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Thank you for inviting me to testify before this committee today.  I am Professor Linda Bilmes, lecturer in public policy, at the Kennedy School of Government at Harvard University.  This year I have given testimony regarding veterans issues on three previous occasions: on October 24, 2007 (before the House Committee on the Budget); on May 23, 2007, before the House Veterans Affairs Committee Claims Roundtable; and on March 13th, 2007 before this subcommittee. I would like to enter copies of all three of these previous statements into the record.

Today I will discuss some of my recent research and resulting recommendations on how to improve the disability claim process.  The purpose of these recommendations is to: (a) reduce the backlog of pending disability claims; (b) process new claims more quickly; and (c) to reduce the rate of error and inconsistency among claims. 
I will very quickly review the context of this discussion, which I am sure is familiar to members of this subcommittee.  First, the Veterans Benefits Administration (VBA) currently has a backlog of 400,000 pending claims and another 200,000 claims that are somewhere in the adjudication process. This backlog has nearly doubled since the 2001.  Second, VBA expects to receive an additional 800,000 to 1 million new claims during the next year.  To date, 230,000 veterans from the Iraq and Afghanistan conflicts have filed claims, but the majority of claims for that conflict have yet to be submitted.  My own projections, based on estimates from the first Gulf War, predict that a total of 791,000 veterans from the Iraq/Afghan wars will eventually seek disability benefits.  However, many veterans’ organizations have suggested that my estimates are too conservative, considering the length of deployment and the number of 2nd and 3rd deployments into this theatre. It may well be that the number of eventual claims is far higher. 

Third, the VBA currently requires an average of 6 months to process a claim. Fourth, for a variety of reasons that I will address in a minute, there is a high level of variation in outcomes in different regions.  This undoubtedly contributes to the fact that veterans appeal some 12-14% of decisions. These claims then take an average of 2 years to resolve, and consume a disproportionate amount of staff time and attention from the VBA during the protracted period. 

The solutions that have generally been put forward until now fall into what I call the “typically governmental” trap of throwing more people, money and overall resources at the issue without doing the restructuring work that is needed to fix the root of the problem.  VBA may need more resources – but not simply to “do the wrong thing” faster; but rather to change direction and to “do the thing right”.  This will require VBA to simplify its process, to change the way initial claims are developed, and to shift presumption more in favor of the veteran.
One way to analyze this is to compare the process for handling medical claims used by the medical insurance industry to the process used in the VBA.   The medical insurance industry handles 30 million claims per year, and pays 98% of them within 60 days.  The process is very simple.  After the patient receives a medical service from the provider, the provider prepares and submits a claim to the insurance company, usually within 30 days. The insurer then pays, denies or pends the claim, in 57% of cases within 7 days, and in 98% of cases within 30 days.  Therefore the overwhelming majority of medical providers are reimbursed within 69 days.  When the insurer “pends” a questionable claim, the process takes an additional 10 days, during which the insurer typically contacts the provider by e-mail or telephone.  In 3% of denied cases the provider or the patient appeals the decision.  Most appeals are resolved within 30 days.  Many medical insurers also perform a random audit of a small number of claims.
 A diagram of the basic process flow is shown as Chart 1. 
CHART 1: Private Sector Health Insurance Claims Process
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There are several characteristics of the private medical insurance claim process that enable it to be highly efficient.  First, the claim is prepared by a health care provider – not the patient. Hospitals and physician practices employ staff who have experience in preparing such claims.  The “claim” typically consists of a short form (2-3 pages), attached to diagnostic reports. Therefore the vast majority of claims that are submitted for payment to the insurance company are “clean claims”.  This is, of course, a major point of difference from the VBA system, where veterans prepare their own claims to a large extent, and may obtain advice from state and local governments, VSOs, VBA officials, websites family or friends.  The result is that a high proportion of the initial claims submitted by veterans are not “clean”, so a great deal of the delay is caused by the need to get the form filled out properly, with the required documentation. This is particularly complicated when the veteran has received treatment from multiple providers (for example, been treated at Landstuhl, Walter Reed, and VA medical clinics). 
Second, it is important to note that most states require by law that the medical insurance industry pay the providers within 30-60 days of receiving the claim – with financial penalties for non-compliance. In the VBA, there is no “penalty” for delays.

