AUTHENTICATED
U.S. GOVERNMENT
INFORMATION

GPO

S. HrG. 107-904

DEPARTMENTS OF VETERANS AFFAIRS AND
HOUSING AND URBAN DEVELOPMENT AND
INDEPENDENT AGENCIES APPROPRIATIONS
FOR FISCAL YEAR 2003

HEARINGS

BEFORE A

SUBCOMMITTEE OF THE
COMMITTEE ON APPROPRIATIONS
UNITED STATES SENATE

ONE HUNDRED SEVENTH CONGRESS

SECOND SESSION

ON

H.R. 5605/S. 2797

AN ACT MAKING APPROPRIATIONS FOR THE DEPARTMENTS OF VET-
ERANS AFFAIRS AND HOUSING AND URBAN DEVELOPMENT, AND FOR
SUNDRY INDEPENDENT AGENCIES, BOARDS, COMMISSIONS, CORPORA-
TIONS, AND OFFICES FOR THE FISCAL YEAR ENDING SEPTEMBER 30,
2003, AND FOR OTHER PURPOSES

Corporation for National and Community Service
Department of Housing and Urban Development
Department of the Treasury
Department of Veterans Affairs
Environmental Protection Agency
Federal Emergency Management Agency
National Aeronautics and Space Administration
National Science Foundation
Neighborhood Reinvestment Corporation
Nondepartmental witnesses

Printed for the use of the Committee on Appropriations

Available via the World Wide Web: http:/www.access.gpo.gov/congress/senate

U.S. GOVERNMENT PRINTING OFFICE
78-495 PDF WASHINGTON : 2003

For sale by the Superintendent of Documents, U.S. Government Printing Office
Internet: bookstore.gpo.gov Phone: toll free (866) 512—-1800; DC area (202) 512—-1800
Fax: (202) 512-2250 Mail: Stop SSOP, Washington, DC 20402-0001



COMMITTEE ON APPROPRIATIONS
ROBERT C. BYRD, West Virginia, Chairman

DANIEL K. INOUYE, Hawaii TED STEVENS, Alaska

ERNEST F. HOLLINGS, South Carolina THAD COCHRAN, Mississippi
PATRICK J. LEAHY, Vermont ARLEN SPECTER, Pennsylvania
TOM HARKIN, Iowa PETE V. DOMENICI, New Mexico
BARBARA A. MIKULSKI, Maryland CHRISTOPHER S. BOND, Missouri
HARRY REID, Nevada MITCH McCONNELL, Kentucky
HERB KOHL, Wisconsin CONRAD BURNS, Montana
PATTY MURRAY, Washington RICHARD C. SHELBY, Alabama
BYRON L. DORGAN, North Dakota JUDD GREGG, New Hampshire
DIANNE FEINSTEIN, California ROBERT F. BENNETT, Utah
RICHARD J. DURBIN, Illinois BEN NIGHTHORSE CAMPBELL, Colorado
TIM JOHNSON, South Dakota LARRY CRAIG, Idaho

MARY L. LANDRIEU, Louisiana KAY BAILEY HUTCHISON, Texas
JACK REED, Rhode Island MIKE DEWINE, Ohio

TERRENCE E. SAUVAIN, Staff Director
CHARLES KIEFFER, Deputy Staff Director
STEVEN J. CORTESE, Minority Staff Director
LISA SUTHERLAND, Minority Deputy Staff Director

SUBCOMMITTEE ON VA, HUD, AND INDEPENDENT AGENCIES
BARBARA A. MIKULSKI, Maryland, Chairman

PATRICK J. LEAHY, Vermont CHRISTOPHER S. BOND, Missouri
TOM HARKIN, Iowa CONRAD BURNS, Montana
ROBERT C. BYRD, West Virginia RICHARD C. SHELBY, Alabama
HERB KOHL, Wisconsin LARRY CRAIG, Idaho

TIM JOHNSON, South Dakota PETE V. DOMENICI, New Mexico
ERNEST F. HOLLINGS, South Carolina MIKE DEWINE, Ohio

TED STEVENS, Alaska (ex officio)

Professional Staff

PAuL CARLINER
GABRIEL A. BATKIN
ALEXA SEWELL
JON KAMARCK (Minority)
CHEH KiM (Minority)

Administrative Support
JENNIFER STORIPAN

1)



CONTENTS

WEDNESDAY, MARCH 25, 2002

Page
Department of Veterans Affairs .........cccocceeiiiiiiieniiieiienieecee e
WEDNESDAY, MARCH 13, 2002
Department of Housing and Urban Development ...........cccccoeviiviiiniiienieniieeneennns 109
WEDNESDAY, MARCH 20, 2002
Environmental Protection AZency .........ccccccooeeriiieiieeiiienieeiienie et et sve e 177
WEDNESDAY, APRIL 17, 2002
Corporation for National and Community Service .........ccccecceveierieerieeneenseeennnn. 303
WEDNESDAY, APRIL 24, 2002
Neighborhood Reinvestment Corporation ...........ccccoeceevieeiienieniieenieeniesieeieenens 337
Department of the Treasury: Community Development Financial Institutions
FUNA ot 354
WEDNESDAY, MAY 1, 2002
National Aeronautics and Space AdminiStration ...........cccecceeeeevieeeeceeeerieeesiveeenns 409
WEDNESDAY, MAY 8, 2002
Federal Emergency Management AZENCY .......c.ccceeveeeeieeeeiieeesireeeenveeeesveeesnneeenes 481
WEDNESDAY, MAY 15, 2002
National Science Foundation ........cc.ccoceeceriiereriinienineneneeeneeeseeeseereseenene 533
Nondepartment WItNESSES ........cccccveiiiriiieriieriieiieeiee et este et esitesbeesreeseesaeenaeesane 575

(I1D)






DEPARTMENTS OF VETERANS AFFAIRS AND
HOUSING AND URBAN DEVELOPMENT AND
INDEPENDENT AGENCIES APPROPRIATIONS
FOR FISCAL YEAR 2003

WEDNESDAY, MARCH 6, 2002

U.S. SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS,
Washington, DC.

The subcommittee met at 9:35 a.m., in room SD-138, Dirksen
Senate Office Building, Hon. Barbara A. Mikulski, (chairman) pre-
siding.

Present: Senators Mikulski, Kohl, Johnson, Bond, Shelby, Craig,
Domenici, and Stevens.

DEPARTMENT OF VETERANS AFFAIRS

STATEMENT OF HON. ANTHONY J. PRINCIPI, SECRETARY OF VET-
ERANS AFFAIRS

ACCOMPANIED BY:
FRANCES M. MURPHY, M.D., ACTING UNDER SECRETARY FOR
HEALTH
ROBIN HIGGINS, UNDER SECRETARY FOR MEMORIAL AFFAIRS

GUY H. MCMICHAEL, III, ACTING UNDER SECRETARY FOR BENE-
FITS

D. MARK CATLETT, PRINCIPAL DEPUTY ASSISTANT SECRETARY
FOR MANAGEMENT

JAMES W. BOHMBACH, CHIEF FINANCIAL OFFICER, VETERANS
BENEFITS ADMINISTRATION

DANIEL TUCKER, DIRECTOR, BUDGET AND PLANNING SERVICE,
NATIONAL CEMETERY ADMINISTRATION

VINCENT BARILE, DEPUTY UNDER SECRETARY FOR MANAGE-
MENT, NCA

NORA E. EGAN, CHIEF OF STAFF
TIM S. McCLAIN, GENERAL COUNSEL

MAUREEN P. CRAGIN, ASSISTANT SECRETARY FOR PUBLIC AND
INTERGOVERNMENTAL AFFAIRS

JOHN A. GAUSS, ASSISTANT SECRETARY FOR INFORMATION AND
TECHNOLOGY

DENNIS DUFFY, PRINCIPAL DEPUTY ASSISTANT SECRETARY FOR
POLICY AND PLANNING

ELIGAH D. CLARK, CHAIRMAN, BOARD OF VETERANS’ APPEALS

JOHN OGDEN, CHIEF CONSULTANT, PHARMACY BENEFITS MAN-
AGEMENT STRATEGIC HEALTH GROUP
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ART KLEIN, DIRECTOR OF BUDGET OFFICE, VETERANS HEALTH
ADMINISTRATION

JIMMY NORRIS, CHIEF FINANCIAL OFFICER, VETERANS HEALTH
ADMINISTRATION

JOHN R. FEUSSNER, M.D., CHIEF RESEARCH AND DEVELOPMENT
OFFICER, VETERANS HEALTH ADMINISTRATION

LAURA MILLER, ASSOCIATE UNDER SECRETARY FOR HEALTH,
VETERANS HEALTH ADMINISTRATION

GORDON MANSFIELD, ASSISTANT SECRETARY FOR CONGRES-
SIONAL AND LEGISLATIVE AFFAIRS

RITA A. REED, DEPUTY ASSISTANT SECRETARY FOR BUDGET
RICHARD J. GRIFFIN, INSPECTOR GENERAL

OPENING STATEMENT OF SENATOR BARBARA A. MIKULSKI

Senator MIKULSKI. Good morning, everybody, to the Sub-
committee Veterans, Housing, and other Independent Agencies. We
will come to order.

