| B7HOL

GAO

United States
General Accounting Offlice
Washington, D.C. 20548

Health, Education and Human Services Division
B-271514

August 30, 1996

The Honorable Christopher S. Bond

Chairman, Subcommittee on VA, HUD,
and Independent Agencies

Committee on Appropriations

United States Senate

Dear Mr. Chairman:

With its fiscal year 1996 health care budget exceeding $16 billion and the
Congress looking for ways to balance the budget, the Department of Veterans
Affairs (VA) faces increasing pressure to contain its health care costs. As a
result, improving the efficiency of VA's health care operations while maintaining
services to veterans is receiving much emphasis.

This letter responds to your request that we examine VA's progress in
implementing management improvement initiatives to its health care system.
These initiatives stemuned from three draft reports prepared between February
1994 and August 1995 by a Management Improvement Task Force composed of
senior VA managers.'

VA expects the management improvement initiatives to achieve considerable
savings. In this regard, it expected to be able to absorb $385 million of OMB-
imposed reductions in its budget requests for fiscal years 19956 and 1996 by
providing more efficient health care as a result of the initiatives.? In fiscal year
1996, the Congress appropriated $397 million less than VA requested expecting
that VA could find even greater efficiencies.

"The task force did not issue a final report. Each draft report had
recommendations addressing expected budget shortfalls. The reports varied
significantly in their savings estimates, ranging from $209 million to over $1
billion. We used all three draft reports in conducting our analyses.

®VA stated it would achieve $49.6 million in management improvement savings
in its fiscal year 1995 budget submission and $336 million in fiscal year 1996.
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Our work focused on determining

- the extent to which the task force's recommendations have been implemented and
measurable savings -achieved and

- how, if initiatives have not been implemented, VA plans to manage the reductions
in its budget while maintaining patient care.

On May 24, 1996, we briefed your staff on the results of our work. This letter documents
and provides additional details on the information provided at that briefing. The scope
and methodology of the work is described in enclosure 1.

RESULTS IN BRIEF

VA has concentrated its efforts in implementing the task force's recommendations on
those initiatives aimed at reducing centrally funded activities. It has deferred decisions
on most of the more significant recommendations (that is, to achieve administrative
efficiencies by streamlining and realigning facilities) to the directors of its newly
implemented Veterans Integrated Service Networks (VISN) and done little to track
initiatives that have been implemented. Of the recommended initiatives under way, the
integration of the management structures of 18 medical facilities into 8 is the most
significant to date.

To meet the budget reductions, in addition to reducing centrally funded activities, VA cut
facilities' budget allocations across the board. Our work suggests that this approach to
cost cutting will not allow VA to achieve cost efficiencies nor will it ensure that patient
care will be maintained. For these reasons, in prior reports we recommended ways that
VA could (1) improve its budget requests to the Congress by better tracking implemented
management improvement initiatives and associated savings and (2) use its resource
allocation system to more equitably distribute resources to its medical facilities.

VA'S IMPLEMENTATION OF TASK FORCE
RE N
REDUCIN

VA has concentrated its efforts in implementing the task force recommendations on those
initiatives aimed at reducing centrally funded activities. In fiscal year 1996, for example,
VA reduced facility activations by $170 million; equipment purchases by $26 million; and
other headquarters-managed accounts, such as national training programs, recruitment
and retention, and community nursing home programs, by about $89 million.
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VA also expects to save $32 million or more per year through eight facility integrations
recommended by the task force that were recently completed or are under way. VA
officials told us that these integrations, approved in early 1995, were not scheduled for
completion until March 1997. Nonetheless, on the basis of actions taken or planned at
the affected facilities as of May 1996, facility directors have estimated associated annual
savings ranging from $1.3 million to $11.5 miilion per facility. Estimated reductions in the
number of full-time equivalent positions have ranged from 1.3 to 6.2 percent. To some
extent, facilities have used the savings from efficiencies achieved through the integrations
to help offset budget cuts. Facility directors also indicated that they have redirected
savings to improve patient care. Figure 1 summarizes the implementation status of the

m \ tacly farnn rapammandatinne Tnoelacnra 9 Adatraile tho atatne nf
most recent {Aug’dst 1995 '} LADN IOTCe reCommenGausns. LnCiGsure 4 Gelals ule stavus Ci

the recommendations in the August 1995 draft report. Enclosure 3 details the integrated
facilities, their expected savings, and how facility directors indicated they have redirected
funds.

