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VA’S PROGRESS IN COMPUTER MODERNIZA-
TION AS A PART OF THE OVERALL STRATE-
GIC PLANS

WEDNESDAY, JUNE 19, 1896

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON COMPENSATION, PENSION,
INSURANCE AND MEMORIAL AFFAIRS,
COMMITTEE ON VETERANS’ AFFAIRS,
Washington, DC.

The subcommittee met, pursuant to call, at 10 a.m., in room 334,
Cannon Building, Washington, DC 20515, the Honorable Terry Ev-
erett, (chairman of the subcommittee), residjné.

Present: Representatives Everett, &eller, vans, Montgomery,
and Kennedy.

OPENING STATEMENT OF CHAIRMAN EVERETT

Mr. EVERETT. Before we begin, I'd like to call everyone’s atten-
tion to copies of the revised media advisory concerning today’s
hearing on the table in the back. The one that went out yesterday
was a strongly-worded release, and I want to state my regrets to
both GAO and the VA for the ruckus it stirred up. Modernization
is not a partisan issue, it is also not a——

I hope that we can all work together to ensure VBA’s and VA’s
success in serving the veterans.

Good morning. The subcommittee will come to order. Today, we
will hear testimony from the General Accounting Office and the
Department of Veterans Affairs regarding VA’s computer mod-
ernization program. This is our third hearing on the subject, and
I'm confident that we will have more as VA proceeds, because up
to now VA has been slow to do the upfront planning necessary to
ensure that systems development is part of a discipline and inte-
grative planning process that revolves around a strategic plan.

That’s not my opinion. It also comes from the GAO and the Cen-
ter of Naval Analysis.

We are here today because I'm convinced that VA and VBA must
conform to solid business dplanning methods in its operations, and
I'm not going to sit by and let the old ways continue. Caring, dedi-
cated employees on the front lines cannot make up for the weak
manaéement practices.

As GAO states, that this is a Government-wide program, I want
to see VA become the shining example of how to modernize com-
puter systems.

e}
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As recently as the May 3 Senate Appropriations hearing, VA
stated that tiey could not allocate improvements and claims proc-
essing to any particular incentive or factors such as reduced work-
load. That statement highlights the problem before us today, that
i8, in a time of tight resources how should an agency make resource
allocation decisions? Where does an agency like VA get the best re-
turn for the taxpayer dollars provided to care for the veterans. It
is bad public policy on our part to let those types of practices
continue,

I have often mentioned the GAO’s estimate of $300 million spent
on modernization since 1986, and I believe Secretary Vogel will ad-
dress that number in detail here today. That’s three administra-
tions and five Congresses that have been here since that’s been
going on, and there’s no real end, I'm afraid, inside.

The recent retrenchment of restructuring is a good example of ad
hoc planning that had budget considerations, not quality, as its
focus. But, as TQM pro&mnents would say, if you take care of qual-
ity cost comes down and customer satisfaction goes up. I would also
say that while I support the concept of restructuring, it cannot be
done in a vacuum. Kor instance, consolidation of compensation and
pension claims processing is a good concept, provided that you have
the necessary information systems in place ahead of time to ensure
nationwide access to information. Without such a system, the con-
fusion and frustration that will be experienced by both veterans
and employees will make today’s customer satisfaction issues seem
tame by comparison.

I'd like to just review a few quotes from the Center of Naval
Analysis report issued on March, 1995, just to illustrate the chal-
lenge VA faces internally. “The amount and complexity of change
is serious}% stressing the organization’s ability to integrate and
manage € cier'}%,l% the modernization projects that are underway
and planned.” A is systematically pursuing a growing number
of initiatives without a systematic and explicit corporate under-
standing of their consequences, bernefits, resource eftects, schedul-
ing and risks. Initiatives a:.e not analyzed or managed on a cor-
porate-wide or project-wide basis in an integrated and systematic
manner.” “VBA needs to strengthen its planning, and control and
integration process and structure for management implementation
of large, complex modernization projects and systems. We find
them generally weak.” “VBA did not put in place the necessary
management infrastructure improvements for implementing this
modernization program. Responsibility for integration and manage-
ment of complex programs has changed, it’s diffused, with no one
responsible and accountable.” As a resuit, we asked GAO to mon-
itor VBA's development of a plan, a business plan, strategic plan
or business plan and business process, reenqineering projects with
a focus on how those processes would be applied to ongoing and fu-
ture information resources modernization projects.

Mr. Dodaro, the Deputy Controller General, will testify today
about what they have found over the past year. Having read his
written testimony, I am very concerned about VA’s future ability
to improve its claim processing through enhanced computer tech-
nology. Weaknesses in organization and skills, noted by GAO and
CNA, do not lead me to feel confident we can continue to throw
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money at VA without some form of accountability that comes
through the discipline processes that GAO will discuss.

We also have a written statement from Ms. Rhoda Davis, a mem-
ber of the Claims Adjudication Commission, headed by Mr.
Melidosian. The committee appreciates the assistance the Commis-
sioner has given us, and we ;l,ook forward to the future of our mu-
tual efforts. . 4

Let me read a couple of the statements by Ms. Davis. Component
executives do not see the advantage of working at the department
level and are not.committed to doing so. Workload projections for
BVA and VBA are done in isolation. VBA is not participating in the
corporate database activities. No program or workload projections
are done beyond the budget year, requirements unlike other gov-
ernment benefit programs. No long-term program policy %}ranm'ng
is underway for the compensation and pension program. Program
policy is not being addressed by VBA engineering effort. While the
new VBA Strategic Management Committee holds promise, inte-
gration of major initiatives has not yet occurred. Other BVA offi-
cials are not aware of the Deputy Secretary’s meetings, and have
no input or action from them. The Assistant Secretaries, that might
do agenda planning and integration with strategic planning and
performance measures setting, as well as accountability, are not
parté;:liﬁating. ,

I will now recognize the Ranking Member for any comments he
may make.

OPENING STATEMENT OF HON. LANE EVANS

Mr. Evans. Thank you, Mr. Chairman. The Congress has long
been interested in VA’s plans to modernize its benefits delivery sys-
tem for many years, going back to the 1970s. It seéms that the
GAO has been reviewing and criticizing VBA’s modernization plans
for the same number of years. Overall, I believe that this has been
a healthy exchange; Congress has been properly exercising its over-
sight responsibilities in &estioning the wisdom of certain decisions
which may commit the Government to the expenditure of millions
of dollars.

I believe VBGA has made important progress in the last year n
attempting to manage its computer modernization efforts. For the
first time, VBA has a Chief Information Officer, who is ultimately
responsible for the success of VBA’s information technolo To-
gram. It has received several detailed reports from the C or-
poration in response to its quest for an independent assessment of
its information technology management, and I believe those reports
have been helpful to VA’s top management. In addition, VBA has
taken the advice of the GAO and begun a business process re-
engineering effort aimed at structuring its procedures for the next
century.

As both the CNA and the GAO have noted, VBA is engulfed by
external changes, and it has not made all of the management
changes that will ensure a successful outcome of its modernization
efforts. In addition, I believe that VBA is continuing its quest for
a replacement for the benefits delivery network before it has firmly
decided what that network’s capability should be and capacity
should be. I hope that we can discuss these issues during this hear-



4

ing in an open, honest, and nonpartisan manner, so that veterans
might be better able to be served by our combined efforts.

Mr. Chairman, I appreciate the hearing again today.

Mr. EVERETT. Th you, Lane. Mr. Montgomery.

OPENING STATEMENT OF HON. G.V. (SONNY) MONTGOMERY

Mr. MONTGOMERY. Thank you, Mr. Chairman and Mr. Evans.

I welcome our witnesses this morning.

I've been concerned over the years about our computer systems,
that we need to continue to update them. We need them in the hos-
ﬁigals and other areas of veterans to put the different services on

ine, and I think this hearing is very timely. The GAO report criti-

cizes modernization, we need to find out about it. I'm glad Mr.
Vogel is here, too. Maybe we can have a good exchange and find
out where we are headed.

Thank you.

Mr. EVERETT. Thank you, Mr. Montgomery. Mr. Weller.

OPENING STATEMENT OF HON. JERRY WELLER

Mr. WELLER. Thank you, Mr. Chairman, and, of course, I want
to commend you for your leadership on the timeliness of this par-
ticular hearing. I'm particularly anxious to hear Mr. Dodaro’s testi-
mony and his assessment of the VA’s progress on the subject mat-
ter of today, and, frankly, brinii.n the VA, not only into the 20th
Century, but working to bring the VA into the 21st Century.

I do want to point out a parochial issue of concern to many of
us in the Chicago metropolitan area, and a concern of the Illinois
Delegation regarding this particular modernization process, be-
cause some plans currently being considered could greatly affect
hundreds of working men and women in the Cook County area. I
do want to express some concern, Mr. Chairman reﬁa;rndin the po-
tential closing of the data processing center at the Hines VA facil-
ity and a consolidation effort with another facility in the southwest.

I'm anxious regarding this, because GAQ’s report makes more
than one reference to the Hines facility for its progress and use of
software equipment, and, frankly, I think it would be a shame and
a real mistake to close the Hines VA facility without weighing the
consequences of doing so.

So, Mr. Chairman, I'm anxious, like you, to hear the GAO’s rec-
ommendations. I do want to express my strong concerns regarding
what the VA is considering regarding the facility in the Chicago
area, and, of course, express the concerns of the Illinois Delegation
in opposition in the closing of the data processing center at the
Hines VA facility. So, with that, thank you, Mr. Chairman, look
forward to hearing the testimony.

Mr. EVERETT. Okay, thank you, Mr. Weller.

I want to also ask that all testimony and any of Ms. Davis’ testi-
mony be entered—complete testimony be entered into the record,
and any statements by the members be entered into the record.

Without objection, because of the small number of witnesses and
to allow us to follow up questions, today’s hearing will use a 10-
minute limit, instead of our usual 5 minutes.

Our first panel is composed of Mr. Dodaro, Assistant Comptroller
General from GAO, for Accounting and Information Management
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Division, accompanied by some of the GAO team that are working
on issues, Ms, Patricia Taylor, Ms Helen Lew and Mr. L.J. Latham.
Gene, welcome, and if you all will, please begin.

STATEMENT OF GENE L. DODARO, ASSISTANT COMPTROLLER
GENERAL, ACCOUNTING AND INFORMATION MANAGEMENT
DIVISION, GENERAL ACCOUNTING OFFICE; ACCOMPANIED
BY PATRICIA TAYLOR, DIRECTOR, INFORMATION RESOURCE
MANAGEMENT/HEALTH, EDUCATION, AND HUMAN SERV-
ICES; HELEN LEW, ASSISTANT DIRECTOR, INFORMATION RE-
SOURCE MANAGEMENT/HEALTH, EDUCATION, AND HUMAN
SERVICES; L.J. LATHAM, TECHNICAL ASSISTANT DIRECTOR,
OFFICE OF CHIEF SCIENTIST

Mr. DODARO. Good morning, thank you. We are pleased to be
here, Mr. Chairman and members of the subcommittee, to talk
about an important issue, as you have all indicated, which is VBA’s
efforts to streamline its business processes and to take greater ad-
vantage of information technology. This issue is critical to improv-
ing service delivery to veterans and controlling VBA’s costs of its
operations.

VBA is working to address these issues, but like many Federal
agencies there are some basic management and technical weak-
nesses that need to be overcome to take full advantage of the bene-
fits offered by information technology.

This morning, I would like to make four basic points. Number
one, there is a critical need for VBA to complete its business strat-
:.}%, clearly articulating how it intends to modernize its operations.

is strategy is needed to guide its reengineering efforts. It's need-
ed to make sure that new investments in technology achieve the
benefits that are expected. Also, the business strategy is an effec-
tive vehicle for the Congress, VBA and its customers to engage in
a constructive dialogue about what VBA’s priorities should be and
how it should go about improving service delivery.

Secondly, I want to underscore the urgent need for VBA to pre-
pare for the year 2000 transition. This is a monumental undertak-
ing, both in the ‘private sector and the public sector, in terms of
dealing with changing the computer software to accommodate this
change. Failure of the VBA and other Federal agencies to address
this issue could lead to major disruptions in services, particularly,
those that the veterans have become able to rely upon faithfully.
This is a very important issue, and I am going to elaborate on it
in a minute,.

Thirdly, I want to highlight some of the challenges facing VBA
in implementing new mandates that this Congress has levied upon
all Federal agencies to go about improving their information tech-
nology investments in a more disciplined, businesslike manner.
This i8 very important to make sure that the investments in tech-
nology directly relate to improved service to veterans, and that the
Federal agencies make wise use of taxpayer funds.

Fourth, and last, I want to talk about the need for VBA to make
needed improvements in its capability to develop computer applica-
tions. This capability is paramount to making sure that VBA's
managers have the tools at their disposal to become more efficient
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and provide more services at a higher quality and faster to the
veterans.

First, let me turn to the area of business process review and

lanning. These are two areas that we consistently identified in

ederal agencies that have been problems in using information
technology effectively, and we've noted this over the years. Number
one is leaping to buy technology without reengineering your busi-
ness processes. And, secondly, not having a clear business strategy
in mind first, before deciding upon what technology would be most
effectively used.

Now, VBA has fallen prey to these issues in the past, like other
Federal agencies, but they are working to try to rectify this situa-
tion. They've got an effort underway to develop a strategic plan,
and they've started a business ﬁrocess reengineering effort. ’lft'xese
activities are not complete, as I have noted in our statement, so we
have been unable to assess the merits of what’s coming out of these
proposals, but both are important initiatives that need to be
completed.

Basically, those efforts must be completed if VBA is really going
to be able to successfully deal with what I consider to be en-
trenched service delivery problems. I mean, we still have concerns
about the length of time, months that it takes to process initial
claims. There is a growing backlog of appeals. Half of the appeals
are remanded back to VA for further consideration, some more
than once, and a lot of these problems are very difficult ones.

Now, to VBA’s credit, in the past few years they have dealt with
a spike in their claims processing initiatives in the early 1990s, but
they did so by throwing what I would consider to be conventional
mana(fement techniques at it, increasing the use of overtime, hir-
ing additional employees, shifting the workload among the regions.
They brought that backlog down under control, but they still have
service delivery problems that are unacceptable to their customers,
and really achieving change needs to start with a clear articulation
of their plan.

The basic plan needs to be done in order to get some major serv-
ice breakthroughs. A lot of the activities VBA has been undertak-
ing over the years has been successful in controlling the workload
and tr}y;}ng to deal with the mounting problem, but they really have
not achieved major service breakthroughs that they, and the veter-
ans, and their other customers and stakeholders think are possible
in the process. And, none of this is really going to happen without
a clear business strategy.

Now, this plan needs to be able to be the formulation for setting
the priorities with the Congress on what VBA should be workin,
on, getting a clear consensus on how the quality of services ne
to be measured, and coming up with reasonable expectations for

rogress by VBA which the Congress could track over time. This

as been the clear expectation of the Government Performance and
Results Act passed by the Congress in 1993, to really bring about
changes in tﬁe culture of all Federal agencies to develop strategic
plans and set measurable goals and objectives to focus on results,
rather than just work flows and processes.

In addition to the business planning, there is an absolutely es-
sential need for VBA to get on top of this year 2000 issue. Basi-
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cally, what this involves is the difficulty of correcting the code of
the software running their computer applications. en a lot of
software was developed 20 years ago or so, memory was expensive,
so there is only a two-digit factor in most codes accounting for the
years. When the year 2000 comes, many computer applications will
read that as 1900, rather than 2000, and as a result any time-driv-
en decisions that are made by the computer systems, in terms of
calculation of interest costs, determination of eligibility for benefits,
calculating when loans are due, when interest is due, et cetera, are
basically going to be faulty, and this could lead to a denigration,
a serious denigration of services to the veterans. So, VBA needs to
make the investments in order to do this.

Now, this is a big problem for VBA, like a lot of agencies. A lot
of their software code was developed over 20 years ago, a lot of it
is not documented completely, and in some cases there is not docu-
mentation at all. So, this is going to take a consistent application
of their most experienced 1people to fix this problem. It is going to
take coming up with a clear strategy, estimating accurately the
costs and dedicating the resources necessary to do it, and also com-
ing up with a contingency plan in case these activities cannot be
done in time.

Industry experts recommend that all these problems be taken
care of by the year 1998, so that there is a year of execution and
working through the problems, but if that cannot be accomplished
they need a clear back-up plan. This could cause major, major prob-
lems with service delivery. ' C )

Another information technology issue deals with the need to
bring about more disciplined processes to the Government. One of
the factors that we have consistently cited across Federal agencies
over time, and a big difference between how the Government looks
at information technology investments and how leading organiza-
tions do in the private sector, is the fact that they do not ade-
quately measure risks, make sure that they have clear service ben-
efits that could be demonstrated and are going to lead to accom-
plishing your business goals, and thirdly, understanding what the
costs are going to be associated with those efforts.

VBA, historically, has had problems, like many agencies, with
this, in terms of really clarifying the benefits, costs and risks asso-
ciated with these projects. We note in my prepared remarks some
concerns that we have alonﬁ these lines with the current efforts to
redesign the software for the benefit payment system, and I'd be
haEpy to talk about that later.

ut, the major point here is that VBA needs to make major im-
provements in its processes for selecting, controlling and evaluating
its information technology investments, in order to meet these new
legislative mandates by the Congress, and to really bring about
businesslike processes and adequate return .on the taxpayers’ in-
vestments in computer equipment.

Lastly, I want to point out another area we think there needs to
be major efforts and improvements. That is VBA’s ability to de-
velop computer applications. We have been evaluating Federal
agencies’ capabilities to do this using the Software Engineering In-
stitute Computer Maturity Model Assessment. Qur assessment of
VBA’s processes on a scale of one to five is that the VBA currently
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is at the level one, the initial level, which is characterized by ad
hoc, occasionally chaotic software development activities.

We are very pleased that VBA agreed with us. They have begun
to hire the expertise that’s needed to develop a plan to improve
their capabilities in this area, but this area is one that often Fed-
eral agencies have neglected to make investments in over the
years. I hope that VBA continues to make the investments in this
area because it’s critical to actually being able to produce and put
in the hands of their managers applications that are going to 1m-
prove service delivery.

So, in summary, basically, VBA is heading in the right direction
in many areas, but effective implementation of a business strategy,
an IT investment aprroach dealing with the year 2000, and build-
ing its software development capabilities are absolutely essential if
modernization is to succeed.

{The Eg;‘gpared statement of Mr. Dodaro appears on p. 51.]

Mr. RETT. Gene, thank you for that testimony.

We're going to change things up a little bit, I don’t know if word
got to you prior to right now, but we've been asked by some of the
members if we would hear from both panels and then bring both
panels back up for all questioning.

Mr. DODARO. Sure. We're very flexible.

Mr. EVERETT. Thank you very much.

Our next panel is composed The Honorable John Vogel, Under
Secretary for Benefits, and he is accompanied by Mr. Mark Catlett,
the Assistant Secretary for Management, Mr. Dennis Duffy, the As-
gistant Secretary for Policy and Planning, and Mr. Newell Quinton,
VBA’s Chief Information Officer.

Good morning, John.

Mr. VOGEL. (good morning, Mr. Chairman

Mr. EVERETT. Whenever you are ready, please, proceed.

STATEMENT OF R. JOHN VOGEL, UNDER SECRETARY FOR
BENEFITS, DEPARTMENT OF VETERANS AFFAIRS; ACCOM-
PANIED BY MARK CATLETT, ASSISTANT SECRETARY FOR
MANAGEMENT; DENNIS DUFFY, ASSISTANT SECRETARY FOR
POLICY AND PLANNING; NEWELL QUINTON, CHIEF INFOR-
MATION OFFICER, VETERANS BENEFITS ADMINISTRATION

Mr. VOGEL. Mr. Chairman and members of the subcommittee,
thank you for inviting me here today. I'm pleased to have the op-
%ortunity to discuss with you the progress we have made in the

eterans Benefits Administration in the area of planning and in in-
tegrating our information technology activities into our plans.

ask that my written testimony be made a part of the record.

Mr. EVERETT. Without objection.

Mr. VogGeL. I wish to introduce the other panelists who are with
me today, Mark Catlett, the Assistant Secretary for Management
to my left, Dennis Duffy, the Assistant Secretary for Planning and
Policy, and to my immediate ri%ht Newell Quinton, the Chief Infor-
mation Officer of the Veterans Benefits Administration.

As I mention in my written testimony, VBA has made significant
progress in our planning efforts, efforts which I hope will not be
dismissed as insignificant. We've invested a great deal of time and
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energy in develo%ing integrated business plans, which will become
the basis for the budget we present to you early next year.

We are excited about those plans. They will provide a com-
prehensive illustration of each of our business lines, along with our
performance objectives and indicators; measures for determining
success; and total resource requirements, including support activi-
ties such as information technology. This will be a dramatic change
because we’re getting away from traditional planning and budget-
ing along organizational lines and moving toward business lines
with a focus on outcomes.

I regret that Commissioner Davis’ statement did not report the
progress VBA has achieved in implementing. a strate%-,ilc3 Xlanning
process. Specifically, her statement failed to note that has es-
tablished revised Mission, Vision, Values, Goals and Core Perform-
ance measures at a July 1995 conference of VBA executives. This
work is the foundation for development of our VBA Business Plan.

