
APPENDIX C: VETERANS ADMINISTRATION LIFECYCLE COST ESTIMATES FOR

DHCP

In response to an information request from OTA, the VA's Department of Medicine

and Surgery provided the Decentralized Hospital Computer Program (DHCP) budget

information for fiscal years 1983 through 1996 shown in appendix tables C-1, C-2, and C-
3.l These budget estimates are categorized by costs for Initial and Full Core and for

Enhanced DHCP. Table C-1 shows VA budget estimates for the six Initial and Full Core
modules. 2 Table c-2 shows VA budget estimates for the eight Enhanced DHCP

modules 3, and table C-3 shows the totals for Initial and Full Core and Enhanced DHCP

(referred to herein as Core plus 8)0

According to VA, the historical (sunk) costs for DHCP are reported as actual

obligations for fiscal years 1983-86. The fiscal year 1987 data are the VA% most recent

estimates of obligations to be incurred. The figures for fiscal year 1988 are based upon

the Office of Management and Budget passback of fiscal year 1987 funds, and the figures

for fiscal years 1989-96 are based upon VA% best estimates of obligations to be incurred.

The DHCP Core Plus 8 budget estimates provided to OTA (see table C-3) indicate

10-year lifecycle costs of some $884 million for the period fiscal years 1987-96. In

comparing this figure with the two sets of lifecycle cost estimates provided to the

General Accounting Office (GAO)4, OTA determined that these new figures were roughly

1. Letter to OTA from David A. COX, Associate Deputy Administrator for
Management (enclosure A), Aug. 28, 1987.

2. The ‘Initial Core" modules are Registration, Admission/Discharge/Transfer, Clinic
Scheduling, and Outpatient Pharmacy; the “Full Core” modules add Clinical
Laboratory and Outpatient Pharmacy. The six “Initial and Full Core" modules are
referred to simply as "Core” in this document.

3. [n June 1987, the VA announced a reduction in scope of DHCP, to include only the 6
Core modules and 8 (of the original 22) Enhanced modules. The eight modules
currently included in Enhanced DHCP are: Radiology, Dietetics, Medical Records
tracking, IFCAP, DMMS, Surgery, Mental Health, and Nursing (see app. B).

4. See U.S. General Accounting Office, Hospital ADP Systems: VA Needs to Better
Manage Its Decentralized System Before Expansion, GAO/IMTEC-87-28, July 1987.

VA provided GAO with two revised Iifecycle cost estimates for DHCP Core
Plus 8. The first is given in enclosure 2 of a letter from the VA Administrator to
GAO (p. 93 of the GAO report). These estimates were developed using a fringe
benefit rate of 16 per cent for fiscal year 1987 and 20 per cent for subsequent
years; these are the rates the VA uses in its internal budgeting. The total
estimated cost for fiscal years 1987 — 96 was about $878 million.

A second revised lifecycle cost estimate was also developed using a fringe
benefit rate of 34.35 per cent, to reflect the Government% full share of retirement
costs, not just VA costs, per OMB Transmittal Bulletin 87-2. The total estimated
cost for fiscal years 1987 – 96 was about $925 million, or about $46.7 million

(continued)
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5comparable to the earlier lifecycle cost estimate prepared using VA’s internal fringe

benefit rate of 16 percent for fiscal year 1987 and 20 percent for subsequent years. (VA

Central Office personnel costs for an average of 20 full-time equivalent employees were

not included in the DHCP cost data provided to OTA; these are less than 1 per cent of

total estimated costs.)

Actual costs to the government would reflect the total government fringe benefit

rate, determined by OMB Transmittal Bulletin 87-2 to be 34.35 percent annually.

Comparing the two VA cost estimates (16 and 20 percent fringe benefit rates versus a

34.35 percent rate) shows a difference in 10-year lifecycle costs of about $46.7 million.