Figure 1: Implementation Status of Management Improvement Task Force Initiatives—
August 1995 Report

Efficiency Gains
$32 Milkion
Account Reductions
$285 Mition
Fecom. Rejected
$32 Mittion
Deferred 1o VISNs
$555.8 Mitlion
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The task force recommendations with the highest estimates of predicted savings~those
for streamlining and integrations—-have for the most part been deferred pending the full
implementation of VA's reorganization into VISNs.? VA officials indicated that VISN
directors had received a copy of the task force's most recent report and that decisions on
implementing most initiatives would be left to them. Generally, because all 22 VISNs
were not operational until June 1996, VA headquarters officials indicated that expecting
results from VISN directors was premature. Some facility and VISN directors, however,
have been taking steps to streamline certain services and programs. For example, the
Portland, Oregon, and Ft. Lyon, Colorado, facilities have reorganized to combine certain
services and focus more on patient care. One VISN has consolidated all fiscal activities

within one of its medical facilities, which officials have estimated could result in reducing
full-time equivalent employees by 50 to 60.

VA also deferred decisions on most of the recommended facility integrations to VISN
directors. In all, the task force recommended 45* different facility integrations in its draft
reports. VA has approved 11-8 in March 1995 and 3 in May 1996.° Savings from not-yet-
implemented recommended integrations could possibly be greater than those expected
from integrations under way or completed. VA officials from some of the integrated
facilities (approved for integration in March 1995) indicated that the potential for '
additional efficiencies from their integrations was less than what might be expected from
others because (1) the facilities had been informally integrating services before the
integration was formally approved or (2) the facilities initially chosen for integration often
had different missions or were geographically dispersed. The potential for efficiency
gains is likely to be greater for unintegrated larger facilities that may have duplicate
services within close proximity—for example, facilities in urban areas. Enclosure 4 shows
the status of additional recommendations made in earlier task force draft reports.

3The reorganization effort began in October 1995 after the task force had already prepared
its initial streamlining and efficiency recommendations. The VISNs were generally
operational by June 1996.

“This does not include five recommendations for consolidating independent outpatient
clinics with other facilities.

5The eight integrations approved in early 1995 were for facilities in Palo Alto and
Livermore, California; Newington and West Haven, Connecticut; Baltimore, Fort Howard,
and Perry Point, Maryland; Buffalo and Batavia, New York; Marion and Fort Wayne,
Indiana; Temple, Waco, and Marlin, Texas; San Antonio and Kerrville, Texas; and Seattle
and American Lake, Washington. The three integrations approved in May 1996 were for
facilities in Lyons and East Orange, New Jersey; Pittsburgh (University Drive and
Highland Drive), Pennsylvania; and Hot Springs and Fort Meade, South Dakota.
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In line with VA's effort to decentralize responsibility and authorities to field managers, VA
deferred action on many recommendations in part so that it could lay the groundwork for
field managers to act. For example, VA delegated authority to reduce staff to VISN
directors in January 1996 for title 5 staff and in March 1996 for title 38 staff.® VA also
delegated authority to reorganize facilities to facility and VISN directors—necessary for
realignments of both clinical and administrative functions—and issued guidance on
contracting—-necessary to assist facilities in developing contracts in line with National
Performance Review objectives. Examples of such contracts, which have subsequently
been entered into, include those for fire protection and for laundry services.

As VISNs begin realigning and integrating their facilities and personnel, determining
savings will not be possible without better information on actions planned and taken. VA
Budget Office officials said that VA has no formal plan or program for achieving the
specific management improvement savings cited in its fiscal year 1995 and 1996 budget
submissions. Officials acknowledged that those savings estimates were derived from the
difference between the budget request that VA submitted to the Office of Management
and Budget (OMB) and that which OMB approved. VA officials also said that they had
done little to track information on the initiatives under way and completed. To measure
the savings achieved and better assess its budget needs, VA would need to collect such
information, especially because facilities have been allowed to redirect savings to other
uses.

