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PREFACE

‘This report responds to a Congressional mandate for a study of the
feasibility and desirability of changing the military medical health sys-
tem from its curremt configuration to a closed-enrollment concept
called a “Health Enrollment System” (HES). Reasons for considering
the change include possible reductions in the cost of military health
care, increases in quality, and an enhanced ability to plan for and
manage peacetime and wartime medical care.

The study was performed within Rand’s Health Sciences Program
under contract with the U.S. Department of Defense, Assistant Secre-
tary for Health Affairs, Office of the Deputy’ Assistant Secretary for
Health Program Evaluation. At The Rand Corporation, the study was
conducted within the Division of National Security Research, D.
Michael Landi, Vice President, under the supervision of Albert P. Wil-
Hams, Director of Rand’s Health Sciences Program. Charles E. Phelps
and Susan Hosek served as co-principal investigators.

The report should be of interest to persons concerned with assessing
the military medical care system, and more generally to those involved
in studying DoD planning and operations.

A brief executive summary precedes the body of the report; a more
extended summary can be found in Sec. 1.
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EXECUTIVE SUMMARY

Medical care in the military is delivered through two parallel sys-
tems. In the direct care system, Military Treatment Facilities (MTFs)
are operated by the Army, Navy, and Air Force, providing care for
active duty persons and, on & space-available basis, for active duty
dependents, retirees and their dependents, and survivers. Neonactive
duty persons are also covered by the Civilian Health and Medical Pro-
gram of the Uniformed Services (CHAMPUS). If the MTF cannot
provide needed care (or if the person prefers civilian care for ambula-
tory services), nonactive duty patients use civilian providers and
CHAMPUS pays for that care much like a standard major-medical
insurance plan.

A fundamental consequence of this method of providing care is that
MTF commanders cannot know how many people they care for; some
of their patients do not reside within their “catchment areas” (40 mile
radius around each MTF), and some people within the catchment area
may never seek care from the MTF. Particularly with current data
gystems, Dol} cannot learn how much medical care active duty or
nonactive duty persons use each year, and that makes evaluation of
MTF performance difficult. The only available way to evaluate MTTF
performance is by counting how many activities they produce, rather
than how many cures they effect or how many people they care for.
Particularly for persons who “cross over” between the MTF and civil-
ian systems, lack of continuity and duplication of effort appear prob-
lematic. Finally, because of the open-ended aspects of the current sys-
tem, DoDD and the Congress have expressed concern that the costs of
providing medical care for military beneficiaries may be higher than
need be.

A potential remedy for this system has been proposed: the Health
Enrollment System (HES). Under this plan, as we have studied it,
each MTF would be responsible for providing care to a fixed set of per-
sons, including all active duty persons in their catchment areas and
any remaining nonactive duty persons choosing to enroll, until the
MTF enrollment target was reached. The MTF commander would be
responsible for providing or arranging for all of the covered medical
care for those persons (not just for active duty beneficiaries, as is the
case currently). All remaining persons within and outside each catch-
ment area would be enrclled in an alternative plan—either an
insurance plan or a prepaid practice plan (Health Maintenance Organi-
zation}). With an HES, open-ended referrel to the civilian sector (via
CHAMPUS) wouild no longer be possible.

v
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The proposed change to an HES raises a number of important issues
that we have addressed in this study:

How would an HES affect the costs of providing medical care
for active duty and nonactive duty persons?

How would an HES affect the quality of care delivered?

How would an HES affect the ability of military medical sys-
tems to carry out other missions, particularly medical readi-
ness?

What changes would need to be made in organization and law
to carry out the HES concept?

What choices arise in the enroliment of beneficiaries with
specific health providers, and how do these various enrollment
options affect DoD goals, including recruitment and retention
of active duty personnel?

What benefit structure (scope of benefits and copayments)
should be offered, and what consequences might this produce
for .morale, retention, cost, and quality of care? How might
changes in benefits affect equitable treatment of beneficiaries
across Services, geographic regions, and people receiving care
from different providers?

What incentives for efficient delivery and use of care might be
found in an HES, and how do these incentives compare with
those in the current system?

Together, these issues pose the two primary guestions addressed in
our study: Is the HES feasible? Is it desirable? To answer these
questions, we engaged in a twofold research activity. We visited and
interviewed a dozen MTFs representative of the three Services provid-
ing medical care, with considerable diversity in geography, MTF size,
and remoteness. We also visited the medical commands in each Ser-
vice to gain even more information than provided in the MTF visits.
At the same time, we engaged in a series of analyses using available
data from DoD, including previous health survey data, plus standard
reports from Do} management information systems.

Our answers to these questions are briefly summarized next:

Medical care costs could rise or fall, depending upon key
choices made by DoD in configuring an HES {Sec. VII).

Quality of care would rise with enhanced continuity of care
{Sec. V, Sec, VII).

Preparation for readiness would not likely be impaired, but evi-
dence from a demonstration could increase confidence in this
result (Sec. II). :
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* Changes in resource management, organizational structure, and
possibly military benefit authorizations would be needed before
an HES could provide its full benefit (Sec. V)..

+ HES beneficiary enrollment could be conducted centrally or
decentrally, and with mandatery or voluntary choice by individ-
uals. We recommend central enrcllment and voluntary choice
{Sec. IV).

* Incentives for efficient provision of care should increase in an
HES compared with the current structure of military medical
care (Secs. 1, VI, and VII).

More generally, we conclude that the concept of an HES is not
currently feasible unless changes in Do} organization and function are
made. The key changes include:

e A replacement budget to provide resources to MTFs automati-
cally if staffing falls below authorization levels.

e A reinsurance plan to reimburse the MTT for providing care to
the occasional extremely expensive patient.

s Enhanced data management systems to track patients and
patient expenses.

Other changes would enhance the efficiency of an HES, but those
cited here would be most critical to the success of an HES,

Our determination of feasibility is based on a number of elements.
First, our studies have shown that an HES would not greatly disrupt
current medical use patterns. As a corollary, voluntary enrollment
would also probably not disrupt the mix of surgical and other patients
desired by DoD for readiness and mobilization training. Second, the
replacement budget and the reinsurance plan we have proposed offer
protection for the MTF against risks arising from organizational
inflexibility and from uwnusually costly cases. The CHAMPUS system
provides this protection currently. Without CHAMPUS, alternative
arrangements are needed.

To undertake an HES, DeD) must make a number of choices regard-
ing the structure of the HES. Centzal among these choices are:

Should there be copayments, and if so, what should they be?
Should nonactive duty beneficiaries be charged premiums for
enrollment, and if so, how high should they be?

» Should an allowance be offered to offset copayments and premi-
ums, ard if so, how much should it be?

» What should the target enrollment be for the MTF system and
for each MTF individually?
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We provide information showing that copayments, limited by catas-
trophic protection for enrollees, could substantially reduce DoD costs
without noticeable effects on the health status of individuals enrolied.

We recommend that if copayments are considered, DeD also con-
sider implementing a health allowance (similar to the current housing
allowance used in DoD)) to offset the financial consequences of copay-
ments. Even if a lump-sum offset is provided, the copayment will still
reduce beneficiaries’ use of health care services.

Under an HES, MTFs could enrcll a target number beyond which
nec new subscribers could enter. All active duty personne! would enroll
in the MTF, and then we foresee unrestricted voluntary enrollment.
We show how the health allowance could be used to balance supply
and demand for MTF care, if the number of persons wanting to enroll
did not match the target set.

Setting the enrollment target for MTFs presents a difficult planning
task. Current dats systems cannot at present accurately match MTF
resources with a target enrollment population. We show how currently
available planning models could be used to begin a demonstration, but
we believe that better planning for enrollment targets would enhance
the desirability of an HES. These would require new data and further
modeling.

The HES concept appears promising, even if only for the enhanced
management ability and improved incentive structures it offers to MTF
commanders and staff. A number of issues need to be resolved before a
final determination of desirability of the HES could be made. Key
issues of uncertainty include both patient and provider behavior under
an HES. A carefully designed demonstration would provide this infor-
mation. An alternative approach would begin a phased implementa-
tion. While this approach would lose the advantages of added informa-
tion that a demonstration would offer, it would introduce less delay
and reduce the risk that a demonstration might fail where a fully
implemented system would succeed. {These issues are discussed more
fully in Sec. I and Sec. VIIL)
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I. INTRODUCTION AND SUMMARY

Thie report summarizes research conducted by The Rand Corpora-
tion to assess the feasibility and desirability of a Health Enrollment
System (HES) for the Department of Defense (DeoD) health care sys-
tems. The report responds to & Congressional requirement to conduct
such a study.

The concept of an HES was proposed as a possible way to improve
efficiency, lower costs, and raise the quality of care (e.g., through better
patient-provider continuity} for beneficiaries of the current military
health care system. However, concerns were raised about the effects of
an HES on recruiting and retention ahility of the Services, on peace-
time provision of health care for active duty and nonactive duty per-
sons, and on other missions, such as readiness training and ability to
mobilize.

In the remainder of this section, we set forth the issues confronting
DoD) and the Congress regarding the HES concept and summarize the
results of our research. Since the HES concept has not been fully

specified in previous discussions, we discuss and analyze alternative *

ways to structure an HES and {where possible) assess the implications
of these choices for feasibility and desirability of an HES.

THE CURRENT HEALTH CARE SYSTEM IN DOD

DoD currently provides health care for military active duty persons,
their dependents, retirees from the military, their dependents, and sur-
vivors of military personnel under a two-part health system: direct
military care, and civilian care through a separate insurance plan. To
provide the direct care, the Army, Navy, and Air Force operate Mili-
tary Treatment Facilities (MTFs}).! These provide care for all active
duty persons {except those stationed too far from MTFs). These same
facilities provide care on a space-available basis to all nonactive duty
persons, including dependents of active duty personnel, retirees, their
dependents, and survivors, under annual budget authorizations from
the Congress. Nonactive duty persons may also receive care from civil-
ian providers through the Civilian Health and Medical Program of the

“We have not specifically studied hospitals operated by the Coast Guard and U.S.
Public Health Service. Their beneficiary elipgibility and entitlements rules are nearly
identical to those we discuss. .

R4



Uniformed Services (CHAMPUS). Nonactive duty beneficiaries use
the MTFs for ambulatory care when it is available and when they do
not prefer to use the civilian alternative (throngh CHAMPUS). The
care may not be available, either because the MTF capability is being
fully used or because it does not exist. The MTF hospital must he
used by inpatients living within a 40 mile radius (catchment area). If
care is not available, a Certificate of Nonavailability 1s issued and the
patient must find civilian hospital care. (The MTF staff are not
allowed to refer the patient to any specific civilian provider.)

This system currently cares for some 1.6 million active duty persons
and provides at least part of the care for a total of 8.0 million eligible
persons.” This system of care currently costs the DoD about $5 billion
annually for the MTF system and another $1.2 billion annually for
CHAMPUS payments.® Thus, the average annual cost per eligible par-
ticipant is about $775. This does not represent the total cost of care
for these persons, both because of copayments arising through the
CHAMPUS program and from benefit payments from private
insurance held by retirees and active duty dependents.

Almost all active duty personnel get most or all of their medical care
through the MTF system as is also true of their dependents. But some
active duty dependents, and a larger proportion of retirees, use the
CHAMPUS system extensively. Further, there appears to be a non-
trivial body of persons not currently using either the MTF system or
filing bills with CHAMPUS for civilian care, primarily retirees. {We
show evidence of this phenomenon in Sec. VI.) Many of these people
are covered by some form of private health insurance or by Medicare.
Perhaps as many as half of all retirees’ families, and 10 percent of all
spouses of active duty personnel, currently have such insurance.?

MTFs in the three Services do more than just provide care to active
duty and nonactive duty persons. They also maintain & standby sys-
tem for providing medical care during war—a mission generating many
separate activities within MTFs currentlyv-—and {(particularly in the

2These numbers include costs for beneficiaries in all FY82 ambulatory catchment
areas in the Continental United States, 6,332,565 total, plus all active duty and nonactive
duty persons living outside ambulatory care catchment areas. A slightly smaller number
of persons live within inpatient catchment areas.

*Total appropristion for FY83 for MTFa amounted to $5.8 billion, but this includes
costs of oversean MTFs that are excluded from the HES concept that we studied. We
use $b billion as an approximation of the MTF costs for those in the Continental United
States.

4These figures were reported to us by the CHAMPUS office in Denver, Colorado.
Date from a 1978 survey show slightly lower rates of private insurence coverage, but the
cverall expansion of private insarance in the United States in the intervening years
makes the higher numbers quite plausible.

-



Navy) provide staff to support ongoing military activity (such as ship-
board medical care). At many MTFs, there are further missions of
environmental and occupational health, aerospace and flight medicine,
underwater medicine, etc., all related to current operations of the mili-

tary.

THE PROPOSED HEALTH ENROLLMENT SYSTEM

The Congress required an evaluation of a proposed alternative orga-
nization of patients and MTFs, called the Health Enrollment System.
Under this proposal, all active duty personnel would continue to receive
care from the MTFs, and all nonactive duty persons would receive all of
their care either from an MTF or from an alternative insurance sys-
tem. The non-MTF enrollees could join existing prepaid group prac-
tices, where available (such as Health Maintenance Organizations
{HMOs) or preferred provider plans), with ail or part of their enroll-
ment fee paid by the HES. From the enrollees’ point of view, this
would represent a fundamental change in their world. For the first
time, these persons would be required to seek all of their care from a
single “system” (either the MTF or the civilian sector}, rather than
choosing one system or the other on a visit-by-visit basis, as is
currently possible.

From the point of view of the MTFs, an HES would also cause
several fundamental changes: MTFs would be responsible for deliver-
ing or acquiring care for a fixed and known body of patients. By con-
trast, in the current system their patient responsibilities are not under
their control, or even well-defined. In an HES, the MT¥Fs would be
responsible for providing or arranging for all of the care for that
patient population, rather than deflecting patients (through
CHAMPUS) to the civilian sector when the MTF does not have the
space or capabilily to provide needed care. Currently, the MT¥Fs do
this for active duty persons, either referring the active duty person to
another MTF or purchasing civilian care through a “Supplemental
Care” budget. Indeed, the ability to refer active duty patients to other
providers is an important part of the current system, and it is used
with varying intensity depending on the staffing mix, size, and particu-
lar circumstances of each MTF. Under an HES, MTFs would be simi-
larly responsible for the care of all of their enrolled patients, whether
active or nonactive duty.

Discussions to date of the HES concept have not specified com-
pletely just what the structure of an HES should be. There is con-
gensus in previous DoD and military Service discussions that all active



duty persons should receive all of their care from MTFs (as noted).
But beyond that specification, there is considerably less agreement.
Therefore, we analyzed a number of possibilities, including copayments,
premiums for nonactive duty persons, alternative options for enrollees’
health care, central or decentralized enroliment {at the MTF level),
and how to determine the number of people enrolied in each MTF.
QOur report discusses implications of each of these choices.

ISSUES AND METHODS OF ANALYSIS

To evaluate the feasibility and desirability of the HES, we have
undertaken a variety of studies to assess the following key pcints of
COnCern:

s How would an HES affect costs of providing medical care for

active duty and nonactive duty persons?

How would an HES affect the quality of care delivered?

How would an HES affect the ability of military medical sys-
tems to carry out other missions, particularly medical readi-
ness?

¢+ What changes would need to be made in organization and law
to carry out the HES concept?

¢ What choices arise in the enrollment of beneficiaries with
specific health providers, and how do these various enrollment
options affect Do) goals, including recruitment and retention
of active duty personnel?

* What benefit structure {(scope of benefits and copayments)
should be offered, and what consequences might this produce
for morale, retention, cost, and quality of care? How might
changes in benefits affect equitable treatment of beneficiaries
across Services, geographic regions, and people receiving care
from different providers of medical care?

e What incentives for efficient delivery and use of care might be
found in an HES, and how do these incentives compare with
those in the current system?

To answer these questions, we have engaged in a dual-track research
approach. First, we developed & plan for information-gathering from
onsite visits to MTFs. Although we could not visit many MTFs within
the time and budget available for this study, the 12 we did visit in the
three Services ranged from large to small, teaching and nonteaching,



urban and remote hospitals.® The answers provided by the staffs from
these MTFs to the questions in our protocol (included as an appendix
to this report) provided our researchers with detailed information for
this sample of MTFs on the nature of their patient load, staff, and
resource management capabilities and limitations. Just as importantly,
these visits also provided more subjective evidence (both formed by our
staff and offered by MTF personnel) about key issues in the potential
transition to an HES.

We have also undertaken a number of analytic studies using avail-
able data, intended to answer quantitatively, where possible, the ques-
tions raised by the prospect of an HES. These analyses bring data and
results of other available studies to bear on the questions of feasibility
and desirability of an HES in general.

The combination of information gained in our MTF visits, from
analytic studies, and from our past experience with the military, mili-
tary health care, and health policy issues in general provides the basis
for our research, as described in the remaining sections of this report.
These analyses assess implications for readiness training. They assess
the capability of existing data systems to support an HES concept.
And they address issues of cost and equity within various groups of
beneficiaries under alternative structures of an HES.

FINDINGS

Individual components of our research often spanned several of the
key issues concerning an HES. Thus, a straightforward description of
the research itself would not directly address the key issues in a one-
for-one manner. At the same time, many of the policy questions can-
not be answered until several lines of our research are brought
together. We attempt to resolve this dilemma by summarizing here the
major conclusions we draw and point to the parts of our research sup-
porting those conclusions. Subsequent sections describe the research
results in more detail.

5The hospitals visited included Beale, Langley, Plattsburg, Travis, and Wilford Hall
Air Force hospitals; Ft. Meade, Ft. Hood, and Brooke Army hospitals; Long Beach, Ogk-
land, Patuxent, and San Diego Naval hospitals.
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Incentives for Efficient Care

We find that the current system lacks incentives for efficient provi-
sion of care, and there is a corresponding lack of information that
would allow efficient management of the military health care system.
The rate at which medical care is used by patients can only be crudely
estimated, because nobody knows the true size of the patient popula-
tions actually being served in MTFs. Military providers of care have
little organizational incentive to choose patterns of medical practice
that lead to the most efficient use of medical resources. Patients have
little incentive to use the system efficiently, and they respond with
very high utilization rates compared with civilian populations of the
game age-sex mix. Finally, since no other measures are availahle, the
current system measures the performance of providers by the numbers
of medica] visits, treatments, prescriptions filled, etc., per provider per
month, but takes no account of whether those visits and treatments
were appropriate. And the system does not account for complexity of
activity. For example, each of 12 monthly visits for a controlled dia-
betic (for a prescription refill) counts the same as an intensive workup
of a new diabetic. The current incentive structure leads to consider-
able activity and little ability to measure its appropriateness.

An HES could facilitate rationalization of the incentive structure.
With & known population being served by the MTF, it would be possi-
ble to measure both the rates of use by individuals and the productivity
of providers in caring for patients. Output of the MTFs could be
measured in patients cared for, rather than in visits produced.

The ability of Do} to contrel and measure activity in the health
care systern could enhance the efficiency of the system bevond that
currently achievable. How much gain could be achieved cannot be
learned from existing data: A demonstration of the concept would pro-
vide such information.

Benefit Structures Within an HES

The health benefits provided to HES enrollees can be described in
four dimensions:

The scope of benefits (services and treatments covered).
The degree of catastrophic protection provided.

Any copayments made by beneficiaries.

Other financial conditions (e.g., premiums).

The current package of MTF and CHAMPUS coverage provides the
appearance of a broad scope of benefits, limited copayments, and



substantial catastrophic protection, but in many cases, this guarantee
is illusory. The current scope of benefits in the MTFs includes stan-
dard medical care for active duty personnel, with dental and psychia-
tric care and no copayments. At the other end of the spectrum,
retirees living far away from an MTF rely primarily on the CHAMPUS
system of insurance, which imposes substantial financial risk and no
catastrophic protection. Between these polar cases, active duty depen-
dents and retirees rely on a combination of MTF care (with little
financial risk, when such care is available) and CHAMPUS, which
poses an open-ended risk. Since the MTF system imposes Certificate
of Nonavailability on at least some patients, this risk logically faces
every nonactive duty beneficiary.

If Do) moves toward an HES, it will have to choose how to alter -
the health benefit (if at all) from this current package. Some possible
changes (e.g., catastrophic protection) would enhance benefits. Others
{e.g., copayments for ncnactive duty persons for using the MTFs)
would be viewed as a reduction in benefits. Many of the choices about
the benefit package cannot be answered in a feasibility study alone.
DoD must make choices involving tradeoffs in many dimensions. In
this study, we have analyzed henefit packages with the following varia-
tions:

Scope of Benefits. The current CHAMPUS package of benefits
closely matches that of many private health plans.® Excluded services
include those not directed toward the diagnosis or treatment of disease:
dental care; custodial and long-term care; much cosmetic surgery; rou-
tine vision and hearing; routine physical examinations; obesity treat-
ment; sex therapy; and autopsies. Aside from these (and a few more
esoteric exclusions), CHAMPUS provides the full scope of medical care
for active duty dependents and retirees. For active duty personnel
themselves, covered services also include dental, vision, hearing, physi-
cal examinations, and other services not available to nonactive duty
persons, This same set of added benefits is available to retirees (but
not to their dependents) from MTFs. Thus, retirees living sufficiently
close to an MTF to obtain this care receive benefits exceeding those in
the CHAMPUS package, whereas those living far away from an MTF
effectively receive the CHAMPTUS benefits only.

DoD could change this scope of benefits either with or without
adopting an HES, and the implications for recruifing and retention
would be gimilar in either case. To avoid injection of this added com-
plexity into our study, we presume that this scope of benefits will
remain unchanged. Changing the benefit package {for example) to

5Appendix F lists the coverage and exciusions completely.



include dental care for all eligible beneficiaries would modify our
estimated costs and could affect retention and enlistment activity, but
little of the remainder of our analysis depends upon this assumption.
Discussion of the feasibility and desirability of the HES concept does
not change if DoD chooses a different scope of benefits, and we do not
mean to imply by this choice that we endorse the current package or
any possible alternative.

Copayment and Cost Sharing. Payments by patients at the time care
is received clearly reduce medical utilization. With growing costs of
care in the MTF and CHAMPUS systems, Congressional interest in a
copayment within the MTFs also increases. A recent report from the
Senate Appropriations Committee directed the DoD to reexamine the
opportunities to reduce costs with user fees, seeking a report to the
Committee by July 1, 1984.7 In this study, we analyze three generic
proposals for copayments under an HES—full coverage, a 25 percent
copayment by individuals, and a flat deductible paid by individuals
before full coverage begina. Other variants are obvicusly possible.

We do not recommend any specific choice of copayments. The
tradeoffs involved in making such a selection require choice by DoD
and include matters beyond the scope of this study. We do provide
evidence on the costs and other consequences of choosing alternative
copayment plans to assist DoD decisionmakers in their consideration
of this issue. (Sec. VII summarizes these results.)

Catastrophic Protection. The current combination of MTFs and
CHAMPUS does not provide catastrophic insurance protection uni-
formly to all active duty persons, their dependents, and retirees.
Including a catastrophic cap on expenses would provide a new benefit
to nonactive duty persons. We provide data (in Sec. III) showing that
such protection does not add greatly to the costs of an HES. Its
desirability to the beneficiaries as a new benefit is obvicus: If copay-
ments are included in an HES, the catastrophic cap limits the financial
risk facing individuals. From the point of view of DoD, the catas-
trophic cap can also limit any adverse effects on recruiting and reten-
tion ariging from copayvments.

Premiums for Nonactive Duty Enroliment. An additional dimension
of cost sharing available to DoD is to charge nonactive duty benefi-
ciaries a premium to participate in an HES. The tradeoff facing DoD
is quite direct: Charging a premium lowers the total cost of an HES
but raises recruiting, retention, and training costs to the extent that

"Department of Defense Appropriations Bill, 1984, 98th Congress, First Session, Sen-
ate Report No. 88-292, Calendar No. 520, November 1, 1983, p. 44. Congressional
Budget Qffice (1984) is & report evaluating copayments entitled “Options for Change in
Military Medical Care.”



the premium affects decisions about enlistment. We have not studied
guch issues in our report, but we note that formal recruiting/
compensation models are readily available to assist DoD in assessing
the effects of various premium choices, )

A Health Allowance. Just as with insurance premiums, imposing
copayments raises the risk that recruiting and retention might fall if
enrollees percelve the new copayment structure as a loss of benefits.
To confront this issue, we have devised a system whereby DoD) could
provide a new “health allowance”—similar to the current housing
allowance system—to offset any effects on recruiting, retention, and .
morale. In concept, this health allowance could be set at any level,
including {if desired) an amount large enough to offset completely the
average payment that beneficiaries might make for a given copayment
plan, While we do not suggest that health allowances be set that high,
it should be clear that the health allowance concept provides sufficient
financial flexibility to allow Dol the option of including copayments as
a utilization controlling device while maintaining enlistment and reen-
listment at desired levels.

Costs of an HES

DoD can choose various configurations of an HES that imply dif-
ferent costs. We can estimate the costs of an HES under various
choices, but these estimates must be validated with demonstrations of
the HES concept to be certain of their accuracy. For example, it is
impossible to determine in advance just how much efficiency gain
might arise from changing incentives and organization of MTFs, and
yet such efficiency obviously affects costs.

We can show the relative effects on cost of different HES options
open to DoD. The major dimensions of choice we study include:

The level of copayment chosen.
The target enroliment set for the MTFs.
The rate at which new resources are added to MTFs as new
patient loads are added.

s The net preminm (preminm minus health aliowance) for benefi-
ciaries.

Plans involving copayments for nonactive duty persons cost substan-
tially less than those with full coverage. Using data from a recent
social science experiment conducted by The Rand Corporation, we cal-
culate that an HES with full coverage for all medical care would cost
$0.8 billion per year more than a plan with a 25 percent copayment for
nonactive duty persons (limited by catastrophic coverage), and $1
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billion more than a plan requiring a per-person annual deductible for
nonactive duty persens of $250.2

Costs alone are not the only factor affected by choice of copayments.
We also provide evidence that imposing copayments as discussed above
will lead to only small effects, if any, on the health outcomes of
enrolied individuals. The Rand Health Insurance Experiment showed
that persons enrolled in all copayment plans {25 percent copayment,
individual deductibles, and plans requiring even larger copayments)
showed negligible reductions in health compared with those on the free
plan.

Ancther major determinant of total HES costs is the level of health
allowance chosen (if any) to offset the financial loss of copayments,
coupled with any insurance premium charged. If the insurance pre-
mium is zero, and the health allowance is $100 per person (a “net pre-
mium” of -$100 per person), then the costs of the HES are about §1.5
billion higher than if the net premium is +$100 per person. Qur simu-
lations (Sec. VII) show that DoD should carefully consider the benefits
from reducing a net premium to nonactive duty beneficiaries, because
the cost consequences rapidly add up. We provide tables in Sec. VII
showing the cost consequences of a larger set of such choices.

The choice of premiums and copayment structure in an HES could
algo affect individuals’ decisions to maintain the private insurance cov-
erage they currently hold (often provided through employment-related
group insurance). Even though employers contribute a considerabie
amount to this insurance, surveys show that large proportions of these
individuals pay at least some premium toward their policies. If the
HES is provided without any premium, and particularly if the HES
coverage exceeds that in privately held insurance plans, then the incen-
tives to continue the private insurance could fail or vanish. If this
oceurs, the benefit payments currently made by that insurance would
vanish, and the medical costs of that care would be paid by the HES.
We have crudely estimated the amount of those private benefit pay-
ments to exceed $0.5 to $1 billion in 1983 (see Sec. III). A new survey
showing the coverage, total premiums, and costs to individuals and
families of private insurance would help DoD design a premium strue-
ture to protect against this consequence.

Another factor affeets overall HES costs—the target population
assigned to the MTFs. Currently, of course, the number of persons
under the care of the MTF system cannot be known with certainty, but
the HES enrollment concept resolves that ambiguity. The choice of

%We study this copayment scheme in detail in 8ec. III. For further detail, see New-
house et al. (1981) and references cited therein. The calculations showing the differences
in HES costs for different copayment plans are discussed in Sec. ¥II of this report.
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how many people are to enroll in the MTFs significantly affects costs,
and the cost consequences of this decision interact with the decision
about copayment levels. These results (again) are shown more fully in
Sec. VII. To show the importance of this decision, consider one case:
If a net premium of zero is charged (no premium, no heaith allowance),
and the MTF enrollment is set at the low end of a plausible target
range {4 million enrollees), total HES costs are over $1.5 billion higher
than if target enrollment is set at the high end of a plausible range (6
million enrollees). This same enrollment choice changes total HES
costs by less than $1 billion if copayments are used, demonstrating the
interaction of these two central decisions facing DeD about configura-
tion of an HES.

The Enrollment System

Basic and Supplemental Plans. An HES enrollment would automati-
cally include active duty persons in the MTF plan. Since we are con-
sidering the same broad scope of benefits that currently exist for active
duty persons in the MTT system, no discussion of supplemental bene-
fits is needed.® For nonactive duty persons, a system much like that
available for civilian federal employees {through the Federal Employ-
ees’ Health Benefite Program—FEHBP) seems appropriate: A “basic”
package, defined in terms of scope of benefits, copayments, and pre-
mium payments, would be offered each nonactive duty person. As
noted, we presume for simplicity that the scope of benefits would
match those now available. We do consider alternative copayment
structures and discuss the consequences of those choices.

As with FEHBP, an HES should offer optional coverage that would
improve upon the basic package. We recommend that the entire incre-
mental cost of such “high option” packages be borne by the enrollee.
The set of non-MTF enrollment options should include, where possi-
ble, prepaid practice plans such as HMOs, and any other approved plan
that was available. Since such plans differ in their capabilities and
desirability, this option will obviously introduce variability in the

%1f DoD selected a more limited scope of benefits for active duty personnel, then
much of the following discussion of supplemental options would apply to active duty per-
sons, However, the mechanisms to offer supplemental coverage to active duty persons
who may enroll only in the MTF plan differ from the mechanisms available for nonac-
tive duty perszons using non-MTF care. Most simply, the supplements would take the
form of a supplemental insurance pelicy, adding (for example} dental care coverage
within the MTF. Such supplemental policies are common now, both in CHAMPUS and
Medicare. DoD could sell such plans directly, or could allow them to be marketed by
independent companies, with the payments for the care being made to the MTFs when
the supplemental care was provided. i
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coverage available to HES enrollees, depending upon where they might
live. But the availability of the basic plan to each enrollee provides the
equality of treatment deemed desirable by DoD. :

How Should Enrollment Be Conducted? We studied several enroll-
ment options open to DoD. One important choice determines whether
enrollment is centrally or decentrally administered. At one exireme,
wholly decentralized enrollment places the enrollment activity in the
hands of each MTF commander for all persons in his catchment area.
Under this system, the MTF commander would presumably receive a
single budget for all his eligible population and choose how many to
treat in the MTF and how many to enroll externally. We rejected this
model as requiring too many management changes in DoD), possibly
conflicting with readiness and mobilization goals of the Dob), and as
requiring each MTF command to acquire new skills not now
represented in the system.

A more central enroliment conducted by DoD and the Services
seems better suited to an HES. Economies of scale could be developed,
and the gecgraphic relocation of active duty persons and their families
or retirees would be handled better and easier with a central system.

Another important issue in enrollment is the extent to which free
choice is offered to the enrollees. At one extreme, each enrollee would
be told in which plan he would receive care. At the other extreme,
each nonactive duty enrollee would be allowed wholly free choice of
plan. Free choice obviously benefits the enrollees, presumably increas-
ing morale and reducing retention and enlistment problems. However,
a risk arises that free choice would lead to enrcllment patterns that
would conflict with other DoD goals, notably providing an appropriate
patient mix for readiness training.!° Based on patient choices shown in
a 1978 survey, voluntary enrollment would not disrupt patient care pat-
terns greatly from those currently found. This implies that patient mix
would not change greatly and hence that readiness training would not
be disrupted. This conclusion is based on a simulation that assumes
no change in premium of copayment structure from those found in the
MTFs or CHAMPUS. If any salient feature of the benefit package is
altered, particularly to make MTF or non-MTF care relatively more
desirable, this enrollment pattern could change. A demonstration pro-
gram would be particularly important to test the enrollment outcomes
under an altered benefit package.

Voluntary enrollment also offers the possibility that more (or fewer}
persons would seek MTF enroliment than the system could handle.

¥Generally, MT¥ commanders and staff describe surgical care as most u:nportant in
meintaining readiness training.
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Excess demand for MTF enroliment could be controlled by assigning
priorities among enrollees and rationing eligibles. However, if too few
persons sought MTF enrollment, alternatives must be found. We dis-
cuss {in Sec. IV) how the health allowance concept could be used,
either alone or together with adjusting premiums charged to nonactive
duty persons, to direct patients toward or away from the MTF as one
potential sclution to this issue. By this plan, the amount of health
allowance offered to an individual could vary, depending on whether he
enrolled in the MTF or non-MTF plan. A similar pattern of
allowances is now common for housing allowances, depending on
whether or not the person resides in base housing. An HES demon-
stration could provide important information on the sensitivity of
patient enrollment choices under different health allowance patterns.

We also considered whether voluntary enrollment should be offered
to individuals or to whole families. Observed patterns of medical care
use suggest that most families now use the same source of care for
their entire family. Thus, imposing family (rather than individual}
enrollment would not present a hardship to many families. One group
in particular—families with older children—shows the greatest propen-
sity to use different sources of care for different family members, so
this group would be most affected by & decision to allow only family-
based enrollment. The obvious tradeoff involves costs of the enroll-
ment system. If individual family members may enroll in different
plans, the complexity of the enrollment process rises, as do the oppor-
tunities for the families to “game” the enrollment system to their par-
ticular advantage.