Today we have the opportunity to listen to Mr. Secretary An-
thony Principi, to present to us the appropriations request from the
administration on behalf—on behalf of the administration for the
Department of Veterans Affairs.

This is a wonderful day in the sense that we welcome you, Mr.
Principi

Mr. PrincipI. Thank you.

Senator MIKULSKI [continuing]. An old and dear friend. And it is
also Senator Bond’s birthday.

And I am not going to tell any more. But, Senator Bond, you
know we, on the committee, love you. You know, we Democrats are
just crazy about you.

You are our little muffin here today.

Senator BOND. Thank you very much.

Senator MIKULSKI. That is just about the calorie count you and
I are supposed to have for all

Senator BOND. I can only eat a quarter of it.

Senator MIKULSKI. I know you are—kind of a caffeine-kind of
guy.

Senator BOND. Yes, yes.

Senator MIKULSKI. No one ever thinks you are decaf; that is for
sure.

Senator BOND. No.

Senator MIKULSKI. But let me also present this to you this morn-
ing and just say, Senator Bond, you are the cream in my coffee.

Senator BOND. Thank you. I am deeply honored. Thank you.

Senator MIKULSKI. Now are you not glad we have gotten in a
good mood to talk to you?

PREPARED STATEMENT

Really, Senator Bond, you know that I think the world of you.
And I really enjoy so much our collegial relationship. And I would
like to take this time to wish you a happy birthday and lots of good
health and may you get all of your birthday wishes, including the
very, very best allocation for our subcommittee.

[The statement follows:]
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PREPARED STATEMENT OF SENATOR BARBARA A. MIKULSKI

I am very pleased to welcome VA Secretary Principi to the Subcommittee. It is
appropriate that we are beginning our 2003 process with Secretary Principi, because
keeping our promises to our nation’s veterans is this Subcommittee’s highest pri-
ority. We look forward to another productive year working with Secretary Principi
and his team.

My goals for this hearing are two-fold. First, we must ensure that the 2003 budget
keeps the promises we made to our veterans. And second, we must make sure the
VA is a good steward of taxpayer dollars—so that our veterans and the American
people get the most for their hard earned money.

The budget requests $57 billion for veterans’ benefits and services: $29 billion for
entitlements, and $28 billion for discretionary programs that are under this Sub-
committee’s jurisdiction. This is a $3 billion increase in discretionary funding over
2002.

Promises made must be promises kept.

This year’s request for medical care is $25.5 billion—a $2.6 billion increase over
2002. It includes $1.5 billion that the VA expects to collect from third-party health
insurance and co-payments from veterans, as well as $800 million in retirement li-
ability accruals as proposed by the Administration.

So by our math, the real increase in VA medical care over 2002 is $1.4 billion—
excluding collections and accruals.

In the last three years, the Subcommittee has provided large increases for medical
care—$1.7 billion in 2000, $1.3 billion in 2001, and $1 billion in 2002, to encourage
more veterans to enroll in the VA system, and to provide them with the medical
care they deserve. At -a time when high private health insurance and prescription
drug costs are really straining our elderly on fixed incomes, we can only expect that
the Subcommittee will be urged to continue these increases.

’Il‘hat is why I am very concerned about two major issues affecting veterans’ med-
ical care.

First, I am perplexed and perturbed that the VA tells us it has a $400 million
shortfall in 2002. The VA-HUD Subcommittee provided $350 million above the
President’s request for VA medical care to ensure that promises made to our—our
nation’s veterans can count on the Subcommittee to keep promises. But the Sub-
committee needs to be able to count on the VA to provide accurate budget estimates,
and I am now very concerned about the VA’s ability to count.

Second, I am very troubled about a proposal in this budget to require certain vet-
erans to pay a $1,500 deductible for medical care. VA tells us that most of our “Pri-
ority 7” veterans—those who are not disabled as a result of their service, and who
make more than $24,000 per year—have private insurance that will pick up the tab.
But that doesn’t mean much to the veteran who was lucky enough to avoid being
injured in battle, and who now makes a hard earned living in a small business that
doesn’t provide him with health insurance.

I am very concerned that a $1,500 deductible will leave some veterans without
any health care at all. Especially in today’s climate—where the private sector is ab-
dicating its responsibility so frequently—we must protect those who use the VA sys-
tem as a safety net. There are many flaws in this deductible proposal, but the worst
is that VA can’t tell us for certain how many veterans it will effect, because it has
a dismal performance of collecting insurance information from our veterans. We
have many concerns about the $1,500 deductible proposal, and I hope Secretary
Principi can answer our tough questions.

Instead of proposing deductibles to shift the healthcare burden onto our veterans,
the VA should be finding ways to improve what our veterans and taxpayers are
owed from private insurance companies. We need to do more in this area, and I
want to know what the VA is doing to ensure that our veterans and taxpayers get
what they are owed.

We understand that collections from veterans will also increase because the pre-
scription drug co-payment has been increased from $2 to $7. Many of my veterans
in Maryland have been surprised by this increase, and I would like to know how
the VA decided on $7, and if there are plans to make further changes the copay-
ment.

Also in the area of prescription drugs, I believe that the VA can provide us with
some very valuable lessons learned as we continue to look for a Medicare prescrip-
tion drug benefit. The VA spends almost $3 billion each year on drugs, and its ben-
efit program could serve as a model for the future. I'd like the Secretary to tell us
about the benefits that VA provides and how it develops its formularies so that we
can build upon this expertise.
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On the other hand, unfortunately VA still has a way to go on waiting times. Vet-
erans still have to wait too long to see a doctor.

And on the benefits side, while the VA has made progress in reducing its claims
processing time, 165 days is still unacceptable. I know Secretary Principi wants to
reduce processing time to 100 days by 2003, and I am interested in learning how
he plans to do this.

Finally, I also want to be sure that the VA is taking care of its own caregivers.
A recent Gallup poll found that nursing is the most respected profession in the
United States. Yet this country is facing a nursing shortage that we’re working hard
to address. I’d like to know what VA is doing to recruit, retain, and improve working
conditions for its nurses.

Again, I welcome Secretary Principi to his second appearance before the Sub-
committee and I look forward to hearing his testimony.

Senator MIKULSKI. With that, Mr. Principi, why do you not go
ahead and proceed with your testimony?

STATEMENT OF ANTHONY J. PRINCIPI

Secretary PRINCIPI. Thank you, Madam Chairwoman.
Senator Bond, Senator Johnson, it is a great pleasure to be with

ou.

And I, too, wish you a very, very happy birthday, Senator Bond.
It is always good to come up here on birthdays.

I am very pleased to have this opportunity to present our budget
request to you and am grateful to the President for his support. We
are requesting $58 billion for veterans’ benefits and services, $30.1
billion for entitlement programs, and $27.9 billion for discretionary
programs; an increase of $6.1 billion over our 2002 enacted level.

Let’s look specifically at our medical program. First, I think it is
important to back out accounting transfers, so that the budget pro-
posal does not appear to include any smoke and mirrors or in-
creases due to a proposed deductible. The real apples-to-apples in-
crease is 7 percent for medical care, a $1,570,000,000 increase. I
will talk a little bit more about that increase and the challenges
we face in health care.

Next, we are requesting an increase of $17 million for burial
services, a $94 million increase for our Veterans Benefits Adminis-
tration to continue the great work that our people are doing in re-
ducing the claims backlog, and a $64 million increase for capital
programs. We have a robust medical research program. We are re-
questing an increase that would bring our appropriation to $409
million. Combining our $401 million subsidy from medical care
funding with the funds we receive through grants from universities
and other Federal agencies with our appropriation, we will have a
$1.46 billion program in medical research that we are very, very
proud of.

VA’S MEDICAL CARE PROGRAM

With the funds allocated for medical programs, members of the
committee, we will be able to treat nearly 4.9 million veterans in
the coming fiscal year. That is a 3.3 percent increase over fiscal
year 2002. But it does not tell the whole story. Clearly, we have
seen such a phenomenal growth in workload over the past several
years. The growth has been somewhat staggering since eligibility
reform went into effect in 1996 and we made the important transi-
tion to primary care and community-based outpatient clinics. Our
growth rate has been 38 percent in priorities one through six. But
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the real story is the growth in priority seven, which has grown 500
percent since 1996.

In 1996, priority 7s represented 3 percent of our workload. Today
they represent 33 percent of our workload. And that number will
grow to over 42 percent by the end of the decade. The cumulative
cost for priority 7s alone, just this one category, is $20 billion be-
tween 2003 and 2007. In 2007 it will consume over $5 billion a
year of our budget.