To address this problem, in our July 1996 report’ to you on ways in which VA could
operate more efficiently, we recommended that the Secretary include in future budget
submissions (1) information on savings achieved through improved efficiency and (2)
plans to either reinvest savings in new services or programs or use the savings to reduce
the budget request. The information in this letter further supports the need for a tracking
system to obtain this information.

As VISN directors begin to evaluate their facilities, it is not clear at this point whether
tracking of VA management improvement initiatives will improve in the near future. VA
officials indicated that a critical element of their plan to improve efficiency through the
new VISN organization is to hold VISN directors accountable for performance and for

®Title 38 generally governs employment actions for VA physicians, dentists, nurses,
physician assistants, and other medical personnel. Title 5 governs such actions for
clerical and administrative personnel. Field reorganizations involving significant staff
reductions are governed by title 38.

7V i - o
Emg_cgs (GAO/HEHS-96-121 Ju.ly 25 1996)
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strategic planning and resource allocation decisions.® VISN director contracts signed in
May 1996 laid out 15 performance measures intended to move VA toward a more efficient,
outpatient-oriented system. None of the measures or planning requirements, however,
calls for the accounting of management improvement initiatives and associated savings.
Regarding facility integrations, VA has recently initiated a tracking effort. The Under
Secretary for Health directed the VA Management Decision Research Center in April 1996

to develop a plan for evaluating integration benefits. Such a plan, although not developed
as of June 1996, would be a step in the right direction.

VA ADDRESSED THE B ET REDUCTION
MAINLY THROUGH ACROSS-THE-BOARD CUTS

VA, in fiscal years 1995 and 1996, cut each medical facility's budget across the board to
compensate for most of the difference between VA's budget proposal to OMB and the
amount ultimately appropriated to VA for veterans health care. In fiscal year 1995, for
example, VA reduced facilities' budgets by $49.6 million, claiming it as management
improvement savings. In fiscal year 1996, after reducing central program accounts by
several hundred million dollars as previously discussed, VA addressed the remaining
budget reduction of about $414 million by reducing facilities' budgets by this amount.

VA applied this approach to facilities that differ widely in their ability to absorb such
reductions. A February 1996 report found that workload costs vary significantly by
facility, even after facility size, mission, and geographic cost differences are considered.®
For example, costs among comparable VA facilities typically varied 30 percent or more
between the highest cost and lowest cost facilities. Furthermore, inequities in the way
money is allocated to facilities has resulted in some facilities rationing care (for example,
by not serving certain categories of veterans) while others are not. For example, fiscal
year 1994 data indicate that although up to 13 percent of some facilities' patients were
veterans in a discretionary category because they had nonservice-connected conditions
and higher incomes, other facilities had treated no discretionary patients.

Because of their differences in cost and workload, facilities vary greatly in their options
for managing budget cuts. Therefore, in our view, VA's across-the-board approach to cost
cutting does not ensure that efficiencies will occur or that patient care will be maintained.

80n July 8, 1996, VA issued guidance for VISN directors on preparing network plans for
achieving VHA's goals and objectives. The first network plan for each VISN is due on
September 30, 1996.

erans alth Care: Facilitie
(GAO/HEHS-9648, Feb. 7, 1996).
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Facilities with considerable opportunity for efficiency could reduce their costs by
increasing efficiency. Facilities already operating at a relatively high level of efficiency,
however, may have to manage budget reductions by cutting services or rationing patient
care. Our February 1996 report contained several recommendations for changes needed
to improve the equitability of VA's facility allocations. These recommendations included
considering within VA's resource allocation system differences in facilities' ability to
provide discretionary care and instituting a systematic formal review and evaluation
process to examine reasons for cost variations among facilities and VISNs. These
recommended improvements to VA's resource allocations should also provide VA a better
basis for managing budget reductions while maintaining patient care.

-----

AGEN M EV. TION

We obtained comments on a draft of this letter from VA (see enclosure 5). VA cited that
it is making considerable progress in implementing initiatives that are still appropriate,
citing 12 of 14 initiatives under way or completed from those noted in the August 1995
task force report. VA added that it has implemented many other systemwide efficiencies
and that it is in the process of implementing others, such as integrating administrative
functions resulting from medical center reorganizations; consolidating laundry services;
contracting for outside fire coverage and golf course maintenance; and restructuring the
mental health program to emphasize outpatient rather than inpatient substance abuse
treatment. As our letter points out and VA's own examples demonstrate, however, VA's
management improvement initiatives have thus far been targeted toward those projects
that are the easiest to implement. Most of the significant work remains to be done.