How Many MTF Enrollees? Tn our discussion of the costs of an
HES, we noted that costs are potentially quite sensitive to overall
enrollment into the MTFs. Enrolling more people into the MTF
should reduce total HES peacetime costs, because the system wiil not
Lave to pay for additional capital facilities that are already available
for wartime standby. For this reason, MTF enrcliment should cost less
than enrclling a beneficiary in the private sector plans. (This
presumes that an HES could achieve comparable efficiency to existing
private sector health care sysiems.)

Determining the most appropriate level of enrollment in the MTFs
is a complex task, posing considerable data requirements. We find that
existing data systems within DoD cannot support the best types of
planning models available, but we see no reason why such data could
not be generated in the military health care system if desired. How-
ever, if a demonstration of the HES concept is undertaken, some basis
of assigning enroliment must be made. We use the data and structure
from an existing planning model in the Air Force {PRISM-—Provider
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Requirements Integrated Specialty Model) to demonstrate how such
planning could take place with existing data. We believe that this
model would form an adequate basis at least for demonstration of the
HES concept with some changes in the primary/specialty care mix
specifications.

Changes Needed To Accomplish an HES

Qur study also addresses the changes needed in Dol) programs and
management to make an HES succeed. While many changes would
improve the functioning of an HES, several changes appear central to
success. The major changes we set forth (and some smaller changes we
recommend) would require changes in legal authorization, Service regu-
lations, or both. In some cases, interpretations may vary concerning
the need for new authorization, and appropriate legai review would be
needed.

Replacement Budgets. Actual staffing in MTFs deviates from man-
ning authorizations because of the overall inability of the military to
recruit as many providers as the plan includes, and because assigned
providers may be called on sudden duty elsewhere. We develop a new
budgetary device called the “replacement budget” to offset this risk.
Put simply, when an MTF receives a target patient load to enroll, it
also receives authorization for a specific mix and size of provider staff.
Any time this staffing authorization is not filled, an automatic replace-
ment budget amount would be allocated, so that the MTF commander
could either purchase supplemental care from the private sector (on a
vigit-hy-vigit bagis} or hire temporary or permanent replacement staff.
We envision this budget as administered by the Services through their
normal medical chains of command.

Reinsurance. MTFs face risk not only from staffing uncertainties
but also from the unusually expensive patient. Especially in smaller
MTUFs, a single expensive case {motorcycle accident with patient in a
coma, burn patient, as examples) could place considerable financial
stress on MTF budgets. Thus, we develop & reinsurance mechanism,
administered by each Service, whereby unusually expensive patients
are paid for by a central insurance plan. Such a plan corresponds to
the sorts of reinsurance that private prepaid practice plans (such as
HMOs} purchase from the insurance industry.

The Health Allowance. We have already discussed the potential uses
of the health allowance. We note here that this concept is new and
would require new legislation. This new allowance represents a form of
pay and would be considered through the same mechanisms as any
changes in the pay or benefits structure of the military.
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Data Systems. The current data systems of DoD could not support
an HES, but certain changes could be made that would allow DoD to
use these systems effectively. The capabilities of DEERS (Defense
Enrollment Eligibility Registration System), TRIMIS (Tri-Service
Medical Information System), and other systems would have to
expand, and the accuracy and completeness of these systems would
have to be enhanced. Many MTFs do not yet have all of these systems
operational, and successful functioning of an HES would deperd upon
widespread functioning of these information systems.

Other Changes. These changes represent the most important that
we have identified in the course of our research to allow an HES to
function. We have also identified additional changes that would allow
an HES to operate more efficiently, although many of these changes
would improve efficiency regardless of whether the HES concept were
adopted or not. Section V details these changes.

CONCLUSIONS AND NEXT STEPS

From our research findings, we conclude that the HES concept is
not feasible today but would be feasible given the changes we
discuss—especially the replacement budget, the reinsurance plan, and
successful completion of appropriate data and information systems.

We cannot draw final conclusions on the eventual desirability of an
HES. While the incentive structures of an HES and the ability to
manage the health care system better both offer great promise for
improvements in cost and quality of care, only a demonstration offers
the opportunity to observe how outcomes vary under different program
designs. Specifically, a controlied demonstration can provide informa-
uon including:

e Would patient enrollment match the projections? Would dif-

ferential premiums or health allowances be needed to balance
supply and demand for MTY services? What are the readiness
training consequences of actual enrollments?
How much efficiency gain would arise from the new incentives?
How would patients use medical care under an HES environ-
ment in MTF? How would medical practice patterns change (if
at all}?

* Are currently available models adequate to project enrollment
or are new data and models needed?

In addition, choices must be made to configure an HES appropriately.
The major choices include copayment levels, catastrophic insurance

o
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protection features, any premiums charged, health allowance levels,
and certification of non-MTF health plans. A demonstration could
include wvariability in copayment structures to determine whether
copayment has the same effects as observed in the civilian sector.

Each important change in DoD management and organization
requires new activities in DoD and choices about the level of adminis-
tration, the mechanisms of financial control, and the establishment of
plans that provide appropriate financial protection to MTF com-
manders without destroying the desirable features of incentives built
into the HES concept.

Two paths appear open to DoD. The first would proceed with a
demonstration to gather data on important aspects of an HES that
cannot be learned from current data. Section VIII discusses how such
a demonstration might proceed.

An alternative path would begin a phased implementation of the
HES concept without the intermediate step of a demonstration. This
assumes that DoD has decided that the benefits of an HES outweigh
the costs, i.e., the concept is desirabie. If so, then the advantages of
proceeding immediately include:

* Less delay will have been introduced before the HES would be
operational.

e Greater assurance is provided that the first phases will accu-
rately represent the effects of a full-scale program.

In particular, a fully implemented HES would require significant
changes in organization and management. The possibility exists that a
demonstration might have to take place without such chsnges being
fully implemented, leading to apparent failure of the demonstration,
Even if the demonstration is carefully designed to mimic full imple-
mentation, it can fail if the participants, believing the changes to be
temporary, fail to respond. Therefore, particularly in the context of
large and complex organizations, demonstrations can run the risk of
providing incorrect indications of what a system-wide change might
produce.

Proceeding without a demonstration also raises significant risks, as
noted previously. The very issues that a demonstration could clarify
all pose potentially important sources of difficulty for operating an
HES effectively while allowing the goals of military medicine to be
met. A demonstration appears desirable to reap the full potential of an
HES, but we recognize that organizational complexities might make
the results from a demonstration misleading. As we discuss in Sec.



VIII, most of the steps that DoD would take for a phased
implementation appear similar to those needed to initiate a carefully
designed demonstration.



II. BENEFICIARY CHOICE PATTERNS UNDER
THE TRADITIONAL MILITARY HEALTH
SERVICES SYSTEM

To assess the probable impact of conversion to an HES, it 1s neces-
sary to begin with a clear picture of the status quo. Under the tradi-
tional Military Health Services System {(MHSS), it has been possible
for individual military beneficiaries to select a mix of sources for health
care and for MTFs to depend on alternative sources to supply services
that lie outside the capability or migsion of the MHSS. An HES would
restrict those options and thus in principle might represent a radical
departure from the status quo. But such options can exist in principle
and yet be rarely applied in practice. Whether restricting those
options would have much practical impact is an empirieal question-—
one addressed in this section using data from the 1978 Health Services
Utilization Survey (HSUS).!

OVERVIEW OF THE FINDINGS

The following summarizes the quantitative results and our interpre-
tations of them:

1. About two-thirds of all military heneficiaries in 1978 exclusively
used a single source of care.

Even if active duty personnel are not counted, exclusive reliance on
a single source was frequent: 60 percent of all nonactive duty benefi-
ciaries used either MTFs or the civilian sector exclusively. Among
these beneficiaries, formal enroliment with their usual source would
not (in itself) have been a noticeable departure from the traditional
MHSS. It would also have had no impact on the MTF case loads and
case mixes attributabie to these beneficiaries.

2. Another 5 percent of the beneficiaries (6 percent of the nonactive
duty beneficiaries} reported no utilization and no usual source of care
during 1978,

"What is needed to answer the question is evidence on the extent to which individual
military beneficiaries already use a single source for all or nearly all of their health care.
Such evidence is difficult to obtain from military information systems that were designed
to support the traditional system. One of the very few daia sources that report utiliza-
tion patterns for individual beneficiaries is the 1978 survey, described in Appendix A,

18
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This provides the best available estimate of the proportion of the
beneficiary population that rarely seeks heslth care. It is difficult to
predict what enrollment decisions would be made by infrequent users.
What can be said is that their decisions would have little effect on
MTF case loads or case mixes, but that MTFs would benefit from
enrolling these beneficiaries if resources are allocated to MTFs by a
capitation formula.

3. Crossover users—individuals who obtained care from mixed
sources—accounted for about 30 percent of the 1978 beneficiary popu-
lation (one-third of nonactive duty eligibles).

About half of these beneficiaries used MTFs for about 50 percent of
their health care and might have used MTTs more if there had not
been provider shortages. The remainder of these beneficiaries obtained
more than half their care from civilian sources.

Enrollment choices among crossover beneficiaries would have the
greatest impact on MTF case loads and case mixes. Hypothetically, if
all crossover beneficiaries had enrolled with MTFs under an HES pro-
gram in 1978, MTT case loads would have been 46 percent greater.
However, it is unlikely that all of the crossovers would have voluntarily
chosen MTF enrollment {in the absence of added economic incentives
to do s0). A more reasonable estimate is that voluntary enrollment
under an HES might have increased 1978 MTF service responsibilities
by just 10 to 30 percent.

4. Without increasing ambulatory or inpatient case loads,? MTFs in
1978 could have enrolled all active duty personnel and their dependents
and about 40 percent of all other eligible beneficiaries.

Because most active duty dependents already relied on MTFs for
most health care, giving them priority for MTF enrollment would have
only modestly increased their aggregate utilization of MTFs, even if all
of them chese MTF enrollment. There would have remained a sub-
stantial number of enrollment slots for retirees, whose case types are
regarded as contributing to MTFs’ training and readiness missions.

5. About three-quarters of the eligible families relied on the same
gource of care for all family members.

An HES policy that permitted choice of enrollment but required all
family members to select the same source would have been comfortable
for the vast majority of families. However, such a policy would inter-
fere with the historically observed transition to civilian sources among
children approaching the age of MHSS noneligibility.

6. Demographic and socioeconomic characteristics—and especially
jravel time to the nearest MTF—are important in determining whether
beneficiaries rely on the civilian sector, or the MTTFSs, or cross over.

Section VI addresses the specialty mix implications of case mix changes.
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A preliminary model applied to the 1978 HSUS data suggests that
enrollment decisions can be predicted in the aggregate and for individ-
uval MTFs. A demonstration or experimental HES project could refine
and calibrate the model, making it feasible to plan a full-scale HES
and evaluate its cost and utilization impacts.

COMPONENTS OF THE ANALYSIS

The analysis has three components. The first uses unweighted
cross-tabulations to address basic questions about the health care
sources used by military beneficiaries in 1978, how reliant they were on
those sources, and how that reliance varied among Service branches
and eligihility categories.

The second component uses the 1978 HSUS data to illustrate how
more recent survey data could help predict beneficiaries’ enrollment
choices under HES. Details of the preliminary prediction model are
reported in Appendix A.

The third component simulates the enrollment patterns and MTF
case load impacts that might have beer observed if an HES had been
implemented in 1978.

BASIC FINDINGS FROM TABULATIONS

Do Many Beneficiaries Rely on a Single Source of Care?

Yes. Most survey respondents indicated that they rely on a usual
source of care and reported obtaining most services there.

People who reporied some ambulatory visits and a usual source
represented three-quarters of all the survey respondents—and 75 per-
cent of them reported that all their visits were to the usual source they
cited. Another 10 percent reported more visits to their usual source
than to any other.

Of the 1191 individuals who reported inpatient stays as well as a
usual source of care, more than three-quarters had alt hospital stays at
their usual source. This figure ranges from 70 percent for respondents
whose usual source is the MTF to 90 percent for those whose usual
source is the civilian sector.

We suspect that even more people would have obtained their inpa-
tient care from their usual source if provider choice had not been
restricted. Certificate of Nonavailability data for 1980 through 1982
show that roughly 70 percent of the authorizations for inpatient care
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away from the MTTF were issued because of an “excess wait for admis-
sion” or to obtain & “type of care not provided”; if the same was true in
1978, perhaps 90 percent or more of the patients whoe said they rely on
the MTF would have gotten inpatient care there if availability had per-
mitted it. Similarly, the patients who rely on the civilian sector might
have received more of their inpatient care from civilian sources if they
had not needed Certificate of Noneligibility authorization.

Do Entire Families Cite the Same Usual Source of Care?

Yes. Among the survey’s 2430 multiperson families,® all but 18 per-
cent cited the same usual source for all family members. If we suppose
that people who cite a usual source wouid be amenable to enrolling in
an HES plan with that source, fewer than one family in five would
have trouble selecting a single pian for all family members.

The MTF was the most common unanimous source cited, account-
ing for 55 percent of the families. Another quarter of the families
named the civilian sector as the unanimous choice,

Active duty dependents generaily rely unanimously on the MTF,
along with their active duty sponsor. This was the case for 86 percent
of the active duty families.*

A smaller fraction—43 percent—of the multiperson families with
nonactive duty sponsors unanimously listed the MTF as the usual
source of care. Among the nonactive duty families, nearly 35 percent
named the civilian sector as the unanimous choice.

The ages of children are related to whether the MTF is their usual
source. Among children for whom a usual source was cited, we found a
steady decline in the MTF percentage as age rises—and a correspond-
ing increase in the civilian percentage. The children’s age “effect” is
illustrated in Fig. 1. For many children, the transition sway from

9n this report, we use the term “housshold” to mean a sponsor and all of that
sponsor’s dependents. (However, it is not necessarily true that all household members
reside together) Some households contain only one member: an active duty single, a
retired single, or a single survivor without dependents. We reserve the term “family” for
multiperson households. Notice also that most data reported in this section derive from
responses for individuals within a household, wheress the data for this question are for
entire households or families.

‘Among active duty families without children, just 19 percent indicated that the
spouse relies on a different usual source than the active duty sponsor. (Nearly half the
active duty families with a single parent {Le., an active duty sponsor with children but no
spouse) indicated mixed sources of care, but there were only 28 sampled families in this
group.) Among “whole” active duty families (sponsor plus spouse plus children), only 13
percent varied their sources of care; when a “whole” active duty family has a mix of
usual sources, it is common for the children to have the seme usual source as the active
duty spouse.

.3
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Fig. 1—Usual source of health care for all dependent children, by age

MTF affiliation anticipates the age at which MTF eligibility ends.
Under current MHSS policy, this transition is feasible for children
without any change in the sources usually used by their parents and
younger siblings.

To simplify enrollment management {e.g., eligibility determination
and tracking}, an HES could implement a policy requiring household
rather than individual enrollment. This policy would alter the MTF
enrollment mix only slightly, if at all; MTF enrollment would be
especially common among active duty households, followed by retiree
households, and then by survivor households. However, the policy
would interfere with the natural transition away from MTF affiliation
as children approach the age of noneligibility.

F
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Does Family Reliance on the MTF Vary by Branch of Service?
If So, What Might Account for the Differences?

Figures 2a and 2b indicate some differences among Service hranches
in the frequency with which all household members cite the MTF as

Active duty families {sponsors excluded)
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= All family members cite civilian source

= Al family members cite MTF

Fig. 2a—Percentage of active duty families citing different usual
source combinations, by sponsor’s status and Service branch
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Fig. 2b—Percentage of nonactive duty families citing different usual
source combinations, by sponsor’s status and Service branch

their usual source of care. Figure 2a pertains to active duty families,
Fig. 2b to nonactive duty families. (The data underlying the two
graphs are in Appendix A, Tables A.1 and A.2.) In both graphs, Air
Force househoids show the highest rates of unanimous MTF reliance
as the usual source of care. Army households stake out the middle



ground, They are somewhat less likely than Air Force households to
rely unanimously on the MTF, and somewhat more likely to rely unan-
imously on civilian providers. For active duty families, MTT reliance
is least common in the Marines and the Navy. However, Marire
nonactive duty households rely on alternative sources much like Army
nonactive duty households, leaving the Navy as the least MTF-reliant
of the branches with respect to nenactive duty households.

We explored the possibility that the lower MTF-reliance rates for
Navy and Marine eligibles might be related to the fact that there are
relatively few Navy MTFs (which serve Marines as well). The
hypothesis was that Navy and Marine eligibles might have to travel
much farther to use an MTF, which might reduce their tendency to
rely on MTF care.

Distance to the MTYF is clearly associated with its mention as a
usual source in the survey data overall. This is illustrated in Fig. 3.
Tor each of four categories for travel time to the MTF, the figure
shows the percentage of eligibles claiming the MTF as their usual
source. The percentages fall as travel time increases.

However, data presented in Appendix A, Tables A.3 and A.4, show
that Navy and Marine active duty households do not live farther from
their MTFs than households in other Service branches, and that Navy
nonactive duty households generally live closer to MTFs than do
nonactive duty households in other Service branches. For nonactive
duty households, travel-time differences do not explain interservice
differences in MTF reliance. For active duty families, travel times
might help explain the high MTF-reliance rates in the Air Force but
would also suggest that the Army--not the Navy or Marines—would
have the lowest MTF-reliance rates. If anything, travel-time
distributions make the relatively low MTF-reliance rates for the Navy
and Marine active duty families even more puzzling.

We also tested the hypothesis that the explanation might lie in
differences among the characteristics of households in different Service
branches. Qverall, the survey data suggest that MTF-reliance is more
frequent among households that contain young children. (This could
be explained by the absence of copayments for MTF care, since civilian
HMOQs that have low or zero copayments also tend to enroll a high pro-
portion of families with young children.) For example, among active
duty families in all Service branches, the percentage relying unani-
mously on the MTF rises from 76 percent for those without children to
86 percent for those with at least one child.

There are Service branch differences in the composition of families
(e.g., the percentage of active duty families with children is somewhat
lower in the Marine and Navy survey samples), but they are insuffi-
cient to explain much of the difference in MTF reliance. For example,
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if we adjust the Navy data to the values they would have if Navy active
duty families were as Iikely to have children as Air Force active duty
families, the Navy MTF-reliance rate rises only slightly, from 80.9 to
81.7 percent, still well below the 88.7 percent rate for the Air Force.
Furthermore, the enrollment choice analysis presented in Appendix A
suggests that, after taking account of age, travel time, family income,
and other demographic characteristics, a smaller fraction of Navy chii-
dren relied on MTFs than did children in other Service branches.
Thus reliance on MTFs would be less common in the Navy than in
other services even if there were no differences in family composition.
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Many Navy MTF officers argue that active duty dependents should
receive first priority for enroliment under an HES because the Navy
has a special obligation to assure dependents’ welfare when the active
duty sponsor is away at sea. The survey data indicate that active duty
sponsors’ absences were about as common in the Army as in the Navy
and Marines—and that active duty dependents whose sponsors are
away from home did not choose to rely more on the MTF., On the con-
trary: Among Naval active duty families that had some ambulatory
vigits during 1978, the percentage that used only the MTF was actually
higher among those whose sponsors were present (68 percent vs. 48
percent). Several different examinations of the survey data vielded the
same conclusion: Active duty dependents with absent sponsors, in the
Navy and in all Service branches, have less reliance on the MTF.

~ We suspect that the 1978 Service branch differences in MTF reli-
ance were caused by differences in availability of MTF health services,
particularly those most heavily used by children. Since 1978, the
availability of MTF resources has changed markedly. With more
recent survey data, we could test the hypothesis that changes in MTF
resources have changed MTF-reliance patterns. If the hypothesis is
correct, we would not expect to observe different MTF enrollment rates
among Service branches under an HES that implements a uniform
MTF resource allocation policy. Being unable to test the hypothesis
with currently available data, however, we are forced to conclude that
Service branches might experience different HES enrollment rates.

Do People Without Visiis Have Distinctly Different
Usual Sources of Care?

About 14 percent of the individuals who cited a usual source of care
had no reported visits. The following evidence suggests that, overall,
people without visits are distributed among usual sources much like
people with visits:®

Usual Source of Care (%)
MTF Civilian VA* Other

Individuals with visits 65 30 2 3
Individuals without 59 a3 2 5

*Veterans Administration.

5The distributions become even more similar when we omit active duty sponsors. For
example, the percentages naming the MTF become 60 percent and 56 percent for nonac-

tive duty eligibles with and without visits, respectively.
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Individuals without visits may represent a simple random sample of all
pecple who have usual sources,

However, people whe do not have ambulatory visits during a fuil
vear could include individuals who are especially healthy or especially
reluctant to seek ambulatory care. Such individuals de not impose
much utilization on a source of health care and thus would be advants-
geous enrollees for providers whose reimbursement is by capitation.
People who do not use much care may also be especially amenable to
changing their ususl source in response to the premiums charged for
alternative insurance plans. Only by implementing an HES, perhaps
on a demonstration basis, would it be possible to determine what
enrollment decisions would be among these beneficiaries.

What Sources Are Used by People Who Do Not
Name a Usual Source?

About 12 percent of the individual respondents indicated that they
have no usual source of care. (Remarkably, this statement was made
by over 17 percent of the active duty sponsors.) An observer might
speculate that these individuals rarely use health care and, when they
do, are especially likely to vary their sources of care from one episode
to another. However, 84 percent of the individuals who reported no
usual source nevertheless reported ambulatory visits during 1978—and
the evidence from these visits {see Appendix A, Table A.5) suggests
that such individuals rely on particular sources of care about the same
way as people who reported a usual source.?

People who did not name a usual source may not feel themselves to
be reliant on a particular source of care—and thus may shift allegiance
easily if financial or other considerations warrant it. However, even
these individuals often use a source of care exclusively, and we would
not be surprised to find them enrolling with that source under an HES.
That is what we postulate in the simulation reported below; a demon-
stration would provide evidence to support (or refute) these beliefs.

IMPLICATIONS FOR ANALYZING MTF ENROLLMENT
AND CASE LOADS UNDER AN HES

The findings from the basic tabulations of 1978 HSUS data suggest
that: {a) The survey data vield plausible results without anomalies

SThere is one way in which people who did or did not name a usual source differ
markediy: use of inpatient servicea. Almost every individual who had an inpatient stay
reported having a usual source of care. Persons with inpatient stays accounted for nearly
14 percent of all nonactive duty persons who reported a usual source of care.
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that might suggest major sampling or response biases; (h) military eli-
gibles reveal provider choice patterns not unlike those observed for
civilians {e.g., in terms of response to such factors as travel times); and
(¢) the majority of the survey respondents rely on a single source for
meost or all of their health care. Even in the absence of an HES and
during a period of severe restrictions on MTF provider availability,
many-—-though not all—eligibles behaved as though they were enrolled
with a particular source and used the MTF as that source for ambula-
tory as well as inpatient care.

Some changes have undoubtedly occurred since 1978. The eligible
population is larger today, and changes in enlistment and reenlistment
rates may have shifted the population’s composition with respect to
age, sex, family size, and other characteristics. Changes in the availa-
bility of resources {especially providers) at MTFs have probably
increased their ability to provide care to those who seek it. The Bene-
ficiary Health Care Survey currently underway might well show
changes in MTF-reliance rates within eligibility strata as well as
changes in the numbers of eligibles in those strata.

Nonetheless, we anticipate that the new data, like the 1978 survey,
will show that most individuals (and even entire households) tend to
receive the majority of their health care from a single “usual” source—
typically either the MTF or the civilian sector. Though today’s MHSS
eligibles may have different MTF and civilian reliance rates than
1978’8 eligibles, we expect reliance on some usual source to remain a
prevalent behavior pattern.

Reliance on a usual source produces utilization patterns much like
those under an enrcllment system. Once an individual decides to rely
on a particular provider group, nearly all utilization is directed to that
group. On occasion, the individual might turn to an alternative pro-
vider, or the usual provider might decline treatment. However, this
occurs even in formal enrollment systems (e.g., civiian HMOs); such
systems invariably contain provisions for emergency care and referrals,
and their enrollees occasionally purchase out-of-plan services. An indi-
vidual may change his or her usual source over time, perhaps because
of changes in family composition and especiaily in response to changed
insurance benefits. But again, such changes are also observed in for-
mal enrollment systems during their “open enrollment” periods. For-
mal enrellment would not have much impact on those individuals who
have formed a close informal bond with a particular provider group.

Compared to formal enrollment systems, what distinguishes the
“quasi-enrollment” based on informal bonds is the existence of a cross-
over population—a group of individuals who frequently mix their
sources of care. These are the individuals whose response to a formal
enrollment system is least predictable, and these are the individuals
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whose enrollment decisions will most affect MTF case loads and case
mixes under an HES.

At present, the extent to which we can predict HES enrollment and
utilization patterns is limited in two ways: Available data on usual-
source patterns and the size of the crossover population are five years
old. And even current data would reflect current insurance and financ-
ing terms that might be revised under an HES. The first limitation
will soon be eliminated by results from the new survey. The second
limitation could be eliminated using data from an appropriately
designed demonstration program.

Using 1878 data, however, we can illustrate how the analysis would
proceed. The illustration simulates what an HES program might have
done to MTF case loads if the program had been implemented in 1978,

ENROLLMENT SIMULATION

For simulation purposes, we classified individuals according to their
usual sources and levels of demonstrated reliance on them. Details of
the quasi-enrollment classification scheme are described in Appendix
A. Here, we describe the seven major groups used for the simulation.”

The first group consists of all active duty sponsors, who would (with
few exceptions) necessarily enroll with MTFs under an HES., The
remaining six groups are nonactive duty persons only.

Individuals who used only MTF care are designated as “MTEF-
reliant.” Throughout the simulation analysis, these individuals are
assumed to enroll with the MTF. Correspondingly, individuals who
used only civilian care are designated as “civilian-reliant” and are
assumed to enroll with civilian providers.

Some individuals who used mixed sources of care named the MTF
as their usual source and are grouped as “MTF-preference crossovers.”
Crosgover users who named the civilian sector as their usual source are
designated as “civilian-preference crossovers.”

“Infrequent users”—people without visits who did not name a usual
gsource—form a sgeparate category because their enrollment decisions
would have little effect on utilization patterns.

Finally, individuals who did not meet the foregoing criteria form the
“a]l other” group.

The weighted distribution of the 1978 survey respondents among the
guasi-enrollment groups is:

"For most eligibles, the categorization reflects their own statements about their usual
sources of care. Exceptions were rade when the individual’s ambulatory visits reflected
reliance on some source other than the usual one. Inpatient stays were not used in the
classification process. The Certificate of Noneligibility program makes data on sources
of inpatient stays suspect as an indicator of preferences among alternative providers,
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Percent of

Group Respondentsa
Active duty 158
MTF-reliant 333
MTF-preference crossovers 158
Civilian-preference crossovers 77
Civilian-reliant 17.8
Infrequent users 4.9
All others 4.6

These guasi-enrcllment rates are behavioral outcomes actually
observed under conditions that prevailed in 1978. Such rates are naive
indicators of what HES enrollment decisions might have been even in
that year.

If an HES were to be implemented in the future, a full enrollment
prediction analysis would be highly desirable. The analysis would esti-
mate how provider choices are affected by a patient’s demographic
characteristics, accessibility to MTF and civilian sources of care, local
health care costs, and other variables. A full prediction methodology
would permit predictions of enrollment and utilization patterns for
individual MTFs (much needed for resource allocation planning) and
could even suggest how these patterns might change over time and in
response to different insurance plans under an HES.

To test the feasibility of developing a full enrollment prediction
method, we applied a preliminary model of quasi-enrollment behavior
to the survey data. The model is overly simplified because it assumes
that travel times and personal and family characteristics are the only
explanatory variables. Nonetheless, the preliminary model results sug-
gest that a more refined analysis would be both feasible and useful.
The results of the feasibility test are presented in Appendix A.

Because the model is not yet fully developed, we have not used its
predictions in the 1978 simulation presented below. Instead, we use
the quasi-enrollment and health care utilization patterns actually
observed in 1978. Thus, the simulation of 1978 HES enrollment pat-
terns makes the following assumptions:

1. Under HES enrollment, an individual would have the same
numbers of visits, inpatient stays, and inpatient days per stay
as were observed under quasi-enroilment. _

2. MTF-reliant and civilian-reliant individuals would enroll with
the MTF or the civilian sector, respectively. Active duty per-
sonnel would be enrolled in the MTF.

In an actual analysis, copayment effects on utilization patterns should
be recognized (contrary to assumption 1). An actual analysis should
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also examine outcomes under different enrollment policies, such as
those requiring. whole-family enrolliment; a possible outcome is less
than universal enrollment with the usual source among MTF-reliant
and civilian-reliant individuals (contrary to assumption 2). At the end
of this section, we will relax assumption 2 to consider an énrcllment
policy that gives MTF priority to active duty dependents.

The simulation does consider alternative assumptions about the
enrollment decisions among crossover eligibles. We simulated effects
on MTF case loads for three alternative enroliment choice scenarios:

1. Universal MTF Enrollment: This simulation assumes that all
1978 eligibles would have enrolled in the MTF option. We do not
regard this as a likely outcome under HES, but we use it to identify an
upper bound for case load effects.

2. Preference-Based MTF Enrollment: This simulation assumes
that the MTF would have enrolled all active duty personnel, all MTF-
reliant nonactive duty individuals, and all MTF-preference crossover
individuals—and no one else. In the absence of a fully developed
enrollment choice model, this simulation provides the most likely esti-
mate of what MTF enrollment would have been under a 1978 HES.

3. Preference-Based and Residual Enrollment: This simulation
expands case 3 enrollment by assuming the all other group would also
enroll with MTFs. Enrollment decisions in the all other group are
especially uncertain. The comparison between case 3 and case 2 shows
how much MTF case loads could vary depending on whether the all
other group would select MTF enrcllment.

Results for each scenario are measured as percentage changes from
1978 utilization reported by survey respondents. (The reported
numbers of MTF visits, inpatient stays, and inpatient days are
presented in Appendix A, Table A.9.) The survey data probably under-
state utilization—especially ambulatory visits.® Survey respondents
may simply have failed to recall some health care obtained during the
previous 12 months, and recall errors are probably more common for
visits than for inpatient stays. However, the measures of case load
effects are designed to be accurate if underreporting was randomly dis-
tributed among individuals and between civilian and MTF utilization.
For example, suppose as much as 40 percent of visits are unreported
across the board. Then each simulation result would understate both
preenrcllment and postenrollment MTF visits by 40 percent. Nonethe-
less, the percentage change in MTF visits would be accurate.

Haing weighted 1978 sample data, the average number of teparted ambulatory visits
per person is 4.4 {or 4.1 for active duty personnel only), whereas the average inpatient
admissions rate 18 .19 (or 0.16 for active duty personnel). This inpatient admission rate
ie similar to the value chtained from the Resocurce Analysis and Planning System
{RAPS) data for Y82, but the survey's ambulatory visit rate is much lower than FY83
PRISM data show. See Sec. VL.
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Results for the simulation scenarios are summarized in Table 1;
Appendix A shows detailed results, including outcomes by branch of
service.

One notable implication of the simulations is that the ambulatory
cage load effects of MTF entollment appear much smailer (in percent-
age terms) than the inpatient case load effects. (This applies to each
service branch as well as in the aggregate.) The reason: Compared to
active duty and MTF -reliant nonactive duty individuals, those in cross-
over groups reported fewer ambulatory visits but higher inpatient
admissions per capita. Consequently, when the simulation “moves”
utilization by the crossover groups into the MTF, the percentage
increase in MTF ambulatory case locads is smaller than the percentage
increase in MTF inpatient case loads.

There are two alternative reasons to suspect that the simulation
understates enrollment effects on MTF ambulatory case Ioads. One is
nonrandom recall error: If crossover groups simply recalled a smaller
fraction of their visits, then the simulated enroliment effects would
understate the appropriate percentage change in ambulatory case loads.
The other possible explanation is a violation of simulation assumption
1: If crossover groups curbed their visits to civilian sources in response
to civilian copayments, then the absence of MTF copayments would
encourage increased ambulatory utilization when crossover patients
enroll there. In an actual HES enrollment analysis, the separate
effects of recall error and copayment effects should be distinguished to
determine how different HES insurance plans would affect utilization.

Based on inpatient data, the simulation results suggest that even
universal MTF enrollment among crossover individuals would have

Table 1
SIMULATED MTF CASE LOAD EFFECTS OF 1978 HES

Percentage Change in:

HTF MTF HMTF
Simulation Case Visits Inpatient Stays Inpatient Days
1. Universal enrollment +27.9 +42.0 +46.6
2. Preference-based
enrcliment +5.9 +14.7 +11.2
3. Preference-based and
residual enrollment +14.6 +27.3 +33.7

SOURCE: Authors' calculations from 1SUS data, weighted for non-
response and excluding dependent parents.
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increased 1978 MTF case loads by less than 50 percent. A reasonable
speculation that presumes less than universal MTF enrollment would
be a 10 to 30 percent increase, resulting from fairly high MTF enroll-
ment among MTF-preference crossovers {(and perhaps by the all other
group) but fairly low enrollment among civilian-preference crossovers.

In 1978, when MTF resources were somewhat more restricted than
today, it might have been difficult for MTFs to absorb such an
increase. (As we noted in the discussion of question 1 above, the 1978
MTF usage rates for inpatient care might have been higher if MTF
capability had permitted it.} In 1978, some rationing of MTF utiliza-
tion might have been necessary under an HES.