So, we have grown in priority 7s from 200,000 veterans in our
system to over 1 million in 2002. And I believe patients are coming
to us for many, many reasons. I think there are some national pol-
icy issues involved here. Veterans seek our care because we have
a very, very fine benefit package from primary to nursing home
care, including the very, very important pharmacy benefit that we
provide.

Of course, more outpatient clinics have been opened. We have
622 now, across the country. Just as depicted in the movie, “If you
build it, they will come,” well, we have built them, we have opened
them, and they have certainly come. And I think our quality is
clearly so much better today. Our customer satisfaction is good. We
are not perfect, but we are doing good work.

Those factors, coupled with HMOQO’s, and Medicare HMO’s closing
down, or no longer offering a pharmacy benefit, and the fluctuating
economy in some parts of the country, have resulted in that in-
crease in workload. That increase is something that we need to
deal with. I have been very, very honest in saying that, notwith-
standing this record requested increase in medical care funding,
without some actions by the Congress or by me as Secretary, to ei-
ther limit enrollment, or to require a greater sharing in the cost
of their care by priority 7s, or enactment of Medicare subvention,
or without increased collections for medical care cost recovery, we
will not have enough money to treat all of the veterans who come
to us in open enrollment. A lot of the changes that took place in
1996 were premised on Medicare subvention, which never hap-
pened.

I need to state for the record, because it is an important policy
issue that all of us have to grapple with to ensure that the quality
remains high, that the access times to get into clinics are not rea-
sonable. We see longer and longer wait times in some parts of the
country, which is unacceptable and not good quality of care. We are
not meeting the expectations people have of us, and we need to
grapple with that issue.

$1,500 DEDUCTIBLE PROPOSAL

The service-connected and some of the poor feel that they are
being squeezed out in some areas of the country, so there are some
warning signs on the horizon. After looking at all of the options
available to me, I opted for a deductible where priority 7s would
share in the cost of their care, rather than closing off enrollment.

The deductible does not operate like a regular deductible. No one
is asked for money out-of-pocket at the beginning before the care
is provided. We will bill insurance companies for every dollar of
that deductible, and we will charge veterans without insurance a
percentage of reasonable charges.
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The bottom line is we need to work with the members of this
committee and the House committee to devise a solution to this
problem, whether the deductible is modified or we look at other
steps that we can take to ensure that we manage our growth and
maintain high quality care.

GRANTS FOR VETERAN EMPLOYMENT

We are also requesting a transfer in funding of $197 million from
the Department of Labor for the Veterans Employment in Training
Service Program. Though this program has not worked as well as
it should at the Department of Labor, that is not an indictment of
the people in the program. I think it is more an indictment of the
system.

Veterans in the age group of 20 to 24—those recently discharged
from the military having served their Nation honorably, have a 9.6
unemployment rate compared to the general population of 4.2 per-
cent. In 20 States, fewer than 11 percent of the veterans who go
to the employment service for help were place in suitable jobs. We
have over 500,000 veterans who are unemployed today, a third of
whom have been unemployed for more than 15 weeks.

I believe that VA, which has been entrusted with caring for vet-
erans as its sole mission, could manage this employment program
very well by making it outcome-based, performance-based, and put-
ting it into the continuum of programs we have for veterans
through vocational rehabilitation education, and other programs. I
support this transfer because I think it is good for veterans. I
would commission a task force, comprised of the stakeholders, to
help me identify how we can establish this new program in VA and
how it should work.

VETERANS BENEFITS ADMINISTRATION

On the benefits side of the house, I am pleased to report to you
that we are making progress on reducing the claims backlog. In
January of this year, we set a record in the number of claims we
decided: 62,536. That record was broken in February; we decided
62,900 claims. That compares to 29,036 in January of a year ago,
and 28,900 in February a year ago. So, we have doubled our pro-
ductivity and our accuracy rate remains at an all-time high.

PROCUREMENT REFORM TASK FORCE

We are looking at how we manage the VA. I have established a
procurement reform task force to provide me with recommenda-
tions on how we can be better procurers of goods and services. Out-
side of Defense, we are probably the largest procurement depart-
ment in government, with purchases of $5 billion annually in goods
and services. I think there is an awful lot of room for improvement.
I now have the report on my desk, and I intend to implement the
recommendations to standardize and use national contracting vol-
ume discounts to improve the bottom line so that we have more
money for veterans.
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ENTERPRISE ARCHITECTURE

We did the same with our Information Technology Program, and
established an enterprise architecture strategy implementation and
governance plan with an information technology board to help us
end stove-pipe design, development, and procurement of IT. Under
the leadership of Dr. John Gauss, our new CIO, we will make some
real progress in that area.

NATIONAL CEMETERY ADMINISTRATION

With regard to our national cemetery system, we are in the proc-
ess of opening 6 new national cemeteries across the country. They
are in different phases of development. Due to the aging of the
World War II population, interments are at an all-time high in our
national cemeteries. We have to ensure that we have space to
honor those who served their Nation in uniform.

PREPARED STATEMENT

We have great challenges, Madam Chair, Senator Bond, mem-
bers of the committee. But I am convinced that we are on the right
road. And working together, I think we can overcome the chal-
lenges that we face.

Thank you very much.

[The statement follows:

PREPARED STATEMENT OF THE HONORABLE ANTHONY J. PRINCIPI

Madam Chair, and members of the Committee, good morning. I am pleased to be
here today to discuss the President’s 2003 budget proposal for the Department of
Veterans Affairs (VA) and tell you about the significant progress we are making on
behalf of the Nation’s veterans.

Our budget reflects the largest increase ever proposed for veterans’ discretionary
programs. It ensures more veterans will receive high-quality health care, that we
will provide more timely and accurate benefit claim determinations, and that we
will maintain a dignified and respectful setting for deceased veterans. Our proposal
reflects the debt of gratitude we owe to those who have served our country with
honor. It also signals our enduring commitment to the men and women in uniform
who today defend our freedom many miles away.

We are requesting $58 billion for veterans’ benefits and services—$30.1 billion for
entitlement programs and $27.9 billion for discretionary programs. This is an in-
crease of $6.1 billion over the 2002 enacted level. Our budget increases VA’s discre-
tionary funding by $3.1 billion over the 2002 level, including medical care collec-
tions. Increases for specific programs are as follows: $2.7 billion for medical pro-
grams; $17 million for burial services; $94 million for the administration of veterans’
benefits; and $64 million for capital programs and other departmental administra-
tion.

Our budget request includes $197 million for a new grant activity that replaces
programs currently administered by the Department of Labor and $892 million for
certain Federal retiree and health benefits as proposed by the Administration’s
Managerial Flexibility Act of 2001. Excluding these new activities, our budget for
discretionary programs reflects an increase of $1.9 billion, or 7.8 percent over last
year’s funding level.

MEDICAL CARE

For Medical Care, we are requesting budgetary resources of $25 billion, including
$1.5 billion in collections. This amount includes $793 million for accrual for certain
Federal retiree and health benefits and $260 million in increased collections related
to the proposed legislation deductible initiative. Under current law without the im-

act of these two variables, the Medical Care increase is $1.5 billion—comprised of
51.4 billion in increased appropriations and $158 million in increased collections.
This increase when combined with the $1.1 billion impact of the deductible proposal,
equals $2.7 billion, the amount of the medical care increase that would be needed
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to support the projected 6 percent increase in 2003, which is 290,000 more veteran
health care system users without the enactment of the deductible proposal.

Madam Chair, we are focusing on improvements needed to our billing and collec-
tion from third party insurers. While we have doubled our collections in the past
couple of years, we know we need to do more. In a collaborative effort with an exter-
nal contractor, we have identified 24 actions that will yield significant enhance-
ments to our ability to collect revenue. While many of these actions require time
and investment, we have already begun improvements to the revenue collection
process. I have directed that we begin the process of consolidating billing and collec-
tion services, and that we explore the cost and benefits of outsourcing these services.
In addition, we are aggressively pursuing insurance identification by obtaining new
HIPAA compliant software to facilitate exchange of medical information with non-
VA entities. We are also mounting increased veteran and employee awareness and
training campaigns. Further, we have developed a web-based performance metrics
program that is used by central office and medical center staff to monitor and evalu-
ate the critical steps in the revenue cycle. Following the original implementation of
reasonable charges in September 1999, we have implemented two updates. Work is
nearly complete on the next reasonable charges update, which we expect to publish
in the Federal Register as an Interim Final Rule and implement during Spring
2002. We expect to collect over $1 billion this year with continuing increases in 2003
and beyond. We are committed to maximizing our revenue opportunities from this
source.

