DMM has reached concurrence on the plans, the approved plans are 
returned to the medical centers for implementation. More detailed esti- 
mates of the work are done, and cost estimates for inclusion in the 
budget are obtained. 

2MEDIPP was ~tmted by DM&S m 1981 as a plannmg approach designed to ldentiy the medial 
care (chcal) needs of veterans We bebeve that one of MEDIPP’s obJect.wes should be to specify and 
pnontue construchon prom needed to support medical program reqmrements Chapter 4 describes 
and assesses the MEDIPP procesa and also presents a model for thu process 
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DMB~S annually conducts a needs assessment for all medical centers 
requesting major construction projects.3 This process begins with the 
projects identified in the 5-year facility plans. These are the clinically- 
based projects identified by MEDIPP and the physical plant deficiencies 
identified by the facility engineers. VA develops an estimated cost for 
each project by using various workload standards, refines the scope of 
the project as defined in the needs assessment, and submits the costs m 
its major construction budget to the Congress. Once the Congress has 
funded the project, construction begins. 

Figure 5.1 is a flowchart of VA’S current construction process, It is fol- 
lowed by a description of the highlights of the activities within the var- 
ious functions of this process4 

The initial steps in VA’S construction process are very dynamic in nature. 
Projects proposed in a medical center’s S-year plan are continually being 
combined or cancelled or are proceeding to the next stage in the process. 
As such, it is difficult to develop an average construction time period 
from the initial inclusion of a project in a S-year plan to a completed 
structure. However, once projects are selected during the planning phase 
for initial funding, it becomes easier to develop an estimated time period 
for the construction process. Based on the VA system used to track con- 
struction projects, the tune period from initial fundmg to completed con- 
structron averages almost 8 years.5 

3There are four types of constrution prom (1) mqor-proJects Hnth an estunated cost of $2 md- 
bon or more, (2) mmor-proJects Hlth an eshmated cost of between $400,000 and $2 Won, 
(3) mmor rmscellaneous-prom for wluch the total proJect cost does not exceed $600,000, and 
(4) nomecumng mamtenan*proJects for nonrecumng mamtenance work or rep=, replacement of 
or ad&t~ons to bmkimg service equpment, and/or mmor unprovements where the mmor m~prove- 
ment potion of the project IS between $15,000 and %loO,OOO Our study covers only VA’s constru~on 
process for mqor proJects 

4A more detied descnption and flowcharts of the maJor construcQon process can be found m 
Volume 2 of thus report 

‘%utml fundmg (Advance Planmng Fund) usually occurs between the mcluslon of a proposed proJect 
m a m&Cal center’s S-year plan and the development of the needs assessment This fundmg allows 
VA to refine the scope of a protect and prepare rebable cost esmates for review by OMB and the 
congr== 
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Figure 5.2: 845-Bed Replacement Hospital-Minneapolis, Minnesota 

Source The Veterans Admlnlstratlon 

Importance of a National 
Construction Strategy 

The construction program should develop a national strategy for 
meeting both MEDIPP-identified and medical center-identified construc- 
tion needs6 The national construction strategy should address the types 
of construction needed, the financial resources required for that con- 
struction, and the time frame in which projects must be built to meet 
medical program needs. To ensure its effective implementation, the 
strategy should also identify the criteria to be used in prioritizing 
projects, the data needed to support each step of the strategy, and the 
offices primarily responsible for implementing each major step. 

Combined with the results of a sound medical care planning process, the 
national construction strategy can form the basis for appropriately allo- 
cating limited resources to implement new medical program initiatives, 

‘Smce both types of needs affect VA’s abtity to provide medxal care to veterans, we refer to them 
collectively as me&Cal program construchon needs 
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meet future workload requirements, address current deficiencies, and 
maintain present operations at existing facilities. 

Better Data Required Currently, VA does not have a clear, national construction strategy. This 
is largely due to two factors: the lack of a clear, national medical care 
strategy resulting from MEDIPP and the lack of a construction data base 
to support such a strategy. As discussed previously (see chapter 4), 
MEDIPP does not produce a clear set of national medical care priorities or, 
therefore, a list of the construction projects to support those priorities. 
This greatly complicates the development of a national construction 
strategy for there are no clear medical care cnteria for evaluating spe- 
cific projects. 

Moreover, since construction projects have historically been planned on 
a project-by-project basis, there are no clear construction design, func- 
tion, and space standards to use in evaluating specific projects and pro- 
posals. One contributing factor is a perception that each construction 
project 1s unique. To some extent this observation may be valid, based 
upon the variation among VA medical centers in facility mission, size, 
type of workload, and geographic and demographic factors. However, it 
has led to a protracted planning process through which each particular 
facility and project is customized, with limited reliance on prior experi- 
ence as a basis for unproving future performance. 

Of course, there are unique problems and features in each construction 
project that require customized solutions. But, the basic functions of 
similar facilities-for example, nursmg homes or outpatient clinics- 
should not vary greatly from facility to facility. However, VA has not 
defined the basic functions and the range of medical services that 
should be provided in any particular type of VA facility, such as primary, 
secondary, and tertiary care hospitals. Although a basic definition of 
each type of hospital has been proposed, they have not yet been 
approved.’ 

A list of the basic services to be offered at each type of VA facility would 
be useful for both medical care planning and construction planning and 

‘The Medwal met 12 Plannmg Board adopted the followmg defirubons for levels of care level I 
fachties (prunary-general ambulatory care) provide pnmary d~agnoss and treatment se~ces, 
staffed by personnel capable of prov~dmg relatively sunple but essentml patient se~ces, level II 
fachties (secondary) provide all level I sennces as well as common and uncomph.Wed m&Cal, sur- 
@CA, and psycluatnc mpatient treatment, and level III fachtles (tertuu’y) provide all level I and level 
II services as well as treatmg complex cases, relatively rare d~ases, and emergencies for all catego- 
ries of cntically ti people 
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Figure 5.1: VA’s Current Major Construction Process 

- 

1 

-- ----.______ 

Source &prehenswe Study of the VA’s Organrzatlon and Procedures for Constructing Health Care 
FacMes Phase I SubmIssIon-Process Documentation, Booz, Allen & Hamilton, September 1934 

VA Construction Process: 
Functions and Activities 

The following description shows only the general progression of the 
Health Care Facility construction process from function to function and 
activity to activity within each function. It is recognized that certain 
planning, budget programmin g, and design activities are carried out 
simultaneously for some (major and minor) projects. 

l During the planrung function, 

1. the long range construction plan is approved, 
2. any environmental/historical impacts are considered, 
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3 the data package IS developed, and 
4 the requirements are developed 

l During the budget programmmg function, 

1. the uutial project 1s selected, 
2. uutial funding 1s requested, 
3. the final project 1s selected, and 
4 the cost llmrted notlficatlon 1s developed 

. During the design function, 

1. the design concept is developed, 
2. the method of accomplishment 1s determined, 
3. the archltectural/engmeering firm is selected, 
4. the first preliminary plans are drawn up, 
5 the working drawmgs option is awarded, and 
6. the fu-st, second, and final working drawings are developed. 

l During the constructron function, 

1. the general contract 1s awarded, 
2. construction begins, 
3. the project 1s inspected, and 
4. final settlement takes place. 
Source Comprehenswe Study of the VA’s Organization and Procedures for Constructing Health Care 
FacllltlesTase I Submission-Process Documentation, Booz, Allen & Hamilton, September 1984 
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design. The clinical functions of the facility being designed and the 
workload it is expected to support largely determine the equipment, 
space, and other characteristics of the project. Moreover, certain basic 
design elements should be standard throughout VA, as they are in private 
hospital chains. A patient room in a VA hospital or nursing home in Min- 
neapolis, for example, should be basically the same as a patient room in 
a VA hospital or nursing home in Houston. 

While VA has developed standards and criteria for different functions in 
a hospital, such as ambulatory care and surgical service, these planning 
criteria are not flexible or up to date. The factors that were considered 
m developing these standards and criteria are not delineated. Thus, 
variables unique to a specific project or changes subsequent to the 
development of the standards (for example, changes in medical tech- 
nology, operating modalities, or the standards of the Joint Commission 
on the Accreditation of Hospitals) cannot readily be incorporated into 
existing standards and criteria. Because of the general perception that 
the standards and criteria are not flexible or realistic, they are often 
ignored or are not helpful in planning a construction project. 

VA has also developed staffing guidelines for some specific functions 
within its medical facilities, such as surgical suites. But, these guidelines 
are not part of an overall, phased strategy for developing comprehen- 
sive, compatible function, space, staff, and design criteria and standards 
for use in construction planning and design. We agree with Booz, Allen & 
Hamilton’s conclusion that such criteria and standards, regularly 
reviewed and updated, are essential if VA is to minimize both the time 
and cost of planning, designing, and constructing quality health care 
facilities. 

Efforts To Improve the One overriding consideration in any effort to improve VA’S construction 

Construction Process 
process is that its management is complicated by the relationships of the 
various VA components involved and by the fluctuating influences of 
both internal and external factors. The Congress, the President, the 
Office of Management and Budget, GAO, and others have taken actions or 
conducted studies on how to improve the construction process.8 While 
much has been accomplished in the more than 16 years VA has searched 
for ways to improve its process, improvements are still needed. The fol- 
lowing discussion highlights several environmental factors, identified by 

‘Appends VI contams an annotated hst of mayor six&es by VA, GAO, and the F’resldent’s Pnvate 
Sector Survey on Cost Control, better known as the Grace Comnusslon 
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us and by Booz, Allen & Hamilton, that affect the VA construction pro- 
cess. While we are fully aware of their importance to the construction 
process, our analysis of that process focuses on the information and 
linkages necessary to make informed, rational judgments and decisions 
about VA construction projects and priorities. 

Environmental Factors 
That Affect VA’s Major 
Construction Process 

External Factors (1) Changing demand for medical care: 

l Different types of facilities have been and will be required to meet cur- 
rent and projected veterans’ needs. For example, the aging veteran pop 
ulation wrll require more nursing home units. 

l Migration of veterans from northern to sunbelt states has shifted utiliza- 
tion of facilities and emphasized the need for more facilities in these 
areas. 

. During the past 10 years, the number and cost of health care facilities 
have increased significantly. According to MEDIPP data, this trend should 
continue through the 1990s. 

l Planning assumptions used to predict future veteran demand for VA 
health care are the fundamental basis for predicting future construction 
needs. The number of beds needed will vary significantly depending 
upon whether one assumes the percentage of eligible veterans 
requesting care will remain stable (the assumption used in the Congres- 
sional Budget Office’s study, VA Health Care: Planning for Future Years) 
or that demand is artificially constrained by a lack of available facilities 
(the assumption followed in VA’S study, Caring for the Older Veteran). 

(2) Resource availability 

. One trend in the federal government is to contain costs by changing eli- 
gibility requirements or by reducing the scope of benefits to veterans. 

. Concerned that requests for initial funding in one year lead to dramati- 
cally higher requests for final funding the following year, OMFS has lim- 
ited VA’S budget requests for replacement and modernization projects. 

. Availability of personnel resources and funds has varied from year to 
year. 
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Internal Factors 

l VA facilities range in age from buildings constructed in the last century 
to those completed last year. The age of existing buildings necessitates 
frequent alterations and improvements in order to maintain high quality 
medical care. 

(3) Rapidly changing technology 

. Given an average construction period of 8 years, VA must ensure that the 
construction process can adapt to changing medical, design, office man- 
agement, and building technologies so that a facility is not considered 
obsolete when opened. 

. Since VA operates the largest education and training program in the 
nation, it strives to maintain a state-of-the-art environment. 

(4) Other 

. There is a need to balance the divergent views of all participants into a 
system that provides quality medical care to eligible veterans and is as 
responsive to their needs as budgetary constraints permit. 

. VA must operate within the federal environment with all of its attendant 
requirements and mechanisms for obtaining resources. 

(1) Project complexity 

. Limited guidelines on design requirements result in the customization of 
projects. To the extent that a project is considered complex, a length- 
ening of the process results. 

(2) Decision-making responsibilities 

l The construction process requires that consensus be achieved among 
participants on key decisions. 

(3) Staff 

l If key participants (for example, new hospital director or new Chief 
Medical Director) change, they may direct that previous decisions be 
modified. 

. Highly skilled staff are required to implement the construction process. 

Page 129 GAO/AFMD-W’I VA Fhandal Management 



Chapter 6 
Major Construction 

(4) Other 

. The VA construction process has a highly structured, formal organization 
m which each organizational element is differentiated by task, level, or 
project type. 

CC ngressional Actions Since 1978, the Congress and several of its committees have taken 
action, or directed VA to take action, to improve the major construction 
process These actions have primarily been directed at improving the 
mformatlon used in the construction process and reducing the time nec- 
essary to plan, design, and build health care facilities. 

In 1978, the Congress established the Advance Planning Fund as a 
means of providing VA with the flexibility necessary for the advanced 
development of future construction projects. Through the Fund, VA has 
developed a more precise project scope and consequently more reliable 
cost estimates which are then used by OMB and the Congress in their 
reviews of VA'S construction programs and funding requests. 

The Congress has enacted several pieces of legislation to improve the VA 
construction process. Under 38 U.S.C. 5007(a) (Public Law 96-22, 
June 13, 1979), VA is required to submit to the House and Senate Com- 
mittees on Veterans’ Affairs an annual report containing a listing, in pri- 
ority order, of the medical centers it believes are in need of construction, 
replacement, or modernization. VA submitted the first list, known as the 
Five Year Medical Facility Construction Needs Assessment, in August 
1979. Under 38 U.S.C. 5004(a), the House and Senate Committees on 
Veterans’ Affairs must first approve, by resolution, any construction 
project with an estimated cost of $2 million or more before an appropn- 
ation may be made. 

Numerous congressional reports have addressed the VA construction pro- 
cess A 1981 House-Senate conference report (H. Rep. No. 97-222) on 
Public Law 97-101 directed VA to delegate the responsibility for the con- 
struction of three nursing home care units to the hospital directors at 
the medical centers where these facilities were to be built. Among the 
goals and objectives for delegation were to improve the efficiency of the 
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construction process and to increase the degree of user involvement 
with the final product.g 

Senate Appropriations Committee Report No. 98-606 (on Public Law 98- 
371), dated June 6, 1984, directed VA to prepare a methodology for pri- 
oritizmg its major construction projects in a single list. The methodology 
is discussed later in this chapter. 

In addition to the annual congressional hearmgs on VA’S budget request 
for the construction program, hearings are occasionally convened that 
focus on a specific aspect of the construction process. For example, in 
April 1980, hearings were held to examine issues involved in the 
planned construction of a replacement medical center m Minneapolis, 
Minnesota. Among the witnesses were the VA, the American Legion, the 
Veterans of Foreign Wars, and the Council of Community Hospitals. 

VA’s Improvement Efforts Since 1970, VA has conducted a number of studies of its construction 
process. lo 

These studies have focused on three recurring problems: the “proper” 
division of responsibilities between DMBS and the Office of Construction, 
the need to develop consistent criteria for prioritizing projects, and ways 
of improving the data used to both assess construction projects and 
determine their scope and design. In its latest effort, VA awarded a con- 
tract to Booz, Allen & Hamilton in March 1984 to conduct a study of VA’S 

construction process and recommend alternatives for improvements. 
This study was divided into three phases, each with an accompanying 
report: a description of the health care facility construction process in 
VA, an assessment of that process, and recommendations for improving 
the process.11 

gAt VA’s request, E!ooz, Allen & Ham&on prepared a study on the delegated nursmg home umts See 
Comprehenswe Study of the VA’s Orgamzation and Procedures for Constructmg Health Care Facti- 
ties Modification to Assess Delegation of Authonty to Hospital Dxecton for Adnumstration of 
Nursmg Home Care Umt Ccmstruction ProJect at the VAMCs WA m&Cal centers] m Ann Arbor,MI, 

Appenduc V contams hghbghta of thus study Fresno, CA, and TamgsF& ApnllQ86 

loA bst of these &u&es can be found m appenti VI 

1%ee CornprehensIve Study of the VA’s Org 
Factit~es Phase I Subnusslon-Process Documentation, September 1984, Phase II Subnusslon-Data 
Evaluation and Analysw, January 1986, and Phase III Subnuwon-Proposals and Rewnmendatlons, 
ApnllQ86 
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Booz, Allen & Hamilton identified the lack of effective integration 
between the health care program and the construction program as the 
maJor problem m the construction process, a finding with which VA con- 
curs. Booz, Allen & Hamilton believes that current VA procedures and 
orgamzational structures which stress the independence of the medical 
care and construction programs cause the problem. 

The Booz, Allen & Hamilton study was limlted to the construction pro- 
cess and did not examine VA'S medical care planning process, MEDIPP. As 
discussed previously, we did not attempt to duplicate the Booz, Allen & 
Hanulton study. Instead, by examinmg the study’s workpapers and 
interviewing VA officials, we determined that we could rely on the 
results of the firm’s work in preparing this report. Figure 5.3 depicts the 
relatlonshlp between our study and that of Booz, Allen & Hamilton. 

Figure 5.3: Current Construction Process in VA Showing the Relationship of Both GAO and Boot, Allen 81 Hamilton Studies 

MEDIPP tdentlfles 
cllntcally based 
construction needs Conceptual design 

Construction alternatIves for 
Working drawings 

Working 
prioritization approved projects 

developed for 
approved design drawings 

DM&S separately process merges 

ldentlfles two lists tnto 
+ ~e~~~~~a~kba$~s’ng+(refined using new + +;;;;zdq +Frd:tc:cted 

and/or updated 
constructlon needs single-ranked provided by faclllty awarded 

based on the physlcal list where project WIII 
workload and 
staffing data) 

condition of VA health be built 

care facilities 
1 

GAO studya Booz, Allen & Hamilton Studyb 

aWhlle we did not examine data package development tin detail we did IdentIty informatIon svstem 
problems that affect data oackage development by facllltles 

b Booz Allen & HamIlton s study was completed prior to VA s completion of 11s new prioritization 
methodology which we have revlewed 

Assessing the In its study, Booz, Allen & Hamilton presents an ideal planning and 

Construction Process 
budget programming model that it developed to evaluate VA’S construc- 
tion planning process. We believe the model not only incorporates the 

With a Model construction process objectives already discussed, but also serves to 
emphasize the interdependency among the phases of the construction 
process. We slightly modified and expanded the model to highlight the 
concepts U-I our report Managing the Cost of Government (GAO/AFMD~~- 
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36 and 35-A, February 1985). Cur revised model for VA construction is 
illustrated in figure 5.4. 

In the model, the VA construction process is comprised of five phases: 
construction plannmg, construction programming, budget formulation, 
budget execution, and audit/evaluation. Information produced in each 
phase serves to link and fill the gaps between the other phases of the 
process. Each phase is an essential building block m a sound medical 
construction process designed to develop medical facility priorities and 
to ensure that adequate resources (information and funding) are gener- 
ated for the purposes of construction planning/ programming, 
budgeting, budget execution, and audit/ evaluation. 

It is important that the phases of the process link, as in the following 
examples: 

. MEDPP should link to construction planning because 

(1) it is the most important link in the construction process since the 
medical program sets goals and directions for construction projects and 

(2) linkage is needed to transmit to the construction program informa- 
tion on the goals, objectives, and services of the medical program, the 
relative priority of those medical services, and any construction that the 
medical program needs to provide those services. 

l Construction plannmg should link to construction programming because 

(1) linkage provides mitial financial resources for construction project 
planning; 

(2) it ensures that VA can achieve its medical program goals by sup 
porting construction program priorities; and 

(3) it shifts the focus from the overall strategic plan of medical and con- 
struction programs to the level of individual project plans. 

l Construction programmin g should link to budget formulation because it 

(1) ensures that construction priorities are used as a basis for placing 
projects in the budget; 

(2) supports the development of individual projects; 

Page 133 GAO/AFMD-S7 VA Fhusncial Managemen 



chapter 5 
Ibiqior C4mstnwtion 

(3) facilitates the transfer of planning information that is accumulated 
in the constructron planning and programming phases to the planners in 
charge of a specific project. Planning information to be transferred 
includes the need the project must fill, the inventory of existing physical 
structures at the medical center, planning criteria guidance, and func- 
tional areas (for example, parking areas, kitchen, laundry) to be 
included; and 

(4) provides the informational basis for initial budget estimates in 
budget formulation. 

. Budget formulation should link to budget execution because it 

(1) provides final funding for individual projects; 

(2) ensures that funds are spent for projects that were selected during 
the budget formulation process; and 

(3) ensures that projects selected for inclusion in the budget actually are 
developed during the budget execution process. 

. Audit/evaluation should link to construction planning, programming, 
budget formulation, and budget execution phases because it 

(1) allows management to compare past performance data to current 
and planned performance data in the course of planning, programming, 
and budgeting and 

(2) permits management to assess its effectiveness in achieving intended 
objectives of its policies, organizations, programs, projects, and activi- 
ties. This assessment should be used as a basis for future planning, pro- 
gramming, and budgeting decisions, particularly in setting more 
realistic, achievable, and output-oriented expectations for policies and 
programs. 
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Figure 5.4: A Model VA Construction Process 

1 
Construction Planning 

MEDIPP produces 8 natlonally ranked MI of DMIS prepares a ~tionaHy ranked set of 
medical care priorMe and a tanked set of construction ptiodtfes baaed upon a 
construction needs for each priority cotnpnhenrlve inventory of the physical 

4 

condltlon of each VA faclllty 

+ 
National construction strategy evaluates and selects methods lor determlnlng what 
construction projects can best meet veterans pnorltlzed medIcal needs Considers facllltles 
needed fmanclal resources required and period in which facllttles must be built Sets 
crlterla for developing priorltlzation methodology and data base to support ConstructlOn 

4 
Methodology melds two lists Into single prlorltlzed lkt of constructlon protects using 
weighted factors 

+ 

List of priorltlzed major construction projects prepared needs assessment 

4 
Needs assessment sent to OMB for approval then to Congress 

Note Model shows the typlcal progresslon of the constructlon process from phase to phase and 
actlvlty to actlvlty wtthln each phase It should be recognized that some activltles may occur wlthin the 
same or different phases smultaneously 
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In the model, the focus of decisionmaking narrows as the construction 
process proceeds from initially identifying construction needs through 
prioritizing, designing, and constructing specific projects. At each stage 
of the process, the data needed become more detailed and precise, and 
the participants change. MEDIPP planners are responsible, for example, 
for identifying projects that serve DML&S goals and objectives. But, 
architects and engineers in the Office of Construction are primarily 
responsible for developing the detailed architectural solutions to these 
needs, using reliable clinical and staffing data supplied by DMM. One of 
the primary problems in VA’S construction process, as identified by Booz, 
Allen & Hamilton, is the absence of clearly delineated responsibilities 
and accountability for specific aspects of the construction process. 

