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Section I
Executive Summary

CACI, INC.-FEDERAL (CACT) was commissioned by the Department of Veterans Affairs (VA)
to provide assistance in projecting the estimated cost of providing health care to veterans
enrolled within the VA Health Care System for each fiscal year (FY) from FY 2003 through
FY 2024. CACI has subcontracted with Milliman, Inc. (Milliman) to develop these projections.
This analysis consists of two major components:

1. Projecting veteran enrollment in the VA Health Care System and
2. Calculating the estimated bealth care costs associated with providing services to these

enrollees.

The Veterans Health Administration (VHA), within the Department of Veterans Affairs,
administers the largest integrated health care system in the nation. In October 1996, Congress
enacted the Veterans’ Health Care Eligibility Reformm Act of 1996, Public Law 104-262.
Although the law simplified the system, it was a significant change from previous regulations. It
required VHA to implement a priority-based enrollment system. The number of Pnonty Levels
that VHA will be able to deliver care to will be a function of available funding levels and of the

utilization of health care services by enrollees.

“Bach year, VHA undergoes a rigorous review of the demand for health care services from
veterans and projects an estumate of the costs to deliver care against that demand into the
future. The results of these analyses are used to develop VHA health care budgets and to
provide executive level information in support of determining the number of enrollees that
VHA can fiscally manage. The purpose of this particular analysis was to provide data and
information that will assist VA with Strategic Planning efforts as well as budget forecasting for
future years.

Model Limitations
This analysis relies in part on data and other listings provided by various personnel at VA. That

data has been reviewed for reasonableness and compared to past data submissions and other
information, when possible. The information has not been audited by CACT or Milliman for
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accuracy. If the data or other listings are inaccurate or incomplete, this analysis may also be
Inaccurate or incomplete.

Some of the information in this analysis is based on modeling assumptions and historic data.
Bstimates presented in this report will only be accurate if future experience exactly replicates
those data and asswmptions used in this analysis. Actual experience will likely vary from this
analysis to a degree for a number of reasons. In addition, many of the modeling variables are
assumed to be constant over time. Therefore, emerging experience should be continually
monitored to detect whether expectations based on this analysis are appropuiate over time.

The results contained in this report are projections. Actual results will differ from those
projected here for many reasons. For example, it is tmpossible to determine how world events
will unfold. Those events that impact the economy and the use of the nation’s military may have
a profound impact on enrollment and expenditure projections into the future. The analysis has
not attempted to present results for events where data is not yet available to consider their
impacts on enrollment and expenditures. It is important that actual enrollment and costs be
monitored and the projections updated regularly based on this changing environment.

Summary Results

The VA Enrollee Health Care Projection Model (EHCPM) projects that in FY 2005 VHA will
require $26.431 billion to care for all enrolled veterans. The correépoh&ing projection for FY
2006 1s $28.946 billion, It should be noted that these estimates, as well as the other estimates
presented in this report, do not comprise the total VA medical care budget requirements. They
do not include projected expenditures for Long Term Care services (both Nursing Home and
Home Health). In addition, non-modeled programs including CHAMPVA, Readjustment
Counseling, Spina Bifida, Foreign Medical Program, Dental, and care for non-veterans are also
excluded. The VA BHCPM further projects that in FY 2005 there will be an average enrollment
of 7.384 million veterans, unique fiscal year enrollees of 7.746 million veterans, a year-end live
enroliment of 7.453 million veterans, and unique fiscal year patients of 4.769 million veterans.
In FY 2006, it is projected that there will be an average enrollment of 7.588 million veterans,
urique fiscal year enrollees of 7.942 million veterans, a year-end live enrollment of 7.631
million veterans, and unique fiscal year patients of 4.886 million veterans.
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These projections assume the continued suspension of Priority Level 8 veterans. In addition, the
enrollment rates were adjusted beginning in FY 2009 if a market’s projected market share
exceeds the market saturation level. Ermrollment market share is generally already high in
Priority Levels for veterans with service-connected disabilities. Under VA’s direction, several of
the VA EHCPM’s adjustment factors were modified, including trend rates, degree of community
management, and reliance assumptions. These factors were changed as a result of several
analyses conducted by VA workgroups (see Appendix A for a list of workgroup participants) and
program goals resulting from the Strategic Planning process. The scenario description of this
Strategic Planning Run is documented and compared to previous Budget Run scenarios in
Exhibit I-1.

Total veteran enrollment for each fiscal year is calculated in terms of member months to estimate
enrollee exposure to VA. The average projected enrollment for each fiscal year (member months
divided by 12) is detailed in Table I-1. The projections were developed for each fiscal year
through 2024, however, selected fiscal years are presented in the table. Table I-1 also presents
the resulling nationwide projected health care expenditures based on the projected average
enrollment for each scenario by fiscal year.

Table I-1

Fiscal Average

Year Enrollment Expenditures
2003 6,760,600 $21,728,210,672
2004 7,119,227 $24,138,802,492
2005 7,383,764 $26,431,128,557
2006 7,588,247 $28,945,841,691
2007 7,750,722 $31,543,955,540
2008 7,877,006 $34,053,193,775
2009 7,889,411 $36,159,959,648
2010 7,879,737 $38,227,183,990
2011 7,851,067 $40,273,895,201
2012 7,807,244 $42,279,528,991
2018 7,383,314 $54,133,190,871
2024 6,857,213 $67,343,535,266

Table 1-2 presents nationwide projected average enrollment for Priority Levels 1 through 6
combined, Priority Levels 7a and 7¢ combined, and Priority Levels 8a and 8¢ combined.
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. Table I-2

Projected Average Enrollment (millions)

Fiscal Year PL 1 through 6 PL 7a & 7c PL Ba & 8¢

2003 4,584 0.876 1.300
2004 4.875 0.923 1321
2005 5112 1.012 1.260
2006 5.297 1.087 1.204
2007 5.444 1.154 1.152
2008 5.560 1211 1.107
2009 5.589 1.243 1.058
2010 5.600 1.265 1.015
2011 5.597 1.280 0.975
2012 5.580 1.288 0.939
2018 5327 1.266 0.790
2024 5.003 1.163 0.691

. Likewise, Table [-3 presents nationwide projected health care expenditures for Priority Levels 1
through 6 combined, Priority Levels 7a and 7c¢ combined, and Priorify Levels 8a and 8c
combined.

