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Fiscal Year (FY) 2005 Budget Estimates


	
	    FY 2003
	Price
	Program
	FY 2004
	Price
	Program
	       FY 2005

	
	      Actuals
	Growth
	Growth
	Estimate
	Growth
	Growth
	       Estimate

	O&M
	14,663.9 
	+848.0

	+973.9
	  16,485.8
	+947.8
	-230.2
	17,203.4



	Procurement
	283.4
	+5.8
	+.3
	      289.5
	+6.0
	+69.2
	364.6

	RDT&E
	     457.6
	    +5.9
	 22.9
	      486.4  65.8
	+6.8
	-420.8
	72.4

	Total DHP 
	15,404.9
	836.1
	997.0
	  17,261.7  
	950.9
	-581.8
	17,640.4


Receipt from Accrual Fund       *4,156.0
            
          
              *4,432.0
                                                *4,793.0
Total Costs       


      19,560.9
  
        

              21,693.7
        


            22,433.4                                                     
*Department projection of receipts from the DoD Medicare-Eligible Retiree Health Care Fund to pay for health care costs.
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 supports worldwide medical and dental services to the active forces and other eligible beneficiaries, veterinary services, medical command headquarters, graduate medical education for the training of medical personnel, and occupational and industrial health care.  

The Department’s managed care program, called “TRICARE”, is designed to provide military families with access to quality care that is cost-effective.  The TRICARE program provides medical care to about 8.9 million eligible beneficiaries through a network of 75 military hospitals, 461 military clinics, and 3 regional Managed Care Support (MCS) contracts.  The TRICARE program offers a triple option benefit:  (1) TRICARE Prime, a Health Maintenance Organization (HMO) style benefit requiring beneficiary enrollment; (2) TRICARE Extra, a Preferred Provider Organization (PPO) style benefit; and (3) TRICARE Standard, a fee-for-service option.

In FY 2003, the Department implemented the DoD Medicare Eligible Retiree Health Care Fund, an accrual-type fund to pay for health care provided to Medicare-eligible retirees, retiree family members and survivors.  Monthly payments from the Military Personnel accounts into the fund cover the Government’s liability for future health care costs of current military personnel and their family members once they retire from military service and become eligible for Medicare. 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 FY 2005 Defense Health Program budget request of $17,640.4 million includes fiscal adjustments for projected receipts from the DoD Medicare Eligible Retiree Health Care Fund.  The budget also includes realistic cost growth for pharmacy, managed care support contracts, and other health care services purchased from the private sector.  The budget request does not include resources to support any increased Global War on Terrorism requirements. 
Operation & Maintenance Program

	
	($ in Millions)

	
	FY 2003
	Price
	Program
	FY 2004
	Price
	Program
	FY 2005

	
	Actuals
	Growth
	Growth
	Estimate
	Growth
	Growth
	Estimate

	In-House Care
	3,925.9
	+258.6
	47.9
	4,232.4
	+231.2
	+205.1
	4,668.7

	Private Sector Care
	7,243.2
	+510.5
	1,089.1
	8,842.9
	+655.7
	-545.1
	8,953.4

	CHS
	1,012.2
	+25.3
	-55.0
	982.4
	+19.3
	-4.6
	997.2

	Information Management
	788.6
	+12.7
	-133.5
	667.9
	+9.7
	+111.9
	789.5

	Management Activities
	254.3
	+5.3
	-35.8
	223.8
	+3.6
	-3.5
	223.9

	Education and Training
	398.8
	+12.7
	-22.4
	389.1
	+10.8
	-1.2
	398.8

	Base Operations
	1,041.0
	+22.8
	+83.4
	1,147.2
	+17.3
	+7.2
	1,171.8

	Total
	14,663.9
	+848.0
	+973.9
	16,485.8
	947.8
	-230.2
	17,203.4


Program/Price Growth

The FY 2005 DHP O&M budget request of $17,203.4 million reflects a net increase of $717.6 million above the FY 2004 funding level which includes price growth of $947.8 million and a net program decrease of $230.2 million.  