Construction Planning 
Phase 

Two ranked lists of needs form the basis of the construction planning 
phase. As shown m the MEDIPP model in chapter 4, MEDIPP, by estab- 
lishing the goals and objectives of the medical program, should deter- 
mine (1) the medical services to be provided, (2) the priority of these 
services, (3) the deficiencies between current medical services provided 
and projected medical services to be provided, and thus (4) a ranked list 
of construction projects needed to provide the medical services identi- 
fied. As already discussed, MEDIPP does not currently do this well. 

The deficiencies identified by MEDIPP are primarily clinical, such as an 
insufficient number of surgical suites or inadequate space and equip- 
ment for the current and projected radiology workload. A second con- 
struction list focuses on deficiencies in the physical condition of VA’S 
medical care facilities. Each medical center is required to delineate pro- 
posed and planned projects that will correct all existing and projected 
nonmedical, physical plant deficiencies at its facility. This list must also 
reflect the goals established by MEDTPP. The Facility Planning Service in 
DMB~S, with the assrstance of the Office of Construction, then merges the 
two hsts of projects-clinical needs and physical plant deficiencies- 
mto a single prioritized list of projects. This list is published as the F& 
Year Medical Facility Construction Needs Assessment. It contains a list 
of the 10 medical centers most in need of construction, more popularly 
known as the “list of ten.” 

If a project is based primarily on medical care needs rather than on defi- 
ciencies in physical plant, it may be necessary to conduct a site study to 
determine the ability of current facilities (for example, boiler, laundry, 
kitchen, electrical system) to support planned workload increases or 
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Data Needed 

changes in the type of medical services offered (for example, the addi- 
tion of a radiology clinic for cancer treatment). Since VA does not have 
an up-to-date, comprehensive inventory of the physical condition of its 
facilities, the development of conceptual designs may be delayed while 
the data are obtained. 

During this phase, planners should begin to refine the scope of proposed 
projects. Relying upon its data base planning information and the refine- 
ments to proposed projects, VA should be able to more precisely deter- 
mine the scope of work that will be required to meet medical program 
construction needs. Projects should be designed to provide specific types 
of medical care services for veterans, as identified and prioritized m 
MEDIPP. The range of medical services that a project is designed to pro- 
vide is itself a function of the types of illnesses for which VA expects 
veterans to request care in the future. Designing facilities to provide this 
care requires reliable, accurate data on the current clinical resources 
used to provide sinular care today, which are then adjusted for any 
changes in patterns of care expected by the time the facility is complete. 
These data can be used, in turn, to refine and update staff and space 
standards used in developing conceptual alternatives for specific con- 
struction projects. 

A data base comprised of various VA planning information is needed to 
determine the scope of work that will be required to meet a medical pro- 
gram’s constructron needs. It is also vital to the construction program’s 
ability to determine a plan for meeting such needs because many plan- 
ning factors are dependent upon the scope of work to be done. Planning 
information in the data base should include 

a clinical inventory of the medical services available at each VA medical 
care facility and the equipment, workload, and staff currently used to 
provide those services; 
the medical services actually provided at each medical center together 
with workload and staffing data for the current and planning per-rods; 
the capacity and condition of current plant systems; 
the available space at each medical center for new construction; 
a list of projects already planned for each medical center; 
the geographic location of the eligible veteran population by major eligi- 
bility category; 
the design requirements for each type of facility (for example, nursing 
home, domiciliary, outpatient cliruc); 
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l planning standards (for example, workload and staffing projections, 
space planning criteria); and 

. quality control standards for project scope, space program, and data 
package. 

Some of these data are the same as those needed by MEDIPP planners, 
including clinical inventories, the geographic location of the eligible vet 
eran population, and a list of projects already planned for each facility. 
The rest are essentially unique to the construction process. 

Construction planning data should meet the following criteria: 

l be timely and available to meet established milestones in the process, 
. be consistent and reliable over time, 
l be comparable between facilities and among sources, 
. be accurate and reliable, and 
. be readily accessible to users in a form useful for the purposes for whit 

the data are designed. 

Availability of Data VA does not have all of the data it needs for construction planning. It haz 
developed a basic inventory of the clinical services offered in each of it.z 
facilities for use in medical care planning. However, it does not have a 
comprehensive inventory of the equipment and facilities used to provide 
these services. VA has also begun a comprehensive assessment of the 
physical condition of its oldest medical care facilities-those most likely 
to require construction to remedy current physical plant and equipment 
deficiencies. It does have a list of projects already planned for each med 
ical center in its facility plans. But, VA does not have a complete and up 
to-date assessment of the space available at each medical facility for 
construction. 

Reliable clinical workload and staffing data are also not available, 
although VA has completed new staffing standards for use in medical 
care planning. However, VA has no reliable means of assessing the 
clinical workload associated with any specific change in the types or 
levels of medical services offered. This is because VA does not capture 
clinical or staff workload data on a per patient or per illness basis. 

In chapter 4, we discussed deficiencies in current eligibility data avail- 
able to VA medical care planners- primarily the lack of complete data 
on the total number of veterans eligible for VA medical care, or on their 
distribution by eligibility category. 
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VA has no complete set of up-to-date design, staffing, space, and work- 
load standards and criteria for use in construction project design. Stan- 
dards are not updated on a regular cycle, and some hospital functions do 
not have definitions of standards. Booz, Allen & Hamilton found that 
space planning criteria are considered out-of-date for pathology, oph- 
thalmology, and pharmacy, as well as for several other medical services. 
It also noted that space planning criteria are nonexistent for data 
processing, adult day-care centers, hypertension, and risk factor clinics. 

VA has been able to reach substantial agreement among VA construction 
participants on a prototype nursing home design-in four basic configu- 
rations, of one or two stories, and with 60,120, or 240 beds-with many 
standard design and space features. However, resistance still exists to 
the design by medical center directors and other DM&S field staff, 
reflecting the general perception that each medical center is unique and 
thus requires a unique design. 

Finally, VA does not have a consistent set of quality control standards 
for determining a project’s scope and preparing a project’s data package. 
Indeed, VA has no formal guidelines for preparing the data packages con- 
taining the clinical workload and staffing data that are used to develop 
conceptual design alternatives for specific projects. 

All of these data problems are highlighted not only in the Booz, Allen & 
Hamilton study, but also in an internal study of the construction process 
conducted by the Office of Construction. Our interviews, as well, indi- 
cated that there is little agreement between DMM and the Office of Con- 
struction, or within DMB~S, concerning the appropriate standards, design 
principles, and other criteria that should be used in designing VA medical 
care facilities. The lack of a clear process to make decisions or to revise 
standards and criteria, combined with a decision-making process that 
virtually requires consensus by all parties concerned at each stage of the 
construction process, adds to the time it takes to turn an identified con- 
struction need into a completed project. 

Setting Priorities for Projects The last activity in the construction planning phase is to meld the 
mmp-identified and medical center-identified needs lists into a single, 
prioritized list of individual projects that will meet the medical program 
construction needs. The national construction strategy should guide the 
preparation of this list, since it should identify the criteria to be used in 
the prioritization methodology. A priority should be assigned to each 
project based upon the medical program priorities that the project 
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serves. Finally, all construction projects must be prioritized against eacl 
other because an optimal allocation of scarce resources requrres clear 
priorities that can be used to evaluate allocation decisions. VA plans to 
use its new construction prioritization methodology for this purpose 
beginning with the FY 1987-1991 Five Year Medical Facility Construc- 
tion Needs Assessment, due to the Congress at the end of June 1986. 

However, construction needs are not driven by clinical deficiencies 
alone. Indeed, physical deficiencies in current facilities-such as elec- 
trical, fire, and safety- can be detrimental to both the quality and effi- 
ciency of medical care delivery. We therefore believe that projects basec 
on such factors should be an integral part of an effective national con- 
struction strategy for meeting VA’S medical care needs. But, construction 
projects based on these deficiencies should be considered m light of the 
priority of the medical care services the facility provides. 

Methodology for Setting Prrorities Concerned that present decisions regarding allocations of medical 
facility construction dollars represent not only very large expenditures 
in the near term but also have a marked influence on VA’S capacity to 
provide care over the next 20 to 30 years, the Senate Appropriations 
Committee, in June 1984, directed VA to develop a formal, quantifiable, 
and objective methodology for prioritizing major construction projects. 
The Committee believes that evaluating the implications of the way VA 
plans, justifies, and sets priorities for medical construction projects is 
fundamental to understanding both how VA forecasts the future medical 
care needs of veterans and plans construction projects to meet those 
needs, particularly for veterans with service-connected disabilities. 

In June 1985, VA issued a report entitled, A Methodology for Prioritizing 
@or Construction Proiects in the Veterans Administration. The report 
describes the system VA will use to objectively rank construction projects 
in a single priority list. The FY 1987-1991 Five Year Medical Facility 
Construction Needs Assessment will be the first construction plan that 
fully reflects the results of the methodology. Representatives from sev- 
eral VA offices (DM&S, the Office of Construction, the Office of Budget 
and Finance, and the Office of Planning and Program Evaluation) com- 
prised the interdisciplinary team that developed the methodology. 

DM&S will use the prioritization methodology as a primary management 
tool in determirung the relative importance of individual major construc- 
tion projects and in establishing priorities. It was not designed for use in 
the initial justification of the need, size, or function of projects. VA 
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believes that these questions should be determined through the appro- 
priate processes of policy development, program planning, and architec- 
tural/engmeenng design. 

VA plans to apply this procedure at two different stages of the construc- 
tion process. The first time it will be used 1s when a project is initially 
identified m a medical center’s S-year facility plan. Although the meth- 
odology uses fairly refined and well-developed data, which are generally 
not available at this stage of the construction process, VA believes that 
the methodology should be used at this stage in order to objectively 
assess a project’s relative unportance against all other projects. The pri- 
orrtization of projects scheduled for the “outyears” (that is, the period 
beyond a 5-year plan) may change if, for example, the project’s scope or 
the facility’s misslon undergoes a major change. In such cases, the pro- 
ject will be re-pnoritized, using the prioritization methodology. The 
second stage at which the methodology will be used to rank projects is 
during the Advance Planning Fund process at the time when a concep- 
tual alternative is selected. At this point, the data needed for use by the 
methodology are avarlable because of existing data systems. 

VA believes the new methodology for setting priorities will result in for- 
malized procedures that wrll assure accountability, accuracy, reliability, 
and the application of necessary program and technical knowledge in 
the process. DM&S will annually review the methodology and update it as 
necessary to reflect changes in program or policy, modifications in the 
planning process, and the availability of new criteria or data. The seven 
key features the methodology was designed to provide are: 

(1) consistency with established program and construction policy, as 
found in authorizing statutes, legislative history, and agency guidance; 

(2) responsiveness to changes in statute and policy, with a provision for 
an annual formal review and adjustment of priority factors to reflect 
new legislation, program requirements, or policy directions; 

(3) capacity for refinement as new data, additional criteria, or improvec 
project scormg procedures are developed; 

(4) potential for adaptation and application to additional lists of con- 
struction projects, in order to further support systematic facility, bud- 
getary, and program planning; 
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(5) attention to the important considerations in facility planning 
including policy emphases, a balance in the importance given to the var- 
ious kinds of facilities that are essential in a comprehensive medical care 
system, and the relative facility deficiencies and program requirements; 

(6) explicit criteria systematically and objectively applied, which will be 
clear to those who have a responsibility or an interest in reviewing VA 
construction programs; and 

(7) ease of understanding, with simple, straightforward mathematical 
procedures applied in order to facilitate explanation, application, direc- 
tion, and future improvement of the methodology. 

The new methodology divides construction projects into 18 categories 
(for example, nursing home, clinical improvement, seismic). Within each 
category, the methodology is presented in five sections: 

(1) category description -definition of the construction category; 

(2) criteria descriptions- list of criteria followed for a particular con- 
struction category together with definitions; 

(3) criteria weights-the relative importance of the criteria within each 
category; 

(4) data sources- the data sources that wilI be used to gather the infor- 
mation needed to score the project against the criteria; and 

(5) scoring-the actual application of questions used to determine the 
degree of deficiency being corrected by the project for each of the 
category-specific criteria. 

The methodology has two principal stages whereby panels of experts 
meet to determine the relative importance of specific criteria within and 
among project types. In the first stage, each project is evaluated and 
scored according to criteria pertinent to the type of project (for example, 
clinical improvement, domiciliary program, fire and safety). The criteria 
address items such as workload, functionality, physical deficiency, 
unmet medical care needs in each medical district, and other factors spe- 
cific to each category. In many instances, the criteria rely upon data and 
judgments gathered from other ongoing processes such as MEDIPP, 
reviews by the Joint Commission on Accreditation of Hospitals, system- 
atic external review process reports, fire/safety equivalency evaluation 

Page 142 GAO/AFMDBs? W F’inandd Management 



Chapter 5 
Major Comstnwdon 

surveys, and other studies done on a regular basis. A panel of raters, 
selected from individuals in DM&S and the Office of Construction who are 
most familiar with the specific medical center and project, scores and 
evaluates each project. The end result of stage one is a rank ordering of 
projects wrthin each major construction category.l2 

Stage two involves integrating projects from all the 18 major construc- 
tion categories into a single list. The first step in this stage requires that 
each construction project score be standardized on a lo-point scale. This 
is accomplished by dividing the sum of the criteria weights for each cat- 
egory into the sum of the weighted scores for each project in the cat+ 
gory. In step two, each project’s standardized score is then multiplied by 
a program emphasis weighting factor that reflects construction and pro- 
gram policies. For example, a nursing home care project is given a pro- 
grammatic emphasis weight of 90, while a domiciliary is assigned a 
weight of 40. The result is a final score for a project that determines its 
standing in the priority list. The last step in this stage is to rank order all 
projects according to their final score from highest to lowest. The end 
result of stage 2 is a priority list that reflects objective measures of 
facility deficiency or program need, as well as current policy 
considerations. 

VA believes that the resultant priority list addresses two levels of impor- 
tance. First, projects are ranked within their respective categories based 
upon the number and degree of deficiencies or needs addressed by each 
project as compared with similar projects. And secondly, DIMS policy 
considerations are factored into the prioritization process by weighting 
programmatic areas. Table 5.1 lists the methodology’s programmatic 
groups, construction project categories, and programmatic emphasis 
weights. Tables 5.2 and 5.3 and their accompanying discussion present 
an example of the methodology for a clinical improvement project, 

lzAppendur VII IS an excerpt from VA’s pnontuation methodology that describes the cntena, 
weghts, and scormg procedure for a chcal improvement pm under stage 1 
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Table 5.1: Relationships Among 
Programmatic Groups, Construction 
Project Categories, and Programmatic 
Emphasis Weights 

Programmatic group 
Hospttal replacement/ 
moderntzatlon 
Extended care 

Ambulatory 

Inpatient hospital 

Nonclmical support 

Safety/physical plant 

Research/education 

Construction project category 
Replacement/modernlzatlona 
Newa 

Nursmg home care 
Domtclllarv 

Outpatlent improvement 

Clinical Improvement 
Patient environment 

Administration 
Dietetics 
Laundry 
Parktng 
Warehouse 

;I,;: safety 

Electrical 
tii;;;g, vent, and arr conditioning 

Research 
Education 

Programmatic 
emphasis 

weight 
(percent 

increase) 
85 
75 

it 

90 

;fi 

50 

E 
65 
60 

El 
75 

5: 

z: 

aAeplacement/modernlzatlon and new are considered as one project category rn the pnontlzation meth- 
odology 

Prioritization Methodology In stage one, each proJect in the clirucal unprovement construction cate- 

for a Clinical Improvement gory is evaluated and scored. 

Project 
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Table 5.2: Initial Project Ranking 

Criteria 

Weight X Score = Wei hted 
B core 

Project A 
A) Professional dellverv caoabllltv 38 70 266 
B) Workload 94 90 848 
C) Functionality 80 40 32C 

D) Physical deficiency 96 87 835 
Total 30.6 226.7 

Project B 
Al Professional deliverv CaDabliltV 38 30 11 c 

II I 

B) Workload 94 83 78C 
C) Functionality 80 49 39 ; 
D) Physical defmency 96 74 71 c 
Total 30.6 199.t 

In stage two, proJects from all major construction categories are inte- 
grated into a single list, as follows: 

. Step one: 
Standardize scores within each proJect category: 
weighted score 226.7 = - = 7.36 standardized score for 
critena weights 30.8 Project A 

weighted score 199.6 z-c 6.48 standardized score for 
critena weights - 30.8 - Project B 

l Step two: 
Apply programmatic emphasis weights: 
standard score X programmatic emphasis weight 

7.36 X 1.85 

6.48 X 1.85 

= final score 

13.62 
= Project A 

11.99 
= Project B 
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l stepthree: 
List projects from highest to lowest score. 

Tablo 5.3: Final Project Ranking 
Project rank Project 
1 N 

2 H 

3 S 

4 A 

5 B 

Construction category Final score 
Fire/safety 1634 

Replacement/modernlzatlon 1525 

Nurstng home care 1382 

Clinical Improvement 1362 

Clinical ImDrovement 1199 

Source Example used IS found In VA’s report entitled, A Methodology for PnontlzlngMa]or Construction 
beets In the Veterans Admwstratlon, June 1985 

Construction Programming This phase should begin with the listing of approved, prioritized 

Phase projects, and end with the selection of a conceptual design for a specific 
project. Projects should be chosen for initial funding from the prioritized 
list of construction projects. This funding allows VA to explore various 
corrective strategies, propose alternative conceptual approaches, and 
enhance decisionmaking for the development of future construction 
projects. 

The projects chosen for funding should be those at the top of the priori- 
tized list of approved construction projects. By definition, these projects 
are expected to make the greatest contributions to achieving VA'S pri- 
ority medical care needs. Two or more conceptual alternative designs 
are then developed to identify the best design solution for the medical 
needs the project is designed to serve. Cost estimates should be devel- 
oped for each alternative. Finally, one design is chosen as the basis for 
developing detailed working drawings to be used for preparing project 
construction budget estimates, contract bidding, and actual construction. 

Project planners should ensure that all “domino effects” on services 
resulting from a proposed project are mcluded in the scope of the 
project. For example, a larger latchen or laundry may be needed if a 
nursing home 1s added to a hospital. Medical centers should provide 
information about unique plant characteristics or medical services that 
the planners should consider in developing plans for the new project. 
Examples include an unusual siting of the present hospital or a need for 
additional elevators for vertical growth but no location for them. 

Page 146 GAO/AFlKDW? VA Financial Management 



Chapter 5 
Mqjor Construction 

Projects should be selected for final funding based upon a strategy that 
assures an optimal mix of projects (replacement/modernization, outpa- 
tient climes, safety deficiencies, etc.) and reflects their relative priority. 
The budget for each project should be separately scrutinized to ensure 
that it meets the programmatic or functional deficiency at the least cost. 
Project selection should continue down the priority list as far as VA 
expects it will receive funding, based upon the budgetary ceiling 
received from OMB.‘~ 

Current Weaknesses In 1985, VA did not apply its prioritization methodology until the data 
packages used for developing conceptual project designs had been 
largely completed. VA does plan, however, to use the methodology to pri- 
oritize projects for the annual Five Year Construction Needs Assess- 
ment. A major reason for waiting until the data packages are complete 
to prioritize projects is that initial project justifications are often general 
and rather vague. Developing data packages requires providing more 
detailed workload and staffing estimates than are given in the initial 
project justification. The prioritization methodology relies on this data 
in part to rank projects. VA recognizes that the data upon which the 
methodology relies need to be improved. To be truly effective, the meth- 
odology must be guided by the results of an effective health care plan- 
ning process that establishes clear medical care priorities and by a 
national construction strategy designed to turn these medical care needs 
mto cost-effective construction projects, as necessary. 

As discussed next, lack of clear guidance and a methodology for devel- 
oping the data packages, whose information is used in the prioritization 
methodology, are major contributors to delay in preparing these pack- 
ages. According to an Office of Construction study, data package devel- 
opment adds from 8 to 17 months to the construction process. 

Data Needed The data needed XI construction progr amming include much of the same 
data needed for construction planning, but the focus is now on fewer 
projects and the level of analysis is more detailed. The data needed 
include 

(1) reliable, detailed estimates of the clinical workload-for example, 
number of outpatient visits, surgical cases-to be provided by the 

13Wiule OMB IS rewem VA’s budget, It prowdes VA gudance on the future spendu@ levels that it 
will accept 
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Availability of Data 

planned project, and the staff and equipment necessary to support that 
workload; 

(2) reliable, up-to-date workload and staffing guidance and standards to 
be used in preparing those estimates; 

(3) reliable, up-to-date space and functional design standards for use in 
developing cost-effective design alternatives for a facility to support the 
planned workload; 

(4) capacity and condition of current plant systems; 

(6) avarlable construction space at the medical center where the project 
is to be built; and 

(6) a list of projects already approved for the facility, if any, and their 
functional relationship to the current project. 

We and Booz, Allen & Hamilton both found that VA did not have the data 
needed to adequately support construction programming activities. 
Rooz, Allen & Hamilton noted a lack of reliable, up-to-date space and 
functional design standards. We could find no clear, written guidelines 
for developing the data packages containing workload, equipment, and 
staffing estimates used for conceptual design. Also, the data used for 
preparing these estimates are not reliable, because they are largely 
denved from the same data bases-m, FVF, PAID, and RCS lo-ilri-used 
for MEDIPP, budgeting, and hospital management. The weaknesses of 
these data are discussed in chapter 2. Reliable per patient and per illness 
clinical data would greatly improve the accuracy of the clinical work- 
load and staffing data provided in the data packages, and would cer- 
tainly decrease the time and effort necessary to produce such data. 

DM&S is responsible for preparing the data packages used for developing 
conceptual design alternatives. These packages contain such estimates 
as number of outpatient visits by clinic, number of radiology visits or 
treatments, estimated average number of patients for each bed section 
in a hospital, plus estimates of the type and number of staff necessary 
to support each type of visit, bed section, or service. 

Because there are neither clear guidelines for developing the data pack- 
ages nor reliable data on which to base the estimates contained in the 
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packages, considerable time is spent in debating the accuracy, useful- 
ness, and appropriateness of the estimates provided by facility staff. 
Any questions about these estimates that the Office of Construction may 
have must be funneled through the DM&S Central Office to the facility, 
and then back through the DM&S Central Office to the Office of Construc- 
tion. The inability of Office of Construction personnel to routinely 
interact with facility staff m developing data packages produces delays 
and a certain degree of distrust on both sides. 

VA has developed staffing guidelines for management use. We did not 
review the methodology used in developing those guidelines, and we do 
not express an opmion on their potential for financial management use. 
If reliably and routinely updated, they could provide a useful source of 
data for all phases of financial management, including construction 
planning and programming. 

In addition, the lack of current space and functional design standards 
for specific ty-pes of projects encourages customized design solutions, 
rather than adapting design standards to the specific design problems at 
hand. This also creates delay, as appropriate standards and design 
options are debated and consensus reached. 

