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Executive Summary 

The Commission 

In the spring of 2006, a number of individuals and organizations with deep experience 

and interest in veterans’ policies and initiatives believed it was time to look at how the 

Department of Veterans’ Affairs (VA) would be able to meet veterans’ needs over the 

coming decades.  This was prompted by a number of political, demographic and 

organizational concerns.  Congress was divided on whether the VA should grow or 

shrink as a result of projected declines in overall veteran numbers.  Population shifts 

from “rust belt” to southern states left many VA medical centers with dramatically 

reduced census’s, and significantly aging facilities brought increasing questions about 

the long-term viability of the system overall.   

 

By the summer of 2006 organizers concluded that an independent Commission on the 

Future for America’s Veterans was needed to study the challenges facing the 

Department and to make recommendations for change into the future. This report 

summarizes the work of the Commission and its findings and recommendations.   

 

It should be noted that while the work of the Commission reviewed all aspects of the 

VA, this report reflects only the assessment relating to the Veteran’s Health 

Administration (VHA) due to the relative sense of urgency in addressing VHA’s issues.  

More will be said in the future on other aspects of veterans’ issues outside of VHA.  

 

Commissioners 

As interest to organize a Commission grew, five Veteran Service Organizations and The 

Honorable Harry N. Walters, former Administrator of the Veterans Administration, 

founded Veterans Coalition Inc, a 501(C)3 Corporation. The Coalition was charged with 

establishing the Commission on the Future for Americas Veterans with the mission of 

developing a 20 year long term strategic plan for the Department of Veterans Affairs. 

 

The Coalition' role was also to be the non profit sponsor and fund raiser for the 

Commission. From this core organizational structure, Commission members were 

chosen and they are listed below. This group represented a “who’s who” of individuals 

with the deep background and understanding needed to develop the strategic plan for 

DVA. The Commission was not a part of the Federal Government and there were no 

preconceived agendas. It should be noted that the  Commission was truly independent 

and no governmental funding was needed or sought to complete the task of creating a 

strategic plan.  

 

The Surprise (to many of us) 

The VA has gone through a number of changes throughout the years in response to the 

ups and downs of military action of our nation.  Many recall the challenges the VA faced 
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as almost 9 million veterans from the Vietnam conflict returned from service.  It was not 

a good situation and the reputation of the VA was significantly tarnished, especially as 

the media and Hollywood depicted the system as a “last resort” for those who were 

down and out.  Then in the 1990’s some things began to change.  Care improved and the 

VA health care system moved dramatically forward as a result of some significant 

changes brought about over the last half of the decade.  These changes are now much 

better known, but for the Commission, it was important for the members to understand 

how things had changed.  The most helpful document was a book that was just being 

released entitled Best Care Anywhere: Why VA Health Care Is Better Than Yours by 

Phillip Longman, and the Commission recommends this as critical contextual 

background to its work. 

 

Peer reviewed academic studies now identify the VA Health Care system as the best and 

largest in the nation. The VA system is reported to deliver the highest quality health care 

at the lowest cost of any system in the United States, while covering the largest 

geographical area of any system. While the VHA is not perfect, it has an exceptional 

safety record, uses evidence-based medicine, promotes health and wellness programs, 

and has been the leader in the use of electronic medical records and other information 

technologies for many years. And while doing all this, the VHA has been able to hold the 

cost-per-patient relatively steady for many years while at the same time eschewing the 

practice of fee-based medicine. One could rationally conclude from all this that the 

Commission’s work was perhaps not even necessary. However, as outlined briefly 

below, the Commission believes two broadly defined “threats” exist to the future 

success of the VHA. 

 

Basic Findings/Challenges to the VHA over Next 15-20 Years 

Broadly defined there are two basic challenges facing the VHA over the next two 

decades. They are 1) funding and 2) operations/governance. Funding is complicated 

somewhat by how our government classifies funding. There are essentially two ways the 

government allots monies to various programs.  

 

Funding 

 

“Mandatory spending”funds Social Security, Medicare and Medicaid and mandatory 

programs must be funded specifically as the law requires. “Discretionary spending” is 

appropriated by the Congress by enacting appropriations bills for the various agencies 

and departments.  Mandatory spending (Medicare, Medicaid, etc.), along with 

discretionary defense spending, is consuming ever-growing portions of the national 

budget and thus beginning to pressure discretionary spending.  This pressure will 

significantly increase over time and the interest on our national debt will also place 

pressure on discretionary funds. 
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The funding for VHA activities is now over $40 billion per year, and  is “discretionary 

spending,” it will be increasingly difficult for VHA to compete with mandatory programs 

for funding over the next 15-20 years.  The Commission believes the challenges 

represented by this situation require a new way of addressing Veterans Health System 

funding (beyond the “advance year” appropriation recently advanced by Congress) over 

the coming years in order for the system to remain viable. 

 

Operations/Governance 

 

The operational/governance challenges facing the VA are somewhat less obvious, but 

nevertheless very real. The operational structure of VHA does not lend itself to progress.  

Due to its size, governmental structure and geographic extension it does not readily 

foster innovation and faces challenges in addressing the politics of changing 

demographics and ancient facilities. The fact that the politically appointed leadership of 

the largest health care system in America changes every 18-24 months speaks volumes 

about its operational deficit. 