But the simulation does not suggest that the MHSS as a whole
would have had to deny MTF enroliment to those voluntarily seeking
it. Under an HES, MTFs might have exercised some utilization con-
trols over visits and inpatient lengths of stay. Such controls could
have applied to MTPF-reliant individuals, who were assumed to be MTF
enrollees throughout the simulation and who accounted for a little over
half of the 1978 MTF case load, as well as to enrolled members of the
crossover groups. According to the simulation data, if nonactive duty
persons reduced visits to the MTF by just 5 percent, the MTFs could
have supplied 15 percent of all the civilian visits generated by crossover
individuals—without any change in MTF ambulatory case loads. A 5
percent reduction in nonactive duty inpatient stays would have allowed
the MHSS system to absorb 9 percent of all civilian stays by crossover
eligibles. In short, even modestly rationing 1978 utilization among
nonactive duty eligibles would have gone a long way to permitiing
voluntary enrollment under an HES. This, together with modest pro-
ductivity increases and modest increases in MTYF resources, probably
couldg have avoided extensive rationing of enrcllment slots in that
year.

The detailed simulation resuits in Appendix A show that failure to
enroll the civilian-preference and all other groups would have much
smaller effects on MTF case loads than would high MTF enroliment
among those groups. The explanation; 'Those groups reported that a
smaller fraction of their health care was from the MTF than from
other sources. For example, the all other group reported that only 22
percent of their admissions were to the MTF; consequently, when the
simulation “moves” this group into the MTF, the MTF case load effect
is substantial-—but when the simulation “moves” the group out of the
MTTF, the case load effect is much smaller., Though recall errors may

By 1983, the agpregate physician staffs at MTFz rose 30 percent aver their 1978
level. This increase would have been enough to accommeodate case 3 simulated enroll-
ment.
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be a factor, the effect i1s so substantial that we are inclined to suspect
that the finding is genuine. If so, it suggests that crossover individuals
in the ali other and civilian-preference groups have a fairly strong alle-
giance to the civilian sector and are thus more likely to enroll there
than in the MTF if given a free choice and no added incentives for
MTF enrollment.

In contrast, MTF-preference crossovers used the MTF for about half
their ambulatory and inpatient care. If they did not enrcll with the
MTF, the percentage reduction in MTF case loads would be about the
same as the percentage increase if they did enroll. This group might
actually split between MTF and non-MTF enrollment if given a choice
under an HES. If so, their enroliment choices would play a major role
in determining MTT case loads. A demonstration HES program could
provide evidence on this question.

Effects of Enrollment Priorities

Some MTF officers have expressed the view that the military is obli-
gated to give first enrollment priority to active duty dependents if
enrollment rationing is necessary, and that this could result in a loss of
retiree case types that augment the MTFs’ readiness and training mis-
sions. The survey data shed some light on what such an enroilment-
priority system might have done to 1978 MTF case loads.

Table A.11 in Appendix A shows that active duty dependents
represent large proportions of the eligibles in the two groups (MTF-
reliant and MTF-preference crossovers) most likely to yield high MTF
enrollment rates. Even under voluntary enrollment without a priority
system, a high proportion of all enrollees would be active duty depen-
dents.

But suppose only active duty sponsors and their dependents were
permitted to enroll. In each quasi-enrollment group, the amount of
non-MTF health care that would be moved into the MTF by active
duty dependents’ enrollment is less than the amount of MTF care used
by retirees, survivors, and their dependents. Hence, if only active duty
households could enroll in the MTF, total MTF usage would fall—and
the “slack” thus created could be made available to as much as 40 per-
cent of the eligibles in retiree and survivor households. Overall, it
appears that MTFs could retain many of their older patients even with
a priority enrcllment system and universal MTF enrollment among
active duty dependents.

Case Mix Effects of Voluntary Enrollment

The survey data do not provide direct evidence or the MTF case
mix effects of HES enroliment. To the exient that crossover groups in
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1978 used non-MTF sources because MTFs could not provide the
appropriate health care services, extensive MTF enrollment among
those groups would have reguired an HES to obtain specialists,
transfer patients, contract with civilian providers, or otherwise increase
their scope of services.

However, the simulation results suggest that voluntary enrollment
would have had only small effects on the MTF inpatient case mix.
According to the survey data, the civilian-preference and all other
groups together accounted for only 6 percent of the MTF inpatient
cases in 1978, even though the Certificate of Noneligibility program
gave MTFs the option to admif inpatient cases that were judged
advantageous to the military readiness and training missions. Some
advantageous cases might not have been available to MTFs under
HES. But to argue that 2 large percentage of a particular case type
would have been sacrificed under HES, it would be necessary to argue
that the total number of cases of that type is quite small; if, as we
suspect, voluntary HES would have moved only 2 to 6 percent of MTF
inpatient cases into the civilian sector, the percentage loss within a
case type could be large only if that case type accounts for much less
than 2 to 6 percent of all cases.

CONCLUSIONS

Our analysis of 1978 HSUS data was designed to determine whether
requiring military beneficiaries to enroll with a single source of health
care would cause widespread disruption of traditional MHSS delivery
and utilization patterns. An enrollment system’s restrictions on pro-
vider choice could cause patient dissatisfaction, perhaps enough to
reduce military enlistments and retention. Under an enrollment sys-
tem, MTFs might find it necessary to treat enrollees’ case types that
do not serve readiness and training goals and might lose access to
desired case types among enrollees who select normilitary providers. If
these outcomes were pervasive, an HES might be deemed undesirable
and perhaps even infeasible. However, if these outcomes would be
encountered for only a few beneficiaries and cases, then the disadvan-
tages might be outweighed by reduced costs, greater continuity of care,
or other HES benefits. The analyses reported in this section were
aimed at learning just how pervasively an enrollment system would
change traditional patterns of military health care.

Qur analysis of the 1978 HSUS data suggests that an HES would
not cause widespread disruption of familiar delivery and utilization pat-
terns. Specifically, we infer that: :



The majority of beneficiaries already rely on a single source of
care and would presumably be satisfied to continue doing so
under an HES that offers enrollment with the beneficiaries’
chosen providers. )

To the extent that an HES increases each beneficiary’s option
to obtain ali care from the selected source, some beneficiaries
would prefer an HES to the traditional system and would
achieve greater continuity of care.

Voluntary enrollment under an HES would not substantially
alter general MTF case mix patterns. MTFs could experience
diminished access to some case types desirable for readiness
and training purposes, but the effect cannot be large except for
case types that are already rare.

Nearly all active duty dependents who desire MTF enrollment
could he accommodated under a voluntary enrollment system
without an enrollment priority system. A priority system might
be desired by DoD to guarantee that no active duty dependents
are refused MTTF enrollment, but use of priorities would not
extensively alter the MTF aggregate enrcllment mix under an
HES.

Nearly all active duty dependents who desire MTF enrollment
could be accommodated under a voluntary enrollment system
without an enrollment priority system. A priority system might
be desired by DoD



III. INSURANCE AND HEALTH BENEFITS
IN AN HES

INTRODUCTION AND OVERVIEW

‘We have shown how people actually use the MTF and CHAMPUS
systems under current coverage. But an HES would possibly include
changes in benefit structure as well as in other aspects of the medical
care system. In this section, we begin to discuss possible changes in
the benefit package.

A benefit package can vary along several dimensions, each of which
must be specified. These include:

s The scope of benefits (services provided).

» Copayment and catastrophic protection structure.
s Health allowance.

s Other payments (e.g., premiums).

We discuss these in turn.

SCOPE OF BENEFITS

For active duty persons and retirees who can gain access to care, the
current MTTF system provides a broad scope of benefits, including hos-
pital, physician, dental, vision and hearing, and acute psychological
treatment. The only prominent exclusions include long-term care (not
in the hospital} and cosmetic surgery providing only psychological
benefit to the patient. Additionally, the scope of benefits is limited in
reality by the medical capabilities of the MTF (or more broadly, the
MTF system, when transfers to teaching hospitals are accounted for).
In the largest hospitals, some but not all feasible organ transplants are
undertaken, for example, and patients who could or would not travel to
distant MTFs would find a substantially more curtailed set of services
available in some small MTFs.

As discussed in Sec. I, the current CHAMPUS package of benefits
closely matches that of many private health plans.! DoD could change
this scope of benefits either with or without adopting an HES, and the

IAppendix F lists the coverage and exclusions completely.
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implications for recruiting and retention would be similar in either
case. To aveid injecting this added complexity into our study, we
presume that this scope of benefits would remain unchanged in an
HES. Changing the benefit package (for example} to include dental
care for all eligible beneficiaries would modify our estimated costs and
could affect retention and enlistment activity, but little of the
remainder of our analysis depends upon this assumption.

The scope of henefits described here covers more services for active -
duty persons and retirees than for dependents. The differences in
scope of benefit parallel common options available in private sector
insurance plans {e.g., whether dental and vision care are covered).

Discussion of the feasibility and desirability of the HES concept
does not change if DoD chooses a different scope of benefits, and we do
not mean to imply by this choice that we endorse the current package
or any possible alternative.

We envision that the coverage of an MTF will include 2 basic plan,
identical for ali nonactive duty enrollees, with options available in the
non-MTF plans {at enrollee expense) to upgrade the coverage beyond
the basic plan. For active duty persons, we envision a wider scope of
benefits and no copayments, and we foresee all active duty persons
within catchment areas receiving care from MTFs. We next outline
this plan more fully.

The Basic Plan

Previous discussions of the HES strongly maintain the view that
benefits available to enrollees in an HES should not vary {within any
beneficiary category) no matter whether the person receives care from
the MTF or non-MTF sources. Put differently, if active duty depen-
dents make no copayments in the MTF system, the same rule should
hold in the non-MTF system. If copayments are required in the non-
MTF system for retirees, they should be required in the MTF system
as well. Kach class of beneficiaries should face equal financial conse-
quences from enrollment. There remains considerable disagreement
among sources we have consulted about the coverall place of copay-
ments. In a set of DoD} working papers on the HES, one concluded
that acceptable copayments would “not . . . exceed current CHAMPUS
payvments.” Yet another working paper argued that “the concept of a
user fee is totally unacceptable.” Clearly the possible use of copay-
ments raises many issues, including “fairness,” “equity,” and {more
measurable} effects on recruitment and retention of active duty persen-
nel.
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We presume for this analysis that the HES would make available &
basic plan of coverage for all enrollees. The basic plan—defined in
terms of & scope of benefits and any copayment structure (deductibles,
copayments, etc.) desired—would be the same for all nonactive duty
persons, whether enrolled in the MTF plan or a non-MTF plan.

For Medicare-eligible participants, we view the plan as continuing,
except that Medicare would replace the basic plan for those not using
the MTF. The extent to which the HES would contribute toward Part
B premiums is a choice Dob must make, balancing off those costs
against the effects (if any) on enlistment and retention of personnel.

Some active duty persons live in areas where they could be served
conveniently by more than one MTF. There may be some reasons for
requiring an active duty person to receive care from an MTF in his
own Service (e.g., the availability of flight medicine specialists in the
Air Force MTFs for their pilots, underwater medicine for naval person-
ne! involved in diving, ete.).

Choice of Non-MTF Plans

The next set of decisions that must be made concerns the choice of
non-MTF plans for each catchment area and for regions not within
any catchment area. Here, we follow the model established by the
FEHBP, modified as appropriate for the military. Under the FEHEP,
two nationally uniform plans are made available to every federal
employee {(one sponsored by Blue Cross/Blue Shield, the other by
Aetna Life Insurance Company). Further, certain organizations or
agencies sponsor plans, some of which are available nationally, others
only locally. Finally, FEHBP eligibles may also join one of a number
of “Comprehensive Medical Plans,” typically HMOs, which vary by
geographic region. Federally specified minimum standards can apply to
these various plans; several of the plans include extended benefit
“high-option” variants, available at extra cost to both the government
and the enrollee, '

We recommend a similar structure of non-MT¥F packages for enrol-
less in any prospective HES. Most important is the prospect for
developing optional insurance coverage packages beyond the “basic
plen” of the HES. Clearly, past experience shows that many persons
will choose the higher coverage option. Although the FEHBP
currently provides additional health benefit payments for those choos-
ing the high option, we presume that the HES would pay a flat amount
{whatever will be paid toward the basic plan) and would let each enrol-
lee choose any higher option while facing the full financial conse-
quences. Under this arrangement, offering the higher coverage options
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costs DoD) little or nothing and provides a considerable henefit of flexi-
bility in health coverage to enrollees. This “high-option” system would
likely replace the current supplemental insurance purchased by many
enrollees to augment CHAMPUS coverage. Higher payments for
high-option insurance could be offered by DoD, with obvious cost
consequences to Do) and attendant benefits in recruiting and reten-
tion. In our subsequent analysis, we have assumed that only the basic
plan cost is paid by DoD} for each enrollee.

As noted previously, many retirees (and some active duty families)
carry third-party insurance through employment groups and other
sources. Such insurance may continue in force even under the HES
{and 1t can be specified as the first-paying policy by law}). Whether
people continue to carry such insurance will depend on the details of
the HES plans and their costs.

If HMOs and other prepayment plans are offered as part of the
non-MTF options, DoD must still decide whether the remaining non-
MTF plans should include a DoD-sponsored plan alone, private sector
plans alone, or some combination. Relying only on private sector plans
replicates the arrangement for federal employees (FEHBP). As such, a
system is readily available for replication or possibly even for direct
use. Relying upon a DoD-sponsored plan alone would most readily be
accomplished by modifying CHAMPUS activities to match those found
in the FEHBP. CHAMPUS, under this arrangement, would offer more
than one plan of coverage to every enrollee (high and low option, for
example). But CHAMPUS already administers multiple plans, since
the coverage and benefits differ for active duty dependents and retirees,
g0 this should not prove difficult.

The intermediate choice 1s also available of allowing both
CHAMPUS and civilian plans to compete for enrollees. This arrange-
ment may deter private plans from entering .the fray if they feel that
the DoD)-sponsored plan would present unfair competition {fearing sub-
gidy from the government}.

The major issue confronting DoD in this decision seems to be their
willingness to allow the MTFs to face opern competition from private
sector insurance plans. DoD can exercise more control over the entire
HES by operating the non-MTF insurance plans but will lose some of
the advantages of free competition, including the market pressure for
efficiency and the variety of options available to enrollees.

We see no clearly dominant choice on this decision. Either modify-
immg CHAMPUS or bootstrapping into the FEHBP systems presents
feasible and logical alternatives. Whether combining these two choices
represents a stable configuration cannot be known without a trial.
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SELECTING COPAYMENT AND CATASTROPHIC
PROTECTION FEATURES

Several features enter the decision about what, if any, copayment
structure to include in an HES. One needs to understand the current
coverage provided (both by law and as perceived by the beneficiaries),
and alsc the consequences for medical care use and health status of
selecting different levels and structures of copayment.

What Is the Current Coverage for Nonactive Duty Persons?

Currently, nonactive duty persons are granted access to the MTF
system on a space-available basis. While the MTFs serve the medical
needs of most active duty dependents and some other nonactive duty
persons, the size of the CHAMPUS expenditure clearly indicates that
considerable medical care to the nonactive duty population is delivered
by civilian doctors, paid by CHAMPUS. While it may be true that
some nonactive duty persons receive all their care under the MTF sys-
tem {and hence at almost no direct cost to the patient except for travel
and waiting time}, many others are denied effective access because of
congestion and queuning in the MTFs. In addition, for many nonactive
duty persons living too far from any MTF to receive their care there,
CHAMPUS represents the only effective alternative. Thus, for exam-
ple, retirees living in Oregon, Minnesota, lowa, Indiana, Vermont,
West Virginia, or Wisconsin have no MTFs within their states. In
several other states, including Montana, Idaho, Utah, Nebraska, Michi-
gan, Ohio, Maine, Pennsylvania, and Nevada, the only MTFs available
fall a considerable distance from many population centers. For all
active duty dependents, and all retirees and their dependents living in
these areas, CHAMPUS—not the MTF systern—is the relevant stan-
dard of coverage. ‘

Thus, as a logical proposition, the current MTF/CHAMPUS system
does not provide “equity” across all beneficiaries, even within a single
beneficiary class. Some are more favored than others, depending upon
location. The minimum standard of coverage provided is the
CHAMPUS plan. Those receiving space-available care in MTFs
receive an additional benefit.

In any transition to an HES, part of the debaie centers on whether
benefits would or would not fall under the HES, compared to current
policy. Current beneficiaries, particularly those now actively using the
MTFs as their primary source of care, often express the view that they
are entitled to such care free. Many MTF staff repeated this view to
us and described how they commonly needed to reintroduce to their

LS
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patients the notion that such care was available to nonactive duty per-
sons only on a space-available basis. Indeed, past recruiting literature
seems to have supported and stimulated the belief that lifetime free
care would be available for the active duty retiree. {(We have not seen
such Literature, but numerous anecdotes support its existence.)

For retirees holding such beliefs, a switch to copayments in an HES
represents an issue of fairness. For active duty persons (regarding
their dependents) the beliefs—however accurate or inaccurate they
might be—can affect retention of current personnel.

Because of both the “fairness” issues and the more substantive
issues of recruitment and retention, we will show how the “change of
benefits” issue can be addressed, while still maintaining any favorable
effects of copayments on utilization and total costs. (See the discus-
sion of the health allowance, helow.}

The Effects of Copayments on Utilization and Health Status

Ag recently as a decade ago, there was substantial uncertainty about
how copayments might alter medical care use and almost no knowledge
about the consequences of such copayments on the health of the
patient. In response to this uncertainty, the federal government
funded a large-scale social experiment in health insurance, conducted
by The Rand Corporation (Newhouse, 1974), results from which are
now available. The structure of this study and its population make the
results particularly appropriate for assessing the consequences of
copayments within an HES for the military.

The study enrolled people randemly into several experimental health
ingurance plans that varied the share of medical bills families them-
selves paid, as well as the limit on out-of-pocket expenditure. The
plang ranged from completely free care (at one extreme) to a plan
where the family paid 95 percent of medical costs up to a maximum of
$1000 per year before the plan paid fully for care.? In intermediate
plans, the patients paid for 25 percent of medical costs or 50 percent of
medical costs, with a maximum out-of-pocket cost of 5, 10, or 15 per-
cent of family income, or $1000, whichever was less. Another plan had
a $150 deductible (maximum $450 per family) for ambulatory care only,
with hospital care free. This deductible is comparable to $250 to $300

2Some plans obviously placed families at considerable financial risk, compared with
their existing insurance. The offer to join the experiment also included a puarantee that
the famuilies would be no worse off financially than before joining the experiment, but
this finencial protection was structured so that it did not alter their incentives to seek
and use medical care. With this experimental structure, nearly 90 percent of those
offered the chance to enroll in the experiment accepted the offer.
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per person in 1984 prices. And in another plan, families were enrolled
into well-established HMOs. The enrolled families used their exper-
imentally provided insurance instead of their own for 3 to 5 years. The
data on utilization accumulated naturally through the insurance claim
system and ongoing surveys of the sample. The health status of the
enrollees was measured at the beginning, throughout, and at the end of
the experimental period.

An important feature of Rand’s insurance plan design was the cata-
strophic stop-loss protection for each family. For all plans requiring
copayments, out-of-pocket payments were absolutely limited each year.
As noted, the study experimentally assigned families to catastrophic
caps set at 5 percent, 10 percent, or 15 percent of family income each
year, but in any case, limited to $1000 maximum. Thus, for a family
(for example) with $12,000 annual income, their catastrophic cap could
have been $600 per year or $1000 per year, depending upon their
assigned plan. For a family on the 25 percent copayment plan, these
caps would have required spending (respectively) $2400 or $4000 on
medical care during a given year before insurance reimbursed costs in
full.

This catastrophic protection proved valuable to enroliees, and the
financial protection adds little cost to that of an open-ended copay-
ment plan. For example, on the 25 percent copayment plan, 12 percent
of the families exceeded their catastrophic cap. For the families on
larger copayment plans (50 percent copayment and family deductible
plans) up to 27 percent of families exceeded their catastrophic caps.
Yet the catastrophic protection cost relatively little: For example, the
25 percent copayment plan eventusally paid for 82 percent (rather than
75 percent) of all medical costs of those enrcllees. The catastrophic
feature added roughly 10 percent to the overall insurance plan cost.®

The population studied by Rand essentially was a representative
sample of the under-66 noninstitutionalized population of the United

®The actual increase in costs exceeds this simple calculation, because {presumably)
those persons who exceeded their catastrophic cap would use more medical care—because
care was then cheaper—than those facing a constant 25 percent coinsurance rate. To
understand the potential magnitude of this effect, suppose that those families exceeding
their deductible acted like those persons on the full-coverage plan once they had moved
past their catastrophic cap. The expected difference in nae rates is about a 20 percent
increasge once the cap has been exceeded. See Table 2. Thus, in the 25 percent copay-
ment group, 12 percent of the people would increase their rate of medical care use by 20
percent for part of the vear. At maximum, if all of these people exceeded their cata-
strophic cap on the first day of the year, this would add sbout 2.5 percent to the in-
surance plan costs. At the cther extreme, if all 12 percent exceeded their catastrophic cap
on the last day of the yesr, little or no added expense would oceur. If these people experi-
enced illness at a roughly uniform rate during the year, then the true outcome would be
only a smail inerease in total program costs beyond the figures cited in the text.

4
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States. {The upper 5 percent of the income distribution was excluded
from the study.) The experiment was conducted in six areas of the
country providing broad regional, urban/rural, and population variabil-
ity. Although the study did not include military personnel, we believe
that the results would broadly apply to the use of copayments for
nonactive duty persons—that the military population would respond to
copayments similarly to those in the study. We hold this belief in part
because of the uniformity of response to copayments in the study’s
results across region, occupation, educational background, and ethnic
and income categories. While some differences in the effects of copay-
ments were observed, they were not large, and nothing suggests that
the same sorts of behavior would not follow if copayments were used in
an HES.

The results of Rand’s experiment could prove very useful in the
design and conduct of an HES. Copayments substantially affected
medical utilization. Those receiving free care used nearly a quarter
more medical care {(of all sorts} than those paying 2b percent of their
health care costs, and larger copayments created still larger reductions
in health care utilization. These results appear in Newhouse et al.
{1981) and are duplicated in Table 2.

More recently, the effects on health outcomes were reported {Brook
et al.,, 1983). That study showed only very small effects on health out-
comes when comparing the free-care group against all persons who
shared in the cost of their care. Since many of the copayment groups
faced much larger copayments than the 25 percent copayment group
discussed above, we can reasonably treat the health outcomes in this
study as a worst-case representation of what would occur if a 25 per-
cent copayment group were compared with a free-care group. The
analysis included a number of physiologic measures such as blood pres-
sure, hearing, vision, lung function, etc., and a number of other health
measures, including functional mobility, self-perceptions of health
status, and mental well-being. _

In general, few or no health effects were found when comparing the
families receiving completely free care and those making copayments.
For persons with high blood pressure, there was a small reduction from
the base levels. Corrected vision improved in general but stightly. The
only group for which health effects were notable was the lowest income
group in the study. This suggests that the DoD might consider waiving
any copayments for the dependents of the lowest-paid enlisted person-
nel, to protect against the risk of such health effects. However, even in
this group, the estimated effects were small and statistically weak. In
any assessment of the desirability of copayments under an HES, DoD
would have to decide how important this protection of health of active
duty dependents is compared with other possible uses of the resources.
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Table 2
ESTIMATED EFFECTS OF COPAYMENTS ON UTILIZATION

% Heduction in Expenditure

Compared with Full Coverage

Total Ambulatory Hospital

Insurance Plan ODuclay Care Care
25 percent copayment 19 20 20
50 percent copayment 33 35 29
Income-related family
deductiblea 51 39 25
$150 individual
deductibleb 23 25 12

S0URCE: Newheouse et al. (1981}, Tables 3, 9.

aAverage of effects for plans with deduct-
ikles of 5 percent, 10 percent, or 15 percent of
income, each of which also contained a maximum
31000 limit.

b .
For ambulatory services only.

These results show that the DoD would face considerably different
costs, but little if any measurable differences in health outcomes for its
enroliees in an HES, depending upon whether or not copayments were
employed. The financial consequences—discussed in more detail
below—represent only a part of the decision about copayments, how-
ever,

The Issue of Equity

Because the HES concept channels pecple to a single source of care,
it seems innately desirable that a given ctass of beneficiaries face the
same financial consequences (or at least have the opportunity to reach
that position) whether they are enrclled in the MTF or an alternative
source of care. This form of equity can readily be achieved within the
HES as we discuss it. If copayments are to be employed in the basie
non-MTF package, they would be employed in the MTF, and con-
versely. In our conceptualization of the non-MTF parts of the system,
we envision a variety of options available to the enrollee (see the dis-
cussion on HES enrollment), but we have presumed for our analysis
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that any improvement in ¢overage beyond the basic plan would be
financed wholly by the enrollee, with the same cost (if any) to the
enrcllee no matter whether in the MTF or elsewhere. Thus, a person
might actually enroll, for example, in an HMO with no copayments,
but any added cost of that system above the basic MTF or non-MTF
plan would be borne entirely by the enrollee.

Degradation of Benefits

Imposing & copavment on users of the MTF reduces benefits, at
least for those with access t¢ an MTF, since there is now only a nomi-
nal charge for hospital use and no charge for ambulatory care or
prescription drugs within the MTF. And similarly, within CHAMPUS,
active duty dependents now face only limited copayments for hospital
care and a 20 percent copayment for ambulatory care beyond a deduct-
ible of $50 per person ($100 per family}. Retirees and their dependents
also face the 25 percent copayment for hospital care as well as for
ambulatory care, with the same deductible structure as for active duty
dependents. Thus, the straightforward imposition of a copayment may
degrade the ability of the Services to recruit and retain individuals, if
nothing else 1s done.

While the potential savings to the DoD} from instituting a copay-
ment appear considerable, the same mechanism imposes bothk a finan-
cial penalty (in- an actuarial sense) on individuals now receiving free
(or quasi-free) care and also imposes considerable financial risk. Kven
if the average copayment for a health insurance plan is small, certain
medical events might produce a large (albeit unusual) financial outlay.
Retirees using CHAMPUS for hospital care, for example, face this con-
siderable risk. One way to resolve this dilemma is to include in any
insurance plan with copayments & “stop-loss” feature limiting the
financial risk of the enrollee. Many private insurance plans contain
this feature currently, limiting the risk to $1000 to $2000 per person
out-of-pocket per year.

Limiting the risk facing families in an HES in fact represents an
increase in benefits, particularly for retirees primarily using the
CHAMPUS system. Thus, we suggest that any consideration of copay-
ments include also limits on out-of-pocket payvments to provide cata-
strophic protection to enrcllees. And as Rand's Health Insurance
Experiment demonstrated, it is possible to link such catastrophic caps
to family income or military grade, providing an even greater benefit to
lower-income families who would otherwise be most severely affected
by increased copayments.
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THE HEALTH ALLOWANCE

Capping out-of-pocket expenditures may not provide sufficient limits
to expenses to avoid considerable upset and attendant retention and
recruiting consequences. For this reason, we believe that any con-
sideration of a copayment feature should also include consideration of
an offsetting “health allowance,” analogous to the housing allowance
now common in the military.

With housing allowances, individuals receive money for housing
costs and then may also rent base housing from DoD. The amount of
allowance can differ depending upon whether the person lives on base
or off and ean vary by location.

Using a bealth allowance to offset copayments could serve the same
functions. First, it should be clear that with a catastrophic cap included
in any copayment plan, it 18 possible to design a copayment/
catastrophic cap plan wherein each enrollee is guaranteed to be no
worse off financially than he is under the current system. ¥For exam-
ple, if the catastrophic cap is set at $1000 and the health allowance is
$1000 gbove any premium charged, then the family will clearly be no
worse off and likely considerably better off financially than they are
today.

It is probably not desirable for the DoD to offset fully any costs of
copayments, but that is a management decision that should be made by
Dol after further apalysis and possibly after gathering data in
demonstration sites for an HES. (Our simulation of costs in Sec. VII
shows how Do) costs vary as the amount of the health allowance is
changed.) The tradeoffs to consider when setting the level of such a
health allowance are too complicated to be considered in this feasibility
study, but the ability to make such payments should greatly relieve the
problims implied by any movement to a copayment system in an
HES.

A natural question to ask at this point is, “Why go to all the trouble
of charging the copayment if you are going to give the same amount of
money—or more—back to people anyway? Won't they just save that
money to pay the copayments, and in the end do nothing but cause a
large administrative headache?”

Fortunately, we have specific evidence on this issue. In Rand’s
Health Insurance Experiment, the subjects enrclled received exactly

‘We discuss mansgement uses of the health allowance in Sec. IV, where we discuss
the enrollment system we envision, There, we show how the health allowance might be
uged to balance demand and supply within MTFs, should unconstrained enrollment not
lead to the desired balance. But as Sec. IT shows, we anticipate no large shifts in demand
for MTF care unless the relative attractiveness of the MTFa changes considerably com-
pared with the non-MTF system as a result of HES design features, )
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this sort of financial arrangement; those at risk for $600 received a
$500 annual payment, independent of their health care use. Those at
rigsk for $1000 received $1000 annually, ete. Even with those offsetting
lump-sum financial payments, copayments caused utilization to fall, as
gshown in Table 2. Thus, DoD can indeed use copayments to control
utilization, and can {at their own choice) offset part or all of the finan-
cial consequences of the copayments through use of a health allowance
without destroying the utilization-controlling aspects of the copay-
ments.

PREMIUMS

We next wish to discuss the issue of a premium for nonactive duty
persons to receive the basic plan. Currently, no such premium is paid
by nonactive duty persons either for their MTF care or for
CHAMPUS. Nevertheless, we believe that a premium should be con-
sidered (at least in concept) in the HES.

Administration of a premium differs depending upon whether non-
MTF plans are private plans or are cffered through DoD. In either
case, the enrolled family would be charged by DoD for enrolling in an
MTF plan, and this would also be true if CHAMPUS (or & similar
agency) provided the non-MTF plans. If the FEHBP model is
adopted, however, administering the premium would imply that DoD
would pay a part (but not all} of the premium for non-MTF enrollees,
and the enroliee would pay the remainder.

The central reason for charging a premium is to control HES costs.
Without some contribution by nonactive duty persons, we believe that
DoD runs a significant risk of markedly increased overall expense for
providing health care to active duty plus nonactive duty persons, com-
pared with current MTF and CHAMPUS costs. (Simulations of HES
costs are provided in Sec. VII to demonstrate this peint.)

We can be quite confident that provision of an HES plan with nei-
ther copayments nor premiums charged to nonactive duty persons
would increase costs in two ways. First, because copayments (now
present in CHAMPUS) would vanish, utilization would increase. Only
if nearly all HES enrollees were in the MTF plan and considerable
rationing reduced use of services would this result be unlikely. Second,
with no copayments or premiums, any incentives for nonactive duty
persons to continue to hold other third-party insurance would also van-
ish. Currently, about half of all retirees and their dependents are
covered by some form of employer-related insurance. Similarly,
approximately 10 percent of active duty dependents hold such
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insurance.® This insurance comes at varying costs to these nonactive
duty persons. The HSUS shows that in 1978, 31 percent of the fami-
lies held such third-party insurance, and that their average family-paid
premium for health insurance of all types was $344 per year. With a
zero-premium and zero-copayment HES plan, the logical choice for
these people would be to stop making all such payments, because there
would be no need for the insurance, and no cost incurred by nonactive
duty persons for the HES alternative.

If all of this insurance was eliminated, and the same medical care
paid by the HES (instead of the private insurance plans), this would
produce a new financial outflow from DoD that dees not now exist and
would not exist if this private imsurance coverage were continued.
{(This assumes that the private insurance was legally obligated to be
the first payer, as is now the case with CHAMPUS))

If &1l such private insurance is dropped, the benefits that those plans
now pay would be paid by the HES. The increase in HES costs from
gsuch a choice would be considerable. While we cannot estimate the
totals well, it appears that the elimination of such insurance alone
(ignoring increases in demand from the covered population) wouid
increase HES costs by $0.5 billion to $1.5 billion per vear or more.®

Decisions ahout HES premiums and copayment structures should
account for effects on incentives for nonactive duty individuals to carry
other third-party insurance in general. If such insurance is carried to
cover as many nonactive duty persons as possible, costs to DoD will
fall in parallel. But DoD cannot enforce a requirement to purchase
such insurance (if it comes at any cost to nonactive duty persons).

New survey data describing the existing insurance coverage of
nonactive duty persons will be needed to understand the effects of dif-
ferent copayment and premium structures and the availability of health
insurance to neonactive duty persons through employment, fraternal,

*These data were provided by Office of CHAMPUS staff in Denver. Our analysis of
1978 HS8US survey deta shows slightly lower levels of third-party insurance.

5We calculate this number as follows: The 1878 premium payments by nonactive
duty families were $333, equivalent to sbout $550 in 1983. Almost three-quarters of
those with private insurance obtained it through work groups. Only 10 percent of those
families with insurence paid no premiums. Taking the premium payments alone pro-
vides a lower bound on benefit payments by the insurance, since it ignores any premium
contribution by employers. On average, U1.S. families have over 80 percent of their
health insurance premiums paid by employera (Phelps, 1980), ao this estimate could
badly understate the amount of private insurance covering the nonactive duty persons.
Extrapolating the 1978 survey results to the entire 1983 nonactive duty population, we
can estimate that about 0.9 million such policies were in force. Thus, the lower-bound
estimate of benefit payments from those policies would be on the order of $0.5 hillion. If
employers paid for 80 percent of the premium of these policies (s they did on average
nationally), then the total premiums—and hence benefits that would he paid—could
exceed $1 to $1.5 billion in 1983. {Calculations available from the authors.)
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and other groups. If any HES actually sstablishes premiums, it would
likely be useful and cost-effective to survey the nonactive duty popula-
tion periodically to learn not only the amount and sharing of insurance
premiums they face, but also the scope and structure of the insurance
acquired. Only with such information can DoD accurately tailor its
own premium and benefit structure in a way ensuring maximum con-
tinuation of other third-party insurance.