The lack of functional and space standards which are useful has 
resulted in, for example, designs which located a patient waiting room 
directly between the surgical suite and the surgical intensive care unit. 
Surgical patients must be wheeled through this area on the way to their 
rooms. Another hospital was plagued with numerous design errors, 
which included the nonfunctionality of the surgical intensive care unit, 
the medical intensive care unit, and the operating room suite; insuffi- 
cient outlets and handwashing facilities in ambulatory care; an inade- 
quate electrical system; and a faulty fire alarm and sprinkler system. As 
a result of all these factors-the lack of clear guidance and reliable 
information for developing the workload and staff estimates in the data 
packages and the lack of current, useful space and functional design 
standards-it can be difficult to judge whether any particular design 
concept eventually chosen is necessarily the most appropriate and cost- 
effective for the needs it was designed to meet.14 

14The uhhty of des@n standards based on actual workload IS Illustrated by our recent report on how 
VA plans for the number of operatmg rooms needed m each hospital Currently, VA assumes that 1 
operatmg room urlll support 28 surg~al beds and that all wents adrutted to such beds wdl have 
surgery We apphed our own model, based on actual factity workload, to 24 constrution prOJed.3 and 
detemuned that VA IS buldmg or plzmrung to buld 29 unnecessaq operatmg rooms as part of these 
24 proJects 8ee VA Health Care Too Many Opee Rooms Bemg Planned and Bult (GAO/HRtX%- 
78, Apnl1986) 
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Budget Formulation Phase Our own audit work does not extend beyond the construction program- 
ming phase. However, we agree with the construction model developed 
by Booz, Allen & Hamilton for the remainder of the process. It substan- 
tially supports the criteria for sound financial management outlined in 
appendix I. 

Once a construction design concept is selected, detailed working draw- 
ings are developed. Prior data from the cost of similar projects can be 
used to develop budget estimates for the project. Once construction 
funding has been approved by the Congress, contract bids can be solic- 
ited and a contract awarded. 

Budget Execution Phase Once funding is received and a contract is awarded, actual costs should 
be tracked to budgeted costs on a project-by-project basis. A critical 
path method network is prepared and used to monitor contractor per- 
formance. Standards should be used to monitor construction quality and 
timeliness. Variances should be analyzed and, if necessary, corrective 
action taken. Further, this assessment should be used as an input to 
future planning, progr amming, and budgeting decisions. Significant 
project cost overruns and underruns should be reviewed to determine 
the reliability of cost estimating techniques. 

Audit/Evaluation Phase Actual performance should be compared to planned performance m 
order to identify variances. Analysis of such variances should be used 
as input to future planning, programming, and budgeting activities, and 
for updating design, staffing, and workload standards and criteria. 
During this phase, management should be able to assess its effectiveness 
in achieving its goals and objectives. 

Comments on Construction Booz, Allen & Hamilton’s overall findings regarding the VA construction 
Budgeting, Execution, and process, including the final three phases, are in appendix II. Basically, it 

Audit/Evaluation Phases found that VA’S primary construction problems were in the plannmg 
phase. The firm defines this phase as including all activities we include 
in construction planning and programming. Despite the problems in con- 
struction planning, Booz, Allen & Hamilton concluded that, on the 
whole, VA constructed high quality health care facilities that were com- 
pleted within established cost targets. 

Booz, Allen & Hamilton did not assess whether the facilities constructed 
could have been more effectively and quickly designed and built at 
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lower cost if VA implemented its recommendations. Thus, the study was 
not able to say if the facilities constructed were necessarily the most 
cost-effective or appropriate designs for the purposes each facility was 
designed to serve. 

Conclusions Both our work and that of Booz, Allen & Ham&on found problems II-I the 
construction process. We found that the lack of effective integration 
between medical care planning and construction planning is perhaps the 
most serious deficiency in the construction process. This is due largely 
to weaknesses in VA'S health care planning process-MEnrPP. MEDIPP does 
not produce a national medical care strategy with clearly defined med- 
ical care priorities for use in construction planmng and prioritization. 
This, in turn, affects VA'S ability to develop a national construction 
strategy based on such needs. 

Clearly, the constructron process weaknesses we and Booz, Allen & 
Hamilton have identified cannot be remedied by focusing on the con- 
struction process alone. MEDIPP must also be improved. VA recognizes that 
the process needs improvement, concurs with the major findings and 
conclusions of the Booz, Allen & Hamilton study, and is examming ways 
of implementmg some of the recommendations in that study. 

However, there are a number of problems in the construction process 
that do not flow from MEDPP. Among these is the lack of an adequate 
data base to support the construction process. The most serious prob- 
lems for construction planning involve the lack of (1) a clear national 
construction strategy for meeting medical program construction needs; 
(2) reliable workload and staffing projections; (3) an upto-date inven- 
tory of clinical programs and the facilities and equipment that support 
those programs; (4) clear, regularly updated criteria on function, staff, 
space, and design standards; and (5) clearly defined roles and responsi- 
bilities and a single pomt of accountability. All of these contribute to 
such charactenstic features of the VA construction planning and pro- 
gramming phases as excessively customized design and prolonged 
debate and efforts to reach consensus on the workload, staffing, space, 
and functional design data used. Singly and in combination, these fea- 
tures lead to delays in construction planning and design that can and 
should be reduced. 

The weaknesses in the VA construction process are serious, and critically 
affect VA'S ability to effectively plan, design, and construct appropriate, 
quality, cost-effective medical care facilities to meet the future medical 
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care needs of veterans. An effective and efficient construction process it 
essential to VA if it is to meet the challenge of providing for the medical 
care needs of the nation’s veterans-especially the rapidly increasing 
numbers of elderly veterans- m a time of limited budgetary growth. 

As a first step to improve the construction process, the former Adminis- 
trator of VA proposed implementing one of the Booz, Allen & Hamilton 
recommendations by merging the Office of Construction into DMB~S. 
(Under 38 USC. section 210(b), the Administrator must obtain a waiver 
from the Congress to implement tlus change without going through the 
budget process as is required.) Under such a merger, responsibility and 
accountability for the construction process would rest with VA'S Chief 
Medical Director. 

Congressional staff voiced concern that this move would eliminate the 
check on DM&S that the Office of Construction has historically played in 
the construction process. Therefore, the former Administrator had also 
proposed establishing a Construction Analysis function in the new 
Office of the Associate Deputy Administrator for Management to pro- 
vide independent oversight of the overall construction program. The 
Administrator’s proposed action would have been only the first step. It 
did not address such other important problems as the lack of regularly 
updated design, space, and functional standards, or the lack of clear, 
national medical care priorities to guide construction planning and 
prioritization. 

In June 1986, the new Administrator circulated a draft proposal that 
would alter his predecessor’s proposal by creating a new Office of Facili- 
ties under the Deputy Administrator for Logistics that would be respon- 
sible for all VA construction planning, prioritization, design, and 
construction. The new Administrator offered two major reasons for this 
change. First, since VA'S construction process served all VA functions, not 
Just medical care, he thought that responsibility and accountability for 
the entire construction process would be more appropriately lodged in 
an independent office directly answerable to the Administrator through 
the Associate Deputy Administrator for Logistics. Second, the primary 
mission of DM&S is the delivery of quality medical care to the nation’s 
veterans, and “to potentially diminish” DM&S' ability to perform this mis- 
sion by adding construction to its responsibilities would not be desirable. 

Under the new draft proposal, DM&S would be responsible for developing 
a MEDIPP plan with clearly identified medical priorities, but the new 
Office of Facilities would be responsible for developing a construction 
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strategy and prioritizing projects to meet those needs. The new office 
would also have responsibility for developing VA'S E&year facility needs 
assessment, though DM&S would have review and concurrence authority. 
The plan would take effect October 1,1986, with the beginning of fiscal 
year 1987, but most affected employees would be detailed to the new 
office on a transltlon basis as of June 30, 1986. 

In summary, the major strengths of VA'S construction planning and pro- 
gramming phases primarily consist of steps VA has taken to improve the 
process dunng the past 2 years. These include 

(1) a new methodology for prioritizmg construction projects that uses a 
set of weighted, objective factors based on available data (completed 
June 1985); 

(2) the use of realistic budget ceilings in the 1985 MEDPP plans that can 
be used to develop a more realistic set of clinically based construction 
projects in MExxPP; 

(3) the first steps toward a survey of medical centers to determine the 
current status, adequacy, and total deficiencies in the physical plant (to 
date, funds have been received to conduct the survey and 18 architec- 
tural/engineering firms were awarded contracts to undertake the work); 
and 

(4) a debate on ways of implementing some of the Booz, Allen & Ham- 
ilton study recommendations for improvmg the construction process. 

Among the current weaknesses we identified are 

(1) the lack of a national health care strategy with clearly identified 
medical care priorities for use in constructron planning and 
prioritization; 

(2) the lack of a clear, national construction strategy for meeting med- 
ical program construction needs; 

(3) the lack of an adequate data base to support the construction 
process; 

(4) unreliable clinical workload and staffing data that affect the useful- 
ness of the new pnoritization methodology and the ability of VA medical 
centers to prepare useful clinical workload and staffing data (the “data 
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packages”) on which to base conceptual design alternatives for specific 
medical care projects; and 

(5) the lack of clearly defined roles and responsibilities for major par- 
trcipants as well as the lack of a clearly identified single point of 
accountability for decisionmaking. 

Recommendations We believe a comprehensive strategy is needed to correct the weak- 
nesses in the VA constructron process. Therefore, we recommend that the 
Administrator of VA develop a phased strategy, with clear, enforced 
milestones, for overhauling VA'S construction process. This strategy 
should include actions that would 

(1) require that MEDIPP produce a national medical care strategy, with 
clearly defined medical care priorities, and the construction projects to 
support those priorities; 

(2) establish a comprehensive set of design standards for each major 
type of VA medical care facility (for example, nursing homes, outpatient 
clinics, domiciliary facilities, and primary, secondary, and tertiary hos- 
pitals) for use in the construction process; 

(3) establish a comprehensive set of workload, staffing, and space 
design standards for each major function in a VA medical care facility 
(for example, patient room, surgical suite, and kitchen area) for use in 
the construction process; 

(4) establish clear milestones for the planning, design, and construction 
of each major type of facility; and 

(5) clearly define the roles and responsibilities of major participants and 
assign primary responsibihty and accountability to one office for both 
the timeliness and results of each major step of the process. 

The implementation of a comprehensive strategy for improving VA'S con- 
struction process would provide VA with both a construction process and 
supporting data that could ensure that both the nation’s veterans and 
other taxpayers are receiving full value for every dollar spent on VA 
health care constructron. 
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Central Offices of the Depaxtments of Veterans 
Benefits and Memorial Affairs 

As noted in chapter 1, we present limited information on financial man- 
agement at the VA Departments of Veterans Benefits and Memorial 
Affairs because the Senate Committee on Veterans’ Affairs requested 
that we concentrate our review on the DMAV.S and major construction. In 
addition, budgeting for these departments is largely a matter of deter- 
mining eligibility and providing the benefits or services which are man- 
dated by law. The costs, therefore, are relatively uncontrollable. 

We found that both departments have structured planning and program- 
ming processes and that they produce annual program performance and 
financial plans with monthly variance reports in their budget execution 
cycles. Financial and program performance reviews are made to assess 
variance from plans, and the information from these reviews and from 
audit and evaluation reports is used in future program/planning and 
budgeting cycles. Weaknesses, such as incomplete eligibility files in the 
BIRLS subsystem and internal control weaknesses in the Compensation 
and Pension System, were noted. In addition, we found that Veterans 
Benefits does not record an accrual for estimated future benefit pay- 
ments to personnel currently serving in the military. However, major ini- 
tiatives are underway to improve the information the departments use 
for financial management. 

In this chapter, a brief overview of the mission of each department is 
presented, followed by our financial management criteria tailored to 
each. We assess the ability of the departments to meet the criteria in 
their current operations, and we describe their efforts for improvement. 
Flowcharts and descriptions of financial management in the depart- 
ments are in volume 2 of this report. 

Missions of the The Department of Veterans Benefits is responsible for providing direct 

Departments of 
benefits and services (except medical) authorized by law to veterans 
and their dependents. Benefits and services include compensation for 

Veterans Benefits and service-connected disabilities; pensions for aged, needy, and unemploy- 

Memorial Affairs able veterans; vocational rehabilitation assistance; educational and 
training assistance; home buying assistance; life insurance coverage; 
estate protection services for veterans who are legally disabled; and 
information and assistance through personalized contacts. The budget 
authority requested for the Department in 1986 was $10,186,000,000 
for compensation benefits; $3,838,000,000 for pension benefits; and 
$490,889,000 for administrative expenses. The 1986 request provided 
for 12,894 full-time employees to perform such duties as 
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. operating 59 regional offices or medical/regional office centers 
nationwide, 

l conducting 2.3 million personal interviews, 
. servicing 2.7 million compensation and pension claims, and 
. making 1.7 million education assistance awards. 

The Department of Memorial Affairs is the smallest of the three oper- 
ating departments in VA both in terms of budget and employees. The 
Department’s budget authority requested for fiscal year 1986 was 
$44,269,000 for general administration and an average of 1,161 full- 
time employees. In addition to this request, the compensation and pen- 
sion appropriation request included $136,800,000 for procurement of 
headstones/markers, headstone allowance, plot allowance, plus other 
benefits and miscellaneous assistance. The Department is responsible 
for: 

l the interment in any national cemetery with available grave space of the 
remains of eligible deceased service persons and discharged veterans 
(together with their spouses and certain dependents) and for the perma- 
nent maintenance of these graves; 

l the marking of graves of eligible persons in national, private, local, and 
state veterans’ cemeteries; and 

. administering a grant program for aid to states in establishing, 
expanding, or improving state veterans’ cemeteries. 

Criteria for the We believe the financial management systems of the departments should 
Financial Management address the following questions: 

Systems l What types of services are the departments now providing, for whom, 
and at what cost? 

l What are the variances between the planned services (that is, budgeted 
costs of the services) and their actual cost to date? What are the causes 
of the variances? 

. What types of services will the departments be providing in the future 
on a multiyear basis, to whom, and at what estimated cost? 

In order to answer these questions, workload measures of the types and 
quantities of services provided (that is, number of burials, number of 
markers, etc.) are needed. The cost of providing these services and esti- 
mates of the resources required for projected caseloads are also needed. 
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Availability of Data 
Needed 

Although the departments do have data on the types, quantities, and 
costs of services now provided, their data systems have weaknesses. 
Both departments have data from which they project their future work- 
loads, but we found that Veterans Benefits does not calculate and record 
an accrued liability, which includes the estimated benefit payments to 
be made to personnel currently serving in the military. 

Three primary systems maintain data on the types, quantities, and costs 
of current services: BIRIS, CALM, and the Compensation and Pension 
System. BIRLS and CALM have been discussed in previous chapters. The 
Compensation and Pension System computes the benefit payment 
amounts and maintains detailed records on claims and payments made. 

Problems With the Data 
systems 

As mentioned previously in this report, our VA Profile identified the 
overall systems challenge posed by VA'S slow, outdated automated data 
processing systems. These systems are designed around obsolete batch- 
data-entry-and-retrieval and sequential-processing techniques that do 
not produce information quickly. In addition, the previous report identi- 
fied these informational weaknesses which affect the Veterans Benefits 
and Memorial Affairs departments: 

. Eligibility information in VA'S central automated file of individual vet- 
erans sometimes leads to improper initial eligibility determinations for 
veterans, their dependents, and survivors who apply for benefits. 

. Errors in the computation of benefit payments stem from design, opera- 
tion, and internal control weaknesses in the automated Compensation 
and Pension System and in the education benefit payment systems. 

BIRLS maintains automated files for individual veterans. These files 
include information on verified military service for veterans discharged 
since January 1973, indicators for locating VA files with information on 
benefits applied for and received, and current income status. The pri- 
mary problems with BIRIS, as pointed out in the VA Profile, are (1) the 
information in BIRIS is incomplete and (2) the information cannot be 
retrieved quickly enough to assist in eligibility determinations. Veterans 
Benefits regional office staff, in cases where a claimant applies for VA 
benefits for the first time or where the claimant’s hard copy claims 
folder cannot be located, must rely on BIRIS to corroborate the eligibility 
information supplied by the claimant. Since the BIRIS files are incom- 
plete, the regional staff often does not have a readily accessible, reliable, 
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or independent source of corroboration for claimant-supplied informa- 
tion. Thus, many awards for benefits are based on incomplete and inac- 
curate eligibility information, resulting in overpayments. 

After Veterans Benefits regional staff determine eligibility, the informa- 
tion needed to calculate the benefit payment is entered into the appro- 
priate VA compensation or pension system. The Compensation and 
Pension System, which audits the amount of benefit payments and dis- 
burses benefit payments, was installed in the 1950s. It is not docu- 
mented and has undergone many modifications. VA has had problems 
maintaining the system and cannot ascertain the accuracy of the 
system’s computations of benefit payment amounts. In fiscal year 1983, 
VA accounts receivable from benefit overpayments totaled more than 
$876 million. In its December 1985 Federal Managers’ Financial Integ- 
rity Act report, VA recognized that it had serious system and internal 
control problems in its compensation, pension, and education benefit 
payment programs and outlined plans to correct these problems. 

How Variances Are 
Detected 

The departments measure variances between the operating plan obliga- 
tions and the costs as recorded in the CALM system. The varmnces are 
reported through CALM on a monthly basis. The major variances in obli- 
gations and employment are reported monthly in a “Top Management 
Report,” which is distributed to various offices in the Congress and m 
VA. The departments attempt to explain the major variances in this 
report. 

VA requires midyear and end-of-year reviews of operations. VA’S Office of 
Program Planning and Evaluation and Office of Budget and Finance 
issue guidelines for the end-of-year review in October. The review is 
held in November, and its findings are used to adjust current operating 
plans and for guidance in developing the next fiscal year’s budget. 

How the Need for Future 
Services Is Projected 

VA has a structured planning/programming process to establish agency 
goals, evaluate them, and choose means to achieve them and to institute 
5-year budget and program/performance goals. VA’S Office of the Deputy 
Admmistrator issues the “5-year Program/Budget Call” each year, 
which requests an update of VA goals, the formulation of 5-year program 
plans and budget estimates necessary to achieve these goals, and the 
identification of actions planned for the next 5 years. 
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Memorial Affairs projects its caseloads based on death rates and other 
factors. It uses costs by ObJeCt class as collected by the CALM and PAID 
systems as a basis for the dollar projections. The Veterans Benefits Cen- 
tral Office estimates the benefit payments and the staffing requirements 
for the 5-year plans. 

To project the future staffing requirements, the Central Office relies on 
time and motion studies, conducted about every 2 years, to determine 
the average time required to perform each step in servicing a case. 
Based on the expected workload and these average times, the Central 
Office projects its staffing requirements. It estimates the benefit pay- 
ments from a trend analysis of past benefit payments by periods of ser- 
vice, such as World War II or the Vietnam era. It analyzes the average 
cost-per-case and caseload for each period of service for the past several 
years and projects the caseload and average cost-per-case based on this 
historical data. The estimate for benefit payments is then derived from 
the projected caseload and average cost-per-case. Although Veteran 
Benefits estimates benefit payments on a multiyear basis, it does not 
estimate the accrued liability for benefit payments as explained below. 

Accrued Liability Not Recorded Veterans Benefits does not (as of the end of fiscal year 1985) record an 
accrued liability which includes the estimated benefit payments to be 
made to personnel currently serving in the military. VA believes that the 
relative cost versus benefits and the feasibility of developing reliable 
actuarial data necessary to develop the accrued liability are question- 
able. We believe that not only would the calculation and recording of the 
accrued liability provide a fairer estimate of liabilities for financial 
statement purposes, but also that the information could be used for 
planning. 

For example, calculating the accrued liability for benefit payments could 
have an impact on medical care planning in the following way. VA has 
four prioritized status categories for receiving medical care, listed here 
in descending order of importance: 

(1) service-connected disability; 

(2) nonservice-connected disability with a service-connected disability 
which does not require medical care; 

(3) nonservice-connected disability and on VA pension rolls; and 
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(4) nonservice-connected disability and not on VA compensation or pen- 
sion rolls. 

Veterans in a higher status category must be treated with available 
resources before veterans in a lower status category. If VA calculated its 
liability for future benefits, it would be in a better position to plan for 
the status categories that depend on whether the veteran is on the com- 
pensation and pension rolls. 

$ VA’s Plans for 
Improvements 

include redesigns of the BIRLS and the Compensation and Pension Sys- 
tems. The redesign of BIRIS includes efforts to 

l expand the amount of veterans’ eligibility information recorded, 
. use modern data base management techniques to maintain files more 

efficiently, and 
. use modern computer terminals and telecommunications facilities to 

send information to users more promptly. 

The goal of redesigning both systems is to ensure that benefits are made 
u-t accordance with the provisions of the laws authorizing the benefit 
programs and that these benefits are paid only to eligible veterans. To 
achieve this goal, the plans incorporate 

(1) the use of modern computer terminals and telecommunications tech- 
niques to capture information in a timely manner; 

(2) improved computer edits that can verify the accuracy of transaction 
information; 

(3) the use of modern data base management systems and techniques to 
enter verified transaction information into computer files when the 
information is received; and 

(4) the use of modern information retrieval systems, telecommunications 
systems, and computer terminals to communicate information to mana- 
gers promptly. 

These system redesigns appear to address the major problems with BIRIS 
and the Compensation and Pension Systems. The projects also address 
the major system challenges which we noted earlier in this chapter. 
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Conclusions Both the Department of Veterans Benefits and the Department of Memo 
rial Affairs have numerous strengths in their financial management 
processes. For example, a structured planning/programming process 
exists for establishing agency goals and objectives, evaluating and 
choosing some means to achieve those objectives, and establishing 6- 
year budget and program/performance goals. An overall assessment is 
made of the &year program/budget plans of all VA departments and 
offices by the Office of Budget and Finance and the Office of Program 
Planning and Evaluation. Annual program performance and financial 
plans have monthly variance reports for budget execution. 

Midyear and end-of-year financial and program performance reviews 
are made to assess variance from plans; the results are used in future 
program/planning and budgeting cycles. Likewise, the results of audit/ 
evaluation reports of both the VA Inspector General and GAO are used. In 
addition, initiatives are underway to improve the information used in 
the financial management process, including the central accounting and 
workload reporting systems. However, we did identify three major 
weaknesses: 

The Department of Veterans Benefits does not record an estimated lia- 
bility for benefit payments to be made to personnel currently serving in 
the military for financial statement purposes or for planning purposes. 
The BIRIS subsystem’s eligibility files are incomplete and do not, in many 
cases, provide eligibility information quickly. Consequently, many com- 
pensation and pension awards are baaed on incomplete or uncorrobo- 
rated eligibility information. 
The Compensation and Pension System has weaknesses in its design, 
operation, and internal controls, which leave in doubt the accuracy of its 
benefit payment computations. 