VA indicated that the agency's move to a capitation-based system should correct problems
associated with its historical budgeting practices and address the concerns we raised
about VA's cutting facilities' budgets across the board to manage budget reductions. We
agree that a move to a capitated system would provide more incentives for efficiency in
VA's system, but VA will still need to address many issues and information needs before
such a system can be equitably implemented. VA's resource allocation system-in place
since 1993-was intended to be capitation based, but VA has done little to use the system's
data to correct problems with its historical budgeting problems. Our 1996 report had
several recommendations for changes needed to improve the equitability of VA's facility
allocations, which we believe still apply as VA transitions to a capitation system.

Finally, in response to our view that VHA needs a systematic, centrally directed

assessment of major initiatives undertaken and outcomes and savings achieved, VA said
that such accountability will be secured through its many ongoing monitoring processes.
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For example, VA cited its implementation of the Government Performance and Results
Act of 1993 and the development of performance indicators to measure program
efficiency and effectiveness. Although we support VA's efforts, we believe that, until
these systems are fully developed and operational, VA needs to account for savings
achieved so that it can more accurately present its annual budget submissions.

We are sending copies of this letter to the Secretary of Veterans Affairs. We will also
make copies available to others on request. The information contained in this letter was
developed by Frank Pasquier, Assistant Director; Katherine Iritani, Evaluator-in-Charge;
and Linda Bade, Senior Evaluator. Please contact me on (202) 512-7111 if you or your
staff have any questions about this correspondence.

Sincerely yours,

Stephen P. Backhus
Associate Director, Veterans' Affairs
and Military Health Care Issues

Enclosures - 5
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Enclosure 1 Enclosure 1
SCOPE AND METHODOLOGY

To assess the extent to which the Management Improvement Task Force-recommended
initiatives have been implemented, we interviewed many VA officials and obtained
available documentation. Officials interviewed include leaders and staff analysts of the
task force and its work groups; the VHA Chief Financial Officer and Budget Office
Director; Chiefs of the Medical Programs Formulation Office, Budget Execution Office,
and Construction Formulation Office; the Chief Network Officer; and program officials
responsible for affected programs. We also interviewed and obtained documentation from
several VISN, regional, and facility directors, including the directors of the eight facilities
that had begun integrating in March 1995.

To quantify the savings associated with the initiatives undertaken, we relied on (1)
estimates developed by the Management Improvement Task Force or, (2) in cases in
which VA officials had documented more recent estimates, estimates and support
provided by knowledgeable VA officials. We obtained documentation to the extent
available but did not independently verify the savings estimates provided.

To determine how VHA planned to manage the potential budget shortfall if initiatives had
not been implemented, we analyzed VA budget formulation and execution data showing
the basis for VA's requests for budget increases and the fiscal year 1996 initial facility and
headquarters program allocations. We discussed the basis for VA's savings estimates with
the Office of Management and Budget official responsible for assessing VA's health care
budget.

We reviewed various VHA documents on VA's reorganization into VISNs and discussed
the status of strategic planning and performance measurement efforts with
representatives of the Office of Planning, Policy and Performance Measures.

Our field work was conducted between January and July 1996 in accordance with
generally accepted government auditing standards.

9 GAO/HEHS-96-191R VHA's Management Improvement Initiative
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Enclosure 3 Enclosure 3

STATUS OF FACILITY INTEGRATIONS AND ESTIMATED SAVINGS

In addition to the major reorganization to replace its regional office structure with
Veterans Integrated Service Networks (VISN), the Secretary of VA announced in early
1995 authorization for the organizational integration of 18 VA medical centers into 8
facility management structures. The effort was intended to expand services to veterans,
while increasing operational efficiency by eliminating duplicative administrative services
and otherwise improving the management of VA's health care facilities.

Because VA did not establish measurement criteria or baseline data that could be
ronitored to show the progress and savings occurring from the integrations, comparable
information on savings achieved from each integration is not available. Instead, VA relied
on facility directors to assess how to measure the progress and success of the
integrations. To date, this has resulted in the development of measurement data that are
neither consistent nor complete. The limited information provided by facility directors
indicates, however, that the integrations show significant potential for improving patient
care and saving funds.