 

The principal recommendations that follow address what the Commission believes are 

critical funding and operations and governance issues. 

 

Recommendations: 

Funding 

The Commission is unanimous in the belief that the care of those veterans with service 

connected medical conditions and indigent veterans must always be top priority for the 

VHA. That said, the Commission recommends that the VHA expand ‘the best care 

anywhere’ to all veterans and their families who can pay for care at market rates 

through private funds, third party insurance and/or Medicare. Estimates provided by 

economists indicate that by doing so the VHA could generate a positive cash flow in 

excess of $10 billion per year in 5-7 years. It is estimated that over time this would 

expand the patient base of the VHA from about 5 million to as many as 15 million 

patients. 

 

Operations/Governance 

The Commission believes that the VHA provides excellence in care in spite of its 

operations/governance structure, not because of it. The remarkable accounts of change 

in the 1990’s give evidence to that assertion. The following recommendations are meant 

to provide a framework for the future that will allow/encourage the VHA to continue to 

provide “the best care anywhere” to an expanded veteran based population. 

 

Briefly, the Commission recommends that the Congress establish a new entity with 

characteristics not unlike a federal government “not for profit” corporation, called the 

Veteran’s Health Service (VHS), with the following attributes: 
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1. A board of directors appointed by the President in consultation with the VSO’s 

and confirmed by the US Senate. 

 

2. Receives a 30 year contract from the Department of Veteran’s Affairs to provide 

subsidized health care to veterans as specified by Congress. 

 

3. The VHS will receive all assets of the VHA unencumbered with authority to use 

them in a manner that maximizes benefits to veterans. 

 

4. The ability to provide reimbursable health care to all non-subsidized veterans 

and their families, including those eligible for Medicare and Medicaid. 

 

5. Access to Federal financing in order to flexibly address critical financial needs like 

the aging VHA infrastructure. 

 

Observations 

Since the Commission completed its formal meetings, the issue of national health care 

reform has taken center stage in American politics.  Administration and Congressional 

proponents of reform seek a system that practices evidence-based medicine, eschews 

fee-based treatment, promotes health and wellness programs and leads in bringing 

modern technology to bear on health care challenges. The VHA/VHS does all this. By 

allowing all non-subsidized veterans, and their families, to opt for VHA/VHS health care 

provides the opportunity for a very large group of Americans to “vote with their feet” if 

they want this type of affordable health care. It will provide a true broad-based, 

geographically dispersed test of what health care reformers are proposing with the 

greatest chance of success. No one would be forced directly or indirectly to choose the 

VHS. The VHS must win them over one patient at a time with the “best health care 

anywhere.” 
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 Commission on the Future for America’s Veterans 

“To care for him who shall have borne the battle and for his widow and his orphan.” 

Although it may not have been stated as eloquently until Abraham Lincoln, it has been a 

policy of this country to ensure care for our warriors and their families long before there 

was a constitution for a nation. A veterans’ system of care traces its roots back to 1636 

when the Pilgrims of the Plymouth Colony passed a law that stated that disabled 

soldiers would be supported by the colony.  

 

In the past seven decades of veterans returning from war, the VA has experienced many 

operational challenges and issues, but it has been fortunate enough to have the critical 

leadership of visionary individuals who led changes that allowed the entity to evolve to 

meet the needs of the future.  

 

 The Commission 

It is towards this end, ensuring the long term care of America’s veterans, that the 

Commission on the Future of America’s Veterans was formed on September 11, 2006. 

Uniquely independent in nature, the Commission came about as a number of interested 

organizations expressed concerns about the future state of the VA and its ability to 

effectively provide for the long-range needs of veterans.  

 

The Veterans Coalition was formed early in 2006 as a sponsoring non-profit organization 

with the mission of introducing new concepts into the public domain. An independent 

Commission was then conceived and developed as a mechanism to bring about an 

analytical focus for assessing the VA’s needs, reviewing its current status and identifying 

how new governance structures could be put into place to meet the future needs of the 

nation to serve veterans.  

 

The Commission functioned as an autonomous entity, independent of the government 

and resourced from a diversity of interested parties. Many individual veterans, veterans’ 

organizations and analytical groups provided significant assistance to the process, but 

the final recommendations come solely from the volunteer commissioners who gave 

selflessly of their time and talents over a two year period to travel throughout the 

county to deliberate on the critical issues before them.  

 

The commissioners all possess extensive experience and understanding of the VA from 

within and from without. They represent former senior members of congress, 

administration officials, and veteran’s service organization leaders. Each member brings 

unique and extensive understanding of the VA and provides wholly unique perspectives 
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as thought leaders, including years of experience with the system. One Commissioner 

has had decades of background with the VA as a Vietnam veteran and triple amputee. 