With such insurance in force, the law now specifies that the other
insurance is the first payer, and the HES policy the second payer.
DoD has recommended legisiation requiring that such insurance pay
for care delivered in MTFs; this would further reduce net costs of the
HES to the military.

If a premium is instituted, it can be related to earnings of each
active duty person or retiree quite readily. As with the housing
allowance, DoD could also eliminate the health allowance at retire-
ment, or it could reduce the allowance but still use it for other pur-
poses as proved useful.

Premiums could be reduced as desired for the lower ranks.
Naturally, such a method does not link premiums to income perfectly,
since it does not include spouse’s and children’s incomes and nonwage
income for the family, all of which affects their overall wealth. But for
a large fraction of the families, rank of the enlisted person should serve
88 & good proxy for total family income.

We have described a system where nonactive duty enrollees in the
HES might at the same time both pay a premium and receive a health
aliowance. Naturally, the health allowance could be increased (even
dollar for dollar, if desired) to offset premium increases. A natural
question to ask is why such double-entry accounting is required. Why
not just use a single dollar figure, positive or negative, as things netted
out?

Several reasons suggest that both the health allowance and the pre-
mium be retained, even if they offset one another. First, the combina-
tion of two financial instruments provides greater management flexibil-
ity in achieving specific compensation goals for various grades of per-
sonnel than a single tool alone would provide. One simple example of
where such a mix would prove useful arises if DoD chooses the FEHBP
mode]l to administer the non-MTF plans. Presumably, those civilian
insurance plans offered to HES enrollees would compute a premium for
their plans using their normal actuarial methods. But the HES may
prefer to offer active duty dependents and retirees a different net pre-
mium than the insurers compute. The health allowance provides just
the needed mechanism.
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Similarly, if DoD wishes to exempt certain pay-grade levels from
paying a premiurs, they could use the health allowance to accomplish
this goal without needing to enter complex negotiations with individual
insurance companies about their premium charges. This could serve as
a substitute for reducing actual premiums for lower income enlisted
personnel. .

Second, identifying the health allowance (or a portion thereof) as an
offset to any copayments introduced should help enlistees and officers
understand better the net financial consequences of the HES (however
structured), but also it should emphasize the presence of the
copayments-—g desirable outcome to guarantee that the desired effects
on utilization occur. Next, the combination of two instruments allows
more directly targeted and better explained introduction of geographic
variation in premiums (or compensation for health costs), as desired by
DoD.

SUMMARY OF FINDINGS

We recommend that DoD offer a basic plan, with the same scope of
benefits and copayment structure for enrollees in the MTF or non-
MTF plans. Non-MTF enrollment would include HMO options and
“high-option” insurance plans with broader benefits, lower copayments,
or both, with differential costs paid entirely by the enrollee. These
non-MTF plans could be administered through private plans (as with
FEHBP), by DoD (using CHAMPUS or a derivative organization), or
with some combination of these.

In all cases, we have presumed that the HES would continue a scope
of benefits for enrollees that matches the current benefits provided
under the MTF/CHAMPUS system. Altering this assumption would
alter the cost caleulations for an HES but otherwise would not alter
the analysis of feasibility and desirability of an HES.

We recommend that DoD consider alternative copayment and pre-
mium configurations. If copayments are included, we recommend that
DoD consider limiting the financial risk of enrollees with a cata-
strophic cap. This provides a significant new benefit to nonactive duty
enrollees. We also show how the financial consequences of copayments
could be offset with a health allowance (similar t¢ the DoD housing
allowance) while still maintaining any desired utilization and cost con-
trol features of copayments.

In this section, we developed information to show that:

s (opayments would significantly affect medical care utilization
and HES program costs. '

7
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Copayments (as discussed) would affect health ocutcomes negli-
gibly.

Premiums may be needed to control HES costs.

Private insurance benefits for potential HES enrollees now
reach $0.5 to $1.5 billion, Certain configurations of HES bene-
fits and copayments could cause most of that insurance to be
eliminated, shifting those expenses to the HES.

Copayments and premiums can be offset with a health
allowance. This technique provides great flexibility in tailoring
net benefits to various eligible groups to guarantee equity and
to minimize enlistment/reenlistment difficulties that copay-
ments might cause.



IV. THE ENROLLMENT SYSTEM

INTRODUCTION AND OVERVIEW

This section sets forth our concept of the enrollment system itself.
Tt leaves for Sec. VI a number of central gquestions, including how
many people should be enrolled and how rescurces should be allocated
among MTFs to match enrollments. Taken together with Sec. III, this
section describes how we envision the functioning of an HES and
characterizes the choices that DoD must make concerning its structure.

Active Duty Automatically Enrolled in MTF System

We presume throughout this discussion that all active duty person-
nel will continue to receive their care in the MTF. Thus, while the
enrollment system must be able to keep track of active duty personnel
for management purposes, much of what we describe pertains only to
nonactive duty persons.

Free Choice of Enrollment by Nonactive Duty Persons

We have considered enrollment systems that do and do not allow
nonactive duty individuals free choice as to their source of care. Some
persons live outside of regions served by any MTF and would enroll in
a non-MTF option. But within many MTF catchment aress, there are
more people than the MTF could enroll. Thus, some nonactive duty
persons would be enrolled in the MTF care system and others in the
non-MTF options, including various insurance plans and HMOs, as
available in each MTF locality.

The merits of allowing free choice are considerable, so long as the
resulting MTTF enrollment satisfies other Dol) needs in operating the
MTF system. Free choice assures that the fewest possible number of
people are assigned arbitrarily to a system they fundamentzally dislike.
For & given dollar expenditure, free choice provides the greatest satis-
faction among active duty and retired military personnel and their
families.

Free choice of enrollment raises the concern that the persons actu-
ally seeking enrollment would offer a mix of illness and injury not well
suited for maintaining medical readiness skills. MTF medical staff



55

with whom we discussed this issue during cur interviews emphasized
the need for a good mix of surgical patients for this purpose. Their
beliefs—supported by utilization studies in the civilian sector—suggest
that a mix of older patients provides this surgical case load more than
younger patients. By contrast, a purely “family-oriented” practice of
pediatrics and obstetrics would provide a less desirable case load for
readiness training.

QOur studies of the likely pattern of enroliment in an HES (discussed
in Sec. H and in more detail in Appendix A) support the belief that
voluntary enrollment would not alter the patient mix greatly from that
now available. The studies we have done rely upon data from the
current copayment and incentive system. A carefully designed demon-
stration could verify how enrollment actually would take place under
the altered incentives. If enrollment actually proceeded as anticipated,
then the readiness issue would not conflict with free-choice enroliment.
We have-attempted to design an enrollment system that would accom-
modate free choice by nonactive duty persons whenever possible.

Centralized or Decentralized Enrollment?

The other key issue in designing an enrollment system is whether
the enrollment should be accomplished centrally (in DoD or the Ser-
vices) or decentrally in each MTF. We discuss options for both sys-
tems and show why we believe that a centralized enrollment plan is
preferred to any decentralized plan we have considered in the course of
this study.

Functions of the Enrollment Mechanism

The enrcollment system must accomplish several tasks. It must iden-
tify and track individuals through time and aliocate each of them to a
particular source of care. Provision must be made for changing the
source of care at regular and irregular intervals upon reassignment of
active duty personnel or relocation of any nonactive duty persons. For
any free-choice plan to function, individuals must be allowed to reen-
roll at regular intervals. The enrollment system must be able to
accommodate all such changes in the actual enrollment of persons.

The enrollment system may also be required to receive and account
for premium payments made by individuals. If a premium payment
mechanism is chosen, this will require a decision within the govern-
ment about the ultimate disposition of all funds received. We assume
for now that the funds would go to DoD and offset costs of operating
the HES. However, it is possible that any MTF premiums could be
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returned in part to the MTF, through an incentive system designed to
reward efficiently operated MTFs and those providing high quality of
care. We have not explored such a system in this study.

Finally, for persons cutside the area served by any MTF, the enroll-
ment system must arrange for the insurance coverage/source of care.
We defer detailed discussion of these issues for Sec. V, where we dis-
cuss changes that would need to be made in organization and data sys-
tems to allow an HES to function.

THE ISSUE OF CENTRALIZATION

The Fundamental Choice

A fundamental choice exists between centralized and decentralized
management and operation of the HES. At the most decentralized
level, DoD would (a) determine the number of persons (possibly
age/sex adjusted) living within the catchment area of each MTT and
would (b) assign to the local MTF commander budgets for funds
(O&M—Operations and Maintenance), military personnel, civilian per-
sonnel, equipment, and facilities. The MTF commander would then be
responsible for providing health care to all persons in this catchment
area, either in his own MTF or through alternative arrangements.
Such arrangements might include contracts with HMOs or preferred
provider organizations (PPOs), or provision of a traditional health
insurance plan for the fee-for-service medical system. All of such plans
would provide coverage at least matching the “basic plar” for enrollees
as set forth in Sec. III. We call this form of organization for an HES
the “decentralized” mode of health enrollment.

Under a more centralized plan, each MTF commander would be
assigned responsibility for a fixed number of persons (all active duty
and some nonactive duty persons) within his catchment area. The
number of persons would be determined by a central authority, either
in the Armed Service or DoD level. The HES would then enroll people
into the MTF until this target had been reached. Emnrollees could
receive an identification card, similar to the health care plan card of
most private sector insurance plans, and the MTF commander would
also have on-line computer verification of the enrollment status of each
individual who might enter his facility. An expanded and fully func-
tioning DEERS system could perform this role.

Under the centralized plan, all other persons would be enroilled in
some sort of health care plan by a central agency {(either Dol} or each

2
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Armed Service). The enrollment, financial risk, and management of
such plans would be the responsibility of the central authority rather
than the MTF commander. We call this the “centralized” mode of
health enroliment. )

We next discuss the key aspects of these two choices.

The Decentralized Mode

The potential advantages of the decentralized mode of enrollment
include (a) increased flexibility in dealing with private health providers
by each MTEF, (b} strong incentives for cost control, and (¢} appropri-
ate division of care between the MTF and private providers. The pos-
sible disadvantages include (a) the requirement that each MTF com-
mander acquire and manage many capabilities not now present in an
MTF {and generally unrelated to other MTF activities, rendering
further difficulty due to unfamiliarity), (b) a substantially heightened
financial risk facing the MTF commander, and (¢) quite likely, a
greater needed change in organizational structure within military medi-
cal organizations to deal with the added scope anrd complexity of opera-
tions.

Perhaps the greatest conflict with a fully decentralized enrollment
plan is the potential conflict with nonpeacetime missions of the mili-
tary. Given fully decentralized authority, an MTF commander may
well choose a peacetime mix of staff and activity that would not fully
support the readiness training mission. For example, he might choose
(given his budget) to limit MTF enroilment below the level desired for
complete readiness training of his medical staff. He could afford this
choice if a low-cost HMO alternative were available and attractive to
many of his potential enrollees. This problem could be avoided by set-
ting enrollment targets centrally, but that violates the conditions for
decentralized enrollment.

Setting aside the desirability of decentralized enroliment for the
moment, issues of feasibility also arise with decentralization. If faced
with this responsihility, MTF commanders would need to acquire
expertise {or experts) in actuarial estimation. They would also need
new personnel to manage this set of new activities.

Considerable interaction between these “personnel-like” activities of
MTF operations would be required; every time an active duty person
was reassigned, the enrollment of that person and all dependents would
have to be reconsidered with budgetary implicaticns for both MTFs.
Some active duty personnel and many nonactive duty persons (particu-
larly retirees) live outside any MTF catchment area, so that a central
agency would be needed to enroll each of these persons. The MTF
commander would also have to interact with this central agency.

4
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The resource management requirements of the MTF commander
would be congiderably more complicated under the decentralized enroll-
ment mode. Currently, some MTF commanders face up to two-year
lags hefore additional active duty health providers or other needed per-
sonnel can be assigned to the hospital. Similar lags confront any
attempt to relax constraints on the number of “slots” for hired civilian
employees (setting aside possible financial constraints). Equipment
purchases may take longer, and capital facilities often see ten vears
between planning and eventual use.

One of the potential advantages of decentralized enroliment is the
efficiency gained when the MTF commander has the flexibility to add
or change resources as appropriate to his needs, with the implicit possi-
bility of expanding or contracting the MTF enrolled population as
resources appear within the military, and as alternative sources of care
become more or tess costly.

This apparent gain is for naught if other resource management re-
strictions within the military prevent any significant increase or
decrease in the operational capabilities of the MTF. Any move to a
decentralized enrollment system would require markedly greater relaxa-
tion of those constraints and rules than would a centralized enrollment
plan. The organizational costs and stress implied by such changes
appear to be large.

We do not believe that a decentralized enrollment plan would be
either meaningful or possible unless there were also effectively a sub-
stantial decentralization of resource {personnel, budget, equipment, and
facilities) management. Unless Dol} is equipped to deal with such con-
giderable decentralization of authority in their medical care systems, we
feel that the problems associated with a decentralized enrollment plan
significantly outweigh the possible gains. Thus, we recommend that
the HES adopt a centralized enrcllment program.

Aspects of a Centralized Management Program

With a centrally directed HES, a decision must be reached whether
each Service or whether a central DoD} unit will determine the target
enrollment for each MTF. The gains from maintaining control at the
Service level include a greater responsiveness of the health care system
to specialized needs of each Service and a better capability to balance
(for example) the personnel needs of the MTFs against other activities
within the military command. Each Service now faces this balancing
problem when deciding {for example) whether to train and assign new
personnel into a medical corps or an electronics maintenance activity.
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The possible difficulties with a Service-level choice of MTF target
enrollments include (a) complications when MTFs overlap geographi-
cally and (b) loss of control over the health budget of Do} in general.

An argument in favor of letting the Services determine enrollments
is that each Service can best assess the consequences for readiness mis-
sions, especially as readiness and support missions of each Service
differ.

Wherever enroliment decisions are made, there also remains the
issue of who should administer the enrollment (and be financially
responsible) for all persons not enrolled in an MTF. For reasons of
economies of scale and for better management of the enrollment of
retirees (who have weaker connections to a single service than active
duty persons or their dependents), a DoD-wide administration of the
non-MTF aspects of the HES seems most sensible.

If the Services were to set MTF enrollment levels, the levels could
conflict with DoD’’s responsibility for controlling costs under the non-
MTF plans. In the mew environment of an HES, the Services and
MTF commanders might try to cushion themselves against unforeseen
events, If the Services did set conservative targets, the non-MTF
plans would incur the costs of enrolling additional beneficiaries without
offsetting savings in MTF resources. DoD might succeed in withdraw-
ing resources from the MTFs if they were given low enrollment fargets,
but not without significant disruptions in the planning process.

Establishing the target enrollment level for each MTT is critical to
the success of the HES. If that level is set too low, any gains in cost
will vanish; major cost increases could indeed occur. In contrast, if the
target MTF enrollments are set too high, the Services may be less able
to conduct readiness training, quality of care could fall (from conges-
tion within the MTF clinic appeintment systems, for example}), and
there could ultimately be deleterious effects on retention and enlist-
ment of personnel in the Services in general.

We recommend that the overall levels of MTF enrollment within
each Service be determined jointly by DoD and each Service, given the
resources available to that Service. Subsequently, each Service should
be free to allocate the MTF enrollment targets among individual
MTFs.

Selecting the targets for the MTF enrollment for each Service
should be done using a formally developed model of utilization and
staffing. Two approaches seem feasible. Either DoD could develop a
general model, with the parameters (patient utilization rates and medi-
cal staff productivity parameters) determined differently for each Ser-
vice, or each Service could develop its own model, subject to overall
guidance and approval by DoD. We discuss the feasibility of such
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models in Sec. VI, showing what ecan be accomplished with current
data and how enrollment targeting might be improved under alterna-
tive data systemas.

BALANCING SUPPLY AND DEMAND WITHIN THE MTF

Under any HES where free choice is offered to nonactive duty indi-
viduals (MTF or non-MTF caverage), only the most remarkable coin-
cidence would lead exactly the same number of persons to seek MTF
enrollment as the target enrollment set by the DoD or Service, The
available MTF supply (however determined) and the actual demand for
MTF coverage must somehow be brought into agreement.

Management Tools To Balance MTF Supply and Demand

To balance the number of persons seeking enrollment in an MTF
and the assigned enrcllment target, either administrative rules must be
developed to specify priorities of enrollment, or financial incentives
must be used to induce changes in enrollment patterns.

We discussed in Sec. III two types of financial incentives to facili-
tate making such a balance. First, we discussed the use of copayments,
with a health allowance to offset the financial effects of copayments,
similar to the current housing allowances for persons not receiving base
housing. Just as housing allowances differ for persons with or without
base housing, the health allowance could differ for persons enrolled in
the MTF or non-MTF plans. Thus, if more persons wished to enroll
in the MTF plan than the system could handle, the system could be
brought toward balance by increasing the health allowance for those
choosing the non-MTF plan, or by decreasing the allowance for those
enrolling in the M'TTF plan, Thus, a health aliowance can be used as a
fundamental management tool, even if its primary purpose is to main-
tain the real purchasing imcome of enrolled persons in the face of
increased copayments.

Second, if a premium is charged for enrollment by nonactive duty
persons, it could similarly be varied by MTF or non-MTF enrollment
to help balance the capacity of the MTF and the numbers of persons
desiring to enroll. Obviously, if a heaith allowance is used, it could
achieve the desired flexibility without introducing any further differ-
ences in the structure of premiums charged to nonactive duty enrollees.

Using a health allowance this way appears to pose great complexity
for DoD. However, the current uses of the housing allowance (Basic
Allowance for Quarters—BAQ--and the Variable Housing Allow-

.
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ance—VHA) are similarly complex and appear to serve similar fune-
tions.

The BAQ depends upon grade and presence of dependents. Officers
living on or off base receive differential BAQ. The same sort of dif-
ferentials apply to enlisted personnel, but with different dollar
amounts. On-base and off-base differentials can exceed $1000 per year.

The VHA is paid where housing costs exceed the average by at least
15 percent. Periodic surveys establish this differential empirically.
VHAs depend upon grade and locations, and relationships to grade
vary across different geographic locations. Annual differentials from
one location to another can exceed $2500 to $3000.

The ability of DoD toc administer such a complicated compensation
scheme for housing suggests both the capability and the desire to
adjust the total compensation bundle received by active duty personnel
to match different costs of living. In any HES system relying upon
copayments, there may arise differences in average out-of-pocket costs,
depending upon local medical costs and—of course—whether or not the
dependents of active duty personnel receive medical care from the
MTF or from non-MTF plans. If DoD chose to make similar adjust-
ments in the health allowance on the basis of local variation in medical
costs, it appears readily feasible. Indeed, the same survey that estab-
lishes housing cost variations {upon which the VHA is based) could
readily be expanded to include information on medical care costs.
Establishing & region-specific allowance would thus be relatively sim-
ple. Further, the current BAQ system establishes the precedent of dif-
ferential pay for persons using military vs. nonmilitary suppliers of a
basic necessity (housing, in the BAQ case, rather than health care).

Priority Systems in a Free-Enrollment HES

Enrollment in the HES could employ priority systems, while still
allowing most of the free choice of the MTF or non-MTF enrollments
described above. We showed in Sec. II that priority-setting may well
be unnecessary to meet DoD goals for MTFs. Nevertheless, setting
priorities in enrollment is feasible.

Current priorities among potentially eligible persons are explicit:
Active duty personnel have highest priority, their dependents have
second priority, and retirees and their dependents third priority. How-
ever, in actual practice, especially for ambulatory care, the appoint-
ment systems of most MTFs may not discriminate between the latter
two categories. Active duty personnel have special access, and all oth-
ers may “fight it out” through the telephone appointment systems.
First-come-first-served is often the order of the day. In some cases,
MTFs will close off access to particular services for retirees, making
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them available only to active duty persons and thelr dependents.
Enrollment priorities within the HES could operate the same way, in
concept, by allowing first-come-first-enrolled choices within priority
classes,

H the DoD had priorities in serving active duty dependents and
retirees, then such priorities could be maintained through differential
levels of the proposed health allowance, or (if premiurns are charged)
differential premiums for each class of beneficiary. A similar precedent
exists in the structure of payments under the CHAMPUS program,
where retirees face higher copayments than active duty dependents.

Do Financial Enrollment Incentives Violate Equity Goals?

Previous discussions of the HES have insisted that financial equity
be achieved in an HES, at least for all persons within the same benefi-
ciary class. All of these plans using financial incentives potentially run
afoul of the goals of uniform treatment of active duty personnel, their
dependents, and retirees, independent of which MTF catchment area
they live in.

Before discussing the achievement of such equity in an HES, it is
important to point out that the current MTF/CHAMPUS system does
not provide this equity. MTFs differ in quality and capabilities.
Active duty dependents and retirees, for example, may be required to
use CHAMPUS (with large potential copayments) because care is not
available in their nearby MTF. For those persons living far from an
MT¥F, CHAMPUS provides the only relevant alternative for obtaining
care. The current system provides “equity” only in a narrow and dis-
torted sense,

Similarly, an HES enrollment plan that does not make use of finan-
cial incentives obviously can achieve the same sort of “equity” among
enrollees, but it actually cannot do as well as an incentive-based plan
in terms of well-being achieved by the persons enroiled in the HES,

Consider, for example, an MTF with excess demand, where geo-
graphic proximity to the base formed the basis for eligibility. Persons
wishing to enroll in the MTF would seek out housing close to the bage,
and—as has been well demonstrated in other similar situations—
housing prices in that area {rental units and owned homes} would rise,
capturing the extra value provided by access to the MTFE. (Linkages
between housing prices and school quality, air quality, crime rates, and
many other phenomena provide the basis for this assertion.) Thus, if
excess demand to enter the MTF is allocated on the basis of proximity
to the base, real inequities wili still be created. The beneficiaries will
generally lie outside of the military--landowners, apartment and home
owners, etc., who happen to own property near military bases.
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If any other allocation rule is chosen, similar results will occur.
Rules without financial incentives cannot do away with inequities aris-
ing across catchment areas—they can merely disguise the magnitude of
inequity being forced upon the enrolled population. And of course, the
same sorts of inequities arise commonly in other aspects of military
life, as could be readily inferred from the desirability of assignment in
Hawaii versus a cold northern state,

SUMMARY

In this section, we have discussed two primary options for enroll-
ment of nonactive duty persons in an HES-—whether such enrollment
should be centralized or decentralized, and whether beneficiaries should
receive free choice of plan. We recommend that a centralized enroll-
ment system be used. The advantages seem to dominate the disadvan-
tages from many perspectives.

We also discussed the issue of free choice of plan. Clearly, free
choice by beneficiaries offers many potential advantages. However,
free choice raises potentially troublesome problems for an HES. If the
number of persons desiring MTF enrollment does not match the capac-
ity of the MTFSs, then some balancing system must be used. Maintain-
ing a spirit of free choice, we have shown how financial incentives can
be structured to achieve such a balance and discussed how such incen-
tives affect the appearance and the actuality of equity among enrollees.

Free choice of enrollment also raises the potential problem of
patient mix. If those enrolling in an MTF offer a mix of illness and
disease that does not adequately prepare and maintain the medical
gkills of the MTF staff, then free choice may conflict with the impor-
tant readiness mission of the MTFs. But the results in Sec. II show
that such concerns may be groundless. Under the current incentive
structure of the MTF/CHAMPUS system, a system of “quasi-
enrollment” already takes place. Many patients within current catch-
ment areas already are “enrolled” in terms of their behavior. And a set
of people—some within and some outside of catchment areas—are
effectively “enrclled” in a civilian plan. Some patients use both
sources of care—MTF and civilian—and their choice of enrcllment
could importantly affect MTF outcomes. But as the simulation in Sec.
II showed, the net changes on MTF visiis and hospitalizations would
not be large even under very different assumed enrollment choices of
this crossover group of persons who now use both medical care sys-
tems.

Determining the actual outcomes of enrollment would be an impor-
tant parameter to measure in any future demonstration of the HES
concept.



V. CHANGES IN THE MILITARY HEALTH
SERVICES SYSTEM

Under an HES, the MHSS would have to select health plan options,
enroll beneficiaries in these options, and provide health care directly
within the military treatment facilities. To achieve the full henefits of
the HES, these tasks must be done efficiently while maintaining stan-
dards of accessibility and qguality in the beneficiaries’ health care bene-
fits.

The first requirement for an HES is a mechanism for tracking and
enrcolling beneficiaries. Once the enrollmment process has taken place
and identified the enrclied population to be served by the MTFs, serv-
ing these populations places some additional requirements on resource
allocation and management within the MTFs.

Each MTF must be assured adequate resources for supplying normal
health care services to its enrolled patients. The overall resource
budget must cover the provision of services within the MTF and the
procurement of supplemental services from other MTFs, from other
government providers, or from the civilian community. Even with ade-
quate data and experience upon which te base reasonahle predictions,
the enrollees’ use of sophisticated services and even more ordinary ser-
vices will be subject to uncertainty. Until an HES has heen imple-
mented, the risk is exacerbated by the lack of data and experience.
The MTFs are each too small to bear the full risk. Similarly, the
MTFs would need protection against unanticipated personnel diver-
sions for support of military operations and other disruptions in
resource availability. In many cases, these disruptions are a feature of
military medicine and their elimination would be undesirable. Instead,
the MTFs must be able to turn fto other sources of care, at times with
littie or no warning. ~

How much protection the MTFs would need depends on the degree
of flexibility they could exercise in resource management and the time
it takes to activate alternative arrangements. Some temporary short-
falls might be overcome by transfers of resources from other budget
accounts or from other uses. Other shortfalls might dictate purchase of
services from outside the MTF, and a workable contracting system
could allow the MTFs to keep their costly fee-for-service purchases to
a minimum.

The procedures put in place to allocate resources to the MTFs
should embody incentives t¢ manage these resources efficiently. The
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procedures to protect the MTFs from adverse outcomes should not
counteract these incentives; the risk protection procedures should not
protect against the consequences of inefficiency, )

Finally, if the MHSS were to adopt enrollment, the system must
continue to assure the quality of care in the MTFs and from other pro-
viders with whom the MTFs or the MHSS have contracted.

The military medical system and its beneficiaries cannot benefit
fully from enroliment unless the system makes some significant
changes, especially in the areas of resource planning and management.
In evaluating the feasibility and desirability of implementing an HES,
we have considered what changes would be needed to enroll the benefi-
ciaries, manage the MTFs as full-service health care providers, and
assure quality of care.

To implement an efficient HES, the military health services system
would need to make the following changes:

1. Develop arn enrollment management system to track family
moves and changes, record plan enrollment, and handle pre-
mium and deductible payments.

2. Create a standby insurance plan with automatic reenrollment
of MTF enroliees in case of mobilization.

3. Revise medical resource requirements determination methods,
based on enrolled populations.

4, Specify transfer prices for referrals within the military system.
5. Create a budget to replace required resources not actually
assigned to the MT¥s or diverted for operational support.

6. Establish an internal reinsurance plan to finance unusually
expensive MTT patients.

7. Resolve remaining uncertainties in personal services contract-
ing and set adequate remuneration levels.

B. Raise the MTFs’ civilian authorizations ceilings.

9. Redesign current data systems to produce data appropriate for
population-based planning.

10. Design ongoing education programs for MTF administrators
and military beneficiaries.

We have not researched thoroughly the existing legal authority for
these changes or determined the need for new legislation. However,
several of the changes listed above would clearly require legislative
approval, including the standby insurance plan, the replacement
budget, increases in civilian authorizations, and changes in personal
services contracting provisions. The MTF reinsurance fund and
changes in the resource requirements determination process will
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necessitate service regulation changes and may also need legislative
approval.

ENROLLMENT ACTIVITIES

To adopt health enrollment, DoD must establish an enrollment
mechanism and an administrative agency to conduct the actual opera-
tions of enrollment. A number of functions must be conducted by this
agency, some of which do not exist currently within DoD. Almost cer-
tainly, a complete enrollment system would require a computer net-
work and software not currently available. The DEERS system pro-
vides some of the needed capability, and CHAMPUS provides other
capabilities, but the requisite combinations do not appear currently
available in any single organization.

An analog orgapization exists within the federal government—the
FEHBP—under the direction of the Office of Personnel Management.
This office performs most of the functions required to make FEHBP
work (except communicating directly with employees), and it has total
geographic coverage for the United States. This same breadth of geo-
graphic coverage would be needed to conduct the HES enrollment
operations, not only because of the wide dispersion of retirees, but aiso
for active duty personnel in recruiting, operating reserve units, and
performing other diverse tasks.

Tasks To Manage Enrollment

Whatever organization is chosen or formed f{o conduct the HES
enrollment, it must perform & number of complex and computer-
intensive tasks, many of which are tightly interrelated.

The first set of tasks we call “family tracking.” The closest analog
to this activity currently is DEERS, but DEERS does not possess some
capabilities that would be needed in a true family-tracking system for
HES enroliment. Notably, the family tracking would have to maintain
a list of eligibility for a particular plan {not just the geographic location
of an individual), and would need a way to accommodate changes in
enrollment across plans, even if there had been no change in geo-
graphic location of an individual. These tasks require additional data
elements in the DEERS data base, new software, and assurance that
DEERS can accurately track beneficiaries’ residences, continuing eligi-
bility, and plan choices as changes occur.

Second, the open enrollment system itself must be established. This
system provides information to nonactive duty persons concerning
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options within their area (including local HMOs, etc.} and aliows them
to move from one plan to another on a predetermined basia. Most
commercial health plans will not accept open enrollment except at
predetermined times of the year (e.g., the month of March), to mini-
mize self-selection of sickly persons into the best-coverage insurance
plans.

Third, if premiums will be charged to nonactive duty persons for
high-option plans alone, or for all plans available for nonactive duty,
then the enrollment system must be able to calculate premiums for
individuals, send bills, maintain accounting systems for each eligible
person, and disperse payments or refunds to persons who move from
one MTF to another. This implies a whole set of financial manage-
ment capabilities not currently present in DEERS or CHAMPUS but
common in FEHBP and in many private health care organizations
operating for business and labor unions in the private sector.

Fourth, if copayments are used in any form where cumulative expen-
ditures help determine the copayment status of the individual, then the
enrollment system must be able to keep track of copayments by indi-
viduals and families, and send on-line reports to medical providers
about the payment status of each person. For example, if an annual
deductible is chosen, or ever if a flat copayment structure is used (as

currently under CHAMPUS) but with a stop-loss feature to protect -

families against excessive financial risk, then the information system
must track cumulative expenses paid by families. While this task
sounds complex (and it is), it has become a standard feature of many
commercial insurance plans, and it is certainly feasible, if so desired.

Standby Insurance

For the nonactive duty persons enrolled in the MTF, the HES will
need a standby health insurance plan for use in the event of mobiliza-
tion or other loss of major parts of the military medical resource base.
Upon mobilization, the enrolliment system would automatically reenroll
all MTF nonactive duty enrollees in one of the alternative plans.
Similarly, the dependents of mobilized active duty personnel would be
enrolled in a non-MTF plan. The simplest arrangement weould add
these beneficiaries to a fee-for-service insurance plan, just as benefi-
ciaries currently being served by the MTFs automatically fall back on
CHAMPUS under mobilization. However, an HES would allow the
MTFs to take additional steps toward arranging for transferring their
health care responsibilities to local civilian providers. With a known
population to provide for, agreements with local HMOs or other pro-
vider groups to smooth the transfer might be feasible. In &l other
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respects, mobilization planning for the benefits mission remains
unchanged.

A close analog exists within HMOs, whereby they provide standby
health insurance for their enrollees in the contingency that the person
becomes ill or injured in an area away from the HMO's service area.
In fact, one logical way to arrange for military beneficiaries’ standby
coverage is through commercial contracts with the same sorts of
insurance carriers as used by the HMOs for their standby plans.

Beneficiary Education

If an HES were implemented, military beneficiaries would have to
be reeducated about their health care benefits. Unless they understand
the enrcllment process, the concept of choosing a single option for each
enrollment period, and any changes in cost sharing, they will not be
able to respond rationally to the program changes. Extensive benefi-
ciary education would have to be undertaken before and during imple-
mentation to prevent beneficiaries from basing enrollment decisions on
the current system.

ALLOCATION AND MANAGEMENT OF MTF RESOURCES

The military treatment facilities currently operate in an environ-
ment that differs significantly from the environment under an HES.
0Of course, although DEERS now allows DoD to estimate the popula-
tion in any given area, the MTFs still have no idea how many benefi-
ciaries they are serving, nor who they are. In sizing the hospitals’ and
clinics’ physical plants, no consideration was given to the retired popu-
lation they might serve. Under these circumstances, rescurce alloca-
tion is naturally based on the the number of visits, inpatient days, and
other services the facility has delivered, rather than the patients it has
served.

