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Armed Forces Retirement Home: A Case for Change

The Armed Forces Retirement Home (AFRH) is a Continuing Care Retirement
Community (CCRC) for military retirees and qualified combat veterans with campuses in
Washington, D.C. and Gulfport, Mississippi. Most of the 1,100 residents live
independently but the institution provides a range of living arrangements consistent with
CCRC’s including assisted living services and a small nursing home. The average
resident age is 79 and current residents have fought in wars from World War II to the
Gulf War. This independent federal agency falls under the jurisdiction of the Secretary of
Defense. It is the only retirement home within the federal government. When Congress
created the institution in 1851 with war booty from the Mexican-American War, it was
described as "“an asylum for old and disabled veterans’’. At the time, military veterans
received no pensions or benefits and many US veterans were impoverished and foreign-
born, living an ocean away from their families with no one to care for them when they
grew old, disabled or sick. As the nature of the US military changed from a force
dominated by draftees to an all voluntary military, Congress adjusted the AFRH
management structure. With a new administration poised to take office in 2009 at a time
of severe pressure on the federal budget, the time has come to give this independent
federal agency true independence and allow it to become a private non-profit entity to
better serve our nation’s military heroes.

A History of Financial Problems

The one consistent theme running through the storied history of this historic agency is
financial difficulties. AFRH has relied upon a Trust Fund instead of annual
appropriations from Congress for virtually its entire existence. The Trust Fund is made up
of a 50 cent per pay period donation from every active duty enlisted man and woman,
military fines and forfeitures and the return from investments in US Treasury Notes.
During the most recent fiscal crisis, the return on Treasury Bills amounted to less than
half of one percentage point, substantially less than the rate of inflation. Fines and
forfeitures jumped dramatically in recent years making up as much as 60 percent of Trust
Fund revenue reflecting the higher operational tempo of wartime. But the temporary

increase only underscored the erratic nature and unreliability of fines and forfeitures as a
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regular revenue source.

Today, residents also pay a sliding scale monthly fee pegged to income and limited by
law which amounts to only 11 percent of the real per person costs. Indeed, the average
subsidy per resident amounts to about $41,000 a year, more than 300 percent greater
than the income of a typical Social Security recipient and about double the average
pension of a military retiree. The institution receives no annual appropriation from
Congress yet its destiny is controlled by Congress. Congress can and does restrict its
investments, determine pay raises and benefits for employees, impose conditions on
operations and require the institution to provide specific transportation and medical
services. AFRH must not only comply with the terms of all mandates but it must pay for
them out of its own money. It cannot, as a federal agency, raise money from the public,
solicit sponsorships or accept reimbursements from Medicare or Tricare, the two
insurance programs used by the eligible population of senior citizens. This disconnect
between expenses and revenues has contributed to financial problems for the institution
throughout its history.

AFRH Did the Best it Could

Congress passed reform legislation in 2001 instructing the Defense Department to hire
professional management with expertise in senior and retirement living. DOD hired a
manager from the private sector who had spent his entire career in non-profit and private
sector senior living communities. With a mandate from Congress to bring costs under
control, he led a remarkable turnabout. In five years, he and his team modernized a
moribund institution; cutting costs, eliminating unnecessary jobs, reorganizing the
management structure, reducing the footprint to save energy and lease out excess space
and improving services for the residents. The operating budget of $76 million dropped to
$55 million even as the number of residents increased by 200 from 900 to 1,100. The
number of employees, more than 800 in 2002 or almost one per resident, dropped to 315.
The new Chief Operating Officer consolidated management of the two campuses of
Washington, D.C. and Gulfport, Miss. Seventeen different departments were replaced
with three. Obsolete jobs were eliminated, including those of a $56,000 a year meat
cutter whose job description dated back to the time when the Home raised its own

livestock, and a $42,000 **light bulb engineer’” who did nothing but change light bulbs.
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Food services, security, landscaping, transportation and other services were competitively
bid and outsourced to contractors in the private sector and in other parts of the
government. The costs dropped and the services improved.

More important than the financial turnabout was the improvement in the quality of care.
Throughout the 1990’s, the Inspector General of the services repeatedly found enormous
management shortcomings which endangered the lives and safety of the elderly residents.
Physicians and assistants lacked appropriate professional licenses. In 2002, the only
licensed pharmacist, an 80 year old man, lacked any familiarity with unit dose systems,
the practice routinely used in private sector nursing homes and assisted living
communities to reduce medication error. Medication error poses an enormous threat to
the wellbeing of the elderly. AFRH residents, 90 percent men and 80 percent retired
career military, take an average of 14 different medications a day, about the same number
as a typical nursing home resident. Today all residents receive medication in blister packs
prepared by an outside pharmaceutical firm. This innovation, an adoption of a routine
practice in the private sector, has substantially reduced the likelihood of medication error.

Cost Cutting is Not Enough

For all the progress, AFRH is still woefully inefficient when measured by the standards
of the private sector, even when compared to expensive high end assisted living
communities, because of rules, regulations and conditions imposed by law on all
government agencies. The COO has estimated that he could realize even more significant
savings if he was operating the same type of facility in the private sector. For example,
federal personnel law makes it almost impossible for AFRH to hire part time nurses for
its nursing home, a restriction that led to an $800,000 overtime bill last year. Private
nursing homes use part time nurses for as much as 50 percent of staffing. AFRH’s
nursing home costs about $122,000 per person versus $74,000 in a private nursing home.
The old building containing the nursing home costs an astonishing $10 million a year to
maintain, nearly one fifth of the total budget for the entire agency.

