Defense Health Program

Fiscal Year (FY) 2006/FY 2007 Budget Estimates

Appropriation Highlights

($ in Millions)



      FY 2004    Price   Program   FY 2005    Price
 Program    FY 2006    Price   Program    FY 2007


       Actual    Growth   Growth   Estimate   Growth   Growth    Estimate   Growth   Growth    Estimate
Appropriation Summary:

Budget Activity 4:  Administration and Service-wide Activities

Operation & Maintenance  16,978.9     961.5   -637.9   17,302.5   1,035.6    909.0   19,247.1   1,149.0   522.6    20,918.7
Procurement

        304.3       8.4     54.4      367.0       9.8     -1.5      375.3      11.0     6.3       392.6
RDT&E

        486.3       9.7     10.9      507.0      10.2   -348.0      169.2       3.5   -37.3       135.4
     Total, DHP

     17,769.5     979.6   -572.6   18,176.5   1,055.6    559.5   19,791.6   1,163.5   491.6    21,446.7

DoD Projection of receipts
From the Accrual Fund     4,901.0


  
   5,465.8*


      5,813.1*


   6,187.8*
Total Health Care Costs


     22,670.5



  23,642.3


     25,604.7


         27,634.5
*Reflects Departmental projections of FY 2005, FY 2006 and FY 2007 In-House Care and Private Sector Care receipts from the DoD Medicare-Eligible Retiree Health Care Fund to pay for health care costs.  
Description of Operations Financed:
The medical mission of the Department of Defense (DoD) is to enhance DoD and our Nation’s security by providing health support for the full range of military operations and sustaining the health of all those entrusted to our care. The Defense Health Program (DHP) appropriation funding provides for worldwide medical and dental services to active forces and other eligible beneficiaries, veterinary services, medical command headquarters, specialized services for the training of medical personnel, and occupational and industrial health care.  Included are costs associated with the Civilian Health and Medical Program of the Uniformed Services (CHAMPUS) and the TRICARE Managed Care Support (MCS) contracts which provide for the health care of eligible active duty family members, retired members and their family members, and the eligible surviving family members of deceased active duty and retired members. The DHP O&M funding is divided into seven major areas:  In-House Care, Private Sector Care, Information Management, Education and Training, Management Activities, Consolidated Health Support, and Base Operations.  In FY 2003, the Department implemented the DoD Medicare Eligible Retiree Health Care Fund (“the Fund”), an accrual-type fund to pay for DoD’s share of health care costs for Medicare-eligible retirees, retiree family members and survivors.  Currently, the Military Departments are required to make monthly payments into the Fund from the Military Personnel accounts based on the total end strength for the month. Starting in FY 2006, the revised statute (FY 2005 National Defense Authorization Act amended section 1116 of title 10, United States Code) requires the Secretary of the Treasury to make the annual accrual payments from the General Fund of the Treasury at the beginning of each fiscal year. Receipts from the fund into the Defense Health Program and the Military Personnel accounts pay for the current year cost of care provided to Medicare-eligible retirees, retiree family members and survivors.

The DHP appropriation also funds procurement of capital equipment in support of the DoD health care program in military medical treatment facilities and other health activities worldwide.  Procurement funding includes equipment for initial outfitting of newly constructed, expanded, or altered health care facilities; equipment for modernization and replacement of worn-out, obsolete, or uneconomically reparable items; equipment in support of the entire TRICARE Managed Health Care Program and medical treatment facilities information processing requirements; and equipment supporting programs such as pollution control, clinical investigation, and occupational/environmental health.