CHAMPUS was designed specifically to fill in gaps left by the
MTFs, either geographical gaps or fluctuations in time. If an MTF has
to curtail a service, it can shift some nonactive duty patients to
CHAMPUS and minimize the transfers it must arrange to other mili-
tary or civilian providers for active duty patients. The MTF may cur-
tail a service for several reasons: (1) it loses providers, temperarily or
permanently; (2) civilian hiring, equipment purchases, or other pro-
curement is slowed by red tape, low pay rates, or authorization ceilings;
or (8) demand for the service rises. Since CHAMPUS pays fee-for-
service rates for the resource(s) missing in the MTF and for resources

X
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available in the MTF, the ability to replace the missing resource should
lead to a more efficient use of the MTF’s resources.

if, under an HES, rescurces were allocated to match each MTFg
enrolled population, adjusting for important facility and community
characteristics, patient referrals between MTFs would necessitate
resource transfers. Such a system of transfer prices does not currently
exist,

MTEF managerment in the HES environment is probably sufficiently
different to warrant an investment in management training programs.
In addition, the management information systems now being imple-
mernited throughout the military medical system may need some revi-
sion before they can fully support an HES.

Resource Requirements Determination Methods

The three military Services use similar methods, based on historical
work load, for determining the resource requirement to support each of
their MTPFs. With this method, the work load each facility accom-
plishes in one fiscal year determines its personnel and O&M budget for
the succeeding year. Facility and investment equipment budgets are
based on a list of approved projects or purchases, each justified by
potential work load, replacement requirements, and other considera-
tions. In basing personnel requirements on historical work load, this
approach assumes that each facility can and should continue to per-
form the same work load.

Under an HES, the MTT enrolls a patient population, based on its
fixed resources and provides, directly or indirectly, all health care ser-
vices to this population. The resources required by the MTF should
depend on the number, age, and sex of its enrollees, in addition to any
resources required to meet the MTF’s readiness or operational mis-
sions.

In Sec. VI, we discuss methods for setting individual MTF’s enroll-
ment targets and determining the appropriate resource levels to serve
these enrolled populations. Before an HES can be fully implemented,
appropriate methods need to be developed and calibrated to base
resources on the number of enroliee months per year at each MTF and,
potentially, on a variety of other factors, such as the age/sex composi-
tion of enrollees, facility size, major capital equipment, and the pres-
ence of training programs. Thus, for example, the enrolled population
would drive a requirement for providers, who would in turn carry a
derived requirement for support staff, equipment, and other resources.

The Air Force has developed a population-based requirements mode}
for physicians and nonphysician providers, called PRISM.- We
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consider in Sec. VI PRISM’s poiential for serving as a prototype
method for staffing MTFs under an HES.

Transfer Pricing

As we have just described, an HES requires each MTF to be respon-
sible for all services provided to its enrolled population and allocates
the resources necessary to provide these services. When the MTF
refers a patient to & second MTYF or uses the other MTF’s ancillary
services, the first MTF must transfer adequate resources to pay for the
services. Currently, referrals within the MHSS are free to the referring
facility; the referral facility receives additional resources in response to
the additional work load it performs. Although it might be feasible to
reflect expected referrals in the per-enrollee resource allotments, insti-
tuting transfer prices would give the referring MTF commanders more
flexibility and also more accountability for their referral actions. Cost
data from the Uniform Chart of Accounts (UCA) could provide an ini-
tial source of data for developing transfer prices. The UCA system
would permit the estimation of transfer prices by clinical or ancillary
service, for inpatient and outpatient care, and by faciiity type (for
example, clinic, small or large hospital, teaching center). In theory,
price schedules could be tailored for each facility; where a choice exists,
facility-specific prices would encourage referrals to the most efficient
provider. However, from our interviews, we doubt that the TJCA cost
estimates are sufficiently accurate to support facility-specific price
schedules. If necessary, a more detailed pricing scheme could be
developed over time.

To ensure an adequate referral base for the teaching programs,
transfers o the medical centers might be subsidized. At least some
civilian teaching hospitals have budgets for subsidizing the care of
patients they want to attract for their teaching programs. With an
HES, subsidizing all referrals to the teaching hospitals might be
unnecessary. Instead, following the civilian example, each teaching
center could be given a budget to be used at its discretion to attract the
patients needed to fill out its case mix. Such a budget would permit
the Services to determine the amount they devote to the teaching sub-
gidy and still give the hospitals the flexibility to gain the most from the
subsidy.

Below, we propose a budget to “replace” personnel who, while
required to serve an MTF's enrollees, are not actually assigned to the
MTTF. In a reversal of the replacement budget approach, the medical
centers could turn in some or all of the payments they receive for refer-
rals in return for additional military personnel.

‘2
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Protecting the MTFs Against Risk

Under an HES, the MTFs run two significant risks. The first is the
risk of having their actual resources fall short of the resources required
to serve their enroliees. The second is the risk of the MTFs’ enrollees
presenting abnormally costly health care needs. In implementing an
HES, provision must be made for protecting the MTFs against both
sources of risk.

Resources Risk. We believe that, under an HES, a replacement
budget is needed to supply required resources not actually provided to
each MTF. This budget could be held by the DoD or by each Service.

Currently, MTFs routinely face temporary shortages in personnel
and delays in equipment purchases. Equipment breakdowns can
usually be overcome quickly, so most delays occur for new eguipment.
Usually, this just means that the facility has to continue referring out
services that the new equipment would allow the MTF te provide in-

house., In general, therefore, equipment nonavailability does not

sericusly interrupt service delivery.

In contrast, temporary personnel shortages can be guite disruptive.
These shortages often occur when replacements for transferred person-
nel are delayed in arriving. Since many military transfers take place
during the summer, the MTFs may suffer severe shortages for one or
more months. For example, the commander at one facility we inter-
viewed expects to be without half of his obstetricians during two
months this summer. Delaying routine care will help the
obstetrics/gynecology service through this period but will also create a
backlog for the remainder of the year.

Temporary shortages also arise when personnel are required to sup-
port military operations. Recent examples include the deployments in
Grenada and Beirut. Last fall, one of the Navy hospiials we visited
lent one of its three orthopedic surgeons and supporting personnel to
an aircraft carrier for three months. Although, short of a major mobili-
zation, the medical personnel assigned to operational support may not
account for a large proportion of the total, the MTFs to which they are
normally assigned may be unable to absorb their loss.

These temporary shortages currently fall on top of other, more per-
sistent personnel shortages. Almost all of the facilities we interviewed
are staffed below their required levels of support personnel—nurses,
enlisted technicians, or both. This chronic shortage of support staff
can limit operating schegdules, prohibit in-house provision of complex
(and costly) services, and potentially decrease physician productivity.
Prohibitions against gshifting resources across budgets and end-strength
ceilings on civilian employment limit the commander’s ability to

-
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reprogram resources to overcome or minimize the effects of these and
other shortages.

Under the current system, when an MTF must curtail services,
CHAMPUS fills in on a fee-for-service basis for moest nonactive duty
patients. The new Joint Health Benefits Program, recognizing that it
is usually cheaper to replace the missing resource than pay the
CHAMPUS bill, can now contract with civilian providers to provide
services in an MTF. While this program is generally being used to
obtain needed physicians, we have learned of an instance where
CHAMPUS is contracting with a nursing registry to staff additional
ICU/CCU (Intensive Care Unit/Cardiac Care Unit}) beds. In another
innovative use of this program, an MTT has obtained agreements with
civilian obstetricians to provide prenatal and postnatal care in their
private offices but deliver the babies in the MTF. These arrangements
are simiiar to the ones MTFs would want to pursue under an HES,
although the M'TF, rather than CHAMPUS, would pay the bills.

The replacement budget outlined here offers, under an HES, the
same benefits as the Joint Health Benefits Program now does but with
fewer restrictions or limits. Under an HES, if an M'TF were to receive
consistently inadequate resources, it would have to decrease its enroiled
population, resulting in added costs under alternative health plans. A
replacement budget would allow the MTF to maintain its target enroll-
ment by purchasing contract services.

To understand how this replacement budget would work, consider a
facility with an enrolled population requiring 40 physicians and a sup-
port staff of 40 nurses and 100 technicians. However, an inadequate
supply of military physicians leaves the MTF short by 2 physicians,
and a reprogramming of medical enlisted personnel to meet shortages
in other specialties leaves the MTF without 10 technicians. In addi-
tion, the facility deploys a phywsician, nurse, and technician for three
months to support units in the field. The MTF would receive addi-
tional O&M funds for hiring civilians to replace the missing military
personnel—the replacement budget. At the same time, unless these
additional civiliang are to be hired on personal services contracts, the
ceiling on civilian authorizations may have to be increased. While the
amount budgeted to replace the MTFs’ missing resources in each fiscal
year may not cover all shortfalls, it should prevent significant interrup-
tion of the MTFs’ ability to serve their enrollees.

In general, MTFs would want to replace missing support staff by
hiring civilians. In this case, the replacement budget would cover the
pay of & civil service employee in the support specialty. Similarly, if a
civilian physician could be hired to practice in the MTF, the MTF
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would get funds to pay him; the rate could be based on civil service or
contract pay rates.

Short-term physician shortages may not be overcome in-house. If
not, the MTF will have to pay the capital costs for replacement ser-
vices. The costs of replacing the missing physician’s outpatient work
load can be fairly easily computed from schedules of usual and reason-
able charges, recognizing that the MTF can probably absorb some of
the work load with its remaining providers. Replacement funds for
inpatient care might be provided only for the missing physician’s share
of nonelective admissions.

The replacement budget for chronic personnel shortages resembles
the supplemental care budget for services the facility ¢annot support.
In both cases, the size of the budget may depend on whether the facii-
ity is supporting some care in the shortage area. Thus, an understaffed
orthopedic department may, with adeguate support, still provide many
of the complex cases, keeping down the cost of supplemental care.
Obviously, the MTF without any orthopedic capacity cannot do this.
Where some capacity exists, funds to replace or supplement the miss-
ing capacity might be set somewhat lower to encourage efficient trade-
offs between cases.

If an HES were implemented, and if MTFs could use the money
they save in a year by more efficiently replacing or supplementing their
services, the budgets could be based on actual experience. Before
implementation can proceed, however, estimates of the resources MTFs
would be given to procure additional services are needed. Very likely,
these estimates will require at least limited experience with an HES.

Patient-Related Risk. Protection against the risk of unusual
demands from the MTFs patients is a standard health system rein-
surance problem. DoD should operate a reinsurance program to pro-
tect M'TFs against the risks of having too many MTF enrollees requir-
ing kidney dialysis, neonatal intensive care, and other such costly ser-
vices.

Under this system, any individual MTTF facing more-than-expected
use of these services {most of which could bhe “bought” from other
MTFs or from other sources) would file & elaim to the reinsurance pro-
gram to recover its expenditures on these services. An alternative
approach would transfer to the reinsurance program expenditures on
patients whose utilization exceeds defined length of stay or cost param-
eters. To provide adequate oversight and prompt claim processing,
these claims would be processed at the next level of command above
the MTF (Health Services Command in the Army, a Regional Com-
mand in the Navy, the responsible operational command in the Air
Force). :
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CHANGES TO PROMOTE EFFICIENCY

Several other changes in resource management would be necessary
for the MHSS to operate an HES efficiently. We have found that the
limited flexibility across budgets, the ceilings on personnel, the slow
process for acquiring investment equipment, and inadequate personal
services contracting procedures prevent MTFs from fully using the
resources they do have. Under an HES, management inflexibility
could force the MTF to purchase supplemental services for its patients,
often from civilian providers. The DoD-wide budget for these pur-
chases will increase in proportion to the inefficiency within the MTFs.

Currently, an MTF can shift almost no resources between its invest-
ment equipment and O&M budgets, both dollar budgets. These restric-
tions are intended to prevent the acquisition of new equipment at the
expense of basic maintenance and supply purchases. However, an
MTF responsible for delivering day-to-day services to a clearly identi-
fied patient population must stock adequate supplies and maintain its
equipment in working order. Under an HES, the MTFs should be
allowed to shift funds between dollar budgets, with the requirement
that the higher-level command must approve purchases of equipment
costing more than a specified amount.

The replacement budget described above provides flexibility between
personnel and dollar budgets. However, for this flexibility to be real-
1zed, the MTFs must be given higher civilian authorization ceilings and
adequate personal services contracting procedures. If an MTF's
patients cannot get the services they require, they will reenroll in a
non-MTF plan. Therefore, under an HES, the alternative to addi-
tional civilian employees is a higher supplemental care budget.

The legislation regarding personal services contracting was rewritten
recently. However, there remains some uncertainty regarding several
issues, including the ability to contract with physician groups and pro-
vision of malpractice coverage. These issues should be resolved in a
manner that facilitates contracting.

A common concern during our interviews was that low pay rates for
civil service and contract personnel, especially physicians, would pro-
hihit the MTFs from bringing in needed personnel and would force the
MTFs to substitute more expensive fee-for-service care. Even the
current fee limit of $40 per hour for physician professional service con-
tracts may be too low to attract needed specialists in some areas.
Under an HES, the false economy of placing ceilings on pay rates and
civiian employees would guickly become apparent in even larger
increases in the MTFs’ supplemental care budgets.

~
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Data Systems

HMOs typically begin as small organizations requiring & minimum
of automated data. As they grow, reliance on decentralized manage-
ment of day-to-day operations limits the need to invest in expensive
management information systems. The MHSS is neither small nor
decentralized, so its ability to enroll beneficiaries and plan for specified
enrolled populations under a fully implemented HES would depend on
access to automated data systems. ’

With the TRIMIS, UCA, USM (Uniform Staffing Methodology),
and DEERS systems, DoD has started to implement the systems that
would support a well-run HES., However, these systems are currently
fielded in only a few MTFs and they do not always provide compatible
information. We were able to see how most of these systems operate
in the hospitals that we visited. They collect a large amount of
detailed, valuable data. However, because the hospitals can retrieve
these data only in fized formats and are still learning the data systems,
we found only limited evidence that the data were being used to
manage the hospitals.

Implementation of an HES would at the outset require that an
enrollment system, but not necessarily the other information systems,
be fully fielded. Current reporting systems, redesigned to track the ser-
vices provided to each component of the MTF’s enrolled population,
would adeguately support planning under an HES for the short run.
As the automated systems became available, the quantity and quality
of the information would increase, facilitating the planning process.
However, DoD should review these systems to be certain that they pro-
vide information consistent with an HES. For example, as discussed
above, the development of a transfer pricing scheme might require
more detailed definitions of services than now used in UCA.

Management Training

We anticipate the need to retrain hospital commanders and adminis-
trators in the management of an HES, In changing the goals of the
MTF from the achievement of target work loads to the servicing of a
patient population, an HES would place additional burdens on the
MTF’s managers to maintalh a smooth, appropriate flow of services.
Managers used to relying on the issuance of Certificates of Nonavaila-
bility when their services are interrupted would have o learn instead
how to develop mechanisms for trading off among patient demands and
supplementing their facilities’ capacities. Utilization review, which is
rarely emphasized under the current work-load-hased resource alloca-
tion system, would become a more valuable tool under an HES.
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Most of the MTFs we visited procure supplemental services without
negotiating price agreements. Moreover, procurement activities are
often handled by the local contracting office without direct MTF
involvement in the financial arrangements. These arrangements
appear to be far less sophisticated than would be desirable under an
HES. At a minimum, MTF commanders and administrators would
need additional involvement in the procurement process.

ASSURING QUALITY OF CARE IN AN HES

Instituting an HES to cover active duty dependents, retirees, and
dependents of retirees or deceased retiress requires ccnsideration of
two quality-of-care issues. First, in what way might an HES change
what is now done within the military direct care system for Quality
Assurance (QA) and Risk Management (RM)? Second, does the mili-
tary acquire some degree of responsibility for the quality of care
obtained through any non-MTF plan that beneficiaries might choose in
preference to an MTF and, if so, what might the military need to do to
exercise that responsibility?

QA in the Armed Services can be broadly defined as formal activi-
ties that attempt to ensure an optimal level of quality of medical care
within the resources available to an MTF. RM is a corollary effort
almed at avoiding fiscal (medicolegal) liability owing to potentially
compensable adverse events in patient care. The military operates its
joint QA/RM programs only for the direct care system; it makes no
provigions for equivalent oversight or intervention for patients who
obtain care in the civilian sector through CHAMPUS,

The principal QA activities are driven by requirements of the Joint
Commission on the Accreditation of Hospitals (JCAH), largely as artic-
ulated in JCAH (1981). For example, MTFs typically have a number
of QA/RM committees that meet periodically and issue reports to the
MTF commander. These committees include: utilization review, tissue
(pathology) review, pharmacy and therapeutics, blood utilization, infec-
tion control, credentials review, and an executive committee.

New Activities

QA/RM activities have been undergoing substantial change and
improvement in the last year or two. Among the issues addressed are
the following: bringing greater consistency into the programs across
the three Services and designating QA/RM coordinators at all levels of
medical command; incorporating outpatient-only MTFs more fully into
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accountability at both the MTF and the Surgeon General level;
improving credentials review; measuring health care provider perfor-
mance against specific norms, such as procedure-specific mortality
rates; and testing or phasing in an “occurrence screening” program,
designed to provide early identification of hospital-based adverse events
and patterns of substandard care. These activities have begun only in
the 1last few months, and thus the programs can be said te be in some
flux.

Quality of Care for Persons Enrolled in the MTF

At this juncture, implementing an HES would not appear to require
major changes in present QA/RM programs. Development of those
programs will continue regardless of any decisions about a possible
HES, For instance, efforts to introduce greater consistency or rigor
into the credentialing process seem desirable irrespective of any move-
ment toward a health enrollment program. As another example,
QA/RM for personal services contracting or the “shared-provider” con-
cept must be solved regardless of actions taken with regard to an HES,

Credentialing and Malprectice Liability. The credentialing process is
an Important element of the QA program. Essentially, credentialing
involves granting provisional clinical privileges to new personnei and
reviewing each permanent provider's privileges annually; it is done at
the MTF level. Where an HES would lead the MTFs to add full-time
or pari-time physicians to their staffs, the new physicians should be
carefully credentialed.

Some aspects of credentialing differ among the Services, such as
specificity of clinical privileges, mechanisms for dealing with new pro-
viders who fail to demonstrate acceptable ability to function at the
required level, and the period of time that “provisional” or “condi-
tional” privileges are given. Various reforms prompted by Tri-Service
Working Groups are underway.

Credentialing applies to any military or civilian physician employed
in an MTF; hence, essentially the same requirements for prior qualifi-
cations and periodic review of performance are applied to all types of
physicians who practice in an MTF. In theory the procedures to
separate or terminate a provider’s position in an MTF do not differ by
the type of physician (i.e., military or civilian), but anecdotal reports

ID¢D (Health Affairs) has contracted with the Health Data Institute of Newton, Mas-
sachusetts, to identify, develop, and recommend & state-of-the-art system to assess the
quality of medical care provided by military hospitals and ambulatory facilities. Because
this study is still underway, it is unlikely to influence QA activities any time soon,
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differ as to the relative difficulty of refusing to give full privileges to, or
separating or terminating, a civil service physician and & military phy-
siclan. Steps short of separation or termination include extended sur-
veillance of the provider’s practice of medicine, curtailment or suspen-
sion of privileges for some period of time, requirements for further
training or remedial training, and other forms of disciplinary action.
The process of releasing a physician from active duty or the equivalent
for a civil service physician can take well over a vear, once the physi-
cian has completed a probationary period of one vear. Therefore, a
thorough review of each new physician’s credentials would be needed
under an HES to avoid tying up the MTF in costly séparation actions.
Liability for malpractice cases rests with the military for all care
provided in an MTF, and the military’s liability extends to care pro-
vided by both military and civilian physicians. Practitioners who
would provide care under contract must provide their own coverage.

- Currently, few contract physicians provide care at MTFs, so the
usual credentialing and termination procedures rarely need to be exer-
cised. Until recently, most outside contracting was for nonpersonal
services such as radiology and CAT scans. The ability to terminate a
contract of this sort for quality-of-care reasons depends greatly on the
provisions of the contract, and the Services appear to vary in their use
of provisions that permit easy termination. The Navy, for instance,
has had experience with writing contracts for radiology services that
could be ended with relative esse in the event of poor performance.

With new legislation to facilitate personal services contracting in the
MTFs, satisfactory quality-agsurance procedures for contract physi-
cians will need to be developed regardiess of whether an HES is imple-
mented. However, an HES program may require at least some MTFs
to engage in considerably more contracting for various services than
they have heretofore. In addition, if these services are rendered “off-
gite,” the MTT has little direct way to monitor guality of care. Conse-
queritly, the MTFs should be given mechanisms to ensure quality of
care for patients treated by providers with these types of contracts.

Such mechanisms might include specific provisions in contracts
regarding the minimum qualifications or certification that must be
maintained by the institution in the case of a hospital or other facility
or by all professionals who are involved in rendering care to the patient
in question (e.p., board certification to be held by sll members of a
group practice). Other contract provisions might specify technical
requirements, such as the guality of radiclogy films, legibility of patient
records, timeliness of reports of results or test interpretations returned
to the MTF, and so forth. Yet other provisions might call for direct
communication between an MTF primary care or “gate keeper”
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provider and the specialist or consultant to whom a patient had been
referred under such contracted arrangements.

The MTFs can draw upon the considerable civilian sector familiarity
with contracting among various types of providers and institutions.
Some HMOs, for example, acquire much of their services through con-
tract arrangements; these, especially for so-called IPA (Independent
Practice Association) HMOs, may explicitly require that providers par-
ticipate in, or at least allow, a wide variety of UR {Utilization Review}
and QA activities. The Services might draw on such examples to
establish prototype arrangements for their own use.

If the MTFs can contract with large institutions {e.g., tertiary medi-
cal eenters, large HMOs), these institutions are likely to have ongoing
QA programs that would ineclude care delivered to military benefi-
ciaries. All contract providers have good incentives to deliver high
quality care if contract arrangements with an MTF constitute an
appreciable portion of their patient population, for fear of loss of those
contracts. This may become a more potent factor as the number of
specialists in rural areas continues to rnount secondary to the antici-
pated “oversupply” of physicians within the next decade or so.

Utilization Review. If an HES engenders changes in the military’s
systems for determining the-rieed for different resources and for acquir-
ing and allocating thosé resources, and if external forces continue to
drive up the costs of medical care {especially hospital care), then the
Services may wish to investigate the institution of more rigorous UR
activities than are now in place. These might include, for instance,
considerably tighter preadmission review or concurrent review of the
need for inpatient care at specific percentiles of normative
diagnosis/age/sex-specific lengths of stay. Although, as we discuss
elsewhere, UR has more to do with cost control than with quality of
care per se, nonetheless there is an overlap that might become more
significant in the HES than is now the case.

Quality of Care for Persons Enrolled in Non-MTF Plans

The Services have no direct involvement in quality-of-care concerns
in the CHAMPUS program. CHAMPUS has its own division of qual-
ity assurance, which gives particular attention to mental health and to
prescription drugs (especially those for mental health conditions). Spe-
cial review cases are turned over to the American Psychiatric
Asgociation/American Psychology Association or the Colorado Medical
Foundation. Much of this activity might be more accurately considered
UR than QA, because CHAMPUS has no way to identify or investigate
poor care that does not come to light through the screening procédures



of its fiscal intermediaries. HMOs that are participating in the current
CHAMPUS demonstration project must maintain a full QA program.

Patients who are dissatisfied with their care in the fee-for-service
system are free to change providers, file complaints with local medical
societies or designated CHAMPUS offices, institute malpractice suits,
ar undertake other such remedies as are open to nonmilitary patients
generally; they can also attempt to obtain care from & local MTEF.
Claim denials and other problems can also be appealed or reported to
CHAMPUS.

Currently, therefore, the Services have no lisbility for malpractice
problems arising from care obtained by patients through CHAMPUS,
even if the patient has been “disengaged” to CHAMPUS because of the
nonavailability of a particular service at a particular MTF. The ques-
tion of whether the Services are liabie in cases in which care has been
purchased on behalf of a patient at a civilian facility (i.e., not through
CHAMPTUS) remains ambiguous.

One interpretation of the conditions of an HES is that the military
continues not to have responsibility for the quality of care obtained
through non-MTF plans. This interpretation rests on the provision in
the HES concept for beneficiaries to choose from two, and perhaps
more, health plan options. Conseguently, full access to care and free
choice of providers are maintained. This approach should, therefore,
minimize the Services’ responsibility for gquelity of care and liability in
the event of poor care.

Another interpretation would recognize that the Services take on the
responsibility of allowing only certain plans to participate in the HES
{e.g., if they certify that only specific HMOs or PPOs will be included
In the program or select only one or two carriers to underwrite a stan-
dard nationat plan); then arguably they also acquire a QA responsibil-
ity. Hence, it seems plausible to expect that selection of alternative
plans to participate in the HES would be based in part on gquality-of-
care considerations. For example, HMOs might be required to be
federally qualified and to have documented, ongoing QA programs.
Procedures and criteria used by the Office of Personnel Management
to administer the civilian FEHBP could serve as analogs for systems
that the Services might establish.

Consideration might nonetheless he given to a variety of complaint,
grievance, and appeal mechanisms. For example, a “patient ambuds-
man” from the local MTF or HES regional office might be available to
intercede or mediate in cases when patients believed they had been
poorly treated or subjected to discrimination. Obviously, patients who
are dissatisfied with care in the fee-for-service sector can change pro-
viders, perhape with the assistance or advice of such an ombudsman.
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HMOs often maintain active grievance offices of their own, to which
enrollees could take complaints directly. In special cases involving sig-
nificantly substandard care, consideration might be given to allowing
beneficiaries to disenroll from an HMO before the beginning of the
next “open enrollment season.”



VI. SETTING ENROLLMENT TARGETS

Establishing appropriate enrollment targets is central to the success
of a health enrollment system. Targets set too low result in unneces-
sary resource expenditure and increase system costs. Assuming reason-
able MTF efficiency, increased costs occur with underutilization of
MTFs because individuals not enrolled in the MTF must be enrolled in
another plan. Targets set too high may reduce quality of care and may
lead to attrition of membership through dissatisfaction with the MTF
care system.

To attempt to identify targets that neither undersubscribe nor over-
subscribe the MTUHs, the Services would have to rely on current data
on beneficiary utilization rates and MTF productivity factors. Both
should change with the implementation of an HES. Even if change
were not expected, the data systems used under the current system
cannot accurately describe beneficiary utilization and MTF produc-
tivity.

These data shortcomings argue against full and immediate imple-
mentation of an HES. They do not argue against implementing an
HES in a limited number of areas to gather further information. With
some actual experience under an HES and the collection of appropriate
data on utilization and productivity for an enrolled population, the
MHSS could develop the tarpeting parameters needed to plan ade-
quately for full implementation.

Qur evaluation of the feasibility of setting enrollment targets was
guided by a general enroliment targeting model, described below. More
specifically, we assessed the feasibility of transforming the Air Force's
PRISM into a targeting model. We found that although PRISM could
suffice as a starting point for assigning people in a demonstration, it
could not support a full HES Implementation without substantial
modification. For a demonstration to provide information for modify-
ing PRISM, it should vary the resource/enrollment ratios sufficiently
to observe utilization and health outcome responses to different
resourcing levels.
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A GENERAL STRUCTURE FOR AN ENROLLMENT
TARGETING MODEL

To evaluate the feasibility of targeting enrollment under an HES, we
developed a general model that could be used to target enrollment lev-
els for each MTF, based on the resources currently available to the
MTF and the resources it could purchase from other sources. The
model assumes that these additional resource purchases would be made
on a per unit basis at a fixed price within the military or the commu-
nity, Our approach assumes that the MTF can attract as many enrol-
lees as the model targets and that the enrollees will represent a random
selection of the MTHs eligible population,

This prototype model takes the form of a simple linear programming
model. For each MTF, the mode! determines the number of MTF
enrollees and non-MTF enrollees and the amount and mix of addi-
tional resource purchases made by the MTF. These quantities are
selected to minimize total costs within the area. The model imposes
one constraint for each resource category to insure that adequate
resources are provided for each enrollee either from MTF resources or
from purchased services. Enrollment is limited to the number of bene-
ficiaries within the area, and anyone not enrolled in the MTF is
enrolled i the non-MTF plan.

The model could easily be extended to include referrals and transfers
into and out of the MTF. This extension would require the develop-
ment of transfer prices by resource category and estimates of the
amounts of care that should be referred out and referred in. Another
extension could establish enrollment targets for each military benefi-
ciary category.

The approach we have posed determines enrollment targets for the
available resources in the individual MTFs and ignores central resource
allocation issues that would reconfigure the system based on peacetime
costs, We chose to pursue a decentralized option hecause we were not
convinced that peacetime costs were the sole criterion surrounding sys-
tem configuration, and we preferred to concentrate our focus on the
need for and development of adequate utilization measures. Qur for-
mulation could be embedded within a central resource allocation model.

This enrcllment targeting model requires estimates of each MTEF’s
capacity, enrollee utilization rates, the total number of beneficiaries eli-
gible to enroll in each MTF, and costs. The first step categorizes the
set of resources that are used by enrollees; that is, outpatient physician
services by specialty, outpatient ancillary services, inpatient physician
and ancillary services, and hospital services. For each resource
category, the model requires 2 measure of the MTF's capacity and the



expected use of that resource for an individual enroliee. Of course, use
would vary with the copayment plan chosen (see Sec. III). It is well
established that medical utilization alsc varies as a function of age and
sex. In Sec. II, we presented evidence that it may also vary as & func-
tion of the enrollee’s military status, that is, active duty, active duty
dependent, retiree, retiree dependent, or survivor. Therefors, the
expected use of each resource per enrollee would equal the weighted
average of the use of each age, gender, and military status group. The
weights depend on the compositior: of the beneficiary population eligi-
ble for enrollment in the MTF.

Finally, cost data must be developed. The model selects the enroll-
ment target that, given the MTF’s initial personnel and other
resources, minimizes the total cost of providing health benefits to all
beneficiaries in the area. Therefore, the model requires reasonable
estimates of the costs of providing services to MTF enrollees, including
purchases from outside sources, and the costs of enrclling the
remainder of the population in non-MTF plans.

Existing data systems were not designed to collect the types of data
required to support an enrollment targeting analysis. These systems
are most deficient in their ability to measure the total use of each med-
ical resource by enrollees with different demographic characteristics
and military service affiliations. Without an enrollment system, keep-
ing track of who uses the system for what portions of their care is diffi-
cult. For this reason, the data present an incomplete picture of the
total care received by different iypes of beneficiaries. When DEERS is
fully operational, the MTFs will have a more complete picture of their
potential beneficiary population. However, DEERS will not solve the
problem of knowing what portion of the beneficiaries’ total care is
sought within the military health care system. The problem of defin-
ing system participation is not unique to the military. Although
periodic surveys of users provide much useful evidence, the problem
may only be resolvable with an HES.

In several additional ways, the current data systems fall short of the
reguirements for an HES. The outpatient data systems do not contain
suffictent detail either on the beneficiary or the type of service
received. Some of this may change with the introduction of the
TRIMIS outpatient scheduling system {TRIPAS—TRIMIS Patient
Appointment and Scheduling). However, TRIPAS does not appear to
have been designed to produce data on treatment patterns and patient
utilization profiles.

The TRIMIS inpatient and ancillary systems similarly will provide
detail for each MTF on overall use of particular resources but may not
provide complete patient profiles over time.



Data on the amount and types of care purchased in the civilian sec-
tor are particularly lacking. CHAMPUS data provide a partial picture
but it is incomplete. Patients relying on other insurance and those
with expenses below their CHAMPUS deductible do not file claims. A
1977 Rand survey for the Air Force found that only 30 percent of
retirees residing within 50 miles of nine Air Force bases and using
civilian care had used CHAMPUS to pay for their last visit.!

Other data systems such as the UCA and the USM report only
aggregate data and are just now undergoing data validation checks.

As a consequence, we feel that the establishment of a demonstration
and evaluation project that incorporates variations-in resource levels
would greatly assist in the successful design of an HES. The evalua-
tion should incorporate quality-of-care and patient satisfaction con-
cerns as well as cost and acceptability issues,

MEDICAL CARE USE PATTERNS

We anticipate that the pattern of medical care use would change
under an HES for two reasons. First, as we discussed in Sec. III, the
MTF enrollees’ utilization would be expected to decline if cost sharing
were introduced. Second, the incentives for providers to undertake
various treatment patterns differ markedly under an HES from current
incentives.

Currently, an MTF’s output is measured in units of service. Most, if
not all, resource allocation is based on past levels of output. Additional
resources are obtained by increasing (temporarily) the work load of
existing resources. By contrast, in an HES, resources would be
assigned based on the number of enrollees and their expected, rather
than sctual, utilization. The MTF gets no additional resources for pro-
viding more visits, hospital days, and ancillary services except for
unusually extended and expensive cases.

The patterns of medical practice and case management would
change over time in response to the different incentive structures.
Anecdotal information acquired during the course of our interviews
suggests that the case management practices in some MTFs may be
more congervative and significantly more resource intensive than those
observed in the civilian sector. Some of the differences may arise from
different needs within the military and may be desirable. We observe,
however, that the same modes of practice may be adopted for nonactive
duty beneficiaries, for whom it is less clear that this is warranted.

1Jolly (1980) describes this survey.



While the detailed data needed for enrollment targeting are not
currently available, we have made some gross utilization comparisons
between the military Services, the civilian sector, and HMOs. We did
this to gain a better understanding of where we might draw upon other
systems for data and experience that are otherwise lacking in the mili-
tary. Health maintenance organizations with their well-defined,
enrolled membership potentially offer the greatest similarity to a
health enrollment system and therefore the richest comparison for
what may ultimately be achieved. Enrollment targets under an HES
should be readjusted to reflect changing utilization, allowing time to
recrient practitioners and to understand the implications of new incen-
tive structures and how desirable outcomes are achieved.