 
 

The Commission 
(a non-partisan, independent entity to create a long-term strategy for veterans affairs) 

 

• Hon. Harry N. Walters,  

Managing (non-voting) Commissioner 

Former Administrator, Veterans Administration  

 

• Hon. Everett Alvarez  

Former Deputy Administrator,  

Veterans Administration  

 

• Hon. Mike Bilirakis 

Former Member of Congress,  

Vice Chairman, House Veterans' Affairs Committee  

 

• Hon. Ray Boland 

Former Secretary of Veterans Affairs, 

State of Wisconsin  

 

• Mr. Chad Colley  

Former National Commander, 

Disabled American Veterans (DAV) 

• Mr. Ron Conley  

Former National Commander,  

American Legion  

 

• Hon. William Diefenderfer III 

Former Deputy Director,  

Office of Management and Budget  

 

• Hon. Kenneth W. Kizer, MD, MPH  

Former Under Secretary for Health,  

Department of Veterans Affairs  

 

• Mr. Jack Dack 

Former Commandant,  

Iowa Veterans Home 

 

• Major General Robert Smith, USAR Retired 

Former President,  

Reserve Officer’s Association 
 

 

 

The focus of the Commission was broadly defined at its onset, but was more narrowly 

limited to the provision of health care and benefits in its early meetings. While the 

Commission spent considerable time reviewing and investigating the manner in which 

veterans benefits are provided, a decision was made to place primary emphasis on the 

larger and more pressing concern of the Commissioners on veterans’ healthcare, and to 

issue a follow-on report on veteran’s benefits at a later date.  

 

 Background 

The Commission was established in the midst of a very dynamic era for the VA. As the 

Global War on Terror continues, an increasing realization faced the commissioners 

about the enormously competitive resource challenges the VA will be facing in coming 

years. These competing forces will demand serious attention for the organization to 

continue to meet its mission. Some of the issues seen to be most pressing are: 

 

National Healthcare and Social Security Spending – In 2007, total national health 

expenditures rose 6.9 % – two times the rate of inflation. Total health care spending was 

$2.3 trillion in 2007, or $7600 per person and represented 16 % of the gross domestic 
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product (GDP). In addition, U.S. health care spending is expected to increase at similar 

levels for the next decade, reaching well over $4 trillion in 2016, or 20 % of GDP.1 Total 

unfunded mandate for the nation’s healthcare as of mid-2007 was in excess of $59 

trillion. These factors, combined with the rising number of people becoming eligible for 

Social Security and Medicare, portray a bleak picture for government discretionary 

funding programs such as veterans’ health care.  

 

As more funding is allocated to support the 

dramatic growth in mandatory entitlement 

programs, such as Social Security, Medicare, and 

Medicaid, discretionary funding for veterans 

healthcare will be increasingly difficult to find. 

This may appear hard to picture in today’s 

environment as interest for veterans issues is 

high, but the level of support for veterans’ 

services has ebbed and waned significantly over 

the years and there is little assurance that 

veterans issues will remain as keen in the 

national conscience as today.  

 
Mandatory Spending is consuming a growing share of the budget 

 

 
  

As federal budget pressures intensify over time, the declining overall number of 

veterans in the country (largely as a result of the switch to an all-volunteer military in 

1973) will make it more difficult to make the case for funding the nation’s largest (and 

oldest) healthcare system. These issues will increasingly challenge a system based on 

yearly discretionary appropriation decisions and not linked to any objective number. 

 

Demand for Services – The number of veterans who can be enrolled in the Veterans 

Health Program is determined by the amount of funding received from Congress each 

year. Due to incremental and unpredictable budget numbers, VHA established a set of 

priority groups to help make sure that certain deserving groups of veterans are enrolled 

                                                        
1
  Poisal, J.A., et al, Health Spending Projections Through 2016: Modest Changes Obscure Part D’s 

Impact. Health Affairs (21 February 2007): W242-253. 

Budgetary Situation Is Very Bleak, and 

Trending in the Wrong Direction 

“GAO, CBO and others all show that we 

face large and growing structural deficits 

driven primarily by rising health care costs 

and demographic trends. … simply put, our 

nation is on an imprudent and 

unsustainable fiscal path.” 
 

 David W. Walker 

 GAO Comptroller General 

 January 11, 2007 
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before others. Based on specific eligibility requirements, veterans are assigned to a 

priority group that determines their eligibility for care. The following categories define 

eligibility of veterans: 

 

Priority 1: Veterans with VA-rated service-connected disabilities 50% or more disabling 

– Veterans determined by VA to be unemployable due to service-

connected conditions 

 

Priority 2: Veterans with VA-rated service-connected disabilities 30% or 40% disabling 

 

Priority 3: Veterans who are Former Prisoners of War (POWs 

– Veterans awarded a Purple Heart medal 

– Veterans whose discharge was for a disability that was incurred or 

aggravated in the line of duty 

– Veterans with VA-rated service-connected disabilities 10% or 20% 

disabling 

– Veterans awarded special eligibility classification under Title 38, U.S.C., 

Section 1151,“benefits for individuals disabled by treatment or vocational 

rehabilitation” 

 

Priority 4: Veterans who are receiving aid and attendance or house-bound benefits 

from VA 

– Veterans who have been determined by VA to be catastrophically 

disabled 

 

Priority 5: Nonservice-connected veterans and noncompensable service-connected 

veterans rated as 0% disabled by VA and whose annual income and net 

worth are below the minimum standards established. 