The Research, Development, Test and Evaluation (RDT&E) program of the DHP appropriation funds health care programs related to Information Management/Information Technology (IM/IT), medical laboratory research and the Armed Forces Radiobiological Research Institute.  RDT&E funding includes development of support capabilities for Prospective Payment and Medical Surveillance systems, as well as development associated with TRAC2ES full operational capability, Patient Accounting System, CHCS II, Patient Safety Reporting, TRICARE ON Line product improvements and the Armed Forces Radiobiological Research Institute. 
Narrative Explanation of O&M Changes:  The Defense Health Program Operations and Maintenance program increases overall by $1,944.6 million between FY 2005 and FY 2006, reflecting $1,035.6 million in price growth and $909.0 million in net program change.  Some of the program increases include $898.4 million for increased health care and pharmaceutical demands by beneficiaries using the Military Healthcare System around the world in the private sector care program; $214.7 million for Military to Civilian personnel conversions; $120.1 million in increased Resource Sharing support from Optimization and Advances in Medical Practice programs; $67.9 million to meet DoD mandated facilities sustainment goals for Military Treatment Facilities; $55.3 million for Pharmacy growth above the inflation rate due to increased utilization and entry of new drugs into the market place; $20.7 million for intrusion detection, firewalls, proxy servers and DoD Technology Security Certification and Accreditation Process (DITSCAP) and public key infrastructure (PKI); $13.7 million for the Force Protection Chemical Biological Radiological, Nuclear and Explosives (CBRNE) response program and Chemical Nuclear Surety program; $9.1 million for the Health Professions Scholarship Program (HPSP) recruitment and retainment; $8.2 million for new programs supporting Casualty Care Research Center, traumatic stress and the Health Professions Loan Repayment Program (HPLRP); $4.2 million for continuation of Tri-Service regional medical materials management and biomedical maintenance programs; $1.2 million for the DoD Hearing Conservation Program and Army testing at training centers; $1.9 million for the Deployment Health Clinical Center performing studies on Armed Forces returning from deployment, and $3.3 million for Veterinary Services working dogs health care and mobile food detection laboratory equipment.  Some of the program decreases include $115.8 million in reversals of one-time Congressional adds; expiration of the FY 2004 National Defense Authorization Act (NDAA) funding to support the Reservist and Family Members when activated for 30 days or more $321.0 million; anticipated savings from Federal Pricing Controls implementation for the Retail Pharmacy $25.3 million; Medical Treatment Facilities efficiencies $94.0 million; program transfers for the Flat Iron and Alaska Firefighter missions to O&M, Army $2.0 million; reduction in Health Insurance Portability and Accountability Act requirements $10.1 million; adjustments to the centralized management of the Defense Information Systems Agency services and funding the global information grid $16.3 million; decreased Hepatitis B inoculation requirements $2.3 million; Air Force’s internal DHP transfer from O&M to RDT&E for Epidemic Outbreak Surveillance, Advanced Diagnostics Laboratory in San Antonio, TX, Integrated Clinical Database/Test Bed, and the Air Force Medical Web applications programs $19.0 million.
The DHP O&M program overall increase between FY 2006 and FY 2007 is $1,671.6 million.  This reflects $1,149.0 million in price growth and $522.6 million in net program change.  Program increases include $127.7 million for continuation of the Military to Civilian personnel conversions; $56.0 million for Pharmacy growth above inflation; $ 442.4 million for increased demand in the Private Sector Care program; $7.6 million for the Adenovirus Program; $14.8 million in leased space and initial outfitting requirements for the Armed Forces Institute of Pathology; $5.6 million for Medical Information Assurance Program requirements (DITSCAP and PKI); $36.5 million for world-wide deployment of key Central IM/IT systems; $31.0 million to purchase equipment in the Military Treatment Facilities to maintain a standard of care comparable with the civilian sector; $14.7 million for Sustainment, Restoration, and Modernization (SRM) requirements to help meet Strategic Planning Guidance goals; $2.7 million for HPSP and HPLRP recruitment and retainment and the Academic Program Center Outfitting and Clinical Skills Assessment Exam; and $15.9 million in internal realignments for miscellaneous program increases.  These are offset by program decreases for continued MTF efficiencies $169.7 million;  additional savings $25.2 million from the Federal Pricing Controls implemented for Retail Pharmacy; and $38.1 million in miscellaneous program decreases. 
Narrative Explanation of Procurement Changes: 
The DHP Procurement Program increases $8.3 million overall between FY 2005 and FY 2006. This reflects price growth of $9.8 million and a net program decrease of $1.5 million.  Program increases of $46.0 million include funding for one-time initial outfitting requirements at the medical facility Okinawa; hardware refresh of the Defense Blood Standard System and TRICARE On-Line (TOL); continued deployment of the Composite Health Care System (CHCS) II including implementation and training for Blocks 1 and 2; and deployment associated with Patient Safety Reporting (PSR) and Executive Information/Decision Support (EI/DS) medical surveillance and reporting capabilities; Navy Equipment Technology Advances (ETA); Air Force RF/LAN Secure Systems; and replacement of worn-out, obsolete and backlogged equipment requirements.  Program decreases of $45.0 million include one-time requirements for initial outfitting; reversal of one-time FY 2005 congressional adds; the Health Insurance Portability and Accountability Act (HIPAA) compliance activities; PAS Perpetual enterprise license purchases; completed deployment of the DMHRSi (Module 1); and adjustments to the EWS-R deployment schedule. 
The DHP Procurement Program has a net increase of $17.3 million between FY 2006 and 2007.   This growth consists of  $11.0 million in price growth and $6.3 million net program increase.   Program increases $33.8 million include  initial outfitting requirements; replacement cycles of EUDs and LAN upgrades providing infrastructure support to the centrally managed IM/IT systems; and license acquisition costs for CHCS II Block 3 Commercial Off-the-Shelf Ancillary applications.   Program decreases of $27.5 million include Navy ETA decreases; reduction to the procurement backlog; reduced initial outfitting requirements for the hospital in Alaska; one-time hardware refresh for DBSS and TOL; and normal fluctuations in deployment activities for EI/DS and PAS driven by the number of sites deployed each fiscal year.