The Home also lacks the resources needed to finance major improvements and new
construction on its Washington, D.C. campus. With the permission of Congress, AFRH
has been pursuing a Master Plan for the past four years to develop portions of the

campus. The new revenue sources will be used to maintain existing buildings and build
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new facilities for the residents. Due to opposition from a small group of neighbors of the
institution who wanted to take the land for a public park, the development plan has been
substantially reduced. The Home is years away from realizing any return on this
development. Moreover, AFRH cannot develop its way out of its financial dilemma and
generate the vast sums needed to meet the needs of future generations of wounded
warriors and military retirees.
The Needs of Future Retirees

The current generations of wounded warriors from Iraq and Afghanistan are returning
from the battlefield with record high levels of Post Traumatic Stress Syndrome and
injuries that would have killed them in previous wars. The nature of their injuries
suggests they will have special needs as they age and AFRH needs the flexibility and
resources to meet those needs. The disabling injuries suffered by many of our military
service members in Iraq and Afghanistan, including multiple amputations, often require
extensive rehabilitation. As the government learned the hard way at the Walter Reed
Army Medical Center, government agencies, no matter how well intended, are often
unprepared for the unexpected. The Army attracted severe criticism for inadequate
services for recovering soldiers. Walter Reed was overwhelmed by the numbers of
wounded and lacked experience in providing ongoing rehabilitation or assisted living for
large numbers of military force members. The Veterans Administration has repeatedly
declined to provide assisted living services although it does provide nursing home care to
some elderly veterans. As a private non-profit, AFRH is well positioned to provide
special customized assisted living services and programs to younger wounded warriors in
a setting that honors their military culture and service. AFRH has a track record of
excellence confirmed by objective outside rating organizations.

When Today’s Soldiers Become Old

As AFRH looks to the future, it is clear the younger generations of active duty military
grew up with different expectations than members of the World War II veteran
generation. While many of the World War II era retirees are content with a 130 square
foot room and three square meals a day, younger military service members growing up at
a different more affluent time have different lifestyle needs and wants. AFRH has found

younger retirees are computer savvy and family oriented. They are accustomed to more
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amenities and more physical living space than prior generations.
The introduction of the all-volunteer military in 1973 has changed the nature of the
military force and, experts say, enhanced its quality and professionalism. These
professional soldiers, sailors, airmen and Marines raise families while serving their
country and plan to retire with their spouses. Federal law currently forbids spouses at
AFRH unless the spouse qualifies for eligibility on his or her own merits. AFRH favors
lifting the restriction on spouses. But housing couples instead of single people will
require major changes in housing and activities. The standard 130 square foot rooms at
AFRH-Washington can barely accommodate one single bed.

Why Non-Profit?

The Defense Department has successfully outsourced functions performed better by
the private sector for decades saving the government billions of dollars a year and
allowing the department to focus on its core competencies. A retirement community for
elderly retirees distracts the Pentagon from its essential job. AFRH is an awkward hybrid
with a structure that has evolved over time and now makes little sense when government
policy makers are reviewing every single line item with an eye towards eliminating non-
essential functions.

The private sector has the expertise and experience in senior living. The private
assisted living industry has evolved in the past 30 years in the United States to become
the fastest growing long term care option in the nation. Our military retirees deserve the
same amenities and high quality care found in private sector retirement living. Our
military retirees, like all Americans, are living longer. This longevity brings with it
extensive medical needs even in a community with a wellness orientation like AFRH
where the residents are encouraged to stay active and healthy as long as possible. As a
non-profit, AFRH will have the flexibility and means to provide the latest innovations
and models of care to its residents.

AFRH’s main campus in Washington, D.C. is not located in an area retirees choose
when deciding where to retire. Military retirees want to retire in proximity to military
bases and major Veterans Administration Medical Centers. They also tend to retire in the
South and Western parts of the country because of the milder weather. As a private non-

profit, AFRH could operate satellite campuses in places preferred by the retirees with the
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added benefit of being near their friends and families.

Private non-profit entities operate enormously successful retirement communities for
military officers and enlisted personnel. The Air Force Village West in Riverside,
California, Air Force Villages in San Antonio, The Air Force Enlisted Village in
Shalimar, Fla., and Vinson Hall in Virginia are all private sector facilities that maintain a
high quality of services for retired military personnel.

Conclusion
AFRH only serves a fraction of military veterans. The Home is spending $55 million a
year to care for only 1,100 residents, an annual per person cost of $50,000 that is
increasingly difficult to justify at a time the eligible population is poised to expand. By
2010 there will be more than 1.3 million veterans over the age of 85, the age when many
seniors begin to need assisted living and nursing home services.

Throughout its history, the United States public policy has endorsed the maintenance
of an affordable, safe and comfortable retirement home for those who willingly give up
the most lucrative earning years of their lives to serve in the armed forces. Today the
most practical way to fulfill that mandate is to allow the Armed Forces Retirement Home
to become truly independent. Freed from the constraints of government, the institution
will thrive and serve more of our nation’s heroes.
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