Table [-3
Projected Health Care Expenditures ($hillions

Fiscal Year PL | through 6 PL7a & 7¢c PL 8a & 8¢

2003 19.048 1.097 1.583
2004 21.183 1.234 1.722
2005 23.229 1.439 1.763
2006 25.472 1.657 1.817
2007 27.785 1.887 1.873
2008 30.009 - 2119 1,925
2009 31.874 2.322 1.964
2010 33.705 2.519 2.004
2011 35.522 2.709 2.043
2012 37.304 2.893 2.083
. 2018 47.703 4.011 2419
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2024 59.336 5.122 2.886
Table -4 presents the resulting FY 2005 nationwide projected health care expenditures based on
projected average enrollment for each Prionty Level.

Table 14
Projected Cumulative
Average Projected Average Projected Health Care Projected
Priority  Enrollment Expenditures Per Expenditures for Expenditures
Level  forFY 2005  Enrollee for FY 2005 (§) FY 2005 ($) by Priority Level (8)
1 722,593 7,860 5,679,831,591 5,679,831,591
2 474,988 3,276 1,556,189,076 7,236,020,667
3 946,005 2,665 2,520,912,872 9,756,933,539
4 239,906 13,226 3,173,022,991 12,929,956,529
5 2,570,879 3,930 10,103,334,999 23,033,291,528
6 157,518 1,241 195,495,098 23,228,786,626
7a 33,009 1,811 59,792,591 23,288,579,217
7c 078,993 1,409 1,379,204,950 24,667,784,167
8a 50,049 1,734 86,771,014 24,754,555,181
8¢ 1,209,824 1,386 _1,676,573.376 26,431,128,557
Total 7,383,764 3,580 26,431,128,557

Table I-5 presents the resulting FY 2006 nationwide projected health care expenditures similar to
Table I-4. The two largest groups are the non-service-connected (NSC) veteran populations of
lower income Priority Leve! S and the higher iuncome Priority Level 8c veterans. Priority Levels
1 through 6 have increasing enrollment projections through FY 2010, and Priority Level 7
enrollment projections continue to increase through 2014 before beginning to decline. From
FY 2005 to FY 2006 Priority Level 7c is projected to have the largest percentage growth at
7.5%, while the average growth over Priority Levels 1 through 7c¢ is 4.3%. During the same
period, Priority Level 8 (Priority Levels 8a and 8¢ combined) enrollment is projected to decrease
4.4% due to the closed enrollment policy of new veterans enrolling into this Priority Level and
mortality. The projected expenditures increase each year. In addition, the smaller Priority
Levels, 1 and 4, require greater expenditures per enrollee than the other Priority Levels.
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Table I-5
Projected
Average Projected Average
Priority Enroliment Bxpenditures Per
Level for FY 2006  Enroliee for FY 2006 ($)

1 726,921 8,356
2 482,240 3,482
3 970,757 2,814
4 257,568 13,818
5 2,691,675 4,163
6 168,269 1,326
7a 34,881 1,914
Te 1,052,020 1,512
8a 48,346 1,868
8c 1,155,570 1,494
Total 7,588,247 3,815

CACI, INC.- FEDERAL

Projected Health Care
Expenditures for

FY 2006 ($)
6,073,832,808
1,679,175,977
2,732,084,188
3,559,200,461
11,204,609,921
223,088,159
66,766,812
1,590,158,763
90,320,257
1,726.,604.344

28,945,841,691

Milliman, Inc.

Cumulative
Projected
Expenditures

by Priority Level (§)

6,073,832,808

7,753,008,785
10,485,092,973
14,044,293,435
25,248,903,356
25,471,991,515
25,538,758,327
27,128,917,090
27,219,237,347
28,945,841,601

Patient projections were also developed based on historical veteran enrollee and patient data, the

projection of unique Enrollees and various adjustment factors. The patient projection modeling
methodology was developed during previous analyses and applied to the Strategic Planning Run
projections. Table 1-6 presents patient projections by fiscal year for various combinations of
Priority Levels.

_ TableI-6
Projected Unique Projected Unigune Projected Unique
Piscal Patients for Patients forPriority ~ Patients forPriority ~ Total Projected
Year Priority Levels 1-6 Levels 7a and 7¢ Levels 8a and 8¢ Unique Patients
2003 3,238,100 499,536 658,219 4,395,854
2004 3,430,400 518,890 670,544 4,619,835
2005 3,564,943 563,034 641,176 4,769,154
2006 3,672,080 599,503 613,838 4,885,821
2007 3,758,637 633,402 589,099 4,981,138
2008 3,826,972 662,432 566,897 5,056,300
2009 3,839,989 678,173 543,077 - 5,061,240
2010 3,843,007 089,327 521,532 5,053,866
2011 3,838,213 696,208 501,464 5,035,885
2012 3,830,001 701,738 483,947 5,015,087
2018 3,675,527 694,146 411,302 4,780,975
2024 3,459,904 639,876 359,150 4,458,969
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Table 1-7 presents patient projections by Priority Level for FY 2005. Table I-7 is consistent with
. Table I-6 for FY 2005.

Table I-7
BEstimated Current,
Projected Average Projected Total Live Year-End Bstimated Unique
Priority Enrollment Unique Enrollees Enrollment Patients
Level for FY 2005 for FY 2005 for FY 2005 for FY 2005
1 722,593 749,562 722,687 621,170
2 474,988 491,099 477,804 324,225
3 946,005 983,306 956,505 569,308
4 239,906 260,290 234,948 197,973
5 2,570,879 2,728,960 2,613,460 1,780,376
6 157,518 165,662 162,530 71,891
7a 33,009 35,033 33,704 20,662
Tc 978,993 1,053,379 1,013,610 542,373
8a 50,049 50,744 49,251 29,736
8¢ 1,209,824 1,228,166 1,188,699 611,441
Total 7,383,764 7,746,201 7,453,198 4,769,154
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Table I-8 presents various enrollment and patient projections by fiscal year for all Priority
. Levels. It allows the reader to view enrollment and patient projections side-by-side for
COmMparison purposes.