TRACKING OF RA

A number of factors prevented us from thoroughly assessing the outcomes and savings
achieved from the integrations. First, VA headquarters has not established central
measures for assessing the progress of the integrations or the efficiencies achieved nor
has it directed facilities to compile baseline data with which to measure changes in
workload, staffing, and budgets. Facilities were told they could (1) develop their own
integration plans as well as the criteria for tracking progress toward the integration goals
and (2) retain any integration-related savings'® and redirect them to patient care activities.
The extent to and manner in which facilities have conducted such tracking vary widely.
Also, most of the integrations were still in various stages of completion at the time of our
review.

The limitations in the available data on facility integrations further support the need for a
systematic, centrally directed assessment of major initiatives undertaken, outcomes, and
savings achieved and redirected to patient care or other activities. Without tracking

!This was to apply to savings beyond those budget reductions made to all facilities'
budgets. As discussed earlier, VA made across-the-board reductions to all facilities'
expected budgets in fiscal years 1995 and 1996 to account for a large part of the
management improvement savings claimed in its budget submissions and expected by the
Congress.

11 GAO/HEHS-96-191R VHA's Management Improvement Initiative



Enclosure 3 Enclosure 3

savings from major management initiatives, such as facility integrations and realignments,
accurately determining future resource needs is impossible as is accounting for resource
expenditures to the Congress and the taxpayers. Furthermore, without identifying
measurement criteria and data for assessing progress, it is difficult to assess the
initiatives' affect on patient care and ensure that patient care is being maintained.

Finally, without a tracking process, VA cannot make resource allocation decisions that
target resources to facilities according to their workloads and costs—a goal VA has been
trying to meet in making facilities allocations more equitable.

We recommended in a July 1996 report! that in future budget submissions the Secretary
of Veterans Affairs include (1) information on savings achieved through improved
efficiency and (2) plans to either reinvest savings in new services or programs or use the
savings to reduce the budget request. If it were to implement this recommendation, VA
would need to determine what data are needed to measure progress in meeting the goals
of each initiative being undertaken and to ensure that facilities or VISNs are consistently
collecting such data and providing them to headquarters on an ongoing basis.

On the basis of actions to date, facility directors estimated annual savings from the
integrations to equal between $1.3 million and $11.5 million each. Because facility
directors used their own-rather than objective—criteria to assess integration outcomes,
savings and full-time equivalent employee (FTE) estimates provided may not be directly
comparable. Furthermore, because of some facility directors' concerns that identified
savings could be removed from future budgets, some estimates are probably
conservative.” Nonetheless, the information from facility directors shows significant
potential for integrations to improve patient care and save money. For example, facility
directors provided us with many specific examples of actions to achieve savings, such as
eliminating duplicate management and administrative positions, reducing contract hospital

llv 1o ] N
Eegg;u_cgs (GAO/HEHS—96-121 July 25, 1996)

12The Management Improvement Task Force Workgroup on Consolidations, in its attempts
to outline how dollars and FTEs could be withdrawn from facilities' budgets, found that
"many directors feared that any savings they offer now will be swept up without any
return to the facility. In addition, those facilities who offered negative replies might not
lose any staff or dollars." In contrast to how VA has accounted for savings by uniformly
reducing facilities' budgets, the task force recommended that any FTE and dollar cuts as

a result of the integrations be distributed to the field on the basis of criteria such as
workload.

12 GAOQ/HEHS-96-191R VHA's Management Improvement Initiative
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costs, eliminating costs for duplicate high-technology equipment, and eliminating
duplicative services such as radiology or laboratories. Facility directors' estimates of
dollar and FTE savings, information on the changes in the number and type of patients
served, and the savings redirected to patient care activities are shown in table 3.1.

