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VA 
	
                                  
      U.S. Department 
  of Veterans Affairs


Office of the General Counsel					In Reply Refer To: 02REG Washington DC 20420


Date:  January 14, 2015  

From:	Chief Impact Analyst (02REG)

Subj:	Economic Impact Analysis for RIN 2900-AP37/WP2011-061, Removing Net Worth requirement from Health Care Enrollment

To:	Director, Regulations Management (02REG)

	I have reviewed this rulemaking package and determined the following.

1.  This rulemaking will not have an annual effect on the economy of $100 million or more, as set forth in Executive Order 12866.  

2.  This rulemaking will not have a significant economic impact on a substantial number of small entities under the Regulatory Flexibility Act, 5 U.S.C. 601-612.   

3.  This rulemaking will not result in the expenditure of $100 million or more by State, local, and tribal governments, in the aggregate, or by the private sector, under the Unfunded Mandates Reform Act of 1995, 2 U.S.C. 1532. 

4.  Attached please find the relevant cost impact documents. 

(Attachment 1):  Agency’s Impact Analysis, dated January 9, 2015
(Attachment 2): CFO Concurrence memo, dated January 12, 2015


Approved by:
Michael P. Shores (02REG)
Chief, Impact Analyst
Regulation Policy & Management
Office of the General Counsel








(Attachment 1)


Impact Analysis for RIN 2900-AP37/WP2011-061
Title of Regulation: Removing Net Worth requirement from Health Care Enrollment

Purpose:  To determine the economic impact of this rulemaking.

Background:  On June 4, 2009 the Chief Business Officer, VHA posed a question to VA’s office of General Counsel (OGC) on whether VA “must” consider a Veteran’s net worth when determining whether a Veteran is eligible for VA health care benefits on the basis of being “unable to defray the expenses of necessary care” under the requirements of title 38 U.S.C. §17.22 (d)(1).  OGC issued VAOPGCADV 3-2009 which held that title 38 U.S.C. § 1722(d)(1) does not require the Secretary to consider a Veteran’s net worth . 

On July 24, 2014 the Secretary approved the discontinuing of the collection and use of a Veteran’s net worth information for purposes of VA health care enrollment. 

This rulemaking removes the requirement of 38 CFR 17.47(d) (5) which held that:

“Notwithstanding the attributable income of a veteran, VA may determine that such veteran is not eligible under paragraph (d)(1) and (2) of this section if the corpus of the estate of the veteran is such that under all the circumstances it is reasonable that some part of the corpus of the estate of the veteran be consumed for the veteran's maintenance. The corpus of the estate of a veteran shall be determined in the same manner as determinations are made with respect to the determinations of eligibility for pension under § 3.275 of this chapter. The term corpus of the estate of the veteran includes the corpus of the estates of the veteran's spouse and dependent children, if any.”

      Historically, VA considered both the Veteran’s annual income and the corpus of the estate (i.e., net worth) when determining a Veteran’s eligibility for health care enrollment purposes.  Certain Veterans, who would have been eligible for a higher enrollment priority category for VA care based on their annual income, were deemed ineligible because the net value of their assets was too high, placing them in a lower enrollment priority category as a result.  Additionally, reporting asset information imposed a significant paperwork burden on Veterans, and necessitated the dedication of VA administrative resources to verify the reported information.  

      In an effort to lessen out-of-pocket costs for lower-income Veterans, VA is removing the requirement to consider the Veterans net worth; this change becomes effective on January 1, 2015.  The elimination of the requirement that Veterans report their net worth, will enable more Veterans to qualify for a higher enrollment category (i.e. Priority Group 5, PG5), enabling  more  Veterans to lessen their out-of-pocket costs for VA health care, thus making health care more affordable for lower-income Veterans. 

     VA seeks to amend 38 CFR 17.47(d) by removing paragraph (5). This change will additionally reduce the paperwork burden for Veterans, and decrease the administrative resources VA allocates for verification of a Veteran’s net worth.

Cost Benefit:  This rulemaking aligns the Code of Federal Regulations with the statute and makes health care more affordable for lower-income Veterans, etc.  

Methodology/Assumptions: VA estimates the elimination of net worth reporting will positively impact 37,670 Veterans in the first year of implementation by reassigning them from Priority Groups 7 and 8 (PG7 & PG8) to Priority Group 5 (PG5), and 107,855 Veterans over a five (5) year period following implementation.