In-House Care

DHP In-House Care provides for the delivery of care in MTFs worldwide.  The program includes care in medical centers, station hospitals, clinics, and dental care activities.  The FY 2005 In-House Care budget estimate of $4,668.7 million increases by $436.3 million above the FY 2004 funding level.  This increase includes price growth of $227.0 million; foreign currency fluctuation of $4.2 million; and a net program increase of $205.1 million.  The net $205.1 million program growth is primarily composed of increases for: $82.1 million for pharmacy program growth above inflation due to increased utilization and the entry of new drugs into the market place; $125.8 million to support non-clinical contractor support staff at MTFs; $27.0 million for investment in equipment replacement and non-patient travel programs; $207.8 million for the MTFs to augment their staffs by entering into agreements with local health care providers in support of the new TRICARE contracts; $35.8 million to fund conversion of military personnel to other staffing alternatives as part of the Department’s “Relieving Stress on the Force” initiative; $8.0 million for purchase of equipment for installation in the new Okinawa health care facility;  $8.6 million growth in the Hepatitis B immunization program;  and $1.1 million growth due to transfer of responsibility for the fleet Medical and Dental Clinic, Diego Garcia from the Navy, and transfer of resources from the Army military personnel appropriation to fund civilian and contract personnel to backfill resources sent to the U.S. Army Forces Command Area Medical Laboratory.  These increases are partially offset by decreases of: $229.6 million due to reversal of the FY 2004 Emergency Supplemental Appropriations Act; $19.4 million due to reversal of one time Congressional increases; $16.5 million due to savings for supplies purchased from the U.S. Air Force to reflect a change in the wholesale and retail rates;  $20.2 million for revised civilian pay requirements based on the current approved 1.5% FY 2005 rate;  $2.2 million realigned from In-House Care to Education and Training to fund additional critical care and trauma training of  MOS 91WM6 personnel and to replace contract LPNs; and $3.4 million realigned to other budget activity groups to support the Air Force Surgeon General’s Long View Resourcing Strategy to optimize the allocation of resources.
Private Sector Care

DHP Private Sector Care provides for delivery of care outside the military treatment facilities.  The program includes Retail Pharmaceuticals, Managed Care Support (MCS) contracts, OCONUS claims, the Uniformed Services Family Health Program (USFHP) or Designated Providers, supplemental/emergency care, and MTF Prime Enrollee purchased care also called revised financing.  Using Private Sector Care, active duty families and retirees and their families can individually obtain medical and dental care from civilian sources at government expense, after satisfying applicable enrollment fees, deductibles, and co-payments.  Previously, there were seven MCS contracts.  New TRICARE contract transitioning concludes in FY 2005 resulting in three regional MCS contracts.  The MCS contractors are responsible for the purchase of TRICARE Standard fee-for-service benefits and coordinating the care between MTFs and civilian providers.  The FY 2005 Private Sector Care budget request of $8,953.4 million reflects a net increase of $110.5 million from the FY 2004 funding level.  This includes price growth of $655.7 million and a net program decrease of $545.1 million.  The net $545.1 million program decrease is composed of the following: an increase of $352.3 million related to revised assumptions for programmatic growth factors for Supplemental Health and Dental Care, Uniformed Services Family Health Program and Global Overseas Claims as well as increased utilization of TRICARE benefits by eligibles and an increase of the number of beneficiaries using the Military Health System for their primary care; a decrease of $411.4 million due to reversal of the FY 2004 Emergency Supplemental Appropriations Act;  a decrease of $35.5 million for reduced estimates for Continuing Health Education/ Capitalization of Assets due to expiration of extensions to process and file Medicare Provider Statistical and Reimbursement Reports; a decrease of $172.0 million resulting from an adjustment for savings related to use of Federal Pricing for retail pharmaceuticals; a decrease of  $165.2 million resulting from transition of TRICARE Contracts for savings in administrative costs and other contractual adjustments for risk sharing, bid price and change order settlements;  a decrease of $70.3 million based on a reduced requirement over FY 2004 funding for activated reservists and their family members;  and a decrease of $43.0 million due to conclusion of termination for convenience costs associated with changes to the previous Managed Care Support Contracts for Retail Pharmacy. 
Consolidated Health Support

