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(dollars in billions) FY 1997 FY 1996

Assets
Fund Balance with Treasury 14.1 13.1
Investments 14.6 14.6
Net Receivables 5.3 4.5
Net Property, Plant, and Equipment 11.7 11.1

Funded Liabilities
Liabilities for Loan Guarantees 4.2 3.5
Insurance Policy Reserves 13.0 12.9
Borrowing from Treasury 3.7 1.8

Unfunded Liabilities
Federal Employee Compensation Act 1.7 1.7
Veterans’ Compensation/Burial 468.4 442.3
Veterans’ Pension 73.4* 68.7*

* Disclosure Only
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The Department of Veterans Affairs Fiscal Year
1997 Accountability Report is the third to be
issued under OMB’s pilot program for streamlin-

ing government reporting. Included as items of interest
to the President, Members of Congress, \/A managers
and customers are overviews of the performance of
VA’s mission, accomplishments of the Government
Performance and Results Act (GPRA), the audited
financial statements, and the status of management
controls. The report also contains—for the first time—a
summary of the Inspector General’s findings during the
fiscal year.

The information in the Accountability Report is derived from officially recognized financial
and management systems. A review of senior administrative and program managers’ annu-
al assessments provides significant assurance that VA’s management controls and financial
systems adhere to governmentwide standards and requirements. Full compliance of VA’s
financial systems will depend on the completion of the Veterans Benefits Administration’s
systems modernization efforts.

To keep the promises made by America to its veterans and their dependents, VA will 
continue to raise the bar of expectations—searching for ways to improve the quality of
medical care, the delivery of services, and the appropriate memorialization for those who
have served their country with courage and honor.

Togo D. West,
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Message from the Secretary of Veterans Affairs
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u The Secretary published the VA strategic plan on September
30, 1997, based on the requirements of the Government
Performance and Results Act, known popularly as the
Results Act. VA’s plan is organized around two major
themes: honor, care and compensate veterans in recognition of
their sacrifices for America, which include strategic goals for
VA programs through which benefits and services are pro-
vided; and management strategies that will help VA operate as
“One VA.”

u The Department’s first performance plan under the Results
Act was sent to Congress as part of VA’s FY 1999 Budget.
The plan serves as a bridge between the Department’s
strategic plan and the individual volumes of the FY 1999
Budget.

u Executive performance agreements linked to organiza-
tional goals, specific management strategies, and cross-
cutting activities with outside entities contributed to
VA’s success in improving the overall health care of vet-
erans. Among the most noteworthy performance
achievements were:

Quality of Care

; Chronic disease and prevention interventions for
veterans significantly improved.

; End-of-life planning was provided to about
two-thirds of terminally ill veterans.

; Investigations by the Medical Inspector’s office
resulted in identification of potential opportuni-
ties and improvements in the delivery of care,
such as ways to avoid delays in diagnoses of con-
ditions of women veterans; more consistent med-
ical record documentation; closer supervision of
residents in training; and a more intensive evalu-
ation of the process leading to Sentinel Events
(isolated, unexpected, serious).

PERFORMANCE HIGHLIGHTS

As
VA’s Acting Chie

Financial Officer
and Chief

Information Officer, my vision
is for the Department to be rec-
ognized for excellence in finan-
cial and information manage-
ment, by providing quality and
innovative solutions and ser-
vices in full partnership with
our customers, to enhance  ser-
vice delivery in support of the
VA’s mission. The Management
Discussion and Analysis (com-
monly referred to as MD&A)
section gives me the opportuni-
ty to provide you with the
Department’s performance and
financial highlights, its annual
reporting and a summary of
our financial condition.
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Access
; The number of unique patients

rose to over 3.1 million.
; Operations began in Hines,

Illinois for the Consolidated
Mail Outpatient Pharmacy
(CMOP), an automated service
that provides 500,000 prescrip-
tions weekly, dramatically cut-
ting the turnaround time for
p rescriptions and re d u c i n g
overall operating expenses.

; A National Formulary was
established that enhances equal
access to pharmaceuticals for
veterans, re g a rdless of where
they live.

Cost
; Acute bed days of care per 1,000

unique patients dropped 29 per-
cent from 2,525 days to 1,782
days.

; Total operating beds declined 21
percent to some 52,700. 

; More surgeries and procedures
(69 percent) were performed in
an ambulatory setting.