Therefore, for the purposes of this report, OTA uses lifecycle costs of some $930

million for the 10-year period, fiscal years 1987-96, to reflect total costs to the

government. 6

VA's cost estimates for additional and replacement computer equipment to support

the Core amount to some $67 million over the 10-year period, fiscal years 1987-96 (see

table C-l). VA estimates that additional and replacement equipment to support the eight

Enhanced modules over the same 10-year interval will amount to some $89 million, with

procurements during the period fiscal years 1988-96 (see table C-2). Thus, total

computer equipment costs for Core Plus 8 are estimated by VA to be some $156 million

(see table C-3).7

The request for proposals (RFP) currently at issue (VA RFP #101-5-87, March 9,

1987) provides for a ‘mandatory’t stage of hardware procurement for the largest VA

higher due to the inclusion of additional fringe benefit costs (p. 104 of the GAO
report).

5. The two sets of cost estimates showed relatively small differences in maintenance
costs, miscellaneous contracts, telecommunications and utilities costs, etc.

6. Calculated by adding $46.7 million to the $883.7 million total shown in table C-3
for fiscal years 1987 – 96, yielding $930.4 million.

Taking the total fringe benefit cost to the government into account, OTA also
concludes that the actual cumulative cost to the government for Core Plus 8 over
the period fiscal years 1983 — 96 is likely to be at least $50 million larger than the
$1.068 billion indicated in table C-3, or about $1.1 billion.

7. Total cumulative computer equipment costs, including sunk costs, over the period
are some $239 million, according to VA ($150 million to support the Core and $89
million to support the 8 Enhanced modules).
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Medical Centers (VAMCs) and the Information Systems Centers (ISCs), plus options for

increased quantity and four additional stages of procurement, and other options to extend

the contract for up to a ten-year period and for additional features and technology

upgrades (see section I-3 and Appendices I and II of the RFP).

According to the Medical Information Resources Management Office (MIRMO),

completing Stage 111 of the procurement would provide enough computer hardware to run

Core Plus 8 in the 169 VAMCs using DHCP. The cost of procuring additional hardware to

run Core Plus 8 in the 169 VAMCs corresponds to the $84.3 million over fiscal years

1988-90 indicated in table C-2.8 However, OTA notes that if all options in the RFP were

to be exercised, then VA’S procurements (for Stages IV and V, or for additional features

and upgrades) would exceed VA’S current budget estimate of $84.3 million.

Based on the RFP's system requirements information (see app. table D-l), OTA

calculates that procurements sufficient to run Core Plus 8 in the 169 VAMCs using DHCP

(i.e. procurements through Stage III) would correspond to between 60 and 65 percent of

the computing capacity and facilities of the potential full (five-stage) procurement with

all quantity options exercised. Based on the $84.3 million additional-equipment cost

estimated by VA for a three-stage procurement (see app. table C-2), Stage IV and V

procurements might amount to an additional $50 million. [f Stage IV and V procurements

were made, total DHCP lifecycle costs would increase by more than $50 million, because

there is a multiplier effect from additional computer hardware costs: additional

hardware maintenance costs, ISC personnel costs for development of additional software

beyond Core Plus 8 to take advantage of the Stage IV and V capacity, additional VAMC

staff and application coordinator personnel costs to utilize additional software, etc.

would also be important. For example, the VA’S DHCP budget estimates for Core Plus 8

(see app. table C-3) show that additional and replacement equipment costs over the

period fiscal years 1983-96 amount to about 22 percent of total cumulative costs.

8. Letter to OTA from David A. Cox (enclosure B), Aug. 28, 1987.
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APPENDIX TABLE C-2
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TOTAL

o 0 0 0 20,182 92,884 147,074 188,314 220,141 250,401 280,333 310,264 340,14a

SOURCE: Veterans’ Administration. Letter to OTA from David Cox, Associate Deputy
Administrator for Management (Enclosure A), Aug. 28, 1987.
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