Matter for 
Consideration 

We believe that although the financial management processes of the two 
departments are basically sound, some of the information provided by 
their management information systems needs to be improved. One 
action that VA should take to improve the financial management infor- 
mation is to calculate and record an accrual which includes an estimate 
of benefit payments to be paid to those individuals currently in military 
service. The liabilities of the compensation and pension programs would 
then be more fairly stated and this information could be used for plan- 
ning purposes. 
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Major Elements of a Sound Financial 
Management Process 

GAO’S report, Managing the Cost of Government: Building an Effective 
Financial Management Structure (GAO/AF’MD~~-35 and 36A), outlines 
major problems in federal financial management today and offers a con- 
ceptual framework that could be used to structure improvement efforts. 
That framework views financial management as four distinct, but inter- 
related, phases linked by reliable, useful program and cost data. This 
appendix summarizes what we believe should be the major elements of 
each phase. The phases are discussed in more detail in Managing the 
Cost of Government. We have used the elements in this appendix as our 
critena for assessing VA’S financial management processes and 
mformation. 

Planning/Programming (1) There should be an analytic framework for evaluating the benefits 
and costs of alternatives for meeting desired objectives. 

(2) Planning and programmin g information should be used in the budget 
process. 

(3) Planning and programming should be integrated with financial man- 
agement decislonmakmg. 

(4) There should be a mechanism to identify, evaluate, and select real- 
istic goals and strategies for addressing major issues. 

(5) A multiyear view should exist for those programs where sound 
choices cannot be made using the 1 year budget horizon. 

(6) There should be a program structure that relates the costs of pro- 
grams to the outputs (results, benefits) produced or missions served. 

(7) The ability should exist to apply modern analytic techniques in 
assessmg issues and alternatives. 

(8) There should be a means to aggregate program costs by major 
activity area and agency as well as governmentwide. 

(9) There should be feedback mechanisms that reliably, consistently, 
and systematically develop and provide useful program performance 
information and analyses to those who need it. 
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Budget Formulation/ (1) Budgeting and accounting should be integrated on a cost basis so 

Presentation 
that actual results can be measured against plans. 

(2) Budgeting should utilize planning and accounting information. 

(3) All government activities should be fully disclosed in the budget. 

(4) The budget should systematically distinguish between spending for 
current operations and capital investment. 

(5) Accounting and budgeting systems should focus not only on avoiding 
obligations in excess of amounts authorized (fund control) but also on 
helping management achieve maximum efficiency (cost control). 

(6) Accounting and budgeting systems should be able to summarize 
financial transactions by appropriation, program, project, and 
organization. 

(7) The budget should be accrual based. An accrual budget is one which 
is expressed in terms of cost to be incurred during a specific period 
rather than in funds to be obligated or spent. 

(8) Budget estimates should be based on actual past program and project 
costs. 

Budget Execution/ 
Accounting 

(1) Budgeting and accounting principles should be used which match the 
delivery of services with the cost of services. 

(2) A system of detailed and summary management reports should exist 
that provides costs and accomplishments by the managers and organiza- 
tions assigned the responsibility for controlling costs. 

(3) The budget and accounting system should provide cost data on all 
programs and projects. This should include data on: 

. inventories and undelivered orders, 

. free services or costs paid by other appropriations or organizations 
(unfunded costs), 

l depreciation, and 
l unit cost. 
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(4) Agencies should prepare monthly cost-based reports that can be con- 
solidated into annual departmental and governmentwide financial state- 
ments, audited, and an opinion rendered on their acceptability. The 
budget and accounting system should also provide immediate inquiry 
capability for special reports and analyses. 

(5) Outputs (results, benefits) should be measured as well as inputs 
(resources in the forms of people, money, and facilities). 

(6) The accounting system should provide financial data that include: 

. costs and revenues displayed along several relevant dimensions such as 
appropriation, organizational unit, program, and project; 

. obligations and funds, payment of bills, and the use of goods and ser- 
vices (costs); and 

. performance information. 

Audit/Evaluation (1) Analytical studies such as policy, program, and efficiency and 
economy analyses are needed particularly to identify and assess options 
for addressing major policy issues and performance problems. 

(2) Evaluation research studies are needed particularly to measure the 
implementation, operation, and results of government policies, pro- 
grams, and activrties, including unintended and unanticipated results. 

(3) Financial reports should be audited annually to increase discipline, 
enhance oversight, help ensure financml integnty, and strengthen 
internal control. 

(4) A system of measuring program performance should exist that 
would collect and report consistent mformation on costs and accom- 
plishments. This information should be monitored and evaluated. 
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This appendix briefly summarizes the Booz, Allen & Hamilton study of 
VA'S construction process. It includes (1) an outline of the purpose of the 
study as defined by VA, (2) the study’s methodology, (3) its major find- 
ings, and (4) its recommendations. Much of this material is drawn 
directly from the study and is noted as such. 

ESooz, Allen & Hamilton had several reasons for performing the study. 
First, the rapidly growing population of veterans aged 66 and older is 
likely to increase demand for VA health care and the need for either 
alterations to existing facilities or the construction of new facilities to 
meet that demand. Because the health care facility construction process 
is critical to meeting this need and hence to VA'S ability to carry out its 
mission, VA believed that a study of the efficiency and effectiveness of 
the process was necessary. 

A second purpose was to examine the validity of criticisms of the pro- 
cess from both within and outside VA. Increases in construction activity 
have already begun to strain available construction resources, and the 
current process has been criticized as being costly, lengthy, and inflex- 
ible. As stated by VA, the study had three goals: 

. To determine, consistent with the health care mission of VA, the most 
effective and efficient internal organizational and procedural structures 
for defining, developing, designing, constructing, maintaining, and 
improving medical and health care related capital facilities of high 
quality, consistent with resource and timeliness considerations. 

l To assist VA in evaluating the appropriateness, effectiveness, and effi- 
ciency of its current organizational and procedural structures for the 
functions described above. 

. To implement, if appropriate, innovative, practical alternatives to VA'S 
current organization and procedures for delivering health care facility 
construction programs, by means of fully supported recommendations 
for change. 

To further define the purpose of this study, VA also identified 10 general 
study objectives grouped into the following 4 areas: organization, infor- 
mation and communication, program planning, and process control. 
Figure II. 1 identifies the 10 general objectives and their relationships to 
each of these areas. 
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Figure 11.1: VA Health Care Factlities Construction Study Objecttves 

1. ORGANIZATION OBJECTIVE 
l IDENTlFYAu oRoANIzATKMAl ELEMENTS INVOLVED MI THE 

oDNsTRucTm mDcEss AND IDENTIFY THE EXlSTlNG FOtNTS 
OFFlXEDOEClSlONAUT~HEACH-T0NAL 
ELEMENTMREACHSTEPINTHE-KmFMCESS 
REDMPROMMEHT S TO OQTlMPE THE -TE 
ORGANUATKINAL LOCATlDN AND mNAGEmAl.LEvELPOA 
~~SlRENQT~gCLAWTV. TMELWBS AND 

. 

DuPLuxTa3Ns 

. EVALUATE THE STAFFING LEVELS. ORGANQATlONAl LOCATION. 
mOWSSIONMCAPASIUl-Y. GOALSLSN&llAND 
wcENTlvEsDFEAa4mGANRA 
IWROVEMENTS, F APWOPRUTE 

. EVALUATE THE FflOCEDURES AND OVERALL ADMNISTRATNE 
EFF~CNZNIXW~TH~NANDSE~WEENEACH-TlONAL 
ELEMENT WOLVED # THE CONSTMJCT0N FROCESS # 
MEETING THE FUNIXIONAL RESPDNSlSlUW OF THAT ELEMENT 
WITH RESPECT TO THEYI ROLE IN THE CDNSTRUCIVON FROCfZSS 
RcolJMENo EFFECTNE ALTERNATIVES, lF ANY 

. IDENTlf? ORGANlZATloNAL ELEMENTS IINCLUDING FIELD 
M4NMEMNTl Wm+ lNTERESTS IN THE CONSTRUCTMJN 
lYWCES& DEERMM THE NATURE EXTENT, AND IJIG~MACY OF 
TH08E MlMSTS. AND Dl3ERMlNE WHEl-HER CURflENT 
FROCEDURES OCRR THOSE WlTH LMITIMATE lNTERESTS 
APmoPmATE -NIT= TO INFLUENCE THE 
CONSTRUCTKJN FRDCESS llNCLUDlNG TWL DEVELWMENT DF 
SPACE PLANNING CWlERlAANDOl’WRVADESlGNAND 

-we 

2. INFORMATION AND COMMUNlCATlON OBJECTIVES 
l lMNTUVTHE -TlONAL NEEDS OF THOSE WlTM A 

LEGlTlMATE HUTE#ST IN THE COMTRUCTlON MDCESS ANO 
DET~W~HERTHOSEMEDSAREBEINGEFFCKNTLYMET 
TnRDuGHTHE NPROPWATE ASSKINMNT OF RESKINMUTY 
FOR DATA DEVELDPMNT AND DISSEMTION SUGGEST 
MTERNATlVEhUBDES,ASbW#RMUATE 

l ~TWUJ, TIMELINESS. AND SUFFMXNCY OF 
COORDMAM DATA FLCM WITMN AND 

AMDNG ORGbNQAT0NAl ELEMENTS IT0 INCLUDE FH3.D 
MAwLsoEMNnANDMAKERE-NDATlONSKwI 
IWROVEMENT 

. DEEfWNE THE OUA~JTY, TIMLINESS, AND DURASlLll’Y OF THE 
DATA PROVlDED TO REsRMSlEuE ELEMNTS WHICH ARE 
REOUlRED TO FERFORM THE SEDUENTIAL STEFS OF THE 
CONSTRUCTtON FROCESS WCDMM%DMPROVEMNTS.lFANY 

3. PROGRAM PLANNING OBJECTIVES 
. EVALUATE THE ADEQUACY OF THE RELATtONSHlP BETWEEN 

AMAMDNGTtEm.L~INGPRoGRAMPlANNlNGPwsssEs 
- MEDlPPANDTHE~YEARFAClUTYPtANS~FYFP): 
- THEFYFPANDTHlE~YEAR-FACXlTY 

COMTRUClKIN NEEDS ASSESSMNT IFYMFCNAJ, lNCLUDING 
THE ADVANCED FfANNlNG FUNQ 

- TN FYFFfFYMfCNA AND THE YEARLY PROGRAM PLANS. 
- THE YEARLY RIDGRAM PLAM AND THE ANNUM BUDGETS. 
- THE ANNUAL BUDGETS AND OPERATING PLANS. AND 

DErERMlNE THE TM EXTENT TO WWCH THESE PROGRAM 
-ES AND THE DATA GENERATED 

!ii+&%&E ADEl2UATEl.Y TRANSLATED INTO THE 
PROCESS RECOMMEND IMPROVEMENTS. IF ANY 

4. F’WCESS CONTROL OBJECTIVES 
l EVALUATE THE EFFECTNENESS OF EXISTING CONTROL SYSTEMS 

FDR M MEMUREMENT DF PEMDRMUCE AGAlNSTTHEG0Al.S 
1 

OF OUMlTY, C08T CKMUTAHUMNT. AND TlMElJNESS Oc 
DEVELOPMNT AND DEUVERY OF HEALTH CARE FACllJTIES. AND 
DEN-WY FROBlJ?MS AND IMPROVEMENTS, IF ANY 

Source Comprehenwe Study of the VA’s Organizat!on and Procedures for Constructing Health Care 
Facllltlesxase III Submission-Proposals and Recommendations, Apnl 1985 6002, Allen & Hamllton 

Methodology The Booz, Allen & Hamilton study was carried out in three phases, with 
a study report developed at the completion of each phase. Phase I 
involved documentation of the Health Care Facilities (HCF) construction 
process. Information necessary to complete that phase was developed 
through extensive reviews of process documentation and through mter- 
views conducted at 19 VA Medical Centers (VAMC) and with over 75 mem- 
bers of the Central Office staff in the Office of the Administrator, the 
Office of Construction, and the Department of Medicine and Surgery 
(DM&s). 
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Summary of Booz, Allen % Hamilton Study of 
VA’s Construction Process 

In Phase II, data evaluations and analyses were performed to identify 
problems m the current process. Eleven different analyses were con- 
ducted in the four general areas of management concern encompassed 
by the study objectives: 

. organization, 
l information and communications, 
. program planning, and 
l process controls. 

The final Phase II report resulted in a summary of 24 key problems, 
from which Phase III proposals and recommendations were developed. 
(See figure 11.2.) 
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SummeryofBooz,Allen&bmUtonStudyof 
VA'8ConetnwtionRoa8a 

PROBLEM AREA PROBLEM SWRY 

VA lYDICA1 DESIGW . 
RE~IJIREPEITS 

PIgun 11.2: Procedunl Problem Statmont8 

PRQIECT SLOPE DEFIWITIOR 

PRIDRITIZATIOe 

RATIORAL COnSTRUCTlOW 
STRATEGY 

WORKLOAD/RED PRfAlECTIOllS 

STAFFING PRLNECTIORS 

An absence of explicit guldeltnes on VA medical design requirements 
results in extensive customizing of VA construction projects. 
Functional project requirements are defined at the VAClC level, subject 
to undocumented national program requirements applied by VA Central 
Office project planntng staff and program officials (Associate Medical 
Center Directors (AWDs)). 

Initial descriptions of project scope developeo by V/WCs generally do 
not provldc an adquate basis for undertaktng progwun and project 
planning activities. Yhen first developed, they generally provide an 
lnadquatt descrlptlon of the scope of indlvldual projects. 

The current approach to prioritizing construction projects does not 
provide an adequate basis for resource allocation decisions. Adequate 
conslderatton of systsll and facility needs is diminished by an 
excessive aphasis on project funding strategfes. As a result, the 
VA's ability to justify projects on the basis of need is dinlnished. 

There is no clearly delineated national strategy or plan for eeetlng 
the combined constructton needs of the 172 VMCs. This results In a 
piecemeal approach to VAMC development and suboptimal use of resources 
In meeting the needs of the VA medical system. 

During recent years, workload and bed projections for indtvtdual 
facilities have changed significantly from year to year, resulting in 
changing rquirements for construction projects. Changing 
requirements result in a recycling of project planning and design 
actlvitles. 

Current procedures for developfng staffing proJections result in 
unreliable projections because of a lack of stafftng standards and 
lack of a direct tie to progru operating plans. This results rn 
inaccurate space rquirements for construction projects. 

Source &prehensive Study of the VA’s Organzatron and Procedures for Constructing Health Care 
FacMles Phase IO Subrnwon-Proposals and Recommendations. Apnl 1985 Booz, Allen & Hamilton 
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Figure 11.2: Procedural Problem Statement8 (Contmed) 

PROBLEM AREA PROBLEM SUWnRY 

SPACE PLANNING CRITERIA . 

QUALITY STANDARDS 

DESIGN LtiANGES 

CONCEPTUAL ALTERNATIVES 

DESIW REVIEW GUIDARCE 

WNITORING REPURTS . 

. 

MAJOR CONSTRUCTIDN COST . 
ESTIMATES 

Weaknesses in current space planning criteria contribute to the 
inefficlencies experienced in developing space programs. Excessive 
customizing of space progrixns occurs to compensate for obsolete 
criteria and inaccurate input. 

Procedures for revising VA planning and design criteria and standards 
may not adquately consider cost jmplications and may result in higher 
cost facilities than desired. 

Changes are made in the design solution and, in some cases, proJect 
scope once a concept has been developed and approved. Changes involve 
recycling of preliminary planninq activities and, in some cases, 
changes to worklnq drawings and construction. 

Excessive effort is required to develop the three conceptual 
alternatives rquired by VA operating policy when three real 
alternatives do not always exist. Concepts presented In those cases 
are not substantially different. 

Reviews of preliminary plans and, to some extent, working drawings 
tend to be unfocused and excessively broad in scope, resulting tn 
inefftciencies in the revjews and in the incorporation of cmnts. 

Standard reports currently available do not generally provide 
appropriate types of information and levels of detail for monitoring 
and evaluating problems In performance. Puality monitoring 
information is lacking for managers with responsibility for process 
performance. Information on performance against schedule is 
inadequate for managers with responsibility for individual proJects as 
well as overall process performance. 

Excessive variability is evident among cost estimates developed for 
Major Construction proJects and between the final cost estimates and 
low-bid estimates. The variability d4minlshes the value of estimates 
as a benchnark for cost control purposes. 
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PROBLEM AREA PROBLEM SWmRY 

MINIM CUNSTRKTIQ COST . 
ESTIMTES 

QUALITY CY)WITORING . 

W'PORTUNITY FOR IWUT . 

PROCESS EVALUATION . 

Budget cost estimates for Minor Construction are unreliable indicators I 
of project cost. They result In inefficiencies in monitoring costs 
for Hlnor Construction projects. 

Procedures for monitoring the quality of data packages, space 
progrm, and concepts require extensive coordination and frequently 
result In less than full agreement over the level of quality of these 
docucnts. 

&ruse of poorly designed and executed review procedures, all 
organizdtlons with legftimate interests in key project planning dnd 
design decisions do not have adequate opportunity for input. 

There Is a general absence of effective process-level PerfOmWUe 
evaluation within the VA. Routine procedures are lacking for 
compdring VA process ptrfomdnct with the ptrfomnce of other 
construction processes and for comparisons within the VA construction 
process. As d result, perfoneanct problems are not identified and 
corrected in d timely manner. 
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FlgureII.2:ProceduralProblem Strtementa (Contmued) 

1 
PROBLEM AREA PROMEW SWWRY 

DUPLICATION 

FRAGWENTATION 

COORDINATION 

DECISOMMKINC RESPONSIBILITIES 

DECIS1ONlWINb CONSISTENCY 

STAFF CAPABILITIES 

PROCESS GOALS 

Excessive duplicdtion exists wong oqdnizdtions with rtsponsibility 
for project edndqcant and ldndparnt support functions, reducing the 
overrll efficiency of the MCF Construction Process. 

Responsibilities for carrying out process responsibilltles dm 
excessively fraglanted within md between WT. O/C, dnd offlcts 
reporting to the Adrinistrdtor. resulting in inefficient cootdindtlon 
and decisiotmkiq. 

Excessive coordination is rqulred to cdrry out pldnning dnd 
monitoring functions in the HCF Construction Process. 

Responsibilities for key process decisions drt shdred dmong process 
;;E;;d;ts or are undefined dnd result in inefficient decisioIwking 

. 

Inconsistencies exist between the level of input and dtgrtt of 
Interest in process dtclsbns when decisions drt pushed to the next 
higher level in the orgdnitdtion to resolve conflicts at lower levels. 

opportunltics for stdff developant dnd ddvdncement dre llmlttd within 
the current orgdnizdtiondl structure. 

Process godls and objectives are not uell understood wong process 
PdtiiCipdlltS. khdvior iS txCeSS~Wly directed tOWdrd O~dlliZdtbldl 
goals and objectives, resulting in inefficiencies in project 
coordindtion. 
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Summary of Booz, Allen 8 Hamilton Study of 
VA’s Constmction Proam 

Flaure 11.2: Procedural Problem Stetementa (Contmued) 

RECCHNDATION OBJECTIVE CHANbES 

OVERALL FACILITY DEVELOPlYNl 
* APPROACH 

EARLIER, BETTER DEFINITION OF 
' DESIGN PROBLEMS. CONSTRAINTS 

AND REQUIREMENTS 

CLOSER COORDINATION BETYEEN 
' CONSTRLICTION PR&RAH PLANNING 

AND WWX. PRWAH PLANNING 

PRIORITIZATION BASED ON BETTER 
' DEFINITION OF CONSTRUCTION 

NEEDS AND STRATEGIES 

. STREAIILINED OESIGN PROCESS 

MINIMIZE COORDINATION BETUEEN 
' CONSTWCTION AND BUDGET 

PRDCESSES 

. BETTER PROCESS LEVEL STANDARDS 
AND CONTROL TOWS 

To provide a strategic context 
* within which to identify individual 

, 

construction proJect5 
. 

. To inprove efficiency of design and . 
effectiveness of program planning 
activltles 

. To rcnprove the effectiveness of the . 
construction program in meeting 
medical program needs 

. 

. To provide a better basis for . 
making resource allocation 
decisions . 

. To increase the efficiency of 
design activities 

. To increase flexibility in 
continulnq uninterrupted design 
activities 

. To increase the effectiveness of . 
ProJect planning and management of 
the tlCF Lonstruction Process 

Preparation of Facility Developcmnt 
Plans 

Development of planning data bases 

More detailed proJect planning for 
proJect included in S-Year Con- 
struction Plan 

Formalized process for development 
of project scope for all proJects 

Development of design programs and 
proJect management plans 

C-n suknission cycle for all 
5-Year Facility Construction Plans 

Central office construction 
guidance based on approved medical 
program plans 

Sequencing of construction 
plannlnq after medical program 
planning 

DevelopRent of planning data base 

ProJect definition and categorr- 
zation based on construction 
obJectives 

District pr$oritiration of 
construction proJects ( 

T 
rior to 

national priorit zation 

Development of schematic alter- 
natives to resolve functional 
issues 

Further development during 
preliminary design 

One construction document review 
at 90 percent conpletlon 

Combined WF/Design fund for MaJor 
Construction or redefined design 
fund requirements 

Improved space and functional 
standards 

Development of process performance 
monitoring indicators and systems 
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VA'8 Constructh Rocea 

Organizational 
Recommendations 

The general organizational recommendations are to consolidate HCF con- 
struction process planning and control functions in DM&S. Full accep- 
tance of the recommendations involves implementation of the following: 

Improve 
Accountability for . Consolidate program and project planning responsibility in DM8& 

. 
Performance 

Assign design and construction responsibilities to VAMCS for minor con- 
struction and nonrecurring maintenance projects and to the Office of 
Construction for major construction projects. 

l Consolidate process control responsibility in DIMS with strengthened 
oversight capabilities in the Controller’s Office. 

. Assign support responsibilities to organizations, consistent with their 
process responsibilities and capabilities. 

Key Effects of 
Weaknesses 

. 

. 

. 

. 

. 

ESooz, Allen & Hamilton identified five key effects of organizational and 
procedural weaknesses in the construction process, including increased 
cost, time delays, dissatisfaction over completed facilities, and other fac- 
tors that can be directly measured or observed. 

Excessive time is required to carry out construction projects. 
Facility users are dissatisfied with their level of input into the construc- 
tion process. 
Allocation of construction resources to meet construction needs is 
inefficient. 
Excessive staff effort is required to carry out construction project 
activities. 
The VA does not effectively identify and correct process performance 
problems. 

The following excerpt from the Booz, Allen & Hamilton study examines 
the causes of the problems they identified. 
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Summary 02 Booz, Allen 8 Hamilton Study of 
VA’s Conetruction Process 

Figure 11.3: Key Effects of Weaknesses in VA’s COnStrUCtiOn PrOCeSS 

3. THE ANALYSIS IDENTIFIED FOUR PRINCIPAL CAUSES OF PROBLEMS 

The initial focus of changes IS on the causes of performance problems. 
By addressing the causes of poor performance, long-term improvements can be 
made. 

