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Ref: 95-F-1362

Mr. Thomas F. Haensly
Preston Gates & Ellis
5000 Columbia Center
701 Fifth Avenue
Seattle, WA 98104-7078

Dear Mr. Haensly:

This letter and documents respond to your June 21, 1995,
Freedom of Information Act (FOIA) request which was received in
this Directorate June 21, 1995, The telephone conversations with
Commander Voorhies refer.

Due to the size and complexity of the Department of Defense
(DoD), there is no central repesitory for all DoD records. This
Directorate is responsible for responding to requests for records
of the components of the Office of the Secretary of Defense (0SD)
and Joint Staff (JS). The several components of the DoD,
including the military departments, unified commands, and
separate defense agencies, operate their own Freedom of
Information offices to respond to requests for records for which
they are responsible. These procedures are provided in DoD
Regulation 5400.7-R, as published at 32 CFR 286,

Your request was processed by the Office of the Director for
Program Analysis and Evaluation (PA&E). Mr. David L. McNicol,
Deputy Director Resource Analysis, PA&E, an Initial Denial
Authority, has determined that the release of one document must
be denied pursuant to 5 USC 552(b)(1). This document is
currently and properly classified pursuant to Executive Order
12365, Sec 1.3(a)(2), which pertains to the vulnerabilities or
capabilities of systems, installations, projects, or plans
relating to the national security.

You have the right to appeal Mr. McNicol’s decision to deny
this information. Any such appeal should offer justification to
support reversal of the initial denial and should be forwarded
within 60 calendar days of the date of this letter, to this
office.

For your information and in accordance with the above
regulation, your request has been categorized as commercial in
nature. Commercial requesters are required to pay search,
review, and reproduction costs associated with their requests.
Established DoD fees are: clerical search or review at $12.00
per hour; professional search or review at $25.00 per hour;
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executive search or review at $45.00 per hour; computer search,
varies according to the system used, billed per minute:
microfiche at $0.25 per page; office copy reproduction at $0.15
per page; and printed publications or reports at $0.02 per page.

Therefore, the total cost associated with processing your
regquest is $42.58, of which $30.58 is assessable. Assessable
fees include 15 minutes of professional search and 15 minutes of
professional review at $25.00 per hour, 48 pages of office copy
reproduction at $.15 per page and 544 pages of printed
publications at $0.02 per copy.

Please indicate the reference number 95-F-1362 on your check
or money order and send your payment for $18.08, payable to the
U.S. Treasurer, within 30 days of the above date, to this office

Please also note the billing date above since payments
received later than 30 days after the billing date may incur
additional interest charges.

Sincerely,

ssignedy

A. H, Passarella

Director

Freedom of Information
and Security Review

Enclosures:
As stated
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SECTION 1. INTRODUCTION AND BACKGROUND

The National Defense Authorization Act for Fiscal Years 1992 and 1993 directed the
Department of Defense (DoD) to conduct an analysis of fundamental economic issues bearing
on the size of the military medical system. The core issue to be evaluated is whether it is
cheaper for DoD to provide medical care for its beneficiaries in DoD facilities or to reimburse
beneficiaries for care obtained in the private sector. The Department’s findings on that question
are reported here in summary form. Responses to related questions that DoD was asked to
consider are provided in separate reports issued as part of this study.

The question as to whether it is cheaper for DoD to "make” medical care in-house or,
indirectly through beneficiaries, to "buy" care from private-sector providers amounts to a question
about the appropriate size of the Department’s medical establishment. To the extent that DoD
"makes" more care, its medical establishment will be larger; to the extent that care is "bought,”
the medical establishment will be smaller.

Questions about the size of the DoD medical establishment traditionally have not been
cast in terms of the "make/buy” decision but rather in terms of wartime requirements. It has for
several decades been established policy that DoD should provide in military medical facilities
substantially all of the medical care required by active-duty personnel and all of the treatment
required by military casualties until such time as those requiring extended care are released to
the Veterans Administration. Because the medical establishment is sized against the wartime
requirement, it tends to provide more capacity in peacetime than is needed to meet the health care
demands of the active force. DoD uses this extra peacetime capacity to provide care to other
categories of beneficiaries--dependents of active-duty personnel, and military retirees and their
dependents and survivors.'