Table [-8
Projected Estimated Current,
Average Projected Total Live Year-End Estimated
Fiscal Year Enrollment Unique Bnrollees Enrollment Unique Patients
2003 6,760,600 7,124,346 6,923,011 4.395,854
2004 7,119,227 7,496,707 7,224,411 4,619,835
2005 7,383,764 7,746,201 7,453,198 4,769,154
2006 7,588,247 7,941,971 7,630,717 4,885,821
2007 7,750,722 8,098,329 7,771,098 4,981,138
2008 7,877,006 8,219,645 7,878,640 5,056,300
2009 7,889,411 8,223,672 7,875,193 5,061,240
2010 7,879,737 8,206,169 7,852,184 5,053,866
2011 7,851,067 8,170,012 7,812,246 5,035,885
2012 7,807,244 8,119,288 7,759,352 5,015,687
2018 7,383,314 7,656,085 7,306,513 4,780,975
. 2024 6,857,213 7,103,211 6,772,627 4,458,969
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General Description of Modeling Methodology

The following outline provides a general description of the methodology used to develop the VA
EHCPM. The VA EHCPM was created to support VA’s Enrollment Level Decision and over
the past six years has been enhanced to support Strategic Planning, the VA budget process, and
other VA policy and planning initiatives.

Eprollment Projections
1. Obtain baseline actual enrollment by scrambled SSN
2. Develop enrollment rates using historical enrollment and historical VetPop

3. Develop projections of new enrollees using the rates developed in Step 2, the baseline from
Step 1 and VetPop projections
4. Apply mortality rates to enrollment projections

Workload Projections

1. Summarize private sector health care utilization averages by geographic area trended to the
time peniod of the experience.

Adjust utilization to reflect the health care services in the Medical Benefits Package.

3. Adjust utilization to reflect the age and gender characteristics of the projected veteran
enrollee populations.

4. Adjust utilization to reflect the morbidity of the projected veteran enrollee populations
relative to the underlying private sector populations (VA's patient di_égno"sis data and CMS
match data is used to assess relative morbidity levels).

5. Adjust utilization to teflect the estimated veteran enrollee reliance on VHA for their health
care needs (Veteran enrollee survey data and CMS match data is used to assess reliance).

6. Adjust utilization to reflect the estimated degree of health care management observed within
the VA relative to a range of management levels observed in the local private sector
community (VA's inpatient diagnosis and workload data used to assess Degree of
Management).

7. Adjust utilization to reflect the residual differences between modeled and actual historical
VA workload (estimates of unmeasured morbidity, reliance and degree of health care
management differences).

Unit Cost Projections-
1. Obtain baseline VA unit cost data from VA’s Cosl Distribution Report (CDR).
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2. Develop unit cost averages adjusted for VA’s health care service mix inherent in data.
3. Adjust unit costs to reconcile to historical VA total health care obligations.

Expenditure Projections

1. Enrollment, Workload and Unit Cost Projections are combined to produce Expenditure
Projections.

Overview of VA Enrollee Health Care Projection Model Methodology

Bverything related to the VA EHCPM begins with the enrolled veteran population. Every
veteran in the Master Enrollment File (MEF- VA’s health care enrollment database) has a county
of residence. For projection purposes, all of the counties iu the United States were grouped into
Sectors. A Sector, as used throughout this report, 15 defined as a cluster of geographically
adjacent counties, within a submarket area. These Sectors represent a significant number of
veteran enrollees wherever possible. In urban areas, Sectors are often made up of a single
county. Each Sector area is contained within a single CARES-defined market or sub-market
area. Consequently, market and sub-market level projections can be calculated by summarizing
the Sector level projections. Enrollees are also assigned to a preferred facility, where the
veteran’s care is managed by a VA health care provider. The cost models reflect the projected
health care demnand of the veteran enrollees by Sector area.

There are two enrollee types- Enrollee Pre and Bunrollee Post. Enrollee Pre is defined as an
enrollee who used VA during fiscal years 1996, 1997 or 1998 and enrolled during the first six
months of enrollment (between October 1, 1998 and March 31, 1999). Enrollee Posts are all
other veteran Enrollees in the master enrollment database. These two enrollee types have been
and continue to be tracked and projected separately at the request of VA. 1t was believed and
confirmed that these two populations have different morbidity and reliance characteristics and

thus, different demaad for health care services.

Those who would have enrolled, but were denied because of a change in enrollment policy, are
tracked so that in the event enrollment policy readmits new Priority Level 8 veterans, the impact
of this “pent-up” demand on enrollment can be measured. This enables more rapid turn-around
for scenarios involving changes to open-enrollment policies for Geographic Means Test (GMT)
Priority Levels 7 and 8 veterans.
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Expenditures are projected for providing the health care benefits defined in the Medical Benefits
Package as well as other VA special program services offered to enrollees. Expected utilization
by Sector, Enrollee Type (Enrollee Pre and Enrollee Post), Age Group (Under Age 45, Ages 45
to 64, Ages 65 to 84 and Ages 85 and Over), and Priority Level (Priority Levels 1 through 8¢) is
developed usiug private sector utilization adjusted to reflect the veteran enrollment population
and an appropriate level of managed care for VA. This health care utlization is detailed by
several Inpatient and Ambulatory medical service categories. VA special program services are
projected using historical VA workload data. Bstimated VA unit costs based on the CDR and
related data sources are applied to the expected utilization by medical service category.

From the utilization and VA unit cost data, expected per member per month (PMPM) costs are
calculated for each combination of Sector, Enrollee Type, Age Group, and Priority Level veteran
enrollees, The PMPM cost is the average cost of providing health care to each member
(enrollee) for a one-month period of time.

Bach cost model has been adjusted to reflect relative veteran morbidity and reliance on VA for
obtaining health care services. These adjustments vary by sub-market, Enrollee Type, Age
Group, Priority Level and health care service category.

The partial reliance adjustments reflect the fact that the majority of veterans, particularly those
who qualify for Medicare, have another choice for health care services. Consequently, veterans
can ublize health care from providers both inside and outside of VA concurrently. The partial
veteran reliance in the VA EHCPM reflects estimated current veteran reliance on the VA Health
Care System.

The relative morbidity adjustments reflect the relative health status of veteran entollees
compared to the private sector populations underlying the utilization benchmarks. These
adjustments are based on a diagnosis-based risk adjustrment methodology which incorporates the
responses to the 1999, 2000, 2001 and 2002 Survey of Enrollees (SOE) and the 1999 Health
Survey of Veterans (Veterans SF-36 & Health Behaviors).