VA has experienced unprecedented growth in the medical system workload over
the past few years. The total number of patients treated increased by over 11 per-
cent from 2000 to 2001—more than twice the prior year’s rate of growth. For the
first quarter of 2002, we experienced a similar growth rate when compared to the
same period last year. The growth rate for Priority 7 medical care users has aver-
aged more than 30 percent annually for the last 6 years, and they now comprise
33 percent of enrollees in the VA health care system. Based on current law, this
percentage is expected to increase to 42 percent by 2010.

I am proud that an increasing number of veterans are choosing to receive their
health care in the VA system. Despite this success, we have much to accomplish.
Patient access to our medical facilities must be improved and this budget reaffirms
our commitment to do so. Our goal is for veterans to receive non-urgent appoint-
ments for primary and specialty care in 30 days or less, while being seen within
20 minutes of their scheduled appointment. We have included an additional $159
million in our request to work toward this goal.

Madam Chair, I know you agree that VA’s health care system should maintain
timely, high quality care for service-connected and low income veterans and remain
open to all veterans. To effectively manage participation in the system, we are pro-
posing a $1,500 medical deductible for Priority 7 veterans. With no change in policy,
the cost of care for Priority 7 veterans would grow from $1 billion in 2000 to over
$5 billion in 2007. To assure that rising workload does not dilute the quality of care,
Priority 7 veterans are being asked to pay for a greater portion of their health care
than in the past. We are recommending that these veterans be assessed a deductible
for their health care at a percentage of the reasonable charges up to a $1,500 an-
nual ceiling. This is not a standard deductible that must be paid upfront and vet-
erans’ insurance may cover all charges. If all projections, funding levels, and the
new deductible are realized, VA anticipates continued open enrollment to all vet-
erans in 2003 without detriment to our traditional core patients—those with service-
connected disabilities and lower incomes.

VA is working to meet the challenges in long-term care for veterans. However,
we believe that a literal interpretation of Public Law 106-117, the “Veteran’s Mil-
lennium Health Care and Benefits Act of 1999” will result in less than optimal solu-
tions for increasing our long-term care capacity. The number of individual veterans
who received care in VA increased from more than 3 million veterans in 1998 to
more than 4 million veterans in 2001, due primarily to VA’s efforts to expand access
for primary care. During that same time period, efforts have been made to meet the
increased demand for long-term care. Although the average daily census in VA nurs-
ing homes declined, veterans mandated under Public Law 106-117 to receive such
care are being served in VA and contract community nursing homes. VA is also sup-
porting a significantly increased census of veterans in State veterans nursing
homes. At the same time, VA has been expanding care for veterans in home and
community-based extended care, consistent with the mandates of Public Law 106—
117. Indications we have received from veterans show that they are pleased with
options providing long-term care closer to home, as well as alternatives to more tra-
ditional skilled-nursing environments. We look forward to working with Congress to
pursue the best options to provide veterans with long-term care.
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Our rapidly aging veteran population requires more health care services. Our re-
quest includes $817 million to address this rising demand. These funds will support
our emphasis on access and service delivery, pharmaceutical support, prosthetics,
CHAMPVA for Life, and information technology. Management savings of over $316
million will partially offset resource needs. For example, I am establishing a pro-
gram across the VA system that will implement “best practice” standards for dis-
pensing and prescribing pharmaceuticals.

The 2003 budget supports our cooperative efforts with the Department of Defense
(DOD) to improve Federal health care delivery services. Over the past year, we have
undertaken unprecedented efforts to improve cooperation and sharing in a variety
of areas through a reinvigorated VA and DOD Executive Council. VA and DOD en-
tered into a Memorandum of Understanding (MOU) in December 1999, with the ob-
jective of reducing contract duplication. The first addendum to that MOU resulted
in the conversion of DOD’s Pharmacuetical Distribution and Pricing Agreements
(DAPAS) to reliance on VA’s Federal Supply Schedule (FSS) contracts for pharma-
ceuticals, which was completed in December 2000. The second addendum is an
agreement to convert DOD’s DAPAs for medical/surgical products to reliance on
VA’s FSS. This effort was completed in December 2001. To address some of the re-
maining challenges, the Departments have identified four high-priority items for im-
proved coordination: veteran enrollment, computerized patient records, cooperation
on air transportation of patients, and facility sharing instead of construction.

MEDICAL AND PROSTHETIC RESEARCH

VA’s clinical research program is funded at the highest level in history with a
partnership of government, universities and the private sector. Over $1.46 billion
will be invested in 2003: $409 million in direct appropriation; $401 million in sup-
port from the VA Medical Care appropriation primarily in the form of salary sup-
port for the clinical researchers; 5460 million from Federal organizations such as
DOD and NIH; and $196 million from universities and other private institutions.
This investment will allow VA to expand knowledge in areas critical to veterans’
and other citizens’ health care needs including schizophrenia, diabetes, further im-
plementation of cholesterol and other guidelines, aging, renal failure treatment, and
clinical drug treatment evaluations. This investment is relevant to the medical
needs of the entire Nation and will enhance future quality of life.

CAPITAL ASSET REALIGNMENT FOR ENHANCED SERVICES (CARES)

We continue our effort to transform the veterans’ health care system under the
Capital Asset Realignment for Enhanced Services (CARES) initiative. We are evalu-
ating the health care services we provide, identifying the best ways to meet vet-
erans’ future medical needs, and realigning our facilities and services to meet those
needs more effectively.

Madam Chair, this initiative is not a perfunctory exercise. The CARES process
has already had a significant impact on our planning process. Last week, I an-
nounced my decision on realigning VA health care facilities in VISN 12. For exam-
ple, we will shift inpatient services to a remodeled Chicago West Side Division, and
maintain a Lakeside Division multi-specialty outpatient clinic in the downtown
area. The Hines VA Medical Center will be renovated, including the Blind Rehabili-
tation and Spinal Cord Injury Centers. Sharing opportunities between the North
Ch}ilcago dVA Medical Center and the adjacent Naval Hospital Great Lakes will be
enhanced.

CARES is critical to the future of VA health care. It will allow us to redirect funds
from the maintenance and operation of facilities we no longer need to direct patient
care. I am prepared to make the difficult choices necessary to ensure accessible care
to more veterans in the most convenient and appropriate settings. We will complete
CARES studies of our remaining health care networks within two years. Any sav-
ings that result from CARES will be put back into the community to provide higher
quality care and more services to veterans. Changes will affect only the way VA de-
livers care—health care services will not be reduced.

MAJOR AND MINOR CONSTRUCTION PROGRAMS

For all capital programs (construction and grants) this is the largest request since
1996. Specifically for major construction, new budget authority of $194 million is re-
quested. We are requesting funds for four seismic projects in exceptionally high-risk
areas: two in Palo Alto, one in San Francisco, and one in West Los Angeles, CA.
These projects involve primary care buildings and a consolidated research facility—
all of which will be part of any service delivery option resulting from the CARES
process. Seismic improvements will ensure veterans and their families, and VA
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staff, will continue to be cared for, and work in a safe environment. The 2003 Major
request also addresses critical National Cemetery needs. Resources are included for
new cemeteries in Pittsburgh, PA and Southern Florida and a columbaria and ceme-
tery improvements project at the Willamette National Cemetery, OR. Design funds
are provided in the amount of $3.4 million for the design of new cemeteries in De-
troit, MI and Sacramento, CA. We are also requesting funds to remove hazardous
waste and asbestos from Department-owned buildings, perform an emergency re-
sponse security study, reimburse the judgment fund, and support other construc-
tion-related activities.

To date, we have received $80 million in Major Construction funding to support
the design and construction of projects that result from CARES studies. Our Major
request for 2003 includes $5 million to continue efforts to realign our facilities.

New budget authority in the amount of $211 million is requested for the Minor
Construction program. Particular emphasis will be placed on outpatient improve-
ments, patient environment, and infrastructure improvements. A total of $35 mil-
lion is earmarked for CARES-related design and construction needs. These funds
have been proposed to allow VA to immediately implement CARES options that can
be accomplished through the minor construction program (i.e., capital projects cost-
ing more than $500 thousand and a total project cost less than $4 million). In addi-
tion, $20 million is dedicated to a newly created category to fund minor seismic
projects, which will allow VA to further address its seismic corrections needs.

VETERANS’ BENEFITS

For the administration of veterans’ benefits, we are requesting $1.2 billion and
an additional 125 employees over the 2002 level. The President has promised to im-
prove the timeliness and quality of claims processing. Last year, I established a
claims processing task force to recommend changes that would improve the time it
takes to process claims. The results of that task force, as well as implementation
plans, have been presented to me and we have already begun to execute many of
the recommendations.

I have set a goal of reaching 100 days to process compensation and pension claims
by the summer of 2003. While the annual average number of days for these claims
is projected to be 165 for 2003, we expect to achieve the 100-day goal by the last
quarter of the year. Four months ago, we began a major effort to resolve 81,000 of
the oldest Compensation and Pension claims. A key element of this effort involves
a “Tiger Team” at the Cleveland Regional Office that will tackle many of these
claims over an 18-month period. The team became fully operational in November
2001. Additionally, consolidation of pension benefit maintenance at three sites will
allow VBA to free up employees to focus on rating compensation claims.