· Total Veteran enrollment in the VA health care system increased on average by 2% per year, during a five year period (2010-2014).  VA utilized this 2% average to estimate future enrollment projections for this analysis.  
· Removal of Net Worth from consideration when assigning enrolled Veterans to priority groups, will primarily affect only those Veterans with incomes below VA’s income threshold. 
·  A “2007 Means Test Simulation survey of consumer finances” showed that on average, 2% of the Veterans who had incomes low enough to qualify for PG5 were assigned to PGs 7 & 8, because the combination of net worth and income placed them above the VA threshold for enrollment in PG5.
· It is anticipated that Veterans already enrolled in PGs 7 & 8 will request a review of their priority group assignment as in response to VA notification letters of the January 1, 2015 policy change removing the net worth requirement and media coverage.
· Based on the 2007 survey, historical data, Veteran utilization of VA financial distress programs, and notification efforts it is estimated that approximately 4% of Veterans currently assigned to PGs 7 & 8 will be assigned to PG5 during 2015.  This estimate includes the number of new enrollees assigned to PG5 during 2015 who would otherwise have been assigned to PGs 7 & 8. For subsequent years 2% was used to estimate the number of newly enrolled Veterans assigned to PG5 who would otherwise have been assigned to PGs 7 & 8. 
·  A review of data from FY2014 reveals that 77.83% of Veterans in PG7 and 76.32% of Veterans in PG8 will receive care that results in a 1st party collection. 
· The projected Medical CPI index is 2.7% for 2015, 3.6% for 2016, and 3.8% for 2017, 3.9% for 2018 and subsequent years.  This rulemaking will impact 1st party collections for outpatient services, inpatient deductibles and per diem charges for inpatient care.  Outpatient copayments and inpatient per diem charges have been fixed for several years and are not projected to increase at this time.  Inpatient deductibles however, are subject to annual increases with an average increase, for PG 8 Veterans between 2010 and 2015, of $32 per year.  The vast majority of 1st party collections affected by this rulemaking are derived from outpatient services, with inpatient deductibles and per diem charges for inpatient care making up a smaller portion of collections.  Therefore a lower rate of medical inflation than the traditional Medical CPI index was utilized in this analysis to reflect the dynamic of fixed and variable patient cost sharing.  We adjusted the Medical CPI factor to reflect 25% of the projected CPI for each applicable year 0.68%, 0.90% and 0.95% for CY 2015, 2016 and 2017, respectively. [2.7%/4 = 0.68% for 2015]
· Only 1st party collections of inpatient and outpatient copayments will be impacted by this rulemaking.  Copayments for long term care and pharmacy are not impacted by this rulemaking; third party billing and collections are also not impacted.
· VHA anticipates some reduction in administrative costs for processing, and verification of Means Tests as a result of this change.  Administrative costs were not factored into this impact analysis because they are expected to be minimal and the resources will be able to devote more time to other health care and customer services.

The number of billable Veterans in PGs 7 & 8 who did not meet the Net Worth income and asset threshold are now eligible to move to PG5; the net effect was calculated by: subtracting the number of Veterans enrolled in PGs 7 & 8 from the number of Veterans enrolled in those priority groups in the previous year, to include multiplying the product by the percentage of Veterans in those priority groups with 1st party collections (PG7 = 0.7783) and (PG8 = 0.7632).
 [PG 7 (167,817 – 174,809 = 6,992] then [6,992 * 0.7783 = 5,442]

The estimated average 1st party collection per Veteran was calculated by: multiplying the previous year’s average collection per Veteran in PGs 7 & 8 by ¼ of the Medical CPI inflation factor for the current year. 1st party collections for Veterans in PG7 for 2014 averaged $162.00 per Veteran.  To estimate the effect of inflation on 2015 1st party collections, $162.00 was added to the product of $162.00 multiplied by the inflation factor of 0.68% to arrive at the 2015 estimated average collection per Veteran. 
[$162.00 + ($162.00 * 0.68%) = $163.00 (rounded)]

To estimate the decrease in 1st party collections; the number of Veterans reassigned from PGs 7 & 8 were multiplied by the PG’s 1st party collections. [PG7: 5,442 x $163.00 = $887,580 (rounded= $888,000)] and [PG8: 32,228 x $147.00 = $4,737,001 (rounded = $4,737,000)]




	FY
	Veterans Impacted moved to PG5
	Decrease in PG7 Collections (1st party collections only)
	Decrease in PG8 Collections (1st party collections only)
	Total Decrease                 (1st party collections                  only)

	2015
	37,670
	($888,000)
	($4,737,000)
	($5,625,000)

	2016
	55,751
	($1,325,000)
	($7,074,000)
	($8,399,000)

	2017
	73,471
	($1,763,000)
	($9,411,000)
	($11,174,000)

	2018
	90,837
	($2,201,000)
	($11,749,000)
	($13,950,000)

	2019
	107,855
	($2,639,000)
	($14,086,000)
	($16,725,000)

	5 Year Total
	
	($8,817,000)
	($47,056,000)
	($55,873,000)


Note: Numbers in table may not add up due to rounding


Estimated Impact: VA has determined that by discontinuing the collection and use of a Veteran’s net worth information for purposes of VA health care enrollment, VA will experience a decrease in 1st party collections from PGs 7 & 8.  VA has determined that the decrease in these collections will result in loss revenue collections to VA.  The loss of revenue collections associated with this rulemaking is estimated to be $5,625,000 in FY2015 and $55,873,000 over a five year period.  

Submitted by:
Kristin J. Cunningham
Director, Business Policy
VHA Chief Business Office
Washington, DC
January 9, 2015


















(Attachment 2)
(Memo also applies to AP37)
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