Exhibit I-2 details the properties of each model factor. This table documents when factors vary
by region (County, Sector, VISN, etc.), Age Group, Priority Level, and Enrollee Type.
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Nearly 900,000 detailed cost models (see equation below) were developed. Each individual cost
model includes the estimated annual expenditures by health care service category based on the
projected average enrollment and the PMPM costs for that model. A report writer was also
developed that allows VA to composite these cost models in vadous ways.  All of the cost
models generated for the analysis are contained electronically in the DVDs delivered separately.

Number of Cost Models:
506 Sector Locations
X 4 Age Groups
X 10 Prionty Levels
X 2 EBnrollee Types
X 22 Figcal Years
890,560 Cost Models

Caution should be exercised when reviewing or using the results of any of these detailed models
individually. Many of the modeling parameters have been generated at a higher level than those
presented in the 890,560 models for a variety of reasons including credibility. Variability
between the projections and actual expetience will increase as the projections are worked with at
greater levels of detail.

Model Updates from Budget Run FY 2005 VA EHCPM

Several enhancements were made to the actuarial modeling effort for the Strategic Planning Run
projections. This projection analysis is an update to the FY05 Budget Run analysis delivered on
May 12, 2004. A comprehensive repon, titled “FY04 VA BEurollee Health Care Projection
Model”, was delivered on December 8, 2003 related to the FY04 Final ELDA projections. An
additional report ntled “VA Envoliee Health Care Projection Model (FY05 Budget Run)” was
delivered on May 18, 2004. Only those components of the actuarial modeling process that were
updated for the Strategic Planning Run are included in this report. Factors or analyses that are
not detailed in this report did not change from the previous FY05 Budget Run modeling efforts.

The enrollment projections were adjusted to reflect a specific scenario chosen by VA for the
Strategic Planning Run. This scenario, referred to as “Market Saturation (85th Percentile)
calculated as of 2008, with smoothing” is described in Section 1.
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A few of the short term utilization and unit cost trend assumptions (see Section III) were updated
. based on recent analyses of VA historical experience and input from VA workgroup experts.

The Degree of Community Management (Section IV) adjustment methodology was enhanced to
apply management levels by specific Ambulatory service and Prescription Dnigs. Previously,
these services were assigned a single management level. The DoCM levels were also changed
for certain services in various markets based on capacity and Advanced Clinical Access
implementation research conducted by a VA workgroup.

Many of the Reliance Adjustments (Section V) were altered to approach target percentiles over
time. These adjustments varied by type of service and implementation timing based on
recommendations developed by a VA workgroup.

The actual-to-expected adjustments and unit cost calculations were re-denved for FY 2003 as a
result of changes made to the FY 2003 expected utilization levels. The expected utilization
levels changed slightly from the Budget Runs due to the factor and setting changes described
above.

. Finally, Section VI is included as a guide to understanding the databases and report writers
associated with the Strategic Planning Run. '
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Exhibit I-1

CAC{, INC.- FEDERAL
MiBiman, {nc.
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Exhibit I-2

CAC], INC.- FEDERAL
Milliman, Inc.

Description of Factors Used in Developing Parameter Estimates

In the CACI/Milliman VA EHCPM

Age Priority Enrollee
Parameter/Factor | Seetor/State/National | Groups Levels Type Other
Enrollment Sector <43, 45 ia, 51b162,72’ IS\iztiS;Z:ion
Rates* 64,65+ T TS
7c Levels
Enrollee . Specific 1,2,3,4,5,
Mortality* National Age 67 Gender
Area Sector <65, 65+ Benefit
1,2,3,4,5, Benefit &
Copay Natjonal 6, 7a,7¢c, 8a, Fiscal
8¢ Year
National 1,2,3,4,5, Benefit &
Covered Benefit <635, 65+ 6, 7a, 7c, 8a, Fiscal
8¢ Year
Age/Gender National o g:g:g &
1, 2,3, 4,5,
<65, 65+, |6,7a,7c
Morbidity* VISN Birth vyear | (1a, 1b for | Pre, Post | Benefit
. cohorts Special
Disability)
1,2,3,4,5 Benefit &
Reliance Rates* CARES sub-Market <635, 65+ _ 6) 7’ 2 > 7> | Pre, Post | Fiscal
, 13,77¢
Year
Benefit &
Trend Rates Fiscal
Year
Degree of Benefit &
Communpity CARES sub-Market Fiscal
Management Year
. 1,2,3,4,5 :
Actual/Expected* | National <65,65+ 6 7a. 7 > | Pre, Post | Benefit
|- , 74, 7c

*Priority Level 7 rates were also applied to Priority Level 8 veterans for these paranieters.
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Contract#: GS-10F-0226K CACI, INC.- FEDERAL
VA Envollee Health Care Projection Model (Falt 2004 Suaiegic Planning Run) Millisnan, Inc.

Section 11
Enrollment Projections

VA requested an enrollment scenario that limited future enrollment for those CARES markets
with projected market shares that exceed a saturation level calculated for each market and
Priority Level. The enroliment projections for this scenario are referred to as Mid-Boundary
Enrollment. These projections assume the continued suspension of new Priority Level 8
enrollees and no initial use fee.

The saturation levels were calculated as the 85" percentile of projected market shares by Prionty
Level as of the end of FY 2008. In other words, 85% of the markets (based on enroliment) have
a market share that is lower than this calculated market share at the end of FY 2008. The
saturation level for markets with FY 2008 market shares above the 85" percentile is sef at the FY
2008 market share. The enrollment projections are adjusted if the projected market share reaches
or exceeds the calculaied saturation level for that Priority Level and market. In this case, the
enrollment rates are reduced in order to maintain a market share at the saturation leve]l, These
adjustments were further modified to allow the enrollment projections to gradually move a
market to the saturation level, rather than allowing it to reach saturation and then hold at that
level. Note that there are a nuraber of markets that are not impacted by this smoothing because
they were already at the calculated market saturation levels at the end of FY 2008.