– VA pension benefits 

– VA national income threshold 

– Veterans receiving VA pension benefits 

– Veterans eligible for Medicaid programs 

 

Priority 6: World War I veterans 

– Compensable 0% service-connected veterans 

– Veterans exposed to Ionizing Radiation during atmospheric testing or 

during the occupation of Hiroshima and Nagasaki 

– Project 112/SHAD participants 

– Veterans who served in a theater of combat operations after November 

11, 1998, (w’ specific provisions). 
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Priority 7: Veterans with income and/or net worth above the VA national income 

threshold and income below the geographic income threshold who agree to 

pay copays 

 

Priority 8: Veterans with income and/or net worth above the VA national income 

threshold and the geographic income threshold who agree to pay copays. 

 

The overall number of veterans enrolled in the system increased dramatically from 1999 

to 2003, almost doubling during that period. It has reached a ceiling of over 7.8 million 

veterans enrolled today and 5.5 million individuals receiving health care services in 2007.  

 

Since 2003, VHA has suspended enrollment of Priority 8 veterans, resulting in a 

percentage of the veterans’ population now being unable to access VA services even if 

they were to bring health insurance with them into the system. As health care costs 

nationally continue to rise and unemployment increases, more veterans will be seeking 

care from the VA. Already the number of uninsured veterans is over 1.7 million 

 

Infrastructure – The average age of hospitals in the VA system is now almost 60 years 

old. Many buildings have even been placed on the historical register. These old facilities, 

while often of significant size and capacity, are costly to maintain and are not efficient in 

many ways today. Comparatively little funding has been allocated to the infrastructure 

of VA medical facilities as compared to private sector counterparts with an average age 

of less than one-half of those in the VA. These facilities continue to deteriorate while 

funding for replacement remains one of the VA’s primary challenges.  

 

In addition, the placement of VA facilities is an increasingly vexing issue since most were 

built in the years immediately following WWII and a very limited number of facilities 

have been established in new population centers since that time. Demographic shifting 

of the veteran’s population (in large part mirroring the national demographic shift) to 

south and southwest states creates lack of service delivery in many areas of high 

veteran concentration, while also leaving many facilities with significant overcapacity/ 

underutilization issues.  

 

Governance – Since 1989, the VA has been a Cabinet level Department and health care 

has been provided through one of the Department’s three component administrations, 

the Veterans Health Administration (VHA). As mentioned above, funding for health care 

comes through an annual appropriation, however it is not based on any objective per-

capita standard but rather only on the amount of discretionary funding Congress 

chooses to provide for that fiscal year. To further add complexity to the VHA’s health 

budgeting process, the annual funding can frequently come after the beginning of the 

fiscal year as Congress decides how much funding to provide and when it will be 

provided. In those years, the Department may be forced to operate for months through 

continuing resolutions that limit the funding to levels approved in the past fiscal year.  
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An additional concern is the fact that senior management for the VA health care system 

today is provided through the political appointment process. There has been significant 

variability in length of tenure, background of appointees, and business and management 

skills individuals bring into the system. Often a senior official may serve for only one to 

two years in a confirmed position, which appreciably limits their ability to make a 

demonstrable impact, and basically ensures that the system will function without 

consistent, focused guidance. All comparable health care systems in the private sector 

have long-term professional leadership, experienced board oversight, and well-

established succession plans.  

 

Governance issues are perhaps some of the most vexing issues facing the VHA, due to 

the fact that the system has little ability to manage the outside pressures facing it or to 

put into place the long-term strategies needed to deal with the changing environment 

dictated by its most significant influencers – Congress and the Department of Defense 

(DoD). The first influencer, Congress, oversees and resources detailed aspects of the 

VA’s business and provides an unpredictable annual appropriation, while DoD gives the 

VA its customer base as it discharges a variable number of service members based on 

the nation’s involvement in risk-intense national security related endeavors.  

 

These issues bring into focus the difficulties in managing a large and complex system of 

care within a highly dynamic environment. The discussion that follows points to why the 

system needs to be looked at from a fresh perspective and why a major governance 

change is needed to ensure the survival of the VA into the future. 
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 Assumptions 

The commissioners made a number of assumptions as they reviewed the status of the 

Veterans Health Administration, including the following: 

 

• Projected changes in veteran population (e.g. size, gender) will impact the future 

nature of veterans’ health care needs. 

– This is based on anticipated numbers of veterans over the coming years, 

using actuarial assumptions and the presumption of a continued all-

volunteer force. 

 

• Outsourcing veterans’ care, or dismantling the VHA due to declining demand and 

rising costs would be an expensive, lower quality and unpopular option.  

– Outsourcing could not replace the well-developed specialized care that the 

VA now provides for “wounded warriors” in specific areas such as spinal cord 

injury, burns, traumatic brain injury, polytrauma, and so forth.  

– VA’s research focus is also uniquely oriented to the specific injuries and 

disease conditions of veterans; an emphasis not found in the private sector. 

 

• The status quo is unsustainable.  

– This assumption is based on the projected decline in overall veteran 

population, the growing cost of health care per individual, the anticipated 

challenges in the overall federal budget, and the inability of the VA to 

significantly modify the facility landscape to address the changing 

demographic picture of the veteran population.  