She also failed to note that we submitted three business plans—
Insurance, Loan Guaranty and Educational Assistance, with our
1997 Congressional Budget request. These plans include perform-
ance objectives and indicators, and link initiatives to specific re-
source requests. :

She also failed to note that we’re completing work on our first
comprehensive business plan, which will cover all business lines
and will integrate all initiatives—IRM, restructuring, reengineer-
ing—toward the common goal of improving benefits delivery.

VBA has much more work to do before we’ll be satisfied with our
abilities to present our operations on a fully coordinated and inte-
grated basis. We've made progress to date and look forward to
more successes in the future. :

We appreciate the favorable support we've received from the sub-
committee staffs in the briefings we've provided to them. We look
forward to their continued input as our strategic planning efforts
mature. .

Once our plan is in place, all initiatives will be assessed against
that plan. 'I%e decision to pursue a good idea will be based on its
consistency with established strategic %uidance and the availability
of clear and a%propriate performance objectives and indicators.

To ensure that an initiative undergoes a comprehensive and ob-
jective review, I've established a Strategic Management Committee
chaired by the Deputy Under Secretary for Benefits, Doctor Ste-
ghen Lemons, and consisting of representatives from each of our

usiness and support areas, as well as the area offices representing
the field. They will review and prioritize all initiatives and provide
me with a recommendation that best serves our veterans and gives
us the best return on our investment.

An important, but complicated, aspect of our planning process is
the integration of our information technology activities into our
business plans. Mr. Chairman, you've expressed concern ahbout the
$300 million we've invested over the last 11 years in technology en-
hancements and your perception that the benefits that came from
that investment are negligible.

The modernization program started with a single goal of moving
the Benefits Delivery System off Honeywell equipment. It ex-
panded to include the development of a modern infrastructure with
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the flexibility to respond to business needs. The development of
specific program goals led to refinements in scope and the separa-
tion of the modernization project into three stages.

Today, the replacement of the payment system is the remaining
component of Modernization. The ongoing effort to make maximum
use of the VBA technology infrastructure through the development
of ap(flications supported by the Business Process Reengineering ef-
fort defines the future direction within VBA. The use of a new in-
frastructure and software solutions for improvement in service are
components of the veterans service network, called VETSNET.

en we began our modernization program in 1985, there was
but one measure for success at all levels of review, and that was
FTE savings. We received support and funding for our moderniza-
tion activities throughout most of the last decade based on savings
projections associated with the implementation of specific initia-
tives. Beginning with our budget request for fiscal year 1991, VBA
reflected savings annually which subsequently exceeded 1,000 FTE
to offset the cost of those initiatives. The payroll and nonpayroll
savings associated with that FTE amount to almost $300 million
to date. That means we've almost recouped the entire moderniza-
';ilon investment through savings offsets based on that one measure

one.

Furthermore, our investments have allowed us to redistribute
the way we use our employees. In 1987, our offices were staffed
with dictation transcription units and typing pools. They don’t exist
today. Because of our automation investments, we've reduced posi-
tions in support operations and moved them into decisionmaking
activities. Qur support staff has declined from almost 28 percent of
our work force in 1987 to 18 percent in 1996.

In the last few years, the criteria for success have changed and
we believe they've changed for the good. We wholeheartedly em-
brace a balanced focus on customer satisfaction, timeliness, accu-
racy, and employee satisfaction, as well as cost. We are pleased
that the culture is changing so that a positive cost-benefit ratio is
no longer the singular deciding factor in apYroving an initiative.
However, in our current budget environment, I think we’ll all agree
that the cost will always carry a heavy weight in the decision
process.

The point, though, is that our investments have not been wasted.
When we offset the savings against the cost, the entire moderniza-
tion investment to date has yielded a savings to the taxpayer, not
a cost. I'd like to match that record against any other comparable
agency.

Our investment has allowed us to reduce the size of our oper-
ation and position ourselves for the information technology age. It
doesn’t stop here though. There are still many benefits to be de-
rived from our investment once we have our business plans
finalized.

In addition to our planning efforts, we have a number of con-
structive activities Soing at the present that will feed into our
plans. However, GAO is asking us to stop them while we finish our
strategic plan. We think that would be a mistake. We have a large
workload that we need to keep working on as our plans develop.
We cannot afford to stop making all needed improvements in our
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work environment until we have a perfect strategic plan. We cer-
tainly hope that no one expects us to develop one plan, one time
and never change it. .

Planning is a dynamic process that will continue to evolve as the
environment changes and new ideas are developed. I admit our ac-
tivities are diverse and have not been encapsulated into a single
focus yet. But that’s what research and development are all about.
To stop all activity would be suicidal to our future.

Let me give you an example. We are working with the Depart-
ment of Defense on several initiatives and members of my staff will
be meeting with yours next month to discuss our progress. Those
initiatives are going to require technological support but we cannot
afford to delay developing them while we complete our plan.

Ideally, we should have prepared a strategic plan about 10 years
ago. We didn’t. We acknowledge that. We realize the importance of
having a plan. And we are working, as is the rest of the Federal
Government, to prepare the strategic direction that will guide us
a}rlld will guide our future. But we can’t stop everything waiting for
that.

In just a few short years, we will enter the year 2000. The impli-
cations for automated systems Government-wide are substantial,
as Mr. Dodaro pointed out. The implications for us are even more
critical because the age of our systems impairs our ability to com-
plete the necessary reprogramming. We must proceed with moving
our operations from the existing systems to a new environment
even ag we are looking at reengineering the way we do business.

We look forward to moving ahead. Improving our performance
and resulting. service to veterans and their families is our highest
priority. While we will continue to improve our planning processes
and will more carefully pursue IRM applications, we must not do
this at the expense of further enhancements to service provided to
our veteran customers. That'’s our challenge, to plan better and en-
sure our operations meet the needs of our Nation’s veterans. .

Mr. Chairman, my staff and I were more than dismayed to see
yesterday’s media advisory from this committee. It's my hope that
your staff has let you down. I had looked forward to an open and
constructive hearing. This appears to be, as reflected in the media
advisory, an unbalanced effort to discredit the work that the VBA
has done. The advisory claim has a number of glaring inaccuracies.

First, we've shortened, not lengthened, processing time. The year
I was sworn in as Under Secretary, fiscal year 1994, I inherited a
processing time of 226 days for an original compensation claim. We
now have that down to 151 days, the same as the 1990 figure
quoted by the GAO in the article.

This has been accomplished, despite three very well-known inter-
vening factors, well known to those of us in the veterans arena: the
Veterans Judicial Review Act, the Persian Gulf War, and the
downsized military..

And we've improved across the board in all benefit areas: in
Compensation and Pension; in Vocational Rehabilitation; in home
Loan Guaranty; in GI Bill Education; and in the life insurance pro-
grams. And we've served our veterans with a staffing level of al-
most 10 percent less over the last several years.
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Second, you are quoted as saying, “Regrettably, it appears that
in the last 12 months no significant improvements have been
made.” Here’s what we've accomplished in that time. We've taken
a look at the scope of the original VETSNET project and refocused
it on just a Replacement Payment System. We've aggressively
begun a Business Process Reengineering effort, that is contractor
assisted, which is already showing progress. We've obtained excess
equigment at Hines which is being used to improve reliability of
the Benefits Delivery Network. We've taken a look at our myriad
of software development efforts and refocused our energies on just
five critical projects: COVERS; the Claims Processing System
(CPS); conversion from the Wang equi}}:ment; the payment system;
and the year 2000 resolution. Stage I has been comF eted. Stage 11
Imaging Development Effort, for St. Louis and Atlanta is under-

way.

’third, you said that we've spent hundreds of millions dollars for
“a lot of useless hardware.” The truth is that the major hardware
purchases represent the Local Area Networks, or the VBA Stage 1

urchases, currently in operation at each of our field facilities. That
includes personal computers, printers, regional office processors,
and file servers which are needed to process and store data and
make connections within the offices. Qur need to connect the Stage
I equipment to the 20-year old Benefits Delivery Network was re-
solved through the purchase and installation of mini computer and
telecommunication equipment, which we referred to as Gateways.

These two efforts alone represent about one-third of the mod-
ernization expenditures.

Finally, you characterized our positive and efficiency-improving
IRM applications as VBA waste which borders on scandal. Mr.
Chairman, I find it incomprehensible that you would use a word
like scandal.

[The prepared statement of Mr. Vogel appears on p. 43.]

Mr. EVERETT. Mr. Vogel, let me interrupt you. First of all, I have
g}rcpressed regret for that, and that media advisory has been with-

AWD.

Secondly, let me also say to you that—I reject completely your
suggestion that this will not be a fair open hearing. Now, what I'd
like—your time has run out, and what I'd like for us to do is move
past that and get to the questioning stage.

Mr. VOGEL. efqy well, Mr. Chairman.

Mr. EVERETT. Now, what we’ll do is, we'll ask the GAO to come
back up to the table, and if staff would get us more chairs up there
I'd appreciate it.

If we could focus on what’s important, and that is the moderniza-
tion program of the veterans, in the interest of the veterans, I'd
like to start the questioning with GAO. When would VBA’s strate-
gic—I'm full of antibiotics today, so excuse me—strategic plan be
completed.

. DODARO. John and his team have advised us that they are
shooting to complete their strategic plan in time for the fiscal year
1998 submission of the President’s budget, which would put it at
the latter part of this calendar year into early next year.

Mr. EVERETT. When will VBA complete a comprehensive busi-
ness strategy?
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Mr. DoDARO. I think that’s basically along the same lines. They
are shooting, basically, for the fiscal year 1998 budget cycle.

Mr. EVERETT. Has VBA set performance goals and measures?

Mr. DODARO. In some areas they have, but in other areas this
still need to be done, particularly, in the compensation and pension
area.

As John mentioned in his statement, they have got business
plans in the insurance area and in some of the other areas, but the
compensation and pension area, which is the largest area, that one
still needs to be set in terms of more performance measures.

The other issue here that I think is important to point out is that
the Government Performance and Results Act real { contemplated
that the strategic planning process developed out of that would be
a good way to get some consensus with your stakeholders, in this
case the veterans and other organizations that serve them, and the
Congress. So, there needs to be a dialogue to get agreement on
what the performance measures really should be and how VBA
should be held accountable, and I think that can be a very con-
structive process to make sure everybody focuses on the same
issues.

Mr. EVERETT. Have these goals and measures been shared with
the Congress?

Mr. DODARO. John?

Mr. VOGEL. Mr. Chairman, they've been shared with staff as
they've been developed in the program lines that Gene mentioned,
the GI Bill, insurance, and home Loan Guaranty. And, as we de-
velop them for the very largest area we have, which is compensa-
tion and pension, we'll be running them by both the committee
staff and the VSOs to be sure that we are aﬁ singing off the same
sheet of music.

Mr. DoDARO. I might add, Mr. Chairman, I think it’s very impor-
tant to have, as these plans are developed, an exchange and a dia-
logue going between the Congress and the VSOs and the veterans.

A’s intention is to do. But, I can’t emphasize enough how impor-
tant I think that should be.

Mr. EVERETT. We're going to make a real effort in that, because
we are going to go to monthly meetings, and some of this is prob-
ably going to be—we are going to have some sworn testimony.

Mr. DUFFY. Mr. Chairman, in that vain, I would simply point out
to you that in the development of our strategic management proc-
ess, our intent is to integrate the strategic plan, performance meas-
urement and budgeting into one coherent process, all of which tie
together leading the VA in a specific strategic direction.

terms of working with our stakeholders and working with
Congress, we are now in the process of doing an environmental
scan, which includes interviewing congressional staff and members
of this committee and the Appropriations Committees of both
House and Senate. So, we are in the process of building that foun-
dation for meeting the requirements of the Government Perform-
ance and Results Act.

Mr. CATLETT. Mr. Chairman, I'd add just one other point; the
1998 target that VBA set, they would be ahead of anyone else in
the VA. The tar%et in GPRA is to complete this by 1999. When the
law was set, it basically gave everyone a 5-year target to get this
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done, the strategic planning that needs to be done, the business
plan that needs to be done. And, that is a huge task for everyone
in Government, as Gene has noted, everyone has a long way to go.
VBA, with the 1998 submission, as we have planned it, for all busi-
ness lines, would be ahead of the rest of the VA in getting that
done, towards the goal and the requirement in the law to having
this by the 1999 budget submission.

Mr. EVERETT. Gene, has VBA completed the business process re-
engineering initiative?

Mr. DODARO. They have started their effort in the compensation
and pension area. It’s not completed yet, and as John mentioned,
they've hired a contractor and set up an office, which are all good
starts in this endeavor. They are still in the process, my under-
standing is, of developing a proposal for how they would go about
doing this and reengineering their processes, and that proposal is
expected to be completed soon, I believe within the next month or
80, we've been advised.

Mr. EVERETT. Is the Board of Veterans’ Appeals part of the
VBA’s BPR initiative?

Mr. DODARO. Not as currently designed. This is one area that
both we and the Adjudication and Claims Commission have pointed
out that is an area that we believe VBA should look to to really
broaden the scope of the reengineering effort.

The appeals process plays such an important role in the adju-
dication of the claims, and as I pointed out you have half the cases
in the appeals process now that are remanded back to VBA. The
number of appeals process are growing, as well as the backlog of
appeals, and ?think figuring out a way to reduce the number of
appeals, the number of cases that get remanded back to VBA
would have an important effect on its ability to process initial
claims as well.

So, we've encouraged them to, perhaps, broaden that business
pr(ﬁess reengineering effort out to include the appeal process as
well,

Mr. EVERETT. In other words, it's not possible for VBA to have
a viable draft business plan.

Mr. DoDARO. Well, I wouldn’t say viable, I would say complete.

Mr. EVERETT. It is possible.

Mr. DODARO. I would think they could have a business process
reengineering strategy focused solely on the initial processing of
claims, but I don’t think that would completely address the issue.
I mean, there’s such an intricate interrelationship between the ap-
peal process and the initial determination of the claims, that I
think solving one part of this problem without looking at it com-
pletely is only going to give you modest improvements. And, if you
really want to get a breakthrough, you need to look at it from a
systemic level from the veterans’ perspective, of both initial proc-
essing of claims and how the appeal process is handled. I think
that broadening it out and trying to get some agreement on this
process would be the most beneficial way to approach it. It may be
too narrow to just focus on the initial processing on a claim.

Mrth. E})VERE’I'I‘ John, I saw you nodding. Have you got some input
on that?
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Mr. VOGEL. Yes, Mr. Chairman, Gene is exactly right, you have
to approach this as an organization in toto. The Board of Veterans’
Appeals, the Veterans Health Administration, that does about
200,000 C&P exams a year, and those of us who are in charge of
making the initial decisions.

The Chairman of the Board of Veterans’ Appeals, the Under Sec-
retary for Health, and I meet regularly with the Deputy Secretary.
We meet again on Tuesday next. Qur objective is to marry up the
decision-makers in the field with the Board so we have a common
understanding. We have to proceed with compensation and pension
claims as though all of them will be appeal-proof or ready for ap-
pellate review, and we’ve made some strides towards achieving
that goal. We still have a way to go.

The Veterans Health Administration has stepped forward, as
they have never in the past, to improve the quality of the com-
pensation and pension examinations. Roughly 70 percent of the
cases remanded back, in whole or in part, are because of an incom-
plete or an untimely VA compensation and pension examination.
This is clearly a corporate or department-wide enterprise that we
have to undertake, Mr. Chairman.

Mr. EVERETT. Gene, let’s move to the cost of modernization.
What is the total amount of money spent on VBA’s systems mod-
ernization to date?

Mr. DoDARO. The estimated cost for that is about $300 million.

Mr. EVERETT. Is that an accurate figure or is it understated?

Mr. DopARO. We believe it’s understated a bit, and depending
upon how you characterize the modernization expenditures in dif-
ferent areas. We think there’s about an additional $25 million that
should be counted in the modernization bucket, if you will, to es-
tablish a full accounting for the cost.

This is an endemic problem throughout the Government. We
have reported on this in the Internal Revenue Service and other
agencies that are spending a lot more money than VBA. The lack
of accurate accounting for the costs associated with information
technology efforts has been a problem in the past. That is one of
the areas that has impeded making reasonable determinations on
the Government’s return for its investment.

I know VBA is trying to get a better handle on this and put a
cost accounting system in place. We've endorsed that and .think
they need to move forward, so you have a more accurate accounting
to the Congress of exactly what was spent in those areas. That’s
very important.

Mr. EVERETT. What kind of priorities should VBA assign to the
data center consolidation investment initiative?

Mr. DODARO. That is one of many things they are considering.
The major point that I have made in meetings that we’ve had with
John and his team has been the need to reafly set priorities for all
your information technology investments. So far, I do not think
that they have fully accomplished that. They need to have a full
strategy and a cost estimate for fixing the year 2000 problem. That
has got to be a paramount concern that they need to address first.
They need to have critical estimates for operation and mainte-
nance, to make sure their existing systems don’t break down, and
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they need to be judicious about what additional activities they take
on beyond that.

Jdohn mentioned that we said stop everything. We really were not
saying stop everything, we were saying look very carefully at new
software development initiatives, such as the benefit payments
plan, really to make sure that you have enough talent to fix the
2000 problem, keep things running on a day-to-day basis, and not
take on other high-risk initiatives that are going to divert manage-
ment attention and don’t have a clear demonstrated benefit.

As they develop their software development capability and their
plans, then they can take on some of these other projects. I think
it’s very important that VBA not repeat problems that we've seen
in other Federal agencies, which is to take on too many ambitious
modernization projects at once, so setting a clear priority is very,
very important.

Mr. EVERETT. How would you judge VBA’s expertise to handle
this entire program?

Mr. DODARO. We have encountered some very capable people in
some of the regional offices and headquarters. I certainly think es-
tablishing a Chief Information Officer was a good initiative.

I do believe, however, that to take on the modernization initia-
tives that they are talking about, they need to make major im-
provements in their organizational capacity, and that is what we
focused on, is building that infrastructure, both to develop software
themselves, as well as manage contractors, which is another area
that needs to be strengthened.

You can build software poorly, or you can contract for it poorly
as well, so we have made recommendations for them to improve
their capabilities in those areas. That is clearly important.

Also, setting a real investment process to make sure you have
clear benefits and risks, so that when decisions are made by 1(:;3)
managers they understand what you are going to get for the mod-
ernization effort up front, and you stop bad investments, is another
area where they need to make major improvements. Now, I've of-
fered to Newell to work with them and use our GAO experts in this
area to help them put a discipline investment control process in
place, and tﬂey’ve reacted favorably to that.

And, as I pointed out earlier, we are also pleased that they are
going to work with the Software Engineering Institute to develop
their capabilities. But, clearly, they’ve got a base, but they need to
build upon that base if they are going to have the assurance that
I think everybody wants to make sure that modernization is a
success.

Mr. EVERETT. Did you point out in your written testimony that
given the expertise level, which I think you described as level one
on a one to five scale, that normally, not just, perhaps, VBA, but
any organization that attempted what they are attempting to do
was pretty much on a glide path to failure?

Mr. DODARO. The risks increase significantly with the lower lev-
els of maturity. VBA has done a good job in scaling back from its
initial modernization efforts, and that’s an important first step. But
I think they need to think about scaling back a little bit further
because this year 2000 issue has come up on everybody suddenly.
the Government is behind in this issue. They only have, basically,
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2 years to get it fixed. While it may not be visibly apparent of im-
proved service delivery, VBA and other Government agencies run
a tremendous risk of a major degradation in the delivering of the
benefit checks and other services that are now taken as a routine
matter. So, VBA needs to reassess their modernization efforts in
light of addressing the year 2000 problem, because the year 2000
problems are going to take their most experienced programmers to
really fix this issue. They are going to have to go through millions
of lines of code and identify where each of these date issues need
to be fixed, and it’s going to cost a lot of money. The cost to fix it
will increase as the years go on, because the Government will be
competing with the private sector as this is a major issue in insur-
ance companies, motor vehicle administrations, State governments,
all across the Nation, and there’s going to be a limited pool of tal-
ented people that can help VBA afdress this issue. It is something
that they really need to focus on, so setting priorities are para-
mount now, particularly in an era where you have constrained
budgetary resources.

Mr. EVERETT. Did I understand your testimony to say that some
of the VBA programs, and this would probably hold true for all
Government agencies, that there are not even source codes avail-
able for these programs? :

Mr. DODARO. I'm going to let Mr. Latham talk about that, be-
cause he’s been out actually in the field looking at it; but a problem
that we find across the board is that there’s not always adequate
documentation for these software systems. So, in other words, a lot
of the expertises are in the minds of the computer programmers
and it’s not written down, so if a programmer computer, say, Sam
B, leaves, you are losing a lot of institutional memory and you can’t
hand that system directly over to his replacement. I'll ask Mr.
Latham to expand upon that.

Mr. LATHAM. I think Mr. Dodaro stated it correctly. We were not
indicating a lack of source code. We basically looked at what was
going on at Hines at the SDC there, and their software developers,
and what we were saying is, in some cases there is a lack of docu-
mentation to lead the programmers to the areas in the code they
need to change, and that’s really the issue, it's not the absence of
source code that we are talking about.

Mr. EVERETT. Does VBA have a plan in place to deal with this?