Exhibit II-1 contains the current enrollment projections used in the FYO0S5 Budget Run
projections, as well as the VetPop Proxy projections and resulting market shares. Exhibit -2
illustrates the Strategic Planning Run enrollment projections based on the “FY Market Saturation
(85th Percentile) calculated as of 2008, with smoothing” projection methodology described
above. This exhibit also contains the ratio of the Mid-Boundary enrollment projections to the
Budget Run erroliment projections as well as the resulting adjusted market shares.
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VA Enrollee Beakh Care Progection Mode) (sl 2004 Sirategic Planmng Run) Mniimaa, Inc.

Section IIT
Trend Rate Assumptions

The projection model uses utilization and cost trends to project the modeled services forward
from the base year of FY 2003. Currently, these trend assumptions extend through FY 2025.
The estimated trend rates vary by health care service category, and are the result of historical
trend rate analyses and discussions with VA and Milliman experts. For the current projections, a
few of the VA EHCPM’s previous trend assumptions were modified based on analyses and
expert opinions expressed by a VA workgroup. The trends modified include Other Procedures,
which mainly impacts Radiology and Pathology; and Prescription Drugs.

Based on the VA workgroup recommendations, the Other Outpatient Visits utilization trend rate
was increased for the first two fiscal years of trend (FY 2003 to FY 2004 and FY 2004 to FY
2005). The previous annual trend rate of 2% was increased to 2.5% for FY 2004 and 2.25% for
FY 2005. The trend rates for the remaining fiscal years remain unchanged.

Pharmacy experts within the VA workgroup also conducted a longitudinal study of pharmacy
experience in order to analyze pharmmacy trends. Due to historical copay changes that
significantly impact OTC drug utilization levels, the prescription drug and OTC data were
separated for this analysis. The resulting utilization trends did not suggest that modifications to
the utilization trend assumptions were necessary at this time. However, the historical unit cost
trends did suggest short term differences between VA and the current unit cost trend assumption.

The best estimate of the change in average cost per 30-day script from FY 2003 to FY 2004 is
captured by the measured change in average Rx cost from Feb03-Apr03 to Feb04-Apr04 within
the VA experience data. This trend is measured at 5.00%. The previous VA EHCPM annual
assumption for FY 2004 was approximately 7.8% (4.0% for CPI!' and 3.7% for Intensity). In
light of the VA experience, the VA EHCPM’s CPI trend rate was adjusted to 2.5% and the
Intensity trend rate was adjusted to 2.5% to amve at a total cost trend rate that is consistent with
VA's for FY 2004. These alternative trends are defendable as they recognize that VA may be
slowing their intensity growth relative to the private sector as a whole due to its robust formulary

! Consumer Price Index
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. and management program. Additionally, VA may be slowing its CPI growth rate over the short
term due to its bargaining power in negotiations with drug companies.

The FY 2004 intensity trend of 2.5% is equivalent 1o the mediwn term intensity trend already
assumed to FY 2010 in the VA EHCPM. Therefore 2.5% was used again for FY 2005,
recogmzing that VA is already managing drug intensity trend at a lower rate than the private
sector in the short term. The previous FY 200S intensity trend assumption was 3.5%. Further,
the previous assumption for FY 2005 CPI growth was 4.0%. Due to VA's bargaining power
relative to the private sector the CPI trend was changed to 3.5% for FY 2005. This generates a
combined CPI and intensity cost trend of about 6.1% instead of the previously assumed 7.6% for
FY 2005.

Based on the trend studies, the long term assumptions for Prescription Drug trends in FY 2010
and beyond were not changed. It is likely that in the long term there will be market pressures for
VA's trends to be similar to the private sector. Consequently the interpolation of trend rates from
FY 2005 to FY 2010 are mantained.

. The attached trend exhibit (Exhibit III-1) contains the historical trend data and the final trend
assumptions for the Fall 2004 Strategic Planning Run. The trend changes discussed in this
section are bolded on this exhibit for reference. All of the trend rates are annual trend rates. For

example, a utilization trend rate of 3% for FY 2004 means that utilization is expected to increase
3% in FY 2004 over FY 2003 levels.
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Section IV
Degree of Community Management

The Degree of Community Management (DoCM) assumptions have been assessed based on an
analysis of FYs 2000, 2001, and 2002 inpatient workload, and the Milliman benchmark lengths
of stay from the Milliman Hospital Length of Stay (LOS) Efficiency Index™. The results of the
assessment were incorporated into the FY04 Final ELDA Run and FY05 Budget Run. These
results were also used for the Fall 2004 Strategic Planning Run. However, the VA health care
syster has begun to implement Advanced Clinic Access (ACA). In recognition of the impact
this program is expected to have on health care utilization levels and access, a VA workgroup
conducted analyses and discussions to determine how VA management levels are anticipated to
change over time throughout the projection period. This workgroup also assessed potential
improvements in Inpatient DoCM based on current capacity constraint and DoCM information.

DoCM Improvement Assumptions for Strategic Planning Run Projections

Inpatient Hospital

For Inpatient acute services (Medical, Surgical, Psychiatric, Substance Abuse) the DoCM is
assessed at the submarket level. During recent VA EHCPM projections, the DoCM was
assumed to improve 10% of the way between the submarket management level and the
community loosely managed each fiscal year, beginning in FY 200S. Submarkets with DoCM at
or above loosely managed levels are assumed to improve 0.5% each fiscal year beginning in FY
200S.

The VA workgroup conducted a review of the DoCM in each market area, as well as the current
capacity constraints present in each market. The workgroup concluded that the markets with
very low DoCM and significant capacity constraints should be required to improve DoCM levels
for Inpatient Medical and Surgical services at a faster rate than the 10% assumption. The
following markets were identified as meeting this critera:

Inpatient Medial & Surgical:

e 8-a
e 8-¢
¢ 12-a
e 15-b
o 16-2
e 16-b
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16-d
17-¢
18-a
19-b
20-b
20-e
21-d
21-e
22-b

Inpatient Surgical Only:
» 6-a

Under the direction of the VA workgroup, it was assumed that for these services the DoCM
would improve 25% of the way between the submarket management leve] and the community
loosely managed level for each fiscal year, beginning in FY 2005.

Ambulatory Services

The ACA program increases outpatient clinical efficiency and contains protocols for managing
ongoing treatment and outpatient visits. This program is currently in the process of being
implemented within VA. VA believes that this program will improve ambulatory DoCM over
the next few years as implementation is completed. Therefore, the previous DoCM assumptions
were modified to reflect the DoCM improvements attributed to the ACA program. The previous

. DoCM assumption, which will be referred to as the baseline assumption, is 5% DoCM in FY
2002 with 0.5% improvement each fiscal year.