It remains a generally accepted principle that the DoD medical establishment should be
no smaller than the wartime mission requires. The question addressed in this report is whether
DoD should maintain a health care establishment larger than required to carry out the wartime
mission. The additional capacity would be used to provide in DoD facilities more of the
peacetime medical benefits that non-active-duty beneficiaries are eligible to receive.

This is not an issue that would have arisen during the Cold War years because, by most
accounts, the capacity then required for the wartime mission (but never achieved) exceeded that
required to provide medical services to non-active-duty personnel. The situation has now

"This practice reduces the Department's health care expenditures because the additional cost of providing care
to non-active-duty beneficiaries in military treatment facilities does not include the significant “fixed costs” of
maintaining DoD facilities for wartime. The variable costs of providing peacetime care are less than the market price
DoD would pay to buy care for non-active-duty beneficiaries in the private sector. Moreover, the workload generated
by only the active-duty population may be insufficient to maintain the wartime skills of DoD physicians.



changed, in two respects. First,
while the active-duty force con-
tracted somewhat during the Cold
War years, the population of military
retirees and ~ of active-duty
dependents increased.”. Second, war
plans of the Cold War era
contemplated a global conflict on the
scale of World War II, and perhaps
much larger, as the United States
faced the prospect of all-out war
with the Soviet Union and its
Warsaw Pact allies. The situation is
now very different. Our nation faces
threats that are challenging, but ones
that are qualitatively different from
those of the Cold War, require
smaller forces, and present little
prospect of involving casualties
remotely on the scale of those that
would likely have resulted from a
global war with the Soviets.

The wartime medical
requirement implied by current
defense planning scenarios is the
subject of a separate report done as
part of this study (Box 1). That
report provides estimates of the
medical infrastructure and personnel
that would be needed to support U.S.
forces in wartime. DoD must
maintain a somewhat larger number
of physicians on active duty in

Box 1.
Wartime Requirements

The starting point for assessments of wartime requirements is the Defense
Planning Guidance (DPG), which serves as the basis for all planning and
programming activities in the Department of Defense. Representations of
potential combat operations—known as Ilustrative Planning Scenarios-—
issued with the DPG form the analytical basis for determining planning and
programming requirements. The wartime requirements portion of this study
used the scenarios issued for fiscal years 1994-99, the last Departmentally-
accepted set of planning scenarios. These scenarios define the nature of
potential conflicts, including force levels and force armival times in each
scenario, Combat intensities and durations for the scenarios were generated
by wargames performed and interpreted by the Joint Staff.

Medical workload and evacuation streams in both the continental United
States (CONUS) and combat theaters were generated for the scenarios using
the Medical Planning Modute (MPM), an analytical tool maintained as part
of the Department's Joint Operational Planning and Execution System
(JOPES). The medical manpower required within theaters was divided into
two portions: personnel who staff hospitals and personnel who serve
outside the hospital system. Estimated requirements for those who staff
hospitals in combat theaters were generated by an analysis of results from
two sources: {1) the MPM, and (2) service-specific methodologies.
L4

To determine the number of CONUS hospital personne! needed to care for
military casualtics evacuated from combat theaters, the study used the staff
planning factors from the last Departmentally-accepted analysis, the 1988
Wartime Medical Requiremenis Study. All non-hospital medical staffing
requirements in combat theaters and in CONUS were generated by service-
specific methodologices.

The Ilustrative Planning Scenarios and MPM are the standard tools for
medical planning and analysis. The study’s true challenge was the
determination of the inpur parameters to use in the analysis. The history
of military medicine indicates significant changes in many of the most
important parameters in the model. Survival rates among those wounded
have sharply increased, for example, and rates of disease among deployed
forces have fallen. The study team reflected on these changes, but within
the range of reasonable values, chose parameter values 50 as not to
underestimate the wartime requircment.

peacetime than it needs to meet the wartime requirement. The additional peacetime demand
arises from training programs and the need to maintain jobs in the continental United States
(CONUS) into which personnel stationed overseas can be rotated. The appendix to this report
discusses the issues involved in calculating the total number of physicians that must be
maintained on active duty in peacetime in order to satisfy the wartime requirement. The current

2With the advent of the All-Volunteer Force in 1973, a larger fraction of the active-duty force came to be made
up of married people, many with dependent children.



estimate of the total requirement
constitutes about 40 to 50 percent of
currently programmed physician
inventories.