 

• Despite growing financial and organizational challenges facing VA, any potential 

solution will inevitably require 2 – 4 years to implement. 
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 A System Worth Saving… But in Need of 

Transformation 

Many aspects of today’s Veterans Healthcare System were created in the management 

changes of the 1990’s that significantly impacted the quality and capability of the 

system. These include: 

 

• New management structure (the VISN’s) 

• New capitation-based resource allocation system (VERA) 

• Electronic health record 

• Standardized benefits (e.g., National VA Formulary) 

• Shift to more outpatient care; “right sizing” of care 

• Focus on quality improvement – new performance management system, 

emphasis on patient safety, customer service standards 

• Universal primary care 

• Emphasis on prevention and health maintenance 

• Culture change 

 

As a result of these changes, the VA operated much more effectively and the improve-

ments that were brought about provided the basis for a dramatic increase in enrollment 

that occurred from the late 90’s on.  

 

So influential were these improvements that the VA began to be viewed no longer as 

the tired old system used only by those unable to go anywhere else, but as a forward-

leaning entity that had capacity for more patients and more innovation. Studies 

demonstrated that the VHA could provide quality care and point the way to the future 

with the “right-sizing” of care through additional outpatient care services and 

performance management emphases.  

 

A former US News and World Report reporter studied the 

system recently and determined that indeed, the VA had made 

such a leap in quality that it may now be regarded as one of the 

highest quality systems in the country, based on satisfaction of 

veterans using the system and on outcomes in a variety of 

measures. This resulted in a number of articles in major news 

magazines in the mid-2000s and ultimately a book – Best Care 

Anywhere: Why VA Health Care is Better Than Yours, by 

Phillip Longman. 
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Continuing challenges are still too significant to sustain the status quo 

The management and quality reforms accomplished in the 90’s, however, will not be 

sufficient to offset the structural problems facing the VA today and in the future. These 

challenges include: 

 

• the undeniable impact of an unsustainable federal budget environment,  

• a governance approach that perpetuates short-term thinking,  

• an ongoing war that produces very-high-cost-per-individual care for life,  

• high rotation rate of VA leadership 

• uneven knowledge and stability of the governing entity 

• lack of understanding and agreement with overall mission 

• inability to do long range and strategic planning 

• excessive age of capital assets (average age of major facilities over 55 years) and 

inability to strategically manage them 

• instability, inadequacy and timeliness of funding  

• inability to expand services to meet demand 

• inability to truly encourage innovation 

• challenges in effectively relating with stakeholders (academic affiliates, research 

community, labor, VSO’s, etc.)  

 

Effectively, the VA has functioned incredibly over the years despite a range of dramatic 

challenges to its ability to operate efficiently. The real problem lies in the future, 

however, as federal resources become more precious with the growing onset of “baby 

boomers” moving into their senior years. This is where the predictions of former 

Comptroller General David Walker become truly significant. His growing concern during 

the first years of his tenure culminated in a multi-year “Fiscal Wakeup Tour.” 

 

Critical challenges that confront the VA today include: 

 

• Unsustainable economic environment (the “train wreck”) 

• Changing numbers and increasing needs of beneficiaries 

• Uncertainties and inefficiencies inherent to government 

• Variable views about the mission/focus 

• Untoward and unplanned consequences of political environment 

• Increased use of guard and reserve forces. 

 

 The Future Vision 

To address these challenges, the Commission developed a futuristic vision of what a 

successful veterans’ health system would look like in twenty years rather than focusing 

on current constraints. The “idealized system” describes the needs of the population in 
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twenty years and identifies how that system could be built, managed, and organized to 

provide full service to veterans and their families. Additional enrollment of family 

members who will bring either their health benefits from another system or purchase 

market-based insurance will enable the system to provide increased overall services to 

veterans and their families, while increasing the population served thus supporting the 

fiscal and operational requirements of the system while providing high quality care to 

beneficiaries.  

 

The Commission created the view of a future system whose characteristics address the 

shortcomings of today’s VHA and described what a new governance structure could look 

like and how it would function. As part of its study, the Commission researched major 

transformations of government entities over past decades and determined that a 

uniquely new approach to innovation and transformation is necessary to resolve the 

issues facing the VA.  

 

Some precedent existed for a significantly different approach to address the VA’s 

challenges. In 1996, a study commissioned by Congress looked carefully at how the 

system could be revised and came up with a recommendation to develop a government 

corporation or government sponsored enterprise not unlike that created to transform 

the unwieldy, inefficient and ineffective Postal Department into a highly management-

oriented US Postal Service.  

 

While the precedent is not viewed in the public mind as a “remarkable example of the 

transformative power of government,” the resulting USPS nevertheless far eclipsed the 

efficiency of the Postal Department within several years and has become a model for 

postal systems around the world since its establishment in 1970. With a relatively non-

political board of governors, management-focused professional leadership hired by the 

board, significantly greater ability to manage its infrastructure than under the previous 

system, and a keen focus on innovation and development, the postal service offers an 

example of how a broad, geographically-diverse, government-run enterprise can 

improve the operational effectiveness of an inherently federal function.  