To this end, the VA workgroup obtained information on the level of ACA implementation
achieved by market area for FY 2004. This information was provided in terms of percentages
for seven major categories of care. These specific percentages were mapped into more general
percentage assignments using the following percentage bands for FY 2004:

s 30%: implementation less than or equal to 30%
* 50%: implementation greater than 30% but less than or equal to 80%
» 100%: implementation greater than 80%

In order to apply the implementation percentages to the health care services projected by the VA
EHCPM, the seven categories of care from the ACA survey were mapped into four categories
using the following weights:
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Category Assignments

Category Weight

Office Visits & Ancillaries
Primary Care 1.00

Cardiovascular
Cardiovascular 1.00

Vision/Hearing Exams

Eye Exams 0.75

Audiology 0.25
Other

‘Orthotics 0.25

Urology 0.25

Other 0.50

Since the ACA categories are not completely compatible with the health care services in the VA
EHCPM, the categories for reasonableness and implementation percentage was adjusted where
necessary. For example, Primary Care implementation percentages are used for Office Visits
and Ancillaries. However, not all office visits and related ancillaries are directed by primary
care physicians. This bas been considered in the DoCM implementation schedule. Bach of the
VA EHCPM's ambulatory health care services were mapped to these four categories as follows,
with the addition of a category for no mapping assignment:

Office Visits & Ancillaries:  Allergy Immunotherapy, Allergey Testing, Consults, ER
Visits, Immunizations, Misc. Medical, Office Visits,

Pathology, Physical Exams, Radiology, Therapeutic
Injections, and Urgent Care Visits

Cardiovaseular: Cardiovascular
Vision/Hearing Exams: Vision Exams, Hearing/Speech Exaras
Other Visits: Anesthesia, Outpatient Psychiatnc, OP Substance Abuse,
Surgery, Sterilizations
None: Physical Medicine, Chiropractic, Maternity
Page 24

Tins report and all of the associaled databases and sbmmary repar(s were produca) for Lhe internal use of the Depariment of Veisrans Affairs. I
any portion of this report or (he ussocisted daiabases s relcased, the entire report must be made available. 1 \his repart o aysomaied dsbascs
are relcased to parties oulside the (edenal government, CACI, INC.-FEDERAL and Millsman, Jac, do not accept liability to any such third party.

12-24




Contract #: GS-10F-0226K CAC]), INC.- FEDERAL
VA Enrollec Health Care Projection Model (Fall 2004 Strstegic Planaing Run) Maliman, Inc.

Based on the FY 2004 ACA implementation percentage, the implementation was phased tn to
100% over FYs 2005 and 2006 according to the following schedule:

Implementation Percentages

FY 2004 FY 2005 FY 2006
0% 0% 0%
30% 65% 100%
50% 100% 100%
100% 100% 100%

As a result, every market with the ACA program is expected to reach full implementation by FY
2006. However, those markets without any ACA implementation in FY 2004 are not expected to
begin, and therefore, complete ACA implementation during the projection period.

Once full ACA implementation is reached, ambulatory DoCM is expected to improve to one of
two categories, determined by the type of service. Each of the health care services impacted by
ACA are assigned 10 one of these two categories as follows:

Category 1:  Cardiovascular, Consults, ER Visits, Hearing/Speech Bxams,
Immunizations, Office Visits, OP Psychiatnc, OP Substance Abuse,
Physical Exams, Urgent Care Visits, Vision Exams

Category2:  Allergy Immunotherapy, Allergy Testing, Anesthesia, Misc Medical,
Pathology, Radiology, Surgery, Serlizations, Therapeutic Injections

The services in Category | are assumed to reflect 20% DoCM if ACA implementation is 100%
in FY 2004. 1f full implementation is reached in FY 2005 or FY 2006, then the services in
Category 1 are expected to reflect 20.5% and 21.0%, respectively (the DoCM is expected to
continue to improve 0.5% each year system wide). If less than full implementation is reached in
FY 2004, then the DoCM is adjusted a percentage of the way between the baseline DoCM (6%
in FY 2004) and ACA DoCM. For example, in market 16-¢c-9 the FY 2004 ACA
implementation for Cardiovascular is 30%. This means that the FY 2004 DoCM is calculated as
30% of the distance between 6% and 20% at 10.2% (30% * (20% - 6%) + 6% = 10.2%).
Likewise, if partial implementation is reached in FY 2005, the same DoCM calculations
illustrated for FY 2004 are performed.
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The services in Category 2 are assumed to reflect 15% DoCM if ACA implementation is 100%
. in FY 2004. [f less than full ymplementation is reached in FYs 2004 or 2005, partial
implementation calculations, similar to those described for Category 1, are used to apply phased-
in DoCM.

Prescription Drugs

In the baseline DoCM assumptions, Prescription Drugs were assigned the same DoCM as
ambulatory services. The VA workgroup included pharmacy specialists with knowledge on
current VA .pharrnacy management practices. The historical pharmacy data and information
provided by the workgroup was used to create a specific DoCM estimate for Prescription Drugs.
In addition, the actual-to-expected adjustments applied to Prescription Drugs indicated that
pharmacy had better management in practice than was reflected in the baseline DoCM
assumptions. As a result, the Prescription Drug DoCM assumption for FY 2003 was improved
significantly to 40%. This management level is increased 0.5% each fisca! year thereafter.

In addition, Pharmacy DoCM is expected to improve slightly once ACA is implemented due to

the link between Prescription Drug utilization and Office Visit utilization. To account for this,

the Prescription Drug DoCM is improved by 5% as of the fiscal year the Office Visits and
. Ancillaries ACA improvement goes into full implementation.
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Section V
Reliance Adjustments

Reliance factors are estimated based upon comparisons of veterans’ historic VA and non-VA
utilization. While this method may accurately reflect anticipated VA utilization in a stable
environment, it does not account for anticipated increases in reliance as capacity constraints are
eased. This section outlines the process by which future increases to reliance are incorporated
into VA’s utilization projections. '

Demographic National Weights

Reliance factors vary considerably across Priority Levels, age groups and enrollee types.
Therefore, comparing reliance factors between submarkets by comparing the total VA and non-
VA utilizations may lead to inaccurate conclusions. For example, consider the following two
submarkets in Table V-1:

Table V-1
Submarket Priority Level # Burollees Reliance
A 1 10 60%
A 7 90 20%
A Average 100 24%
B 1 90 50%
B 7 10 10%
B Average 100 46%

Submarket A has higher reliance factors than submarket B for both Priority Levels 1 and 7.
However, because Submarket A has a much lower percentage of Priority Level 1 veterans than
submarket B, the overall reliance factor, when weighted based on the enroliment within each
submarket, is significantly lower for submarket A than for submarket B,

In order to compare reliance factors for the two submarkets on an equitable basis, it is necessary
to eliminate the demographic differences. Thuis is accomplished by using the same demographic
mix to composite reliance factors within each submarket and reliance category. This
demographic mix is referred to as the “national weights”.