Should DoD then reduce the
medical establishment it operates in
peacetime to roughly half of the current
size? If the objective is to meet only the
wartime requirement, the answer to this
question must be "yes." When costs are
considered, however, there is reason to
ask whether the size of the DoD medical
establishment should be larger than
required solely to meet wartime demands.
Today’s relatively large DoD medical
establishment permits the Department to
provide in military facilities much of the
medical benefit demanded by those
eligible for care. To the extent that the
size of the medical establishment were
reduced, however, statutory obligations
would require DoD to pay for more care
obtained from private-sector providers.

Substituting "bought” for "made”
medical care does not necessarily reduce
the total cost of the defense health
program. Indeed, some have argued that
it is cheaper for DoD to provide medical
care in-house than it is to buy it from the
private sector. Overall, therefore, the
question addressed in this report is: Does
economic analysis imply that the size of
the DoD medical establishment should be
driven solely by the wartime requirement,
and thus that a correspondingly larger
part of the medical benefits guaranteed
to active-duty dependents and retired
personnel and their dependents and

survivors should be purchased from the private sector? Or do economic considerations permit
the DoD medical establishment to be larger than the wartime requirement implies because it is

Box 2.
Survey of Beneficiaries

The National Defense Authorization Act for Fiscal Years 1992 and
1993 dirceted the Department of Defense to survey members of the
armed forces and covered beneficiaries in order to determine their
access 1o and use of inpatient and outpatient services in the military
medical system. In addition, the survey was to determine the
perceptions of beneficiaries about health care; the extent of their
knowledge regarding guality, availability, and costs of care; and their
likely responses to changes in the structures and costs of providing
such care.

The survey consisted of 109 questions organized into scven sections,
plus a comment sheet:

Sponsor and Family Information
Health Care Benefits

Recent Medical History

Most Recent Visit for Outpatient Care
Most Recent Hospital Stay

Most Recent Dental Visit

General Information

’

Questionnaires were mailed to 44,293 active-duty personnel, retirees,
and survivors eligible for military health benefits. Some 7,620
questionnaires were retumed as postal nondeliverables, which left
36,673 beneficiarics who presumably received the survey. (The
large number of nondeliverables was due primarily to inaccurate
addresses for active-duty personnel. It is very difficult to keep
active-duty addresses current on a real-time basis.) The overall
response rate (adjusted for postal nondeliverables) was 71 percent,
or about 26,000 responses.

With the exception of travel time, most beneficiary groups who used
civilian facilities had better access than those who used military
facilities. Knowledge of health care benefits varied widely across
beneficiary groups. Generally, junior-enlisted familics knew the
least about their medical benefit. Outpatient utilization was divided
almost evenly between military and non-military facilities, while
inpatient utilization rates showed that stays in civilian hospitals
(unadjusted for case-mix severity) were longer, on average, than
stays in military hospitals. Satisfaction with outpatient and inpatient
carc was high across all beneficiary groups for both military and
civilian faciliies. Satisfaction with dental care, however, was
substantially higher at civilian facilitics, particularly for retirees and
their families. A full discussion of the survey and its resulls is
presented in Analysis of the 1992 DoD Survey of Military Medical
Care Beneficiaries, issued as part of this study.

cheaper to "make" medical care in military facilities than it is to buy it?
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These are broad questions, and they are dealt with here in a broad way. The intended
result is not a detailed "right sizing" plan for the DoD medical establishment, but an illumination
of the basic economic considerations that should have a major role in determining policy on
sizing the military medical establishment for the post-Cold War era.