In Appendix B, we describe in detail the utilization comparisons we
made. Table 3 summarizes our findings. To obtain the actual military

Table 3

COMPARISON OF ACTUAL MILITARY USE RATE AND THAT PROJECTED
FROM CIVILIAN DATA: CONUS CATCHMENT AREA POPULATION, FYa2

Actual
Military Projected
Usex Rate Civilian Rate
OQutpatient visits
Active duty 9.6 3.4
Active duty dependents 7.8 5.0
Retirees, survivors, 4.5 4.8
and dependents
Hospital days/1000
Active duty 1216 558
dctive duty dependents §51 629
Retirees, survivers, 868 1230

and dependents

SOQURCES: RAFS; Office of CHAMPUS (1982); NCHS (1982); PRISHM
civilian outpatient visit rates.

aArmy and Air Force active duty personnel only. The Navy
figure of only 2.2 visits per year apparently does not include
shipboard wvisits.



rates, we calculated the total utilization of MTF outpatient and
inpatient services and services for which CHAMPUS claims were filed.
We divided that sum by the number of beneficiaries living in CONUS
40 mile catchment areas. Civilian rates were projected for each age/sex
group from national civilian data and avereged by beneficiary type.
Active duty family members show much heavier utilization patterns
than their civilian counterparts do. The observation that active duty
dependents share their sponsors’ high use rates reinforces the supposi-
tion that physicians tend to adopt one style of practice for all patients.
On the other hand, consistent with findings from the 1978 utilization
survey and Rand survey data from the same period, the low utilization
of retired beneficiaries reflects their wider use of out-of-gystem care.

These military use rates appear even more striking when compared
with HMO use data collected in 1981 by the Department of Health and
Human Services.? Only 10 percent of the HMOs reported more than
five physician encounters per member per year, and only € percent
reported more than 700 hospital days per 1000 members.

The disparity between utilization patterns observed in military and
civilian settings suggests that an HES could substantially alter the mil-
itary medical use patterns. Unless the bemneficiaries’ and providers’
reactions to an HES were first calibrated in a demonstration, enroll-
ment targeting under an HES would be subject to considerable uncer-
tainty.

ESTABLISHING PRELIMINARY ENROLLMENT TARGETS

While DoD does not have the data to support the type of model out-
lined earlier in this section, the Air Force’'s PRISM provides data that
can be used to develop enrollment targets for a demonstration, but not
for a full implementation of an HES. In Appendix C, we approximate
these calculations for DoD as a whole and for three prototype facilities.
Essentially, cur method inverts PRISM calculations to determine
enrollment capacities, given fixed staffing resources (PRISM calculates
desired staffing, given the enrollment targets). Our calculations do not
incorporate any of PRISM’s refinements, and can, at best, be con-
sidered approximations. The method can be used to establish sensible,
gystematic enrollment targets for further study. The procedure does
not establish “optimal” targets and costs have not been incorporated.
Below we identify some of the limitations of using PRISM for

We could not adjust the HMOQ data for differences in age/sex composition. However,
the HMO population ig unlikely to differ significantly from the relatively young and
healthy military population. .



establishing targets. We also indicate some uncertainties and their
potential effects. A well-designed demonstration and evaluation pro-
gram could remove some of these uncertainties. )

The first column of Table 4 displays our calculations for the
estimated maximum number of enrollees that could be treated by mili-
tary physicians within each medical specialty. These figures range
from 2.3 to 8.6 million enrollees, indicating that the current mix of pro-
viders differs markedly from PRISM’s desired mix. Since providers in
some specialties substitute for those in others, these capacity figures
need to be viewed with some discretion. In general, the surgical spe-
cialties appear to be in shorter supply than the primary care and
obstetrical services.

With such a wide range of enrollment capacities, a reasonable target
15 difficult to establish. The estimated family practice enrollee capacity
exceeds the size of the entire catchment area population of approx-
imately 6.3 million persons. Based on the projected adequacy of family
practice staffing, one strategy might be to enroll all beneficiaries in the
catchment areas and plan to purchase or contract for a significant
amount of care, particularly in the surgical specialties. This strategy
would require that, in both internal medicine and surgery, over one
million visits be added; in other words, 17 percent of all visits would be
supplemental care visits.

The second and third columns in Table 4 show the amount of sup-
plemental care needed for a more conservative target of five million
enrollees. At the lower enrollment target, excess capacity occurs in
family practice. This excess capacity could potentially be used to pro-
vide the more straightforward care in other specialties such as internal
medicine, dermatology, and allergy. These PRISM-based estimates
also indicate that the pediatrics and cbstetric/gynecology work loads
can be treated within the MTFs, excepting only the most complex
cagses. Even without the inclusion of some simpler specialty work load
in the family practice work load, supplemental visits represent only 8
percent of the work load. Allergy and otolarynpology are the only ser-
vices with less than half the “desired” capacity.

Inpatient needs are not modeled directly in PRISM. It does not
directly consider inpatient referral needs or constraints imposed by
facility capacity or equipment deficiencies, Only the physician special-
ties that are staffed from patient utilization rates are included; we
could not establish capacity figures for ancillary physicians (radiclo-
gists, pathologists, anesthesiologists, etc.).

Several examples demonstrate the importance of some of the
assumptions embodied in PRISM. First, strong assumptions regarding
the behaviors of different beneficiary groups have been incorporated
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Table 4

ESTIMATED ENROLLEE CAPACITIES USING PRISM MEASURES OF USE AND
PRODUCTIVITY: TOTAL ALL MILITARY SERVICES®

Supplemental
: Care as % of No. of
Hax. No. In-House Care Supplemental
Specislty of Enrollees (5 mil. Enrollees) Visits
Family practice® 6,772,655 - 26 --
Pediatries®.d 5,323,68% - 6 --
Internal medicine® 4,485,000 +11 309,000
Surgery 3,166,667 + 59 750,600
Urology 5,113,208 + 61 200,000
Ophthalmology® 4,626,804 + & 36,200
Optometry 8,573,196 -- --
Otolaryngology 2,455,738 +104 465,600
Orthopedies £ 3,555,155 + 41 280,300
Podiatry : 4,163,077 + 20 54,400
Dermatology 3,526,326 + 42 316,840
Ob/gynd, & 5,126,679 - 2 -
Allergyh 2,350,000 +113 --
NeurologyD 3,850,000 + 30 -
Totel suppl. visits 2,612,940
Percentage of all visits 8

aFifteen percent of all manpower is overseas and has been eliminated
from the analysis, Physicians in asdministrative snd nonpatient care
positiens are not considered. Civilian providers and physicians in
training are not included. Hanpower figures come from Washington Head-
quarters Services (1983).

bPhysicians in aviation medicine and undersea medicine spend half
time in nonpatient care activities and half time in family practice.
A1l physicians' assistants are assumed to be in primary care. Indepen-
dent duty corpsmen are not included,

“Half of all pediatric and internal medicine care performed in MTFs
with fewer than 100 beds.

d .

Nurse practiticners are allocated half to pediatrics and half to
ob/gyn.

®One-third of the work load must be treated by ophthalmelogists,
two-thirds by optometriscs.

fThree-quarters of the work load must be treated by orthopedists,
one~quarter by podiatrists.

8200 total midwives are assumed.

hAllergy and neurology provider ratios are one to 50,000 enrcllees
and are consequently invariant te assumptions regarding work load
changes.
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into the calculations. Relatively little evidence exists to identify the
better assumptions, and good arguments can be made for alternative
hehavioral responses. As a baseline for comparison, PRISM assumes
that active duty personnel use more than twice the amount of outpa-
tient care that comparable civilian populations use. PRISM also
assumes that active duty dependents use 30 percent more care, but
retirees and their dependents use medical care at the same rate as the
civilian population. The available data on retirees and their depen-
dents are the least complete, but there is no reason why the retirees
should be the only beneficiary group to resemble their civilian counter-
parts.

To test the effects of these assumptions, we studied how supplemen-
tal visits needed for different enrollment targets would change with the
behavioral assumptions. We considered two polar cases. Both
hypothesize that retirees and their dependents actually behave like
active duty dependents when enrolled in an MTF. In one case, we
agsumed that both groups use 30 percent more care than comparable
civilian populations and in the other that use matches a comparable
civilian population’s use. The first case is consistent with the absence
of copayments, whereas the second would be expected with the intro-
duction of a significant copayment. More than double the number of
supplemental visits are needed for the first case In contrast to the
gsecond. As a percentage of total visits, supplemental care increases
from I3 to 21 percent with a high enrollment target and from 7 to 12
percent with a lower target.

PRISM was developed to establish desired staffing patterns and does
not consider substitutability among providers. Since we invert the
logic of PRISM, to ask about the capability of a group of providers, we
confront this omission. PRISM distributes utilization across physician
specialties according to data on civilian specialty utilization that may
be inappropriate for the MTFs. The results in Table 4 suggest that
PRISM distributes a larger portion of the primary care work load to
gpecialists in internal medicine and pediatrics than would be consistent
with current MTF staffing patterns. We looked at the effect of
assumptions about substitutions in our three prototype facilities, and
found that more liberal substitution could reduce the need for supple-
mental visits to one-half or even one-third of the originally modeled
levels. We cannot comment on the advisability or adequacy of & par-
ticular specialty mix, but we present this analysis to emphasize the
need for better information to use in targeting enroliment populations
and estimating the MTF resources required to care for the enrollees.

We have not considered how the military residency programs could
be incorporated in a targeting model. Residents impose additional
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responsibilities on a facilities’ regular physicians, reducing their ahility
to deliver patient care, but the residents also deliver patient care. The
net effect of the residents’ activities needs to he assessed and incor-
porated into a fully operational HES.

Referral capacities could be incorporated into our method, once
accurate estimates of the referral work load by specialty have been
established.

PLANNING FOR THE LONG RUN

Carrying out the MTF-level calculations would provide the first step
in a series of analyses that would help determine the most appropriate
allecation of resources across MTFs and the choice of optimal number
of MTF enrollees.

The allocation of manpower across MTFs can be assisted by noting
where particular specialties are in comparative excess and where they
are in the greatest shortage. (Since physicians and other providers are
paid different amounts across the country, this comparison should
account not only for the amounts of manpower, but their relative cost
in the private sector.) This should provide the first step in increasing
the efficiency of the available MTF provider resources.

Next, this approach allows a direct calculation for the added supple-
mental care resources needed t{o enroll, say, an additional 1000 people
into a given MTF. In the PRISM environment, we again remind the
reader, only manpower resources are considered as constraints. In a
more complete model, space and other resources should also enter this
calculation. The choice of adding enrollees in the MTF versus non-
MTT plans can center on the added supplemental care {or providers)
needed versus the costs of the non-MTF plan. As MTF enrollment is
expanded further, more of the added care will have to be purchased in
the private market and, eventually, space and other resources will
become binding constraints. At this point, the optimal enrollment of
the MTF will have been reached. But until the MTF’s physical capac-
ity is approached, it will likely be cheaper for the HES to enroll further
numbers of people into the MTF, reducing non-MTF enrollment com-
mensurately.



VII. ISSUES AFFECTING DESIRABILITY
OF AN HES

POTENTIAL GAINS FROM AN HES

To assess the desirability of an HES, DoD must consider effects on
cost, access by active duty and other enrollees, quality of care, effects
on readiness, operational support, ability to conduct special programs,
and effects on medical training programs. Choices of copayment, tar-
get enrollment, health allowances and premiums, and the generosity in
providing resources all can affect each of these areas of concern.

The potential gains from developing an HES arise in several ways,
These include:

s DBetter basis for planning and managing the MTF system.
¢ Improved incentives for resource management.
* Enhanced quality of care.

We discuss each of these in turn.

Improved Planning and Management

Enroliment provides a basis for planning and for staff evaluation
that cannot meaningfully exist in the current environment. Nobody
knows how many people are under the care of any individual MTF
currently. DEERS estimates of the number of people in a catchment
area differ from estimates of the service area population provided to us
by MTF commands. In many cases, the MTFs heid more than twice
as many active records for outpatient care than DEERS assigned to
catchment areas.! -

In this environment, only one basis for planning and evaluation of
performance 13 feasible—counts of activities performed by the MTF.
Thus, resource allocation in the military medical care systems is typi-
cally driven by historical activity loads. MTFs gain more resources by
recording more visits, hospital days, pharmaceutical prescriptions

YThis is not necessarily an accurate indicator of the size of the active patient load in
an MTF. Ambulatory records are commonly kept in the MTF until inactive for twe or
three years; then the records are sent to central warehouses. Thus, any MTF may have
more “active” records than active patients. This phenomenon is exzacerbated if the MTF
cannet accurately find and remove all “dead” records. '
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dispensed, etc. The incentive structures imposed on MTYF commanders
are incompatible with careful and well-reasoned delivery of care in an
efficient way to the widest possible population.

We do not believe that the MTFs are (necessarily) poorly managed
at present. On the contrary, we observed considerable evidence that
MTF commands respond in their decisionmaking to the incentives
posed to them., And we anticipate that, if faced with different incen-
tives to care for a given group of enrollees, they will be able to respond
equally well.

In addition, evaluation of hospital commanders and their staffs
would become much more direct under an HES as we have proposed.
Basically, each command would be endowed with the same matchup of
resources and enroliees. In this environment, appropriate measures of
MTT performance abound: Do patients willingly enroll? Is the turn-
over rate of enrollees low or high? And similarly, within any com-
mand, the task of evaluation of individual providers should also become
easier. Under the current structure, both commanders and their staff
are evaluated on the basis of visit-counts and comparable targets.
Unfortunately, clinic visits, prescriptions, hospital days, and procedures
are not the desired final product of a medical organization. Rather,
these activities are inputs into the process of healing sick people and
maintaining the well-being of healthy people. The proposed HES
refocuses the organization to these tasks, rather than providing incen-
tives to maximize the numbers of reported visits and so forth.

Patterns of Medical Care

One can readily observe the logical consequences of the current sys-
tem. Although we gathered only informal indicators, we feel confident
that a more formal study would provide similar indications of how
current MTF staffs have responded to the present incentives. For
example, we were told in the MTFs we visited that a customary length
of stay for a normal ohstetric delivery would be four or more days
(looking across the range of hospitals we sampled). - Current practice in
the private sector suggests that a two to three day stay is appropriate.
Similarly, we found considerable variation in the rate of revisitation
suggested for patients under treatment for chronic tllness {such as dia-
betes or hypertension), sometimes with such revisits occurring monthly
for a patient under stable control. This rate exceeds common eivilian
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practice. The prescription rates we observed commonly in MTF facili-
ties appeared also to exceed civilian rates by large factors.”

It is possible, of course, that the extra medical care provided in the
MT¥s produces higher quality care than the civilian sector. But the
evidence from Rand's Health Insurance Experiment suggests that little
if any extra health is gained from the additional visits consumed on
full coverage insurance plans. And each medical encounter also runs
the risk of hospital-based infection or other treatment-related disease.®
On net, the casual evidence we have been able to gather in our visits io
MTFs suggests that a different style of medical care would emerge
from an HES—one with more appropriate attention on the patient and
less on the production of countable medical encounters. This may also
induce better patient triage systems, such as commonly found in civil-
ian HMOs.

Enhanced Quality of Care

Quality of care should also rise under an HES, if for no other reason
than an improvement in continuity for some patients. As our evidence
in Sec. IT shows, the amount of “crossing over” between systems is sig-
nificant, but not as large as anecdotal evidence might have suggested.
Nevertheless, the enhanced continuity arising from the enrollment pro-
cess should, if anything, increase quality of care.

The other side of the quality-of-care coin is the likely necessity for
MTFs to rely more heavily on contract, rather than uniformed, provid-
ers. Our studies have convinced us that the mechanisms in place in
the MTFs now to monitor quality of care and individual providers
could function well in the HES environment.

Determining the prescribing rate per person frested per vear in the MTFs is not
literally possible, of course, since nobody knows how many patients are being treated.
But we commonly chserved prescription rates as high as 8 to 12 per year per person
thought to live in the catchment area. Since significant numbers of persons within each
catchment area never use the MTF for care (see Sec. 1), these rates lkely undersiate the
annuel rates of prescriptions filled by MTF users. Of course, the apparently high rate of
prescribing may simply indicate that the patient load in an MTF exceeds that shown in
the RAPS system by considerable amounts. The comparable civilian rate i= approx-
imately four prescriptions per person per year. See Kaspar (1982).

2Gee Kane (1980) for a discussion of dector-induced iliness.
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STUDY CONCLUSION: AN HES DEMONSTRATION
IS MERITED

These and other considerations suggest to us that the potential gains
from conversion of the military health care system to an HES offer
enough promise fo merit further study and analysis, preferably includ-
g a demonstration or experiment. We cannot know until more evi-
dence is in whether the potential gains more than offset the potential
and predictable costs, but we also recognize that a demonstration may
fail where & fully implemented system would succeed.

Further, there can be no definitive statement on the desirability of
the HES concept without specifying the HES structure more com-
pletely. For many of the issues, further study is needed before making
appropriate choices. We feel confident, however, that the gains that
could emerge from an HES make further study desirable. In consider-
ing an HES, DoD must make a number of determinations about orga-
nizational structure, cost, and equity/efficiency tradeoffs. We cannot
make such judgments for Do), but we do provide evidence on how
important such decisions appear, and we assess {crudely) the conse-
quences of several prototype choices.

SYSTEMWIDE COSTS OF AN HES

Our analysis suggests that four critical variables will alter the total
costs of an HES greatly. The crucial choices include:

How many people should the MTFs enroll?
What copayment structure should the nonactive duty enrollees
face?
What health allowance should be provided to enrollees?
What insurance premiums should enrollees pay?

+ How should resources be added to MTFs as enrollment
changes?

We have noted that the target emrollment specified for the MTF
system could markedly alter the system’s total cost and access. We
described in Sec. VI our studies on alternative ways to reach the target
assignments.

We have also provided evidence in Sec. III about the cost conse-
quences of various copayment plans for nonactive duty beneficiaries.
In that discussion, we also introduced the concept of a health
allowance and showed how it could offset the effects of copayments, if
desired by DoD.
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Before increasing the target enroliment for the MTEF system, one
must consider eventual firm limits that will be reached at each MTF.
Inpatient bed capacity represents one eventual constraint, but it is
unlikely that inpatient beds will ever be the most binding constraint,
given the large capacity held in reserve for wartime casualties. Qther
capital constraints, e.g., ambulatory clinie space, may be fairly binding,
but these can be augmented more easily through temporary quarters or
rental of commercially available office space, or through expansion of
outlying clinics under the control of MTFs. Staff constraints may also
he important, particularly with the Congressionally imposed restric-
tions on overall military authorizations and civilian employment. Con-
tracting for provider services provides one way to augment staff even
when such constraints hind. And finally, adding more patients will
always require additional “consumable” supplies, such as x-ray films,
food, pbarmaceuticals, bandages, and disposable equipment. And
within most (if not all} MTFs, supplemental care must be purchased
for those services that the MTF cannot provide.

Each of these possible constraints (possibly excepting inpatient
capacity) can be relieved by spending more money, but we cannot
meaningfully discuss increases in the MTF patient load without also
talking about the level of additional financial resources supplied to the
MTTF for each additional patient. At a minimum, one could supply the
“consumables,” with any difference in demand from the new population
buffered through queuing by patients, greater work effort by providers,
or changes in the patterns of medical practice allowing more patients
to be seen (on & long-term basis). In subsequent simulations, we will
describe this as the “low incremental budget” plan.

Alternatively, one could provide more complete financial support for
added patients, ranging eventually to long-run incremental cost of new
patients. Expanding MTF enrollment with such matching resources is
described in subsequent simulations as a “full incremental budget”
plan.

‘We are now in a position to simulate the total costs of an HES and
to show how important aspects of an HES vary along with these cost-
affecting decisions. Our purpose here is to illustrate the consequences
of these major policy choices, not to provide highly accurate cost and
outcome predictions. Indeed, it is impossible to predict with certainty
the costs of an HES, if for no other reason than we have no empirical
basis by which we could measure gains in efficiency in the MTFs aris-
ing from the change to an HES. And similarly, we have no empirical
basis to know how the style and quality of medical care might change
under an HES. Thus, what we provide are only illustrative estimates
of costs under a wvariety of assumptions. At the same fime, we can
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address how the assumed choices affect other important cutcomes that
blend together to determine the desirability of an HES.

To assess how these choices affect total HES costs, we have con-
ducted a simulation, bringing together a variety of data from different
sources. Briefly, we have used data from Rand’s Health Insurance
Experiment to predict the costs of providing care under various
insurance plans (full coverage, 25 percent copayment with a cata-
strophic cap, and a $250 per person deductible in 1984 dollars). These
data show total costs and insurer costs on an age- and sex-specific
basis for these plans. We then assess the mix of people most likely to
enroll in an MTF, using historical data on patterns of use. Costs of
the non-MTF enrollees are calculated by combining these two sources
of information. Appendix D provides the computer program used in
this simulation.

We presume in making this simulation that those persons now using
the civilian sector would coatinue to enroll there, and those using the
MTF system would continue to prefer enrollment there. As we expand
MTF enrollment {parametrically) in our simulation, we first “enrcll”
active duty, then those nonactive duty persons currently “quasi-
enrollied” in the MTF, then those predominantly using the MTF, then
those predominantly (but not exclusively) using the civilian sector, and
finally (as MTT target enrollment expands sufficiently) those persons
now currently using the civilian sector alone. This exercise is carried
to this extreme only to point out how far enrollment at the MTFs
would have to expand to reach that group of people not currently using
the MTT aystem at all. As we “enroll” each of these groups into the
MTF in our simulation, we use the observed age/sex mix of the nonac-
tive duty population (matched to estimated costs for each of those
groups) as a basis for calculating the added non-MTF health costs to
DoD.

The total ¢osts under each insurance plan were estimated from origi-
nal Health Insurance Experiment files. Separately, we calculated the
proportion of all total costs paid by the insurer under each of these
three plans.! Naturally, for the full-care plan, 100 percent was paid by
the insurer. For the 25 percent copayment plan and the $250 (1983
dollars) individua! deductible plan, the fraction paid by the insurer was
identical (by coincidence)—82 percent. This exceeds the 75 percent
that one might expect because of the stop-loss feature of the insurance
plans, whereby the patient received 100 percent coverage after total
payments during the year exceeded a predetermined amount. (The

*We would like to thank Arleen Leibowitz and Emmett Keeler, both senior research-
ers at The Rand Corporation, for assistance with these estimates.
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cost consequences of providing this catastrophic protection are not
large, as discussed in Sec. III.) We adjusted total expenses on the two
copayment plans by the 82 percent factor to estimate the actual costs
that would be incurred by DoD to provide such insurance coverage to
non-MTF beneficiaries. _

To these costs, we add costs of operating the MTF system. We
parametrically vary the number of persons enrolled in the MTF. As
we increase the number of enrollees, we add to the MTF budget to pur-
chase additional resources and supplemental care. {Other parts of the
MTF budget do not vary greatly with patient load, including equipment
replacement, fuel, electricity, janitorial services, ete.). Our low incre-
mental budpet does not add new staff as more people are enrolled in
the MTF, This represents one extreme choice that DoD) might make
{albeit an unlikely one). In these simulations, we add $50 per enrollee
per vear above the assumed base-case enroliment of the MTFs.

In the other case—the full incremental budget—increased assumed
enrollment causes dollar budgets to be augmented by the average vari-
able cost observed in the military health care system ($350 per person).
This is the most pessimistic assumption we might make regarding
overall cost of the HES,; it assumes that no efficiency gains arise from
the change in structure and incentives.

In all cases, we must assume some base level of “equivalent” MTF
activity. This choice must necessarily be arbitrary, since the true value
cannot. be observed. We have selected four million persons for our
base case simulations. The portrait we portray is not sensitive at all to
this choice, although (of course) individual numbers do vary as we alter
this assumption. Qur purpose, recall, is to show how costs vary with
decisions about the structure of the HES. For these purposes, our
assumption about the current “equivalent enroilment” is not critical.

The third parameter we vary in the simulations is the “net pre-
mium” charged to HES enrollees—any health allowance provided
minus any premium charged to the enrcllees. If the health allowance
iz positive and no premium is charged, the net premium iz negative,
and if a large premium is charged, relative to the health allowance, the
net premium becomes increasingly positive. Of course, as discussed
above, the premium or health allowance structure can vary hy rank,
and by beneficiary class (active duty dependent vs. retiree, for example)
at the discretion of DoD. We report here only the consequences of an
average per enrollee.

An average net premium of $100 per enrollee ({0 pick but one exam-
ple) need not be achieved by charging that identical premium for each
person. For example, given the current mix of adults and children in
the nonactive duty population, a $100 average could be achieved with
premiums of (approximately) $120 for adults and $50 per child.
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We provide tables, each with a number of entries specifying total
HES costs {in billions of 1983 dollars). For example, to determine the
cost of one possible HES configuration, consider the case of a 25 per-
cent copayment, with five million peopie enrolled into the HES, under
the assumption that full incremental resources are added as enrollees
are added, and that a net premium of $100 is charged to the single
enrcllee. This combination (25 percent copayment, high incremental
budget) is shown in Table 6b. At the row for $100 net premium, for
five million enrollees, we find a predicted total HES cost of $5.4 hil-
Hon. Similarly, the simulated cost is $7.3 billion for a full coverage
plan with no premium and no health allowance (net premium is zero),
with four million MTF enrollees, and the low incremental budget, as
shown in Table 5a.

These simulations assume that no private insurance is held by indi-
viduals enrolled, and therefore that no benefits are paid by private
insurance. If such private plans do pay benefits, total HES costs fall
dollar for dollar (assuming the private plans legally must be the pri-
mary payer). Thus, the data in these tables could overstate HES costs
by $0.5 billion to $1 billion or more on some plans, but the incentive to
continue to purchase that private insurance vanishes under many
potential configurations of the HES embodied in these tables.

With this in mind, we can see how well the simulations track actual
experience in FY83. For the current system, the copayment structure
facing beneficiaries is a mixture of no copayment (in the MTFs) and a
20 percent or 25 percent copayment (in CHAMPUS). The current
“net premium” is zero. Although we cannot know with certainty, the
current number of “equivalent” enrollees is probably about 4 to 5 mil-
lion. Using a 4.5 million midpoint, the total costs simulated in Tables
5 and 6 (for full coverage and 25 percent copayment) are $6.9 and $6.1
billion, respectively. Actual costs of operating the MTFs in the Con-
tinental United States plus CHAMPUS costs were about $5 biliion and
$1.2 billion (respectively), for a total of $6.2 billion. Thus, the simula-
tion numbers appear to be at least roughly on target. The difference
between actual and simulated can be readily accounted for by the treat-
ment of private health insurance henefits in the simulation.

The primary purpose of these forecasts is to show the general sensi-
twity of HES costs to the various choices open to DoDd. While it is possi-
ble to make more accurate cost predictions when specific details of any
planned HES are known, we could not conduct such high-precision cost
estimates in the time and scope of this study. The numbers provided in
these tables should be used only to address the question of sensitivity of
costs to various decisions. Further study and demonstrations along some
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Table &

ILLUSTRATIVE COSTS FOR AN HES: LOW INCREMENTAL BUDGET*
{$ billions 1983)

Net
PremiumP Millions of MTF Enrollees
($ per
Enrollee) 4.0 5.0 6.0
5a. Zero Copayment Plan®
-200 $8.6 $7.8 $7.1
-100 7.9 7.2 6.4
0 7.3 6.5 5.7
1006 6.6 5.8 5.1
200 5.9 5.2 4.4
5k, 25% Copayment Pland
=200 $7.7 57.1 $6.6
-100 7.0 6.5 5.9
0 6.3 5.8 5.3
100 5.7 5.1 4.6
200 5.0 4.5 3.9
5c. 5250 Deductible Plan®
-200 $7.5 37.0 56.5
-100 6.8 6.3 5.8
o] 6.2 5.7 5.2
100 5.5 5.0 4.5
200 4.8 4.3 3.8

“Low incremental budget adds $50 per person per ysar
for each enrollee beyend 4 million persons.

bNet premium = (premium - health allowance) per person.
See Sec. III for cemplete discussion.

C . . .
Full coverage for basic plan services for nonactive duty
persons.

d . .
25 percent copayment for basic plan for nonactive duty
persons, subject te catastrophic cap.

e$250 per person deductible, $500 per family maximun.



Table 6

ILLUSTRATIVE COSTS FOR AN HES: FULL INCREMENTAL BUDGET*

{% hillions 1983)

1

Net
Premiumb Millions of MTF Enrcllees
(s per
Enrcllee) 4.0 5.0 5.0
6a. Zero Copayment Plan®
-200 58.6 $8.1 $7.7
-100 7.9 7.5 7.0
0 7.3 6.8 6.3
100 6.6 6.1 5.7
200 5.9 5.5 5.0
6b. 25% Copayment Fland
-200 $7.7 $7.4 $7.2
-100 7.0 6.8 6.5
&} 6.3 6.1 5.9
100 5.7 5.4 5.2
200 5.0 4.8 4.5
6¢c. 5250 Deductiblie Plan®
~200 57.5 57.3 §7.1
=100 6.5 6.6 6.4
0 6.2 6.0 5.8
100 5.5 5.3 5.1
200 4.8 4.6 b4

%Full incremental budget adds $350 per person per year

for each enrollee beyond 4 million persons.

bNr:t premium = {premium - health allowance) per person.

See Sec. II] for complete discussion.

c ) . .
Full coverage for basic plan services for nonactive duty

persons.

d
25 percent copayment for basic plan for nonactive duty

persons, subject to catastrophic cap.

e$250 per person deductible, $500 per family maximum.



102

of the central issues would be needed before the most accurate possible
cost predictions could be made.

While these tables address the issue of costs only on the surface,
they allow considerable intuitive exploration of the consequences of
various HES configurations. For example, consider how one could
zesess the consequences of introducing a 25 percent copayment, rather
than a full coverage plan for nonactive duty persons. We will assume
that four million people are enrolled into the MT¥s on the zero coin-
surance plan and the net premium is $100 per person. QOverall costs
would fall by $0.9 billion (e.g., $6.6 billion to $5.7 billion, taken respec-
tively from Tables 5a and 5b). The costs fall both because of lower
utilization by nonactive duty persons, and also because part of the
financial burden has shifted from the DoD budget to nonactive duty
individuals.

But the lower visit rates that we could predict with such copayments
allow additional enrollment into the MTF with the same resource base.
Roughly, if total enrollment is four million (1.5 million active duty and
2.5 million nonactive duty) with zero copayments, then introducing a
25 percent copayment should cause patient demand to fall by 12 to 13
percent {arising from a 20 percent decline in demand for five-eighths of
the population). This would allow expansion of the enrollment to
approximately 4.5 million without adding new resources. Interpolating
between data points shown, this causes the simulated cost of the HES
to fall to $5.4 billion (interpolating between $5.7 and $5.1 billion in
Table 5b). Thus, the net effect on costs from introducing the 25 per-
cent copayment would better be represented by a savings of $1.2 billion
{$6.6 billion vs. $5.4 billion). This exercise, in effect, holds constant
the work load in the MTF, by adjusting the target enroliment up as use
per person {nonactive duty) falls in response to the copayment.

The increased financial load on nonactive duty persons arising from
this introduction of a 25 percent copayment (with catastrophic cap)
may be viewed as unacceptable without providing an offsetting increase
in the health allowance. The cost consequences of increasing the
health allowance (i.e., decreasing the net premium) are found by mov-
ing up the relevant column in Table 8b. Thus, for example, DoD
might choose to offset the 25 percent copayment with a reduction of
3100 in the net premium. The cost to DoD would then increase from
$5.4 to $6.1 hillion, still $0.5 billion lower than the case with no coin-
surance payments and a net premium of $100 per enrollee. Thus, the
financial consequences of providing offseiting payments can be learned.

The implications for recruiting and retention, and the training cost
consequences of the differential turnover in the active duty force may
be even more important financially than the incremental budget costs,
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We have not assessed the financial implications of copayments and
health allowance combinations beyond the health care system itself.
Formal medels of retention behavior could estimate the consequences
for various combinations of choices,

Similarly, the decision about how rapidly to add new resources into
the MTF (as enrcllment targets change) can also be assessed. To con-
sider but one example, suppose a 26 percent copayment plan were
chosen, with zero net premium, but that 5.5 million people were to be
enrolled into the MTFs. If resources are added to the MTF at the full
incremental rate, then the system cost (interpolating between two
entries in Table 6b) would be $6.0 billion. By contrast, if the low
incremental budget were used, the cost would be $5.5 billion {interpo-
lating hetween two entries in Table 5b). The decision to reduce costs
by $0.5 billion would, of course, imply increased tightness in the MTFs,
longer patient queues, greater delays to appointment, less availability
of medical personnel and other resources, and (presumably) reduced
quality of care. A carefully planned demonstration would help DoD
understand better the implications of such decisions.

CONCLUDING SUMMARY

Enrolling DoD health beneficiaries into an HES offers promise of
improvement in a number of areas. With a clearly defined population
base, planning and management in MTFs should improve. The incen-
tive structure under an HES should also promote a better focusing of
care provided, since the incentives will point toward care of patients,
rather than accumulation of counts of activities. Quality of care should
increase, if for no other reason than from enhanced continuity of care
for the population currently using both MTFs and CHAMPUS care.

The final desirability of an HES cannot be known completely from
existing data. How the altered incentives will change patterns of medi-
cal treatment and use of care must be observed in a demonstration
before the actual outcomes could be understood.

Before an HES could be used universally in DoD, the system must
be specified more completely. This would include choice of copay-
ments, premiums, offsetting health allowance, target enrollment into
the MTF's, and the rate at which new funds were added to the MTF in
response to increased enrollment.