Mr. DopARO. They've begun to address this issue, but they
haven’t completed their plan yet. I know they are working on it,
and they need to expeditiously, in my mind, complete it. They need
to determine what the resource requirements will be for them and
their time frames, and as I pointed out in my prepared statement,
also have contingency plans available as well.

Mr. EVERETT. Okay.

John, does VBA have a plan?

Mr. VoGEL. Mr. Chairman, I think I'd like Newell Quinton to ad-
dress the idea of the plan and do we have one.

Mr. QUINTON. Mr. Chairman, for more than a year we've been
working with the Center for Naval Analysis Corporation address-
ing the concerns and certainly the complexity of the problem of the
year 2000 issue. I certainly agree with the comments made by Mr.
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Dodaro, that VBA’s highest priority is to focus on the year 2000
issue.

We certainly recognize also that our in-house resources do not
have the capability to address the resolution of the problem in toto.
We are in the process of acquiring contractor support that brings
with it the necessary tools, not only in the technical area, but also
in management, to address the different components that are need-
ed to resolve the replacement payment system.

In our description of the replacement payment system, in es-
sence, we are defining the replacement system and addressing the
year 2000 issue. Many of the comments already made address the
age of the software and the lack of documentation. Our concern
over the study of this problem indicates that we are not sure what
the best approach is in pursuing the year 2000 issue. In terms of
addressing the date changes, we believe that a better strate
would be replacing the code as opposed to correcting it. This is the
approach that we have discussed and will pursue with contractor
support. We believe there are certain portions of that code that can
be replaced, certain portions of it that can be converted, and
through a combination of these efforts, we believe, we will be able
to resolve the year 2000 issue in sufficient time.

Mr. DODARO. Mr. Chairman, if I might add to that point, because
this is an issue where we disagree a little bit with VBA. We think
that it may be too high of a risk strategy to try to develop entirely
new software for this issue, as opposed to just fixing their current
systems and make them year 2000 compliant. That might be the
most conservative apgfloach, and this is an area where they need
to be very, very caretul that, particularly gives the fact that their
development capability in need of improvement. Also, they are
going to need experienced ple to work on the year 2000, and
while contractors will be able to help, the lack of documentation
will make them rely a lot more on the current people in VBA, the
programmers, to fix this issue.

So, we think it’s too high of a risk, and we haven’t seen the full
risk assessment that would need to be done for the replacement
system, the cost that it would take in order to do this, and the de-
velopment techniques that they are using have been untested in
VBA before. All make this, in my mind, a very high-risk endeavor
and could drain precious resources away from fixing the basic prob-
lem with the year 2000.

So, we are going to continue to work with VBA on this issue, and
look at it carefully, but right now our assessment is that that ap-
proach is too high risk.

Mr. EVERETT. I understand most experts agree that the year
1999 should be reserved for testing, and so that means all pro-
grams ought to be finished by the end of 1998.

Mr. DoDARO. That’s correct.

Mr. CATLETT. Mr. Chairman, one other point beyond VBA. We,
for 6 months, have been surveying all parts of the VA on the issue
of the year 2000. There’s been much work done prior to the last 6
months as well.

We have a readiness review, a contractor in place, for the entire
department. A report to be submitted by the end of September,
which, of course, we'll be glad to share with you and all the mem-
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bers, to give you an assessment of where we are. And, certainly the
issue that Gene is raising is one that we are looking at, and his
point on contingency planning is one that we support as we under-
take this effort, because this is clearly the highest priority, in
terms of what we are undertaking in the next few years.

Mr. EVERETT. The Chairman apologizes to other members, I've
taken an unusual amount of time. I'd like to move over to Mr.
Montgomery for any questions he may have.

Mr. MONTGOMERY. I'll be brief.

Mr. Chairman, I commend you for bringing both panels up on
the table. That's very helpful, and it seems we are bringing some
of this stuff right to the top that needs to be discussed.

I just have two brief questions to Mr. Vogel, to John. I do assume
that you are not very happy with this report, is that true?

Mr. VoOGEL. I thought the GAO report was balanced. It pointed
out some of our failures. It also pointed out some of our strengths.
I accept nearly all the criticism. It’s really a question now of us de-
veloping a strategy to continue to deliver the benefits in view of the
year 2000 issue on this antiquated system.

The question of how we go about solving that is the only area
where we really have any disagreement, and that’s really a matter
of emphasis, rather than the core of the issue.

Mr. MONTGOMERY. Mr, Chairman, I think that’s a good answer.
He’s not going to fight—you are not going to fight the report, you
look at it and in the areas you think can make some improvement,
you will do it, is that what you are telling us? '

Mr. VOGEL. Yes, Mr. Montgomery, indeed, we will. We think the
GAO has been very balanced, and our skin is fairly thick. We can
accept criticism and try to fix things and move on, and that’s where
we are,

Mr. MONTGOMERY. Well, that’s a good answer.

My other question is, you do need a new director for the Com-
pensation and Pension Service. This person is important to get him
on board, her on board, do you have any ideas when that slot will
be filled?

Mr. VOGEL. You are absolutely right, Mr. Montgomery, that’s a
critical position. We've posted the position and are looking for ap-
ﬁelfcations. We have Jack Ross, who is the Director of our Cleveland

gional Office, in as the Acting Director of the Service. He is
known to some members of the staff and members here with a
%reat deal of expertise in the area of compensation and pension.

e’s an awfully good manager. He'll fill in for an estimated 2
months, or maybe 3 months, until we have the position of the Di-
rector of Compensation and Pension Service ﬁllecf

Mr. MONTGOMERY. It's going to take you that long?

Mr. VOGEL. Well, to actually get someone in town. The position
was posted for approximately 2 weeks. After that applications must
be reviewed. It sounds bureaucratic, but the decision was made to
see what talent was out there that would be interested in the posi-
tion. We think we've got it pretty well covered, Mr. Montgomery,
with Jack Ross, at least on an interim basis. He brings a fresh ap-
proach. He’s been a general manager in the field, and has raised
questions that those of us who are close to it don’t even think to
raise.
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Mr. MONTGOMERY. Why don’t you make him head of the Com-
pensation and Pension Service?

Mr. VoGEL. Well, I've twisted his arm until it almost broke. For
business and personal reasons, Jack has expressed a desire to sta
with his large family in Cleveland. He’s a talented guy, and we’ll
be served well by his acting directorship.

Mr. MONTGOMERY. Th ou, Mr. Chairman.

Mr. EVERETT. Thank you, I{Ir Montgomery. Mr. Evans.

Mr. Evans. Thank you, Mr. Chairman.

Mr. Vogel, the appropriations process has resulted in the shrink-
age of the total resources for VBA’s central management. In addi-
tion, GAO states that the VA lacks trained personnel to manage
software development contracts. Do you have sufficient resources to
manage all of your planned information technology initiatives?

Mr. VOGEL. Mr. Evans, I'm going to ask Newell Quinton to re-
spond to that. He’s best equipped to do that.

Mr. QUINTON. Sir, as was said this morning, our initiatives are
truly very focused. We have rescoped many of the previous plans
to deal with only four areas, and one of those, as was said earlier,
is to address the year 2000 issue as its highest priority. The only
other two software developments that we anticipate over the next
2 years would be the control of veterans records, which virtually is
complete. It’s being installed in the regional offices this week. The
other remaining effort is the claims processing system that looks
at development of claims in our adjudication divisions.

Beyond those, our total effort is replatforming the payment sys-
tem, and that, in essence, is addressing the year 2000 issue. There
aren’t any other software development issues anticipated in VBA.

The platforms that we are talking about reside on the Honeywell
systems, our benefits delivery network. In order for us to address

e year 2000 issue, we must determine between now and the end
of 1998 how to get both the education system and the C&P pay-
ment system off the Honeywell. That is our total focus for the next
2 years. Using our in-house staff, with contractor support, and a
managed approach is how we intend to do that. And, again, I will
say that I cfo not really disagree with what Mr. Dodaro said in
GAO’s assessment in terms of the strategy. We will pursue what
strategy gets us to that point with the least amount of risk.

So, at this point, we are certainly looking at the right approach.
VBA has outlined one approach, and we are considering, certainly
aggressively, the comments made by GAO that maybe a more re-
served approach to conversion of existing code might be the best
way to go.

ut, in terms of initiatives, there are no new initiatives, other
than addressing the year 2000 and moving our payments systems
off the Honeywell platform.

Mr. EvaNs. Mr. Quinton, we are hearing some rumors about
RIFs at Hines, do you have any comment at this time on that?

Mr. QUINTON. Part of our response is to improve in-house man-
agement of those systems and one of our efforts was to minimize
the changes made to the existing benefits delivery network.

VBA could not continue to move into the future with investment
of resources in a platform that we frankly had decided was dying.
Our effort then is to minimize changes to that system, and to de-
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vote our entire resources effort into replatforming on the year 2000
issue.

Consequently, we could not continue to maintain the staff that
we had in our Systems Development Center at Hines, Austin and
Philadelphia, while at the same time, we devote our efforts to mov-
ing on with the year 2000 issue. We do not have the resources to
do both. We had to decide which approach to take. The approach
was to address the year 2000 issue, replatform the systems, and
not to continue to maintain, or add enhancements to, the 20-year
old platform, the 20-year old systems that we are in the business
of replacing.

Mr. CATLETT. Mr. Evans, could I add a comment on that perspec--
tive. Mr, Weller raised the question about closinihl-xllines. I'd like to
tc}%larify that. We are not ta(}king about closing Hines, the facility

ere.

Clearly, there are changes that will take place at Hines, includ-
ing less staff. The overall perspective is, in round numbers, VBA
has 900 people doing IT support. They have a 12 percent reduction,
more than 12 percent reduction, to be taken through the year 1997
if we get the budget that we requested. IT cannot be immune from
that, as we, as GAO and others have highlighted, we have to get
contractor support. We will be making changes at Hines. There will
be changes made in Washington. There will be changes made at
any place where we have IT support. '

0, yes, I believe overall there are going to be fewer people at
Hines, but that doesn’t mean that we close Hines.

Mr. Evans. All right. I just have become aware of this problem
this morning, so I'd like to submit some additional written ques-
tions to you for your response and the record.

(See pp. 69 and 70.)

Let me just ask Gene one question. Gene, can you give us an ex-
ample of a governmental agency or private organization that really
has been exemplary in getting measured return on its investment,
in terms of technology improvements? Could you give us an
example?

Mr. DoODARO. It's very difficult, to be honest with you, to find a
lot of examples in the Federal Government, which is one of the rea-
sons why we have worked actively with the Congress over the past
few years to put in place legislation to really bring modern man-
agement practices to the Federal Government. That came this year
with passage of the Information Technology Reform Act, which this
Congress passed, the President signed, and becomes effective in
August of this J)ast year.

at we did was do research with leading organizations in the
private sector to learn how they successfully applied information
technology to (f)roduce change and get a good return on the invest-
ment. The Federal Government spent about $200 billion in the last
decade trying to modernize its computer systems. A lot of that has
not produced an adequate return on the investment. We've spent
a lot of money at the Internal Revenue Service, FAA, and we've yet
to see major improvements. .

Now, there are parts of the Federal Government that do things
correctly and have good software development capability, particu-
larly at NASA and parts of DOD, particularly, in the weapons sys-
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tems development area. So, I don’t mean to say that across the
board it is as bleak as I might sound, but the Federal Government
clearly lags behind the private sector in bringing to fruition infor-
mation systems initiatives, and this is a critical area.

And, GAO, is giving a lni}ll priority to working with the agencies.
We have designated some high-risk areas such as IRS’ tax system
modernization effort, FFA's air traffic control system effort, DOD’s
efforts to improve their business processes through their Corpora-
tion Information Management initiative, and the National Weather
Service program to put in place technology to assist it in predicting
the weather. So, those are all critical areas, and we’re also working
with VBA and the Social Security Administration as well.

So, it’s difficult to single anything out. I hoge to see a change in
the next few years with agencies like VBA, beginning to put this
legislation, the Information Technology Management Reform Act,
in place. For the first time we will have chief information officers
in each of the agencies to focus on this issue. So, you will have a
management structure to help bring about disciplined changes, and
I think it could result in some major improvements in how the Fed-
eral Government maximizes its investment in this area.

Mr. Evans. I have no other questions, Mr. Chairman. I do want
to compliment GAO for the good work that they do, and also John
for his willingness to take this report on an even basis and try to
implement it. That’s a good attitude.

ank you, Mr. Chairman.
Mr. EVERETT. Thank you, Lane. Mr. Kennedy.

OPENING STATEMENT OF HON. JOSEPH P. KENNEDY II

Mr. KENNEDY. Thank you very much, Mr. Chairman.

First of all, I want to apologize to the committee and to the wit-
nesses for not being able to be here for your testimony, and it
was—sometimes you've just got too many places to be at the same
time, so I apologize to you.

But, I was just talking to the former Chairman of the Committee
about the fact that several years ago, when I first got on this com-
mittee, there was a lot of controversy over the hospital-based sys-
tem that had been ordered to be implemented.

And, I think when I first got on the committee, it was a very
similar type of hearing that was pertaining to the fact that the hos-
pital system that had been ordered, which cost an unbelievable
amount of money, I can’t remember, Sonny, how much it was, but
it was something like a hundred million dollars, or some fantastic
sum, had not been actually sort of capable of accomplishing the
tasks, it was completely outmoded by the time the system was up.

Now, maybe, Mr. Vogel, you probably remember more about this
than I do, but is this, in fact, a somewhat similar situation on the
benefit side versus the hospital side, or not?

Mr. VOGEL. It’s similar, Mr. Kennedy. I don’t know a whole lot
about the technical details of the computer system for the Veterans
Health Administration, but it’s a decentralized system which pro-
vides for a lot of processing based on care given at medical facilities
and clinics, and it doesn’t have all the information sharing that
they need and that we need in order to make eligibility determina-
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tions for health care and for benefits. That’s one of our corporate
failures.

Our system is more of a centralized processing system, with de-
centralized applications, because we are, essentially, doing mone-
tary decisions as to benefits. There are some similarities. There are
more off-the-shelf systems available in veterans health delivery
than there are in claims processing for compensation and pension.

Mr. KENNEDY. Are any of you computer experts? Great. What'’s
your name? I can’t see your name, I'm sorry.

Mr. LATHAM. L.J. Latham.

Mr. KENNEDY. L.J.? Nice to meet you, L.J.

Listen, is there, in fact, a system, I mean with these new super
computer systems and.the like that are available, is there, in fact,
a system that could cover both benefits as well as hospitals avail-
able now?
t;hMr. LATHAM. I think that there is not really a simple answer to

at.

Mr. KENNEDY. Can you talk into the microphone?

Mr. LaTHAM. 1 thjni; you can’t just say there is a single system.
Each of these applications, each of these areas have to be looked
at in terms of what is needed to do the work that has to be done,
and then after doing an analysis, then select the platform and
equipment that best suits that. So, I don’t think it’s quite appro-
priate to say, there is one system or one piece of computer equip-
ment that can do it all.

Mr. KENNEDY. Is this the kind of situation where you would con-
tract out for the work that you'd need done in both departments,
or whatever departments?

Mr. LaTHAM. I feel that’s a decision the de%artment has to make,
based on the assessment of its capability, such as their software de-
velopment capability including sEi.lls. If they don’t have the skills,
like many agencies, they do contract out.

But, the point in contracting out is, you want to make sure that
the contractor that you do choose does have the strengths that you
don’t have.

Mr. KENNEDY. Well, good, but I don’t know, Mr. Vogel, Mr.
Quinton, are you appropriate to ask whether or not——

Mr. QUINTON. Yes, sir, I think so.
th;'. KENNEDY (continuing). Is there a plan to do something like
this?

Mr. QUINTON. Yes, sir, Mr. Kennedy. VBA’s approach is to ad-
dress or move toward an open system architecture that industry
has proposed for years, moving from what we've addressed to the
committee before as the Honeywell or vendor-based platform. It
has not enabled us, VBA, to take advantage of commercial systems
or commercial software.

The effort, over the last 3 years particularly, has been in estab-
lishing, the Stage I platform and moving to the client service envi-
ronment. The architecture that we have in place and will have in
place with the year 2000 resolution and the replacement payment
system positions VBA to take advantage of state-of-the-art tech-
nology, buy off-the-shelf software, use commercial available solu-
tions, and build the bridge for us to integrate our systems with
VHA, the Boards, and DOD.
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A short answer, sir, is that the open system architecture that we
have been building, and hopefully we will conclude before 1998
with the replacement payment system, positions VBA to integrate
systems with BVA as well as with other agencies.

Mr. KENNEDY. That sounded really good, you know?

Mr. QUINTON. Well, that’s where we are, sir.

Mr. KENNEDY. But, you know, listen, all of us now have some
high-tech companies, almost every district in the country probably
has some kind of high-tech company in it, mine has more than its
share, but the truth is that if you go and you talk to the heads of,
you know, Wang, or Digital, or any of these companies these days,
thﬁy do, in fact, work in a very integrated fashion with one an-
other.

You can hire, I was up with the head of Wang Laboratories a
cougle of days ago, and he was telling me about—and, Terry, you
probably know as much about this as anyone, but they were telling
me how they, in fact, now design, they are designing systems, not
so much with the idea of selling particular pieces of hardware or
software, but rather, just integrating all the different systems to
try to meet whatever the customers’ needs are, and they are selling
a lot1 of systems to governments and to a whole range of different
people.

ow, I don’t know what the appropriate mechanism is, but I
don’t think, you know, we want to go through a circumstance
where we see large outlays for hardware and software purchases
that then end up not having the capability of meeting the changing
needs of the VA as you enter the 21st Century, right? I mean, so
you don’t want to get yourself stuck in a system where you made
some unbelievable capital investment that is simply unnecessary.

So, I don’t know, if somebody knows about this I'd appreciate—

Mr. VOGEL. Mr. Kennedy, I can just make a comment. What you
described is where we are trying to get.

Mr. KENNEDY. I think that’s what Mr. Quinton was saying,
but—

Mr. VOoGEL. The VA bought a proprietary system from the Honey-
well Corporation. We paid licensing fees and high maintenance fees
on this equipment. We can’t move out of that into the modern, as
they call it, open architecture. We are trying desperately to get out
of this. No one else has it, 80 you can’t hire people to work with
it.

What you describe is the box that we’ve gotten ourselves in. The
decision was made 20 years ago to develop this system, and it
served us well for a while. We were fairly content. We rested on
our laurels far before we earned our laurels, and now we are trying
to migrate out of that system.

Mr. DopaRro. I think a good example, Mr. Kennedy, of where you
can leap to a solution of the type that you are proposing, and it
won't work unless you have good business requirements, is the
FAA air traffic control system. They contracted out largely for the
development of that system, spent several billion dollars, and really
did not have anything produced because they couldn't control the
requirements for the system.

e lesson that we've learned, is that, it really all starts with de-
veloping your case for your business needs and having your re-
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3uirements fully developed. And, any of the companies that you
eal with will tell you that’s step number one.

And, once VBA and VA can do that, then you can begin building
the integrated systems that support that need.

Mr. NNEDY. So, has that geen done yet? What's your name?

Mr. DODARO. Gene Dodaro.

Mr. KENNEDY. Gene, so have they done that yet at the VA?

Mr. DobaRro. Well, they are in the process of doing that at VBA
for some of their areas, but that’s why we've urged them to do busi-
ness process analysis first, before they buy the computer equip-
ment, because a lot of agencies buy the equipment and then don’t
have an application and use for it.

And, clearly, I don’t think VA has done this in the integrated
fashion that you are talking about, with both the benefits payment
and the health care area, so we think it needs to be done.

Mr. KENNEDY. And, who do you work for?

Mr. Doparo. I work for the General Accounting Office.

Mr. KENNEDY. So, you are GAO. Okay.

Mr. DODARO. Right.

Mr. KENNEDY. So now, Mr. Chairman, maybe I could just ask
you the question, whether or not there is a capability of making
sure that the sort of development of the assessment of need be
done prior to when we actually get into any hard or software pur-
chases, and, in fact, it sounds to me as though you probably have
the capability of going out and doing it, what 1 would hate to see
is us to start, because you've identified specific problems in one
area, I would hate to see us move forward on fixing that particular
area and then finding out that if we had dropped back for a second
and taken a look at the whole system that we might be able to, in
a much more cost-effective way, develop the sort of computer-gen-
erated assessment with being fulfilled by a need that covers the
whole system, rather than just a single slice, which might end up
back in another hearing 5 years from now scratching our heads
once again, or some other part of our body. Right? :

Mr. EVERETT. Will the gentleman yield?

Mr. KENNEDY. Yes, sir. )

Mr. EVERETT. I appreciate it.

Also, Newell, cou]% you provide a real detailed answer to Mr.
Kennedy’s question for the record? I'd appreciate it if you would.

Mr. QUINTON. Yes, sir.

(Subsequently, the Department of Veterans Affairs provided the
following additional information:)
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Q: Should VBA halt all hardware and software purchases until VA has done
a department-wide analysis of its computer needs and we are sure that any
such purchases are consistent with the solutions to VA-wide computer needs?

Answer:

No, halting VBA’s hardware and software purchases would be detrimental to
the VA and a disservice to our veteran clients. VA-wide computer needs
comprise an array of systems and applications depending on program
requirements and systems architecture needs. The integration of VA systems
is achieved through systems interface and the exchange of data between
systems.