 

 A New Structure 

The Commission assessed the recommendation of the 1996 study, and also performed a 

thorough analysis of all government transformations since World War II. From those 

reviews and it’s belief that, indeed, a completely new governance approach to the care 

for veterans is urgently needed, the Commission determined and that a government 

sponsored enterprise with many of the characteristics of the USPS would have the 

greatest chance of success over the long term.  

 

Following two years of analysis, the Commission determined that a new VHA govern-

ance structure, enabling additional income streams and providing new management 
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efficiencies, could address many of the critical concerns facing the future viability of the 

system. The Precursor was a 1996 “Feasibility Study: Transforming the Veterans Health 

Administration Into A Government Corporation”*2 mandated by Public Law 103-446, 

sect 1004, investigating the “feasibility and advisability of alternative organizational 

structures, such as the establishment of a wholly-owned Government corporation or 

Government sponsored enterprise for the effective provision of health care services to 

veterans.” The study recommended that either a government corporation or 

“performance-based organization would enhance the ability of VHA to carry out its core 

function. 

 

What additional measures then would be needed to ensure a successful transformation? 

A new enterprise most importantly must have the ability to provide for a relatively stable 

financial environment that would be somewhat insulated from the vicissitudes of the 

annual appropriations of Congress. A new structure for the veterans health system would 

then need to incorporate the following characteristics.  

 

• Receive funds from the federal government pursuant to a long-term (30 year) 

contract to cover costs of providing services to Priority 1-6 veterans 

• Contract for goods and services 

• Acquire, lease, and dispose of real property, including consolidating existing VA 

facilities and building, leasing or acquiring new facilities 

• Accept gifts or donations of services or property as appropriate 

• Borrow from the U.S. Treasury and/or issue bonds backed by the U.S. 

Government 

• Provide services (including low-cost insurance policies) to non-subsidized 

veterans and their families and retain/reinvest proceeds 

 

The ability of the new entity to manage its financial structure proactively would be one 

of the most important aspects of the organization. It must have the ability to receive 

funds from the Congress independent of highly variable appropriations. A long-term 

contract would accomplish that end, much as the government provides long-term 

contracts for a major capital product such as an aircraft carrier. That will enable 

management to do meaningful long-range projections and make intelligent plans for the 

care anticipated to be needed within the system.  

 

Additionally, those veterans currently excluded from care (Category 8) due to the 2003 

ruling will be allowed to enroll on a ‘space available basis’ and also be required to bring 

“third party” health insurance coverage for their care, or the new entity will issue low-

cost health insurance for them.  

 

                                                        
2
  Source: Klemm, Lewin, and Arthur Anderson. 
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Also, a critical aspect of government provided funded will be requested in the legislative 

package for the new entity, and that is reimbursement for Medicare funding for those 

veterans with eligibility for those payments. The impact of this would be a considerable 

overall savings to the government, according to a number of estimates. No good 

comparison of VA and Medicare costs exist, however, and the Commission requests that 

Congress authorize a robust study to determine the overall cost savings based on both 

the current structures and the anticipated future structure of the new entity. 

 

 The Nature of the New Entity 

A new entity for provision of 

veteran’s health care could be 

called the Veterans Healthcare 

Service (VHS). The Commission 

envisions that it would report, as 

today’s health program, to the 

Secretary of Veterans Affairs. 

Uniquely, however, it would have a board of governors that oversee the policy and 

management aspects of the entity. The board would have responsibility for recruiting, 

hiring and assessing the performance of a chief executive officer.  

 

These capabilities would not only provide the flexibility to manage a dynamic entity that 

could meet veterans’ healthcare needs far into the future, but also provide stability of 

leadership and fiscal management to ensure the system is capable of meeting the range 

of challenges it faces routinely. 

 

Pursuant to the development of the Veterans Healthcare Service, it would need to 

demonstrate the characteristics of a “high performing organization.” While still fully 

governmental in nature, it would maintain the ability to function as well as any of the 

nation’s most capable customer-oriented organizations, providing high-level customer 

relationship management and excellent services.  

 

The governance structure for the VHS would need to include a number of key 

characteristics. These would include the need for a viable board of directors with the 

ability to hire professional leadership and set policy for the VHS. To the greatest extent 

possible, it should be free of political influence. 

 

A VHS Board of Directors will be comprised of 13 members: 

 

• The President will appoint ten members with advice and consent of the US 

Senate  

• Ten will be Veterans of the US uniformed services appointed in consultation with 

congressionally chartered veteran’s service organizations 

Veterans
Benefits 

Administration

Veterans 
Cemetery

Administration 

VA Secretary

Veterans 
Healthcare 

Service

Veterans 
Healthcare 

Service
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• Veterans’ service organizations (VSO’s) will be represented on the board with 

five permanent seats.  