The analysis presented here has been informed by the wartime requirements report
mentioned above; by the results of a survey of DoD beneficiaries undertaken for this study by
the Office of the Assistant Secretary of Defense for Personnel and Readiness (Box 2); and by
analyses done under contract to the Department of Defense by the RAND Corporation and by
the Institute for Defense Analyses (IDA). DoD’s assessment of the shape of the "make/buy"
issue (based on the RAND and IDA analyses) is presented in the sections that follow, with
supplementary material appearing in boxes near the relevant portion of text. Readers interested
in the technical findings of RAND and IDA, and in obtaining a full understanding of the basis
of those findings, should consult the reports RAND and IDA submitted to DoD.’

Mnstitute for Defense Analyses, Analysis of the 1992 DoD Survey of Military Medical Care Beneficiaries, IDA
Paper P-2937 (January 1994); institute for Defense Analyses, Cost Analysis of the Military Medical Care System:
Data, Cost Functions, and Peacetime Care, IDA Paper P-2938 (January 1994); and RAND Corporation, The Demand
for Military Health Care: Supporting Research for a Comprehensive Study of the Military Health Care System,
MR-407-PA&E (January 1994).



SECTION II. MAIN FEATURES OF THE DEFENSE HEALTH PROGRAM

Approximately 8.7 million individuals were eligible for DoD health benefits during fiscal

~ year 1993. Active-duty personnel (1.9 million) and their dependents (2.7 million), including the

active reserves, accounted for 53 percent of the DoD beneficiary population. The remaining 47
percent (or 4.1 million beneficiaries) was made up of retired military personnel and their
dependents and survivors.

The scope of medical services included in the DoD medical benefit is similar to that
found in a good private-sector health plan. Many of the concerns with private-sector medical
care also have their counterparts in the military medical system. There is, for example, a great
concern with cost in both systems and, as is the case in the private sector, DoD is exploring the
utility of various techniques of managed care. Apart from the wartime mission, the principal
difference between DoD health care benefits and those of major private-sector employers is that
DoD provides through its own facilities a substantial part of the care received by its beneficiaries.
No large private-sector employer in the United States operates a remotely comparable system of
in-house medical facilities. Unlike private-sector employers, then, DoD faces a true make/buy
decision in which considerations of cost are inextricably involved.

’

The "Make" Portion of the System--Military Treatment Facilities

Health care services for DoD beneficiaries are provided by "military treatment facilities”
(MTFs), operated by the military departments.® Collectively, MTFs are called the "direct care
system." MTFs treat all categories of DoD beneficiaries--active-duty personnel, dependents of
active-duty personnel, and military retirees and their dependents and survivors. MTFs are
responsible for providing acute-care services, as opposed to long-term care. Provision of long-
term care to qualified DoD beneficiaries who require it is the responsibility of the Veterans
Administration. Within the realm of acute-care services, however, the direct care system provides
the full range of medical services, from primary care to tertiary care.

“This report focuses primarily on care provided to military beneficiaries through MTFs and civilian facilities.
It does not address the considerable proportion of military medical personnel who are assigned to nonmedical units
(flight surgeons attached to fighter wings, for example) or to medical units that deploy with combat forces (such as
MASH units.) In addition to their wartime and training missions, some of these personnel are routinely involved
in the provision of peacetime medical care to service members. This is true, for example, of the medical personnel
serving on aircraft carriers. These “force structure” parts of the military medical system, however, provide
comparatively little of the medical care available to active-duty personnel, and are a very small factor in the care
provided to dependents of active-duty personnel and to military retirees and their dependents and survivors.



There are three main categories
of MTFs: clinics, community hospitals,
and medical centers (Box 3). These are
distinguished from one another by the
type and complexity of the services
they provide.

Clinics. Clinics do not offer
regular inpatient care (although some
can do so in emergencies), and they
provide only the simpler medical
services referred to as "primary care.”
Cases requiring more extensive
treatment are referred to other military
facilities or to civilian providers.
Within these limits, the medical
services offered vary considerably from
one clinic to the next. The direct care
system includes more than 400 clinics
within the United States. The majority
of these tend to be relatively small, and
to offer a fairly narrow range of
services, and many are staffed to treat
only minor on-the-job injuries and
illnesses. In contrast, 74 "outlying"
clinics, located outside hospital or
medical center catchment areas, tend to
offer a comparatively wide range of
services. These facilities often are
found on bases too small to justify a
hospital.

