Defense Health Program
Fiscal Year (FY) 2011 Budget Estimates
Defense Health Program
Appropriation Highlights

($in MIlions)

FY 2009* Price Program FY 20102 Price Program FY 20113

Actuals Growth Growth Estimate Growth Growth Estimate
Appropriation Summary:
Operation & Mai ntenance 26, 622. 8 1,456.1 -518.4 27,560. 4 763.9 1,591.0 29,915.3
RDT&E 1,094.8 12.0 181. 2 1,288.0 18.0 -806.1 499.9
Pr ocur enment 361. 6 7.4 -2.3 366. 7 8.5 144.7 519.9
Total, DHP 28,079.1 1,475.5 -339.5 29, 215.2 790. 4 929.6 30,935.1
MERHCF Recei pt s* 7,960.4 8,231.6 8,939.9
Total Health Care Costs 36, 039.5 37,446. 8 39,875.0

Y FY 2009 actuals include Cperation and Mai ntenance (08 funding of $1,100.0M fromthe FY 2009 Overseas Contingency Operations (OCO)
Bri dge Suppl enental, Public Law 110-252, and $1, 055. 3M from t he Suppl enental Appropriations Act of 2009, Public Law 111-32 ($845.5M
for &M $159.6M for Research, Devel opnent, Test and Eval uation (RDT&E); and $50.2M for Procurenent).

2 FY 2010 current estimate excludes O&M fundi ng of $1,256. 7M for OCO under the FY 2010 Departnent of Defense Appropriations Act,
Public Law 111-118. Additionally, FY 2010 excludes $132. OM O&M funding transferred from Health and Hunan Services (HHS) for HINL in
the Suppl enental Appropriations Act of 2009, Public Law 111-32; the FY 2010 current estimate does include $8.0M RDT&E funds for HLINL
from Public Law 111-32.

¥ The Departnment of Defense projects $132.2M O8M fundi ng should transfer in FY 2011 to the Joint Department of Defense - Departnent of
Veterans Affairs Medical Facility Denpnstration Fund established by section 1704 of Public Law 111-84 (National Defense Authorization
Act for Fiscal Year 2010).

4 Reflects Departmental DoD Medicare-Eligible Retiree Health Care Fund (MERHCF) for FY 2009, FY 2010, and FY 2011 (O&M only).
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Description of Operations Financed:

The nedi cal mssion of the Department of Defense (DoD) is to enhance DoD and our Nation’s security by
providing health support for the full range of nilitary operations and sustaining the health of all those
entrusted to our care. The Defense Health Program (DHP) appropriation funding provides for worldw de

nedi cal and dental services to active forces and other eligible beneficiaries, veterinary services, nedica
conmand headquarters, specialized services for the training of medical personnel, and occupational and

i ndustrial health care. |Included are costs associated with provisions of the TRI CARE benefit which
provides for the health care of eligible active duty fanm|ly nenbers, retired nenbers and their fanly
menbers, and the eligible surviving famly nmenbers of deceased active duty and retired nmenbers

The FY 2011 Defense Heal th Program budget request of $30,935.1 mllion includes realistic cost growth for
phar macy, nanaged care support contracts, and other health care services either provided in Mlitary
Treatnment Facilities or purchased fromthe private sector. This budget also includes funding to support
costs associated with the Arny and Marine Corps pernmanent strength increases for Ground Forces Augnentation
requi renents, funding for enduring Traumatic Brain Injury and Psychol ogi cal Health and Wunded, Il and
Injured requirenments, funds for the Electronic Health Record and Joint Incentive Fund initiatives, and
funding for the creation of the Captain Janes A Lovell Federal Health Care Center in North Chicago,
Illinois, created by the total integration of the North Chicago Veteran's Affairs Medical Center and the
Navy Health dinic, Geat Lakes.

The DHP appropriation Operation and Miintenance (O& funding is divided into seven nmajor areas: |n-House
Care, Private Sector Care, Information Managenent, Education and Trai ning, Managenment Activities,
Consol i dated Heal th Support, and Base Operations. The DoD Medicare Eligible Retiree Health Care Fund
(MERHCF) is an accrual fund to pay for DoD s share of health care costs for Medicare-eligible retirees,
retiree fam |y nenbers and survivors. MERHCF receipts fund applicable |In-House, Private Sector Care, and
I nf or mati on Management Operation and Mi ntenance health care costs.