A prime example of this solution working successfully is the Master Veteran
Record (MVR) project. MVR provides for gateways which allows the
exchange of critical veteran information across systems based in VHA, VBA,
NCS, BVA and others to ensure current, consistent and accurate information
18 available to our employees to best serve our veterans.

In addition to this integration solution which provides VA with the best
return on investment, VA has three mechanisms for ensuring that hardware
and software purchases are consistent with solutions to VA-wide computer
needs:

o The first of these 1s the IRM (technology) plan which is valid for 1997-
2001; an updated plan for 1998 - 2002 is in process. The IRM plan now
links information technology plans with the Departmental budget process.

e The Department’s IRM Framework developed over the course of fiscal
year 1996 and now in the concurrence process, provides policy
mechanisms to ensure that information technologies acquired meet the
needs of component administrations and are consistent with solutions to
VA-wide computer needs. This Framework integrates four specific phases
of the information management process -- budget formulation,
acquisition/development, deployment, and post-implementation review.
Change 1s constant 1n the areas of technology, business practices, and
benefits mandates. This process provides check points to identify
potential integration efficiencies.

¢ VA has a Telecommunication Strategic Plan (TSP). A broader strategic
plan encompassing all aspects of an information technology architecture
is in development and will incorporate the existing TSP and the wider
range of physical and logical computer configurations and information
systems. Baseline information has already been derived.

As VA’s needs change and priorities shift, these IRM oversight mechanisms
coupled with the Department’s Information Technology infrastructure
baseline information, provide for continuous analysis of VA computer needs.
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Mr. CATLETT. Mr. Chairman, I'd like to add one other point, in
terms of the discussion about not investing until we have a plan
put together.

Again, VBA, the Department decided last year to delay the Stage
III of modernization, which was a $25 million purchase to replace
the—— e

Mr. EVERETT. First what?

Mr. CATLETT (continuing). Stage III of our modernization pro-
gram. Last summer, we had $25 million budgeted to replace the
central data processors. VBA and the VA said, no, we are not going
to do that, for many of the criticisms and the discussions that we're
having here with GAO, we are not ready to do that.

Mr. EVERETT. Excuse me, I believe that was after we had a hear-
ing on it in this committee?

r. CATLETT. I'm not sure of the timing, but we sent you a letter
last August 2 saying we would postpone any investment.

But, I'm just making the point that we have made the decisions
to not invest until we have a plan better defined.

Mr. KENNEDY. Yes. Mr. Chairman, if you wouldn’t mind yielding
right here a second. How many stages are there? I'm sorry, you are
Mr. Catlett?

Mr. CATLETT. Yes, sir.

Mr. KENNEDY. How many stages have we got?

Mr. CATLETT. That was it. We did the first two, Stage III was
to complete it, and we deferred it, and so we did not spend that
$25 million on new—

Mr. KENNEDY. Now, would that $25 million have covered the en-
tire VA system, or would it just have covered health care, or would
have covered——

Mr. CATLETT. Wé’re only speaking of VBA, I'm sorry, this is just
the benefits portion.

Mr. KENNEDY. It’s the benefits portion, okay.

Does anybody, Mr. Vogel, do you speak for the whole VA or just
the benefits program?

Mr. VOGEL. My responsibility is for the benefits program, Mr.
Kenne%y. .

Mr. CATLETT. I would speak for the VA for—

Mr. KENNEDY. For both.

Mr. CATLETT. Yes.

Mr. KENNEDY. But, the $25 million just, in the Stage III decision,
just covered the benefit program.

Mr. CATLETT. Yes, sir.

Mr. KENNEDY. Do you have any plans to cover both benefits as
well as health care?

Mr. CATLETT. We need to develop and integrate the plans.

Mr. KENNEDY. I think that’s a no, but anyway——

Mr. CATLETT. Excuse me?

Mr. KENNEDY. Was that a no, you don’t have a plan at the mo-
ment. 'm not trying to give you a hard time, I'm just trying to un-
derstand.

Mr. CATLETT. Sure, I am trying to understand your question. No,
we do not—— ’

Mr. KENNEDY. You know, you were kind of wiggling there, so I'm
just— '
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Mr. CATLETT. No, no, I understand the question. No, we have not
completed the plans that were earlier discussed, and GPRA re-
quires us to lay out strategic plans for our health care system, our
benefit system, and our cemetery system. We are in the process of
doing that now.

Mr. KENNEDY. For one integrated plan, now we’ve got the ceme-
teries as well, so one integrated plan will be developed for the
cemeteries, the health care and the benefits system, which then
will allow you to go out and ask for bids from various companies
to meet the specific needs that you lay out in this assessment, and
you are saying that you've got that under control.

Mr. CATLETT. What I'm saying is that we have to do strategic
planning and business planning. I think you are back to the ques-
tion for Mr. Latham, there is not one solution to the comprehensive
and the diverse programs that we have.

Mr. KENNEDY. I didn't suggest that there was one solution, now
come on, don’t do this, I'm not——

Mr, CATLETT. I'm just making sure.

Mr. KENNEDY (continuing). Trying to suggest—I made very clear
that I am not looking for one solution. I'm trying to make certain
that you and I have a clear understanding about the fact that you
need to do an assessment of all three of your areas, and that based
on that assessment you will then go out and purchase the appro-
priate kind of hard and software, or contract out for those services.

Mr. CATLETT. Yes, sir.

Mr. KENNEDY. And, until you do the complete assessment in all
three areas, you are not going to have a firm understanding of
what your needs are. And so, the very simple question was, are
ym;, in fact, implementing a plan to handle all three areas, yes or
no?

Mr, CATLETT. Yes.

Mr. KENNEDY. You are sure?

Mr, CATLETT. Yes.

Mr. KENNEDY. Okay.

Thank you, Mr. Chairman.

Mr. EVERETT. Gene, would you like to comment on that? Where
are we in a plan to implement to bring all of them together?

Mr. DoDARO. We have been focusing a lot in the benefits area
and a main point in our testimony was that they needed to come
up with a credible business strategy in the benefits area.

Plans are being developed in the three separate areas. I'm not
sure that a plan of the type that Mr. Kennedy is talking about, an
integrated plan that looks at the opportunity to integrate each of
those areas, is in the offing. There are plans being developed in
each of the three main business lines that VBA has. VA is looking
at the need for integration, but what we’ve said is that, basically,
they don’t have a business strategy yet just for the benefits and
compensation part of VBA.

So, the planning efforts are critical. They have some areas under-
way, but? think this is an opportunity, Mr. Kennedy, as I men-
tioned earlier to Mr. Everett, for the Congress to work with VA as
these Blans are developed. That was the intention of the Govern-
ment Performance and Results Act to encourage a dialogue so you
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have a consensus on the plan of what are the priorities should be
and how best to approach this.

Once that plan is developed then there needs to be agreement
with the Congress that that’s the right direction that we want to
head in, and then you can purchase the right type of equipment to
support that plan.

Mr. MONTGOMERY. Mr. Chairman?

Mr. EVERETT. Mr. Montgomery, go right ahead.

Mr. MONTGOMERY. 1 don’t want to confuse the area, but to Mr.
Vogel, like on the computers in the VA health care system, on ben-
efit claims a person has got a diabetic problem. He’s been dis-
charged from the service, then the VA health care system looks at
him. Do they computerize and send you that report for the benefits,
or how do you get that claim to you so you can process it?

Mr. VOGEL. Mr. Montgomery, we do a lot of data sharing. When
a veteran is hospitalized, or discharged from hospitalization for
conditions, we have an automated link which informs us of those,
so adjustments can be made in a timely fashion. There'’s a lot more
that needs to be done, however.

We often need the medical report itself, and we are getting some
of it now in computer text, but sometimes we need the documents.
There’s a lot of opportunity for the VA to put a single face forward
for our veterans.

We have information exchanges on a regular basis for the pur-
pose of award adjustments, but we don’t get a lot of other data
that’s transmitted. Compensation and pension exam requests and
results are now exchanged in an automated fashion. It used to be
a paper exchange. But there’s a lot more ground to cover, Mr.
Montgomery, and we have to take advantage of that.

Mostly it’s extracting information, rather than creating a lot of
additional programs. :

Mr. MONTGOMERY. Mr. Chairman, about 2 years ago, we had a
gentleman that was working that came from the Armed Services
Committee, and he made the suggestion, when you discharge a per-
son out of the military, that that medical report be sent to the VA,
a copy of that report be sent to the VA, and that speeded up the
process. I see you nodding. It’s the little things we do. How many
days did that speed up the process of veterans benefit claims, by
g:ic;ing the center that discharged this person to send us the medi-
cal? ‘

Mr. VOGEL. It took a process from something in the neighborhood
of 65 days down to about 5 or 6 days, just by having the informa-
tion sent directly to the VA. With all new discharges, the records
come directly to the VA. It’s the adjudication and other handling
of discharges back at a distant point in time which requires us to
go to the record centers and get the information.

We get Reserve records as well. With Reserve units that have
been activated, especially in the Persian Gulf and in Bosnia, as
those individuals are discharged from active duty status, their
records will be sent directly to our Records Management Center.

Mr. MONTGOMERY. I guess to follow up, since this is a computer
hearing, but just little things you do like that can speed up the
process.
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Mr. Chairman, I guess eventually you could computerize that
process from the DOD to the VA.

Mr. VOGEL. It would be great to have a record that is on a com-
puter imaged record from the military straight to the VA, no paper,
no nothing.

Mr. MONTGOMERY. But, you can’t do that now, correct?

Mr. VOGEL. We can't do that now, right.

Mr. EVERETT. Mr. Kennedy.

Mr. KENNEDY. Yes, Mr. Chairman, thank you very much, Mr.
Chairman. I want to just go back to one issue. First of all, I think
that one of the purposes that I sensed in Mr. Montgomery’s ques-
tion was that you have, in the past, taken steps to Freatly improve
the system. And, I don’t think that it would be fair for this commit-
tee or anyone else tb come in and just sort of whack around the
VA or any of the other Federal agencies because your computer
systems aren’t as state of the art as what the private industry.
That changes almost on a daily basis, in terms of what their capa-
bilities are out there, and whatever they are today, 5 years from
now, they are going to change as well.

And, I guess what I'm trying to suggest is that it would be best
if you don’t get defensive about some of the shortcomings of the ex-
isting system, but try, in fact, to design whatever the new system
is to be able to take full advantage of whatever new technologies
become available,

And, I think that means you want to get farther and farther
away from actually owning anything, and farther and farther into
having somebody else be required to provide you with that informa-
tion.

I guess what I would be concerned about is, given the fact that
this is such a changing world out there, whether or not you feel
that you really have the capability in house to even do the assess-
ment, or whether or not that assessment needs to be sort of
outsourced as well, you know, in order to be able to really deter-
mine what you can put on a system, what the systems integrations
that Sonny was referring to with regard to, you know, people that
are currently in service and all the rest of that. I mean, I have no
idea, I wouldn’t even know what questions to ask or where to start,
80 I don’t know whether you would have that information either,
but you certainly could find people that would have that.

Mr. QUINTON. Yes, sir. Mr. Kennedy, we have been involved in
assessing the situation, that issue in particular. Certainly the effort
over the last year-and-a-half with the Center for Naval Analysis
Cg;g:ration has led us along that path to say this is how VBA
n to be positioned in order to take advantage of commercially
available products.

That assessment completed probably within the last month, did
do sizing, it did talk about diﬁ%rent options that VBA should pur-
sue, many of those we have in the ‘l’ace. The remaining one, of
course, ties into the approach that V%A should take to build our
database, and that database needs to be very flexible, to do exactly
what you are describing, to be able to buy commercially available
software by applications, once we have defined the requirements,
and connect those to our infrastructure.
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When Mr. Catlett talked about the Stase II1 component of the
modernization plan, a part of that, was and still is, building a new
database that contains VBA’s history or records for each of our vet-
erans in our payment systems.

But, our intent is to have a modern database that will complete
that infrastructure and then position us to take advantage of
things in the commercial market.

Our approach is certainly not to develop systems in house. That
has been our approach in the f)ast, to do very inward looking. Qur
approach now is to say we will build an infrastructure, we will po-
sition ourselves to take advantage of what’s available commercially
that can satisfy requirements, the requirements being driven by
the business process engineering effort, in conjunction with what’s
defined in our business strategies. In conjunction with those, that
approach is what would drive our information technology commu-
nity, once we have finished this infrastructure.

Mr. DoDARO. If I might add to that, there is one additional re-
source that I think could be available to VBA, An issue in this area
of getting outside help is always one of getting objective advice
from the group, as opposed to, perhaps, self-serving advice from the
contractors. The National Research Council, which is an extension
of the National Academy of Sciences and Engineering, has been
chartered to provide objective advice. They have a lot of technical
resources, and a Computer Science and Technology Board. That is
one resource that the VA could look toward to get a group of ex-
perts together that have both industry experience, as well as tech-
nical experience, to provide them with ongoing advice in this area.

Mr. KENNEDY. Maybe, Mr. Chairman, it might be a good idea to
see if we could get them in here some time and talk with them,
if you thought it was a good idea.

. EVERETT. Absolutely.

Mr. KENNEDY, Thank you very much, Mr. Chairman.

Mr. EVERETT. You are very welcome.

We've got a vote, only I think we can wrap this thing up. We
could stay here and spend several hours on this, but I'm not too
sure how much this Chairman can absorb of it, beyond where we
are.

However, I do have some closing statements, and we will be sub-
mitting additional questions for the record.

I want to thank both panels for their testimony today. Today
we've heard VA needs to create a credible business strategy, de-
velop an investment strategy, and strengthen its technical capabili-
ties.

And, to its credit, VA is in the beginning stages of attacking
these issues. There is a long way to go. We've heard that VA can-
not qualify the effects of various initiatives on shortening claims
processing times. We've heard about the need for goals and the
management results, costs and benefits. We heard about the need
to reengineer benefit processes before automation, instead of buy-
ing equipment to automate outdated processes. We've heard about
the advantages of benchmarking, and VA’s resistance on the
grounds of a unique operation.

We heard that VA is not including the Board of Veterans’ Ap-
peals as a part of their system design. We've heard about VA’s
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plans to place imaging technology at the Atlanta Regional Office,
without qualifying the results of imaging systems at their test site
in St. Louis.

We heard that the VA and its contractor are not familiar with
the need to do rapid applications development, thus creating a high
risk for failure, and that despite being ranked in the bottom tier
of software development skills, VBA intends to do much of the de-
velopment in house.

e've heard that, despite being faced with the year 2000 issue,
which could wreck the current payment system, VA is spreading its
thin resources to address many different projects.

The question is, where do we go from here? It is obvious that VA
must keep working on the year 2000 issue. They must continue to
maintain current payment and transitional systems to make sure
veterans benefits get paid. But, much beyond that, the long pole in
the tent is getting their planning finished before proceeding with
other projects. And, I intend to make sure that happens.

Therefore, I'm considering, strongly considering, legislation that
would require VA to submit its modernization plan to an appro-
priate body for review before proceeding with new projects. I want
to emphasize that this is not punitive, but it is my belief, and I
think a lot of members of the committee share that belief, that an
outside body, with appropriate expertise in management of large-
scale information systems development would provide VA with a
valuable tool to ensure the success of its modernization efforts and
to allow us to move on to other important issues.

It is my sincere hope and expectation that VA will proceed in its
efforts to improve its services to veterans, and I know they feel the
same way.

This hearing is adjourned. Thank you.

[The subcommittee was adjourned at 11:46 a.m.]
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Honorable Terry Everett
Remarks
Subcommittee on Compensation, Pension, Insurance and Memorial Affairs
Hearing on
VA Computer Modemization
June 19, 1996

Good Morning. The Subcommittee will come to order. Today wc/wﬂl here
testimony from the General Accounting Office and the Dcparunex_lt/g{ Veterans Affairs
regarding VA’s computer modernization program. This i§ bly/thirghé’a{ing on the
subject, and | am confident we will have more as VA proceeds, because up to now, VA
has been slow to do the up front planning necessary to ensure that systems development
is part of a disciplined and integrated planning process that revolves around a strategic
plan. That’s not just my opinion - it also comes from the GAO and the Center for Naval
Analysis. We are here today because I am convinced that VA and VBA must conform to
solid business planning methods in its operations and I am not going to sit by and let the
old ways continue. Caring, dedicated employees on the front lines cannot make up for
weak strategic raanagement practices. Since GAO states that this is a government-wide
problem, I want to see VA become the shining example of how to modernize computer
systems,

As recently as the May 3 Senate Appropriations hearing, VA stated that they could
not allocate improvements in claims processing to any particular initiative or factors such

as reduced workload. That statement highlights the problem before us today. That is, in
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a time of tight resources, how should an agency make resource allocation decisions?
Where doces an agency like VA get the best return for the dollars taxpayers provide to
take care of veterans? It is bad public policy on our part to let those types of practices
continue.

1 have often mentioned the GAO’s estimate of $300 million spent for
modernization since about 1986, and I believe Secretary Vogel will address that number
in detail here today. That’s three administrations and five Congresses that this has been
going on, and there is no real end in sight. The recent retrenchment on restructuring is a
good example of ad hoc planning that had budget considerations - not quality as its focus.
But, as TQM proponents would say, if you take care of the quality, costs come down and
customer satisfaction goes up. [ would also say that while I support the concept of
restructuring, it cannot be done in a vacuum. For instance, consolidation of
compensation and pension claims processing is a good concept - provided that you have
the necessary information systems in place ahead of time to ensure nation-wide access to
information. Without such a system, the confusion and frustration that will be
experienced by both veterans and employees will make today’s customer satisfaction
issues seem tame by comparison.

I'd like to just review a few quotes form the Center for Naval Analysis report

issued in March 1995 just to illustrate the challenge VA faces internally.
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“...the amount and complexity of change is seriously stressing the organization’s
ability to integrate and manage effectively the modernization projects that are underway
and planned.”

“...VBA is systematically pursuing a growing number of initiatives without a
systematic and explicit corporate understanding of their consequences )benefits, resource
effects, schedule, and risks). Initiatives within VBA generally are not analyzed or
managed on a corporate-wide or project-wide basis in an integrated and systematic
manner.”

“...VBA needs to strengthen its planning and control, and integration processes
and structures for managing implementation of farge, complex modernization projects and
systems...we find them generally weak.”

“...VBA did not put in place the necessary management infrastructure
improvements for isplementing its modemnization program. Responsibility for
integration and management of complex programs of change is diffused with no one
responsibie and accountable.”

As a result, we asked GAO to monitor VA’s VBA’s development of a strategic
plan, a business plan and business process reengineering projects with a focus on how
those processes would be applied to ongoing and future information resources
modernization projects. Mr. Dadaro, the Deputy Comptroller General will testify today
about what they have found over the past year. Having read his written testimony, | am

very concerned about VA's future ability to improve its claims processing through
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enhanced computer technology. Weaknesses in organization and skills noted by GAO
and CNA do not lead me to feel confident we can continue to throw money at VA
without some form of accountability that comes through the disciplined processes that
GAO will discuss.

We also have a written statement from Ms. Rhoda Davis, 8 member of the Claims
Adjudication Commission headed by Mr. Melidosian. The Committee appreciates the
assistance and cooperation the Commission has given us and we look forward to future
mutual efforts.

I will now recognize the ranking member for any remarks he may have.

Do any other members have opening statements?

Without objection, because of the small number of witnesses and to allow us
follow-up questions, today's hearing will use a 10 minute limit instead of our usual five
minutes. Our first panel is composed of Mr. Gene Dodaro, Assistant Comptroller
General from GAO’s for Accounting and Information Resources Management Division.
He is accompanied by some of the GAO team working this issue, Ms. Patricia Taylor,
Ms. Helen Lew, and Mr. L.J. Latham. Mr. Dodaro and team, welcome and please begin.

Thank you, Gene. Let’s begin with a few questions.

I thank the panel for their testimony and to the members of the investigation team,
our sincere thanks for doing a fine job. You may be assured that you have our full

support. If this panel has time to stay for the VA’s testimony, I would appreciate it.
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Our next panel is composed of the Honorable John Vogel, Under Secretary for
Benefits, and he is accompanied by Mr. Mark Catlett, the Assistant Secretary for
Management, Mr. Dennis Duffy, the Assistant Secretary for Policy and Planning, and Mr.
Newell Quinton, VBA’s Chief Information Officer. Good morning John, please begin.

Thank you John. Just a few questions, please.

1 thank both panels for their testimony today. Today we’ve heard that VA needs to
create a credible business strategy, develop an investment strategy and strengthen its
technical capabilities, and to its credit, VA is in the beginning stages of attacking those
issues. But there is a long way to go. We've heard that VA cannot quantify the effects of
various initiatives on shortening claims processing time. We’ve heard about the need for
goals and measurement of results, costs and benefits. We’ve heard about the need to
reengineer business processes before automating instead of buying equipment to automate
outdated processes. We've heard about the advantages of benchmarking and VA’s
resistance on the grounds of their unique operations. We’ve heard that VA is not
including the Board of Veterans Appeals as apart of their system design. We've heard
about VA plans to place imaging technology at the Atlants Regional Office without
quantifying the results of imaging systems at their test site in St. Louis. We've heard that
VBA and its contractor are not familiar with the tools needed to do rapid application
development thus creating a high risk of failure and that despite being ranked in the
bottom tier of software development skills, VBA intends to do much of the development

in-house. We've heard that despite being faced with the year 2000 issue, which could
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wreck the current payment system, VBA is spreading its thin resources to address many
different projects.