This section describes four major causes of problems identified in the 
HCF Construction Process. As shown in Exhibit 11-3, each is responsible for 
one or more of the performance problems identified in the previous section. 
The causes relate to organizational and procedural characteristics of the 
process and were identified from an analysis of problem statements generated 
in Phase II of this study. Changes that address these causes are necessary 
to improve overall process performance. 

(1) Construction Planning in the Current Process Tends To Be 
DIISySteIIIatlC and l’OOrly CoOrdlnated 

The root of many of the problems identified in the previous section 
is found in current construction planning procedures. Excessive time 
and staff effort are most evident in those activities undertaken to 
define project requirements, establish project requirements, and develop 
construction programs. User dissatisfaction is greatest in the area of 
facility functionality, requirements for which are developed during the 
Planning phase of construction projects. Resource allocation 
inefficiencies are tied to a lack of long-range planning strategies and 
planning information. All appear to be attributable to the VA's current 
approach to planning construction projects and programs. 

Current project planning procedures focus, to a large extent, on 
the individual project within a facility. At the facility level, 
individual construction needs are identified in two ways: 

. Through an assessment of construction needs required to 
implement Medical District Initiated Planning Process (MEDIPP) 
initiatives 

I 

. Through a survey of users to identify other maintenance and 
upgrade requirements. 

Source @prehensive Study of the VA’s Orgarwation and Procedures for Constructtng Health Care 
FacMes Phase III Submission-Proposals and Recommendations, Apnl 1985 Booz, Allen & Hamilton 
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Figure 11.3: Key Effects of Weaknesses In VA’s Construction Process (Contmued) 
- 
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The resulting needs are defined as construction proJects and compiled in 
the VAMC 5-Year Facility Construction Plan to provide a long-range plan 
Of facility construction needs. 

The weakness in this approach is the lack of emphasis given to 
overall facility development goals during project definition and 
development. The lack of a systematic approach to project definition 
results in inaccurate and incomplete construction project scopes. Lack 
of emphasis on the relationships among all construction needs results in 
inefficient development of the overall facility. In some cases, 
proJects identified in this manner duplicate other projects or could 
more efficiently be combined with other projects. Solutions proposed 
for meeting current facility requirements sometimes preclude more 
efficient solutions to future facility requirements. 

Program planning weaknesses are tied very closely to weaknesses in 
construction project planning procedures. Program planning procedures 
are generally concerned with selecting and justifying individual 
projects to be included in each fiscal years' construction program. 

Page 177 GAO/AFMD-8&7 VA Financial Managemel 



Summary of Booz, Allen 8 Hamilton Study of 
VA’s Cmwtruction Procesm 

Figum 11.3: Key Effects of Weaknesses in VA’s Construction Process (Continued) 

With the exception of proJects required to support new programs 
identified in the MEOIPP, little useful information IS available for 
selecting proJects and for Justifying those decisions. As a result, 
trade-offs in resource allocation among VAMCs and among different types 
of proJects at any one VAMC are often based on highly SubJective 
evaluations where the greatest need exists. The susceptibility of these 
evaluations to factors other than need, make planning procedures 
inefficient and generally ineffective in allocating resources in the 
best way possible. Information that obJectively identifies overall 
facility construction needs IS of critical importance in improving 
construction program planning procedures. 

The effects of weaknesses In construction planning procedures are 
magnified in other stages of the construction process: 

. Design activities are affected because project scopes are not 
durable, changing up through the end of design. 

. Funding strategies are affected because early cost estimates 
are highly inaccurate and fail to provide an adequate basis 
for requesting funding. 

. Control procedures are affected by changing benchmarks for 
comparing actual quality, cost, and time. 

Weaknesses in planning procedures result in inefficiencies throughout 
the HCF Construction Process. 

A key requirment of proposed changes to the HCF Construction 
Process is to correct the lack of information available for construction 
planning. Steps taken to improve the quality and increase the amount of 
information on overall facility needs will result in more effective 
Planning procedures and will improve the quality of construction proJect 
scopes and cost estimates. 

(2) ProJect Planning and Design Procedures Are Hampered by a Lack of 
nseful Facility Design Standards 

The desired degree of standardization or customization of outputs 
from the process is important in determining the kind of standards 
needed and how they will be used. In the HCF Construction Process, the 
terms standardization and customization refer to the degree to which 
COrrmOn principles are used in planning and designing individual 
facilities. In a standard facility design process, the imposition of 
Planning and design standards results in facilities that have similar 
characteristics. Standardized processes tend to be highly efficient and 
result in uniform levels of quality in facilities constructed, but they 
are not generally responsive to individual facility requirements. In a 
customized facility design process, individual user requirements are the 
basis for making planning and design decisions, with the result that 
facilities are tailor-made to user requirements. Customized processes 
respond well to user requirements, but tend to be labor-intensive and 
provide different levels of quality. 
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Figure 11.3: Key Effects of Weaknesses in VA’s Construction Process (Continued) 
I 

The VA has attempted to define a middle ground between a 
standardized and a customized facility design process by developing 
standards for use as guidance during some aspects of design. Standards 
for space allocation and functional adJacencies provide an initial 
starting point for planning construction proJects. In that sense, they 
are used to standardize the starting point for proJect planning but are 
not used to standardize the end result.* Technical standards, which 
provide construction details and material submission requirements, tend 
to be used more to standardize the end result; however, deviations are 
allowed. In theory, the VA approach has certain advantages. Since 
responsiveness to unique user requirements tends to be more critical 
during the development of functional requirements, this approach 
provides more flexibility during proJect planning, when flexibility is 
needed, and somewhat less during design, when flexibility is 1eSS 
important. 

While the approach is sound, problems with current standards limit 
its effectiveness. The most critical problem is the lack of consistency 
between the use of standards to guide facility planning but not to guide 
VAMC operating modalities (i.e., 
out various functions). 

procedures used in the VAMCs to carry 
Steps have been taken to develop standards for 

facility planning, but standards for the VAMC operating modalities, upon 
which facility planning standards are based, have not been developed. 
In using current space-planning criteria as-a starting point for ProJect 
Plannlnq, facilitv olanners often find that VANS use verv different 
approaches to carrying out their functions than those env;sioned in the 
original development of the criteria. In those situations, the space 
planning criteria lose their usefulness as a point from which to start 
facility planning. 

Contributing to this problem is the lack of explicit guidance on 
which operating modalities were originally assumed in the development of 
the planning criteria. Lack of explicit assumptions for operating 
modelities increases the confusion of users in determining the 
applicability of the standards to their operations. It also increases 
the difficulty in determining whether existing facility design standards 
reflect state-of-the-art or obsolete approaches to providing services. 
As a result, the usefulness of the standards as a starting point in 
Planning construction proJects is limited. 

The third problem with current standards relates to their limited 
scope. The limitations are apparent in three areas: 

. Standards are not available for all functions found in VAMCs. 

. Standard room layouts are not available to provide a starting 
;iint for designing rooms that are built over and over in the 

. 

* There has been some confusion concerning the purpose of these standards 
among proJect planning staff, who sometimes attempt full standardization 
with existing space criteria. 
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Figure 11.3: Key Effects of Weaknesses in VA’s Construction Process (Conbnued) 

. Current standards do not integrate space, functional, and 
;&merit requirements for individual functions provided in 

. 

BeCauSe of such limitations, existing standards provide a startlng point 
for guiding proJect planning decisions, but they do not provide a 
comprehensive approach for facility planning. 

The results of these weaknesses are issues of contention between 
facility users and facility planners over the use of facility planning 
standards and a proJect planning process that has many of the 
disadvantages of both the customized and standardized approaches to 
facility design with few of the advantages of either. The effects are 
user dissatisfaction, excessive elapsed time, and excessive staff effort 
during construction proJect planning. 

To improve the standards currently used for proJect planning is a 
key requirement of procedural changes in the HCF Construction PrOCeSS. 
Improvements must address the deficiencies in the current standards as 
well as the overall approach to future facility design standard 
development. 

(3) Adequate Tools Are Not Available for Controlling Performance in the 
HtF Construction Process 

Systems used by managers to control quality, cost, and time were 
evaluated in Phase II of this study. The evaluation characterized two 
different types of control systems: 

. Pro;ect-level control systems - Used by proJect managers to 
control qualrty, cost, and time on individual construction 
proJects 

. Process-level control systems - Useo by middle and top 
management to control quality, cost, and time in the different 
construction proqrams (MaJor, Minor, NRM) and in the overall 
HCF Construction Process. 

The maJor weakness identified in both types of control system was the 
lack of effective tools -- benchmarks and performance indicators --for 
controlling performance. 

Control systems have, as their foundation, benchmarks that describe 
the desired level of performance to be achieved. Benchmarks in a 
ProJect-level control system are derived from defined proJect plans and 
the proJect design, cost estimates, and completion schedules. 
Benchmarks in a process-level control system are derived from functional 
and technical standards, cost standards and goals for process time 
requirements. In both systems, benchmarks provide the baseline against 
which actual performance can be evaluated and adJuSted, as necessary. 
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Figure 11.3: Key Effects of Weaknesses in VA’s Construction Process (Conhnued) 

In the HCF Construction Process, weaknesses identified in current 
planning procedures and functional standards have a maJor impact on the 
effectiveness of benchmarks as tools for controlling performance. 
Deficiencies in functional quality standards result in a lack of goals 
for determining the level of functional quality desired in the process. 
Poor planning procedures and poor proJect plans result in changing 
benchmarks on individual proJects. Because the desired level of quality 
(defined in functional standards and proJect plans) is used to derive 
COSt and time benchmarks, control for all aspects of performance is 
diminished by these weaknesses. Increased effort is required to 
evaluate process and proJect performance, and the results are less 
effective. 

A second weakness in HCF Construction Process control systems IS 
the lack of performance indicators for evaluating process or proJect 
performance. Performance indicators provide efficient mechanisms for 
summarizing performance in critical areas to assist managers in quickly 
identifying problems. For example, percentage cost of design errors 
provides an effective process-level tool for controlling technical 
quality; percentage deviation from space planning criteria provides an 
effective process-level tool for controlling functional quality (and 
cost). Without performance indicators, managers are forced to 
"micro-manage" performance to achieve effective controls. 

Improvements in control systems are needed. Those improvements 
must focus on the benchmarks used to evaluate performance and on the 
indicators available for monitoring performance. 

(4) Management Responsibilities Are Excessively Fragmented in the 
htTent HCF Construction Process 

During Phase II of this study, detailed analyses were made of the 
assignment of responsibilities for carrying out the HCF Construction 
Process. Those analyses focused on areas such as: 

. Fragmentation and duplication of process functions 

. Legitimacy of interests of those organizations involved in the 
process 

. Efficiency of procedures used to carry out the process 

. Capabilities of each organizational element to carry out its 
assigned responsibilities. 

Of the four areas, the level of fragementation of functional 
responsibility is the maJor organizational weakness in the current 
process. 

In analyzing fragmentation of functional responsibilities, the 
relationships among functions performed in the process were defined 
based on a functional classification matrix. Four maJar functional 
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Flgure 11.3: Key Effects of Weaknesses in VA’s Construction Process (Continued) 

areas were identified: planning, execution, control, and support. 
Functional responsibilities of each of the organizational elements 
involved in the process were classified in these four functional areas 
to identify where there was: 

. Overlapping responsibility - Where two or more organizations 
perform identical functions although work assignments may vary 
by proJect type, geographical area, or other factors 

. Split responsibility - Where two or more organizations have 
responsibility for sequential activities within one functional 
area. 

The areas in which overlapping or split responsibility were identified 
were compared with areas in which roles and responsibilities were 

Excessive unclear and accountability problems had been found. 
:;;iTntatlon was thus identified where both sets of conditions were 

. 

The analysis found excessive fragmentation of responsibilities 
primarily in the current assignments for planning and control, two 
critical process management functions. Fragmentation in these areas has 
been purposely fostered in the current process as an overall process 
"check and balance." The assignment of planning and control 
responsibilities to both O/C and OM&S allows O/C to maintain an 
Independent role in determining the need while also providing support to 
DM&S. 

Specific areas of fragmentation identified in O/C and OM&S planning 
and control responsibilities are as follows: 

. 

. 

I . 

Construction program planning responsibility is split between 
DM&S (responsible for selecting proJects) and O/C (responsible 
for budget development). 

ProJect planning responsibilities are split between DM&S 
(responsible for data package development) and O/C 
(responsible for space prOgt”arNIIlng). 

Fund control responsibilities are split between DM&S 
(responsible for NRM proJects) and O/C (responsible for MaJor 
and Minor Construction). 

Process control responsibilities overlap between DM&S (MaJor 
and Minor Construction, NRM) and O/C (MaJor and Minor 
Construction). 

As a result of these split and overlapping assignments, both 
organizations have legitimate interests in process management 
decisionmaking. 
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Figure 11.3: Key Effects of Weaknesses in VA’s Construction Process (Continued) 

While this alignment of responsibilites IS effective in providing 
an independent check on the process, it results in a high degree of 
confusion over roles and responsibilities. This is most evident during 
proJect planning site visits, where representatives from O/C and DM&S 
have slmllar management roles. Although specific procedures have been 
developed to clarify roles and responsibilities, the overlap that occurs 
ln practice results in confusion among proJect development team members 
as well as with VAMC staff. Confusion is also evident In 
responsiblllties for controlling the Minor Construction process, where 
both O/C and DM&S have legitimate control interests. 

In addition to confusion over roles and responsibilities, the 
current O/C-DM&S alignment results in a loss of accountability for 
performance of the process. Both O/C and DM&S are responsible for the 
ultimate quality of proJect planning documents (e.g., information 
Contained in the current proJect submission) and also for performance in 
completing APF proJects through preliminary plans. Thus, there is no 
one organization responsible for the planning phase of the process, and 
it is difficult to hold specific organizational elements responsible for 
performance. 

Overall process performance is negatively affected by this 
fragmentation, the confusion over roles and responsibilities, and the 
lack of accountability that results: 

. Staff effort is increased because of duplicative efforts and 
coordination requirements in areas where fragmentation exists. 

. Elapsed time for completing process activities is increased 
because of time required to coordinate and because no one 
organization can be held responsible for performance. 

These disadvantages offset the increased control over the HCF 
Construction Process provided by the current split in responsibility for 
managing the process. 

Changes in these responsibility assignments are needed to improve 
the efficiency and effectiveness of the process. Fragmentation can be 
reduced by increasing the level of responsibility of either organization 
for managing the process. Increasing the responsibility in DM&S will 
require other steps to ensure adequate oversight from outside the 
process. Increased responsibility in O/C will require other steps to 
ensure that the process IS responsive to DM&S needs. 

* * * * * 

The ultimate goal of changes to the process is to resolve 
performance problems. This can be accomplished by implementing proposals 
and recormnendations to eliminate their causes. 
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SysteMetrics Study of VA’s New Patient 
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Prior to the implementation of VA’S Casenux-based Resource Allocation 
Methodology, the accuracy of the diagnoses and medical procedures 
recorded in VA'S New Patient Treatment Pile (NFTF) had little effect on a 
hospital’s budget; therefore, a hospital had little incentive to ensure the 
accuracy of the data recorded in the NWF. Now, however, a large portio 
of a hospital’s budget is determined by the number of weighted work 
units a hospital earns Each diagnosis recorded in the NFTF carries a set 
number of units, thus it is in the hospital’s budgetary interest to assure 
that it receives full credit for the total number of units it has earned. 

Several VA studies prior to 1984 indicated that there were substantial 
errors in the diagnoses recorded in the PTF. (See chapter 2.) On the 
whole, these errors had the effect of costing hospitals money under VA'S 
new Casemix-based Resource Allocation Methodology because the diag- 
noses reflected in the NPTF generally understated the total weighted 
work units earned. Incomplete information in the discharge summaries 
used to code information for the NPTF, as well as errors by the VA staff 
who coded the information, accounted for the majority of the errors 
found. 

To determine how extensive the error rates in the NPTF were on a 
national basis and to identify potential means of improving the accurac: 
of the information which it contained, VA hired SysteMetrics to conduct 
a national study of the NPTF, using a national sample that would be a 
statistically valid representation of the entire NPTF. That study was corn 
pleted in October 1986 and affirms the findings of VA'S earlier studies. 
SysteMetrics concludes that the discrepancy rates in the NPTF are high 
enough to justify concern over their use in planning and resource 
allocation. 

The NPTF resulted from three additions made to the old FTF beginning in 
fiscal year 1984: the ability to track bed section transfers, summary 
data to show the status of patients not discharged by the end of the 
fiscal year, and a nine-digit code for identifying the person or persons 
responsible for the patient. 

Purpose of 
SysteMetrics Study 

Because of the increasing importance of the NPTF to VA management, VA 
commissioned the SysteMetrics study to look at the reliability of the 
NFTF with the express purpose of projecting the results to the entire 
system. 

The SysteMetncs study’s four main objectives were to 
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l review the structure and process of the NPTF information system, 
l evaluate the accuracy and reliability of the file, 
. assess the unplications NFTF deficiencies may have for DRG resource allo- 

cation, and 
l recommend strategies for improving the quality of the NFTF. 

Methodology 

VA Requirements A major consideration for the study was that the results be proJectable 
to the NPTF nationwide, since neither the Stranova nor the Lloyd studies 
addressed the ITF on a nationwide basis. There were also three other VA- 
specific requirements that drove the design of the sampling plan. 

. The study should furnish valid national estimates of discrepancy rates 
in each of the primary strata of cases: the three bed sections (medical, 
surgical, and psychiatric) and the two classes of hospitals (affiliated 
with a medical school and nonaffiliated). 

l Discrepancy rate estimates should have standard error rates of 1.5 per- 
cent or less. 

. The data set should allow for analysis of diagnoses or conditions which 
have special implications for resource allocation and planning. 

The Sample Universe The study’s sample umverse was to include all episodes of care recorded 
on the fiscal year 1984 NPTF, with three exceptions. First, l-day kidney 
dialysis admissions and second, a small number of discharges which had 
not yet been recorded in the NPTF by mid-December 1984 were excluded. 
In addition, because including all episodes of care would have put undue 
burden on VAMCS to provide copies of records for patients with 
extremely long stays, the study was modified to exclude psychiatric epi- 
sodes of care over 45 days in length. (Most of the longer stays were for 
psychiatric treatment.) A total of 999,533 discharges met these require- 
ments. According to the 1984 VA Annual Repoo, there were a total of 
1,290,029 patients treated during fiscal year 1984. 

Choosing the Special DRG There were three criteria used to identify DRG groupings with “special 
Categories implications” for resource allocation: 
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. high cost per DRG (as measured by the weighted work units used in VA'S 

DRGSystem), 

l most common (as measured by number of discharges), and 
. high total cost1 (a product of the DRGS' work unit total, times the numbe 

of discharges). 

In addition to the three criteria used in DRG selection, a fourth factor wa 
used to help in selecting representative DRGS. SysteMetrics sought to 
choose DRG sets likely to include frequent errors in classification. The 
example used by SysteMetrics was that DRG 106 and DRG 107, both high 
cost per discharge DRGS, were also so closely related that frequent classi 
fication errors were highly likely. Both of these DRGS are coronary 
bypass surgery procedures. But DRG 106 included cardiac catheteriza- 
tion, while DRG 107 did not. Table III.1 summarizes the three DRG groups 
chosen and provides a description of each DRG, the reason chosen, and 
other information. 

The table’s data are taken from the SysteMetrics study, with the excep- 
tion of the cost totals on the right side of the table, which we supplied. 

‘“Cost” as used here IS nusleadmg One weghted work urut used m the VA system dunng the f&al 
year1986budgetprocesswasvahedat62982 Obtauungcostonamoremeamngfulbaslszequues 
multlplymgSysteMetncs'costbytheperwe@edworkumtcoatof$2982 
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Table 111.1: Sample DRGs 

DRG 
106 

107 

Description 
Coronary bypass with cardiac 
catheter 
Coronary bypass wlthout cardiac 
catheter 

Reasonchosen Number 
High cost 1,374 

High cost 3,202 

T;ta; ~2”x 

wei ‘hted 
Wei hted Weighted # wo unit 

8( wor unit unit total total 
516 708,984 $21,141,902 

393 1,258,386 37525,070 

182 

183 

430 

433 

436 

Esophagltls, gastroententis and Most common 11,220 73 819,060 24,424,369 
mist digestive disorders age > 70 
and/or complicatlons/comorbldltles 

Esophagltls, gastroententis, and Most common 15,141 57 863,037 25,735,763 
mist digestive disorders age 18-69 
without complications/comorbidities 

Psychoses Total cost 63,036 105 6,618,780 197,372,019 

Substance use and substance Total cost 16,999 70 1,189,930 35,483,712 
induced organic mental disorders 
Left against medlcal advtce 

Alcohol deoendence Total cost 17.695 79 1.397.905 41.685.527 

438 Alcohol and substance induced 
organic mental syndrome 

Total cost 48,097 75 3,607,275 107,568,940 

16,463,367 $490,937,302 

Note Fiscal year 1984 DRG Information was not complete at the time the DRG groupings were chosen, 
so the choice was based on fiscal year 1983 data 

Source my to Evaluate the Accuracy and Rellabillty of the VA’s NPTF Flie Fmal Reps, Sys- 
teMetncs, October 7, 1985 

The sampling methodology produced lists of discharges from 160 of the 
161 VAMCS. The study does not explam why the 161st VMIC did not have 
a list produced or even identify the VAMC m question. In addition to the 
required sample, the lists included replacement medical records if the 
orrginal could not be found. Ninety-five percent of the primary medical 
records were received. If a primary record was not found, then the 
placement record was pulled from the same strata as the primary. 

Medical Record Review and SysteMetrics chose approximately 22 medical record professionals to 

Abstracting perform the records review. Mimmum requirements were that the indi- 
viduals have certification as either an accredited record technician or 
registered record admmistrator and have 1 year of coding experience. 
Many of those chosen had worked for SysteMetrics previously. All of 
those chosen were tested, both prior to selection and after, and ranked 
as to their abilities. They were also tramed in VA coding conventions and 
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m the protocols (procedures followed to turn narrative descriptions intc 
appropriate codes) developed specifically for the study. 

Of the 4,322 records reviewed, 80 percent were reviewed only once. The 
other 20 percent (868 records) were given two independent reviews as 
an inter- and intra-rates reliability assessment. Half of the 20 percent 
also were reviewed by the original reviewer a third time, but at least 1 
month after the original review so that the reviewer would not be 
familiar with his or her original review of that record. 