At the same time we are reducing the time it takes to process claims, we continue
to improve the quality of claims processing. During 2003, the national accuracy rate
for compensation and pension claims is projected to grow to 88 percent—a signifi-
cant improvement from the 59 percent rate evidenced in 2000. This budget contains
$3.5 million to support 64 additional employees dedicated to the Systematic Indi-
vidual Performance Assessment (SIPA) initiative. This is an important contribution
to enhance internal control mechanisms and bring accountability to the accuracy of
claims processing.

This budget provides additional staff and resources to continue the development
of information technology tools to support improved claims processing. Over the last
several years, VBA has developed and implemented major initiatives, established co-
operative ventures with other agencies, and used technology and training to address
accuracy and timeliness. This budget continues to focus on initiatives in these high
payoff areas. For example, this budget requests $6 million in support of the Virtual
VA initiative. This effort, when complete, will replace the current intensive paper-
based claims folder with electronic images and data that can be accessed and trans-
ferred through a web-based application.

Our budget also addresses the mandate to ensure that Montgomery GI Bill
(MGIB) education benefits provide meaningful transition assistance and aid in the
recruitment and retention of our Armed Forces. Recent legislation has improved
these benefits and our priority is to deliver them as efficiently as possible. I am
pleased to report that the Imaging Management System (TIMS) is now functioning
in all four Regional Processing Offices. The electronic folders that result from this
effort have expanded access points, improved data access, and enhanced customer
satisfaction. This budget requests $6.2 million to develop and install the Education
Expert System (TEES). Among other benefits, this expert system will enable us to
automate a greater portion of the education claims process and expand enrollment
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certification. In 2003, we will continue to improve the accuracy and timeliness of
education claims and improve blocked call rates.

Madam Chair, I would like to take this opportunity to mention one of VA’s great
success stories—the administration of more than 4 million insurance policies in
force. The American Customer Satisfaction Index (ASCI) and the University of
Michigan conducted a study of the insurance death claims process and the satisfac-
tion of beneficiaries who received awards. This study gave the VA’s insurance pro-
gram a score of 90 on a scale of 100. This is one of the highest scores ever recorded
for either government or private industry. This budget provides funding to continue
the Insurance Center’s history of excellence. Our request includes a paperless proc-
essing initiative, which improves timeliness and quality of service while reducing
the cost to policyholders.

NEW VETERANS EMPLOYMENT GRANTS PROGRAM

Veterans represent a unique and invaluable human resource for American society
and the economy. Service personnel leave the military knowing they have made a
vital contribution to their country. Veterans want to continue making meaningful
contributions as they return to civilian life. However, in 21 States, fewer than 10
percent of veterans between the ages of 22 and 44 were placed in employment after
seeking job search assistance from State service providers; during 2001, there was
an average of 519,000 unemployed veterans, and in the same time period, 32 per-
cent of unemployed veterans experienced 15 or more consecutive weeks of unemploy-
ment.

America’s labor exchange market has evolved in the time since the foundation for
current programs was laid. This budget proposes legislation that will allow VA to
create a new competitive grant program to help veterans obtain employment. VA
is working with the Department of Labor (DOL), veterans’ service organizations and
others to propose a veterans’ employment program tailored to the needs of 21st cen-
tury veterans seeking assistance in finding suitable employment. The details of the
legislative proposal to implement this initiative are not yet final. If authorized by
Congress, the new program will broaden our ability to assist veterans with employ-
ment and training services. Our first priority will be serving unemployed service-
connected disabled veterans and those recently separated from military service. We
will also help other veterans searching for employment. Our budget request for dis-
cretionary programs includes $197 million for the grant initiative.

We have the flexibility to design a program that will incorporate elements cur-
rently contained in the DOL grant program—transition assistance; disabled vet-
erans’ outreach; local veterans’ employment representatives; and homeless veterans
reintegration. Veterans look to the VA for education benefits, home loan assistance
and, in some instances, rehabilitation and employment, medical care and compensa-
tion benefits in the transition years after leaving active duty. Later in life, many
veterans may return to the VA for health care and ultimately burial benefits. Add-
ing an enhanced employment opportunity program to the spectrum of care and serv-
ices provided by VA would provide veterans with a single access point to a full con-
tinuum of benefits and services throughout their lifetime.

I know there are many questions left unanswered regarding this new program.
We are in the process of finalizing our legislative proposal within the Administra-
tion and will submit it to you in the near future. At that time, we will be prepared
to address your questions in greater detail.

NATIONAL CEMETERY ADMINISTRATION

The budget proposal includes $138 million to operate the National Cemetery Ad-
ministration. The request preserves our commitment to maintain VA’s cemeteries as
National shrines, dedicated to preserving our Nation’s history, nurturing patriotism,
and honoring the service and sacrifice of our veterans. It provides a total of $10 mil-
lion to continue renovation of gravesites, as well as clean, raise, and realign
headstones and markers.

As noted earlier in my testimony, our budget request for Major Construction in-
cludes funds for the development of two new national cemeteries in the vicinity of
Pittsburgh, PA and Miami, FL. Operating funds also are requested to prepare for
interment operations in 2004 at these two locations and to begin interment oper-
ations at new cemeteries at Fort Sill, OK, and near Atlanta, GA.

MANAGEMENT IMPROVEMENTS

Madam Chair, last year I stated my commitment to reform VA’s use of informa-
tion technology. I am pleased to report that we have made substantial progress in
this area and will continue our reform efforts. As VA moves forward with implemen-
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tation of the One-VA Enterprise Architecture developed in 2001, we will manage in-
formation technology resources to account for all expenditures and ensure our scarce
resources are spent in compliance with this Enterprise Architecture. A strong pro-
gram is under development for Cyber Security. We are re-engineering our IT work-
force to ensure we have the proper skill sets to support our program needs. I have
recently approved a comprehensive change in how we manage our IT projects to en-
sure they deliver high quality products, meet performance requirements, and are de-
livered on time and within budget.

VA is bringing enterprise-wide discipline and integration of our telecommuni-
cations capability to increase security, performance, and value. Command and con-
trol capabilities are being established to support the Department in times of emer-
gency. Electronic government will be expanded and internet capabilities will be en-
hanced to improve the delivery of services and the sharing of knowledge for the ben-
efit of the veteran. All of these efforts will focus on meeting the objectives of the
President’s Management Agenda.

We are pursuing other important initiatives that will promote better management
practices throughout the Department. For example, I recently convened the VA Pro-
curement Reform Task Force to examine our acquisition process and develop rec-
ommendations for improvement. The Task Force has presented 60 recommendations
to accomplish several major goals that will enhance our ability to: 1) leverage pur-
chasing power; 2) obtain comprehensive VA procurement information; 3) improve
VA procurement organizational effectiveness; and 4) ensure a sufficient and talented
VA acquisition workforce. Mandatory use of the Federal Supply Schedule, reorga-
nization and elevation of the VHA logistics function to more quickly standardize
medical and surgical supplies, and establishment of a National Item File are some
of the more prominent recommendations being made in order to maximize savings
in our medical care procurements. We are well on our way to achieving savings and
increased effectiveness in VA’s acquisition arena.

Finally, our 2003 request includes funds for a new Office of Operations, Security
and Preparedness (OS&P). Since the tragic events of September 11, 2001, we have
made substantial investments to address the Department’s security and prepared-
ness, and to meet our primary and critical emergency response missions. VA is the
only pre-deployed nationwide health care system. We must be prepared for any dis-
aster response. OS&P will play an important role in the Federal government’s con-
tinuity of operations in the event of an emergency situation. The new office is
formed with the specific intent of improving VA’s ability to respond to any contin-
gency with minimal disruption to services for veterans and their families. This office
will coordinate all VA involvement with the Office of Homeland Security, FEMA, the
Department of Health and Human Services and DOD.

Madam Chair, that concludes my formal remarks. Although many challenges lie
ahead, I am proud of the accomplishments that have taken place over the past year.
Our budget request for 2003 is a good budget for veterans and positions us for con-
tinued success. I thank you and the members of this Committee for your dedication
to our Nation’s veterans. I look forward to working with you. My staff and I would
be pleased to answer any questions.

SENATOR MIKULSKI'S COMMENTS

Senator MIKULSKI. Well, thank you very much, Mr. Secretary, for
that testimony and really the very serious both policy and appro-
priations issues that are raised in the course of appropriations tes-
timony to policy and the changing nature of the enrollment in the
veterans health care system.

In my enthusiasm for wishing Senator Bond a happy birthday,
we did not go to opening statements. But also, I am just going to
ask unanimous consent that all Senators’ opening statements go
into the record. And then we can move very promptly to questions,
knowing that other subcommittee hearings are pressing other col-
leagues.