Community Hospitals. DoD
hospitals offer both primary and
secondary care, and a few also provide
some tertiary services. ("Secondary”
care covers the broad range of medical
services between primary care and the
complicated medical or surgical
procedures--some forms of chemo-
therapy and open heart surgery, for
example--categorized as tertiary care.)

Box 3.
The MTF System

Military medical centers, community hospitals, and clinics provide care
to active-duty personnel and their dependents, and to military retirees and
their dependents and survivors. The tables below indicate, first, how the
care received by each beneficiary group in military facilities is distributed
across those facilitics and, second, how the care delivered by the various
types of MTFs is distributed across the three beneficiary groups.

Percentage of Each Beneficiary Group’s MTF Medical Care

Delivered by Type of MTF, FY 1992

Medical Community
Centers Hospitals Clinics*
Active
Duty 42 53 5
Active-Duty
Dependents 42 55 4
¢ Other
Beneficiaries 57 40 2

Percentage of Each MTF Type's Medical Care
Delivered to Each Beneficiary Group, FY 1992

Active Active-Duty Other
Duty Dependents Beneficiarics

Medical

Centers 26 32 42

Community
Hospitals 32 41 27
Clinics* 39 38 23
L——

SOURCE: FY 1992 Medical Expense and Performance Reporting
System {MEPRS) data.

NOTE: Rows may not sum to 100 percent due to rounding.

*Only 29 of the more than 400 clinics report cost data separately to
MEPRS.




There is considerable variation in the
range of services offered in DoD
hospitals. One hospital, for example,
may have a maternity ward, but not a
cardiac care vnit; another may have a
cardiac care unit and facilities for doing
dialysis, but no physical therapy unit;
and so on. Most DoD hospitals play
the role of community hospitals for a
military base, and the larger bases tend
to have a hospital on them (Box 4). In
December 1992, DoD had 69 small
hospitals with fewer than 70 operating
beds, and 30 medium-sized hospitals
having from 70 to more than 200
operating beds.

Medical Centers. Military
medical centers are generally large,
tertiary-care  facilities capable of
handling very complex cases as well as
providing primary and secondary care.
Some of the Department’s medical
centers are well known--for example,
Walter Reed Army Medical Center,
Bethesda Naval Medical Center, and
Wilford Hall Air Force Medical Center.
These facilities function as referral
hospitals and conduct residency training
for military physicians. In some cases,
a single tertiary-care facility provides
all of a particular kind of care. For
example, Wilford Hall performs all
DoD bone marrow transplants, and
Brooke Army Medical Center handles
all severe burn cases. The 18 medical
centers range in size from 120 to 1,000
operating beds.

Medical centers, while few in
number, account for a disproportionate

Box 4.
Typical Military Hospital

DARNALL ARMY COMMUNITY HOSPITAL

Damall Army Community Hospital, located at Fort Hood, Texas
(home of the 1st Cavalry Division and Second Armored Division), is
typical of the larger DoD community hospitals.

FY 1992 POPULATION: 111,107

PRIORITY I: 32,081 (29%) (Active duty)
PRIORITY II; 48,366 (44%) (Active-duty dependents)

* PRIORITY II: 30,660 (27%) (Retirees and others)

Percentage of Bed Days in MTF and CHAMPUS
by Beneficiary Group, FY 1992

MTF CHAMPUS
Priority 1 28 NA
Friority 11 48 80
Priority Il 24 20

NOTE: NA = Not applicable.

BUILT: 1966 OPERATING BEDS: 212

ONE GME PROGRAM: Emergency Medicine
WORKLOAD: Average Daily Census: 121

Annual Dispositions: 15,986
Annual Visits: 128,908

SERVICES: Primary Care, Obstetrics/Gynecology, Pediatrics, General
Surgery. Urology, Orthopedics, Otolaryngology, Audiology. Podiatry,
Ophthalmotogy, Internal Medicine, Allergy/Immunization. Neurology,
Cardiology. Physica! Therapy, Occupational Therapy,
Psychiatry/Psychology, Social Work, Dental, Aviation Medicine,
Occupational Health, Industrial Hygiene, limited subspecialties.