The DHP appropriation Research, Devel opment, Test and Eval uation (RDT&E) Program provi des funds for nedical
I nformati on Managenent/ I nformati on Technology (IMIT), battlefield injury research, nedical |aboratory
research and the Arned Forces Radi obi ol ogi cal Research Institute.

The DHP appropriation Procurenment Program funds acquisition of capital equipnment in Mlitary Treatnent
Facilities and other selected health care activities which include equipnment for initial outfitting of
newl y constructed, expanded, or nodernized health care facilities; equipnment for nodernization and

repl acenent of obsolete, or uneconomically reparable itens; equi pment supporting prograns such as pollution
control, clinical investigation, and occupational/environnental health; and Mlitary Health System

i nfornmati on processing requirenents.
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Narrative Explanation of FY 2010 and FY 2011 Operation and Maintenance (0&V) Changes:

The Defense Health Program O&M funding reflects an overall increase of $2,354.9 mllion between FY 2010 and
FY 2011, consisting of $763.9 mllion in price growth and net programincrease of $1,591.0 mllion

Program increases include: $1,182.5 mllion for Private Sector Care requirenents associ ated with higher
nunber of users, higher utilization of pharmacy and health care, and expanded dental benefits; $438.9
mllion for increased direct care requirenents associated with health care delivery; $307.6 mllion for
initial outfitting and transition costs associated with mlitary construction (MLCON) and restoration and
noder ni zation projects; $120.3 nillion for Electronic Health Record projects with Veterans Affairs; $107.5
mllion for increased operational, IMIT and associ ated sustainment, and facilities requirenents supporting
Wounded Warrior and Traumatic Brain Injury and Psychol ogi cal Health prograns; $26.2 million for increased
i ndustrial hygiene, occupational health, and veterinary services support and higher costs for Mlitary
Entrance Processing Centers; $10.3 million for Joint Medical Conmmand collocation | ease costs and ot her
Managenment Headquarters requirenments; and, $7.1 mllion to devel op the Joint Mdical Education Training
Center and other training prograrns.

Program decreases include: $321.8 mllion to reverse one-tinme FY 2010 Congressional adjustnents; $165.5
mllion for decreased Private Sector Care requirenents associated with additional reinbursenents under
Federal Ceiling Pricing; $40.3 million for decreased operational and IMIT requirenments associated with
accel erated G ound Forces Augnentation; $27.0 mllion for cost savings resulting frommedi cal supply chain
nmanagenent initiatives across the full range of mlitary health care operations; $24.7 mllion transfer to
M LCON for recapitalization of nmedical treatment facilities; $23.7 mllion for reversal of mlitary-to-
civilian conversions; and $6.4 mllion transfer for Procurenent and Research, Devel opment, Testing and
Eval uati on Prograns.

Begi nning in FY 2011, the Departnent projects $132.154 mllion should transfer to the Joint Departnent of
Def ense (DoD) - Departnment of Veterans Affairs (VA) Mdical Facility Denonstrati on Fund established by
section 1704 of Public Law 111-84, (National Defense Authorization Act for Fiscal Year 2010). This fund
conbi nes the resources of DoD and VA to operate the first totally integrated Federal Health Care Facility
in the country by the total integration of the North Chicago VA Medical Center and the Navy Health Cinic
G eat Lakes.

Narrative Explanation of FY 2010 and FY 2011 Research Development Test and Evaluation (RDT&E) Changes:

The DHP RDT&E Programreflects a net decrease of $788.1 million between FY 2010 and FY 2011. This includes
price growth of $18.0 mllion and a net program decrease of $806.1 million
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Programincreases include: $41.6 mllion increase for the Electronic Health Record; $15.7 mllion
reprogranmed from DHP O&M for the Centers of Excellence; $5.0 mllion increase for the Virtual Lifetinme

El ectronic Record (VLER); $4.9 million for Defense Medical Logistics Standard System (DWMSS) associ ated
with interface devel opment and upgrades for data fields to docunent service unique data el ements associ at ed
with task and tine; $3.8 nmillion for Defense Cccupational and Environmental Health Readi ness-1ndustri al

Hygi ene (DCEHRS | H) for devel opnment of additional Environmental Health functionality; $0.6 million increase
to research prograns in support of high-interest projects and enhance conpetitiveness; and $4.1 mllion

m scel | aneous enhancenents/realignment <$1.5M (net of increases and decreases).