I would also like to ask unanimous consent that the letter from
the veterans organizations that—every year they do an analysis of
the Veterans Administration budget request. They do an out-
standing job and, I believe, a service to the Nation. Their covering
letter to the committee and appropriate people, I would like to have
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those introduced into the record just as their views. And then we
will be meeting with them separately on another occasion.
[The information follows:]

LETTER FROM THE INDEPENDENT BUDGET

JANUARY 7, 2002.

The Honorable GEORGE W. BUSH,
President of the United States, The White House, Washington, DC.

DEAR MR. PRESIDENT: On behalf of the co-authors of The Independent Budget,
AMVETS, Disabled American Veterans, Paralyzed Veterans of America, and the
Veterans of Foreign Wars of the United States, we are writing to strongly urge your
Administration to fully fund veterans’ medical care spending to $24.5 billion in fis-
cal year 2003.

The brave men and women called to service after the tragic events of September
11, to defend our interests here and abroad, will be tomorrow’s veterans. We implore
you to ensure that these service members and those who have served before them
in defense of our nation will have the health care and benefits they have earned
and deserve from the Department of Veterans Affairs (VA).

The fiscal year 2002 VA medical care budget falls $1.5 billion short of what is rec-
ommended by The Independent Budget. We are extremely disappointed that the Ad-
ministration and Congress have gone forward with a VA appropriation that will not
even fund the pending mandated wage increase for VA’s employees. We are espe-
cially concerned about reports of VA facilities having significant waiting lists for ini-
tial services once a veteran is enrolled in the system, as well as closed enrollment
at some hospitals. Most disturbing are reports of severely disabled veterans having
to wait for health care services and specialized services such as home health care.

We understand that VISN directors were recently informed health care allocations
for fiscal year 2002 include a two percent “efficiency” cut. One medical center direc-
tor reported his VISN must slice $80 million from its budget to help make up for
the deficit in the budget. He added that the VISN was required to submit its plan
to reduce spending to the VA by December 28, 2001. It is outrageous that hospital
directors, already struggling to meet demand, are now being forced to make further
cuts. New mandates coupled with an insufficient budget, will undoubtedly result in
rationed health care and closed enrollment. VISN directors will have no choice but
to close beds, consolidate services, and reduce the number of full-time employees.
This two percent cut could equate to a loss of 13,000 full-time employees. This pres-
sure on the system will especially hurt sick and service-connected disabled veterans
and affect their access to timely health care.

We appreciate the Administration’s decision to provide additional funding to allow
the Department to continue to enroll all veterans in its health care system for next
year. Unfortunately, the fiscal year 2002 budget shortfall and continued open enroll-
ment have stretched the Veterans Health Administration to its limits, making it ex-
tremely difficult for VA to provide timely, quality health care services veterans de-
serve. Current spending is a least $400 million below needs according to Secretary
Principi. We understand the deficit is actually closer to $750 million if you factor
in inflation and maintain workload at current levels. At the very least, in order to
continue enrollment of all veterans, Congress and the Administration must find the
additional funds necessary to address this shortfall.

Without additional funding, VA is unable to meet veterans’ health care needs and
provide the high quality care it is capable of delivering. The Veterans Health Ad-
ministration (VHA) is a national treasure, responsible for training most of the na-
tion’s medical care workforce. It is also responsible for great advances in medical
science due to VA research. These advances in medical science have benefited all
Americans, not just veterans. Finally, VHA is the most cost-effective application of
Federal health care dollars. Research shows VHA provides care for at least 25 per-
cent less than comparable Medicare services. Given the proper resources, VA can
effectively function as a backup to the Department of Defense during a time of con-
flict or to the Federal Emergency Management Agency during a national emergency.
Therefore, it is an excellent investment, and it makes good fiscal sense to keep this
system functioning well, especially now while our nation is at war. Our treasured
way of life and freedom is a result of the sacrifices and commitment made by the
men and women serving in our armed forces.

The Administration can no longer ignore the serious financial problems VA is now
facing and its negative impact on sick and disabled veterans. Mr. President, the Ad-
ministration must increase VA medical care spending to $24.5 billion in fiscal year
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2003 to ensure a secure and stable future for those who have served our nation
through military service.
We urge you to continue to support our nation’s veterans by providing VA with
the funding needed to maintain a viable health care system now and in the future.
Sincerely,
ROBERT JONES,
Executive Director.

ROBERT E. WALLACE,
Executive Director, AMVETS Veterans of Foreign Wars.

DELATORRO L. MCNEAL,
Executive Director.

DAvID W. GORMAN,
Executive Director, Paralyzed Veterans of America Disabled American Veterans.

SENATOR MIKULSKI'S GOALS FOR THE HEARING

Senator MIKULSKI. Mr. Secretary, my goals for this hearing are
two-fold: one, to ensure that in fiscal 2003 promises made are
promises kept; and that, at the same time, to be good stewards of
the taxpayers’ dollars. I am concerned about several major issues.
But the two most dominant are those where we know that the VA
told us that they had a $400 million shortfall in 2002 after the sub-
committee had provided $350 million over the President’s request,
and actually $1 billion more. I—and then that somehow or another
Congress is at fault. I am going to come back to that.

Then there is the issue of the priority 7 veterans and the deduct-
ible that you are proposing. I think you raise very challenging
issues. But we really do not want a moat. It is one thing for there
to be policy priorities. But we really do not want a money moat
around veterans health care. And these are other areas that we
will want to pursue. And, of course, I know the issues around con-
struction and the maintenance of facilities are a significant issue,
as well as the CARES.

$400 MILLION BUDGET SHORTFALL

But let me go right on to my first set of questions here. Last
year, when we provided more money, there was an announcement
by you that there was a $400 million shortfall and that actions
were going to be taken, which essentially would have very much
limited veterans’ health care. And somehow or another, it looked
like it was our fault that we did not give you enough money, when
we gave you more money than the President asked and more
money than this subcommittee gave last year.

Could you tell us why you had this shortfall? And I do not—this
is not to be brusque or a spring hazing. I have so much respect for
you. But was it that the VA could not count? I mean, we had a
hearing; we had a discussion. And then we got this $400 million
shortfall and a letter going out to the veterans, really limiting their
access. So could you tell us why, number one; number two, how you
made it up; and number three, how we do not get into a jackpot
this coming year after we have done what we think is our job in
trying to help you do your job to protect our veterans?

Secretary PRINCIPI. Yes. I fully understand, Madam Chair. Our
workload projections for fiscal year 2002 were based upon the
workload growth that we had seen for the period 1998 through the
year 2000. We had been seeing a 5 percent growth in workload dur-
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ing that period of time and projected that the growth would remain
around 5 percent.

Well, it doubled. It doubled in 2001 and then again in 2002, 11
to 12 percent a year. I think that is attributable to many factors.
One, a little bit of a fluctuating economy, so more and more vet-
erans are coming to us for care. With open enrollment, any vet-
erans, irrespective of service-connected disability or not, income,
poor, or middle income, can come to us any day of the year; and
indeed they have.

Senator MIKULSKI. Well, Mr. Secretary, excuse me. Are you say-
ing that the shortfall, the $400 million shortfall, that you an-
nounced, I believe, last summer—am I—when did you make that
announcement?

Secretary PRINCIPI. In the fall.

Senator MIKULSKI. Excuse me. In the fall. Was that due to the
fact of the increased enrollment from priority 7? Or was it just
that, taken over in the transition, there were so many loose ends?
And I am going to acknowledge, you overtook a situation that had
not been well-managed for a significant amount of time. So I am
going to acknowledge that when you walked in, you had your
hands full. But was it because of more people or because the esti-
mates were not proper?

Secretary PRINCIPI. No. I think the estimates were not proper for
the most part. There may have been some other smaller issues. At
that time, we also thought that the TRICARE for Life Program en-
acted into law by Congress, was a great program for military retir-
ees and they would leave VA at age 65, but have some 600,000
military retirees enrolled in our health care system.

When Congress passed TRICARE for Life, so that these military
retirees could now receive their care through the TRICARE Pro-
gram, we estimated that a significant number would go to Tricare.
We did not see that early on in the program. Their pharmacy ben-
efit is a little bit more generous than our pharmacy benefit. It is
only $9 for a 90-day supply. We thought that the transition would
be a lot faster.

I think the shortfall really had to do with inaccurate projections
of workload.

Senator MIKULSKI. Well, are we going to have—do you think you
have estimated right this time? See, I have my doubts. And then
again, let me tell you why I have my doubts. And I would like you
to come back.

Number one, there are certain assumptions in your request, one
of which is that you are going to be able to recover a significant
amount of money from third parties. The VA has never been able
to meet their own targets. That is number one.