So, the question is where do we go from here. It is obvious that VA must keep
working on the year 2000 issuc. They must continue to maintain current payment and
transitional systems to make sure veterans benefits get paid. But much beyond that, the
long pole in the tent is getting their planning finished before proceeding with other
projects, and I intend to make sure that happens. Therefore, ] am considering legislation
that will require VA to submit its to an appropriate body for review before proceeding
with new modemization projects. I want to emphasize that this is not punitive. Rather, it
is my belief that an outside body with appropriate expertise in management of large scale
information systems development would provide VA with a valuable tool to ensure
success in its modernization efforts and allow us to move on to other important issues. It
is my sincere hope and expectation that VA succeed in its efforts to improve services to

veterans.
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Congressman Jerry Weller
Subcommittee on Compensation, Pension,
Insurance and Memorial Affairs

June 19, 1996

Mr. Chairman, I want to add my appreciation to that expressed by my
colleagues, to veterans organizations in general, and to those testifying
before us today.

I also want to express my appreciation for the leadership and the hard
work which my colleagues have put forth on behalf of Americas .veterans.
Your expertise and interest in this area is invaluable.

I’'m sure we will all agree that it can never be said often enough that we
owe all veterans more than a debt of gratitude. That is why I think it is
important that we are holding this hearing, today, )to’éeport on the progress
of the Department of Veteran’s Affairs in their computer modernization
process.

I am anxious to hear the testimony of Mr. Dodaro from GAO; and hear

his assessment of VA’s progress. I think is it very important that we work
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to get the modernization process on the right track so we can serve our
veteran’s more quickly and efficiently. But, I also believe, and I think GAO
will agree with me on this, that we must not be hasty in our efforts. Past
experience shows us that to jump in and make impetuous decisions can
further hinder the modemnization process while costing taxpayers and
veteran’s millions of dollars.

I have a vested interest in this issue because part of the modernization
process currently being considered will greatly affect hundreds of working
men and women in my district. There is talk of closing the Data Processing
Center at the Hines VA Facility and consolidating it with the facility in
Austin, Texas. GAO'’s report makes more than one reference to the Hines
facility for its progress and use of software development. I think it would be
a shame to close the Hines VA without weighing the consequences of doing
$O.

It is clear that we need to make some changes in the modernization
process of VA, but let’s make sure we have adequate information and an
organized strategy before we make dramatic changes that will l'1urt veteran’s

and working Americans alike.
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Statement by Rep. Luis V. Gutierrez
Subcommitee on Compensation, Pension,
Insurance and Memorial Affairs
June 19, 1996

Good morning.

Mr. Chairman, I would like to thank you for allowing me to join
your subcommittee to discuss the Department of Veterans Affairs
computer modernization effort.

This issue is very important for veterans who receive disability
compensation, educational assistance and insurance benefits, as well
as those men and women who served our nation with pending claims
and claims appeals before the VA.

Specifically, this hearing is of importance to the thousands of
veterans who depend on the Hines Benefits Delivery Center in
Illinois and the people who serve our nation’s veterans through the
Hines facility.

I am aware that the Department of Veterans Affairs is considering
plans to consolidate the Veterans Benefit Administration’s (VBA)
data processing capabilities from the Hines facility to the Austin
Automation Center in Texas.

I know that the Office of Management and Budget requested data
processing consolidation/modernization plans from -all federal
agencies by June 3, 1996. This date has passed and the VBA

has not complied with the aformentioned deadline.

Nor has the VBA demounstrated a technical or financial jusification
for such a consolidation. As Mr, Dodaro and his colleagues at the
GAO have found, critical information regarding a consolidation at
Austin in terms of costs and benefits has not been made public.

We still lack the crucial information needed to determine if this
move makes fiscal sense, if the processing of benefits vital to veterans
will be disrupted and if the technology and experience of the Austin
center matches the 35 years of expertise the Hines staff have
developed.

I have been recently informed that no final decision has been made
about the conmsolidation. However, VA officials, in responding to
questions I presented before the March 29, 1996 budget hearing
implied that they had a plan ready and that it did include moving
the Hines data-processing center to Austin.
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Frankly, 1 am a bit confused. Has the VA made a decision, and on
what facts has that decision been made?

The computer center at Hines is the brain center of the VA data
processing system. The experienced staff at Hines have managed the
system well, in fact current service levels for response time and
system availability exceed industry standards. The current staff also
possess the institutional knowledge to develop the VETSNET VA
modification project, which is essential for the future of VA
processing capability.

I have spoken to officials at the Hines facility and they strongly
believe that they could process the twenty VBA applications residing
in the Austin center and the Philadelphia VBA functions with a
minimal increase in cost. They point to estimates that suggest it
could cost $44 million and take 4 years to replatform the Hines
benefit systems to the Austin processors.

This seems an excessive amount to spend on data-processing
consolidation.

I am hopeful that the VA considers the low-cost proposal to
designate the Hines BDC as the main center for veterans’ benefit
payment processing. I believe that 35 years of success should merit
consideration.

If, as I hope is not the case, the Va has moved close to making a
decision, 1 urge it to immediately disclose a full description of costs,
benefits and risks of consolidation. I want to repeat and emphasize
that the GAO believes all of these considerations are lacking at this
time.

Once again, Mr. Chairman, I would like to thank you and Ranking
Member Evans for allowing me to express my concerns and those of
thousands of veterans in the Chicago area.
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STATEMENT OF
R. J. VOGEL
UNDER SECRETARY FOR BENEFITS

DEPARTMENT OF VETERANS AFFAIRS

BEFORE THE

SUBCOMMITTEE ON COMPENSATION, PENSION,
INSURANCE AND MEMORIAL AFFAIRS
COMMITTEE ON VETERANS' AFFAIRS
HOUSE OF REPRESENTATIVES

JUNE 19, 1986

Mr. Chairman and Members of the Subcommittee:

| am pleased to be here today to provide you with an update on the
Veterans Benefits Administrations' (VBA) strategic planning progress, the
umbrella planning program under which our information technology and
business planning activities are integrated.

Mr. Chairman, we have come a long way in the year since this
Subcommittee's last hearing on this issue, and | am very enthusiastic about
the path we are on now. There is, of course, much work yet to be done, but
| believe that we are making real progress in addressing your concems as
well as those of our Nations' veterans.

Let me take this opportunity to acknowledge the assistance and
support we have received this year from the General Accounting Office
(GAQ). GAO and VBA have formed an effective working relationship and
that change has benefited us greatiy as we adjusted our course.

The VBA strategic planning process, which we described last
year as being in its infancy, is leading us toward a comprehensive,
integrated, muiti-year Business Plan. When the plan is completed, it will
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serve as the foundation for all future VBA initiatives and will be integrated
into the Department's Strategic Management Process.

The first step in our strategic plan development process was
accomplished in July 1995, when VBA's top management worked together
to revise and develop the VBA Mission, Vision, Values, Goals and Core
Measures. Those guiding principles describe to us and to our stakeholders
what we're all about, in terms of where we want to take this organization
and how we'll get there. They are, in essence, a road map to the future of
customer-focused benefits delivery. We will follow them closely as we
proceed with our strategic planning process.

The second step, the deveiopment of VBA Business Plans, is an
incremental one. Business plans were completed iast fall for three of our
benefit programs - Loan Guaranty, Education, and Insurance. Because
these plans contained useful information on VBA performance objectives
and indicators, we included those plans in VA's 1997 Congressional
Budget submission. In December 1995, we established work groups to
develop performance measures for all business line programs. This work
was completed in February 1996, and these measures are being used as
the basis for the overall VBA Business Plan which will form the foundation
for our 1998 budget request.

Once the basic plans are in place, all VBA support activities will be
integrated into the plans, including information technology projects and
restructuring initiatives. Performance objectives and indicators are being
developed to track progress and ensure the best impact on service to
veterans. This will enable us to make better use of available resources
and provide better justifications for future budget requests.

We appreciate the favorable reactions we have received from OMB
and the Congressional staffs in response to briefings we provided on our
strategic planning efforts. We know there is much more to do before our
strategic planning process is fully implemented. However, we have taken a
maijor step in the development of the comprehensive and integrated
strategic plan that will describe and direct all our future activities. To quote
one of our recent extemal reviewers, "VBA has come a long way in a short
time."

In March of this year, the Under Secretary requested that all VBA
components submit a summary of all ongoing or planned initiatives for
fiscal years 1996 through 1998. We reviewed each initiative to determine
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its consistency with established strategic guidance and whether it had clear
performance objectives and indicators to measure progress. We
coordinated these initiatives across program lines to ensure the integration
of objectives and plans among related initiatives. :

Our first draft business plan is nearing completion. Following a final
staff review, it will be submitted to our Strategic Management Committee
for decisions regarding priority initiatives that will accompany VBA's FY
1998 budget request to the Department. The plan will be further refined as
it undergoes reviews by the Department and OMB.

Mr. Chairman, | cannot state strongly enough what a significant
development VBA's strategic planning effort is in furthering our goal of
being the best benefits provider in govemment. Our strategic planning
activities and the resultant VBA Business Plan will tie together all our
business and technology activities into one cohesive strategy. It will -
enable us to ensure that all information technology activities directly
support and better our business programs and prioritize our investment
options.

Integration of information technologies with our overall Strategic Plan
has been a long and complicated process, but we have made significant
progress. It has been almost 11 years since we made the first investments
toward "modemizing" VBA. Mr. Chairman, there has been much
discussion about the $300 million we have spent to date on modemization.
| believe the following chronology will put that investment into perspective
for you:

' Beginning in 1985, VBA implemented the Wang Office Automation
program including local servers and intelligent servers connected to
Wang processors with on-line access to IBM mainframes. (Total
expenditure 1985-1996: equipment = $30 million; maintenance =
$25 million)

* [n 1988, the Model Station program was established to test software
applications developed by Regionat Offices as well as other short
term initiatives targeted to improve the Regional Office environment.
(Total expenditure 1988-1992: $2 million)

« During 1891 and 1992, VBA developed, tested and implemented a
Migration Gateway linked to a Regional Office Gateway. These
gateways provided enhanced access to the Benefits Delivery
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Network and Wang system. (Total expenditure 1990-1992: $16
million)

In 1992, VBA awarded the contract for Stage | Regional Office
modemization to install intelligent workstations. VBA also initiated
the in-house development of applications (Rating Board Automation,
PC Generated Letters) to take advantage of Stage | capabilities.
VBA completed the Stage | deployment at all 58 regional offices in
1895. (Total expenditure 1993-1994: $66 million for acquisition of
PCs, printers, RO processors, file servers and other LAN
components, and software)

In 1993, VBA initiated the VETSNET software development program.
(Total expenditure 1993-1996: $6 million for contractor support)

In 1995, VBA awarded the Stage Il imaging contract to replace-
existing equipment at the St. Louis Education Regional Processing
Office with follow-on implementation planned for the remaining
Education Regional Processing Offices. (Total expenditure - actual
and estimated - 1995-1996: $6 million)

Also in 1995, VBA decided to defer the Stage (Il procurement and re-
scope the VETSNET design for replacing the C&P payment system.
In addition, VBA adapted a Business Process Reengineering (BPR)
methodology for C&P claims processing.

An additional $65 million has been spent over the past 11 years for
squipment and the development of software applications to support
the short-term initiatives and VETSNET. Another $20 million was
spent on contractor studies. The remaining $59 million was used
during that time for operational expenses to support the office, such
as maintenance (other than Wang), payroll, training, supplies, travel,
etc., an average of approximately $5 million per year.

in 1996, VBA developed a strategy in concert with the Department's
Chief Information Resource Officer to consolidate central processing
and to migrate off the Honeywell and Wang platforms. Consolidation
will be invisible to the user--services and access will not diminish no
matter what decision we make.

The Assistant Secretary for Management, Deputy Assistant
Secretary for IRM, VBA top officials, and Chief Information Officer
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have been working together to develop and refine the consolidation
strategy. The agreement calls for developing a detailed
consolidation plan by September.

VBA's acquisition of basic Wang office automation equipment for the
regional offices in 1985 significantly improved our capability to
communicate and transfer information rapidly between Central Office and
the field and among the field stations through the use of electronic mail.
The Wang systems provided our offices with simple yet powerful
capabilities for performing word processing, electronic mail, calendar and
other basic office functions. For the first time, we had the capability to mail
or share documents throughout the nation.

In 1987, we developed a 12-point plan for modemization. That plan
placed emphasis on the acquisition of hardware and systems operations
software necessary to establish a new technology infrastructure. It led to a
staged implementation strategy that wouid allow for adjustments and
refinements, and create decision points not otherwise feasible with a
single-procurement approach. Stage i, completed in March 1995,
established a state-of-the-art information technology infrastructure
consisting of workstations and local area netwarks at each regional office.
Stage |l, awarded in July 1995, will extend local processing capability
through the use of imaging systems within the Stage | infrastructure.

Throughout the life of our modernization program, we realized many
outstanding achievements. | would like to describe just a few of the
applications that have contributed to claims processing improvements.

The development and processing of claims as well as the ability to
respond to veteran inquiries is dependent upon the timely location of claims
folders. The Control of Veterans Records (COVERS) provides automatic
tracking of records within the regional office. It is projected from our beta
test conducted at our Baltimore and St. Petersburg Regional Offices that
the time previously devoted to processing incoming mail will be reduced by
50 percent or more.

Another initiative, PC Generated Letters, enables VBA to move away
from computer generated form letters and allows adjudicators to compose
letters reflecting the specifics of each case. With this feature, we can
provide specific information about the veteran's claim, and more clearly
communicate to the veteran the need for additional information. This
application is being enhanced through a non-technology initiative we call,
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Reader Focused Writing. Through this initiative, we are reviewing our
system-generated correspondence to make it easier to understand by our
veteran customers. At the same time, employees are being trained to
change their own personal writing styles to refiect a reader focus.

An additional initiative that has aliowed us to combine and eliminate
time consuming, labor intensive tasks has been our Rating Board
Automation system. This application allows rating specialists to prepare
rating decision documents by using sophisticated programming and a large
database of standardized phrases, sentences and paragraphs. Only
minimal use of data entry is necessary. This application promotes
consistency in our decision making and facilitates future changes to rating
procedures, policy and legislation. This application also eliminates time
previously spent on dictation, typing, and proofreading which has enabled
us to speed up getting decisions back to veterans. Further, this initiative
was the catalyst that enabled us to move FTE into decision making -
positions.

Our modernization program will be completed with the development
of a modem data base. This data base will enable VBA to replace the
existing payment systems which are currently processing on 1970 vintage
equipment.

The new data base and payment system will provide the regional
offices with the processing functions they currently have, plus enable VBA
to resolve issues like the limited access to veterans records, which
continues to limit our ability to improve service.

Our strategy for this effort also includes developing a plan that
ensures our systems will operate beyond the year 2000.

All of VBA's information technology resources, both dollars and
people, will ultimately be realigned to support oniy those projects and
initiatives that are approved priorities. All activities that are currently
supporting non-priorities will either cease or be dramatically reduced. The
key to this strategy is quite simple — focus our information technology
personnel, dollars and management efforts only on VBA business priorities.

Looking ahead, we have outlined a dramatic new direction for
reshaping and refocusing the efforts of our information technology
resources. The primary goal of this new direction is the provision of
enhanced as weil as ongoing support to VBA's changing business
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requirements. This effort will be guided by our integrated planning process
and business process reengineering.

The Business Process Reengineering (BPR) program is a systematic
review of core VBA business processes to determine the most effective
and efficient approaches to accomplishing our primary business missions.
The intent is to apply a formal methodology, with a highly structured
sequence of reviews, to the operations of each business process. The
imposition of a discipline to improve operations builds a foundation for
decision making that is predicated on the existence of business goats,
performance measures and selected strategies.

We selected the delivery of compensation and pension benefits as
the initial area of concentration for BPR.* The designation of a team was a
key part of the process. With the assistance of contracted technical
experts, the team will foliow a sequence of activities that -

(1) creates a simulation model of the C&P business process,

(2) collects stakeholder perceptions and expectations,

(3) benchmarks existing core business processes,

(4) benchmarks the best practices of public and private sector
businesses with similar processes,

(5) creates a "to be" model that describes the optimal environment
and set of business operations,

(6) proposes altematives to achieve the "to be" condition,
(7) completes an economic analysis of the alternatives, and

(8) produces a business case for the preferred method of proceeding
with redesign.

Upon selection and approval of the desired business goals and
objectives, we will develop the implementation plans.

VBA, The Assistant Secretary for Management and the Assistant
Secretary for Policy and Pianning are working diligently to develop a
framework under which the remaining component of the modemization



50

effort will be closely managed. It will provide adequate controls to ensure
that oversight requirements are satisfied and performance objectives are
met on schedule.

In addition, we continue to work with other elements within the VA
and the Department of Defense (DOD) in cooperative efforts to improve
timeliness of service.

In a joint effort with the Veterans Health Administration (VHA), we
have entered into an agreement with DOD to pilot separation medical
exams using VA's protocol. This will eliminate the need for a veteran to
undergo a second exam for a condition that exists at the time of discharge.

VBA is also working with DOD on‘the electronic transfer of DD 214s,
thus reducing the time it takes currently to obtain copies and reduung the
dependency on paper copies.

We fully expect to explore other opportunities with VHA and DOD to
assist our veterans in processing their claims.

In closing, | will repeat, VBA is on the right track! We are making
good progress in improving the way we plan and manage our operations.
Whether it's a new IRM application, a training initiative, or a restructuring
proposal, we are committed to ensuring that it is integrated with other
activities and that we can clearly measure the benefits to our veteran
customers. These changes take time but will eventually resuit in improved
VBA performance and concurrent increases in the levels of service provide
to our Nations veterans and their families.

Mr. Chairman, this concludes my statement. | will be happy to
respond to any questions that you or other members of the Subcommittee
might have.
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Mr. Chairman and Members of the Subcommittee:

I am pleased to have this opportunity to discuss the Veterans Benefits Administration's
VBA) efforts to modernize its operations by streamlining its business processes and
taking greater advantage of information technology. Successfully meeting this challenge
is key to improving critical services to almost 27 million veterans and their dependents
and lowering VBA's operating costs.! VBA is, however, experiencing many of the
classic, fundamental management and technical problems that have prevented federal
agencies from realizing the benefits expected from substantial investments in information
technology. While it is clear that dedicated employees at VBA who care about veterans
and service delivery are working to overcome these difficulties, major, sustained
improvements in critical service delivery and operating performance have eluded VBA.

Unless VBA takes more aggressive action to effectively address its serious management
and technical weaknesses, its modernization efforts will not succeed. My testimony
today will focus on what VBA needs to do in three major areas to increase the likelihood
of success. These are.

. creating a credible business strategy and supporting information resources
management plan,

. developing a much improved investment strategy for selecting and managing its
portfolio of information technology projects in a more disciplined, businesslike
manner, and

. strengthening its technical capability to develop software applications that will be
critical to supporting efforts to improve service to veterans and <ontrol costs.

BUSINESS STRATEGY NEEDED TO SOLVE
ENTRENCHED SERVICE-DELIVERY PROBLEMS

VBA's business environment encompasses many difficult challenges. These include a
backlog of disability claums, improving a number of relationships with other
organizations that affect how VBA does its work, and responding to its customers who
are frustrated about the long-standing need to improve the accuracy and timeliness of
processing claims. To deal with these issues, as well as cope with today's constrained
budgetary climate, the agency is undertaking a number of major initiatives, including
beginning a business process reengineering effort for its compensation and pension
programs,” restructuring its regional office responsibilities, and consolidating its data
centers.

VBA has, however, been proceeding without an overall business strategy clearly setting
forth how it will improve its performarce and tackle entrenched service-delivery
problems. For example, the reported backlog of original and reopened disability claims
increased from 378,000 in fiscal year 1990 to a high of 571,000 at the end of December
1993. This rise was due to several factors, including increasing complexity in claims
processing and the use of inexperienced regional claims raters. VBA instituted several
conventional stopgap measures to deal with this backlog. It authorized extensive
overtime, shifted workloads among regional offices, purchased information technology
equipment, increased the number of claims raters by about one third (from 667 to 897),
and relaxed some paperwork requirements, such as accepting photocopies of certain
documents. As a result the backlog has been reduced, but it is now still about 380,000~
similar to the 1990 level.

'VBA is one of three major components of the Department of Veterans Affairs, which
also includes the Veterans Health Administration and the National Cemetery System.

VBA has five major business areas. compensation and pension (the largest), loan
guarantee, vocational rehabilitation and counseling, educational assistance, and
insurance.
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Similar trends have been experienced in the processing times for original disability
compensation claims, which rose from an average of 151 days in fiscal year 1990 to 213
days in fiscal year 1994. The stopgap measures used to decrease the backlog have also
reduced the average processing time in fiscal year 1995 to 161--10 days more than the
level in fiscal year 1990. VBA officials acknowledge that these measures cannot be
sustained over a prolonged period of time. VBA must, therefore, find other solutions to
achieve greater service-delivery breakthroughs.