Program decreases include: $666.9 nmillion decrease for one-time Congressional adds; $140.1 nillion in

Cui dance for the Devel opnent of the Force (FY 2010-2015) nedical capability gap requirenments (the Defense
Advanced Research Projects Agency (DARPA) will sustain a $125.0 million level of effort toward battlefield
injury research gap requirenments beginning in FY 2011); $15.5 mllion decrease for the Small Business

I nnovati on Research Program whi ch occurs during year of execution; $8.3 mllion for conpletion of

devel opnent and system denonstration of financial system enhancenents; $8.0 mllion decrease for Pandenic
I nfl uenza Preparedness and Response; $6.8 m|lion decrease for Defense Medi cal Hunman Resources System
internet (DVHRSi) associated with the conpletion of nodernizations/enhancenents providing interfaces for
Servi ce readi ness and pay systens as well as COTS configuration; $5.8 million for conmpletion of the Joint
El ectronic Health Record Interoperability (JEHRI) capabilities associated with el ectronic sharing between
DoD and VA in FY 2010; $5.6 mllion with the CHCS ancillary system change request planned devel opnent al
schedul es; $5.2 mllion for conpleting the transacti on of Medical Situational Awareness in Theater (MSAT)
to replace the Joint Medical Wrkstation (JMeW5)/ Theater Medical Data Storage (TMDS) and the transition of
the Joint Theater Trauma Registry (JTTR) to Theater Medical Information ProgramJoint (TMP-J); $3.4
mllion in Enterprise Blood Managenent System (EBMS) attributed to conpletion of design and configuration
of the COIS solution in FY 2010 with a transition to testing and integration activities in FY 2011; $3.2
mllion for initial outfitting of the new USAMRI I D and USAMRICD facilities; $2.3 mllion in Executive

I nf ormati on/ Deci si on Support (EI/DS) reductions in FY 2011 to the WMHS Managenent and Reporting Tool (M)
and MHS Data Repository (MDR) enhancenents to offset higher priority portfolio needs; and $10.7 nillion

m scel | aneous enhancement s/ real i gnment under $1.5M (net of increases and decreases).

Narrative Explanation of FY 2010 and FY 2011 Procurement Changes:

The DHP Procurenent Program has a net increase of $153.2 million between FY 2010 and FY 2011. This
consists of $8.5 million in price growh and programgrowth of $144.7 mllion

Program increases include: $140.4 million increase related to the El ectronic Health Record; $40.9 million
reprogranmng fromDHP O&M for initial outfitting associated with US Arny Medi cal Conmand ( USAMEDCOW)

M LCON projects; $18.4 million due to replacenment cycles of End User Agreenents (EUDs) and Large Area

Net wor k (LAN) upgrades and additional infrastructure support for Wunded, Il and Injured; $4.2 mllion
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associ ated with the depl oynent of DOEHRS IH Mobile to the Air Force and Navy; and $3.8 million
m scel | aneous enhancenents/real i gnnent under $1.5M (net of increases and decreases).

Program decreases include: $44.6 mllion for one-time Congressional adds; $8.2 mllion for conpletion of

Wbunded, 11l and I njured Procurenent requirenments associated with imaging in FY 2010; $6.4 mllion in
support of COTS solution for blood managenent schedul e and planned |icense purchases; $2.2 mllion for
purchases associated with the Cdinical Case Management Wunded, Il and Injured requirenments planned to be

acconplished in FY 2010; and $1.6 mllion decrease for DWMLSS associated with conpletion of depl oynent
requirenents tied to mgration to a net centric, service oriented architecture.

President’s Management Plan — Performance Metrics Requirements:

The DHP continues to refine existing performance nmeasures and devel op specific criterion to determ ne and
neasur e out puts/outconmes as conpared with initial goals. Currently, the DHP is using five perfornmance
nmeasures to nonitor overall program performance. The current five neasures are:

 Beneficiary Satisfaction with Health Plan — An increase in the satisfaction with the Health Pl an
i ndi cates that actions being taken are inproving the overall functioning of the plan fromthe
beneficiary perspective. The goal is to inprove overall satisfaction level to that of civilian plans
using a standard survey instrument.