• Board Chair will be a veteran, selected by board members, and serve for a term 

of no less than four years 

• The Board will appoint a CEO, who will then serve as a member of the Board 

• Board members (in pairs) will serve either two-, four-, five- or six-year terms and 

may continue to serve after the end of a term until a successor has been 

appointed and qualified 

 

Criteria for nomination as a Board Member must include professional expertise in at 

least one of the following skill areas: 

 

• Public health 

• Accounting 

• Corporate governance  

• Medical research 

• Human capital management 

• The practice of medicine  

• Health services delivery 

• Finance 

• Medical education 

• Real estate management 

• Labor relations 

 

The VHS would have these capabilities as the basic tenets of its structure:  

 

• Accountable and transparent governance and management 

• Able to provide real strategic and long range planning  

• Able to proactively manage capital assets  

• Stable and adequate funding 

• Ability to generate revenue  

• Aggressively manage performance 

• Flexible administrative and personnel systems 

• Encourage and reward innovation 

• Place a high priority on cost-effective technology  

• Responsible to veterans (and beneficiaries) for life 

 

 Clinical Care 

The clinical care of a system is the critical component and must be accomplished 

flawlessly. The VHS would work toward the following objectives in order to maintain the 

excellent record established over the past decade for quality services and then seek to 

move forward toward new highs. 

 

Key clinical care characteristics of a proposed Veterans Healthcare Service include: 

 

• Services are easy to access (temporally & geographically) 
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• Provides a continuum of coordinated, patient-centered services 

• Ability to make strategic decisions about patients served and services provided 

(based on mission) 

• Places a high priority on practicing evidence-based medicine 

• Easy for the user to navigate the care system; navigational assistance is readily 

available when needed 

• Central patient record management 

 

 Economic Viability 

The success of a new entity ultimately rests on its ability to function in a fiscally viable 

manner. This is where a Veterans Health Service may prove most beneficial in the highly 

constrained budget environment of the future. Based on several key assumptions, the 

financial capability of the VHS would address many of the vexing aspects of the veterans 

health program today. Specifically, as mentioned above, the new entity would bring in 

new resources through the following means: 

 

• Priority 8 veterans (those who are neither service disabled nor meet the means 

test for higher priority care) would be encouraged to enroll in the VHS as they 

bring their health care insurance for third party collection or are issued a low 

cost health insurance policy by the VHS. 

• Family members / beneficiaries of veterans would be encouraged to enroll in the 

VHS as well as they also either bring their own health care insurance or purchase 

low cost health insurance from VHS. 

• As part of the legislation that would authorize the VHS, it would also include the 

provision that VHS would be reimbursed for Medicare and Medicaid eligible 

veterans and their family members. While it is not definitive, most estimates 

suggest that even today the VA is more cost effective than Medicare, making 

such a move very positive for both CMS and VA. 

• Obtain funds from the Department of Veterans Affairs through a long-term (30 

year) contract to cover costs of providing services to Priority 1-6 veterans. This 

would provide a great deal of stability for the system and balance out the yearly 

fluctuations currently experienced through highly variable appropriations. 

 

Adjusting for incrementally increased new workloads and income streams, the 

economic analysis performed for the Commission supports a net positive to the VHS of 

over $10 billion per year in the seventh year of implementation. Of course much more 

detailed analyses will need to be conducted, but the message is that increasing 

beneficiaries, utilization and third party collections in a measured, incremental manner 

will offset cost increases to the system and eventually bring about a significant amount 

of stability. 
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Economic Model 

The following charts demonstrate the economic viability of the new VHS. These data are 

based on a preliminary estimate of funds derived from the new authorities provided to 

the VHS. A preliminary economic model developed on behalf of the Commission by the 

consulting firm, Booz Allen Hamilton, provides the estimates. The Commission believes 

the estimates are compelling and would ask the Congress to fund a full study to assess 

the viability of the model. 

 

The Veteran’s Healthcare Service would gradually expand enrollment to capture 

veterans and their dependents.3 

  
Estimated Increase in Unique Patients Under the Veterans Healthcare Service 

Unique Patients Current 4 to 7 Years 8 to 15 Years 

Priority Level 1-6 veterans 3.8 Million 3.8 Million 3.7 Million  

Priority Level 7-8 veterans 1.3 Million 1.6 Million 2.7 Million  

Dependents n/a  .8 Million 2.0 Million  

Source for Current Unique Patients: 2009 Budget Submission 

• Current market share estimates 5+ million veterans are enrolled in the VA system, or 

22+% of the entire veteran population  

• Phased approach assumes 7% annual increase in Priority 8’s, resulting in 38% of the 

veteran population eventually being users of the VA healthcare network 

• A phased increase approach is essential for a controlled increase of capacity while 

successfully managing revenues 

 

 

 

The expanded services would be billable to third party payers, … but not include services 

provided to veterans in Priority Levels 1-6. 

 
Estimated Increase in Workload and Infrastructure 

Cost and Revenue Drivers Current By Year 7 By Year 15 

Outpatient Visits 70 Million 152 Million 537 Million  

Inpatient Days - 3.2 Million 11.7 Million  

# of Outpatient Clinics 861 1,165 1,529  

# of Hospitals 153 167 228  

Source for Current Unique Patients: 2009 Budget Submission 

• Phased increase reflects an average 26.62% of total outpatient visits and inpatient 

days as being billable 

• Nonlinear regression analysis on historical VA outpatient visits and unique patient 

population used to forecast increase 

• Inpatient days calculated by average number of inpatient days for 800 CA hospitals 

(includes discharges) 

 

 

                                                        
3
  Dependents, including children, are estimated to participate at a conservative 0.32 per veteran 

patient rate. They would bring insurance coverage or purchase insurance policies from the VHS. 