Customer Satisfaction
; Inpatient and outpatient satis-

faction improved slightly,
although spinal cord injury dys-
function patient satisfaction
results were lower than expect-
ed.

u On April 1, 1997, VA implemented the
Veterans Equitable Resource A l l o c a t i o n
(VERA) system to allot its $17 billion med-
ical care budget to its 22 Networks. VERA
was developed because previous funding
allocation systems perpetuated funding

inequities across the country that resulted
in sub-optimal utilization of taxpayers’
dollars and unequal veteran access to
health care. Based on the VERA model, VA
began a three-year plan to shift $500 mil-
lion to facilities that have been historically
underfunded. As a result, VA will spend
these funds more efficiently and veterans
will have improved access to health care.

u VA worked closely with other Federal
departments and agencies pursuing scien-
tific investigations to learn more about the
health problems of Gulf War veterans. The
Persian Gulf Veterans Coordinating Board,
c h a i red by the Secretaries of Ve t e r a n s
Affairs, Defense, and Health and Human
Services, revised its compre h e n s i v e
research strategy to ensure that Federal
research efforts are designed to answer the
varied concerns about Gulf War veterans’
illnesses. The Board also developed an out-
reach and education plan for Gulf War vet-
erans, and a Force Health Pro t e c t i o n
Program for future deployments.

u Satisfaction surveys were conducted with
program participants for the compensation
and pension programs, the insurance pro-
gram, and the loan guaranty pro g r a m .
Taken as a whole, veterans were more sat-
isfied than dissatisfied with VA p e r f o r-
mance. Nationally, 59 percent of all sur-
veyed veterans were satisfied with the way
VA handled their claims. Ninety percent of
veterans who evaluated the insurance pro-
gram gave VA a high rating, and only five
percent gave VA a low rating. Lenders,
under the loan guaranty pro g r a m ,
e x p ressed a high degree of satisfaction
(90 percent) with their overall interaction
with VA.
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u VAimproved the timeliness for all its major
work products in the compensation and
pension programs. During FY 1997, origi-
nal compensation claims were completed
in an average of l33 days, down from 144
days during the previous year. Other end
p roducts had similar impro v e m e n t s .
However, the Department met its annual
goal for only one measure, timeliness of
dependency and indemnity compensation.

u Timeliness of education claims processing
far exceeded the annual goal, completing
claims in an average of 12 days compared
with the plan of 24 days. This is an
improvement of eight days from the FY
1996 level of performance.

u The number and percentage of veterans
who successfully completed a program of
vocational rehabilitation exceeded the
annual plan. Approximately 88 percent of
all program participants who ended a pro-
gram were deemed to have been effective-
ly rehabilitated. This means they found
suitable employment and held their job for
at least six months.

u Tahoma National Cemetery, the 115th VA
national cemetery and the first in the State
of Washington, opened in September 1997.
The first phase of construction, covering 43
acres of the 160-acre site, will allow for
m o re than 10,000 gravesites and 4,000
niches for cremated remains. With more
than 600,000 veterans living in Washington
State, including 400,000 in the Puget Sound
area, it is anticipated that Tahoma will
quickly become one of VA’s busiest nation-
al cemeteries.

u The Department expanded its second
inscription program to 38 national ceme-

teries. Instead of replacing the headstone
with one that includes the added informa-
tion, now the information is added to the
original headstone. In August 1997, the
cost savings realized by this pro g r a m
passed the $1  million mark.

u In addition to improving timeliness by 44
percent, VA’s Board of Veterans’ Appeals
issued 43,347 decisions, the highest total
since FY 1991.

u The VA Franchise Fund completed the first
year of operations with revenue of $59.2
million.

u A veteran-focused information technology
(IT) architecture project was initiated to
ensure that VA uses technology to provide
better service to veterans and other cus-
tomers and program management support
services, to include development of an IT
vision and identification of critical issues
and major decision points and time frames.

Houston National Cemetery  includes a  unique structure
called a hemi-cycle, the only one of its kind in the National
Cemetery System.
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VA Employment and
Expenditures

The Department of
Veterans A ffairs full
time equivalent (FTE)

employment dropped by
10,348, or 4.7 percent, dur-
ing FY 1997. Since 1993, FTE
has declined by 22,690 or 9.7
p e rcent. The Department’s
outlays for the fiscal year
w e re $39.3 billion. A f t e r
adjusting outlays to account
for inflation, using 1969 as
the base year, VA e x p e n d i-
t u res have experienced an
8.4 percent increase during
the last four years.