The records which were abstracted only once were compared with NFTF 
records to identify discrepant record pairs in need of adjudication. Relia 
bility records (the 868 records abstracted two or three times) were com- 
pared with one another to identify those requiring adjudication. NPTF 
discrepant data elements that triggered an adjudication included the fol 
lowing: w (primary diagnosis responsible for the longest length of 
stay in the hospital), DXLS DRG, principal diagnosis, and principal diag- 
nOSiS DRG.2 

SysteMetrics developed its own abstracting protocol using VA’S 
abstracting guidelines found in VA Department of Medicine and Surgw 
Manual M-l: Part I, Medical Administration Activities, and Patient 
Treatment Pile Coding Instruction MP-6, Part XVI Supplement No. 4.1. 
In addition, SysteMetrics was required to develop supplementary 
abstracting and coding rules which were either not addressed or were 
not consistently addressed m the VA guidelines. VA guidelines created 
other areas of concern in developing the reabstracting protocols3 

Adjudication Protocol The adjudication process served two purposes. (Adjudication means the 
final arbitration of different codings of the same medical record.) The 
first was that the adjudicated medical record served as the standard 
against which the NWF was evaluated. The adjudication was triggered, 
m this case, when the reabstract did not match the NPTF. SysteMetrics 
never identified who served as adjudicator(s) or how they were chosen. 
Since they have the pivotal role in establishing the standard used to 
evaluate the NYW, this is critical mformation for evaluating the Sys- 
teMetrics study. The adjudicator first reviewed the questioned file inde- 
pendently, but also had the option of reviewing both of the other files 

2Ekgmung mth fisca year 1986, the Nm reports only DXU DRGs 

3SysteMetncs, y A Stud to Evaluate the Accuracy and Rehabtity of the VA’s NPTF Fve. Foal Repoo 
pages II-lb17 
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for something he or she might have missed. SysteMetrics’ objective was 
to create the most accurate standard using all available information. 

The second purpose was to evaluate the study’s abstracting reliability. 
A subsample of 853 records was reabstracted twice and a subsample of 
371 records was reabstracted three times. If discrepancies occurred, 
they were adjudicated to create the standard. The correct standard was 
based on agreement of at least two abstracts or on the adjudication of at 
least two abstracts. 

Study Limitations There are a number of limitations which need to be acknowledged when 
dealing with a study of this type. Most of the limitations are described in 
the SysteMetrics study. 

SysteMetrics identified one limitation imposed by its study design; it vis- 
ited only two VAMCS. Most of the information it uses to support conclu- 
sions on the organization of the NPTF from the V&MC standpoint comes 
from a questionnaire sent to all VAMCS. SysteMetrics states “the limited 
nature of our discussions with field personnel creates the potential for 
overlooking some aspect of structure and process that may contribute to 
errors in the NFW.” 

The medical data used by SysteMetrics was based on 1984 NPTF informa- 
tion. The first year of the new NPTF format was 1984, which was also the 
first year of the DRG resource allocation system. These factors might 
conspire to give somewhat erroneous results when compared with cur- 
rent information. In addition, SysteMetrics surveyed all VAMCS in 1985; 
therefore, the survey responses might not fully represent the NITF struc- 
ture and process that produced the fiscal year 1984 data. The NPTF 
format is better understood by users now and it is likely that medical 
center personnel are now more aware of the DRG resource allocation 
system and the important role played by the NPTF. 

Another limitation is the subjectivity of the determinations of the diag- 
noses and of the coding of the diagnoses. The medical record may reflect 
the conflicting Judgments of physicians with diverse training, knowl- 
edge, and experience. Many times in coding medical records, the coders 
are requu-ed to use professional judgment because the ED-Q-CM coding 
system is not comprehensive and there are deficiencies which charac- 
terize this classification system; criteria for including diagnoses and pro- 
cedures are sometimes vague; and medical record documents contain 
inconsistent, incomplete, nonspecific, and inaccurate data. Each time 
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professional judgment, either by a physician or a coder, is used, there is 
the potential for differences appearing m the medical record. 

According to SysteMetrics, VA has imposed some major limitations to 
successful diagnosis and coding. VA'S Central Office is responsible for 
developing and distributing coding guidelines; however, it allows consid- 
erable variation in the coding approach taken by individual hospitals 
and even encourages considerable medical center autonomy regarding 
NFTF data collection and recording. This latitude is particularly trouble- 
some under a DRG resource allocation system where it is assumed that al 
facilities are recording the data in a consistent manner. VA'S main source 
for guidance in coding, M-l, Part I, Change 179, contains gaps in coding 
information. Very specific about coding special status admissions, M-l 
places little emphasis on general coding issues. VA medical centers may 
use as many as six other coding guides for training and in actual prac- 
tice, but the Central Office does not specify which is preferred or how 
conflicts should be handled. Another problem is that physicians and 
coders are required to use different systems of terminology for diag- 
noses and procedures. In addition, many vmcs don’t request clarifica- 
tion of coding problems from the Central Office but rely on one another 
for advice. 

Finally, midyear coding changes and VA coding modifications have also 
added to coding problems. Midyear changes make it difficult to interpret 
the data for the year in which the change was made. VA coding modifica- 
tion in response to research efforts, congressional inquiry, and the 
desire to eliminate nonspecific codes has increased the complexity of 
coding and created additional opportunities for error. VA has modified 
many ICD-SCM codes by adding extra digits, changing their meaning, cre- 
ating new codes for procedures commonly performed together, and 
otherwise altering the classification system. For example, the VA 
expanded four-digit procedure codes to five digits in order to capture 
two procedures with one code. Because of these problems, covered in 
more detail m the study, the NPTF suffers from the lack of a comprehen- 
sive, consistent, and unambiguous set of VA-specific guidelines. 

Major Findings The SysteMetrics study concluded that the discrepancy rates in the NPTF 
are high enough to justify concern over their use in planning and 
resource allocation. (See table 111.2.) The overall rate for discrepant DXLS 
DRG (the diagnosis responsible for the major length of stay in the hos- 
pital) was 35.3 percent, a figure much higher than the 19 percent found 
in the Lloyd study. The DXIS discrepancy rate for five-digit comparisons 
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is 42 percent-again considerably higher than the 30 percent estimated 
in the Stranova Study. SysteMetrics believes that its study results came 
out generally higher than those of the VA in-house studies because it 
used totally independent abstracters. This could account for the differ- 
ence because both the Stranova and Lloyd studies used mdividuals who 
were familiar with VA-prepared medical records. 

One of the sigmficant findings was that the discrepancy rate for prin- 
cipal diagnosis is remarkably similar to those for DXLS. SysteMetrics 
finds this to be very encouraging in light of the fact that VA dropped 
principal diagnosis from the NPTF. 

Table 111.2: Percent of NPTF Records Discrepant With SysteMetrlcs Abstracts 

Raw N Weighted N DXLS DRG 
Bed Section 
Medical 1,639 515,914 378 

DXLS DXLS DXLS 
(3 Diglt) (4 Digit) (5 Digit)’ 

322 405 422 

Surgical 1,567 321,154 31 4 245 347 37 7 

Psychlatrlc 
Aft lllation Status 
Afflllated 

NonaffIliated 
NPTF DRG Category 
106-107 

182-183 
430/4X+/436/430 097 138,759 354 300 432 547 

1,116 162,062 352 31 1 40 1 49 8 

3,139 879,812 351 294 385 41 7 
1,183 119,319 364 309 392 443 

369 4,325 191 229 484 484 

394 26,048 306 256 280 284 

Balance 2,662 829,200 355 295 38 1 403 
Total 4.322 999.132 35.3 29.6 36.6 42.0 

aA fifth dlglt discrepancy between the NPTF and a SysteMetrm abstract did not require that the record 
be adjudicated However, when the record was adjudicated, it was adjudicated through the fifth digit 

Source My to Evaluate the Accuracy and Rellablllty of the VA’s NPTF File Final Report, Sys- 
teMetncs, October 7, 1985 

Overall, the discrepancy rates discussed by SysteMetrics are generally 
similar to those reported by the private sector in three abstracting 
studies performed by the Institute of Medicine using 1970s data. Sys- 
teMetrics draws the conclusion that private sector information has 
greatly improved since these studies because private sector hospitals 
have long been aware that high quality discharge abstract data are 
essential in determining the levels of Medicare reimbursement. Although 
not stated explicitly, the SysteMetrics results unply that VA'S data 
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quality may also improve now that the data in the NPTF are being used 
for allocating a major portion of each hospital’s operating budget. 

Major Findings and Their 
Implications for DRG-Based 
Resource Allocation 

Because errors in the diagnosis recorded in the NPTF can now have a 
major effect on a hospital’s operating budget, SysteMetrics analyzed the 
potential impact of the discrepancies it found on VA’S new Resource Al10 
cation Methodology, which bases a growing portion of each hospital’s 
operating budget on its workload as measured by the DRGS recorded in 
the NPTF. SysteMetrics did not look at the effect on individual hospitals, 
but on total resource allocation between bed sections for all VA hospitals 
One way VA currently builds its overall medical care budget is by bed 
sections. 

SysteMetrics found an increase of 4.53 percent in the total number of 
weighted work units for VA hospitals as a whole. The significance of the 
number of units on a national basis is that it determines, along with the 
systemwide casemix expenditures, the value of one weighted work unit. 
For instance, for fiscal year 1984, VA calculated that there was a total of 
90,394,204 units expended throughout the entire system. VA also calcu- 
lated $2,695,133,490 casemix expenditures. Dividing the total units into 
total case mix expenditures gives the value of one unit, or $29.82. 
According to SysteMetrics, the total number of weighted work units 
should have been increased by 4.53 percent, or to a total figure of 
94,489,061. This figure yields a unit cost of 528.52-a significant 
change-but more meaningful when applied on an individual VAMC basis 
The casemix system as a whole is a break-even system, but it is the 
changes that take place at each hospital that show the significance of 
how VA is now allocating funds. 

The reported figure of a 4.53-percent increase may be inaccurate. Sys- 
teMetncs coded diagnoses in the psychiatric bed section area one way, 
but later found out that VA coders would have coded it differently. In 
this instance, instead of a psychiatnc bed section increase in weighted 
work units of 14.82 percent as reported using SysteMetrics’ coding, it 
would have meant a 4-percent decrease in units. Instead of the 4.53-per- 
cent increase m units as reported by SysteMetrics, there would have 
been an increase of only 1.7 percent. Even though SysteMetrics reports 
the change to total psychiatric units, it did not show the change to total 
units. 

SysteMetncs also reports the unphcation of discrepancies on its three 
sets of DRGS, but again it shows that the difference between its coding 
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and that done by VA would have been significant. The study could be 
useful, however, if VA uses the information SysteMetrics gathered on a 
vmc-basis to develop its knowledge of which hospitals are learning to 
work with the new resource allocation system and which are not and to 
see if this is consistent with the results of the 1986 budget process. 

Causes of Discrepancies in One of the most significant findings was that 66 percent of all medical 

the NPTF records suffered from inadequate documentation. VA guidelines require 
the physician to select and document the DXU. In 38 percent of the cases 
this was not done, thereby requiring the medical record technicians to 
use their judgment in selecting the DXIs. In 9 percent of the cases where 
a DXIS was selected, it did not meet the defined requirements. Psychiatry 
records had a DXU documentation problem in 61 percent of the cases, 
compared with 66 percent for medicine, and 68 percent for surgery 

Record quality with respect to documenting principal diagnosis (not col- 
lected by VA since 1984) was very similar to that for the DXLS, with one 
major exception: 53 percent of the records reviewed did not include a 
designation for prirripal diagnosis, compared with 38 percent for the 
DXIS. 

DXIS discrepancies occurred in 53 percent of the NFTF records in which 
the physicians failed to designate a valid DAIS. It is clear that the quality 
of medical record documentation exercises a major influence on diag- 
nosis discrepancy rates. 

The two major players in the determination of diagnoses, the physician 
and the coder, were responsible for discrepancies in the DXIS 47.8 per- 
cent and 75.4 percent of the time, respectively, and for discrepancies in 
the principal diagnosis 51.3 percent and 76.3 percent of the time, respec- 
tively. (Categories do not total 100 percent because they are not mutu- 
ally exclusive. One medical record might have more than one reason for 
being discrepant.) SysteMetrics has a caveat in its explanation of results 
because its coding method did not pattern VA'S. If VA coding is used, the 
physician is responsible for 44.7 percent of the discrepancies in the DXIS, 
while the coder is responsible for 70.2 percent. For principal diagnosis 
using VA coding, the physician is responsible for 47.4 percent and the 
coder is responsible for 70.5 percent of the discrepancies. (See table 
111.3.) 
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Table 111.3: Percent Dlstrlbutlon of 
Problems Identified by Adjudicator by 
Major Categofies~ 

Physictan-related 

DXLSb PdncFi!il b 

47 8 51 3 

Other DX Pfocedlll 
144 26 

Judgment 19 37 20 0 
Parameter 1.0 11 NA h 

Coder-related 75 4 76 3 904 89 
Clerical 04 06 05 0 
Other 21 7 198 80 9 

aThese problem categories are not mutually exciuswe, therefore percentages do not total 100 

bExcludes admIssIons for alcohol rehabllltatlon 

Source A Study to Evaluate the Accuracy and Rellabillty of the VA’s NPTF File Final Aepoo, Sys- 
teMetncs, October 7, 1995 

SysteMetrics noted two other problems which could cause significant 
coding errors. The first is that VA has no consistent systemwide coding 
guidelines. The second, as reported in other VA studies, is that VA wages 
for medical record technicians are not commensurate with salaries paid 
in the private sector. This finding, taken together with the study findiq 
that most VA record technicians are not accredited, may indicate that thl 
salaries paid by VA are not sufficient for it to compete successfully with 
private sector hospitals in recruiting medical records professionals. 

Recommendations SysteMetrics made three recommendations for improving the NPTF 
system. They fall into the following broad categories: developing a man 
uniform medical record system, upgrading medical records personnel, 
and involving physicians. 

In regard to developing a more uniform medical record system, Sys- 
teMetrics believes VA should 

. furnish a list of complications and comorbidities and instruct records 
personnel to include them in the NPTF as they appear in patients’ 
records; 

. furnish a comprehensive list of procedures that must be collected, 
including operating room procedures which affect DRG assignment; 

. improve its guidelines by defining a hierarchy of medical record source 
documents to help resolve conflicts; and 

. modify the Austin Data Processing Center’s preprocessor to read all 
NPTF diagnoses and procedures in the groups and allow 30 working day: 
for the NPTF end-of-year closeout. 
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To upgrade medical records personnel, SysteMetrics believes VA should 

recruit more personnel from the ranks of credentialed medical records 
professionals, 
simplify the coders’ tasks and furnish automated edit checks on the NFTF 
data entered, and 
develop the abilities of current staff through in-service training and con- 
tinuing education courses. 

To involve physicians more directly, SysteMetrics believes VA should 

hold periodic seminars for new staff concerning the relationships 
between NFTF data quality, DRG classification, and VAMC budgets; 
develop or purchase service specific handbooks describing terminology 
and record narrative and their impact on DRG assignment; 
establish at each medical service a liaison who will work with records 
technicians; and 
change its coding guidelines to encourage physicians to use ICDSCM 
terminology. 
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The VA Management Information System Task Force, appointed by the 
Chief Medical Director, was organized to plan the development of a con 
prehensive management information system for the Department of 
Medicine and Surgery. Both the Hines/Boston project and the Brockton 
West Roxbury project (described below) were begun at the request of 
the task force. The Long Beach project (described below) was initiated 
by the Long Beach, California, VAMC. 

Long Beach Project The Long Beach VAMC, along with the Information Systems Center (ISC: 
in San Francisco, California, and the Health Services Research and 
Development Center (HSF&D) in Ann Arbor, Michigan, is involved in a 
joint project to develop a hospital-based management information 
system. The project began in January 1984 and has three major 
objectives: 

(1) the development of a patient-specific cost accounting system, 

(2) the development of an outpatient visit cost classification system, ar 

(3) the automation of all management and statistical information input 
made at the grass roots level. 

The development of the patient-specific cost accounting system is in 
three stages. The first stage is the recognition of all direct patient care 
areas of the hospital and the allocation of all actual direct and indirect 
resources to those areas. The actual costs will be identified by 

. episode of patient care, 

. bed section, 

. ward, 
l outpatient clinic, 
- service, and 
l hospital. 

Services m the hospital have been grouped into three categories: (1) 
direct patient care services (by ward/clinic), (2) ancillary services (for 
example, lab, radiology, nuclear medicine), and (3) overhead or indirect 
services (for example, fiscal, building management, or supply). In gen- 
eral, the planned methods of apportionment are as follows: 

l Direct care personnel hours will be allocated using a time allocation 
sheet. 
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l The total ward cost for each inpatient ward will be divided by total 
patient days to arrive at a ward cost per patient day. 

. The total cost of an outpatient clinic divided by the number of patients 
seen m that time period will give an average outpatient cost by clinic. 

l Ancillary areas will be costed separately to get a per test, per x-ray, or 
per medication cost. 

. A subaccount system is being explored to properly assign supply costs. 

The project objective is to tie the clinical and informational data stored 
within the computer to the cost mformation, in order to reflect an entire 
episode of care both clmically and financially. All of the cost compo- 
nents discussed above could be collected by patient, DRG, ward, clinic, 
service, or hospital, with each component identified and costed. 

A secondary ObJective is to establish standard costs. The plan is to 
utilize time studies and analyses of job performance to establish per- 
formance and staffing standards. This information would then be used 
by management to compare actual personnel levels, supply numbers, 
and dollars with those at an expected efficiency level. Problem areas 
could then be targeted for analysis. 

The Long Beach VAMC plans to arrive at an outpatient cost classification 
system by identifying the number and type of encounters and the 
resources expended during an encounter. An encounter is an episode of 
care for an outpatient. An encounter form has been developed to iden- 
tify this information. The data collected on this form are being combined 
with socio-demographic and other data in the central hospital computer 
system to form a complete data base and to develop an outpatient classi- 
fication model. The outpatient classification model was completed m 
December 1985. 

Hines/Boston Project A subcommittee of the Management Information System Task Force was 
assigned to develop a plan for a medical management information 
system. In January 1984, the Hines, Illinois, VAMC started developing the 
project; the project is also being developed at the Boston, Massachusetts, 
VAMC. This project is composed of three phases. Phase I involves the 
development of a clinical resource tracking system for ongoing moni- 
toring of clinical management activities. Phase I activities, which have 
been completed, include: 

l identifying the data required, by asking users what information they 
need; 

Page 197 GAO/AFMKU3&7 VA Pinancial Management 



Appendix Iv 
VA Management Information System Projects 

. developing physician-specified patterns of care; and 

. initiating the project at the Boston VAMC. 

developing a dictionary of data definitions; 
specifying preliminary reports; 
reviewing preliminary reports by system users; 
developing a data-gathering system; 
examining existing data; 
generating preliminary casemix reports using available data-processmg 
software; 

Physician committees at the Boston and Hines hospitals are working on 
developing patterns of care within the framework of the DRG classifica- 
tion system. The patterns of care attempt to 

. identify those factors which distinguish diagnostic categories, 

. define those diagnostic and therapeutic steps appropriate for patients 
with a given diagnosis, and 

. identify those complications or problems likely to occur for a given 
diagnosis. 

Patterns of care are being developed within the framework of the DRG 
classification system. 

Phase II of the project concentrates on integrating the cost data into the 
system to assist with budgeting, resource management, and analyses 
such as 

. ancillary service utilization by patient groups, as defined by DRG, patient 
demographics, climcal service, or individual physician; 

. comparison of ancillary utilization by patients within a selected DRG, ser- 
vice, or program, using utilization review data from other hospitals; and 

l analysis of hospital direct and indirect costs per case for patients in 
selected groups. 

One of the objectives of phase II is to develop data on the cost of 
treating a patient, average actual cost per DRG, and cost per procedure. 
The project software was completed in November 1985. The Hospital 
Research and Educational Trust, a subsidiary of the American Hospital 
Association, donated a casemix management information system soft- 
ware package to the project in order to assist VA in developing its own 
management system. 
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Phase III incorporates staffing levels and other productivity measures 
mto the system. The project plan is to integrate these productivity mea- 
sures to enable the establishment of productivity targets for all services. 
This will allow 

9 analysis of changes m workload requirements attributable to casemix 
and 

l hard copy departmental management reports and on-line interactive 
access for ad hoc analysis. 

The project includes the capability for a “modeling function.” This capa- 
bility could provide projections of the clinical and cost implications of 
various plannmg and budgeting alternatives. 

The work on the three phases was completed in November 1985. The 
present project work is taking place at the Hines, Illinois, VAMC and pri- 
marily includes testing the project software. 

Brockton/West 
Roxbury Project 

The New England Medical Center model is currently being used at sev- 
era1 private hospitals such as the Georgetown University Medical Center 
in addition to the New England Medical Center. An evaluation team 
from the New England Medical Center visited the Brockton/West 
Roxbury VAMC on December 18 and 19,1984, to evaluate the applica- 
bility of a standard product costing model, such as the Center’s model, 
to VA. The results of that study were that VA'S current systems could 
support the implementation of such a model. However, the portion of 
the Center’s, or any similar model, that relies on clinical information 
could not be fully implemented until VA'S DHCP (Decentralized Hospital 
Computer Program) is fully operational in fiscal year 1989. 

The Center’s model views the resource inputs to the treatment of a 
patient, such as diagnostic tests, surgery, and medicines, as intermediate 
products. The final product is a treated patient from the hospital. The 
total of the intermediate products provided the patient forms both the 
clinical and financial record of that patient. The Center’s model 
attempts to control treatment costs by controlling the utilization and 
costs of intermediate products used in patient care. It provides doctors 
with reports on the quantity and type of intermediate products used in 
patient care and holds them responsible for these, since they control the 
patients’ treatment. It provides department heads with reports on the 
costs of individual intermediate products whose unit costs they are 
responsible for. 
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The model breaks down the costs of intermediate care products into n 
variables: 

variable labor, 
vanable supplies, 
variable other, 
fixed direct labor, 
fixed direct equipment, 
fixed direct facilities, 
fixed direct other, 
variable indirect, and 
fixed direct. 

The model uses standard costs as the basis for measuring variances. 
Reports indicate for which of the nine variables there are variances, bl 
not the cause of the variance, which must be determined by the man- 
ager. The model utilizes a flexible budget to adjust for variances beyor 
the control of the department manager. An example of this is the quan 
tlty and type of tests performed that are controlled by the ordering 
physicians. 

Standards are established using a combination of relative values, as 
determined by professional standards and engineered standards based 
on actual time and motion studies for performing particular procedure 
The model uses engineered studies only for those intermediate product 
that produce both the greatest quantity and cost for each department. 

The Center’s model also has a “modeling” capability which allows 
“what if” scenmos to be analyzed in planning and in budget execution 
The Center uses this capability to examine the clinical and cost implica 
tions of various planning, pricing, and budgeting alternatives. 