Commission on the Future for America’s Veterans 

Preparing for the Next Generation 

November 2009 

 

 

 

Currently, Congressional appropriations cover most expenses, while medical care 

collections represent just 6% of system revenue. 

 

 

FY08 Sources of Revenue 

Amount  

(Millions) 

Congressional Appropriations  

Medical Services Appropriation $27,168 

Medical Administration Appropriation $3,442 

Medical Facilities Appropriation $3,592 

Construction, Major/Minor Projects $740 

Medical Care Collections Fund  

3rd Party Insurance Collections $1,255 

Pharmacy Co-payments $915 

1st Party Other Co-payments $138  

Long-Term Care Co-Payments $4 

Facilities related $4 

Other $37 

TOTAL SPENDING *  $37,529 
 

FY08 Uses of Funds:  

Expense Category 

Amount  

(Millions) 

Labor $19,152 

Drugs/Medicine/Medical 

Supplies 

$7,299 

Contracted Medical Care  

(incl. CHAMPVA) 

$5,041 

Facilities Operating Expense $1,532 

Facilities Capital Investment $740 

Other* $3,764 

TOTAL SPENDING $37,529 

Source: 2008 Budget Submission 

 

* Numbers do not add due to rounding 

**Includes research and teaching 

 

 

A new structure could increase revenue 45%, while Congressional appropriations 

continue to cover Priority 1-6 veterans healthcare needs. 

 
Estimated Change in Revenues and Expenses Over Time 

Revenues (In Millions) By Year 3 By Year 7 By Year 10 

Medicare/Medicaid N/A $12,153 $14,685  

Third Party/Other $3,017 $13,248 $15,244  

Appropriation * $45,715 $46,395 $50,396  

Total Revenue $48,732 $71,840 $80,225  

Expense $44,425 $60,328 $71,199  

Balance $4.3B $11.5B $9,026  

Source: 2009 Budget Submission 

*DOES NOT include research and teaching  

 

 

 

 

 Legislative Initiative 

What are the aspects of a legislative initiative needed to establish the Veterans Health-

care Service? There are a number of issues that need to be addressed. These include: 

 

• Legislation / Charter from Congress 
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• VHA assets/liabilities assumed by the Veteran Healthcare Service (transferred in 

legislation) 

• Long term contract with the DVA for provision of veteran category 1-6 health 

care as mandated by law 

• VHS would expand veterans health care to additional individuals (Category 8, 

dependents) on a cost-plus basis, as capacity expands 

• Authorized to increase revenue through expanded income streams over time. 

Can raise capital in private markets with federal govt. guarantee 

 

 The Bottom Line 

Most importantly, the Commission’s work is meant to provide a new, thought-provoking 

voice in an environment that has been wrought with challenging, back and forth 

debates on whether the nation is “doing enough for our veterans.” The Commission did 

not seek to engage in that debate, but rather to ask the question “what should an 

effective, efficient health care delivery system for veterans look like in the years 

ahead?”  

 

The Commissioners envisioned what that “idealized” system could be and then sought 

to determine how it would be brought together in an economically realistic manner. The 

result of that extensive process is a recommendation to transform the current system 

into a newly organized entity. Clearly, that change would require a significant legislative 

initiative. The new system would incorporate aspects of existing quasi-governmental 

entities, taking advantage of precedents but not calling on any one model for 

replication.  

 

The new entity would address a number of the challenges that have faced the veterans 

health system for many years in terms of aging infrastructure and incongruent 

population-to-facility location (there would be sufficient demand and resources to 

provide for major facility restructuring), continuity of professional leadership (a board of 

governors and non-political senior management), and budget normalization (funds 

would accrue to the system through the long-term government contract for highest-

priority veterans and for other veterans and beneficiaries through diligent third party 

collections and provision of affordable ‘veterans health insurance.’  

 

The Commission, through its unique and independent perspective has sought to 

challenge policy makers to think creatively and forthrightly about how to ensure that 

injured veterans returning today from Afghanistan and Iraq will in ten, twenty and thirty 

years have a robust and affordable system of health care. If we answer that question for 

our veterans and their families we may have an opportunity to also provide a notion of 

how national health care can be reformed in a manner that all American’s may receive 

quality and economically viable health care as well. 
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The challenge of fulfilling the Department of Veteran’s Affairs (VA) mission is defined by 

the need to care for the nation’s veterans and their beneficiaries within a physically and 

financially constrained environment. The department and many veteran organizations 

realize that the impact of the current war and financial crisis are creating a burden for 

the already overwhelmed Veterans’ Health Administration (VHA) and Veteran’s Benefits 

Administration (VBA). A number of new and continuing issues bring questions about the 

gaps in available services and the most effective and efficient means to manage the 

existing infrastructure and systems.  

 

In conclusion, the commission asks Congress to consider the next steps in further 

evaluating the proposed recommendation. By describing the impact of the alternative 

approaches on the current environment, placing emphasis and strengthening the 

department’s successes and best practices, Congress will be able to determine a new 

long-term strategic direction for veterans into the 21st century. 