VA and Treasury Pilot –
Smart Cards

In partnership with the Tre a-
sury Department, FMS,
VISA, and NationsBank,

VA implemented two pilot
p rograms, one at the Bro n x
VAMC and the other at the
Tampa VAMC. The pilot pro-
grams will place VISA Cash in
the hands of patients, physi-
cians, visitors, volunteers, and
e m p l o y e e s .

The Smart Card is aimed
at improving services, re d u c-
ing government costs, and
s t reamlining federal opera-
tions. During the pilot, VA
will test the Smart Card in a
variety of applications: inte-
grated cash registers and
terminals, vending machines,
and cashless ATMs that trans-

FINANCIAL MANAGEMENT HIGHLIGHTS
fer cash value onto reloadable
c a rds. Participants will use
the cards to make purc h a s e s
at food courts, retail store s ,
and vending machines at the
two medical centers.

Payroll
Electronic Payments

In FY 1997, the Depart-
ment achieved its goal of
95 percent participation

for employee salary payment
via Direct Deposit/Electro n i c
Funds Transfer (DD/EFT),
up 5 percent over the prior
two years.

Governmentwide
Commercial Purchase
Card Program

The IMPA C / P u rc h a s e
C a rd Program contin-
ued to show unpre c e-

dented growth in FY 1 9 9 7 .
Some 34,000 card h o l d e r s
placed over 1.5 million elec-
t ronic transactions on their
I M PAC Purchase Cards. This
re p resents over $797 million in
p u rchased goods and services.

The Department achieved
its goal of making 90 percent
of its micro - p u rchases with
the IMPAC card. VA’s Credit
C a rd System (CCS) was
instrumental in achieving this
goal. The CCS provides the
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Financial Services Center in
Austin, TX, with the capabili-
ty to download transaction
files from the contract bank as
a single invoice; process pay-
ments daily thro u g h
E l e c t ronic Funds Tr a n s f e r
(EFT); and post the transac-
tions automatically to the
VA’s field station accounts via
the integrated FMS account-
ing system. 

All VAfacilities can now eas-
ily access the CCS and make
accounting changes, with the
system automatically doing
e x p e n d i t u r e
transfers. The
s y s t e m ’ s
re e n g i n e e r i n g
has enabled VA
to take maxi-
mum advan-
tage of re b a t e s
o ff e red under the IMPAC con-
tract. During FY 1997, VA
earned a rebate in excess of
$5.1 million  which is pro j e c t e d
to grow to more than $5.5 mil-
lion in FY 1 9 9 8 .

Prime Vendor

Prime Vendor – a multi-
billion dollar pro c u re-
ment pro g r a m – pro-

vides VA medical centers with
a simple, efficient, and cost
effective way to order recur-
ring goods and supplies, typ-
ically in the pharmaceutical,
subsistence, and medical/sur-

given to include additional
Prime Vendors in the pro-
gram. 

The payment program pro-
vides a number of substantial
benefits to all participants: the
prime vendor is assured of
timely payment; the contract
bank gains the opportunity to
process business not normally
c a p t u red in its credit card
market; and VA quickly initi-
ates a full electronic business
cycle, dramatically re d u c i n g
the processing time. VA’ s
Prime Vendor Payment
Program is an excellent exam-
ple of an innovative partner-
ship between the public and
the private sectors.

Prompt Pay

In FY 1997, VA p ro c e s s e d
m o re than 4 million in-
voices re p resenting over

$6.5 billion, subject to the
Prompt Payment Act. Over 91
percent of these invoices were
paid on time, an 8 perc e n t
i n c rease over the 83 perc e n t
on-time rate in FY 1996. The
continuing development and
extensive use of our Electron-
ic Commerce initiatives
i n c reased our electronic ven-
dor payments to nearly $3
billion for FY 1997, as com-
p a red to $2.7 billion for FY

gical areas. Prime Ve n d o r
offers VA a variety of goods
from numerous manufactur-
ers at low, negotiated contract
prices.

A payment system, mod-
eled on VA’s immensely suc-
cessful IMPAC Credit Card
System, was implemented to
facilitate the electronic pro-
cessing of prime vendor
invoices. VA accepts a daily
transaction file for prime
vendor invoices from First
Bank Systems (FBS)/Rocky
Mountain Bankcard System

( R M B C S ) ,
then posts
those trans-
actions to
VA’s inte-
g r a t e d
a c c o u n t i n g
system, and

remits an electronic payment
to FBS/RMBCS. 