DHP Consolidated Health Support includes functions such as occupational health, strategic aeromedical evacuation, pathology, examining activities, regional health care management functions and veterinary service.  The FY 2005 Consolidated Health Support budget request of $997.2 million reflects an increase of $14.8 million above the FY 2004 funding level.  This includes price growth of $16.3 million; Foreign Currency Fluctuation of $3.0 million; and a net program decrease of $4.6 million. The net program decrease is composed of the following increases:  $15.5 million due to transfer of the Office of the Special Assistant for Gulf War Illness into the Defense Health Program; $8.8 million for equipment, non-patient travel, and an increase in rates charged by DFAS; $1.6 million due to realignment of civilian personnel funding based on the Air Force Surgeon General’s Long View Strategy; $48.9 million to the Armed Services Blood Program to replace the frozen blood supply. These increases are offset by the following decreases:  $12.6 million due to reversal of one time FY 2004 Congressional additions; $58.4 million to reverse the FY 2004 Emergency Supplemental Appropriation; $4.1 million for revised civilian pay requirements based on the current approved 1.5% FY 2005 rate; and $4.4 million due to a reduction in the administrative travel program to fund Foreign Currency Fluctuation requirements.
Information Management

DHP Information Management focuses on the development and deployment of standardized systems to ensure close integration, interoperability, and commonality of information management throughout the military health system.  The FY 2005 Information Management budget request of $789.5 million reflects an increase of $121.6 million above the FY 2004 funding level.  This includes price growth of $9.4 million, foreign currency fluctuation of $0.3 million, and a net program increase of $111.9 million.  The net $111.9 million program growth is primarily composed of: $70.8 million to invest in information technology, equipment purchases, and non-patient related travel; $12.1 million to fund upgrades to the wide area network to enable deploying applications; $7.0 million associated with maintenance and sustainment of Enterprise Wide Scheduling and Registration Commercial Off-the-Shelf (COTS); $0.3 million associated with realignment of civilian personnel funding in support of the Air Force Surgeon General’s Long View Strategy; and $44.8 million to support the phased realignment from acquisition to deployment and sustainment in implementation of the Health Insurance Portability and Accountability Act (HIPAA) of 1996 and the Composite Health Care System II. These increases are partially offset by the following decreases: $16.9 million due to reversal of one time FY 2004 Congressional additions; $5.2 million reflecting a reduced requirement for the DoD Information Technology Systems Certification and Accreditation Program (DITSCAP); and $0.9 million for revised civilian pay requirements based on the current approved 1.5% FY 2005 rate.
Management Activities

DHP Management Activities includes the TRICARE Management Activity (TMA) and the Services’ medical commands.  These headquarters activities oversee the delivery of DoD healthcare worldwide.  The FY 2005 Management Activities budget request of $223.9 million reflects a net increase of $0.1 million from the FY 2004 funding level.  This includes a price growth of $3.6 million and a net program decrease of $3.5 million.  The $3.5 million net program decrease includes: a $0.1 million transfer of funding and one civilian authorization from the Army Medical Command to the Southwest Regional Office Installation Management Activity for facilities management and base operations support functions; a one time reduction of $0.7 million to fund an Office of the Inspector General audit of the Medicare- Eligible Accrual Fund; a decrease of $4.4 million due to reversal of FY 2004 Congressional additions for Fisher Houses and the DoD/VA Collaborative Wound Healing Initiative; a decrease if $0.8 million associated with realignment of civilian personnel funding in support of the Air Force Surgeon General’s Long View Strategy; a decrease of $0.6 million for revised civilian pay requirements based on the current approved 1.5% FY 2005 rate; a $0.3 million reduction to the administrative travel program to fund increased foreign currency requirements; an increase of $0.1 million due to an increase in the rates charged by the DFAS in support of DHP financial operations; and a $2.0 million increase above inflation for a variety of programmatic adjustments including Contracted Advisory and Assistance Service (CAAS) contracts, printing and reproductive services, rents and supplies. 