REFERRALS: 89 percent to Brooke Army Medical Center and
Wilford Hall Medical Center.

UTILIZATION: Most resource-intensive services provided at Damali
by major diagnostic categories were Obstetrics, Newbom, Digestive,
Muscle/Tissuc, and Mental Health.

share of the MTF workload. In 1992, about 57 percent of MTF inpatient care (adjusted for case-
mix severity) and 34 percent of outpatient visits were handled in medical centers. DoD
community hospitals handled 43 percent of the MTF inpatient workload and 60 percent of the
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MTF outpatient workload. The 29 clinics that report their workload separately from other
medical facilities accounted for the remaining 6 percent of outpatient workload.

Managed Care. The Department currently is implementing major changes in the direct
care system under the label "managed care.” Lead agents will be established in each of twelve
health service regions with explicit responsibility for controlling health care costs, quality, and
access to medical services for all beneficiaries in their delivery areas. This responsibility will
include not only services provided by MTFs but also care obtained by DoD beneficiaries from
private-sector providers and partially retmbursed by DoD. All MTF commanders will be held
accountable for practice patterns and costs in their areas of responsibility.

Provider incentives to monitor costs will be strengthened by implementation of "capitation
budgeting” techniques, in which resources will be allocated to health care managers on a per
capita basis. MTF commanders will assume responsibility for providing health services to a
defined population, for a fixed amount per beneficiary. In combination with their responsibility
for overseeing health care costs in their areas, capitation budgeting will encourage MTF
commanders to employ all available medical resources as efficiently as possible. Capitation
budgeting discourages inappropriate hospital admissions, excessive lengths of stay, and
unnecessary services. The capitation amount will be set prospectively (independent of MTF
commanders’ influence), and budget execution.will be closely monitored by the Office of the
Assistant Secretary of Defense for Health Affairs and the Surgeons General of the Army, Navy,
and Air Force.

In deciding to pursue managed care, the Department seeks to strengthen economical
aspects of DoD health care, and is adapting tools taken from private-sector health maintenance
organizations (HMOs) to make that happen. "Gate-keeping,” "utilization management,” and
»utilization review" techniques, possibly executed through managed care support contractors, are
expected to create additional incentives and information for providers so that only the most
appropriate and cost-effective care is offered to DoD beneficiaries. Additionally, enrollment of
beneficiaries into specific health care plans will enhance the ability of local MTF commanders
to allocate resources cost-effectively. For example, the Department is implementing a new
managed care program called TRICARE, which incorporates lessons learned from the
CHAMPUS Reform Initiative {(CRI).

The "Buy" Portion of the System--CHAMPUS

First priority in MTFs is accorded to active-duty personnel, who are required to use
military facilities for their medical care. All other DoD beneficiaries are provided treatment in
MTFs on a space-available basis. For at least the past 25 years, however, the DoD direct care
system has not had the capacity to provide all of the medical care demanded by dependents of
those on active duty, by retired military personnel, and by the dependents and survivors of
military retirees. This is not a shoricoming of the direct care system, as it was sized primarily
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to meet the wartime requirement, but it is a fact of crucial importance to the economics of the
system.

CHAMPUS. Prior to 1966, beneficiaries other than active-duty personnel had to arrange
for their own medical care, and make their own provisions for paying for it, if MTFs could not
provide the treatment they required. That changed in 1966 with the inauguration of the Civilian
Health and Medical Program of the Uniformed Services (CHAMPUS). In very broad terms,
CHAMPUS provides supplemental health care coverage, available automatically to qualified DoD
beneficiaries.

CHAMPUS does not cover active-duty personnel because, apart from emergency
situations, they are required to obtain medical care from (or through) an MTF. CHAMPUS also
is not available to retirees over age 65, or to their dependents or survivors over age 65, because
these individuals are eligible for Medicare. CHAMPUS, then, is a program for the families of
active-duty personnel, and for military retirees and their dependents and survivors under age 65.