Implemented in September
1996 at the Philadelphia Med-
ical Center, the pro g r a m
expansion is now fully opera-
tional. During FY 1997, the 98
participating VA medical cen-
ters placed over 88,850
transactions for over $231 mil-
lion in goods and services.
T h rough the first quarter of
F Y 1998, 108 facilities
processed 47,975 transactions,
totaling over $149 million for
a single pharmaceutical prime
v e n d o r. A p p roval has been

ANNUAL REPORTS
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1996. A d d i t i o n a l l y, the
Department undertook an
a g g ressive approach in
implementing the Govern-
mentwide commerc i a l
p u rchase card pro g r a m .
Our purchase card dis-
bursement for over 1.5
million transactions in FY
1997 was $797 million.

The Department has placed
special emphasis on Prompt
Payment and has initiated the
following efforts to improve
payment performance:

u Implemented a new Prime
Vendor Payment System
( P V P S ) – The PVPS is an
e l e c t ronic payment pro-
gram that works thro u g h
VA’s existing Credit Card
System, disbursing pay-
ments to vendors for sub-
sistence and pharmacy
p u rchase ord e r s .

u Successfully implemented
the piloted fast pay pro c e-
d u res for certified invoices
under $1,000 at fifty-seven
field stations. Further, the
VA’s Financial Services
Center has undertaken a
statistical sampling fast
pay program for invoices
under $2,500. Fast pay pro-
c e d u res increased the
timeliness of payments by
allowing post payment cer-
tification (in accord a n c e
with the U.S. General

Accounting Office Manual
for Guidance of Federal
Agencies, Title 7) while
reducing interest penalties
and lost discount pay-
ments. FY 1997 intere s t
penalties totaled $2.1 mil-
lion, a decrease of $1.3
million, or 39 percent, as
c o m p a red to $3.4 million in
F Y1 9 9 6 .

An application was devel-
oped to provide vendors
d i rect access to our vendor
inquiry system through the
Internet. This World Wi d e
Web application stores 90
days of payment status infor-
mation. As of September 30,
1997, 63 vendors are using the
Vendor Inquiry System Inter-
net Download Procedures.

Over 91 percent of VA’s invoices were paid on time, an 8 percent
increase over FY 1996

Debt Management

VA has long been
re g a rded as a
leader in the

federal debt management
c o m m u n i t y. VA’s Debt Man-
agement Center (DMC)
oversees a centralized, auto-
mated collection system that
employs every collection
tool available to federal
agencies. This is an eff i c i e n t ,
c o s t - e ffective operation that
emphasizes both the pre v e n-
tion and the collection of
debt. In FY 1997, the cost of
operating the DMC totaled
$5.65 million (including
A D P support provided by
other offices), while DMC
cash collections (excluding
o ffsets) totaled over $82 mil-
lion, resulting in a ratio of
$14.53 in cash collections for
every dollar spent. To t a l
DMC collections exceeded
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$317 million, resulting in a
total cost to collection ratio
of $56 collected for every dol-
lar spent. 

In order to maintain VA’s
leadership position in the fed-
eral debt collection communi-
ty, the Department has moved
closer to its goal of consolidat-
ing all significant VA d e b t
p rograms into one central-
ized, automated collection
system. Historically, the man-
agement of VA’s major debt
p rograms was divided into
two categories: first-party
medical care cost re c o v e r y
(MCCR) and the recovery of
VAbenefit debts. Most benefit
debts have been housed in an
automated system and man-
aged by the DMC for many
years. During FY 1997, billing
processes for first-party med-
ical debt were automated at
VA’s Automation Center in

Austin, Texas. Significant
p ro g ress was made toward
automating payment pro c e s s-
ing for these receivables at a
lockbox administered by a pri-
vate contractor. The automa-
tion of these functions will
save on postage costs and will
f ree MCCR re s o u rces fro m
time-consuming clerical tasks.

In 1998, the referral of delin-
quent medical care debts
(those that are more than 90
days old) to the DMC for lim-
ited collection management
activity will be completed.
This referral, which will help
implement a re c o m m e n d a t i o n
by the National Performance
R e v i e w, is consistent with the
Department’s strategy of
achieving maximum consoli-
dation of debt. VAcontinues to
work toward the referral of all
first-party debt to the DMC for
the management of all collec-

tion activity. Such centraliza-
tion should not only incre a s e
the collection rate, but should
also significantly lower the
cost of collection. The central-
ized operation at the DMC is
m o re efficient than re q u i r i n g
each medical center to manage
the collection of its bills.
During 1998, VA will continue
to develop and modify the sys-
tems that allow the DMC to
manage all first-party medical
c a re receivables (including
nondelinquent re c e i v a b l e s ) .