Other entities also affect the speed with which VBA processes claims and the agency's
overall direction. For example, VBA relies on the Veterans Health Administration for
most medical information needed to substantiate a disability claim, and the Department
of Defense for information relating to a veteran's service time and conditions of
discharge, as well as medical information from the veteran's tour of active duty. Delays
by either of these organizations can have a significant impact on the timeliness of VBA's
claims processing.

Judicial review organizations also affect VBA's workload and backlog. For example, the
Board of Veterans' Appeals returns almost half of its cases to VBA regional offices for
additional development and reconsideration each year. The Board itself also has a
significant and increasing backlog of cases; its appeals grew from about 19,500 in fiscal
year 1990 to more than 50,000 in fiscal year 1995—an increase of more than 150 percent.
It takes the Board about 2 years to render a decision from the date it receives an appeal-

In addition, VBA--like most federal agencies—must deal with constrained resource levels
and, at the same time, maintain existing levels of service and operations. VBA is in the
process of restructuring its regional offices in an effort to cope with declining resources.
At the same time, funding for VBA's information technology initiatives is discretionary
and, as such, comes under close budgetary scrutiny by the Congress and the Office of
Management and Budget (OMB).?

A comprehensive business strategy is needed--one that includes developing strategic and
information resources management plans, setting performance goals and measures, and
incorporating the results of major agency initiatives, such as business process
reengineering. VBA is moving in this direction; currently, however, it has no clearly
articulated business strategy.

Recent legislative changes provide the framework for VBA to develop such a strategy
and identify the tools needed to implement it. For example, the Government
Performance and Results Act of 1993 requires agency heads to submit to OMB and the
Congress a strategic plan for program activities, including a mission statement, goals and
objectives, and a description of how these will be achieved and what key factors could
affect their achievement. The act also requires that agencies prepare annual performance
plans for each program--performance indicators that will allow measurement of outputs
and service levels. In addition, the Information Technology Management Reform Act of
1996° requires agency heads to establish goals for improving the efficiency and
effectiveness of agency operations and, as appropriate, the delivery of services to the
public, through more effective use of information technology and business process
reengineering.

VBA's weaknesses in planning have been well documented since 1987. VBA's planning
process has been cited by us and others for (1) not having specific, measurable goals and

°The Budget Enforcement Act of 1990 discusses required reductions in budget authority
and outlays, while the Federal Workforce Restructuring Act discusses limitations on
personnel levels.

‘P.L. 103-62; 5 USC 306 and 31 USC 1115; Aug. 3, 1993.

*P.L. 104-106, Division E, Feb. 10, 1996.

2
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objectives against which progress can be assessed and (2) not analyzing the costs and
benefits of alternative approaches to modernization. According to VBA offidals, they are
in the process of developing strategic and information resources management plans and
will have them ready to use in preparing the agency's budget submission for fiscal year
1998. Assistance in this area could come from the National Academy of Public
Administration, which has recently been commissioned by the Senate Appropriations
Committee. In the Committee's September 1995 report on the 1996 appropriations bill,*
the Committee provided $1 million to the Academy for a comprehensive assessment of
VBA, with particular emphasis on the spedific steps required to make claims processing
more efficient and less time-consuming. The Academy will evaluate the modernization
initiative and its link to strategic goals and priorities, efforts to reengineer VBA's claims-
processing methodology, performance measures for restructuring, and the roles of the
Board of Veterans' Appeals and the Court of Veterans Appeals. As of a few weeks ago,
VBA was still working out the details of this study with the Academy.

VBA also needs to develop a full set of performance goals or measures. At present,
processing timeliness is the primary performance measure that VBA uses. Customer-
focused goals, aimed at improving the quality of service, are needed. For example, a
VBA survey of "stakeholders” indicated that , in their view, an emphasis on quality over
productivity alone would be the key to service excellence at VBA. These stakeholders
defined quality as making the correct award decision the first time, which would
improve the timeliness of claims processing and reduce the number of appeals filed.

VBA's current goal for claims processing was set without the benefit of any clear plan.
For example, its goal is to reduce average original compensation claims processing time
to 106 days by 1998 this goal was set as part of a 1993 agreement with OMB to
establish outcome-oriented performance goals. The performance goal is not linked to a
business strategy or plan that explains how the agency intends to achieve this goal.

Reengineering is key to achieving major performance improvements that VBA
establishes as business goals. As our 1994 study pointed out,’ organizations that
successfully develop information systems do so only after thoroughly analyzing and
redesigning their current business processes. Information system projects that do not
first consider business process redesign typically fail, or reach only a fraction of their full
potential.

In response to concerns raised by us and others over the past 3 years, VBA is preparing
to reengineer its compensation and pension claims-processing operations, and has taken
several positive steps. In November 1995 the agency established a Business Process
Reengineering Office, and subsequently adopted a business process reengineering
methodology. It aiso hired a consultant to assist with reengineering. By the end of this
month, a business process reengineering team comprised of VBA staff and the consultant
is expected to have completed a key step in the process by developing a proposal for
changing the compensation and pension business processes. This proposal will be
submitted to VBA management for review and approval before implementation. VBA
also plans to begin a different business analysis project each year for its other four
business areas. The next area planned for such an analysis is educational assistance.

‘Senate Report 104-140.

’Stakeholders included veterans, VA employees, top VA management, congressional
veterans' committees, agencies such as GAO and OMB, veterans' service organizations,
the Sodial Security Adrmunistration, and components of the Department of Defense.

SAccording to the Secretary of Veterans Affairs, an interim goal is 117 days by 1997.

3
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It is still too early to judge whether the current business process reengineering effort will
help VBA achieve its goals, but we continue to have some concerns about VBA's current
business process reengineering focus and approach. For example, VBA has not yet set
quantifiable performance measures using the experiences and performance of other
leading claims-processing organizations. Also, the scope of VBA's analysis and
reengineering of its business processes in the compensation and pension area does not
address the claims appeal process, which has a significant impact on the timeliness and
quality of some claims-processing decisions. Finally, as I will discuss later, we are
concerned that reengineering is not the driver behind all of VBA's information
technology initiatives.

To solve entrenched problems and sustain long-term improvements in service delivery
and operations, VBA must first know exactly what it needs to pay attention to and
where it wants to go. A business strategy containing specific goals and performance
measures is absolutely essential. By effectively using the framework established in
recent legislation to develop the business strategy and complete its strategic and
information resources management plans, VBA will go a long way toward setting out a
clear path to be followed.

MANAGING INFORMATION TECHNOLOGY
1S ESSENTIAL TO VBA's SUCCESS

VBA's investment in modernization activities has yielded some improvement in
hardware and software applications. However, it is difficult to measure return on any of
these investments.

As shown in attachment 1, between fiscal years 1986 and 1995, VBA reported that it
obligated about $688 million for information technology, of which about $284 million, or
about 40 percent, was for systems modernization. In December 1992 VBA awarded the
first contract in its planned three-stage procurement. During stage I, VBA acquired a
number of personal computers, local area networks, minicomputers, and commerdial off-
the-shelf software for its 58 regional offices; during stage II, VBA procured imaging
equipment and associated software. Stage III was suspended in 1994; during this stage,
VBA was to procure mainframe computers for its data centers in Hines, Ill., and
Philadelphia.

VBA has also realized some limited benefits from the development of several short-
term, targeted software applications that are being used on equipment acquired during
stage I. These projects include the following:

. Control of Veterans Records—used to track the location of veterans' claims folders
containing application-related information;

4 Rating Board Automation--used to generate letters to veterans regarding award
decisions; and

. Personal Computer-Generated Letters—-used to prepare general letters to disability
claimants.

To help manage its information technology investments in a way that will lead to major
returns, VBA must now meet the challenges of new information technology legislation
that has been modeled after the best practices of leading private and public
organizations. For example, the Information Technology Management and Reform Act
and the Paperwork Reduction Act require agency heads to

. analyze the agency's mission and, on the basis of this analysis, revise business
processes as appropriate;
. design and implement a process for maximizing the value and assessing and

managing the risks of information technology acquisitions;
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. integrate budgetary, financial, and program management decisions in this process;
and

. use this process to select, control, and evaluate the results of information
technology initiatives.

VBA needs to make major improvements in the way it manages its information
technology investments to meet these legislative requirements. Qur analysis of past and
current VBA information technology initiatives shows that VBA lacks the critical cost,
benefit, and risk information necessary to determine whether it has made worthwhile
investments. Our analysis also shows that these initiatives preceded VBA's business
process reengineering effort, which increases the risk that they may need to be
substantially changed or abandoned once reengineering results become available. For
example:

. Between fiscal years 1993 and 1995, VBA purchased 24 minicomputers without
having a clear understanding of the software applications to be placed on the
equipment or the benefits to be derived from this investment. Although VBA
expected to use these minicomputers in processing claims, they were not put into
use until recently, when VBA began testing its software application to track claims
folders. This was done at four sites: Baltimore; St. Petersburg: San Juan, Puerto
Rico; and Winston-Salem, N.C.

. At VBA's educational assistance processing sites in Atlanta and St. Louis, the
agency has acquired and is in the process of installing imaging equipment to scan
all documents in the chapter 30' education claims folders, which contain an
average of 30 documents each. VBA has not, however, performed any
reengineering analysis for the educational assistance area to assess how the
imaging equipment could be used to improve education claims processing. In
addition, while VBA has begun to collect baseline information to compare against
post-implementation data in order to determine what impact the equipment will
have on its operations at the Atlanta site, such information has not been collected
for St. Lows, which has been using such equipment since 1987. ,

Also, this past March VBA embarked on a 2-year effort at its St. Petersburg regional
office to replace its current benefits payment system. The objectives of this replacement
system were to (1) permit more timely updating of master benefit files through on-line
access; (2) provide national access to service organizations that must respond to veterans’
questions about the status of their claims; and (3) address the potential effects of
processing benefits payments and other critical information after the turn of the century.

This recent project has several inherent risks that must be assessed before VBA can
determine if this initiative will be worth the investment. First, the project team,
comprised of VBA staff and contractor personnel, will be using a new software
development language" and a rapid application development methodology.”? While this
methodology is used more frequently in the private sector, it has not been previously
used at VBA. When it is used, highly skilled and experienced people are a necessity.
Given both VBA's and the contractor's unfamiliarity with using this methodology, the
staff and contractor must learn the new tools and become proficient with them so as not

YChapter 30 relates to the Montgomery GI bill which provides education benefits for
veterans on active duty after July 1, 1985.

YCalled JAM?, this commerdial, off-the-shelf, 4th-generation software development tool
is designed to be used with relational database management and transaction processing
systems. Relational database management refers to a method of organizing data
elements so that a specific, defined relationship exists among those elements~such as an
individual's social security number being related to only one specific name.

An application development methodology that emphasizes prototyping and the use of
advanced tools. A critical element of this methodology is rigid adherence to a schedule.

5
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to jeopardize the implementation of the replacement payment system, scheduled for
1998.

We believe that this initiative is high risk because the payment replacement system
timetable was based on unrealistic assumptions about the productivity and skills of
newly-trained, inexperienced people, and the level of complexity of the task. Further, as
I will discuss in more detail in a few moments, although VBA is in the process of
developing software for its replacement system, our evaluation found that VBA is very
weak in its ability to develop software and manage software-development contracts.
This factor substantially increases the risks assodated with this project.

Another risk is that this project was not following sound systems-development practices.
For example, VBA's system development guidelines--policies and procedures used to
design and develop computer software and systems—call for verification and validation
of the system requirements before proceeding from one phase of system development to
the next phase. VBA's implementation of the standard systems-development process
consists of four phases: planning, analysis, design and construction. It has been
demonstrated that proceeding to a subsequent phase without reviewing the work done
in the current phase for correctness, consistency, and completeness will almost always
adversely impact on the project's cost, its performance, and the delivery schedule. VBA
directed the project team to proceed into the system design phase, however, without
completing this important first step. Further, the data model® that is being used to
develop the replacement payment system has not been completed, although this should
have been done prior to proceeding into the system design phase. The incomplete
requirements verification and validation and incomplete data model increases the risk -
that the system will be designed incorrectly. Also, VBA does not have cost-benefit
information with which to assess its return on this investment. For example, it has not
estimated the total amount of software that must be developed, or its cost.

In addition to lacking the information to determine whether or not specific projects will
pay off, VBA also lacks a process that ranks and prioritizes its investments in
information technology as a consolidated portfolio. VBA is undertaking several projects
simultaneously, without a full consideration of the resources required, costs, risks, and
potential impact on agency operations. Current system-development activities—including
addressing the year-2000 issue, data-center consolidation and related software
conversion, and replacement of the benefits payment system-are all examples of
investments that have not been ranked or prioritized.

Year 2000. Like all other federal agencies—and private businesses—VBA must address
the effects of processing information in light of the change of century. Most of the
computer software in use today employs 2-digit date fields. Consequently, at the turn of
the century, computer software will be unable to distinguish between the years 1900 and
2000, since both would be designated "00." Industry and government experts have
already gone on record saying that the effort to correct this problem will become
extremely costly and time-consuming, and requires early and detailed planning. If the
year-2000 problem is not addressed, it will render the vast majority of date-sensitive
computer information unusable or obsolete. For example, calculations based on
incorrect dates in service could result in errors in processing benefit checks in the
compensation and pension programs. In VBA's educational assistance program, VBA
could

. send threatening debt-collection letters to veterans who do not actually owe
money;

. charge incorrect interest rates to veterans or charge interest to veterans who do
not owe money; or

YA graphical representation of data and its interrelationships. Data models are used to
specify database requirements.

6



58

. send debtor information to the Internal Revenue Service for refund withholding,
to the federal government for wage garnishment, or to private credit firms to go
on a veteran’s credit report.

In our opinion, the year-2000 issue is an absolutely critical challenge that VBA faces over
the next 2-3 years. Some of the computer code was developed more than 20 years ago,
using nonstandard coding techniques. In some cases, the software documentation may
be incomplete or nonexistent.

1t is essential that VBA develop and implement a strategy to address the inherent risks
that accompany the year-2000 change. First, a sufficient number of experienced staff
must be devoted to this task, especially since VBA must maintain its current software
and service levels at the same time that it is correcting date-sensitive code. Second, it
will need to complete the programming by 1998, since industry experts recommend that
1999 be reserved for thoroughly testing the year-2000 changes. Third, VBA must have a
contingency plan that outlines alternatives for processing claims if systems are not
corrected.

Rata-Center Consolidation and Related Software Conversion. In response to a request
from OMB," VA and VBA are in the process of developing a strategy paper to reduce
operational costs by consolidating their data centers. However, critical information in
terms of costs and benefits 15 missing—information needed to determine how and when
thus should be done and how this effort ranks in terms of priority with competing
demands, such as the year-2000 activities.

Currently, VA's data center is in Austin, Texas, and uses IBM computer equipment to
process the Department's accounting and financial management information related to
administrative operations. VBA's two data centers—Hines and Philadelphia—use mostly
Honeywell equipment; the Hines facility primarily processes disability (compensation
and pension) claims, while Philadelphia processes insurance claims. The joint VA/VBA
datacenter consolidation strategy paper is due to OMB in July.

Because the data-center consolidation approach must also consider converting the
current software to run on more modern computer equipment, added risks must be
considered. Specifically, VBA is considering converting the Benefits Delivery Network'
software--currently in use at Hines—to more modern computer equipment. The cost and
time frames for this conversion will depend upon which of the three data centers is
chosen as the site for Benefits Delivery Network processing. To date, two studies have
been commissioned to evaluate the software conversion. The first, commissioned by VA,
estimated the cost and time frames for moving the current Benefits Delivery Network to
IBM equipment; the second, commissioned by VBA, assessed the feasibility of
converting the Benefits Delivery Network software. The finding was that such a
conversion is feasible, and could likely take 2-3 years to complete.

Neither study, in our view, provides enough information on all three sites to adequately
assess the investment needed, nor do they fully address GSA criteria* for making
software conversion decisions. Neither contains an analysis of alternative approaches or
a full description of the cost, benefits, and risks of conversion. We have discussed our
analysis with VA and VBA officials, and they agree with our assessment of these studies.
VA has since hired another consultant to analyze the costs and benefits and to develop a
strategy for data-center consolidation. Until the results of this study are available, VBA
will not be able to identify the best approach to take.

“OMB Bulletin No. 96-02 (Consolidation of Agency Data Centers), October 4, 1995.
“VBA's existing computer and software infrastructure for processing claims.

“GSA's Preparing Software Conversion Studies, OIT/FCSC-84/001, January 1984,
updated December 1989.
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The conversion of the Benefits Delivery Network software must be carried out correctly
in order to realize the potential benefits of data-center consolidation. This conversion
will require much work and a dedicated staff with in-depth knowledge of the existing
network software. In-depth knowledge of the Benefits Delivery Network software
currently resides at VBA's Hines data center. It will also be necessary, despite
limitations on personnel and funding, to maintain the current network software and
service level of operations while converting the software. The conversion risk will be
further compounded by VBA's need to address the year-2000 issue.

Replacement of the Payment System. In addition to the previously mentioned risks
associated with the replacement of the payment system, we believe that VBA did not
adequately consider alternative approaches for achieving the reliability and additional
functionality expected in the replacement. The Federal Information Resources
Management Regulations require that agencies use their systems requirements as the
basis for analyzing alternatives, commensprate with the size and complexity of the
agency's business needs. The regulation stipulates that agencies should calculate the
total estimated cost of each feasible alternative, and assess the risks.

Further, VBA recently acquired excess computing equipment from GSA to replace some
of the equipment at Hines and Philadelphia. According to staff at both centers, the
excess equipment is more reliable, has greater capacity, and is less expensive to
maintain. This newer equipment allows VBA more time to analyze and assess
alternatives because it makes the computing environment more stable.

Lastly, critical to VBA's ability to identify the true return on any of these information
technology initiatives is the need for accurate and reliable cost information Our analysis
of VBA's modernization obligations to date shows that the cost of these activities may be
understated because VBA lacks a managerial cost-accounting system to track payroll
benefits and indirect costs associated with modernization. VBA also appears to have
miscategorized some items in its information technology budget as nonmodernization
items when, in our opinion, they were modernization-related and should have been
categorized in that way. In addition, VBA has not updated its modernization life-cycle
cost estimate of $478 million in over 3 years. Therefore, precisely how much VBA's
systems modernization effort will ultimately cost taxpayers remains uncertain. VBA's
chief financial officer is currently in the process of developing guidance for
implementing a cost-accounting methodology.

Our work indicates that VBA has much to do to develop an investment strategy that can
assure the Congress that scarce information technology dollars are being spent on the
highest priority projects with the greatest potential for a substantial return on
investment. The recent acquisition of excess equipment now provides VBA with an
opportunity to effectively develop this kind of approach. VBA must

. expeditiously develop an effective investment process for selecting, controlling,
and evaluating information technology initiatives in terms of cost, capability of
the system to meet requirements, risk, timeliness, and quality;

. give top priority to addressing the year-2000 problem; and

. improve its accounting of obligations and costs associated with the modernization.

SOFTWARE DEVELOPMENT FOUNDATION
TQ EXECUTE TECHNOLOGY INVESTMENT
NEEDS URGENT ATTENTION

Once technology investment processes have identified the most beneficial information
technology projects in terms of cost, benefit, and return, the focus then shifts to the
technical capabilities necessary to make the projects a reality. The agency must be able
to quickly determine if it has the necessary in-house capability to develop the software
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for the new system or whether this development should be performed by an experienced
contractor.

In order to mitigate any risk of not being able to deliver high-quality software within
schedule and budget, agencies must have a disciplined and consistent software-
development process. Software development has been identified by many experts as
one of the most risky and costly components of systems development.

To evaluate VBA's software development processes, we applied the Software
Engineering Institute's” software capability evaluation methodology to those projects
identified by VBA as using the best development processes. This evaluation compares
agendies' and contractors’ software development processes against the Institute’s five-
level software capability maturity model, with 5 being the highest level of maturity and
1 being the lowest. As shown in attachment 2, these levels—and the key process areas
described within each—define an organization's ability to develop software, and can be
used to measure improvements in this area.

On the basis of our analysis, we determined that VBA is operating at a level-1 capability,
defined as ad hoc and chaotic. At this level, VBA cannot reliably develop and maintain
high-quality software on any major project within existing cost and schedule constraints,
placing VBA modernization at significant risk. In this context, VBA relies solely on the
various capabilities of individuals rather than on an institutional process that will yield
repeatable, or level-2, results. VBA does not satisfy any of the criteria for a level-2
capability, the minimum level necessary to be able to sigruficantly improve productivity
and return on investment. For example, VBA is weak in the requirements management,
software project planning, and software subcontract management areas, with no
identifiable strengths or planned improvement activities. However, VBA can build upon
its strengths in the software configuration-management and software quality-assurance
areas.

Our report on this matter is being issued soon and will contain recommendations to
better position VBA to develop and maintain its software successfully and to protect its
software investments. Spedifically, we recommend in that report that VBA

. obtain expert advice to improve its ability to develop high-quality software and
expeditiously implement a plan that describes a strategy for reaching the
repeatable (i.e., level-2) stage of process maturity,

. delay any major investment in new software development-beyond what is
needed to sustain critical day-to-day operations—until the repeatable level of
process maturity is attained, and

. ensure that any future contracts for software development require the contractor
to have a software development capability of at least a level 2.