* Inpatient Production Target (Rel ative Wi ghted Products, referred to as RWP) — Achieving the
production targets ensures that the initial plan for allocation of personnel and resources are used
appropriately in the production of inpatient workl oad.

 Outpatient Production Target (Relative Value Units, referred to as RVU) — Achieving the production
targets ensures that the initial plans for allocation of personnel and resources are used
appropriately in the production of outpatient workl oad.

e Primary Care Productivity — In order to run a prem er Health Mintenance Organi zation (HMD, the
critical focus area is primary care. The primary care provider frequently represents the first
nmedi cal interaction between the beneficiary and the HMO. In this role, the primary care provider is

responsi ble for the majority of the preventive care to keep beneficiaries healthy and away from nore
costly specialty care. The neasure that will be tracked is RVUs per Prinmary Care Provi der per Day,
with a long termgoal of neeting the civilian sector benchmark.

» Medical Cost Per Member Per Year — Annual Cost Growth — The medi cal cost per nenber per year |ooks at
the overall cost of the Prine enrollees for the DHP. This tracks all costs related to care delivered
to enrollees. The objective is to keep the rate of cost growh for the treatnent of TRI CARE
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enrollees to a level at or belowthe civilian health care plans rate increases at the national |evel
Currently the measure provides insight to issues regarding unit cost, utilization managenent, and
purchased care nmanagenent. The metric has been enhanced to properly account for differences in
popul ati on denographi cs and health care requirenents of the enrolled population. Since enroll nent
denogr aphics can vary significantly by Service, and across tine, it is inportant to adjust the
neasure. For exanple, as increasing nunbers of older individuals enroll, the overall average nedica
expense per enrollee would likely increase. Conversely, as younger, healthy active duty enroll, the
overal |l average would likely decrease. Through the use of adjustment factors, a conparison across
Servi ces and across tine is nmade nore neaningful.

Initial goals have been devel oped for each of these perfornmance nmeasures. The overall success of each area
neasured i s di scussed bel ow.

. Beneficiary Satisfaction with Health Plan — Satisfaction with Health Care Pl an performance for FY
2009 exceeded the goal of 57 percent during each quarter for the year. Due to yearly weighting
al gorithm process, a consolidated FY 2009 nunber is not yet available. Continuous increases in
enrol I ment and i nprovenent in the score denonstrates real progress for the programw th respect to
sati sfying our beneficiaries.

e Inpatient Production Target (Rel ative Wi ghted Products) — For the nbst recent reported nonthly data
for FY 2009, the MHS is projected to produce 210 thousand RAPs against a target of 222 thousand RWPs.
These nunbers are based on the records reported to date, and will increase slightly as all records
are conpleted. Wiile care for Active Duty continues at high levels due to care for Wunded Warriors,
there was a drop in the overall utilization fromprior years that was not accounted for in the plan.

e Qutpatient Production Target (Relative Value Units) — Wth an increase enphasis on paying for
performance, the system has seen a renewed focus on production of outpatient care. For FY 2009, the
system produced 32.8 million relative value units versus a goal of 31.7 mllion relative value units.
The MHS achi eved the goal for the year

« Primary Care Productivity — Due to significant systemand data reporting i ssues for a | arge nunmber of
Mlitary Treatnent Facilities (MIFs), this measure is mssing a nunber of MIFs and nay change when
these sites are included. Currently the Services are working on nmaki ng sure the systens function
properly and updating the data for FY 2009. Based on the data currently available for the first 3
quarters of FY 2009, the MHS perfornmance is 18.2 versus the goal of 19.1 RVUs per Primary Care
Provider per Day. This metric will be updated during the next budget cycle when data has been
conpl et ed.
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Medical Cost Per Member Per Year — Annual Cost Growth — Due to significant system and data reporting
i ssues for a large nunber of MIFs, this measure is using projected data for the FY 2009 3rd quarter
results. Based on this data, the annual cost growth for FY 2009 through the 3rd quarter was

11.7 percent, conpared with the goal for the year of 5.0 percent. The goal was established based on
private sector health insurance cost growmh. Since projected to conpletion data is being used for
the metric, inprovements in perfornance are anticipated as clains data matures. At his point in
tinme, it does not appear that the goal will be achieved, but year to date performance nunber has

i mproved each quarter. This neasure will continue to be nonitored and updated once data is nore
conpl et e.
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