After reviewing all of its re g u-
lations governing the manage-
ment of VAbenefit and medical
c a re debt, the Department has
drafted new regulations which
will reduce the volume in this
a rea by more than 50 perc e n t .
These revised regulations have
yet to be published, pending
the release of the re v i s e d
Federal Claims Collection
S t a n d a rds by the Tre a s u r y
Department. Treasury is expect-
ed to publish these standards in
F Y 1998; VA’s regulations will
be published shortly therea f t e r.

VA has been working with
the Treasury Department to
implement the re q u i re m e n t s
of the Debt Collection
I m p rovement Act of 1996
(DCIA) and to take advantage
of the expanded debt collec-
tion authority under this law.
VA recently reached agre e-
ment with Treasury on the
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a p p ropriate  amount of debt
eligible for referral to Tre a-
sury for offset ($334 million)
and for cross-servicing ($699
million). Over $261 million
worth of the eligible amount
has been re f e r red to Tre a-
sury’s offset program. During
fiscal year 1998, it is expected
that all eligible debt housed at
the DMC and all eligible first-
party medical debt (which
comprise over 80 percent of
eligible VA debt) will be
re f e r red to Tre a s u r y. Ve t e r a n s
Benefits A d m i n i s t r a t i o n
(VBA) and Veterans Health
Administration (VHA) are
currently developing plans to
achieve referral of the remain-
ing debt.

OMB recently approved the
DMC’s application to operate
as a franchise fund. In A p r i l
1997, the DMC applied for
designation as a federal col-
lection center, under the
provisions of the DCIA, and is
awaiting a decision from Trea-
s u r y. The DMC has alre a d y
begun making changes to its
automated system that will
allow for the servicing of
other agency debt, should its
application be approved.

FEDERAL MANAGERS’
FINANCIAL INTEGRITY ACT
(FMFIA)

In FY1997, VAclosed two mate-
rial weaknesses: (1) Insurance

System– Lack of Adaptability and
Documentation; (2) Contro l s
Over Prescriptions for Patients
Treated at More Than One
F a c i l i t y.

u Insurance System – The
system was completely
redesigned. All obsolete
insurance computer pro-
grams were rewritten. The
mainframe computer sup-
porting the processing of
insurance payments was
replaced with a larger and
m o re modern machine.
All insurance central pro-
cessing is now done on a
single mainframe.

u Controls Over Prescrip-
tions for Patients Treated
At More Than One Facili-
t y – VHA i n c o r p o r a t e d
the Pharmacy Practices
S o f t w a re into the Clinical
Information Resourc e s

Network (CIRN). The
CIRN will monitor and
prevent the distribution of
duplicate prescriptions.

P ro g ress continues on the
remaining material weakness-
es, four of which re q u i re d
adjusted completion dates.

u Aging, Antiquated and
Obsolete Hardware and
Software Systems – A l l
planned actions have been
competed. The eff e c t i v e-
ness of these changes is
being evaluated. Closure
will be requested in FY
1998.

u Lack of Adequate Con-
tingency Planning – The
Austin Automation and
Financial Services Centers
tested and completed
their contingency plan-
ning efforts before
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conducting a survey of the
state of contingency plan-
ning in all VA f a c i l i t i e s .
Completion of the materi-
al weakness, however,
hinges on testing the con-
tingency plans at VA’ s
Hines and Philadelphia
data centers.

u Mission Performance of
the Education Processing
System, Chapter 1606,
Reserve Educational Assis-
tance Program – T h e
c u r rent A D P system pre-
vents implementation of
monthly certification, and
causes significant overpay-
ment errors and delays in
payment. Funds were
recently re - p rogrammed to
accelerate development of
a redesigned system.

u Lack of Adaptability and
D o c u m e n t a t i o n in the
Compensation and Pen-
sion System – The
planned VETSNET sys-
tem solution has been
delayed by three months,
pushing its scheduled
completion into FY 1999.

VA is reporting no new mate-
rial weaknesses in FY 1 9 9 7
and it has no specific GAO
High Risk Area.

In FY1997, VAalso closed one
Internal High Priority (IHP)
A rea, VHA R e s o u rce A l l o c a-
tion, by implementing the

erans Claims and Appeals Pro-
c e s s i n g .