VIII. DIMENSIONS OF AN HES
DEMONSTRATION

DoD does not possess sufficient information to structure an HES for
full benefit. We have concluded that a demonstration of the HES con-
cept would allow DoD to better evaluate the concept, allowing impor-
tant design parameters to be tested before any final choice iz made.
Such a demonstration should be carefully designed to provide variation
in the important characteristics of the HES, and data gathering should
be anticipated to answer questions we have been able to address only
partially.

A demonstration adequate for resolving the remaining questions
would take a year to plan. Each site should operate an HES for two
vears, with data for evaluating the MTFs being collected during the
gecond year and final analysis of the demonstration taking another
vear. The number of sites would depend on the parameters to be
varied, Of course, the sites should include a spectrum of MTFs.
Several sites within the same geographic region should be included to
test systems for transferring patients among MTFs. To supply
answers to questions about the feasibility and desirability of an HES, a
demonstration should vary:

1. The targets for MTF enrollment, given the MTFs resource
levels.

2. The net premium, after subtracting any health allowance.

3. If desired, the copayment level.

The sites should be added to the demonstration sequentially so that
planning for succeeding sites can reflect the enrollment responses at
the first sites. We expect that the beneficiaries will alter their enroll-
ment choices in response to changes in the net premium. The net
premium structure at each site should be designed to achieve the
enrollment target for that site but, until the first sites are underway
and yield data on beneficiary response to the net premium levels,
estimating this response wili be difficult. Sequential implementation
across the sites will allow the demonstration to achieve different
enrollment/resource combinations.

Evaluation of the demonstration should monitor the following:

104
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1. The beneficiaries’ enrollment decisions.

2. Medica! care utilization by specialty and by diagnostic and
procedural category in MTF and non-MTF plans, including
supplemental care for MTF enrollees,

3. Third-party insurance held by participating families before,
during, and after the demonstration, and the effects of
changes in third-party coverage on Do) costs.

4. Productivity of MTF resources, referral patterns, and treat-
ment patterns.

EXPERIMENTAL VARIATION IN A DEMONSTRATION

We were unable to answer finally the question of whether an HES
would be desirable because we could not determine how enrollment
decisions and medical care utilization would vary with the conditions of
the HES. A demonstration that did not vary these conditions could
not necessarily resolve the desirability issue. At a minimum, a demon-
stration should allow its evaluators to observe the MTTFs operating
under different resource constraints and the beneficiaries making
choices under different financial incentives.

Level of MTF Target Population

Significant variation in MTTF target population should be introduced
into the demonstrations. Improved planning models can be used to set
a base target, but such models must be calibrated against actual activi-
ties in the MTFs. Thus, some MTFs should be faced with targets sub-
stantially greater—perhaps 10 to 20 percent—than the models assume
they can handle with their resources. Similarly, some MTFs should be
targeted 10 to 20 percent lower than the models suggest. We offer the
10 to 20 percent range of variation only as an example. The actual
variation in a demonstration should be based on a more detailed
inspection of available data on MTF and civilian HMO provider pro-
ductivity than we could malke.

Financial Incentives To Enroll

In Sec. II, we described the types of enrollment that we would antic-
ipate if nothing else changed in the MTF system. But the very pur-
pose of the HES is to introduce change. Thus, it would also appear
desirable to evaluate a range of financial incentives to join the MTF
(or non-MTF) plans. In effect, the net premium per person (as
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discussed in the simulations of Sec. VII) should vary in the demonstra-
tions. Since the net premium could vary family by family in a demon-
stration, nothing prevents Dol from achieving considerable experimen-
tal variation in the net premium structure within each demonstration
site. [f so-desired, the beneficiaries participating in the demonstration
could be compensated with lump-sum payments if they are given a less
desirable financial package. Again, further design is called for before
the demonstration is undertaken.

Particular attention should be paid to the types of persons choosing
MTF enroliment. Modeling to predict enrollment, such as begun in
Sec. I1, should be based on data gathered in the demonstration. And
the medical care used by MTF and non-MTF enrollees should be mon-
itored to learn if our {crude) predictions about patient load and patient
mix would continue to stand up under the more complex world posed
by the demonstration HES.

Copayment Levels

Do} may also wish to experiment with different copayment struc-
tures in the basic plan offered during a demonstration. We would
place lower priority on this demonsiration feature than others, how-
ever. Considerable scientific and experimental evidence already exists
to show the effects of copayments on health care use (Newhouse et al.,
1981). Attempting to replicate that information in an HES would
confound understanding of other imporiant design issues. Thus, DoD
should carefully consider whether existing studies would suffice for ini-
tial planning, despite their not including military persons in the sam-
ple.

If a single copayment level were chosen, that level should be greater
than the current level of zero. Introducing a significant copayment
would allow verification of the assumption that nonactive duty benefi-
ciaries would respond as civilian users do to copayment and would pro-
vide experience in integrating copayments and transfer payments for
MTF referrals.

CHOICES OF NON-MTF INSURANCE PLANS

Dob would likely wish to develop an entire set of alternative non-
MTF plans when and if a complete HES operates. However, during an
interim demonstration, a more simple choice might be useful. DoD}
ghould investipate the opportunity to use the FEHBT system as the
alternative insurance plan set for any demonstrations of an HES. The
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only changes needed would be modifications of the contracts held with
certified FEHBP insurance plans and HMOs in the areas used for
demonstration, and these changes could be limited in duration if
desired. We would anticipate ready agreement from private insurance
carriers and HMOs to participate in such a demonstration, particularly
if the prospect arose of a larger, permanent relationship between the
HES and such carriers.

DoD will need a mechanism to administer the basic plan during a
demonstration as well. Two choices are open. First, CHAMPUS could
set up a special section to administer this system and use the demon-
stration period to gain experience for any permanent HES. Currently,
CHAMPUS administers two insurance plans—one for active duty
dependents and another for nonactive duty households. Administering
a demonstration basic plan should not prove difficult for CHAMPUS if
given sufficient time and resources. The alternative would find DoD
contracting with a private carrier or administrative-service-only firm to
administer the demonstration basic plan. This choice would seem
more iogical if DoD planned toward an eventual private administration
of the basic plan in an HES (as the current FEHBP system is admin-
istered by private companies and supervised by the Office of Personnel
Management of the government).

ORGANIZATIONAL AND FINANCIAL PLANNING

The HES concept relies on a system of transfer payments among
MTFs, providing both the transfer of funds when one MTF provides
care for another’s patients and appropriate incentives for MTF com-
manders on hoth sides of the patient transfer. A demonstration should
evaluate the feasibility of creating a transfer pricing scheme with the
desired incentives. If DoD or each Service wishes t¢ emphasize the
value of transferring complex teaching patients to medical centers
within the MTF system, then the transfer payment system should pro-
vide appropriate financial incentives for such transfers.

Several financial changes must be put in place before demonstrating
an HES. A mechanism to provide for and administer the replacement
budget concept must be developed. For full effectiveness, this budget
must flow rapidly and avtomatically to MTFs, even after sudden
changes in manning levels. (For example, if a Naval MTF loses an
orthopedic surgeon and supporting staff to an aircraft carrier, the
replacement budget must provide sufficient funds to replace the ser-
vices rendered by that physician and staff.) Rules must be set in place
that establish the conditions for replacing the person on a temporary
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basiz (the lower cost amount) versus purchasing the equivalent services
in the private sector (a higher cost amount).

Similarly, a reinsurance plan must be developed, protecting the
MTF against unusually costly patients. We view the proper design of
this reinsurance scheme as important in preserving financial incentives
for MTF commanders and staff. A plausible basis on which to admin-
ister the plan is one of accumulated expenses on each patient: Cata-
strophic expenses to the MTF {e.g., above $25,G00 per patient) would
invoke insurance payments. But this plan reguires some basis of cost-
ing out current care. The same system used for transfer payments
seems appropriate.

Similarly, charges must be determined for services rendered in the
MTFs. One scheme would establish a copayment structure comparable
to the one faced by enrcllees in the basic fee-for-service option. For
example, if the insurance plan required enrellees to pay 25 percent of
all costs, subject to a catastrophic cap, the civilian market will provide
the set of prices for each service against which the copayment will be
assessed. To achieve comparability, a similar set of prices must be
employed in the MTFs and MTF enrollees charged the same 25 per-
cent. Again, the system designed for transfer prices could be employed
as a basis for charging patients. An alternative scheme would charge a
fiat fee for all MTF services, as civilian HMOs do. This second
scheme is easier to administer.

Under either MTF pricing scheme, DoD would maintain MTF prices
equal across regions {(or nearly so), providing extra incentives for enrol-
lees to join the MTF in those regions where local care was extremely
expensive. And in contrast, in those regions where local care was rela-
tively inexpensive, more enroliees would choose the civilian option. On
net, this should provide DoD with useful information about cost-
minimizing transfers of resources across MTFs.

DoD will also need authority to administer the health allowance, if
such a mechanism is employved. We believe that the health allowance
usefully serves two purposes. It resolves problems of fairness {(degrada-
tion of benefits issues), and it provides a management tool to help bal-
ance demand and supply for MTFs. But the latter function requires
some DoD flexibility in administering the health allowance. Thus,
enabling legislation for the health allowance should include a band of
sllowable payments from DoD to enrollees, constrained at the top end
by overall budgetary concerns and at the bottom end by minimal “fair-
ness” payments.
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DATA SYSTEMS

No HES could operate well under existing data systems available to
the MTFs and to DoeD. The system cannot track individuals suffi-
ciently well, and many MTFs cannot usefully gain access to the current
DEERS system. Before a demonstration of an HES could begin opera-
tion, each site used as a test would have to have in place a functioning
enrollment system. While a manual system could probably accommo-
date single-site demonstrations, & much preferred choice would intro-
duce an interconnected computer-based system linking together the
enroliment information of each MTF and the central non-MTF enroll-
ment authority.

The most logical basis for such a system is the current DEERS sys-
tem. This system would have to be augmented in several ways to per-
form the functions needed for an HES enrollment. First, it would have
to incorporate information about plans in which individuals were
enrolled. If individuals reenrolled in a different plan, the system must
adjust automatically and immediately, and similarly if individuals relo-
cate and a change of plans is required. (Some non-MTF plans will
offer national coverage, and no reenrollment would be needed. Such
plans will likely prove popular among mobile families.)

If the HES plan allows copayments, and if there is a charge for
premiums, then the system must accommodate information about accu-
mulated payments by individuals. For example, if the plan chosen has
a 25 percent coinsurance subject to a 5 percent of income cap, then the
enrollment data system must provide information about the income cap
and must accumulate annual expenditures to be sure the cap has not
been exceeded. Depending upon the financial collection system chosen,
this information must be provided to the MTF at the time care is pro-
vided, 8o it can collect or arrange for the appropriate treatment of
copayments. If care is acquired off-site, the system must accommodate
any payments made by the patient there (and determine if they accu-
mulate toward the expenditure cap). These systems are common in
commercial insurance plans. It should be possible for the DoD to con-
tract for development of such a system or intorporation of these con-
cepts into DEERS, if copayments are used.

The demonstration site MTFs also should have installed all
TRIMIS data systems and automated UCA and USM systems. Early
in the planning stages, the data management schemes and reporting
software embedded in these systems should be evaluated for their abil-
ity to support an evaluation of the demonstration.
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AN ALTERNATIVE CHOICE: PHASED IMPLEMENTATION |

As discussed in Sec. I, if DoD has concluded that the concept of an
HES is desirable, then in lieu of a demonstration, DoD could proceed
with a phased implementation of the HES. Hence, we wish to point
out the steps that DoD could take to proceed with phased implementa-
tion. As will be obvious, these steps largely replicate the activifies that
we feel necessary to undertake before a realistic demonstration of the
HES conecept could proceed.

»

Augment DEERS to provide capability for carrying further
information about individuals {such as insurance plan chosen in
an HES) and accumulation of expenditure information by fami-
lies in ¢ase income-related copayments or catastrophic caps are
chosen.

Establish mechanisms in MTFs for collection of copayments.
Devise a formal model for determining population-based utiliza-
tion rates.

Develop capacity measures for individual MTFs.

Devise improved contracting forms for supplemental care.
Develop a system to provide replacement budgets for MTFs.
Develop a system to provide a reinsurance system to replace the
current ad hoc “unfunded requirements” system.

Develop a set of medical care prices that could be used (a) for
inter-MTF transfers, {b) for sharing agreement with the
Veterans Administration, (c) for billing civilian insurers if
Congress so authorizes, and (d) to provide a basis for charging
beneficiaries if copayments are chosen.

Relax civilian hiring restrictions.

Some of these steps would prove desirable for efficient and effective
operation of the MTF system even as currently designed.



Appendix A

TECHNICAL METHODS USED TO A_NALYZE
HSUS DATA

THE DATA SOURCE

The data used in this analysis derive from responses to the HSUS, a
pretested, self-administered survey conducted by the DeD during sum-
mer 1978. Respondents reported their household and individual
characteristics as of the response date, their attitudes toward sources of
health care, and their ambulatory and inpatient utilization during the
preceding 12 months.

The survey was submitted tc a simple random sample of all active
duty personnel, military retirees, and survivors of deceased military
personnel residing in the Continental United States. Nearly 6500 sur-
vey instruments were mailed, yielding approximately 4500 usable
responses.

Each response included data not only for the military sponsor (if liv-
ing), but for all of his or her dependents who were eligible for MHSS
care.! Thus, the usable responses covered about 12,000 eligible individ-
uals.

A previous study (Office of Planning and Policy Analysis, 1979)
compared the H3US demographic findings with those from an alterna-
tive data source. The HSUS sample contains a slightly higher propor-
tion of active duty spouses and a slightly smaller proportion of active
duty singles than the alternative data source. The HSUS sample also
contains a slightly smaller proportion of respondents from the highest
income groups, and larger families appear to be slightly over-
represented in the HSUS sample. The differences are small enough
overall to sugpgest that the HSUS sample is fairily representative of the
total 1978 beneficiary population.

The survey characterized sources of health care as military, civilian,
Veterans Administration, U.S. Public Health Service, or other. Some

'Some documents pertaining to this survey uge the term “sponsor” to mean the indi-
vidual to whom the survey was sent, such as the spouses of active duty or deceased indi-
viduels. In this report, however, “sponsor” means the individual whose military affilia-
tion resulted in MHSS eligibility. :
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questions asked respondents about the source each family member gen-
erally used for treatment and advice, and other questions asked for
sources actually used for visits and inpatient care. - Though we have
not directly compared these data with alternative information for 1978,
the HSUS responses appear internally consistent and similar to what
would be expected on the basis of health care and expenditure patterns
seen in other data from military information systems. We believe the
survey responses on sources of care are reasonably accurate and
representative.

The HSUS data possibly understate leveis of use, especially numbers
of amhulatory visits per capita, Incomplete recall is one likely explana-
tion. Lacking comparative data on 1978 MTF and civilian use levels,
we could not test the hypothesis that recall error is randomly distrib-
uted with respect to eligibility categories or sources of health care.
However, comparisons among the eligibility categories and sources of
care showed no signs of anomalous results; for example, the data met
our expectation that older adults would have more use than younger
ones. We have designed the analysis of utilization data to vield valid
conclusions despite underreporting, provided it is randomly distributed
among individuals and sources of care.

After examining the HSUS data on types of ambulatory visits, we
declined to use them in the analysis. The survey asked respondents to
categorize visits as “regular, emergency, obstetric, or other.” Though
sensible patterns are seen in the total visits data, we could not discern
patterns in the individual types of visits. We suspect that respondents
found it difficult to distinguish among the types of visits {e.g., is a visit
for an infant with a fever an “emergency” visit?}, and may even have
found it difficult to enter the data correctly, given the physical layout
of this section of the survey instrument.

SAMPLING FOR ANALYSIS

Analysis was done on two types of observations: individuals and
household or family groups. In both types of analysis, observations
were deleted if any of the following occurred: The sponsor’s military
status was missing, data were coded for the sponsor but his status was
coded as “deceased,” the family reported more than one spouse, or
there was more than one sponsor in a family and the marital status did
not indicate both sponsor and spouse being military members. Records
with missing “relationship to sponsor” codes were also deleted, so there
could have been some families with children that were analyzed as
sponsor-and-spouse-only households because the children’s records had
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missging relationship codes. The original data file had 11,970 individual
records, and the above criteria limited it to approximately 11,500 per-
sons or about 4300 families (the vast majority of deletions being due to
missing “reiationship to sponsor” codes). ’

Dependent parents (of which there were about 150 in the sample)
were not included in our analyses. We judged that this short-term
feasibility study could not properly monitor any special behavior pat-
terns among dependent parents, and that they were few enough in
number to be omitted without jeopardizing the study’s general conclu-
sions.

A few further deletions were made in the individual-level analysis
for obvious out-of-range ages after taking account of the person’s indi-
cated relationship to sponsor. Depending on the particular table or
calculation, further observations were deleted if necessary variables had
missing values.

In any calculation invelving numbers of ambulatory medieal visits in
the last 12 months, a response was coded as missing (rather than zero)
if the variable indicating zero visits was not flagged. Since the visits
data contained only positive numbers, there was no way to distinguish
zero visits from nonresponses without this flag variable. The same
procedure was used for calculations invelving numbers of hospital
admissions, since these data were aiso only positive responses with a
corresponding variable to flag those with no hospital admissions in the
last year.

TABULATION RESULTS

Tables A.1 through A.4 provide supperting documentation for the
“Basic Findings from Tabulations” portion of Sec. II. The data for
those tables are unweighted.

QUASI-ENROLLMENT CLASSIFICATION

Table A.5 describes the criteria by which we assigned each 1978
HSUS respondent to one of 14 quasi-enrollment classifications, and
Tahle A.6 shows how respondents were distributed among the classifi-
cations. As the tables indicate, the classifications were then grouped
for the simulation analysis reported in Sec. II. Data from a demonstra-
tion HES program might show different MTF enrollment rates among
the 14 classifications. For simulation purposes, however, entire groups
were assumed to enroll with one health care source or another.



114

Table A.1

PERCENTAGE OF ACTIVE DUTY HOUSEHOLDS CITING DIFFERENT
USUAL SOURCE COMBINATIONS, BY SERVICE BRANCH

Usual Source Ajr all
Patterns Marines Nawvy Army Force Branches

411 dependents 79.0 §0.9 1.9 88.7 83.6

cite MTF
A1l dependents

cite civilian 14.5 13.4 10.0 5.3 9.6
(ther responses 6.6 5.7 5.1 6.1 6.8
Number in sample 76 157 259 247 739

SOURCE: Authors' calculations from unweighted 1978 HSUS data,
excluding dependent parents.

NOTE: Excludes households with only one member and those that
did not report a uwsual source for all members, and active duty
households having no spouse.

Table A.2

PERCENTAGE OF NONACTIVE DUTY HOUSEHOLDS CITING DIFFERENT
USUAL SOURCE COMBINATIONS, BY SERVICE BRANCH

Usual Source Air 411
Patterns Harines Mavy  Army  Force Branches

All dependents

cite NTF 4£3.9 35.6 41.9 59.0 42.6
£l dependents

cite civilian 37.7 43.9 36.6 33.1 37.5
Other responses 18.4 20.5 21.5 17.9 19.%
Number in sample 212 551 670 641 2074

SOURCE: Authors' calculations from unweighted 1978
HEUS data, excluding dependent parents.

NOTE: Excludes households that did not report usual
sources for all members and single-parent families, but
ineludes single-person households.
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Table A3

PROXIMITY OF ACTIVE DUTY AND NONACTIVE DUTY
HOUSEHOLDS TO MTFs, BY SERVICE BRANCH

% of Spouses Within 30 Min of an MTF

Service

Branch Active Duty Nonactive Duty
Marines 79 56

Navy &2 62

Army 68 58

Air Force 89 60

SQURCE: Authors' calculations from unweighted
1578 H5US data, excluding dependent parents.

In Sec. II’s simulations, the observations were weighted to account
for differing survey nonresponse rates by Service branch and sponsor
status. Since the distribution of ambulatory visits by type of facility
(MTF, civilian, Veterans Administration, other) was used to assign
individuals to the quasi-enrollment classes, persons not responding to
the visits guestions could not be classified. Therefore, for ambulatory
visits calculations, the actual response rate consisted of the overall sur-
vey response rate multiplied by the visits questions response rate. The
reciprocal of this adjusted response rate was used to weight the vearly
number of ambulatory visits to estimate the total effects on MTF
demand. The same procedure was used fo calculate an appropriate
weight for inpatient data; there was often a higher nonresponse rate to
the questions on hospital usage.

For the hospitalization data, a nonresponse was counted only when
both the number of admissions and number of inpatient days were
missing with no flag indicator of zero admissions. Since we wished to
retain as much inpatient data as possible, the following imputation
procedures were used for partially missing hospitalization data:

s Thirty-four respondents had hospital admissions but did not
report the number of days spent in the hospital; they were
assigned the sample’s average number of hospital days per
admission (7.8 days) for each of their indicated admissions.

= Fifty-six respondents indicated number of inpatient days but
not the number of admissions; they were assigned one admis-
sion for each type of facility in which they had spent somé days
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Table A5

QUABI-ENROLLMENT CATEGORIES FOR MHSS ELIGIBLES

Classifi-
Group catiofl Descriprion
serive duty 0 411 zotive duty Sponsors
MTF-reliant 1 Usuai: spource = MTF and all visizs to MTF
{(visits > 0)
2 Ma usual souzce, but 2ll wisits te MTF
{visits > 0}
MT¥-preference 3 Usual sgurce = MTF and most visits there
CYDSSOVRLS (visits » 0)
4 Usual source = NTF but zerc visits
5 Usual source = MTF but mof most visits there
(visits > 0]
[ No usual source but mest wvisits te MTF
Civiliasn-preference 7 sual sgurce = civilian and most visits there
Grossovers & Usual source = civilian but zerc visits
9 Usual sevrce = civilian but rof mest visits
there
{visits = 0)
10 Mo usual source but most visits civiliao
Civilian-reliant 11 Usual source = civilian and all visits there
{visits = 0}
12 No nsuwal source but all wisits civilian
(visits > 0)
Infrequent users 13 No usual source and zero visits
All others 15 HNot grouped because of lack of usual source,

reliance on "other" source, or neither
civilian noxr MTF-relisnt visits pattern

(e.g., an allowable maximum of four admissions if they had
some inpatient days in all four facility types). Of these 56 per-
sons, 48 had spent 10 days or less in the hospital.

Table A.7 lists our calculated ambulatory and hospital visits
response rates and weights. For example, retired Army families had a
survey response rate of 84.3 percent and an ambulatory visits response
rate of 97.1 percent in the coded data; thus, their ambulatory visits
response rate was 0.843 % 0.971 = 0.819, and the weight assigned their
vigits was 1/0.819 = 1.22. By using the survey and guestions’ response
rates by Service branch and sponsor’s military status to generate
weights, we are assuming that the nonrespondents are randomly dis-
tributed in the population with respect to health care use and sources

of care.
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Table A.6

PERCENTAGE DISTRIBUTION OF ELIGIBLES AMONG QUASI-ENROLLMENT
CLASSIFICATIONS, BY SERVICE BRANCH: -1973

All
Classification Army Navy Marines Air Force Branches
0 (Active duty) 158.2 15.0 17 .2 12.2 1.6
1 29.1 24 .4 28.6 31.1 28.5
2 3.2 3.5 3.7 5 4.8
Subtotal: MIF-reliant 34.5 27.9 32.3 36.7 33.3
3 3.9 4.3 4.6 4.8 5.3
& 6.0 5.6 4.6 6.2 5.8
5 4.6 5.1 4.8 5.3 5.0
& 0.9 0.9 0.9 0.6 0.8
Subtotal: MTF-
preference cIossovers 15.4 13.9 14.9 16.9 15.9
7 1.7 1.5 1.2 1.2 1.4
8 2.4 4 4 2.9 2.8 3.2
9 2.8 2.7 1.6 2.5 2.5
10 Q.7 0.6 0.4 0.7 0.6
Subtotal: ecivilian-
reliant 7.9 9.2 6.1 7.2 7.7
11 11.8 17.7 16.8 14.2 14 .4
12 3.4 3.9 2.9 3.5 3.5
Subtotal: c¢ivilian-
preference crossovers 15.2 21.6 16.7 17.7 17.9
13 Infreguent users 4.0 5.6 4.5 5.6 4.9
14 All others 5.1 4.7 5.2 3.7 4.6
Total:? 00,0 100.0  160.0 160.0 100.0

SOURCE: Authers' caleulations from weighted 1978 HSUS data, excluding
dependent parents.

a, . -
Detail may not add to totals due to rounding.
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Table A7
RESPONSE RATES AND CORRESPONDING WEIGHTS

Ce = o — : ——
Burvey Awbnlatary Visits Haspital Admis s igns®

Beneficiary Response R

Category Rates Sporsor  Dependent  Sponsor Dependent

Active Doy

Army 0. 094 G951 0.539 .93l 0.%&6%

MNavy 0,470 0.972 0.G7E 0.7z 0.wLh

Marines 0. aun n.981 1. U4s 0.953% 0.%36

Air Farce 0.630 0.980 0.t63 GLY63 0.962

Eelired

Army T84T Q.97 0.%37

Mavy 0,828 0.969 0,543

Marines 0,752 0.987 0.49734

Air Force oAz 0.980 0,239

SUFV)VDrSh

Army 1.625 0.932 0.388

Kavy 0.625 0.954 0. B8

Harines 0.625 G952 0.893

4ir Force 0.625 G.932 0,339
Zajculated Weights

Active Duty

Army 2.e7 2,45 2.73 2,62

Hawy 2.19 Z.18 z.19 T2z

Marines 2,05 2,13 2016 215

Air Force 1.5% 1.60 1.60 1.60

Eetired

Army 1.22 1.24

Navy 1.25 1.28

Harines 1.35 1,42

ALy Force 124 1. 2B

Survivorsb

Retired

Aroy 1.22 1.2

Navy 1.25 1.28

Marinas 1.35 1,42

Air Forece 1.24 1.28

Survivorsb

Army 1.72 1_#

Nayy 1.67 1.80

Harines 1.68 1.79

Air Forec 1.72 1.70

SOURCE:  Survey texponse ratex from DEfice of Planning
and Policy analvsis {1479); cther calculations by the authars
from 1978 HSUS data.

a. . .

Separate respouie rates and weighis for sponsars and
doepantlents were used only for active duty families.

L. . R

The survey rasponse rate fer surviver beneficiaries was
net given sepatdtely by sercvice brapch
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SIMULATION ANALYSIS

The simulation analysis in Sec. II uses weighted data to compute the
MTF utilization changes that would have occurred .if some crossover
users had received all their care from MTFs and others had received alt
care from civilian providers. For each simulation assumption, the
MTF utilization changes are measured as percentages of the utilization
levels shown in Table A8,

Table A.9 reports the detailed percentage changes computed for
individual crossover groups, in the aggregate and for the MTFs
operated by the three Military Departments of DoD. The scenario
results reported in Sec. II represent combinations of the component
changes from Table A.9. For example, the Universal Enrollment
scenario assumes that all the crossover groups enroll in the MTF, so
the total increase in MTF inpatient days in all Service branches is
15.9 + 10.6 + 20.1 = 46.6 percent.

Table A.10 shows the composition of each quasi-enrollment group in
terms of the fraction of each group’s individuals whose sponsors were
in various eligibility categories. These data were used in the Sec. II
analysis to assess the effects of a priority enrollment system for active
duty dependents.

THE ENROLLMENT CHOICE MODEL

According to the preliminary model, an individual’s quasi-enrollment
deeision is explained by the variables described in Table A 11, We
stratified the survey sample into: (a) nonactive duty aduilts: retired
sponsors and their spouses; (b) active duty spouses: female spouses of
active duty sponsors; and (¢} children: all dependent children.?

Using the data for the sample in each stratum, we applied a max-
imum likelihood polytomous logit technique, also known as conditional
logit. This is a regression-like statistical procedure in which the
dependent variable can assume one of several discrete values. In our
mode], there were three possible alternatives: MTF-reliant, civilian-
reliant, or any other quasi-enrollment classification.

We used STATLIB (Brelsford and Relles, 1981) statistical software
in estimating our equation. The general form of the equation for the
probability of an individual choosing a particular alternative is:

“Individuals, such as male active duty spouses and surviving spouses, who did not
satisfy any of the stratification eriteria, were amitted from the teat analysis.
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Table A.8
1978 HSUS REFORTED HEALTH CARE UTILIZATION

Service Branch

Aggregate Navy and
Type of Use Number Army Marines Air Force
Ambulatory wvisits 47,231 18,484 15,330 13,417
Inpatient stavs 1,774 799 506 4603
Inpatient days 13,160 6,359 3,902 2,898

SOURCE: Authors' calculations from HSUS data, weighted
for nonresponse and excluding dependent parents.

]
. X, X,
i G1 Xy =" Zeﬁ .

k-i

where { indexes people, ; {(or k) indexes alternatives, J is the total
number of alternatives possible, X is the vector of explanatory vari-
ables, and § is the vector of regression coefficients. Each coefficient
shows how a change in variable X; affects the probability of choosing
alternative j relative to some other.

Letting ¢(1), ¢(2), ...., c(n) denote the outcome choices of the n
individuals, the log likelihood function of the vector of coefficients is:

log L(8) - 2 log p(i,e(i)),

i=f

The polytomous logit procedure finds the estimated coefficients that
maximize this function.

Tables A.12, A.13, and A.14 present the complete estimated polyto-
mous logit equations. The large-sample standard error of an individual
coefficient is shown, and its significance is demonstrated by its t-
statistic. Variable names with a suffix of “.M” indicate the coefficients
affecting the probability of being in an MTF-reliant quasi-enrollment
group, and the suffix of “.C” pertains to coefficients for the civilian-
reliant group. (All other groups was the omitted outcome - category.)
All equations converged in five or six iterations.

-
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Table A.10

SPONSOR’S STATUS DISTRIBUTION WITHIN QUASI-ENROLLMENT
GROUPS: 1978 -

% of Group's Eligibles
Whose Sponsors Are:

Active A11

Groupd buty  Retired Deceased Sponsors
MTF-reliant 34.7 3%.2 &.1 00,0
MTF-preferance crossover 40.8 46.0 10.1 100.0
Civilian-prefevence crossovers 23.6 685.3 11.1 100.0
Civilian-reliant 11.9 3.1 15.8 00,0
Infrequant users 14.1 76.8 9.0 100.0
411 others 21.9 65.1 13.0 100.0

SOURCE: 4uthors' caleulations from weighted 19578 HSUS data, excluding
dependent parents.

aGroup A& excluded because all its members are active duty
SpONSOYs.

bDetail may not sum to totals due to rounding.

The DIFFGRP wvariable was not included in the equation for active
duty spouses, since they were assumed to choose the source of care for
their children as well as themselves; accordingly, the sources used by
other family members would not be exogenous to the active duty
spouse’s choice of source. Other variables were excluded from a partic-
ular sample’s equation either because of previously demonstrated non-
significance (AGE for active duty spouses, FEMALE for children) or
irrelevancy (e.g., ADUTY for retired adults).
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Table A.11

EXPLANATORY VARIABLES IN THE PRELIMINARY QUASI-ENROLLMENT MODEL

Lahel Description

M, C Incercepl Lerm for the probability of membership in the
MIF-reliant or civilian-reiiant groups, resoectively

AGE Individual's age, in years

TRAVTH Travel time te the nearest MTF, in minotes

INCOME Family income

EDUCATION Educational attainment of the individual (for adults) or
of the active duty or retired spouse (for clildren}

UTRERINS Dummy wvariabiec = 1 if household has any insurance other
than CHAMHPUS

NONWHITE Dummy wvariable = 1 if individual is nonwhite

Kibs Dummy = L if the individual's household includes one or
more dependent children

DIFFGRF Dummy = 1 if at least one other family member (aside
Erom the active duty sponsor) is in a different quasi-
crnrollment group from the individeal in question

ADUTY Dummy = 1 if the sponser is on active duty

FENALE Dummy = 1 if the individual is female

NAVY, MAR, AF

Dummy = 1 if the sponsor's branch is the Navy, Marines,
or Air Force, respectively
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Table A 12

POLYTOMOUS LOGIT FOR QUASI-ENROLLMENT FOR ACTIVE DUTY
FEMALE SPOUSES

SAMPLE SIZE . . . . . . o . 7iG
UM OF WEIGHTS e e 729
NUMBLRE OF PARAMETERS oL 20
LOG LIKELIHOOD . . . . . . . -375.8587
VARTABLE COZFTICIENT ESTD 5TD DEV T
1M 3.2016D-01 5.8113D-01 0.5509
2 ¢ -3.0028D+00 1.1869D+00 -2.5300
3 TRAVIM_ ..M -2, 14350-02 5.0567D-03 -4 . 2398
4 INCOME___. .M 3.8706D-06 1.0792D-05 0.3587
5 EDUCATTON.M 1.1546D-02 4.2775D-02 0.2699
& OTHERINS_.M -9.6762D-01 2.5151D-01 -3.8472
7 NOXWHITE_.H 3.9109D0-02 2.03e80-01 0.19z20
8 KIbS .M 5.6106D-01 2.04310-01 2.7462
9 Navy M -6.7166D-02 2.28270-01 -0.2942
10 MAR____ .M 3.3379D-01 2.9523D-01 1.1306
11 AF__ M 2.0327D0-01 1.9776D-01 1.0279
12 TRAVIM____.C &.6590D-03 3.5521D-03 1.8746
13 INCOME___.C ~ 2.2533D-05 2.12070-05 1.90625
14 EDUCATION.C 1.0085D-02 8.85980~02 t.1138
15 OTHERINS_.C 9.15480-01 3.8305D-01 2.3899
16 NONWHITE_.C -4, 80430-01 4.8427D-01 -0.49921
17 KI1Ds .C 7.5085D-02 3.95550-01 0.1898
18 NAVY .C 6.2205D-01 4.4157D-01 1.4087
19 HAR .C 7.53052D-01 5.6153D-01 1.3366
20 AF .C -3.7986D-02 L.B395D-01 -0.0819

ITERATION 6, LOGLIK=-575.83%, CONVERGED
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Table A.13
POLYTOMOUS LOGIT FOR QUASI-ENROLLMENT FOR RETIRED ADULTS

SAMPLE SIZE 2379
SUM OF WEIGHTS 2376
NUMBER OF PARSMETERS . . . 26
LOG LIKELINOOD . . . . . . .-2319.34%44
VARIABLE COEFTIZIENT ESTD STD DEV T
1M 1.6380D-G1 4.10350-01 0.3992
2 -3.1851D+00 5.4136D-01 -5.8798
3 AGE M 4.4285D-03 5.38870-03 0.8218
4 TEMALE_ .M -1.4976D-01 1.01950-01 -1.4639
5 TRAVTM__ .M -1.0955D-02 1.4229D-03 -7.6990
6 INCOME. .M -1.6048D-06 4.6523D-06 -0.3450
7 EDUCATION.M 1.54960-03 2.1946D-02 0.0706
8 DIFFGRP__ .M 1.4562D0-02 9. 7758D-02 0.1488
9 OTHERINSG_.M  -5.4623D-01 1.08150-01 -5.0508
10 NONWHITE_.M  -1.8462D-01 1.4133D-01 ~1.3063
11 KIDs__ .M 1.4033D-01 1.0745D-01 1.367%
12 NAVY M -4,1685D-02 1.29170-01 -0.3227
13 MAR M 2.2118B-01 1.7036D-01 1.2968
14 AF M 2.10020-01 1.1347D-01 1.8508
15 AGE .G 1.1748D-02 7.06510-03 1.6629
16 FEMALE_. .C 1.0103D+00 1.3598D-01 74297
17 TRAVIM___.C 6.0135D-03 9.8371D-04 6.1130
18 INCOME__ .C 1.3369D-05 5.3336D0-06 2.5065
19 EDUCATION.C 2.04150-02 2.7428D-02 0.7443
20 DIFFGRP__.C  -1.35081D-01 1.2302D-01 -1.2259
21 OTHERINS_.C 5.2338D-01 1.3347D-01 3.9213
22 NONWHITE_.C  -5.4640D-01 2.0657D-01 ~2.6451
23 KIDS .C 2.9663D-01 1.3870D-01 2.1386
24 NAVY .C 1.6772D-01 1.5628D-01 1.0732
25 MAR .C 3.383%0-02 2.2134D-01 0.1529
26 AF .C -9.1328D-02 1.4678D-01 -0.6222

ITERATION 5, LOGLIK=-2319.24, CONVERSE
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POLYTOMOUS LOGIT FOR QUASI-ENROLLMENT FOR CHILDREN

SAMPLLE STZE
SUM OF WEIGHTS

NUMBER OF PARAMETERS

LOG LIKELIHOOD

VARTABLE

1
2

It AR I S W

<o

9
10
11
12
13

14
15
i6
17
18
15
20
21
22
23
24

M
C

AGE .
TRAVTM____.