VBA agreed with all but one recommendation. VBA agreed that a repeatable level of
process maturity is a goal that must be attained, but disagreed that “all software
development beyond that which is day-to-day critical must be curtailed.” VBA stated
that the payment system replacement projects and other activities to address the change
of century must continue. We agree that the software conversion and development
activities required to address 1ssues such as the year 2000 must continue; we would, in
fact, characterize these as sustaining critical day-to-day operations. However, systems-
development initiatives in support of major new projects, such as the replacement of the
payment system, should be reassessed for the risk of potential delays, cost overruns, and
shortfalls in anticipated system functions and features. We are pleased to see that VBA
is already initiating positive actons relating to our other recommendations, including

YThis is a nationally recogruzed, federally funded research and development center
established at Carnegie Mellon University in Pittsburgh, to address software
development issues.
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acquiring expert advice to assist it in improving its ability to develop high-quality
software, consistent with criteria set forth by the Software Engineering Institute.

CONCLUSIONS

The business and operational problems facing VBA are compiex and not easy to resolve.
VBA has begun to take action to improve agency operations and service delivery, but it
has not yet implemented enough of the right kinds of actions—actions that involve
developing a sound business strategy and the supporting plans, approaches, and
measures to guide them into the next century. The need for more rigorous
management and technical methods is critical if VBA is to successfully develop modern,
efficient, and cost-effective business processes and computer systems that will allow
them to deliver truly improved services to veterans.

Mr. Chairman, this completes my testimony this morning. I would be pleased to

respond to any questions you or other members of the Subcommittee may have at this
time.
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STATEMENT OF RHODAM G DAVIS, MEMBER,
VETERANS’ CLAIMS ADJUDICATION COMMISSION
JUNE 19, 1996
SUBCOMMITTEE ON COMPENSATION, PENSION, INSURANCE AND MEMORIAL
AFFAIRS
COMMITTEE ON VETERANS’ AFFAIRS
US HOUSE OF REPRESENTATIVES

Thank you Mr Chairman and members of the Subcommuttee for your invitation to the

Veterans' Claims Adjudication Commussion to present information today Iam here as a member
of the Commission to discuss the Department of Veterans’ Affairs progress in computer
modernization with respect to prc g of Comp ion and Pension Program workloads and
1ts relationship to overall strategic The C ission was established by the
Congress to determune 1) the efficiency of the current processes and procedures, 2) means of
reducing the number of claims for which final disposition 1s pending, and 3) means of enhancing
the ability of VA to aclueve final determunation in a prompt and appropnate way

My statement today 1s in two parts  Under the able leadershup of Chairman S W Melidosian, the
Comuussion issued a report of Preliminary Findings and Concl on February 7, 1996
covering the full range of areas of explicit, stated interest to the Congress  The first part of this
statement covers the conclusions and findings of the Commission regarding Information
Technology as they apgpeared in that initial report  Subsequent to the initial report, the
Commission developed additional areas for research relating to our mission One of the topics
that 1 researched is “strategic management * My findings in this area were presented at the recent
Commission public meeting on May 8, 1996 The second part of my statement covers these
fiadings and represents my personal conclusions and findings. These matters have aot
been adopted by the C ission at this time. However, all Commussioners have heard them
and endorsed further work in this area preparatory to our final report

P LIMIN IN L

The authorizing legislation for the Commission asked for an evaluation and assessment of “The
effect on the system of actions taken by the Secretary to modermze the information management
system of the Department, including the use of electronic data management systems™

(PL 103-446, Title IV, Sec 402 (cX4))

To do tius assessment, we interviewed key executives of the Veterans’ Benefits Administration
and the Board of Veterans' Appeals, reviewed published IRM plans as required at that time by the
Paperwork Reduction Act, and visited regjonal offices to get first-hand feedback from operating
personnel We also drew upon comparative process information provided by Darryl Moody,
Senior Manager, KPMG Peat Marwick, who has been assisting the Comnussion in this area

The mayor findings and conclusions reiated to information technology presented in the
Commission's February 7 report (at page 67) are

. There 15 no formal, jot VBA and BV A strategic and business planning process for
dentifying specific goals and improvements to be addressed through automation

. VBA and BVA’s exploitation of automation to support claims and appeals processing
sigmificantly lags comparable public and private sector claims processing activities

. VBA has initiated a Business Process Re-Engineering effort, but it has been in place for
only a short ime  The Commission cannot predict whether ths effort can fully correct
previous deficiencies  The scope of the effort omits the BVA process

. The Commussion considers its findings in thus reporting area to be validated by GAO
reports of December 1993 and September 1995 and by the CNA Corporation’s
Orgamzational Assessment of VBA Modemnization Activities study dated March 31, 1995

. The separate and minumal VBA and BV A business planming activities have yielded
inadequate ADP investment strateges. seriously limuting the potential effectiveness of the
two organizations’ ADP investments
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. VBA's five “Transitional Applications,” while improving the processing of individual
cases, have not directly affected the overall claims processing system

PART 1l STRATEGIC MANAGEMENT

Following publication of the Prelimunary Report, the Commissioners identified strategic
management as an area where we needed to do additional research and possibly develop specific
recommendations to address the root causes of problems identified in the Preliminary Report In
addition to the Information Technology area, findings & conclusions throughout the Preliminary
Report relate to perceived failures to manage strategically Of the 12 major findings in the
executive summary, seven relate dircctly to weaknesses in strategic management

As part of this assessment, we conducted a scries of interviews with key executives in OMB,
GAO, DVA, including VBA, BVA, and VHA, as well as the Chief Actuaries for the

Social Security Admirustration and the Health Care Financing Administration The interviews
explored three areas of inquiry" strategic management policy, strategic management process, and
opportunities and ¢ les to The di ions with the actuaries were held to obtain
further insights into the potential value of a requirement for actuarial analysis and projections for
the Compensation and Pension Programs based on experience in other programs

For purposes of this effort, we defined strategic g as

=+ Setting direction & goals (need clear purpose & values for both program & operations/
stakeholders involved)

. Developing strategies and performance measures keyed to program and operational
direction and goals (strategies need to be based on reliable data and reflect customer
input)

. Working with blueprints for action (integrated timetables, budgets and intermediate
performance measures)

. Assessing results (accountability)

We began our study by reviewing the GAO Report Manag, of VA, Impl ing Strategic

Management Process Would improve Service To Veterans, issued in August 1990. There were

two statements in that report that really capture the essence of the need for strategic management
at DVA

“The purpose of a strategic management process is to establish a direction for VA based
on the prionty needs of the veteran ™ (Page 3)

“A strategic management process should foster a shared understanding of the
Department’s future direction among the three components, enhancing consistency
between their day-to-day actions and the Department’s aims.” (Page 4)

In their overall conclusion, GAO said that VA needs a strategic management process that will

Involve key line officials

Ensure that strategic direction shapes the budget
Focus on key issues

Balance component aims with departmental direction
Seek participation of key external groups

The absence of strategic management is not unique to DVA  Congress has moved to strengthen
management of all agencies in a series of statutes, creating Chief Financial Officers and
accountability reporting, establishing critical aspects of strategic g in the Government
Performance and Results Act (GPRA), and most recently, in the provisions of the Information
Technology Management Requirements Act (ITMRA) establishing the Chief Information Officer
position in each agency and requiring integration of information technology planning with
business planning The importance of monitoring the impl ion of these dates was
recently emphasized in the March 6, 1996 testimony of the Comptroller General of the

United States, Charles A Bowsher “Achieving GPRA’s Objectives Requires Strong
Congressional Role "
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From our interviews of key officials both inside and outside of DVA_ we heard a number of things
that | characterize as “good news™ regarding sirategric management at DVA  If these acuvities
continue and Aourish, they should result in better program adrunistration  These are

. Many executives are aware of the need for strong strategic management & recognize that
much remains to be done

. The DVA Assistant Secretanes for Management and for Policy & Planning are
collaborating 1n implementation of GPRA/CFQ Act requirements for establishing goals,
strategic plans. performance measures, and accountability reporting  The “embryonic
stage” of a strategic management infrastructure at the Department level is emerging

. Efforts are underway to build a “corporate data repository” with several components
agreeing to participate

. VHA has moved well along in developing a strategic management agenda. setting a model
for others

. Under Secretary Vogel announced the formation of a Strategic Management Commuttee

for VBA on 4/26/96

. Deputy Secretary Gober convenes biweekly meetings with Under Secretary Vogel,
Chairman Cragin and Deputy Under Secretary Garthwaite

My tentative hst of findings of "bad news™ 1s longer | have charactenzed the items below as bad
news because | believe that they represent barriers to st ful program il {The
Commussion has asked that DVA respond ta the extent that any of the following are not correct
or current )

. Component executives do not see the advantage of working at the Department level and
are not committed to doing so

. The embryonic Department strategic management infrastructure 1s not yet dnving
component directions

. Department officials do not regard BVA as an operations component and are not
encouraging integrated activities with VBA such as technology planning and performance
measure development

. Workload projections for VBA and BVA are done n 1solation VBA 18 not participating in
the “corporate data base™ activity

. No program or workload projections are done beyond the budget year requirements unlike
other government benefit programs

. Neither Congress nor the DVA projects costs of proposed program changes beyond the
near term

. No long term program policy planning 1s underway for the Compensation and Pension
Programs Program policy 1s not being addressed by the VBA reengineering effort

. VHA has included VBA/BVA as stakeholders m developing their vision but recognition of
the VHA role in Compensation and Pension programs is not explicitly stated

. While the new VBA strategic management commitiece holds promuse, integration of major
nitiatives has not yet occurred

. Other VBA/BVA Officials ase not aware of the Deputy Secretary meetings and have no
input nor action items from them The Assistant Secretanes that might do agenda
planrung and integration with strategic planming and performance measure setting as well
as accountability are not participating

After presenting these findings to the Commission at our May public meeting, 1 suggested further
analys:s in five areas where we ultimately may wish 10 make recommendations These are
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RECOMMENDED DIRECTIONS FOR FURTHER ANALYSIS

Congress has established the framework for strong strategic management in the CFO Act,
GPRA, & the ITMRA Routine tracking by Authorizing & Appropnations Commuttees
on how DVA is carrying out the key elements of these statutes would be beneficial

Key Department leaders need to accelerate the development of an integrated Department
strategic management infrastructure

Program purposes need to be clarified and measurable program objectives established so
that strategic policy development can be undertaken

Long and short range actuarial analyses should routinely be done for all veterans benefit
programs Long range costs of praposed pragram changes should be evaluated by the
Congress and Administration

Data collection and analyses functions should be integrated and strengthened at the
Department level Workload projections should be consistent with actuarial program
assumptions

We will be evaluating these and other potential recommendations to determune whether their
implementation will bring about effective strategic management, which, in turn, will improve the
processing of Compensation and Pension Program workioads.

Again, I wish to stress that the recommended directions stated above are mine and not the

dations of the C

In closing, I again thank the Subcommiittee for the opportunity to present this information.
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WRITTEN COMMITTEE QUESTIONS AND THEIR RESPONSES

POST HEARING QUESTIONS
CONCERNING THE JUNE 19, 1996 HEARING
ON VA’S PROGRESS IN
COMPUTER MODERNIZATION AS A PART OF
THE OVERALL STRATEGIC PLANS

FOR THE DEPARTMENT OF VETERANS AFFAIRS

TRANSMITTED BY THE HONORABLE TERRY EVERETT
CHAIRMAN, SUBCOMMITTEE ON COMPENSATION, PENSION,
INSURANCE AND MEMORIAL AFFAIRS
COMMITTEE ON VETERANS’ AFFAIRS

Questions for Mr. R. J. Vogel, Under Secretary for Benefits, VA
from the Honorable G.V. (Sonny) Montgomery

Question 1;: Mr. Vogel, How much did VBA pay CNA for its advice on information
technology management issues?

Answer: VBA obhgated a total of $2,575,000 for CNA. This included $463,000 1n 1994 and
$2,112,000 1n 1995.

Question 2: The establishment of the St. Petersburg redesign project was characterized by
CNA as a "risky undertaking' with an increased risk of failure? Why did VBA proceed
with this undertaking instead of the less risky course which CNA recommended?

Answer: VBA recognized CNA's concerns as well as other oversight concerns by
incorporating many of the CNA and GAO recommendations into the management and
development of information technology (IT) projects. Among these recommendations was 10
acquire contract support services (o assist with integration activities, develop a technology
plan and establish and maintain a strategic IT decision making body. All these
recommendations and more have been implemented. Additionally, VBA adopted a paraliel
effort, specifically recommended by GAO, to adapt its current legacy system environment to
be Year 2000 compautble. This action significanty reduces the risks associated with the
redesign project.

Question 3: Mr. Vogel, the appropriations process has resulted in a shrinkage of the total
resources available for VBA's central management. In addition, GAO states that VA lacks
trained personnel to manage software-development contracts. Do you have sufficient
resources to manage all of your information technology initiatives?

Answer: VBA has taken several critical steps to assure that sufficient trained personnel are
available to manage IT initiatives including the management of software development contracts.
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VBA has obtained contract integration services, the SRA Corporation, which is providing us with
management and integration expertise to assist our efforts. SRA is also assisting.us in cstablishing
a uniform methodology for managing all of our IT projects. Also, VBA has developed an
advanced project manager training course of instruction to help staff become certified project
managers. We believe that these activities are providing VBA with appropriately staffed and
skilled project managecment.

Question for Mr. R. J. Vogel, Under Secretary for Benefits, VA
from the Honorable Lane Evans

Question: The Department of Veterans Affairs has indicated that the VA Reinventing
Government Phase I Proposal to consolidate the VA insurance operations currently
located in the St. Paul, MN VA Regional Office and Insurance Center (VAROIC) to the
Philadelphia, PA Regional Office and Insurance Center will be initiated in

Fiscal Year 1998. Some insurance work has already been moved from St. Paul to
Philadelphia, although the formal plan has not yet been submitted to Congress. What is
the status of this consolidation? What is the planning to utilize the skilled VA insurance
personnel at the St. Paul center in serving veterans in other capacities?

Answer: The Reinventing Government 11 initiative to consolidate the St. Paul Insurance activitics
into the Philadelphia VAROIC is scheduled to begin in FY 1997. Too few employees arc atfected
by the consolidation for it to meet the definition of an "administrative reorganization” under

38 U.S.C. 510. Therefore, it is not necessary to submit a detailed plan to Congress under that
statute. However, this initiative was discussed in the 1997 Congressional Budget and will also be
included in the 1998 budget.

The consolidation is scheduled to be phased in over a three-year period in order 1o minimize the
impact on St. Paul Insurance employees. In anticipation of the consolidation, a hiring freeze was
placed in effect at the St. Paul VAROIC in June 1995. Consideration has been and will be given
to St. Paul Insurance employees for any job openings that occur in other activities at that Center.
In addition, the Veterans Benefits Administration (VBA) established a new Call Center in St. Paul
to handle overflow calls from other VBA offices that are experiencing heavy call volumes. The
hiring freeze, in combination with the new Call Center, has already resulted in the placement of 23
Insurance employees in other positions. Another four employces have retired. The number of
employees in Insurance operations has declined from 60 at the beginning of FY 1996 to 33 at the
end of the year.

In order to stay current with workloads so that Insurance customers are not negatively impacted,
a number of steps have been taken, including the increased use of overtime, details from other
divisions in the St. Paul office, and the brokering of work items to the Philadelphia office.
Brokering of work began in May 1996.



70

POST HEARING QUESTIONS
CONCERNING THE JUNE 19, 1996 HEARING
ON VA’S PROGRESS IN
COMPUTER MODERNIZATION AS A PART OF
THE OVERALL STRATEGIC PLANS

FOR THE DEPARTMENT OF VETERANS AFFAIRS

TRANSMITTED BY THE HONORABLE TERRY EVERETT
CHAIRMAN, SUBCOMMITTEE ON COMPENSATION, PENSION,
INSURANCE AND MEMORIAL AFFAIRS
COMMITTEE ON VETERANS’ AFFAIRS

Questions for Newell Quinton, Chief Information Officer
Veterans Benefits Administration, VA
from the Honorable Lane Evans

Question 1: Please explain the rationale behind the planned Reduction in Force (RIF) at
the Hines Data Center? What factors were examined in determining Hines as the site of a
RIF?

Question 2: Have you considered conducting a RIF across all of the VBA data centers? If
not, why?

Question 3: It is my understanding that conducting a RIF of Hines Systems Development
Center employees will eliminate a great deal of institutional knowledge that is vital in
ensuring the development of new payment systems. Can you tell me how you plan to
maintain this institutional knowledge in the face of planned RIF's? Do other centers rely
on the expertise of the staff at Hines?

Answer (Questions 1-3): Authorized staffing levels for FY 1997 for the Office of
Informauon Management are higher than originally anticipated. Therefore, it is not necessary
to conduct a RIF at the Hines Data Center. However, we anticipate that significant
realignment of the staff at each of VBA's Data Centers and Central Office will occur to
achieve efficiencies n operations. This will also enable the organization to fully endorse a
project management concept. The adjustments in staffing levels as these changes occur will
result in fewer FTEE devoted to the maintenance of the legacy systems. We anticipate that
the planned reductions will occur through attrition, reassignments, and retirements.
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POST HEARING QUESTIONS
CONCERNING THE JUNE 19, 1996 HEARING
ON VA’S PROGRESS IN
COMPUTER MODERNIZATION AS A PART OF
THE OVERALL STRATEGIC PLANS

FOR THE DEPARTMENT OF VETERANS AFFAIRS

TRANSMITTED BY THE HONORABLE TERRY EVERETT
CHAIRMAN, SUBCOMMITTEE ON COMPENSATION, PENSION,
INSURANCE AND MEMORIAL AFFAIRS
COMMITTEE ON VETERANS’ AFFAIRS

Questions for Mr. R. J. Vogel, Under Secretary for Benefits, VA
from the Honorable Terry Everett

Strategic and IRM Planning
Question 1: What is the status of VBA’s strategic plan?

Answer: VBA's Chief Financial and Information Officers met with your staff members during
July on a variety of issues. At that time, we provided them a copy of the FY 1998 VBA Business
Plan (strategic plan) and the Secretary’s Budget Request without any FY 1998 funding
references. That version did not include the Compensation and Pension nor the Vocational
Rehabilitation business line plans as both programs were undergoing a rewrite of their plans.

A complete FY 1998 VBA Business Plan and Budget Request was provided to the Office of
Management and Budget (OMB) in Scptember 1996. Sanitized versions of the document were
provided to the House and Senate Veterans’ Affairs Committce staffs on October 1, 1996.

We are awaiting the OMB passback. Once the passback is received and its impact assessed,
business lines and support offices will receive guidance from the Under Secretary so that
appropriate adjustments can be made cnabling us to gencrate the FY 1998 VBA Business Plan
and Congressional Budget Request. This document will be forwarded to the Committee by early
February 1997.

In Spring 1997, we will begin working on the FY 1999 Business Plan and will complete work on
it in June 1997. The first version of the FY 1999 Business Plan will be sent to the Committee in
July 1997. '

It is our intention to keep the Committee informed of our strategic planning cfforts through
submission of updated business plans and rcgular bricfings.
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Question 2: How will quantifiable performance goals in VBA's agency-wide strategic plan
link to the agency's business process reengineering (BPR) effort?

Answer: VBA's agency-wide strategic plan is hierarchical with regard to goals. The
strategic goals articulated for VBA to improve Customer Service, Timeliness, Accuracy,
Employee satisfaction, Unit cost, and provide best value for taxpayers arc incorporated 1nto
business plans at a more detailed level. Goals and performance measures are the guide and
test mechanisms for reengincenng efforts.

Question 3: What is the status of VBA's Information Resources Management (IRM) Plan?

Answer: VBA's Information Resources Management Support Plan has continued to be
enhanced and modified since its original release on June 10, 1996. A new version of the plan,
dated September 20, 1996, has been developed and released within VBA and provided as
well to interested parties in VA. In addition, the plan was sent to OMB as a companion
document to VBA's 1998 Strategic Business Plan and budget request. A sanitized version of
the September 20, 1996, Information Resources Management Support Plan has been
provided to the House and Senate Veterans® Affairs Commtiee staffs on October 1, 1996.
With the creation of the Chief Information Officer in VA in August, the VA Deputy
Secretary requires the administration to submit information technology plans to that office for
approval. This will be done for IRM Plan publication and changes in FY 1997 and beyond.

Business Process Reengineering

Question 4: Does the BPR effort include an analysis of the appeals process and possible
privatization?

Answer: The vision for claims processing produced through the BPR effort proposes
significant changes to the appeals process within operational control. Privatization of the
decision making regarding entitlement to compensation and pension benefits was not
analyzed.

Question 5: It is our understanding that VBA will reengineer a different business area
each year. Does VBA have a BPR plan that describes how various reengineering efforts
will be integrated and coordinated.

Answer: VBA will apply BPR methodology to all business areas. The business case for
change produced for cach program will recommend strategies and initiatives. Proposed
acuons within the business case will proceed though the VBA Strategic Management process
for decision.
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formation T |

o Year 2000

Question 6: What problems do you envision in meeting the year 2000 change? What is
your estimate of the cost of this change? (Note: VBA's FY 1997 budget calls for $191,000
for the year 2000 change.)