The national weights are calculated as follows:
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Total utilization is calculated for each combination of service category, submarket, and
“cel)”. Cells are combinations of a specific Age Group (Under Age 65 or Ages 65 and
Over), Enrollee Type (Enrollee Pre or Enrollee Post) and Priority Level (Priority Levels 1
through 7¢)2.  Total utilization is calculated assuming 100% reliance factors, and
therefore, represents the total expected utilizations for the enrolled veteran population,
regardless of the place of service.

The utilizations in (1) are subtotaled across all submarkets to give total utilizations by cell
for each service category.

Service categories sharing the same reliance factors are further aggregated into reliance
categories. For example, utilizations for Home Visits and Office Visits are combined.
Bxceptions 1o this aggregation are physician maternity services, glasses/contacts, hearing
aids, ambulance, durable medical equipment and prosthetics, since those utilization
counts are assumed to be already reflected in other service categories.

For each reliance category, the relative number of utilizations within each cell are the
national weights. Table V-2 shows a simplified calculation of national weights for a
sample reliance category.

Table V-2

Cell Subrnarket Utilizations Nauional Weight

1 ] 500

1 2 800

1 3 200

1 Total 1,500 75%*

2 1 100

2 2 350

2 3 50

2 Total 500 25%
Total Total 2,000

* National Weight = Utilizations in cell (1,500) / Total utilizations across all cells (2,000)

Development of Reliance Factors to Phase Out the Implied Impact of Capacity Constraints

1t is not reasonable to assume that veieran reliance can be impacted in each submarket differently

for each combination of Age, Priority Level and Enrollee Type (i.e., cell). It is, however,

reasonable to assume that each submarket could influence veteran rehiance for each health care

2 Pactors develaped for Priovity Levels 7a and 7c are also applied to Priority Levels 84 and &¢
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service differently. Therefore, future increases in reliance are modeled separately for each
combination of submarket and reliance category.

A VA workgroup conducted analyses and discussions to determine how enrollee reliance on the
VA health care system 1s anticipated to change over time throughout the projection period. This
workgroup assessed various information to determine potential reliance increases in certain
ambulatory services as supply constraints are c¢ased. The workgroup concluded that a few
markets were experiencing capacity constraints dunng FY 2003 for Ambulatory Office Visits.
In order to estimate what enrollee reliance for these services might be 1f capacity constraints
were removed, a statistical regression analysis was used to develop a formula for modeling
reliance based on a set of data provided for the capacity constraint analysis. The markets with
perceived capacity constraints were not included in this analysis. Once the formula was
developed, it was used to estimate the reliance for the capacity constrained markets. Table V-3
confains a list of the capacity constrained markets, the oniginal aggregate reliance factor, the
original reliance percentile, the unconstrained or target aggregate reliance factor and the target

reliance percentile.

Table V-3
Original Target

Ornginal Aggregate Target Aggregate

Agpregate Reliance Apgregate Reliance

Market Reliance Factor Percentile Reliance Factor Percentile
06-a Northeast 46% 14™® 51% 56™
06-b Northwest 48% 20" 55% g2
06-c Southeast 43% 31 51% 56
06-d Southwest 45% 7 52% 60"
07-b Georgia 51% 57 52% 60"
16-b Rastern 43% 3 51% 56"
21-f South Valley 52% 58" 53% 65™

Reliance for several other ambulatory services is expected 1o be impacted by these changes due
to the relationship between Office Visits and certain Aucillary Care Services. These reliance
categories are Radiology, Pathology and Other Procedures. Target reliance for Office Visits and
related services is phased in from FY 2005 to FY 2007.
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The VA workgroup also determined that Cardiovascular reliance factors needed to be increased
in future projection years due to recent program enhancements. The target reliance percentile for
all markets below the 85™ percentile was set 1o the 85" percentile. All markets at or above the
85™ percentile had no reliance change. Cardiovascular target reliance was phased in from FY
2004 to FY 2006.

In order to provide consistency with the VA special mental heajth program rehance assumptions,
reliance factors for Inpatient Psychiatric, Inpatient Substance Abuse, Outpatient Psychiatric and
Outpatient Substance Abuse services were moved to the 85™ percentile for cach service. The
target reliance percentile for all markets below the 85™ percentile was set at the 85™ percentile.
All markets at or above the 85" percentile had no reliance change. Mental health target reliance
was phased in from FY 2005 to FY 2007.

VA is building 2 VA-DoD hospital in market 16-b to be completed in FY 2005. The VA
workgroup concluded that the reliance should increase to the 20™ percentile beginning in FY
2006 to recognize the additional capacity generated by this new facility.

Target Reliance Percentiles and Market-Wide Aggregate Reliance Factors

Exhibit V-1 confains the assumed target reliance percentiles for each submarket and reliance
category. Note that the aggregate percentiles used in the capacity analysis were based on a
market-level analysis, while the percentiles were implefmented at a submarket level. Therefore
there may be slight differences between the target aggregate reliance percentiles indicated in
Table V-3 and the submarket target reliance percentites indicated in Exhibit V-1. However the
resulting target aggregate reliance factors were the same. For example, the 0.51 from Exhibit V-
1 under Office Visits for submarket 6-2-9 indicates that Office Visit reliance in that submarket is
expected to increase to the S1% percentile of all current Office Visit reliance factors. In
determining percentiles, submarkets are weighted based on their average cnrollment during FY
2003. Exhibit V-2 contains a bricf description of percentiles.