The Brockton/West Roxbury project proposes to test a standard prodw 
costing model, such as the New England Medical Center model, and 
assess its usefulness for hospital management, cost control, utilization 
review, and quality assurance. 
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Study of the Delegation of Authority to 
Hospital Directors for Nursing Home Care 
Design and Construction 

In a 1981 House-Senate Conference Report (H R. 222,97th Congress, for 
Public Law 97-lOl), VA was directed to conduct a pilot program to test 
the advantages and disadvantages of delegating authority for the design 
and construction of three nursing home care unit projects. In the fiscal 
year 1982 Department of Housing and Urban Development-Independent 
Agencies Appropriations Bill, the House recommended that the hospital 
directors at the medical centers in Ann Arbor, Michigan; Fresno, Cali- 
fornia; and Tampa, Florida, be given complete discretion to design and/ 
or supervise the construction of nursing home care unit projects. 

At VA’S request, BOOZ, Allen & Hamilton conducted a study to assess the 
effects of the first delegation of authority for nursmg home care unit 
design and construction to directors at three VAMCS. This study,’ issued 
on April 26, 1985, had four objectives. 

l Contrast and compare the three specific, delegated nursmg home care 
unit projects with seven comparable nondelegated nursing home care 
unit projects from a period prior to delegation but during the same era in 
terms of time, cost, and quality of the construction project. 

. Assess and evaluate the unpact of the delegated and nondelegated 
approaches on station resources (for example, administrative costs and 
personnel) and on ongoing facility maintenance and capital improve- 
ment activities. 

l Assess and evaluate the strengths and weaknesses of the three specific 
delegations from the perspectives and mterests of the affected VAMCS 
and affected Central Office elements (that is, the Office of Construction, 
the Chief Medical Director, and the Office of Budget and Finance 
(Controller)). 

l Assess and evaluate the strengths and weaknesses of the specific dele- 
gation parameters and guidelines for the three delegated nursing home 
care umt projects in terms of the following factors: sufficiency of Cen- 
tral Office oversight; compliance with prescribed agency standards, stat- 
utes, and regulations; adherence to the delegation directives; and 
sufficiency of sound admimstrative practice and quality of the final 
product. 

As mentioned in chapter 5 of this report, our review concentrated on the 
planning and programmmg phases of the VA major construction process. 
We did not examine the effects of the delegation of construction 

‘~rehenslve Study of the VA’s Org$ Health Care Facti- 
ties Modlficabon to Assess Delegation of Authonty to Hospital Dwectors for Adnumstrabon of 
mg Home Care Umt (NHCU) Constrution Protect at the VAMCs m Ann Arbor MI Fresno CA 
and Tampa, & 

)-,-1-1 
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authority to VAMC directors. However, through an examination of the 
Booz, Allen & Hamilton workpapers and interviews with VA officials, T 
determined that Booz, Allen’s study of the delegation of authority met 
generally accepted government audltmg standards. 

Background Although the Congress intended that the VAMC director be responsible 
for the entu-e construction process, the facts surrounding the projects 
selected did not pernut it. The three projects chosen were already in v 
ious stages of construction at the time of the House recommendations. 
Since prelimmary plans had been completed for each project and the 
Office of Construction either had selected or was in the process of 
selecting an architectural/engineering firm to develop working drawir 
for Fresno and Tampa, the VAMC directors’ authority was extended onl 
through the remaming activities. For Fresno and Tampa, the delegatic 
of authority started with the development of working drawings and fc 
Ann Arbor it began with the selection of an architectural/engineering 
firm to develop workmg drawings. 

Through interviews with staff members of both the House and the 
Senate appropriation committees that deal with VA, Booz, Allen & Han 
ilton discerned the following ObJectives for the delegation of authority 

. Improve the efficiency of the health care facility construction process 

. Decrease the total elapsed time from the definition and validation of 
need through physical facility construction. 

l Increase the degree of user involvement and user satisfaction with the 
final product. 

l Ensure on-time delivery within established budget constraints. 

These objectives were used to form the basis upon which the study wa 
designed. To measure the differences in achievement of these objectivt 
a comparison was made among nursing home care unit projects com- 
pleted prior to delegation, those bemg constructed during the same tin 
period, and the three delegated projects. 

Methodology In addition to the three delegated construction projects, Booz, Allen & 
Hamilton reviewed seven nondelegated nursing home care unit project 
Four of the projects were chosen based upon similarity of project char 
acteristics, construction period, and procurement procedures. The 
remaming three projects were included to lend a historical context to t 
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analysis since they were completed prior to delegation. Table V. 1 high- 
lights key characteristics of the 10 projects. 

Table V.l: Key Characteristics of 10 
Study Projects 

Medical center 
Construction Completion Number of 

award date date. beds 
Delegated projects 
Ann Arbor, Mlchlgan 

Fresno, Callfornla 

Tampa, Flonda 

Nondelegated projects 
Atlanta, Georgia 

Bronx, New York 

Columbia, South Carolina 

Hmes, lllinols #l 

Hines, llllnois #2 

Lake City, Florida 

Marion, lllmois 

12102 6184 120 

9183 2185 60 

12182 10184 120 

6180 5102 120 

12182 5185 120 

9177 11179 120 

l/81 9182 120 

6184 6186 120 

2183 12184 120 

5103 6/85 60 

aEstlmated date for projects not yet completed at time of Booz, Allen & HamIlton’s study 
Source aprehensIve Study of the VA’s Organlzatlon and Procedures for Constructing Health Care 
Facllltles Modiflcatlon to Assess Delegation of Authonty -HoSpltal Directors for Admtnistration of 
mg Home Care Unit (NHCU) Construction Project at the VAMCs In Ann Arbor, MI, Fresno, CA, and 
Tamp& - 

Booz, Allen & Hamilton used three methods to gather information: mter- 
views, data collection forms, and reviews of files. This information was 
used to assess the delegation approach and the extent to which it 
achieved desired objectives. Interviews were held with VA Central Office 
(specifically the Office of Construction, including the Budget Service, 
and DM&S) and VAMC officmls. 

Data collection forms were designed to standardize and structure data 
gathered from project files, interviews, and various historical perform- 
ance indicators so that information received from the individual facih- 
ties would be comparable. In addition Booz, Allen & Hamilton developed 
a “Building Systems Evaluation Form” and a “User Perception Form” to 
assess the quality of construction and user satisfaction. 

Booz, Allen & Hamilton reviewed the Office of Construction and DMM 
files on each project. It focused on identifying explanatory information 
that described key events in the project. Information was also collected 
on project costs, schedule, elapsed time, and site inspections. 
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Findings Table V.2 summarrzes Booz, Allen & Hamilton’s assessment of the 
strengths and weaknesses of the delegation approach as it pertains to 
the projects evaluated for the study. 

Table V.2: Strength8 and Weaknesses 
of the Delegation Approach as 
Concluded From a Review of 10 
Nursing Home Care Project8 

Strengths Weaknesses 
Increased user Involvement In the 
construction process Improved capability to 

The point of delegation withln the 

follow through on problems Reduced 
construction process (I e , completion of 

elapsed time for completing working 
working drawings and construction) for the 

drawings, contract award, and construction 
three nursing home care unit projects IS 

inconsistent with stated objectIves of this 
form of authority 

Greater user control over process Stations do not have ability to perform the 
same level of technical review as VA’s 
Central Office 
Stations do not have adequate staff In sup 
and engineering servlces to manage 
delegated prolects effectively 
Delegation of major constructlon projects 
represents a Dotentlal risk 

Source Comprehensive Study of the VA’s Organlzatlon and Procedures for Constructing Health Care 
Facllltles Modlflcatlon to Assess Delegation of Authority to Hospital Directors for Adminlstratlon of 
-g Home Care Unit (NHCU) Constructton Prolect at the VAMCs in Ann Arbor, MI, Fresno, CA, an 
Tampa, FL 

Booz, Allen & Hamilton found that the time performance of delegated 
projects was better than that of nondelegated projects. The time saving 
were attributed to four elements: less formalized procedures for accom 
plishment of activities, fewer required approvals and concurrences, 
closer proximity to the decisionmaker, and luck. 

The delegated approach was determined to greatly increase involveme 
in the construction process. Booz, Allen & Hamilton believes that this 
involvement took the form of “pride of ownership” and a correspondir 
dedication to a successful outcome. However, it found no difference 
between the delegated and nondelegated projects in terms of satisfactic 
with the final product. 

Booz, Allen & Hamilton noted that the construction cost performance c 
the delegated projects was similar to that of nondelegated projects. 
However, one component of cost in which Booz, Allen & Hamilton did 
find differences was the use of contingency funds. The consultants 
found that the use of contingency funds by nondelegated projects 
remained below 2 percent of the contract amount for each project, whi 
all the delegated projects had exceeded 2 percent, and both the Fresno 
and Tampa projects had exceeded the 6 percent contingency limit. 
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In terms of the quality of construction, Booz, Allen & Hamilton con- 
cluded that all 10 projects were generally acceptable in terms of VA, con- 
tractor, and architectural/engineering performance. 

Conclusions E!ooz, Allen & Hamilton suggested selection criteria that should be fol- 
lowed to evaluate projects being considered for delegation. Among the 
criteria are to have a VAMC director who is willing to be responsible for a 
delegated major construction project and to ensure that the VAMC chief 
engineer is experienced in the construction of projects of simiIar com- 
plexity, size, and scope. 

Booz, Allen & Hamilton believes that if the current level of station input 
is maintained and the recommendations of any applicable alternatives 
presented in its major study (Comprehensive Study of the VA’S Organiza- 
tion and Procedures for Constructing Health Care Facilities which is dis- 
cussed in appendix II) are implemented, delegation of construction 
projects may not be necessary in the future. 
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This appendix contains an annotated listing of studies and actions tak 
by various parties to improve the VA construction process. 

Executive Branch 
Efforts 

The amount of funds VA can request for replacement and modernizatio 
projects in any fiscal year is limited by the Office of Management and 
Budget. Concerned that VA requests for design funds in one year lead t 
significantly higher requests for construction funds the following year 
OMB has attempted to limit VA budget requests to two replacement and 
modernization projects in fiscal year 1986 and later years.’ 

Grace Commission On June 30, 1982, President Reagan established the President’s Privat 
Sector Survey on Cost Control, better known as the Grace Commission 
The Commission’s mandate was to identify opportunities for increasec 
efficiency and reduced costs in federal government operations. Severa 
of the Commission’s recommendations were directed at the VA construe 
tion program. The Commission urged VA to limit its construction of nev 
health care facilities and consider ways that the private sector could 
manage this activity. 

In its Report on Federal Hospital Management, the Grace Commission 
addressed two VA construction program subject areas: 

l Can the higher cost of constructing VA hospitals and nursing homes be 
reduced so that the costs begin to approximate the construction costs ( 
well-managed, private, multihospital and nursing home systems? (Hos- 
pital Issue #5.) 

. Can the organizational structure of the VA hospital system be modified 
give hospital directors much greater control over facility planning, 
budgeting, and staff? (Hospital Issue #6.) 

In another report entitled Privatization, the Commission addressed the 
question: Do privatization opportunities exist within the VA which coul 
reduce expenditures and improve the health care benefits delivered to 
veterans? (Privatization Issue #4.) 

lDes~gn funds are used to develop workmg drawmgs for constructzon prom before they are 
approved for final fundmg by the Congress In general, desgn funds requested m one foal year B 
be used m the worlang drawmg development of proJects to be requested m the succeedmg fisca ye 
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VA Health Care Facility 
Construction 

Under Hospital Issue #5, the Grace Commission recommended that VA 
stop constructmg nursing home care facilities. The Commission believed 
that VA could meet future needs for nursmg home care beds by (1) con- 
verting available and underused acute-care (short-term) beds to 
extended care use and (2) increasing the number of contract nursing 
home care beds by entering into long-term contracts with private sector 
nursing home care operators to design, build, and operate nursing homes 
in the locations where VA needs such beds. The Commission further rec- 
ommended that the Office of Construction should be completely reorga- 
nized with a reduction in staff size from the present 800 employees to 
200. It also recommended that VA should contract with a medical care 
consulting group to establish sound construction planning criteria which 
pomt out the needs of veterans as an integral part of an overall planning 
system of DM&S. The Commission estimated that implementation of its 
recommendations would result in a 3-year savings of $1,342.3 million. 

Control Over Facility 
Planning, Budgeting, and 
Staff 

Under Hospital Issue #6, the Grace Commission recommended that VA 
(1) decentralize control over several hospital management functions, 
including day-to-day operations, plannmg, and budgeting; (2) increase 
hospital directors’ authority and provide them with incentives; and (3) 
propose legislation to elimmate congressional constraints on VA hospi- 
tals, for example, number of operatmg beds and number of nursing 
homes. 

The Commission did not estimate the savings resulting from recommen- 
dations in this issue area. It concluded that savings it had established in 
six other issues pertaining to VA hospital management were, to some 
extent, dependent upon providing incentives to VA medical center direc- 
tors to render more cost-effective care. 

Privatization of VA Hospital For Privatization Issue #4, the Grace Commission recommended that VA 

Management phase out its construction of hospitals, not construct any nursing homes 
not already under contract, contract for private management of three of 
its hospitals as a trial, and subject future facilities to a certificate-of- 
need process 

It concluded that (1) use of a private sector construction manager would 
produce savings in VA construction projects; (2) long-term contracts with 
private nursing home operators would result m nursing homes being 
built and operated for VA patients, with appropriate VA quality assurance 
safeguards, at one-third to one-fifth of VA’S construction costs and at 
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one-half of VA'S operating costs; (3) private sector expertise would 
unprove VA'S management information systems, forecasting methods, 
resource allocation processes, and sharing of high-cost services with 
non-v.4 hospitals; and (4) these efficiencies would improve the health 
care benefits delivered to veterans. 

The Grace Commission estimated that adoption of a limited trial priva 
tization program could save about $1.4 billion over a 3-year period. If 
fully implemented within the entire VA system on a permanent basis, tl 
Commission believed its recommendations could save an estimated $12 
billion over 20 years in the cost of constructing hospitals, $474 million 
over 5 years m constructing nursing home care units, and $2.2 billion 
annually in the operating costs of hospitals and nursing home care uni 

Our Views on Grace 
Commission 
Recommendations 

In our two-volume report titled Compendium of GAO'S Views on the ti 
Saving Proposals of the Grace Commission (GAO/~86-1, February 19 
1985), we expressed our views on 581 of the 784 issues presented by tl 
Commission. The following is a synopsis of our views on the preceding 
recommendations. 

(1) wital Issue #5: VA Health Care Facility Construction: We agree 
with the Grace Commission’s recommendation that VA should pursue 
alternatives to building more nursing homes; however, we disagree wit 
its recommendation that VA stop constructing new nursing homes. The 
Commission assumed that VA could meet its nursing home bed needs by 
either converting underused hospital beds or increasing its use of con- 
tract nursing home beds. At least two factors may limit VA'S ability to 
use these options. Underused hospital beds may not be economically 
converted to nursing home beds because of engineering problems or 
functional limitations. For example, there may not be enough underuse 
hospital beds in one location to form a nursing home umt. In addition, 
state cost containment efforts may limit the availability of contract 
nursing home care beds. 

We also disagree with the Commission’s recommendations that VA con- 
tract with a medical care consulting group to develop sound construc- 
tion criteria and to reorganize the Office of Construction. We believe 
that the key to VA construction planning is a policy decision on the por- 
tion of veterans with no service-connected disabilities that VA should 
plan to care for m its facilities. Once that decision is made, VA has the 
capability, either through its in-house staff or through its use of privat 
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sector engineering firms, to plan and contract for the construction of 
new facihties to serve those veterans. 

We also question the Commission’s conclusion that changes in VA’S con- 
struction policies would reduce the cost of VA hospital construction to a 
figure not appreciably higher than the cost of comparable nonfederal 
hospitals. We believe that because federally sponsored construction 
projects are SUbJeCt to federal laws and regulations that do not apply to 
nonfederal projects, the Commission’s cost savings are overstated. VA 
officials estimate that these laws and regulations add about 25 percent 
to a federally sponsored project. 

(2) Hospital Issue #6: Control Over Facility Planning, Budgeting, and 
Staff: We agree with the Commission’s recommendations that VA decen- 
tralize control over several hospital management functions, including 
day-to-day operations, planning, and budgeting, and that VA give medical 
center directors flexibility to adjust their operations to meet the needs of 
their patients. For example, medical center directors would benefit from 
the authority to hire staff, purchase equipment within certam limita- 
tions, and shift resources from one program area to another. 

The Commission also recommended that VA propose legislation to elimi- 
nate congressional constraints on VA hospitals. We do not believe that 
the congressional constraints on VA hospitals have prevented them from 
operating efficiently. The requirement on the minimum number of oper- 
ating beds was intended to ensure that the VA system would be available 
to back up the Department of Defense in time of war. The legislation 
covers both hospital and nursing home care beds. Therefore, VA is not 
prevented from converting underused hospital beds to nursing home 
care beds, which are less expensive to operate on the average. We are 
unaware of any legislative constraints on the number of nursing homes 
or occupied beds. 

We agree that the Commission’s recommendations concerning decentrali- 
zation and mcentives could be implemented within VA’S existing 
authority. However, the recommendation concerning congressional con- 
stramts would take legislative action. 

(3) Privatization Issue #4: VA Hospital Management: While we agree that 
VA could benefit from private sector management techniques, including 
use of construction managers on maJor building projects and improved 
management mformation systems, the Commission’s recommendations 
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go beyond that. They appear to be inconsistent with current congres- 
sional policy, most recently stated in Public Law 97-306, that VA must 
maintain a comprehensive health care system. Further, as we stated in 
our views on Hospital Issue #5, both state cost containment efforts on 
contract nursing home care beds and the potential uneconomic conver- 
sion of underused hospital beds to nursing home care beds may limit vt 
ability to rely on these options to meet its needs for nursing home care 
beds. We also believe the cost savings are overstated, although signifi- 
cant cost avoidance could be achieved if new facilities are not built or 
are downsized or if new equipment is not purchased. 

GAO Studies (1) VA Justification for Construction of Nursing Home Care Units at 
Amarillo, Texas, and Tucson, Arizona (GAO/HRD-85-80, August 12, ,l98F 
At the request of the Senate Committee on Veterans’ Affairs, we 
reviewed the justifications provided by VA for the two nursing home ca 
umt construction projects proposed in its fiscal year 1986 budget. We 
sought to deternune whether VA adequately considered local needs and 
resources and less costly alternatives to new construction. In our 
opmion, the projects proposed for the VA medical centers m Amarillo, 
Texas, and Tucson, Arizona, are justified. 

We found that VA, through its MEDIPP process, had documented the pro- 
jected nursing home care needs, the projected availability of beds in 
community nursmg homes and state homes to meet those needs, and th 
feasibility of convertmg existing space in the medical centers mto 
nursing home care units. 

(2) VA’S Justification for the Number of Beds Planned for the Philadel- 
phia Hospital and Nursmg Home (GAO/HRD85-69, June 13,1985): The 
Senate Committee on Appropriations requested that we review VA’S 
rationale and basis for determinmg that it needed a 538-bed hospital 
and a 240-bed nursing home as part of its proposed modernization of tl 
Philadelphia VA medical center. We focused our review on (1) evaluatm 
VA’S 1981 and 1982 achustments to the results of its computer model, 
which is the prmcipal means by which VA projects its future bed requir 
ments, and (2) determinmg whether VA adequately considered local 
needs and resources and alternatives to new construction for the pro- 
posed nursing home. 

VA requires its planners to determine future hospital bed requirements 
by using a computer model and to justify any deviations from the 
model’s results We found that planners, when projecting the number o 
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beds needed m 1990, made several adjustments to the model’s results to 
increase the number of beds for certam bed sections, but did not appro- 
priately reduce the number of beds projected for the other bed sections. 
For example, the model divides the total projected surgical beds into 
acute and nonacute care beds. In 1982, planners believed that the model 
did not fairly project the number of acute surgical beds needed m 1990 
and added 39 acute beds to the 121 projected by the model. However, 
they did not reduce the number of projected nonacute care surgical beds. 
This resulted in a double counting of beds requirements for some 
sections. 

The proposed 240-bed nursing home appears to be needed. The planners 
followed VA Central Office guidance and adequately considered local 
needs and resources as well as alternatives to new construction. 

(3) Analysis of Issues Concerning the Planned Modernization or Reloca- 
tion of the Allen Park, Michigan, VA Medical Center (GAO/HRD-85-64, June 
7, 1985): At the request of Congressman John D. Dingell, we reviewed a 
project proposed by VA to either modernize the existing medical center m 
Allen Park or build a new facility in Detroit. We found that although VA 
was in the early stage of planning, it was generally following its estab- 
lished guidelines and usual practices regarding this project. VA was con- 
sidering and developing data its Administrator needed to decide on the 
most appropriate construction concept. 

(4) VA'S Methodology for Settmg Priorities for Nursing Home Care Con- 
struction Projects for Fiscal Year 1986 (GAO/HRD85-70, May 17, 1985): 
At the request of the Senate Committee on Veterans’ Affairs, we 
reviewed the justifications for the seven nursing home care construction 
projects that were proposed by VA in its fiscal year 1986 budget request. 

As part of its planning process, each of VA'S 28 medical districts projects 
its nursing home care needs for 1990, the portion of those needs that VA 
would have to meet m its own facilities, and the number of beds the 
district would have available to meet those needs. The five VA districts m 
which the seven projects planned for fiscal year 1986 are located were 
ranked by their percentage of unmet need, and the individual projects 
from the districts with the largest percentage of unmet need received 
the highest priority 

We concluded that while this methodology was reasonable, improve- 
ments were needed in two areas. First, planners should consistently cal- 
culate unmet need among the districts. We found that when VA Central 
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Office planners calculated the number of beds VA expected to have ava 
able in 1990 in each district, they included projects authorized by the 
administration but not funded by the Congress for two districts but no 
for the other three districts. This mconsistency resulted in lowering th 
percentage of unmet need for these two districts. When these beds wei 
excluded from the number of beds available and the unmet need was 
recalculated, the priority order of the projects changed. Second, VA 
planned for two projects for each of the two medical districts and, for 
each of the projects in the two districts, applied the same percentage o 
unmet need. However, if the Congress were to fund one of the projects 
from either of the two districts, that district’s percentage of unmet neE 
would drop and the priority of the remaining projects in the district 
would change. 

VA is developing a new methodology for setting priorities for planned 
nursing home construction projects that should correct these problems 
for fiscal year 1987 and beyond. Under this methodology, VA would ra.i 
each project in a district and recalculate the district’s unmet need per- 
centage after each ranking. The beds in the higher priority projects 
would be counted as available in the target year, and this would lower 
the unmet need percentage for the other projects. 