Noteworthy pro g ress was
made on the Veterans Claims
and Appeals Processing IHP.
The Board of Ve t e r a n s
Appeals (BVA) made signifi-
cant improvements in pro-
ductivity and timeliness. BVA
issued 43,347 decisions, a 27.7
percent increase over FY 1996.
Average response time was
334 days, a reduction of 43.9
p e rcent from the 595 days
re c o rded at the end of FY
1996. The Board also put
greater emphasis on stream-
lining the appeal process by
p roviding overtime funds,
training, conferences, and
satellite broadcasts to reduce
the backlog of cases awaiting
certification for BVA call-up
as well as remands. This

Veterans Equitable Resourc e
Allocation (VERA) s y s t e m .
V E R A e n s u res that eligible
veterans with similar eco-
nomic status have equal
access to medical care, regard-
less of where they live in the
United States. 

VA identified three new
IHPs: Accounting of Entitle-
ment Accounts, Portfolio Loan
Accounting, and To l l - F re e
Telephone Service for Educa-
tion Claims. In addition, the
following IHPs were carried
into FY 1998: Integration of
V B A’s Small PC A p p l i c a t i o n s
with FMS, Portfolio Loan
Accounting, Security of VA
Internet Gateways, Space
Acquisition Process, Year 2000
Computer Compliance, Wo r k-
ers’ Compensation Pro g r a m ,
Real Property and Personal
P roperty Accounting and Ve t-

u Accounting of Entitlement Accounts

u Toll-Free Telephone Service for Education Claims

u Integration of VBA’s Small PC Applications with FMS

u Portfolio Loan Accounting

u Security of VA Internet Gateways

u Space Acquisition Process

u Year 2000 Computer Compliance

u Workers’Compensation Program

u Real Property Accounting

u Personal Property Accounting

u Veterans Claims and Appeals Processing

Internal High Priority Areas
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resulted in a reduction of
cases in pre-certified status by
some 24,500.

IG Amendments Act of
1988 Management Report
on Final Action

T
he VA was successful in
collecting more than
$32.8 million in disal-

lowed costs from VA contract-
ed suppliers.

Departmentwide, 65 re p o r t s
with at least one unimple-
mented recommendation have
been pending final action for
over one year. This is a signifi-
cant reduction from past fiscal
years when automated data
system changes, collection
and/or write-off activities,
development and implemen-
tation of new regulations or
d i rectives, federally mandated

certification, and 31 U.S.C.
3801-3812, the Program Fraud
Civil Remedies Act of 1986.
The VBA Loan Guaranty
Service and the Office of
Inspector General have
advised us that no penalties
w e re assessed under either
statute in FY 19 9 7 .

training initiatives, recent leg-
islation, and scarce financial
re s o u rces have contributed to
d e l a y s .

Civil Monetary Penalties
Report to Treasury

VA
pursues the
assessment of
such penalties

under two statutes: 38 U.S.C.
3710, for false housing loan
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ANALYSIS OF FINANCIAL CONDITION

The a s s e t s on VA’s State-
ment of Financial
Position have remained

very stable over the past ten
years. The chart, VA A s s e t s ,
trends four of the major com-
ponents of VA assets.

Fund Balance  with Tre a -
s u r y has grown since 1992
when the Credit Reform A c t
re q u i red up-front funding of
loan guarantees. I n v e s t m e n t s
a re principally in non-mar-
ketable U.S. Treasury special
bonds owned by VA’s life
insurance programs. Ve t e r a n s
benefit programs, principally
home loans and veterans life
insurance policy loans, domi-
nate R e c e i v a b l e s . Also, since the
early nineties, Medical Care
Cost Recovery Programs have
caused a dramatic rise in

patient and third-party insur-
ers’ medical debts. As of
September 30, 1997, re c e i v-
ables are shown net of an
Allowance for Doubtful
Accounts of $1.3 billion. VA
Receivables Delinquent over
180 days at September 30,
1997, were $1.3 billion. VA
re f e r red $.2 billion to the Tre a-
sury Offset Program during
F Y 1997. It also wrote off $.7
billion in non-judicial fore c l o-
s u re debt during FY 1997. N e t
P ro p e r t y, Plant, and Equipment
reflects growth due to the capi-
talization of impro v e m e n t s
over the years. An addition
during this fiscal year was the
capitalization of $163 million
to the buildings account for
the main hospital and admin-
istration buildings at the VA
Palo Alto Medical Center dam-

aged in the 1989 earthquake.

Funded Liabilities have also
remained stable over the
years. The chart, VA F u n d e d
Liabilities, trends three of the
major components of VA
Funded Liabilities. 