Education & Training

DHP Education and Training provides support for worldwide medical education and training for active duty personnel, civilian medical personnel, and students.  The FY 2005 Education and Training budget request of $398.8 million reflects an increase of $9.7 million above the FY 2004 funding level.  This includes price growth of $10.8 million and a program decrease of $1.2 million. The net $1.2 million program decrease consists of: a $7.8 million increase of the equipment acquisition and non-patient travel program; a $2.7 million increase associated with realignment of civilian personnel funding in support of the Air Force Surgeon General’s Long View Strategy; a $2.2 million increase due to realignment of funding from In-House Care for additional critical care and trauma training of MOS 91WM6 personnel and to replace contract LPNs; a $0.7 million increase for training requirements at MTFs; a decrease of $11.9 million due to reversal of one time FY 2004 Congressional additions; a $1.0 million decrease  for revised civilian pay requirements based on the current approved 1.5% FY 2005 rate; and a $1.7 million reduction in administrative travel to offset increased foreign currency requirements.
Base Operations/Communications
The DHP Base Operations/Communications includes funding for the operation and maintenance of 75 hospitals, 461clinics and other DHP facilities.  The Base Operations/Communications FY 2005 budget request of $1,171.8 million reflects a net increase of $24.5 million above the FY 2004 funding levels.  This includes price growth of $15.2 million, a foreign currency fluctuation increase of $2.1 million and a net program increase of $7.2 million.  The net $7.2 million program growth consists of increases of:  $3.6 million due to increased rates charged by DFAS in support of DHP financial operations; $6.0 million to raise the facility sustainment funding level to 95% of requirements; $8.0 million to maintain and repair DHP facilities; $6.1 million for increased costs of fuel, communications, utilities, equipment, and base operations support; and $1.8 million for equipment purchases and non-patient travel. The following decreases partially offset these increases: a $10.1 million reversal of one time FY 2004 Congressional addition for Walter Reed Army Medical Center; a $0.4 million reduction associated with realignment of civilian personnel funding in support of the Air Force Surgeon General’s Long View Strategy; a $1.7 million reduction for revised civilian pay requirements based on the current approved 1.5% FY 2005 rate; and a $0.4 million reduction to the administrative travel program to offset increased foreign currency requirements.
Procurement Program

	
	($ in Millions)

	
	FY 2003
	Price
	Program
	FY 2004
	Price
	Program
	FY 2005

	
	Actual
	Growth
	Growth
	Estimate
	Growth
	Growth
	Estimate

	Medical Equipment - Replacement/Modernization
	276.1
	+5.7
	-1.5
	  280.3
	+5.8
	+63.5
	349.5

	Medical Equipment - New  
Facility Outfitting
	7.3
	
    +.1
	+1.9
	    9.3
	+.2
	+5.6
	15.1

	Total
	283.4
	+5.8
	+0.4
	 289.5
	6.0
	69.1
	364.6


The DHP Procurement Program totals $364.6 million in FY 2005 and funds procurement of capital equipment in support of the DoD health care program in military medical treatment facilities and other health activities worldwide.  It includes equipment for initial outfitting of new, expanded, or altered health care facilities.  Also funded is modernization and replacement of equipment past its useful life and automation equipment (IM/IT) in support of the TRICARE Management Activity.  The Procurement Program funding level increases in FY 2005 by $75.1 million over FY 2004, reflecting price growth of $6.0 million and a program increase of $69.1 million.  The $69.1 million program increase is composed primarily of the following: $16.6 million for reversal of the FY 2004 procurement reduction to fund more critical health care needs; $46.9 million to fund deployment, implementation and initial training activities and supporting infrastructure costs for health systems such as the Composite Healthcare System (CHCS) II or the military Computer-based Patient Record; the Defense Medical Human Resources System internet (DMHRSi); the Patient Accounting System (PAS) Coding and Compliance Editor (CCE); and Enterprise-Wide Scheduling and Registration (EWS-R); $5.6 million for initial outfitting of the new Okinawa health care facility.  
Research, Development, Test and Evaluation (RDT&E) Program