$1,500 DEDUCTIBLE FOR PRIORITY 7 VETERANS

Number two, you are proposing a $1,500 deductible for priority
7 veterans. That is an assumption which the Congress has not
agreed to and, as you know, is enormously controversial. It gives
many of us great pause about—in other words, if you can afford—
my own—if you can afford the $1,500, would you be in another pro-
gram? In other words, is this really the cost of what you think their
prescription drugs are?
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But those two items there tell me that you really—that I really
question the—I really question your request, because I believe the
assumptions are faulty. Would you like to comment? Because I
really do not want a jackpot this fall for our veterans or for this
committee.

Secretary PRINCIPI. You are absolutely right, Madam Chair. It is
a dilemma. Without the deductible, we, in my view, are over $1 bil-
lion short, $1.1 billion. That is why the deductible was proposed.
We have a 7 percent increase of $1.5 billion requested which, rel-
ative to other Federal programs, is a good increase. But without
the deductible, we cannot get there from here.

MCCEF, medical care cost recovery. On the one hand I am pleased
to see a 13-percent improvement in our collections. We are 13 per-
cent ahead of our projections. But we have a long way to go.

MEDICAL CARE FUNDING NEEDS

Senator MIKULSKI. So what do you think you are really going to
need? And then I am going to defer to Senator Bond.

Secretary PRINCIPI. Madam Chair, it depends on whether we
work out some cost-sharing arrangement for the priority 7s. Con-
gress directed that I make an enrollment decision every year on
who we can afford to care for. Without some form of deductible or
some form of cost-sharing, I would probably make the decision to
limit enrollment for priority 7s, rather than reduce the quality of
care and the timeliness, which is getting worse.

So my choices are very narrow. Limit enrollment, as the Con-
gress asks the VA Secretary to decide annually, because this is a
discretionary program, or work with Congress to see if there is a
cost-sharing arrangement that can be worked out for the priority
7s.

Senator MIKULSKI. Or ask for more money in the appropriations.

Secretary PRINCIPI. Yes, more money in the program.

Senator MIKULSKI. Well my time has expired. I know other mem-
bers would want to pursue this.

Senator Bond?

OPENING REMARKS BY SENATOR CHRISTOPHER S. BOND

Senator BOND. Thank you, Madam Chair. And I want to thank
you for the birthday gift. I would have to say that the greatest gift
I have throughout the year is the fact that we have such a good
working relationship, whether it is ranking member and chair or
chair and ranking member. I have my preferences. We are not
going to get into that today.

Senator MIKULSKI. We do not get a veterans preference here.

Senator BOND. I would say to my colleagues that my high regard
for the Senator from Maryland is well known. I am going to be
roasted by a charity in Kansas City this spring. And they all want-
ed Senator Mikulski to come out, because they have heard so much
about her and figured that she would probably do the most effec-
tive job on me that anybody could do.

But I do want to turn to our leader on the Republican side, who
has to go to another hearing. So it would be my pleasure to yield
to Senator Stevens for his questions.
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Senator STEVENS. Well, Madam Chair, if you go, I will go and
turn the spit. All right?

Senator MIKULSKI. Okay.

Senator BOND. Oh, that is dangerous.

ALASKAN VETERAN ISSUES

Senator STEVENS. And I am grateful to both of you for allowing
me to participate quickly. We have a defense hearing this morning,
and I hate to interrupt a birthday party. You all do know it is Sen-
ator Bond’s birthday, right?

Senator BOND. Oh, yes. That is what

Senator STEVENS. All right. Let me say that I am grateful to you
for a conversation we had the other day about the homeless prob-
lems in Anchorage. And I do hope that we can find some way to
work on that outreach center. I do not know if you all know but
we have the largest number of veterans per capita in the United
States. And it is becoming increasingly difficult to deal with that
ﬁigh portion of that population under some of the limitations we

ave.

For instance, that 30-year rule, it applies to those who have been
involved in the rate reduction program, the bond program we have.
As I understand it, there is a provision that cuts off veterans who
served in Vietnam and the Persian Gulf and other conflicts. But
those lapse in 2007. Those people would no longer be eligible unless
they have been out of the service for more than 30 years. I do not
uﬁlderstand that 30-year rule. I would urge you to take a look at
that.

And I would also ask if you would help us on another problem.
I am really not asking questions. I would just make a statement,
if I can. We have States, 5 States, that are eligible for a program
on housing. As I understand it, it is—we have a cap on these
States. My State is one that has, as I indicated, so high a percent-
age of veterans, it is hard for us to work under that cap.

Are you familiar with that? We are allowed to—we are told that
we are down to a level of—let me be sure. The current allocation
for Alaska is $303 million limit under the AHFC program. That is
the Alaska Housing Finance Corporation dealing with the VA bond
cap. I want to talk to you about whether or not we could find some
way to either put an escalator for States that have a high percent-
age of veterans in their population. Either that or lift the cap. It
has been in place for a long time and it is not relevant to our pro-
gram.

We are prepared, through the Alaska Housing Finance Corpora-
tion, to assist veterans. But we cannot do it unless we can issue
bonds for veterans housing under the Federal authorization. I
would urge you to take a look at that.

Secretary PRINCIPI. I will do that, sir.

[The information follows:]

ALASKA HOUSING FINANCE CORPORATION

We are aware that the basic criteria for Alaska Housing Finance Corporation
(AHFC) Veterans Mortgage Program (VMP) are that the veteran must have entered
the service prior to 1977 and cannot have been discharged for more than 30 years.
AHFC requires that when veterans apply to them for a loan, they submit a VA
issued Certificate of Eligibility along with their DD214 so that it can be determined
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when they went into the military and what date they were discharged. However,
this program is administered by AHFC, not VA. Therefore, we have no authority
over the provisions of the program.

MAXIMUM FEDERAL BOND RATE

VA has no knowledge of or authority with respect to a Federal cap that may exist
on bond issues.

Senator STEVENS. Lastly, when I was in Juneau, I was made
aware of an issue there. The Juneau VA replaced a long-serving
staff member there. And the replacement staffer has 25 years with
the VA but is not authorized to approve medical treatment. It is
now my understanding that—that a problem is near solution, but
it is on your desk. Is that right?

Secretary PRINCIPI. I have not seen it.

Senator STEVENS. Are you familiar with that?

Secretary PRINCIPI. I have not seen that issue, but I will look for
it as soon as I return.

Senator STEVENS. Well, I am sure you know that for someone
who is in Southeastern Alaska to have to go either to Anchorage
or Seattle for authorization, when there is a staffer that has 25
years experience in VA but is not authorized to approve medical
treatment, is a difficult situation.

Secretary PRINCIPI. I will find out and I will report to your office.

MEDICAL SERVICES IN ALASKA

The Alaska VA Healthcare System and Regional Office (AVHSRO) operates a one
employee VA office within the federal building in Juneau, Alaska. A Contact Rep-
resentative GS—11 employee staffs this office. Her duties include general health care
and benefits information and assistance to veterans in southeast Alaska. One major
customer service area for this position is support to the Fee Basis authorization pro-
gram. Juneau, Alaska is 550 air miles from Anchorage and is not accessible by
ground transportation. Juneau is the capital of Alaska and VA has a long history
of providing a VA office there.

The individual who currently is staffing the VA office in Juneau, Alaska reported
for duty there December 4, 2001. The employee was previously on staff at our An-
chorage facility working within the Veterans Benefits Administration (VBA) Re-
gional Office component of our operation.

The AVHRSO is currently addressing the training and technical support needs of
our new VA representative. During the week of February 11-15, 2002, the employee
returned to Anchorage for training on the medical care authorization process. Dur-
ing this visit we also had a lengthy discussion of the computer problems she had
been experiencing.

As a result of this training visit to Anchorage it was determined that a visit by
our Technology Management Service (TMS) staff was necessary to fix her computer
and printer problems. These are necessary fixes in order for her to provide the level
of service expected by our Juneau area veterans. The TMS staff traveled to Juneau
during the week of February 25, 2002 to March 1, 2002. Computer related access
issues were corrected during this visit to allow our employee to process medical au-
thorizations.

Throughout the training cycle and during periods of computer outage, staff in An-
chorage is providing service regarding the authorization of medical claims. In fact
our Coordinated Care Department has organized along regional boundaries and one
team is dedicated to Southeast Alaska. Statewide veterans are able to reach VA by
a toll free number and receive service via the Southeast Alaska Regional Team. Our
Juneau representative will soon be an additional source of assistance for the Juneau
area veterans.

It is important to recognize that the employee on staff now in Juneau, Alaska has
many years of VA experience; she spent the past ten years working in the VBA Re-
gional Office. The authorization of a Fee Basis Medical Claim often requires a clin-
ical decision. It was never intended that this employee would be able to independ-
ently authorize all the medical care that Juneau area veterans will need. However,
when the decision can be made based upon reasonable judgment and the care will
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obviously be approved, the Juneau office is delegated authority to issue such an au-
thorization. This is a local operational issue regarding support and training for a
new employee. It does not represent a new process in Alaska and does not require
action in VA headquarters. During the training and development process the
amount of direct service provided in Juneau has been more limited than under her
predecessor. This should improve quickly as the Contact Representative gains expe-
rience and familiarity with the authorization process.