Third, the claims process described above is generally for a single patient transaction, such as a doctor visit, hospital procedure or diagnostic test.  So from the perspective of the health care provider, the consequences of overpaying are limited. The insurer can trade-off between the possibility of overpaying for an x-ray (or reimbursing the doctor for an x-ray that was not really necessary) vs. the alternative – a protracted wrangle over a small claim.  It is not in the financial interest of medical insurers to contest any but the largest, most obviously flawed claims.   
By contrast the VBA process is dealing not with short one-off transactions but with making a decision on service-connectivity that may affect the lifetime of benefits for a veteran. Thus it is instructive to examine how the private medical insurers handle claims for long-term chronic care, nursing home care, long-term rehabilitation and other claims which require outlays over a long stretch of time.  Surprisingly, the system for deciding such claims is similar to the one used for small ticket items. Some insurance companies will require a higher standard of evidence for long-term care (such as the opinion of 2 specialists), but the actual process is the same. 
Accordingly, the medical insurance industry uses the same philosophical approach to claims processing that the IRS uses for taxes:  it handles most transactions with minimal processing, and investigates (audits) a small subset of the total, focusing on large or unusual claims.  The expectation is that the majority of claims received are approximately correct, because making them perfect would cause unacceptable delays in reimbursing medical providers.

The VBA system is based on a different philosophy, which is to require the veteran to produce detailed medical documentation for every disabling condition he or she claims.  Many VBA employees work hard to assist the veteran in putting together the package – but the underlying idea is still that the veteran needs to compile a dossier to prove that his medical problems stem from his military service.   The process is more akin to a student applying to college, who is required to assemble a whole package of materials before his application is even considered. 

The VBA process is also structured to be cumbersome and inefficient. (See Chart 2). It involves applying to one of 57 regional offices, where a number of different staff members handle the claim, in terms of reviewing it, requesting additional documentation, checking that documentation, sending out formal notifications to the veteran of the status of his application, consolidating and evaluating the evidence from many different sources, and ultimately making a decision whether a veteran’s health problems are service-connected or not, and assigning a percentage rating.

CHART 2: VBA CLAIMS PROCESS
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It is not surprising, given that thousands of veterans with no experience in filing claims are doing the initial claims, and the complexity of the 26-page form, that most claims require a substantial work-up at the regional office.  Most of the elapsed time in the 6-month process is spent trying to prepare a “clean” claim that the VBA can adjudicate. 
VBA has developed a large and bureaucratic structure for handling these claims.  (See Chart 3) 

CHART 3: VBA STRUCTURE FOR CLAIMS APPROVAL
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It is also not surprising, given this process, that the regional offices produce highly varying, inconsistent results.  The recent National Institute of Medicine study found significant variance in processing time, compensation, and appeal rates. (See Chart 4) A number of GAO reports have reached the same conclusion.

CHART 4: NIM STUDY INCONSISTENCIES IDENTIFIED (sample)
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Proposals for Reform

The question is: considering that veterans returning from Iraq and Afghanistan have already served at least 15 months in the field, with 35% of them having serving two or more tours of duty, would it not make more sense to simply accept their word that any medical problems detected at discharge are a result of their service?  Additionally, since 90% of disability compensation claims are ultimately approved by VBA (following this protracted process), at least in part, would it not make sense to follow the private sector model and to automatically approve a standard minimum benefit within 30 days?  

However, to implement this kind of common sense approach would require certain changes in the structure of the claims process.  First, every veteran must have an exit medical examination at (or prior to) discharge.  Any medical problems (physical or mental) identified at that examination should then be automatically assumed to be service-related. The system from that point should mirror the private system.  The VBA needs to work with VHA to create a one-step online system for the medical provider to record findings from this clinical evaluation, and personnel need to be provided and trained to enter this information into the centralized system.  
Veterans returning from a war zone should then be automatically entitled to receive a base level of benefits corresponding to the clinical evidence.  Current benefits scales should be revised and simplified to provide for 4 common sense categories:  not disabled; mild, moderate and severe disability.  The health care provider who evaluates the veteran should make this initial assessment.

All returning veterans should be presumed to have acquired the medical conditions during military service. This should be provided within 30 days.
This system should be designed to provide basic benefits for a period of two years only.  Within that time, veterans with serious injuries should be fast-tracked to a full evaluation of benefits.  All other veterans should have a choice of whether their cases need to be re-examined or not.  If veterans disability rating is adjusted downward during a subsequent evaluation; their monthly stipend should be lowered accordingly, but they should not be liable to repay their excess benefit.  However if the benefit is found to be too low, they should be eligible for retroactive pay.  In addition, the VBA should audit a sample of cases in order to deter fraud.
Clearly there are many implications of restructuring the claims system along these lines, including a partial retraining and redeployment of claims analysts, and a possible reorganization of the regional offices. But I believe that moving in this direction would dramatically simplify the process, lower the rate of inconsistency, and most importantly enable returning veterans to be compensated for disabilities quickly and without much bureaucracy.
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