Narrative Explanation of RDT&E Changes:  
The Research, Development, Test and Evaluation (RDT&E) program reflects an overall decrease of $337.8 million from FY 2005 to FY 2006.  This includes price growth of $10.2 million and a net program reduction of $348.0 million.   The net program decrease is due primarily to the FY 2005 congressional additions of $434.7 million not being continued in FY 2006.   Program increases include $22.4 million in functional transfers which include the Armed Forces Radiobiology Research Institute from the Director, Defense Research and Engineering (DDR&E) $3.9 million; Medical Laboratories transferred from Navy Line to DHP $16.1 million and In-House Independent Laboratory Research (ILIR) transfer from the Office of Naval Research (ONR) to DHP $2.4 million.  Other program increases of $93.4 million include the development of support capabilities for the Prospective Payment and Medical Surveillance Systems, as well as development associated with TRANSCOM Regulating and Command and Control Evacuation System (TRAC2ES) Full Operational Capability, Patient Accounting System (PAS), Composite Health Care System II(CHCS), Enterprise Wide Scheduling, Defense Medical Human Resources system (Internet) (DMHRSi) Enterprise Wide Provider Database Panel Management module, Patient Safety Reporting, and TRICARE On-Line pre-planned product improvements; and establishment of two modernization programs – Air Force Epidemiological Outbreak System (EOS) and SuperVision program.  EOS will provide a bio-defense system for early threat warning, rapid threat identification, and focused treatment and outbreak containment.  SuperVision, a human performance enhancement program, will maximize war-fighters effective to operate under adverse conditions.  These increases are offset by other program decreases of $20.5 million for the Theater Medical Information Program development activities; one-time development of interfaces between Defense Medical Logistics Standard Support (DMLSS) and TRAC2ES for patient movement items. 
The Defense Health Program RDT&E program reflects a net decrease of $33.8 million between FY 2006 and FY 2007.  This includes price growth of $3.5 million and net program reduction of $37.3 million.   The program increases of $15.5 million include additional resources transferred with the AFRRI program; development of a Medical Records Tracking capability and development of the Panel Management Capability of Enterprise-Wide Provider Database (EWPD) within the Defense Medical Human Resources System (internet).  Program decreases of $52.8 million include the completed development of DMLSS Air Evacuation capability and Workload Accounting Improvements for CHCS and CHCS II ; completed modification and testing of Enterprise-Wide Scheduling and Registration (EWS-R) Version 1.0; and  decreased requirements associated with the development schedules of TMIP, Patient Accounting System (PAS), Executive Information/Decision Support (EI/DS) and TRICARE On-Line (TOL) programs.
President’s Management Plan – Performance Metrics Requirements:  The Defense Health Program (DHP) continues to refine existing performance measures and develop specific criterion to determine and measure outputs/outcomes as compared with initial goals.  Currently, the DHP is using five performance measures to monitor overall program performance.  These measures will be added to over time as new measures are developed.  The current five measures are: 

· Beneficiary Satisfaction with Health Plan – An increase in the satisfaction with the Health Plan indicates that actions being taken are improving the overall functioning of the plan from the beneficiary perspective.  The goal is to improve overall satisfaction level to that of civilian plans using a standard survey instrument.