Liabilities for Loan Guarantees
have grown since the Cre d i t
Reform Act re q u i red up-fro n t
funding for all federal loan pro-
grams. The steady increase in
Insurance Policy Reserves re p re-
sents the maturing of the life
insurance contracts. B o r ro w i n g
f rom Tre a s u r y totally relates to
the Housing Credit A s s i s t a n c e
P rogram. The increased Bor-
rowing from Treasury in FY
1997 was only temporary. The
Housing Credit Financing
Accounts repaid $1.6 billion
during October 1997.
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Unfunded Liabilities h a v e
been very volatile in re c e n t
years. The chart, Unfunded
Liabilities, trends four of the
major components of VA
Unfunded Liabilities. 

F e d e r a l Employees Compen-
sation Act Liability re p re s e n t s
an actuarial estimate of future
years’ payments for VA c a s e s
c u r rently on the roles. A f t e r
i n c reasing for many years, this
liability has come down lately,
due to the diligent efforts of
V H A to manage the costs of
this program by re t u r n i n g
employees to light duty and
similar efforts. The unfunded
liability Reserve for Losses on
Guaranteed Loans has declined in
recent years due to the Cre d i t
Reform re q u i rement to fund
guarantees up front. 

The big fluctuation in VA’ s
Statement of Financial Position

over the past five years is attribut-
able to the unfunded liability for
Ve t e r a n s ’ Compensation, Burial and
Pension Benefits. This actuarial
estimate of future years’ pay-
ments is very susceptible to
changes in the discount rate used
to make the present value com-
p u t a t i o n .

Also, during FY 1997, VA
changed its method of
accounting for pension bene-
fits by disclosing it in a
Statement Note, but not

re c o rding it as a liability on
the Statement of Financial
Position. This accounting
change was made in accor-
dance with Statement of
Federal Financial A c c o u n t i n g
S t a n d a rds (SFFAS) No. 5,
“Accounting for Liabilities of
the Federal Government.”

The Pension Program is
needs-based where the bene-
ficiaries are subject to income
limitations. Many pension
payments are made to sur-
vivors of deceased veterans.
The Pension Program pay-
ments are non-exchange
transactions since the pay-
ments are not based solely on
prior military service. The
accounting for this liability is
similar to accounting for
social insurance pro g r a m s
(e.g. Food Stamps) where the
recognized liability equals
any unpaid amounts due as of
the reporting date. 

The liability for Compen-
sation and Burial Benefits is
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ment is re q u i red or not. This
liability was $23 million for
F Y 1997 and $14 million for
FY 1996. 

Beginning in FY 1992, a sep-
arate fund was activated at
the Treasury Department,
Medical Care Cost Recovery
( M C C R ) , to track the cost
recovery of medical care fur-
nished to insured veterans
who have no service-connect-
ed disabilities. The fund
p rovided a method for
re c o rding collection of funds
owed to VA while also show-
ing the costs for recovery of
those funds. Under the Med-
ical Care Cost Recovery
p rogram, VA was authorized
to retain enough of the recov-
ered monies to fund expenses
i n c u r red in the collection
activities nationwide.

Collections in excess of pro-
gram costs were transferred
to the Treasury’s general fund
in the early part of each suc-
ceeding fiscal year. The
MCCR collections transferred
to Treasury amounted to
$365,334,669 and $421,162,309
for FY 1997 (through June 30,
1997) and FY 1996, respective-
ly.

In FY 1998 the MCCR pro-
gram is being replaced by the
Medical Care Collection Fund
(MCCF). MCCF collections
will be transferred to the VA

recognized (shown as a liabili-
ty) on the Statement of
Financial Position since it is
viewed as an exchange trans-
action where the liability is
recognized because the veter-
an has earned it thro u g h
military service.

In accordance with SFFAS
No. 5, the actuarial model
used to compute future veter-
ans’ Compensation, Burial,
and Pension benefits was
modified re t roactive to FY
1996. The signficiant increase
is attributable to the fact that
the old methodology only
reflected the liability associat-
ed with those curre n t l y
receiving benefits and
i g n o red future re t ro a c t i v e
benefits and changes in bene-
fit levels for reasons other
than cost of living adjust-
ments. 