Answer: The Year 2000 problem is one of the major challenges facing Information
Technology professionals. Some of the challenges we expect to encounter arc as follows:

Our goal is to have all of our systems compliant by November 1998. As a contingency plan, we
are making our Legacy Compensation, Pension and Education systems Year 2000 compliant in
the event our redesign efforts are delayed or do not meet their functional goals. The time frame
for the Contingency plan completion is mid-1999. The time frame for the Insurance system being
made compliant is December 1998, which is right before its "fail date” of 1999. Contracting out
could possibly be a means of alleviating this risk, but given the proprietary nature of this code,
VBA feels that contract support will only be useful in certain aspects of our overall Year 2000
project.

VBA can control its own destiny with regard to its corporatc systems. However, our
experience with Year 2000 thus far indicates that the third party product issue may be the
most challenging. Industry analysts estimate that perhaps twenty percent of software vendors
will go out of business rather than make their products compliant. It has been hard for VBA
to obtain rcliable information on our third party products in some cases. In other cases, the
vendors have not made decisions on their products. If VBA must replace a third party
product that is used at all of its Regional Offices, the cost is significant. In addition, if
applications are used with a third party product, these¢ applications must be changed also. If
vendors do not make decisions on their products soon and make this information available,
VBA and other agencies will be coordinating many last minute actions to implement
compliance.

The $191,000 figure presented in the 1997 budget submission represented only some of the
contractual services costs and did not account for the full cost of this effort. We currently
estimate the need for approximately $1.5 million in contractual services in both 1997 and 1998 to
identify and correct Year 2000 problems. As recommended by GAO, VBA is also assigning
approximately 40 FTE (approximately $2.5 million) in both years to develop a redundant Year
2000 solution as a contingency plan for the ongoing VETSNET and education redesign efforts;

In addition to these Year 2000 costs, the VETSNET C&P redesign at St. Petersburg and a similar
effort at Hines to re-platform the Education programs will also contribute to solving the Year
2000 problem. The total cost for these Year 2000-related efforts (including support for
approximately 35 FTE at the two sites) is approximately $5 million in both 1997 and 1998.
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Thus, we estimate the total for Year 2000-related efforts, including our VETSNET C&P and
cducation redesign cfforts, in 1997 and 1998 at $9 milhion per year.

Question 7: Could you discuss the impact failure to adequately address the year 2000
change might have on services to veterans and agency operations?

Answer: Year 2000 problems will manifest themselves primarnily in date calculatons, On
January 1, 2000, many computers may sce the date as 00/01/01, a seemingly earlier date than
the day before (99/12/31). In general, “old” will seem “young™ and future events will have
already occurred. Failure to make VBA applicauons and hardware and software platforms
Year 2000 compliant will cause severe misprocessing. VBA systems will fail by rejecting
legitimate entries, by computing erroncous results, or by simply not running  If older
operating systems are not replaced, key utilitics, such as tape, and disk management cause
misprocessing by having wrong retention dates, scratch dates, etc. Files that are needed for
processing would have been scratched. VBA bencfit delivery systems will not pay veterans
or will pay veterans in error if entitlement dates or other key dates are computed incorrectly
or if the dates become corrupted. The effort to find and correct these mistakes would be
almost impossible, especially if the application or system changes were not made and the
problems were allowed to proliferate The following scenarios provide an 1llustration of
these problems:

An onginal award could not be established for any benefit claim. If the veteran was
released from active duty before the year 2000 and filed an application in the year 2000 or
later. we would not be able to establish the award. The veterans apphication date would
appear 1o be earher than the service date.

If a veteran entered on active duty before the year 2(XX) and was released on active duty in
the year 2000 or later, the “released from™ date would appear to be carlier than the
entered active duty date. This claim would be rejected.

Moncy owed the U.S. Government would not be collected correctly, if at all. VBA's
accounting system for the management of government overpayments and for the
computation of interest and administrative charges would misprocess. Veterans could be
overcharged or undercharged. Dates for computing interest would be incorrect.

Other dates that would be affected in the same manner and would affect benefits and
entitlements to veterans include institutionalizaton dates; hospitalization dates; nursing home
confinement dates; VA domiciliary confinement dates; granting and removal of aid and
attendance; granting and removal of house bound. In addition, any withholding and/or
deduction dates for retired pay, severance, separation, and readjustment are similarly
affected.
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o Data Center Consolidation

Question 8: How did VBA determine the priority that should be assigned to the data
center consolidation investment initiative?

Answer: Many factors contributed to the VBA position in response to data center consolidation.
Among these were the efforts taken internally with the Department to develop a VA plan in
response to the Consolidation of Agency Data Centers, OMB Bulletin No. 96-02. Secondly, the
decision against entering into stage III procurement required VBA to consider the use of the
Austin mainframe for central processing support. From an architectural point of view, VBA must
have some central processing capability for its systems, including payment systems. The Data
Center Consolidation Strategy Report, that was forwarded to OMB, contains cost comparison
and cost cffectiveness information. VBA also plans to perform a detailed cost benefits analysis.

+ Replacement of Payment System

Question 9: How will VBA's initiative to replace the benefits payment system enable it to
achieve its performance goal of processing an original compensation claim in 106 days by
FY 1998?

Answer: The replaccment of the benefits payment system includes the development of a new
relational database. This new architecture will provide the infrastructure upon which VBA will be
able to implement the initiatives outlined through the BPR process. The current system does not
allow VBA the degrece of flexibility it needs to support changes in processcs or to offer additional
functionality. The local area network and the new database for the replacement payment system,
due to be implemented in 1998 will provide a baseline system to build upon for the future.
Implementation of the BPR initiatives in conjunction with the bascline system will assist VBA to
meel processing goals.

Question 10: How will you mitigate the risks of the replacement system effort?

Answer: VBA has taken steps to decrease the risks associated with the replacement effort.
VBA has followed the advice of oversight and expert consultants by acquiring the services of
integrauon contractors, conducting a parallel Year 2000 cffort and commencing the
implementation of software maturity practices that will allow VBA to advance its expertise in
the software development area. While no effort 1s without risk, we believe these steps, and
other like positive practices, will significantly reduce the risks. )

Question 11: Since VBA's data centers recently acquired GSA excess computer equipment
with higher capacity, performance levels, and reliability to stabilize the benefits delivery
system, why is it important for VBA to replace its benefits payment system?

Answer: The current legacy environment is costly to maintain and is inflexible with respect to
implementing required longer term critical changes. VBA cannot implement critical
enhancements associated with implementing BPR changes, nor can it meet the demands of
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restructuring (VBA organization environment) using the older generation of equipment and
existing data base. These efforts require an IT architecture that is flexible enough to adapt to
business changes that mandate greater access to more information. This cannot be done with the
current systems. In addition, although improved performance levels and reliability are realized
with the newly acquired excess items, this equipment is not current and does not enjoy the
performance and reliability standards available from more current equipment.

¢ Costs of modernization

Question 12: What is the total amount spent on VBA’s systems modernization program to
date?

Answer: To date, through the end of fiscal year 1996, VBA has obligated a total of $305 1
million on its Systems modernization program.

Question 13: Explain why some items are not categorized as modernization.

Answer: VBA information technology costs associated with maintenance and operation of the
current system, including the regular, periodic replacement of existing equipment like personal
computers, are not considered to be modernization costs.

Question 14: What is the total estimated life cycle costs of YBA’s systems modernization?

Answer: The total cost of modernization over the life of the project is estimated at $318 5
million.

Question 15: What progress has VBA made in developing the cost accounting guidelines
and procedural manuals in conformance with VA’s cost accounting handbook?

Answer: In 1995, VBA decided 1o use the Activity Based Costing (ABC) methodology for
developing a full-cost accounting system as well as the guidelines and procedural manuals. A
performance measure task force and a unit cost work group were established to incorporate field
and service ideas for developing our business plan. An Information Bulletin on ABC was
developed and distributed to the program officials.

Two contracts were awarded. One is to determine the full cost of managing the Insurance
program using ABC. The second one will review and validate the work accomplished by the St.
Louis Regional Office using the ABC methodology in developing the Umit Cost per trainee.

VBA plans to usc the results of these studies in implementing a nation-wide VBA cost accounting
system. Our target date for developing the cost accounting guidelines and procedural manuals is
September 30, 1997.
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Sof ¢ Development abilit
Question 16: How do you plan to improve your software development capability?

Answer: In early 1996, VBA launched a Software Process Improvement (SPI} initative to
lay the foundation and build the context for a sustainable, measurable improvement in its
software development capability. There are several key elements associated with this
initiative: '

Organizational Commitment. This year, the Chief Information Officer commissioned a
Software Process Group. This group serves as the operational focal point for the
improvement effort. We agree that a repeatable level of process maturity is an imporiant
goal and have taken actions to incorporate process improvements into our orgamizational
culture, projects and policies. We initiated a software process improvement program as a
key component in restructuring our software development program. We made Software
Process Improvement part of the performance evaluation criteria for senior project
coordinators.

Expent Technical and Procedural Assistance. VBA has already taken action to obtain expert

assistance. In May 1996, VBA began discussions with the Software Engineering Institute
(SEI), and in Scptember 1996 we completed the interagency agreement with SEI. SEI will
assist in the development of an integrated set of software practices that position VBA for
successful, lasting improvements. They will help to formulate an improvement program and
will provide expertisc in executing improvement activitics identified by the SEI Capability
Maturity Model (CMM) Level 2. SEI will provide cxpert assistance in strategic and tactical
improvement planning, training planning, policy preparation, action planning and other
process improvement activitics. In addition, Systems Research and Applications
Corporation (SRA) is tasked to work specifically on the Key Process areas of Project
Planning and Project Qversight and Tracking. Note that the recent VTAPS (VBA Technical
Assistance and Programming Services) software development contract was awarded only to
companies with at least a Level 2 rating,

Improvement Planning/Implementation. SEI will facilitate Improvement Planning
Workshops to identify process issues and develop action plans. We plan to identify
improvement activities that are already underway and ways to leverage these efforts.
Implementation involves defining cffective processes, promulgating documentation for these
processes, cxecuting pilots and facilitating the adoption of new practices in the organization,

Training. VBA has prepared preliminary training plans with the goal of making all levels of
the organization conversant with the concepts and terminology of the CMM Level 2. An
cqually important goal is the development of change management skills through training.
The chairman of the VBA Software Engincering Process Group (SEPG) attended the
national SEPG conference and provided management briefings on the importance of
sponsorship and resources to attain sustainable improvements. In addition, we have
realigned systems development personnel into project-oricnted teams and are providing
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these teams with specific instruction in the key process areas in Level 2. The instructon
began in October 1996.

Question 17: What time frame are you using as a goal to be a level 2?
Answer: Qur best estimate at this time is 18 to 24 months.
Question 18: Have you set any cost goals for this software improvement activity?

Answer: Current estimates arc between $600,000 and $800,(00 depending on the level of
training needed.

11
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United States
General Accounting Office
‘Washington, D.C. 20548

A ing and Inf
Maasgement Division

B-275107
October 18, 1996

The Honorable G. V. (Sonny) Montgomery
Ranking Minority Member

Comunittee on Veterans' Affairs

House of Representatives

Dear Mr. Montgomery:

This letter responds to your October 2, 1996, letter. You requested that we answer
three questions relating to our June 19, 1996, testimony’ on information technology
investment management by the Department of Veterans Affairs' (VA) Veterans
Benefits Administration (VBA). Your questions, along with our responses, follow.

1. I'd like your view as to whether the VA budget provides enough resources for VBA to
manage and implement all of the priorities that must be addressed in the information
technology area.

We do not have sufficient information at this time to answer this question. While
VBA's overall fiscal year 1997 budget is known, the amount planned for VBA
information technology is not yet available. VBA officials told us that they are
currently in the process of determining this allocation. In addition, VBA's
Information Resources Management (IRM) Support Plan, dated September 20, 1996,
and covering information technology needs for a 7-year period (fiscal years 1996
through 2002) does not include resource allocation figures. The resource estimates
in this Plan are currently embargoed, pending release of the President's fiscal year
1998 budget in February 1997.

To determine the appropriate amount of resources needed in the information
technology area, it is essential that an agency prioritize its information technology
projects in terms of costs, benefits, and risks. Then, after, appropriate. review, the
agency should consider providing the resources necessary to attain its priorities.

VBA's September 1996 IRM Support Plan calls the year-2000 issue the agency's
number-one priority, and VBA has drafted a year-2000 plan. The plans, however,
do not contain a discussion of estimated costs or of resources needed. Although
VBA officials told us that they had performed substantial analysis to determine the
extent of the year-2000 problem, VBA has not yet completed this analysis. Until
this analysis is completed, the magnitude of effort that will be required to modify
systems to run beyond December 31, 1999, will not be known.

According to industry and government experts, the effort to correct the year-2000
problem could become costly and time-consuming and requires early and detailed
planning. If the year-2000 problem is not addressed, it could render the vast
majority of date-sensitive computer information unusable or obsolete. For
example, calculations based on incorrect service dates could result in errors in
processing benefit checks in the compensation and pension programs.
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Given this scenario, it is essential that VBA develop and implement a strategy to
address the inherent risks that accompany the year-2000 change. First, this
strategy must help ensure that a sufficient number of experienced staff are devoted
to the task, especially since VBA must maintain its current software and service
levels at the same time that it is correcting date-sensitive computer code. Second,
VBA should complete the system changes in 1998, since industry experts
recommend that 1999 be reserved for thoroughly testing these changes. Finally,
VBA must have a contingency plan that outlines alternatives for processing claims
if systems are not corrected in time.

2. On balance, in GAO's view, is VBA making progress in its mformation technology
management?

VBA has made some progress in its information technology management. As
noted in our June 19 testimony, VBA's modernization investment activities have
yielded some improvement in hardware and software applications. For example,
VBA acquired a number of personal computers, local area networks,
minicomputers, and commerdal off-the-shelf software for its 58 regional offices.
VBA has also realized some limited benefits from the development of several
short-term, targeted software applications that are being used on equipment
previously acquired. These projects include the Control of Veterans Records,
Rating Board Automation, and Personal Computer-Generated Letters.

If VBA is to meet the challenges of the Clinger-Cohen Act of 1996, major
improvements in the way it manages its information technology investments will
be required. This act requires that agency heads (1) design and implement a
process for maximizing the value and assessing and managing the risks of
information technology acquisitions and (2) use such a process to select, control,
and evaluate the results of information technology initiatives. Our analysis of past
and current VBA information technology initiatives shows that the agency lacks
the critical cost, benefit, and risk information necessary to determine whether it has
made worthwhile investments. Our analysis also shows that these initiatives
preceded VBA's business process reengineering (BPR), which increases the risk that
initiatives may need to be substantially altered or even abandoned once the results
of the reengineering become available.

According to the VBA Chief Information Officer (CIO), VBA needs a baseline
infrastructure to implement BPR and he knows of no situation in which BPR
results will affect current information technology projects. In our view, however,
BPR results are very important because should processes be changed, information
technology projects may need to be altered accordingly.

3. Can you give us a good examyple of how other government agencies that you are
familiar with have been able to measure the return on investments they have made in
information technology? If you can’t think of a government agency, how about an
example of how a private company has measured its return on investment? How can
VBA get the cost, benefit, and nsk information necessary to determine whether future
investments are worthwhile?

The management of information technology projects has long been a significant
problem for many federal agencies. While the federal government obligated more
than $23.5 billion for information technology products and services in fiscal year
1994, federal information systems have failed to produce significant improvements
in the speed, quality, or cost of federal programs.

On the other hand, some private- and public-sector organuzations have achieved
significant performance improvements by managing their information technology
resources within an overall management framework that aligns technology with

*Public Law 104-106.
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business needs and priorities. In a May 1994 report,’ we identified 11 fundamental
management practices found in leading organizations that led to short- and long-
term performance improvements. One key practice identified by this research was
the management of information technology projects as investments. By following
this practice, the organizations minimized risk and maximized return on those
information technology projects having the best chance of significantly improving
organizational performance.

On September 30, 1996, we issued a report comparing the information technology
investment practices of leading organizations with the management of information
technology activities at five agencies! While some federal agencies project their
return on information technology investments, we do not have an example of an
agency that compares actual return to planned cost, returns, and risks. However,
of the five agencies we reviewed, the Coast Guard had the most comprehensive
selection process for information technology investments.

Specifically, the Coast Guard used an information technology investment process
to select projects for funding. Information technology project proposals were
screened, evaluated, and ranked, using explicit criteria, by a group of senior
information resources management officials. These decision criteria included (1)
risk assessments of schedule, cost, and technicai feasibility dimensions, (2)
cost/benefit implications of the investment, (3) mission-effectiveness measures,
such as delivering service with fewer mistakes, (4) degree of alignment with
strategic goals and high-level interest (such as Congress or the President), and (5)
the organizational impact on personnel training, quality of work life, and increased
scope of service. The decision criteria were weighted and scored, and projects
were evaluated to determine those with the greatest potential to improve mission
performance. The ranked list-with recommended levels of funding for each
project--was submitted for review to a board of senior Coast Guard officers and
then forwarded to the Coast Guard chief of staff for final approval.

Similarly, we reported in our May 1994 Executive Guide that the Xerox
Corporation was a good example of how a private-sector organization selects its
information technology investments. Specifically, the corporation used a
disciplined decision-making process that focuses on increasing the quality and
impact of investments. Under this process, managers reviewed project proposals
and made selections more carefully than previously; cost, benefit, and risk analyses
and projections were more realistic than before; and managers worked harder to
ensure that information technology initiatives delivered on their promise.

Senior line managers' responsibility and accountability for information
management at Xerox was structured within an organized decision-making and
tracking process for information systems investments. The corporation used a
“"portfolio investment process” ~based on explidit decision criteria assessing costs,
benefits, and risks—to select, control, and evaluate information systems projects.
These explicit decision criteria include the (1) level of customer satisfaction, (2)
level of business results, (3) level of employee satisfaction, (4) amount of benefit
and risk, (5) project longevity, (6) percentage impact on current or future
processes, and (7) amount of dollar investment. Over a 3-year period, Xerox saw a
nearly 14-fold increase in its return on investment from information systems
projects. Such a turnaround was possible because line managers and information
professionals were more visibly accountable for project delivery, rigorous results

Mm_&ska (GAO/AIMD 96-64 SepL 30, 1996) The ﬁve agencxes
that we reviewed are the Coast Guard, Environmental Protection Agency, Internal
Revenue Service, National Aeronautics and Space Administration, and National
Oceanic and Atmospheric Administration.
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reporting, and post-implementation reviews. Consequently, they were more
careful in what they promised for a proposed information system and in
measuring what a system actually achieves.

The Office of Management and Budget has published a guide designed to assist
agency and OMB staff in creating and evaluating a portfolio of information
technology investments.® This guide provides an example of decision and scoring
processes used to rank information technology projects, taking into consideration.
the (1) investment size, (2) project longevity, (3) technical risk, (4) business impact
or mission effectiveness, (5) customer needs, (6) return on investment, (7) .~
organizational impact, and (8) expected improvement.

In order for VBA to obtain the cost, benefit, and risk information necessary for
determining whether future investments are worthwhile, we believe that it must
develop a process and obtain the necessary tools to allow it to follow a three-
phased management approach for selecting, controlling, and evaluating information
technology-related projects. It must assess all information technology projects—
proposed, under development, and operational—and then prioritize and make
funding decisions on the basis of several factors, including cost, risk, and return, as
well as how well the project meets mission needs.

As we stated in our June 19 testimony, VBA does not have the critical cost, benefit,
and risk data it needs to determine whether it has made worthwhile investments.
Examples in which this lack of information became apparent include the education
imaging and replacement of the compensation and pension payment system
projects.

VBA also lacks a process with whuch to rank and prioritize its investments in
information technology as a consolidated portfolio. It has undertaken several
projects simultaneously, without a full consideration of the resources required,
costs, risks, and potential impact on agency operations. For example, investments
in current systems development activities—including addressing the year-2000
issue, data-center consolidation and related software conversion, and replacement
of the benefits payment system—have not been ranked or prioritized.

According to VBA officials, the agency has begun to implement the three-phased
management approach for selecting, controlling, and evaluating information
technology-related projects. We plan to evaluate this as part of our ongoing
review of actions taken by VBA to address management and technical weaknesses
identified in our June 19 testimony.

In answering the above questions, we reviewed and analyzed agency documents
relating to information technology investment management—such as VBA's
strategic and IRM plans—to identify milestones, costs, and benefits; and we
interviewed key VBA IRM and budget officials. We also discussed a draft of this
letter with VBA officials, including the VBA CIO, and their comments have been
incorporated where appropriate. We conducted our work from October 7 through
October 18, 1996, in accordance with generally accepted government auditing
standards.

We are sending copies of this letter to the Chairman of the House Committee on
Veterans Affairs, other interested committees, and the Secretary of Veterans

Affairs. Copies will also be made available to others upon request. If you have
any questions regarding this letter, please contact me at (202) 512-6253 or Helen

*Evaluating Information Technology Investments: A Practical Guide, Executive
Office of the President, Office of Management and Budget, November 1, 1995.
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Lew, Assistant Director, at (202) 512-9356. You may also e-mail us at
willemssenj.aimd@gao.gov or lewh.aimd@gao.gov.

Sincerely yours,

Joel C. Willemssen
Director, Information Resources Management

(511210)
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