· Inpatient Production Target (Relative Weighted Products) – Achieving the production targets ensures that the initial plan for allocation of personnel and resources are used appropriately in the production of inpatient workload.

· Outpatient Production Target (Relative Value Units) – Achieving the production targets ensures that the initial plans for allocation of personnel and resources are used appropriately in the production of outpatient workload.

· Primary Care Productivity – In order to run a premier Heath Maintenance Organization, the critical focus area is primary care.  The primary care provider frequently represents the first medical interaction between the beneficiary and the HMO.  In this role, the primary care provider is responsible for the majority of the preventive care to keep beneficiaries healthy and away from more costly specialty care.

· Medical Per Member Per Year – Annual Cost Growth – This is a new measure just being developed which will be used for the first time in FY 2005.  The medical cost per member per year looks at the overall cost of the Prime enrollees for the DHP.  This tracks all costs related to care delivered to enrollees.  The objective is to keep the rate of cost growth for the treatment of TRICARE enrollees to a level at or below the civilian health care plans rate increases at the national level.

Initial goals have been developed for each of these performance measures.  The overall success of each area measured is discussed below.  

· Beneficiary Satisfaction with Health Plan – Satisfaction with Health Care Plan continues to improve with an upward trend. For FY 2004 the score was 53%, 2 percentage points above last year’s score, but below the goal of 56%. For the individuals who have chosen to enroll with the Military Health System in TRICARE Prime, their scores for the third and fourth quarter reporting periods met the goal of 56%. Additionally, enrollees to the Managed Care Support Contractor (MCSC) have not only met the goal for the year, but surpassed the Civilian Benchmark for each quarter of FY 2004. Continuous increases in enrollment and improvement in the score demonstrates real progress for the program.

· Inpatient Production Target (Relative Weighted Products) – Production for FY 2004 was 242.8K relative weighted products versus a goal of 241K relative weighted products. The Defense Health program exceeded the goal for FY 2004, despite deployments of providers and support staff in support of the Global War on Terror that negatively impact productivity. 
· Outpatient Production Target (Relative Value Units) - Production for FY 2004 was 27.3 million relative value units versus a goal of 29.5 million relative value units. Two factors are having a significant impact on this metric.  First, there has been an emphasis to improve medical coding which has resulted in a decrease in the average level of complexity being reported in the medical record that drives down the relative value units. Second, specialty deployments in support of the Global War on Terror have also negatively impacted outpatient care productivity. We will continue to monitor performance and take any necessary actions to improve performance.

· Primary Care Productivity – Improvements in productivity have continued in FY 2004, reaching 13.7 relative value units per primary care provider per day versus a goal of 14.5 relative value units per primary care provider per day. Two of the three Services showed significant improvement over the prior year performance with increases of .5 relative value units per primary care provider per day. The FY 2004 goal is more aggressive than the historical improvement trend within the system. The objective is to move the Defense Health Program forward in a manner that requires dramatic improvements to the system. Improvements in medical coding also has an affect on this metric, resulting in a decrease in the average level of complexity being reported in the medical record, which drives down the relative value units used in the numerator of the metric. The aggressive nature of the goals will likely result in performance below the goal level, but we expect performance to continue to improve for the system. We will continue to monitor performance and take any necessary actions to improve performance.

· Medical Per Member Per Year – Annual Cost Growth – This is a new metric established during FY 2004, there was no performance goal for current reporting.  However, when comparing the Military Health System (MHS) medical cost per enrollee increase of 11% during the first half of this year to the Kaiser Family Foundation health benefits increase of 13.9%, this shows slightly better performance for the MHS. Performance this year will lead to the establishment of a baseline value for future goal setting.  Currently the measure provides insight to issues regarding unit cost, utilization management, and purchased care management. It is anticipated that the metric will be enhanced in future years to properly account for differences in population demographics and health care requirements of the enrolled population.  Since enrollment demographics can vary significantly by Service, and across time, it is important to adjust the measure. For example, as increasing numbers of older individuals enroll, the overall average medical expense per enrollee would likely increase. Conversely, as more young, healthy active duty enroll, the overall average would likely decrease. Through the use of adjustment factors, a comparison across Services and across time can be made more meaningful. Current performance in regards to annual cost growth is favorable. 
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