To determine the reliance factor associated with the percentiles in Exhibit V-1, a single
aggregate reliance factor was calculated for each combination of submarket and reliance
category. The aggregate reliance factors by submarket and reliance category are referred to as
the “market-wide aggregate reliance factors”. Market-wide aggregate reliance factors for each
reliance category were calculated for all 103 CARES Submarkets, by weighting cell reliance
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factors by the national weights. Table V-4 contains an illustrative computation of market-wide
aggregate reliance factors.

Table V-4
Age/Priority/Enrollee  National Subrmnarket
Tyve Cell Weight 1 2 3 4 5
I 0.20 31.3% 28.6%  44.2% 57.4%  55.4%
2 0.22 43.6% 559%  53.6% 66.1%  67.8%
3 0.28 5.5% 10.3% 18.6% 172%  282%
4 0.30 8.7% 13.6% 13.9% 13.9%  20.3%
Total (Market-Wide
Aggregate Reliance) 1.00 20.0%*  25.0%  30.0% 35.0%  40.0%

*0.20x 31.3% + 0.22 x 43.6% + 0.28 x 5.5% + 0.30 x 8.7% = 20.0%

The market-wide aggregate reliance factors were combined with the input percentiles in
Exhibit V-1 to determine tbe target reliance factor for each submarket and reliance category.
Target reliance factors were determined as the enrollee-weighted percentile of cuirent reliance
factors across submarkets for each reliance category. Table V-5 shows an example of a target

reliance factor calculation for a sample reliance category.

Table V-5
Submarket Market-Wide Number of Percentile Range
Aggregate Reliance Enrollees
A 20% 1,000 0%-10%
B 25% 5,000 10%-60%
C 30% 2,500 50%-85%
D 40% 1,500 85%-100%
Total 10,000

Based on the example above if the input in Exhibit V-1 for a submarket A is 75%, then the target
reliance factor for that submarket would have been 30%, and the market-wide aggregate reliance
factor would have been increased from 20% to 30%. Note that in situations where the current
market-wide aggregate reliance factors exceeded the target reliance factor, no changes were
made to reliance factors (i.e., reliance factors were not decreased to reach the target reliance
factor).
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Reliance Increases by Cell

In order to increase overall reliance factors by submarket and service category, it was necessary
to increase the reliance factors for the individual cells. However, reliance factors vary
considerably across cells within a subrmarket, both in terms of the factors themselves and the
relative factors compared to the same cells in other submarkets. Therefore, it was important to
establish a method that would properly distribute the expected increases in reliance to ensure that

the final factors are reasonable. The following method was used:

l. Using the input percentile (n), calculate an enrcliment-weighted n™ percentile of the
reliance factors for each cell. This is similar to the calculations of the target reliance
factors, only the calculations are performed separately for each cell, instead of using the
market-wide aggregate veliance factors.

2. Calculate the maximum reliance factor. This is equal to the greater of the current reliance
factors or the percentile factors in Step 1, aggregated across all cells within the submarket
using national weights. Note that mathematically, this result will always be greater than
the target reliance factor.

3. For cells where the current reliance factor is greater than the factor calculated in Step 1,

. there is no increase in reliance.
4. For all other cells, the revised reliance factor is equal to:
(Target Reliance - Market-Wide Aggregate Reliance)
x (Step 1 Reliance — Current Reliance)
/ (Maximum Reliance — Market-Wide Aggregate Reliance)
+ Current Reljance

Consider the example in Table V-6 below, for a cell where the target reliance was 56% and the
resulting input percentile was the 80" percentile.

Table V-6

Cell 1 2 3 4 5 §  Total
1, National Weight 20%  40% 5% 15%  10%  10%  100%
2. Current Reliance 17%  26%  41%  T71%  61%  41% 37%D
3. 80" Percentile Reliance  57%  47%  82%  65%  68%  80%
4. Greater of 2 and 3 57% 47%  82%  71%  68%  80% 60%™
5. Target Reliance 56%
6. Final Reliance 50% 44%  75%C 71%® 61%  74%  56%
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(A)  This is the market-wide aggregate reliance factor and is equal to the weighted average
' of the current reliance factors using the national weights.
(B)  This is the maximum reliance factor and is equal to the weighted average of the reliance
factors in (4) using national weights.

©  41% + (56%-37%) x (82% -41%) / (60% -37%) = 15%
(D)  No change in reliance factors, since current factor exceeds go™ percentile factor

Exhibit V-3 contains the final reliance factors for all reliance categories where changes occurred.

Phase-in of Final Reliance Iactors Over Time

For implementation in the Fall 2004 Strategic Planning Run, the final reliance factors were
phased in over a few fiscal years. The length of the phase-in from the previous (base) reliance
assumptions to the final reliance assumptions varies by phase-in schedule. These phase-in
schedules, developed under direction from VA, are listed in Table V-7. Note that the phase-in
schedule #1 actually represents no fransition from base to final reliance factors.

Table V-7
Reliance Reliance Set at x% of the way between Base & Final
. Phase-in FYO03 FY04 FY05 FY06 FY07+
1 0.0% 0.0% 0.0% 0.0% 0.0%
2 0.0% 0.0% 33.3% 66.7% 100.0%
3 ) 0.0% 33.3% 66.7% 100.0% 100.0%
4 0.0% 0.0% 0.0% 100.0% 100.0%

Bach reliance adjustment category was assigned to one of the phase-in schedules as shown in
Table V-8.
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Table V-8
Reliance Reliance
Adjustment Service Category Phase-in

1 [P_Medical 4

2 IP_Surgical 4

3 IP_Psych 2

4 IP_SA 2

5 OP_Cardiovascular 3

6 OP_Emergency 1

7 OP Immunizations 1

8 OP_Psych 2

9 OP_OtherProcs 2

10 OP_OtherVisits 1

11 OP_OfficeVisits 2
12 OP_Pathology 2
13 OP_PhysicalExams 1

14 OP_PhysicalMedicine 1

15 OP_Radiology 2

16 OP_Surgery 1

17 PrescnptionDrugs 2

Phased 1n reliance adjustments for FY 2004 through FY 2006 were calculated for each reliance
adjustment category based on ihese assignments and phase-in schedules. By FY 2007, cach
reliance adjustment category reached the final reliance factors (unless the factor was not subject
to phase-in). These FY 2007 reliance factors were used for each subsequent year of utilization
and expenditure projections.
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