	
	($ in Millions)

	
	FY 2003
	Price
	Program
	FY 2004
	Price
	Program
	FY 2005

	
	Estimate
	Growth
	Growth
	Estimate
	Growth
	Growth
	Estimate

	RDT&E 
	457.6
	+5.9
	+22.9
	486.4
	+6.8
	-420.8
	72.4


The DHP RDT&E program funds health care related Information Management/Information Technology development and Small Business Innovative Research (SBIR).  The FY 2005 RDT&E program budget request of $72.4 million reflects a net decrease of $415.0 million below the FY 2004 funding level.  This includes price growth of $6.8 million and a net program reduction of $420.7 million.  The net $420.8 million program reduction consists of a decrease for FY 2004 Congressional additions not continued in FY 2005. 
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.  For the FY 2005 President’s Budget, The DHP has decided to use five performance measures to monitor overall program performance.  These measures will be added to over time as new measures are developed.  The initial 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 Targets (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.

Each of the above performance measures will have goals.  The overall success of each area measured will be determined based on a comparison of the goal to actual results.  

Program Data

	
	FY 2003
	
	  FY 2004
	
	FY 2005

	
	Estimate
	Change
	  Estimate
	Change
	Estimate

	Organic Medical Programs
	
	
	
	
	

	   Hospitals/Medical Centers
	75
	0
	      75
	0
	       75

	   Clinics
	461
	0
	    461
	0
	      461

	   Dispositions (000)
	287
	-3
	    284
	+3
	      287

	   Inpatient Work Units – RWP (000)
	246
	+4
	    250
	0
	       250

	   Occupied Bed Days (000)
	968
	-7
	    961
	+11
	       972

	   Average Length of Stay (Days)
	3
	0
	        3
	0
	          3

	   Ambulatory RVUs (000)
	30,653
	+584
	31,237
	+381
	  31,618

	Training Workloads
	
	
	
	
	

	   USUHS
	948
	-1
	     947
	       -9
	     938

	   Other Education & Training
	77,666
	-10,031
	67,635
	-2,094
	65,541

	   Health Professionals Scholarship Program/
	3,907
	181        
	  4,088
	      21
	  4,109

	     Financial Assistance Program/Loan

    Repayment Program
	728
	-51
	     677
	     50
	     727

	Civilian Personnel FTEs      
	
	
	
	
	

	   U.S. Direct Hire
	39,934
	-1,537
	   38,397
	-76
	  38,321

	   Foreign National Direct Hire
	723
	-139
	       584
	+4
	588

	       Total Direct Hire
	40,657
	-1,676
	  38,981
	-72
	38,909

	   Foreign National Indirect Hire
	1,566
	+101
	    1,667
	+79
	1,746

	       Total 
	42,223
	-1,575
	  40,648
	+7


	    40,655

	Military Personnel End Strength 
	
	
	
	
	

	   Officers
	31,545
	+953
	  32,498
	-538
	31,960

	   Enlisted
	58,487
	+932
	  59,419
	-1,236
	58,183

	      Total
	90,032
	1,885
	  91,917
	-1,774
	90,143


	Eligible Beneficiary Population (000)  
	
	
	
	
	

	   Active Duty
	1,686
	+37
	    1,723
	-61
	1,662

	   Dependents of Active Duty
	2,309
	+56
	    2,365
	-85
	2,280

	   Dependents of Retirees Under 65
	2,015
	+4
	    2,019
	+4
	2,023

	   Retirees Under 65
	1,134
	+5
	    1,139
	+8
	1,147

	   Beneficiaries Over 65
	1,634
	+48
	    1,682
	+38
	1,720

	      Total
	8,778
	+150
	    8,928
	-96
	8,832
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