VA does not fund post-
re t i rement benefits such as
the Federal Employees Health
Benefit (FEHB) Program and
the Federal Employees Group
Life Insurance (FEGLI)
P rogram. VA also is not
re q u i red to fully fund the
CSRS pension liability.
H o w e v e r, SFFAS No. 4,
“Managerial Cost Accounting
Concepts and Standard s , ”
re q u i res recognition of Full
Costs in agency financial
statements. Therefore, VA has
recognized an expense and

imputed a financing sourc e
for the future cost of these
benefits and pensions while
its employees are still work-
ing. This expense was $771
million for FY 1997 and $769
million for FY 1996 and is
included in the Statement of
Operations and Changes in
Net Position (Deficit).

Certain legal matters to
which VA may be a named
party are administered and, in
some instances, litigated and
paid by other Federal agen-
cies. These primarily relate to
allegations of medical mal-
practice, but also include other
tort claims and contract dis-
putes. Generally, amounts
m o re than $2,500 to be paid
under any decision, settle-
ment, or award pertaining to
litigation are funded from a
special appropriation called
the Judgment Fund, which is
maintained by the Depart-
ment of the Treasury.

Contract dispute payments
re q u i re reimbursement to the
Judgment Fund by VA. In
a c c o rdance with OMB Inter-
pretation Number 2 of SFFAS
Nos. 4 & 5, VA has included a
l i a b i l i t y, imputed financing,
and recognized an expense
for pending legal claims that
will probably be paid by the
Judgment Fund. This liability
is established for all pending
claims whether re i m b u r s e-
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Medical Care appro p r i a t i o n
and remain available until
expended. These funds are
authorized for any purpose
that the Medical Care appro-
priation can be used. The
authority to transfer these col-
lections was effective as of July
1, 1997. Collections for the
final quarter of FY 1997 of
$139,520,655 were transferre d
t h rough MCCF to the Medical
C a re appropriation in Novem-
ber 1997.

If the Secretary determines
that the total amount to be
re c o v e red in FY1998 will be less
than the amount contained in
the Congressional Budget
O ffice baseline estimate ($604
million), the Treasury will
deposit the amount of the short-
fall in excess of $25 million into
M C C F. 

The preparation of financial
statements in conformity with
generally accepted accounting
principles for federal entities
re q u i res management to make
estimates and assumptions
that affect the amounts re p o r t-
ed in the financial statements
and footnotes thereto. This is
particularly applicable to the
amounts reported for unfund-
ed liabilities. Actual re s u l t s
could differ from manage-
ment’s estimates.

VA’s General Counsel has
determined that under cur-

rent law, service connection of
a disability or death may be
established if injury or disease
resulted from tobacco use in
the active military service. VA
a l ready has received and
begun to adjudicate tobacco
related disability and death
claims. OMB requested that
VBA’s FY 1999 budget sub-
mission include an estimated
cost of providing compensa-
tion for disabilities attribut-
able to tobacco usage.

The FY 1999 budget propos-
es legislation to disallow ben-
efits for those disabilities
acquired after military service
and based on nicotine depen-
dence beginning in the mili-
t a r y. This proposal would
prohibit service connection of
disabilities acquired after ser-
vice and based solely on it
being attributable, in whole or
in part, to use of tobacco
p roducts during service. It
would not preclude establish-
ing service connection based
on a finding that a disease or
injury became manifest or
was aggravated during active
service, or became manifest to
the requisite degree of disabil-
ity during any applicable
statutory presumptive period.
The savings from this propos-
al in FY 1999 are estimated to
be $741 million, with a projec-
tion of approximately $17 bil-
lion in savings over 5 years.

Results of FY 1997 Financial
Statement Audit

The Department received
a qualified opinion
f rom the Office of

Inspector General (IG). The IG
was unable to verify the
recorded balances for receiv-
ables, liabilities for loan guar-
antees, and credit re f o r m
resources payable to Teasury
as of September 30, 1997, due
to the inadequacy of VA’ s
accounting re c o rds. These
resulted from accounting pro-
cedural errors and/or ineffec-
tive internal controls. Their
e ffect on the reported bal-
ances could not be reasonably
determined.

In the report on the
Department’s Internal Conrol
Structure, five matters were
reported as material weak-
nesses: (1) VA-wide in f o r m a-
tion systems security contro l s ,
(2) Housing Credit A s s i s t a n c e
(HCA) Program financial
reporting (3) HCA P ro g r a m
d i rect loan portfolio, (4)
Guaranteed sales of vendee
loans, and (5) Accuracy of med-
ical receivable balances.

VA Financial Managers
c o n c u r red with the audit
findings and re c o m m e n d a-
tions. Detailed action plans
a re being implemented to
a d d ress the qualifications
and noncompliance.