CHAMPUS has three main features:

. Beneficiaries need not enroll to be eligible; CHAMPUS is automatically available
to qualified DoD beneficiaries. »

. CHAMPUS coverage is comparable to that provided by broader private-sector
plans.
. CHAMPUS is not free; beneficiaries must cover all of their medical expenses up

to an annual limit (the deductible) and then pay a portion of all costs
(copayments) incurred thereafter. ' :

The mechanics of CHAMPUS are familiar to anyone who has been enrolled in a
commercial health insurance plan. Beneficiaries arrange for their own care, pay for it, and then
submit a claim for reimbursement. The amount of cost-sharing varies somewhat among
beneficiary groups. By way of example, dependents of officers and senior noncommissioned
officers must meet annual deductibles of $150 per person or $300 per family, and pay 20 percent
of the cost of outpatient care, but they are charged only a nominal portion of the cost of inpatient
care.

CHAMPUS is an important component of care received by DoD beneficiaries (Box 5).
In FY 1992, CHAMPUS expenditures stood at about $3.5 billion (including the costs to
beneficiaries). This was nearly as large as the approximately $3.9 billion DoD spent on non-
active-duty beneficiaries in the direct care system. Thus, CHAMPUS accounts for aimost half
of the costs of medical care delivered to non-active-duty beneficiaries through the DoD system.



Active-duty dependents accounted
for 60 percent of CHAMPUS inpatient
care expenditures in FY 1992, but for
only 44 percent of spending on outpatient
care. DoD expenditures for CHAMPUS
outpatient care were divided almost
equally between the two groups of non-
active-duty beneficiaries. Overall, some
54 percent of DoD’s FY 1992 CHAMPUS
bill paid for active-duty dependent care,
while the remaining 46 percent paid for
care delivered to retirees, their
dependents, and survivors.

New CHAMPUS Plans.
CHAMPUS, like the direct care system, s
evolving. The CHAMPUS Reform
Initiative and other CHAMPUS programs
point toward increased choice of health
care plans for DoD beneficiaries. Some
of these choices involve improved access,
or emphasize preferred provider and
HMO-like organizations rather than the
more traditional "fee-for-service” plans
that characterized the early years of
CHAMPUS and civilian health care
generally.  Experience with CRI in
California and Hawaii has demonstrated
that beneficiaries indeed value having
choices among health plans. Many
beneficiaries have willingly traded
provider choice for an HMO-like plan
(CHAMPUS Prime) offering greater
access to preventive health services and
lower levels of cost-sharing. Others have
elected CHAMPUS Extra, a plan that
permits beneficiaries to choose from a
preferred list of health care providers
(who have agreed to offer discounts to
DoD) but requires higher copayments and
deductibles than CHAMPUS Prime. Still
others have opted to continue using
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Box S.
The Composition of MTF
and CHAMPUS Care

CHAMPUS spends more on inpatient care than outpatient care, while
MTFs spend a higher percentage of their resources on out-patient
care. For DoD as a whole, outpatient care constitutes a slight
majority of medical expenditures.

MTF and CHAMPUS Costs, FY 1992
(In billions of dollars)

MTFs CHAMPUS Total
Inpatient
Care 24 16 4.0
Qutpatient
Care 32 1.1 43
Total 56 2.7 83

*Does not include approximately $800 million in beneficiary
out-of-pocket costs.

DoD expenditures on active-duty dependent and other bencficiary
care are roughly equal, each amounting to about twice that for active-
duty care.

DoD Expenditures on Medical Care, FY 1992
{In billions of dollars)

=
MTFs CHAMPUS Total

Active Duty 1.7 0.0 1.7

Active-duty

Dependents 2.1 15 35

Other

Beneficiaries 19 13 32

Tow! 57 28 84

SOURCE: FY 1992 MEPRS data as provided by IDA and DoD's
CHAMPUS Chartbook of Swatistics (October 1993), p. IV-3.
CHAMPUS estimates are DoD expenditures only and do not include
drug, dental care, Program for the Handicapped, or administrative or
overhead costs.

NOTE: Detail may not add to totals due to rounding.