13 GAO/HEHS-96-191R VHA's Management Improvement Initiative
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Enclosure 3 Enclosure 3

Some facility directors believed that improved patient care services, rather than
administrative efficiencies and lower costs, were the main success story for the
integrations. All directors interviewed cited examples of ways in which the integrations
had allowed them to redirect funds to patient care positions, increase services to
veterans, or otherwise improve veterans' access to quality care. For example, with a
combined patient database, referrals among facilities were streamlined and the
administrative burden associated with referring patients among facilities eliminated. The
director of the integrated Palo Alto/Livermore facilities (now called the VA Palo Alto
Health Care System) told us that, with the integration, the patients of the smaller
Livermore facility had increased access to the wider spectrum of care provided by Palo
Alto. Waiting times were also being reduced. Before the integration, Palo Alto had a 6-
month backlog of patients waiting to see an ophthalmologist, and Livermore had no
backlog. After the integration, the workload was redirected, shortening Palo Alto's
backlog without adversely affecting Livermore's patient care workload.
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Enclosure 4 Enclosure 4

T VA! AGEMENT IMPROVEMENT TASK E N
MADE IN ALL THREE DRAFT REPORTS

VA's budget submissions for both fiscal years 1995 and 1996 cited management
improvement recommendations of its Management Improvement Task Force as examples
of how it planned to save several hundred million dollars in its health care budget. Table
4.1 provides information on the status of the recommendations in the task force's three
draft reports.

17 GAO/HEHS-96-191R VHA'S Management Improvement Initiative
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Enclosure 6
M THE DEPAR F

DEPARTMENT OF VETERANS AFFAIRS
UNDER SECRETARY FOR HEALTH
WASHINGTON DC 20420

AUG 2 0 1996

Mr. Stephen P. Backhus

Associate Director, Health Care Delivery and Quality Issues
Health, Education, and Human Services Division

U.S. General Accounting Office

Washington, D.C. 20548

Dear Mr. Backhus:

The GAO Draft Report: VHA's Management Improvement Initiatives, has been
reviewed by Veterans Health Administration (VHA) program officials. Many of the issues
identified in this report have been addressed by GAO in previous reports, and VHA
provided detailed feedback that is still applicable for this report.

While the identified Task Force initiatives were never officially approved and are
not necessarily universally applicable throughout the VA system, we are making
considerable progress in implementing those that are appropriate today. Of the 14
initiatives identified on page 9 of the report, we have completed or made progress on 12.
The remaining two (decentralization of prosthetics funding; reduction of beneficiary travel
funding) have not been pursued due to veteran concerns. Many other systemwide
efficiencies have also been implemented or are in the process of being implemented. A
few examples of these initiatives include the integration of administrative functions
resuiting from medical center reorganizations; laundry consolidations; outside contracting
of fire coverage and golf course maintenance; and restructuring of the mental heaith
program to emphasize outpatient rather than inpatient substance abuse treatment.

As stated in the report, other administrative efficiencies have been deferred to
ailow integration with the new Network structure. We believe this approach is logical
given our decentralized management strategy and the local variability of numerous factors.
Network Directors are in the process of developing formal plans that will outline how they
plan to manage their systems within constrained resources. Budgets will force the
Directors to maximize the efficiencies within available resources.

The report questions our use of pro-rata budget reductions to facility budgets. We
are in the midst of a complex, evolving process to move from an historically-based budget
system to 5 capitation-based resource allocation system. This new system should correct
problems associated with the historical budgeting process.

Your report also addresses the need for a systematic, centrally-directed assessment
of major initiatives undertaken and outcomes and savings achieved. Such accountability
will be secured through numerous other ongoing monitoring processes that VHA has
designed to analyze costs across the system and identify opportunities for improvement.
As one example, VHA is fully complying with the requirements of the Government

GAO/HEHS-96-191R VHA's Management Improvement Initiative
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2. Mr. Stephen P Backhus

Performance and Results Act (GPRA) of 1993, and we are actively developing and
implementing performance indicators that will measure both effectiveness and efficiency in
all of our programs. As we continue to progress in these and other major transition
efforts, future budget submissions will necessarily include much more sophisticated
information about planning and allocation decisions. Investing fully into the GPRA
concept of integrating strategic goais with planning, budgeting and performance will help
VHA identify, finance and measure the success of Network actions in the delivery of

quality health care.

If additional information is required, please contact Paul C. Gibert, Jr., Director,
Management Review Service (105E) at 202.273.8942

GAO/HEHS-96-191R VHA's Management Improvement Initiative
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