(5) VA Justification for Two Nursing Home Care Construction Projm 
Its Fiscal Year 1985 Budget Request (GAo/HRD~~-~~, May 15,1984) an 
VA Justification for Construction of Nursing Home Care Facilities at 
Durham, North Carolina, and Prescott, Arizona (GAO/HRD-84-84, July 3 
1984): Senators Jake Garn of the Senate Appropriations Committee am 
Alan Simpson of Veterans’ Affairs requested that we examine VA’S justi 
fication for nursing home care construction projects in its fiscal year 
1985 budget request. Specifically, we sought to determine whether VA 
Central Office planners and the medical districts adequately considerer 
(1) local needs and resources when deciding on the need for additional 
VA-owned nursing home care units and (2) less costly alternatives to ne 
construction. Of the seven nursing home care unit projects proposed in 
fiscal year 1985, we reported on the Alexandria, Louisiana, and Provi- 
dence, Rhode Island, projects in VA Justification for Two Nursing Home 
Care Construction Projects in Its Fiscal Year 1985 Budget Request and 
the projects proposed for Durham, North Carolina, and Prescott, Ari- 
zona, in VA Justification for Construction of Nursing Home Care Facili- 
ties at Durham, North Carolina, and Prescott, Arizona. We did not repo 
on the remainmg three projects at San Juan, Puerto Rico; Murfreesborc 
Tennessee; and West Los Angeles, California. 
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In our opinion, the projects proposed at Durham, North Carolina, and 
Alexandria, Louisiana, appear to be needed. The project proposed for 
the medical center in Providence, Rhode Island, does not appear to be 
needed. VA did not adequately consider local needs and resources which 
indicated that the Providence area will have an ample supply of commu- 
nity and state home beds to meet veterans’ nursing home needs in 1990. 

For the Prescott project, we found that VA data supported a need for a 
60-bed nursing home care project rather than the 120-bed project 
requested in VA'S fiscal year 1985 budget submission. In justifying the 
120-bed project, VA did not adequately consider the number of commu- 
nity nursing home care beds potentially available in the Prescott service 
area by 1990. Our analysis of VA data showed that a 60-bed facility 
should meet VA'S nursing home needs given the potential availability of 
community beds. 

(6) @portunity to Reduce the Cost of Building VA Medical Facilities 
(GAo/HRP82-28, December 30,198l): At the request of Congressman 
Ronald M. Mottl of the House Committee on Veterans’ Affairs we 
reviewed VA'S major construction program, concentrating on (1) the rea- 
sons for large numbers of changes to architectural/engineering design 
and construction contracts and (2) the costs these changes added to 
projects. Cur detailed review of 10 completed projects that were built 
from the ground up showed that VA modified the 10 architectural/engi- 
neering contracts almost 200 tunes and the construction contracts more 
than 1,800 times. These modifications caused costs to increase by almost 
19 percent, or $1.4 million, on the architectural/ engineering contracts 
and almost 7 percent, or $13.3 million, on the construction contracts. 
Among the reasons for the changes were modifications requested by 
DM&S to improve the delivery of health care and inadequate information 
given to an architectural/engineering firm for determining the space 
requirements for a project. 

VA prior Studies and 
Actions 

In its proposal to VA to conduct a study of VA'S construction process, 
Booz, Allen & Hamilton presented a historical summary of studies and 
actions undertaken by VA on its construction process. The following is 
taken from that proposal. 

l December 1969: A construction program analysis, conducted by the 
Administrator’s advisory council, suggested ways to increase the level 
of professionalism of the staff within the Hospital Construction Service 
inDM&S. 
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l December 1971: The Chief Medical Director accepted the advice of a s 
cial committee of the hospital directors and recommended that the prc 
limmary planning service, including cost estimating, be transferred frc 
the Office of Construction to DM&S. 

. December 1972: The assistant administrator for management and eval 
ation advised the Administrator that he found no unwarranted duplic. 
tion of functions between the Office of Construction and DM&S. He 
further recommended that the Office of Construction be responsible fc 
construction budgeting, estimating, and preliminary plannmg. 

l February 1973: The construction program analysis was updated. Reco 
mendations in the 1973 update included the transfer of estimating, 
budgeting, and preliminary planning functions from the Office of Con- 
StIXCtiOntO DMt3.S. 

. September 1973: The Administrator issued a decision directing the 
transfer of the Health Care Facility Service (HCFS) in DM&S to the Office 
of Construction, effective October 1, 1973. 

l January 1974: A study was published that showed the need to establk 
a set of comprehensive priorities for project selection in order to 
improve the project approval process and then to freeze the project 
scope. In addition, it was determined that the responsibility for the COI: 
struction plan was not clearly defined. 

. January 1975: DM&S was reorganized. 

. July 1976: The Office of Construction sent a memorandum to the 
Administrator listing approaches to double the volume of construction 
with the given work force and suggesting a 50percent reduction of in- 
house design work. 

l Early 1977: A proposal was presented to the Administrator’s transition 
team to either transfer the function of the Office of Construction to DM, 
or to increase the role of DM&S in the construction program. 

. October 1978: The research staff, Office of Construction, in association 
with outside contractors, prepared a study report pointing to a need fo 
supporting documentation and references to be included in critena pro 
posals. The material was to help minimize delay and misunderstanding 
by reviewing offices during the approval process. 

l February 1979: DM&S again requested that HCFS be transferred back to 
DM&S. 

l 1979: The assistant inspector general for auditmg prepared a report th 
addressed the construction approval process. Problems were identified 
in formulating requirements, scope, and cost estimates. The most signil 
cant delays were identified during DM&S development of data for variol 
approval requests. 

. July 1980. The Chief Medical Director informed DM&S field personnel 01 
the establishment of the Facility Engineering and Program Analysis 
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Construction Office (FEPAC) which was to strengthen the Department’s 
facility management and construction-related matters. FEPAC became 
responsible for representing DM&S on-site visits and took over the data 
package development HCFS had been doing. 

. May 1980: The Admimstrator endorsed the DM&S reorganization. How- 
ever, m recognition of the possible conflicts and/or duplications that 
FEFN nught create, the Admmistrator assigned the Associate Deputy 
Administrator the responsibility for detailmg staff and functional state- 
ments, with the specific charge of being sensitive to any duplication of 
function between the Office of Construction and DM&S. 

. September 1981: The Administrator disapproved the request for the 
transfer of HCFS from the Office of Construction to DM&S after soliciting 
comments from various VA elements. 

. October 1981: Recommendations advanced by various orgamzational 
elements included (1) disapproval of the transfer of HCFS to DM&S, (2) 
creation of a separate office for facilities planning and development 
reportmg to a deputy to the Administrator, and (3) a comprehensive 
construction program analysis to be conducted by an mdependent, objec- 
tive group. 

l December 1982: The Assistant Deputy Administrator for Program Plan- 
ning and Evaluation provided a project protocol for an analysis of the 
reorganization of HCFS and FEPAC. 

l 1983: In response to problems identified durmg the analysis of DM&S'S 
1981 request for the transfer of HCFS and because of insufficiencies in 
the construction planning process, the Admimstrator established a 
facility planning and construction committee charged with four specific 
tasks: preparation of fiscal year 1983 budget hearings; reassessment 
and updating of 1979 health care facilities planning guidance; fiscal 
year 1984 construction project validation; and analysis of VA'S organiza- 
tional structure and procedures for facility plannmg and construction. 

l March 1983: The Chief Medical Director proposed a reorganization of 
HCFS. 

l March 1983: The Assistant Deputy Administrator for Logistics recom- 
mended that the Office of Program Planning and Evaluation study the 
reorganization of HcFs. 

. May 1983: The Deputy Administrator assigned the Office of Program 
Planning and Evaluation responsibility for assessing the alternatives 
regarding the placement of HCFS. 

. July 1983: The Office of Program Planning and Evaluation recom- 
mended that HCFS remain in the Office of Construction and review its 
location as part of a larger study of the facrhty planning and construc- 
tion process. 
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l December 1983: VA solicited proposals to study the VA’S organization ar 
procedures for constructing health care facilities. 

In March 1984, VA awarded a contract to Booz, Allen & Hamilton to car 
duct a comprehensive study of its construction program. 

. &rill985: Booz, Allen & Hamilton presented to VA the last of three 
reports on the VA construction program. The first report described the 
health care facility construction process, while the second report evah 
ated the process. The final report contained recommendations. 

l October 1985: VA took an initial step in implementing BOOZ, Allen & Ha 
ilton’s recommendations by proposing to merge the Office of Construc- 
tion iIIt0 DM&S. 

. June 1986: The new VA Admmistrator circulated a draft proposal that 
would rescind the October 1985 proposal and create a new Office of 
Facilities under the Deputy Associate Administrator for Logistics that 
would be responsible for all VA construction planning, prioritization, 
design, and construction. Affected employees would be transferred to 
the new office on June 30, 1986, to effect a transition to the new orgar 
zation, which would become final on October 1, 1986, the beginning of 
fiscal year 1987. The new office, not DM.SS, would be responsible for co 
struction proJect planning, prioritization, and the development of VA’S f 
year facility needs assessment. DM&.S would retain a review and concur 
rence function for the needs assessment. 

Page 216 GAO/m7 VA Financial Managem 



Ppe 

Kz&t From VA’s Prioritization Methodology 

As mentioned in chapter 5, VA recently developed criteria, weights, and 
scoring procedures for 18 construction categories that are used to eval- 
uate and score projects within each category. Below is an example from 
A Methodology for Prioritizingmor Construction Froje that is fol- 
lowed to evaluate and rank clinical improvement projects. 

Page 217 GAO/APMD-S&7 VA Financial Management 



Appendix M 
Excerpt From VA’s 
Prioritization Methodology 

Figure Vll.1: Clinical Improvement Projects 

CLINICAL IMPROVEMENT PROJECTS 

A. Catoqow Doscrlptlon: Cllnlcal Improvwnt proJects am plannad to provtda 
enough space to al low for efflclent functional oporatton of those services m- 
lating to dlract patlant care. Such direct patient care servlcas Include an- 
cl I lary and support serv Icar. Due to the dynamic nature of hwlth care dell- 
vary wlth Its new tachnlques, expansions and raconflgurations bocoma necessary 
to allow for the latest aqulpmnt or troatmnt modalltles. The prlorltlzation 
process for those proJacts consists of the rovlw of four aroas: 

B. Crltarla Descrlptlons: 

I 

1. ProfessIonal Del Ivory Capabll Ity: A madlcal cantor which has a cllnlcal 
Improvwnt proJo& plsnnod that has an oxcollent potontlal to racrult and retain 
profassionals and has a strong afflllatlon ulth a modlcal school would ba ratod 
hlghor than a madlcal cantor that dwsn’t. Whllo thls rould tend to favor tertiary, 
acuto cara facllltlr, therm Is a thlrd factor to k addod under thls crltorla, 
canpatlblllty ulth the madlcal cantor’s long rango mlsslon. If a faclllty (rogard- 
lass of afflllatlon or doslrabllty) has a cllnlcal Improvamont proJoct rhlch rlll 
enhance health care dollvory rolatlng to the mlsslon (as dotonnlnod by MEDIPP), a 
hlghor score rll I be glvon. Also If It Is dotomlnod that non-accompllshmant of 
a particular proJsct would hamper the facllltyls ablllty to maot Its proJocted 
mlsslon, a hlghor score rould msult. This crlterla would allou for parity among 
affectad VA nmdlcal contors rogardlas of slzo, locatlon and currant health care 
dollvery mathods. 

2. Workload: All plannod cllnlcal Improvamont proJacts rlll k broken down 
Into the Indlvldual sorvlcos (RadIology, Laboratory, Phannscy atc.1. For oath 
servlco, a maasura of workload (patlonts tmatad, outpatlont vlslts etc.) would 
ba asslgnod. Based on those workloads, tha space roqulmmants (both currant and 
proJoctd1 for an affoctod sw-vlco an dotwmlnod and a porcont doflcloncy as com- 
pared to proJoctod space noods Is arrlvod at. Uslng dlffonnt rolghts for dlract 
patlont caro sor~lcos, ancillary sorvlcos and support sorvlcos, scoras am asslgn- 
ad. Those facIlltyls that are meet doflclont, In the aggrogato, rlll rocolvo hlgh- 
or scores. 

5. FunctIonal lty: Thor. arm sovoral factors to k taken Into consldoratlcm 
to dotamlne functlonallty or, the functlonal armngamant or layout of a partlc 
ular sorvlco. Using the VA’s Space and FunctIonal Idontlflcatlon (SFDI) Systm 
for affoctad sarvlcas, the aformantlonod functlonal arrangomant or layout of a 
particular swvlco Is 8cord. The hlgher the score, the rono the functlonal 
layout and the hlghor the prlorlty rank. Another factor under fundlonallty Is 
the adJaconcy of a particular sofvlco to another. An oxawl. Is the noamoss of 
laboratory sewIt to surgical swvlco. The mom unaccoptablo the adJacany, the 
hlgher the rank. The third factor rolatlng to functlonallty Is accosslblllty for 
patlants and staff. Sorvlcos such as Radlology and Rohabllltatlon Wodlclno need 
to be accasslble to the patients rho naod this cara and the staff who provldo 
this care. A gross scow Is arrlvod at by comblnlng the sub-scores of the sub- 
factors under thls crltorla. 

Source A Methodology for PnontlzlngMa]or Construction Prolects In the Veterans Admlmstratlon, Ju 
1985 
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Figure VII.1: Clinical Improvement Projects (Contmued) 

CLINICAL IMPROVEMENT PROJECTS 

4. Physical Deflclencles: With regard to the overal I areas covered by the 
proJect compliance or non-compllance with life safety codes, pat lent privacy 
codes and handicapped access codes are analyzed. Those w I th a lesser degree of 
canpllance receive a hlgher ranking. If a facility has not had maJor expanslon 
or modernization within the last ten years It would receive a hlgher rank than a 
faclllty that has. If a buildlng Included In the proJect is over 40 years old 
It would recefve a higher rank. Serious overall deflclencies In the physlcal 
plant (ElectrIcal, HVAC, Plumblng, Gas, etc.) receive higher consideration as 
ulll a faclllty wlth an affected area cited by the Joint Camnlsslon on Accredlta- 
tlon of Hospitals (JCAH) or by other professlonal accredltatlon bodies. 

C. Crlterla Weights: 

Criteria Welqht 

1. Professional Dellvery Capablllty 3.8 
2. Workload 9.4 
3. Functional lty 8 
4. Physical Def Iciency 9.6 

0. Data Sources: 

:: 
H-08-9 Space Crlterla 
Internal and External Revleus (JCAH, SERP, MLC) 

3. MEDIPP Planning Efforts 
4. VA ACMD for Academic Affalrs (petialnlng to afflllatlons) 
3. SFDI 

E. SCORING: (Attached) 
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Figure VII.l: Clinical Improvement Projects (Contmued) 

A) 

8) 

C) 

0) 

CRITERIA 

Profosslonai 0.1 Ivory Capabl I Ity 

work I oad 

Functlonal Ity 

Physlcal Daf Iclancy 

TOTAL 

STANMRDIZED SCCRE 

RmK 

ProtorsIonal DoI Ivory Capabl I lty 

Potantlal for Rcrultamt~otantlon 
of Profosslonals 

Madlcal School Afflllatlon 

WEIWT SCORE k SCOPE SCORE iT. SCORE SCaAE :T. SCORE 

3.8 7 26.6 

9.4 9 64.6 

8 4 32 

9.6 8.7 83.52 - 

30.8 226.7 

1.36 

I 

3 IS 1 26.6 

8.3 70 IO 94 

4.9 39.2 2.6 22.4 

1.4 11.04 6.1 58.56 

203.2 201.5 

6.34 6.46 

2 3 

Undeslmblo kdento Highly Deslrablo 
1 Pt. 5 Pts. IO Pts. 

None Nalnal stmng 

1 Pt. ; Pts. 3 Pts: f Pts. 5 Pts: 
(Using Uotormlnatlon asslgnd by Acaar~c 
Affairs (14)) 

Ccmpatlblllty rlth VNC Long-rang. mlsslon - YIII this proJect contrlbuto rlgnlflcantly to the MEDIPP - detomlnod, 
future mlsslon of the VmC? Cenvorsely, rlll the non-~Ilrhmt of thlr proJect have a negative Impact on the 
WC ablllty to provide the quality health care l ssoclatad rlth the deslgnatd mlsslon. 
Judgammt, an afflrmtlvo l nsuor will recolvo 10 polnts. No I-et rlll racolve 1 polnt. 

As detornlnad by profosslonal 

TOTAL FQINTS = SWRE ; 25 MAXIW #)INTS) x 10 - SmRE 

Workload I) Datormlna patlants treatad and outpatlaat vlsltr (current and proJacted1 for VWs under consldwatlon. 
2) Soo chart for spoclflc progru areas and uhlch ~lsuro of rorklomd should k used. 
3) Datormlno square footago required (total) for the workload as l pplld to each program arm. 
4) Datamlno $ doflclancy rlth regard to currant spwo vs. proJectad space needs. Wultlply thls answor 

by IO. 
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Figure Vll.1: Clinical Improvement Projects (Continued) 

5) Wght polnts asslgnod according to acmnylng rule: Uolght 3 for dlroct patlont care sorvlcr, Weight 
2 for patlont cam anclllay sorvlw and lfolght I for patlmt can support rnd adrlnlstratlvo swvlcos. 
Multlply porcont doflcloncy by appllcablo ralght.. 

6) Dlvldo the total rolghtod points for rch VW proJut by the sull of all rolghts asslgnad to program 
under proJoct. 

7) Score for thls proJut Is the result obtolnod under stop 6. 

Functlonallty I) Using the Ilrt of progrm araa8 cowrod under the scope of each proJut In quutlon, 
dotomlno the quantlf led answr to wch of MO fol lalng qustlons: 

l AdJaconclos to sonic08 assoclatad 

Yld- OdAvarage 
cztablo pi::. $cc;ablo 

Wld- Not 

rlih that progrm. 

o-.99 1.0-1.99 2.0-2.9Q 3.0-3.99 4.0-4.99 
0 SFDI functlonal caponant score. -i- z-7- 5 

Mld- Dn/Avaraoo Wld- Not 

. Accosslblllty for patlont I staff. 

2) Add rosultlng scores under rch quostlon for lndlvldual progrms. Maxhue score nIlI qua1 IS. 

3) Dlvldo oath score fra no. 2 by 13. Multlply thls annor by 10. 

4) As In stop 5 under Sorkloadn, wltlply progrm scoras by the l pproprlato rolghts. Add up all 
wolghtd scores for proJut. 

5) Dlvldo the total rolghtd polntr for oath proJet by the sum of all rolghts asslgnod to program 
under proJut. 

6) Score for thls proJoct Is the nrult obtalnul under stap 4. 
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Figure Vll.1: Clinical Improvement Projects (Contmued) 

Physlcal Daflclanclas 

Ylth rqard to tha ovaral I araas covarad by the proJact balng ovaluatad, tha fol loulng quarttons 
should ba answarad: 

Llfa Safaty Capllanca 
Patlont Privacy Coda Capllanca 
IiandICaDDOd A~~aas Coda Cmllanca 

MaJor Expanalon/Uodornlzatlan rlthln last ID yaars Yaa II pt.) No I10 pts.) 

Ago of BulldIng lnvolvad Ovar 40 Yaars Yaa (IO pts.1 No (I pt.) 

Other Plant Daflcloncloa (Elutrlcal, WAC, 
Plunblng, Gas, ate.) 

Sarlous Mld- Ovoral I Mld- Dvarall la 
Dvaral I Daf le. Polnt 
7-0 pts. 

T $vo;,PfIC. F;M* Lava! Da1 IC. 

Cltad by JCM and/or othar profasslonal 
accradltatlng bodlas. 

Al I Program 
Araaa Cltad 
as Dof lc. 
‘0 pts. 

Half of 
Mld- Progrm 
Polnt Cltad 
7. Jp)r. 

Nmbar of 
Mid- Progrms 
Polnt Cltad 
5. -l-gT-- 

TOTAL POINTS i 10 WAXII(uI POINTS ) X 10 - SCORE 
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Figutb VII.1: Clinical Improvement Projects (Conhnued) 

PROGRAM AREA WEIGHTS 

Direct Patient 
Care - Weight 3 

Ambu iatory Care 
Audiology and Speech Pathology 
Card loiogy Labs 
Denta I 
Dialysis 
Drug Treatment 
Ear, Nose, Throat 
Eye 
Laboratory 
Nuclear Medicine 
Nursing Units 
Pharmacy 
Radiology 
Respl ratory Care 
Medicine 
Neurology 
Intermediate 
Spinal Cord InJury 
Surgcv 
Psych I atry 

Patient Care Anti I iary 
Services - Weight 2 

Diet& its 
Psychology 
Rehabi I itat Ion 
Social Work 
SW 

Support and 
Administration - 
Weight 1 

Eui iding Management 
Laundry 
Canteen 
Chapialn 
Ciinlcai Services Administration 
Day Hosp I ta I 
L I brary 
Park1 ng 
Retreat I on 
Voluntary Service 
Engineerlng 
HAS 
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Figure VII.1: Clinical improvement Projects (Contmued) 
I 

MEASURES OF PROGRAM WORKLOAD 

I 
Bed Dependent Services (A) Bed independent Services (8) Both 

l Patients Treated (Patient Days1 l Outpatient Visits $ (A + 6) + 2 
; Current Support CapabilIty Current Support 

Capabi I ity 

Building Management 
Canteen 
Chaplain 
Cardiology Labs 
Dental 
Dietetics 
Library 
Retreat I on 
Resp I ratory Care 
SPD 
Warehouse 
Voluntary 
I ntermed late 
Spinal Cord InJury 

Ambu I atory Care Cllnicai Service Admin. 
Audiology and Speech Path. Drug Treatment 
Day Hospital Ear, Nose, Throat 
Dialysis Eye 
Parking Laboratory 

Nuclear Medicine 
Nurslng Units 
Pharmacy 
Psychology 
Radiology 
Social Work 
Medicine 
Psych latry 
Neurology 
Surgery 
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COMMmU ON VBTBMNB- AffNM 
WAWIINOTON. D.C PO6 10 

August 10. 1984 

Charles A. BOWsher 
Comptroller General of the 

United States 
441 G Street, N.W. 
Washington, D.C. 20548 

Dear Mr. Bowsher: 

As Chairman of the U.S. Senate Committee of Veterans’ Affairs, I 
have become increasingly concerned about the financial management 
systems and processes that support the annual resource requests of the 
Veterans’ Administration (VA). It would be of great assistance to me 
and the Committee in reviewing the VA’s budget requests if we had an 
understanding of the accounting and management information systems and 
decision processes usea to determine those requests. 

Specifically, I request that the General Accounting Office review 
the financial management systems and processes in VA and provide the 
Committee with 

0 a description of the major financial management systems 
in VA, 

0 an analysis of the major strengths and weaknesses of these 
systems, 

0 a description of the central financial management processes, 
formal and informal, ln VA, and 

0 an analysis of these processes and whether they and their 
supporting systems are sufficiently integrated to form a 
basis for sound frnancral management. 

In reviewing VA’s central financial management systems and 
processes, 

I 

I ask that you pay particular attention to how VA top 
management sets priorities for construction prolecrs, and fistlnguishes 
between service-connected and non-service connected needs 1.n establishrnl 
budget priorities and requests. 
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