Senator STEVENS. Thank you. Thank you for your courtesy.
Senator MIKULSKI. Senator Johnson?

MEDICAL CARE SUPPLEMENTAL

Senator JOHNSON. Thank you, Madam Chairwoman. And thank
you, Secretary Principi and your staff, for joining us today. I am
also very appreciative of your willingness to spend some time just
the other day with me, talking through some of the budget issues
that veterans in South Dakota have raised with me.

Very quickly, again, you announced a $400 million shortfall for
the current fiscal year last fall. Would you share with us, very
briefly, the prospects for a supplemental appropriation and at what
level you anticipate that supplemental might be requested for?

Secretary PRINCIPI. Yes. I was prepared again to suspend enroll-
ment for new priority 7s, because I felt that the funding was not
adequate to maintain the quality that we desired. In the eleventh
hour, so to speak, I received a commitment for supplemental fund-
ing of $142 million. And I believe that—supplemental is being
worked on. It should be coming up to the Hill very, very shortly,
possibly as part of the DOD supplemental that is being prepared.
We expect the request for supplemental funding to be forthcoming
very, very soon.

We have taken management actions to offset the balance of the
$400 million through efficiencies in centralized funding. We have
recently distributed $162 million to the field, so the actions we are
taking in conjunction with the $142 million supplemental will allow
us to get through 2002 without eliminating enrollment to anyone
who comes to us.

Senator JOHNSON. If the shortfall is $400 million and the supple-
mental is $142 million, that is a significant difference. So what you
will not be able to do that you would have done had you had the
full $400 million?

Secretary PRINCIPI. We re-estimated the impact of the new
CHAMPVA for Life Program, a health care program for spouses of
deceased service-connected men and women. We have re-estimated
that program, and there is a $94 million saving there.

There are certain information technology procurements that we
felt we could defer to out-years. There are a number of centrally
controlled programs, all of which have yielded resources that we
have been able to distribute to the field to meet more high priority
items.

There is a combination of management actions, some of which do
result in deferrals of information technology programs, but that
yield resources we can apply to needed areas.

HOT SPRINGS, MSD SURGICAL UNIT

Senator JOHNSON. With a budget shortfall within VISN-23, it is
beginning to have a negative impact on patient care. For example,
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there are some discussions now regarding the surgical unit at the
Hot Springs VA Medical Center in South Dakota. The Hot Springs
surgical unit has had difficulty recruiting and retaining profes-
sional staff. And one of the proposals under consideration is to
close that surgical unit to all but minor outpatient procedures and
move the remaining surgeries to Fort Mead Medical Center.

Can you update me at all on the current situation with the Hot
Springs surgical unit? And are there any solutions to how we can
keep the surgical unit fully operational?

Dr. MuUrPHY. Sir, we just received that proposal from the net-
work in Headquarters. Our routine is that—that proposal would be
reviewed by the surgical service. And we will look at not only their
proposal but alternatives to maintain the services to veterans. And
we will be happy to provide you information once we have had a
chance to fully look at that proposal and all the alternatives.

[The information follows:]

HoT SPRINGS SURGICAL UNIT

The surgical unit at Hot Springs Medical Center is currently short two nurses;
one operating room nurse and one nurse manager. The VA Black Hills Health Care
System has developed a very aggressive and creative plan to fill these positions. In
addition to the typical markets where the VA Medical Center in Hot Springs nor-
mally recruits nurses, the facility has expanded its search for nurses to wide rang-
ing markets such as Sioux Falls, South Dakota; Omaha, Nebraska; Denver, Colo-
rado; and Minneapolis, Minnesota. In addition, the VA Black Hills HCS is offering
a $5,000 sign-on bonus for the nurse manager and a $2,000 sign-on bonus for the
Operating Room nurses. VA Employees are being offered a $500 “finders fee” if they
assist in the successful recruitment of operating room personnel at the VA Hot
Springs medical facility. The community of Hot Springs has also been helpful in the
search for VA staff. The Job Service office is engaged in local (Rapid City area) re-
cruitment at no cost to VA. Every effort is being made to assure uninterrupted sur-
gical service at the Hot Springs VA Medical Center. VA officials are optimistic that
the positions will be successfully recruited.

$1,500 DEDUCTIBLE PROPOSAL

Senator JOHNSON. Well, thank you. And I appreciate any effort
you can do to retain full service wherever possible at our VA’s.

As we discuss priority 7s—and I share the concern expressed by
my colleagues here this morning about the need for full services to
all veterans. But one of the concerns I have, particularly one that
we have in rural States, where assets, such as land, are included
in the calculation of income, we have a lot of farmers and ranchers
in my State who own land that, on paper, is worth a fair amount,
but whose annual actual income, whose revenue flow, is far, far
below the VA threshold.

The administration’s proposal to impose a $1,500 co-pay on cat-
egory seven vets is going to be particularly onerous on these people
who simply do not have a lot of cash income, despite the fact that
they do have some land. Do you support changing the law regard-
ing eligibility standards to address that problem, or do you have
any ideas about how to address the people who fall under this cir-
cumstance?

Secretary PRINCIPI. I know it is an issue in rural America, and
I think it is an issue in urban America, too, where veterans own
small businesses, and they have a lot of their assets tied up in a
little shop or dry cleaners or whatever it might be. Those assets
count toward their overall assets. It is a real problem.



21

We could take a look at the income thresholds. Maybe they need
to be revised; different thresholds at which certain co-payments
would kick in or not. We could look at the percentage of reasonable
gharges as a way of keeping the co-payments and the deductible

own.

Again, if our costs, for example, for an outpatient visit are $100,
we would go to the insurance company first for that $100 to be ap-
plied toward the deductible. If the veteran does not have insurance,
then the deductible for which the veteran is responsible would be
a percentage of that. We started at 45 percent. We are looking at
20 percent. So it could be $20 or $45, which would be applied to
the deductible.

And many, many veterans would not come anywhere near the
$1,500 limit, which would not be applied to the pharmacy benefit.
Prescriptions would still be $7 each. And there would not be any
further co-payment that would have to be paid.

If veterans could not afford it, we would never turn them away.
We would have a repayment plan. So we tried to take as many
steps as possible, recognizing that people with incomes of $25,000
to $30,000, and maybe assets tied up in the ranch or the farm, do
not have disposable income. Whether it be $10 a month, or what-
ever the veteran could afford, we would work out some kind of pay-
ment plan. The fact of the matter is that we need to address this
growth.

Senator JOHNSON. In the end, you would need better funding.
But in the meantime

Secretary PRINCIPI. Oh, yes.

Senator JOHNSON [continuing]. As long as you have these priority
issues that you have to grapple with, I hope that you will be
sensitive——

Secretary PRINCIPI. Sure.

Senator JOHNSON [continuing]. To the actual resources available
to many of our veterans.

Thank you, Mr. Secretary.

Senator MIKULSKI. Senator Bond.

Senator BOND. Thank you very much, Madam Chair. I would like
to submit, for the record, the questions that Senator Domenici left
for the Secretary.

Senator MIKULSKI. Without objection.

OTHER FUNDING OPTIONS FOR MEDICAL CARE

Senator BOND. Mr. Secretary, we congratulate you on the steps
you have taken. I know that you are making real progress trying
to tackle the claims benefit processing problem.

You are addressing problems of homeless veterans. I think cer-
tainly veterans in my State are excited about your leadership. I
congratulate you on this. There are problems, obviously, with fund-
ing. You have continually, the Department of Veterans Affairs con-
tinually, from year to year, has received the greatest increase in
any budget from our subcommittee. And we are going to continue
to do so, but we need to look at some of the other alternatives.

VA, I guess, has sought the authority to bill private insurers and
Medicare. And the tax-writing committees do not want to approve
that. A lot of people have focused on the GAO reports that con-
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cluded, when compared to the private collection efforts, private sec-
tor collection efforts, the VA is not collecting enough money. We
need to find out if there are ways that you can improve the collec-
tions.

But beyond that, I look at the numbers on priority seven partici-
pants. And it is obvious that your suggestion of a $1,500 deductible
was not well received, I think, might be a happy euphemism for the
response it got. But if you look down the road, if the cost of medical
coverage for priority 7s continues to grow from an increase of $1.1
billion this year to $5 billion on top of all the other needs, we are
going to be very fortunate in this subcommittee if we can get any-
thing like the allocations we would need to keep up with that.

So I would ask what steps you are taking, first with respect to
priority 7s. Are you meeting with the veterans’ service organiza-
tions, the authorizers and others? Are there options that you can
pursue that may not be as Draconian but might assist?

Secretary PRINCIPI. Yes, I have met with the leaders of all of the
service organizations. We have discussed this issue. I have ex-
plained the