INCOME .

EDUCATION.
DIFFGRP__.
OTHERIRS ..
NONWHITE .
NAVY .
MAR .
AF

ADUTY A

AGE .
TRAVTM_ .
INCOME ____.
ENUCATION.
DIFFGRP__.
OTHERIKNS_.
NONWHITE .
NA&VY .
MAR .
AF
ADUTY_ .

O oOoOoOaOoon

M

.-2340.4380

COEFFICIENT

1
L9E350+00

-4
-7,
.8381D-06

i/

=4
-4,
-6.
-2Z.
-2.
-2Z.
.3035D-01
3.

1

-3.

1

2845D+00

0192D-02
0769D-02

B176D-03
3888D-01
53132D-03
3401D-01
9604D-01
5196002

853053D-01

3822D-02

7.8115D-03
L9959-05
&.1886D-02
-6.4322D-02
2.4353D-01
-5.
4
1
2
-1

2740D-01
3615D-01
83690-01
2716D-01
23060400

ot

= oked e b o M2 RO RO NS

Ho R e b L) R

ESTD 5TD DEV

.1771D-01
. 5265D-01

L226530-03
.16C2D-03
L2412D0-06
L2Z2LED-02
.G5%7D0-02
L2841D-01
.0814D-01
.22160-01
.6075D-01
.0768D-01
.0826D-01

.3721D-02
.3720D-03
.6613D-06
L2254D-02
.3534D-01
.6690D-01
L77080-01
. 7643D-01
L4132D0-01
LB456D-01
.8935D-01

ITERATION &, LOGLIK=-2340.44, CONVERGED

. D430
L3816

L3562
L6142
-4955
L2210
LB443
L0515
.163%
4234
. 1567
L2104
L5243

S4651
.6934
L9962
L9187
4753
L4615
L9783
L4721
L7612
L3804
L4991




Appendix B

MEDICAL USE PATTERNS IN THE MILITARY

We calculated the use of MTF and CHAMPUS-financed health care
services by military beneficiaries living in MTF catchment areas. We
then compared this utilization with that of HMO populations and com-
parable age/sex civilian populations.

In Table B.1 we present some HMO utilization statistics that were
taken from the 1981 HMO Census. These show that 67 percent of the
HMOs had annual per capita visit rates between three and five, 10 per-
cent had rates in excess of this amount, and 23 percent were lower.
Inpatient days per thousand members are reported for 181 HMOs: 56
percent had rates between 300 and 500 days per year; an additional 20
percent were between 500 and 600 days; 15 percent were over 600 days;
and 8 percent were under 300 days. Luft (1881) reviews the literature
on comparisons between HMOs and fee-for-service plans and concludes
that HMOs appear to attain their cost savings by controlling inpatient
utilization. Outpatient utilization rates were, if anything, higher than
those of fee-for-service plans.

In Tables B.2 and B.3 we present inpatient statistics for each of the
three military Services along with estimated civilian rates for a popula-
tion with the same age/sex composition as observed in the military
Service branch inpatient catchment areas. The civilian inpatient rates
for each age/sex group are drawn from National Center for Health
Statistics (1982). The direct care statistics were obtained from RAPS
for FY82. The CHAMPUS figures were obtained from the CHAMPUS
40 mile radius reports (Office of CHAMPUS, 1982a).

T'wo clear patterns emerge from these data. First, unless the catch-
ment area beneficiary population is severely understated, active duty
persons and their dependents currentiy use inpatient services within all
three military Service branches much more extensively than their civil-
ian counterparts. Since aggregate manpower numbers for the active
duty population are well known, higher use is the prebable conclusion.
It is important to observe that the higher use pattern appears for both
active duty persons and in their dependents, which reinforces the sup-
position that physicians tend to adopt one style of practice for all
patients. The second observation is that retirees, survivors, and their
dependents appear to be obtaining or financing care outside of the

130
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military health care system, since their use rates are substantially
below those of & comparable civilian population. This is consistent
with findings from the 1878 HSUS and earlier Rand research for the
Air Force, which showed that many retirees had insurance other than
CHAMFUS.

It is somewhat more difficult to compare the HMO rates with the
military and civilian projections, since we cannot standardize the HMO
rates fo the same population. We can observe that, even if the HMO
populations were as young as the active duty personnel and their
dependents (omitting all retirees and their dependents), civilian rates
appear to fall at the high end of the HMO spectrum. Military rates are
higher still.

Table B.4 presents outpatient visit statistics. The per capita visit
rates are calculated using the military Service inpatient catchment area
populations, that is, beneficiaries residing within 40 miles of an MTF.
We do this because CHAMPUS reports visit data using this definition.
The total ambulatory catchment area population is 1 percent larger (20
mile radii around each MTF or clinic) with slightly more active duty
persons and their dependents and fewer retirees and their dependents.
The projected per capita civilian rate for either overall catchment area
population is 4.5, so this assumption makes little or no difference in
the calculations. The civilian rates come from the Air Force’s PRISM
data base. PRISM uses higher use rates for active duty personnel and
their dependents. It projects active duty use at 2.31 times the civilian
rate and active duty dependents at 1.32 times the civilian rate. We
include projected petr capita visit rates using the PRISM-adjusted rates.

The patterns we observe here are consistent with the observations
on inpatient utilization. Active duty persons and their dependents use
medical services at higher rates than their civilian counterparts and
retirees and their dependents appear to be obtaining care outside the
system. Some caution is necessary when comparing these visit rates.
The military figures include visits for audiology, speech pathology, diet
therapy, and orthopedic appliances, whereas the PRISM civilian rates
seemingly do not. Our next observation is that either the Navy counts
vigits very differently for active duty members or their rates are far
below the other Services and below expected rates. Our supposition is
that this is a counting or data problem, since active duty dependents
for the Navy use health care at high rates.

In Table B.5 we look at CHAMPUS work load as a proportion of
the total amount of care provided to beneficiaries residing within 40
miles of an MTF. A much larger proportion of the inpatient work load
is handled by the CHAMPUS program than is true for the oupatient
work load. This is consistent among the three military Services. Since
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Table B.5

CHAMPUS WORK LOAD AS A PERCENTAGE OF MILITARY-FINANCED
CARE: BENEFICIARIES WITHIN 40 MILE RADIUS OF MTFs

Retirees,
Dependents of Survivors, and
Type of Care Lctive Duty Lependents
Army
Admissions 18 21
Hospital days 3 26
Dutpatient visits 3 7
Navy
" Admissions 25 32
Hospital days 48 45
Outpatient visits 7 12
Alr Force
Admissions 18 27
Hospital days 29 35
Cutpatient visits 5 11

Certificates of Nonavailability are required for inpatient care and not
for outpatient care, this suggests that much of the CHAMPUS inpa-
tient work load may, in fact, be for services that are unavailable alto-
gether within the MTFs, constrained by existing facilities or staff, or
too complex to be treated at local facilities. To the extent that a
quasi-enrollment system currently exists, as is suggested in Sec. II, a
health enroliment system may not substantially reduce the amount of
care obtained in the civilian sector. It may, however, facilitate better
planning and as a consequence allow the MTFs to procure these ser-
vices in a more cost-effective manner.

Luft (1981) reports physician staffing levels (physicians per
thousand members) for 10 plans. These range from 0.73 to 1.062 or
1370 patients per physician down to 942 patients per physician. For
the civilian population as & whole, the number of people per physician
is 526.

Table B.6 is reproduced from Applied Management Sciences (1976).
It displays population per provider ratios by medical specialty. These
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are drawn from the health planning literature and are classified into
four groups: need-based ratios, professionaljudgment-based ratios,
demand/productivity-based ratios, and HMO-based ratios. The first
group is based on morbidity or disease incidence and prevalence and is
intended to represent some ideal in which all disease conditions requir-
ing treatment are treated. The second group reflects health manpower
experts’ opinions or aggregate assessments on the manpower situation.
Demand/productivity ratios incorporate assumptions regarding the
demand for services and provider productivities and may integrate fac-
tors affecting these such as health insurance, population composition,
and use of support personnel. The last groups represent HMO staffing
patterns. It is particularly interesting to note that within this group,
ratios may differ by a factor of 10, revealing that there is apparently
little consensus even within this group. The HMO-based group tends
to have higher population per professional ratios than the other groups,
though in some cases the demand/productivity ratios are higher. Com-
parisons are difficult and subject to many pitfails resulting from defini-
tional and area differences. We present these data to demonstrate that
the problem of identifying adequate ratios is difficult and fraught with
peril even outside the military health care system.



Appendix C

USING PRISM TO TARGET ENROLLMENT
FOR A DEMONSTRATION

Data from the Air Force's PRISM model can be used to establish
sensible, preliminary enrollment targets for an experiment. PRISM
combines civilian data on outpatient use rates by medical specialty for
different age/sex groups with the owverall utilization propensities by
beneficiary category from the Air Force’s biometrics data. PRISM
models only outpatient care; provision for inpatient physician services
is handled through the outpatient productivity or capacity measures.
For example, surgeons and internists with substantial inpatient respon-
gibilities are modeled with low outpatient capacities thus reflecting
time devoted to inpatient care. A shortcoming arises from this
approach if inpatient needs are not truly proportional to outpatient
visits, an untested assumption at best. Anocther limitation is that the
measures were based on current practice patterns, which refer signifi-
cant numbers of inpatients care to the community and CHAMPUS.
Not all types of providers are modeled directly in PRISM. Some speci-
alties are staffed at the ratio of one provider per 50,000 beneficiaries,
Ancillary services, radiology, pathology, and anesthesiology are handled
separately. Several assumptions regarding staffing plans within & med-
ical service are embodied within the model. For example, within the
mental heslth category, one social worker and one psychologist are
planned with each psychiatrist. In orthopedics, a podiatrist is planned
for every orthopedist and in ophthalmology, two optometrists are
planned for each ophthalmologist. Tables C.1 and C.2 display some of
the PRISM data that were used in our examples.

PRISM productivity figures are compared in Table C.3 to fee-for-
gervice and prepaid group practice measures reported by Held and
Reinhardt (1980} for selected specialties. In family practice, the
assumed PRISM productivity figure exceeds that for prepaid group
practices, Productivity figures for prepaid group practices are below
those observed in the fee-for-gservice system. PRISM figures are com-
parable to the prepaid group practice figures. The PRISM figures are
assumed to include allowances for readiness training and personnel
transfers.

143
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Table C.1
PRISM CIVILIAN VISIT RATES

Age
Specialty -4 5-14  15-17  18-24 25-44 45-64 B3+
MHales
Family practice 2.370 1.1%0 1.190 1.820 1.620 2.020 2.730
Pediatrics 3.550 1.77¢ 1.770 -~ -- -- --
Interpal medicine .100 L0590 .050 .230 L&16 .B57  1.419
Surgery .200 .100 .100 L2411 . 283 406 501
Urology 040 .oz 020 036 .077 L 134 248
Ophthalmology .200 L1040 .100 . 188 . 150 L2717 .508
Otolaryngeleogy L2540 .120 .120 .086 L107 L 148 .182
{Orthopedics .210 L1140 L1110 .172 176 L1958 L1530
Obstetrics/
gynecology -- -- -- - A -- --
Dermatalogy L0090 . 050 .050 L2111 . 128 L139 .163
Mental health .a7a L0440 .Q40 125 .253 124 LG26

7,070 3.5350 3.550 3.109 3.210 &.303 5.927

Females

Family practice 2.070 1.040 1.040 1.970 1.812 2.770 2.890
Fediatrics 3,110 1.560 1.5&0 -- -- -- --
Internal medicine L0090 .50 .050 L2280 .55 1.17¢ 1.508
Surgery L1770 050 L0490 L2098 . 379 .557 .531
Urology .030 .Qz0 .45 . 045 L 103 . 184 L262
Ophthalmology L1170 L0890 _233 .233 L2011 .381 .538
Otolaryngology .210 L1108 L1160 . 10& L 1a4 L204 .193
Orchopedics .190 . 100 . 100 L212 . 235 L272 L1559
Obstetrics/ )

gynccology -- -- -- 1.700 2,268 .Q50 .020
Dermatology .080 .04t .040 .261 .172 . 190 172
Mental health .060 .03 .030 .155 L3358 L1170 027

6.180 3.13 3.298 5.260 6.011 5.954 6.300
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Teable C.2
PRISM PROVIDER CAPACITIES, IN VISITS PER YEAR

Family practice:

Phy=icians 5160

Physicians' assistants 5760
Pediatrics 4080-4800%
Internal medicine 2400-36007
Surgery 2700
Crolegy 3000
Ophthalmology 33200
Optometry 3600
Otolaryngology 4200
Urthopedics 3300
Podiatry 3300
Obstetrics/gynecclogy 2880

Midwives 3600
Nurse practitioners 4800
Dermatclogy 6480

®PRISN assumes that physicians in
these specialties see fewer patients
in Air Force hospitals operating more
than 100 beds.

METHODOLOGY

We next consider in greater detail how the PRISM data might be
used to establish enrcllment targets. In effect, we run PRISM back-
ward to determine the population servable with a given provider staff,
Cur method only approximates PRISM, since we have not incorporated
all of its detail. We use the age/sex/beneficiary structure from Office
of Health Information Systems (1983) as a prototype population and
ask how to set enrollment targets for this group using only military
physicians and other PRISM modeled providers. The examples
presented are illustrative and will overstate capabilities for the disag-
gregated system, since individual providers cannot be split among facil-
ittes to accommodate work loads requiring fractions of a full-time
equivalent provider.

Endstrength numbers by specialty and provider type were obtained
from Washington Headquarters Services {1983). Physicians in training
and those in administrative or nonpatient care positions were omitted.
We further decreased the totals within each specialty by 15 percent to
allow for overseas staffing. Since PRISM productivity figures were
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assumed to incorporate allowances for readiness training and personnel
transfers, further reductions were not incorporated. :

Several assumptions were necessary to complete the examples and
these should be noted. We were unable to identify the number of
nurse midwives, so we began with the assumption that 200 were avail-
able and allocated 15 percent overseas. All physicians’ assistants, after
removing the overseas allowance, are allocated to family practice. This
may overstate family practice capability if physicians’ assistants are
emploved extensively in other clinics. Physicians in aviation and
undersea medicine were assumed to spend half of their time in nonpa-
tient care activities but were assumed to be as productive as family
practitioners when they were engaged in patient care. Nurse practi-
tioners were allocated half to obstetries/gynecology and half to pediat-
rics. Finally civilian providers were not included because information
on their medical specialties was unavailable.

PRISM makes several additional assumptions about staffing dif-
ferent specialties which are incorporated. One-third of the ophthalmeo-
logy work load must be treated by ophthalmologists and the remaining
two-thirds may be handled by optometrists. Three-quarters of the -
orthopedics work load requires orthopedists, one-quarter may be
assigned to podiatrists. Allergy and neurology are staffed at the rate of
one physician per 50,000 enrollees regardless of any assumptions about
subgroup utilization behavior. Different productivity rates are used for
MTFs with fewer than 100 beds for internal medicine and pediatrics.
We assume that one-half the work load is performed in small facilities,
which may overstate capability within these specialties.

Visit capacities for each specialty are calculated by applying the
PRISM provider capacity figures (from Table C.2) to the manpower

Table C.3
OFFICE VISITS PER WEEK, BY SPECIALTY

Family Internal General
System Practice Medicine Pediatrics Surgery Ob/gyn
Fee for service 113 72 111 61 96
Prepaid practice 96 68 81 52 69
PRISHM 949 46-6% 78-9%2 3z 80?

SCURCE: Held and Reinhardt (1980).

aAssumes weighted combination of 0.383 MD, 0.385 widwife, and
0.2321 nurse practiticner.
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figures reached above. Next we convert these visit capacities in each
specialty to enrollee capacities. The latter is dependent upon the
demographic and beneficiary composition of the enrolling pepulation.

Using this age/sex/beneficiary category structure, we calculate the
expected visits per enrcllee for the entire population. The visit rates
by age/sex grouping come from Table C.1 for retirees and their depen-
dents and survivors. Active duty visit rates are 2.31 times these fig-
ures, whereas active duty dependents’ rates are 1.32 times as large.
These ratios understate observed differences by beneficiary category.
Let Xj denote the population in beneficiary group %k and age/sex
group J, and let Uj; represent the civilian visit rate for age/sex group j
and medical specialty 1. Then the expected total visits to family prac-
tice, V; (where i=1), may be calculated by summing over the 16
age/sex groups as follows:

=16 16 j-16
Vy, = 231 Z UyXin + 2 Uy X + Z Uyl + Xjg + Xish
f=1 J=i F=1

The expected total visits to each of the other specialties may be calcu-
lated in a similar fashion. The expected visits per enrollee to each
specialty are then obtained by dividing through by the total population.
These medical service visit rates are used to convert provider visit
capacities into enrollment targets. Dividing the visit capacity within
each specialty by the expected visit rate yields the desired enrcllment
target. The inability to defiver complex services in some facilities and
the lack of necessary equipment or facilities could reduce desired target
levels.

EXAMPLES

The first column of Table C.4 displays the results of our calculations
for the estimated maximum number of enrollees that could be treated
by military physicians within each medical specialty. These figures
range from 2.3 to 8.6 million enrollees indicating that the current mix
of providers differs markedly from PRISM’s desired mix. Since provid-
ers in some specialties substitute for those in another, these capacity
figures need to be viewed with some discretion. In general, the surgical
specialties appear to be in shorter supply than the primary care and
obstetrical services. This observation is consistent with other Rand
findings on physician supply.

With such a wide range of enrollment capacities, a reasonable target
is more difficult to establish. We observe that the family practice
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enrollee capacity exceeds the size of the entire inpatient catchment
area population, so one strategy might be to enrcll the entire popula-
tion and plan to purchase or contract for a significant amount of care
particularly in the surgical specialties. This strategy is used by HMOs,
which establish their primary care physicians as gatekeepers to speci-
alty care that may either be purchased or supplied. Column 2 of Table
C.4 presents the increase in capacity that would be needed to supple-
ment military providers if the entire inpatient catchment area popula-
tion was the targeted enrollment. The numbers of visits represented
by this work load appear in column 3. In both internal medicine and
surgery, over one million visits must be supplemented and 17 percent
of all visits would be supplemental visits.

If we reduce the enroliment target to five million enrollees, excess
capacity occurs in family practice. This could potentially be used to
substitute for deficiencies in other specialties. In addition, the pedia-
trics and obstetrics/gynecology work load can he treated within the
MTFs, excepting only the most complex cases. Supplemental visits fall
to 8 percent of the work load, while allergy and ENT are the only ser-
vices with less than half the “desired” capacity.

PRISM makes some very specific assumptions about the behaviors
of providers and beneficiary groups. We have already noted that
retirees and their dependents receive care in unknown guantities out-
side the military health care system and face a different copayment
structure. Suppose they respond like active duty dependents when
enrolled in the MTF and their utilization increases to 1.3 times the
civilian rate. ‘This increase would be expected if copayments are
reduced to zero. The number of supplemental visits increases 43 per-
cent from six to nearly nine million under the high enrollment option
and 58 percent under the lower enrollment option. Table C.5 displays
service capacities and supplemental care under the behavioral assump-
tion that retirees and their dependents use care in the same manner as
active duty dependents within the same age/sex groupings. With the
high enrollment option, even the family practice capacity has been
exceeded and surgery, urology, ENT, and allergy services purchase
more care than they provide.

Table C.6 displays the same data assuming that active duty depen-
dents reduce their use to civilian levels. Active duty use remains at
2.31 times the civilian rate. In this case the supplemental visits fall
and family practice has excess capacity even with the high enrcllment
option.

An importent determinant of how to set enrollment targets is cost.
With cost data we could calculate whether it is less expensive to pur-
chase the estimated supplemental care or to enroll fewer beneficiaries
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in the MTFs and to enroll them in another plan. In theory we could
solve for the breakeven point at which the amount of care that must be
purchased for the last enroliee just equals the cost to enroll him in
another plan. These solutions will be sensitive to whatever behavioral
assumptions are made regarding use rates. PRISM’s emphasis on out-
patient utilization and the lack of data on inpatient needs and facility
constraints limit the usefulness of pursuing such an exercise at this
stage.

MATCHING RESOURCES TO ENROLLEES FOR
EACH SERVICE

We have demonstrated a peneral methodology for the health
resources of the entire DoD that derives the number of enroliees that
could be treated with a given set of providers. While this approach
uses strong assumptions, it could nevertheless prove useful in planning
toward the correct enrollment levels of an HES.

The approach taken above presumes that medical manpower is the
binding constraint in every case (rather than, say, facilities), and it
presumes that medica! manpower is fully fungible across all MTFs,
independent of Service connection. The method could be applied
readily to the more specific level of each military Service's resources.
The number of enrollees that can be served for the same total set of
resources should be somewhat smaller when the additional constraint
that manpower rescurces cannot be adjusted across Services is added.
The reader should be aware that the model used in this exercise
{PRISM) was developed by the Air Force and may not reflect the staff-
ing policies of the other Services. However, if the pattern of patient
use is accurately reflected in PRISM data, the model could be adapted
for the other Services.

SETTING ENROLLMENT TARGETS FOR INDIVIDUAL
MTFS

The same approach can provide estimates of the patient capabilities
of any individual MTF. By the same process, the staffing pattern of
an MTF can be converted into achievable patient load. (We continue
to assume in this exercise that no other constraints affect ability of the
MTF to deliver care.} Logically, one could derive such estimates for
each MTF, and then add up those capabilities within each Service and
across Services. The totals should not match those found when the
analysis was conducted at more aggregate levels, primarily because (at
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the smaller level) the need to assign providers in whole-person incre-
ments may become an important constraint.

Aside from surveying each MTF individually, we have found no reli-
able data source allowing such &n exercise to be conducted. No com-
montly published data show the provider staffing at each MTF. The
information on current provider staffing we requested for this study
differed significantly from the information supplied by the MTFs we
interviewed. This is an additional detail of data collection that would
enhance planning toward an HES.

We did, however, select three facilities, small, medium, and large,
with one from each Service branch, as prototypes to explore our
methods. The first problem we confronted concerned how to handle
military medical providers not assigned to the facility but providing
care within its catchment area. Air Force and Navy flight surgeons
assigned to squadrons and Army Troop Medical Clinic providers are
examples of personnel not assigned to an MTF but delivering care to
its active duty personnel. All flight surgeons are included as half-time
providers. General medical officers, physicians’ assistants, and other
PRISM-modeled providers from Troop Medical Clinics are considerad.
These resources are not under the MTFs command but do handle
work load that would otherwise present itself at the MTF. Since we
could not separate the work load, we included both sets of resources.
We recognize that this is another area that will have to be carefully
reviewed within the context of a demonstration.

We obtained actual staffing from a small facility and used the
age/sex/beneficiary structure for that facility as described in Office of
Health Information Systems (1983a). The catchment area population
is 12,700; active duty personnel account for approximately one-quarter
of the population, while their dependents contribute an additional 40
percent to the totals,

Calculations for the first prototype facility are shown in Table C.7.
Our first observation is that staffing within family practice is generous
relative to other specialties according to the PRISM type calculations.
This highlights a major limitation of cur approach; we do not know
how to incorporate provider substitutability, nor do we have accurate
measures of the work load suited only to specialists. PRISM relies
upon civilian use rates among speciaities. In addition to medical needs,
these civilian rates reflect the availability of different types of special-
1sts within communities, and the relative importance of the two factors
cannot be distinguished. The obstetrics/gynecology enrollee capacity is
somewhat deceptive; the two physicians could presumably handle all
births for more than twice as many enrollees as their visit capacity
would indicate. Enrollment capacity appears understated, since time
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not devoted to deliveries could presumably be spent in cutpatient care.
Column 2 of Table C.7 presents the numbers of supplemental visits
that would be needed, if the PRISM planned provider patterns are con-
sidered as absolute requirements and the enrollment target is set at
12,500. Under these conditions, family practice providers are underuti-
lized and one-third of all visits would be acquired outside the facility.

If, instead, we make some assumptions regarding substitution capa-
bilities of family practice providers, a different picture can be com-
structed. In column 3 we display supplemental visits needed if family
practice providers can treat up to half the PRISM-estimated work load
in pediatrics, obstetrica/gynecology, internal medicine, ENT, and alt
dermatology, neurology, and allergy. We further suppose that all eye
care can be treated by optometrists. In this case, supplemental care
drops to 11 percent and the number of types of specialists needed to
supplement MTF care is greatly reduced.

In Table C.8, the same calculations are presented for a somewhat
larger facility. Current staffing at this facility is more consistent with
PRISM staffing patterns. Since this is an Air Force facility, the better
agreement may not be coincidental. The larger catchment area, 44,300,
may permit more of the work to be treated within the MTF. Since the
current staffing did not differ as much from the PRISM staffing, the
ability to substitute one type of provider for another has far less
impact, reducing supplemental visits from 9 percent to 7 percent.

The caichment area for the third facility was markedly larger,
117,100, with one-third on active duty. Active duty persons and their
dependents account for 80 percent of the catchment area population.
Calculations for this group appear in Table C9. In this case, an
enrollment target is harder to establish, as the agreement between
current staffing and the PRISM desired staffing is lower. In each of
the first two examples, reasonahle enrollment targets approximated the
catchment areas. In this example, only a portion of the catchment
area can be enrolled. For a target of 80,000, the PRISM-based esti-
mates for supplemental visits are given in column 2. These constitute
14 percent of all visits but fall to 6 percent when substitutions among
providers are included.
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Appendix D

PROGRAM TO SIMULATE ILLUSTRATIVE COST
OF DOD HEALTH ENROLLMENT SYSTEM

20 REM THIS PROGRAM DERIVES TABLES FOR DOD HES STUDY
30 REM PROGRAMMED BY CHARLES E. PHELFPS

40 MIX = .33: REM MIX~ THE FRACTION OF INDIVIDUAL (VS FAMILY) ENROLLEES
50 J2 = 2 : REM NUMBER OF RESGURCE PLAN CHOICES

80 L2 = 7: REM NUMBER OF POPULATION GROUPS

70 K2 = 3 REM NUMBER OF COPAY GROUPS

80 M2 - 5: REM NUMBER OF ENROLLMENT GROUFS, 1=LEAST IN MTF ETC.

80 N2=10: REM NUMBER OF ALTERNATIVE NET PREMIUM. NET PREMIUMS MAY BE < 0
100 12 = 7: REM NUMBER OF ALTERNATIVE MTF ENROLLMENTS

110 SIZE = 8.2E+06: BASEDOL = 5E+09: BASESIZE=4E+08

120 DELTA(1)=50; DELTA(2)=350: REM INCREMENTS ALLOWED T MTF FOR ENROLEES
130 AD =~ 1.578E+06

140 DIM MTF(I2), NETPRM(Nz,2), PCT(L2 M2), COST(L2, K2), NONPPL(I2)

150 REM COSTY(,.} = HIS DERIVED COSTS FOR COPAY, AGE/SEX CELL

160 REM PCTi.,.) = DOD PCTS. IN EACH AGE/ENROLLMENT CATEGORY CELL

170 REM NETPEM!.,) IS NET COST, FOR INDIVIDUALS THEN FOR FAMILIES

180 GOSUB 1000

190 FORI = 1 TO L2: FOR J = 1 TO M2: READ PCT(1J): NEXT J.I

200 DATA .0594, .0281,.0322, 064, .1447

210 DATA 0291, 015, .0153, 0335, .0711

220 DATA 0693, 0222, .021, .0336, .0579

230 DATA 0135, .0074, .0106, 0107, .0198

240 DATA 0414, .0209, 0335, .035, .0558

250 DATA .0148, 0034, 0041, .0039, .006%

260 DATA 007, .0024, .04, 0028, 0056

270 REM ACROSS EACH ROW, C, CX, OTHER, MX, M

260 REM ROWS ARE KIDS, FEM18-40, FEM41-65,M18-40,M41-65,F66+ M66+

200 FOR [ = 1 TOQ L2: FOR J = 1 TO K2: READ COST(I,J): NEXT J.I

300 DATA 386, 290, 282

310 DATA 1150, 704, 639

320 DATA 636, 426, 205

330 DATA 1546, 991, 968

340 DATA 1240, 1017, 1017

450 DATA 0,0, 0

360 DATA 0,0, 0

370 REM COSTS OF BUYING NON-MTF CARE TO DOD, BASED ON HIS RESULTS
380 REM ACROSS EACH ROW, C=0, C=.25, D=$250. DODN COST =0 FOR =65

330 TITLE$(1)=" ILLUSTRATIVE COSTS ($BILLIONS 1983)"
400 TITLE$(2)=" FOR HEALTH ENROLLMENT SYSTEM"
410 LABEL${1)-" COPAY = 0 PLAN"
420 LABEL$(2)=" COPAY = 25% PLAN"
430 LABEL$(3)=" $250 DEDUCTIBLE PLAN™
440 TITLE$(4)=" "
450 TITLE$(5)=" NET TARGET MTF ENROLLMENT"
460 TTTLE${(6) ="PREMIUM (MILLIONS)"
470 TITLES(7}= * 30 35 40 45
5.0 5.6 6.07
480 FMT= " 8 % 3 HEHH AFHE RFHHE HHIE FRERH
FREFEHR HHERI LT
490 BUDGETS(1)=" LOW INCREMENTAL BUDCGET™

164
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600 BUDGET#{2}=" FULL INCREMENTAL BUDGET"

510 LARELS (4} =~ BASE ENROLLMENT = "

520 FORJ = 1 TO J2

530 FORK = 1 TO K2

540 LPRINT TITLE$(1): LPRINT TITLE$(2)

550 LPRINT LABEL${K)

560 LPRINT BUDGETS(J}

570 LPRINT LABELS%(4); AD

580 LPRINT TITLE$(4)

590 LPRINT TITLE$({5): LPRINT TITLE$(6): LERINT TITLE${4): LPRINT TTTLE$(7):
LPRINT TITLE${4}: LERINT TITLE§{4}

600 FORN = 1 TO N2

£10 LPRINT: LPRINT

620 NETNET = NETPRM(N,1}

830 FORI=1TO I2

840 MTFCOST= BASEDQL + {MTF{I} - BASESIZE)*DELTA{I)

650 NETTOT = NETNET*(SIZE - AD}

660 GOSUB 1130: REM CALCULATES NON MTF COST

670 PRINT NONCOST, MTFCOST, NETTOT

680 TOTL() = NCNCOST + MTFCQST - NETTOT

690 TOTL(D = TOTL(L}/1E+09

700 NEXT !

710 LPRINT USING FMT$; NETPREMIN,1); TOTL(1); TOTL(2); TOTL(3); TOTL{4);
TOTLY; TOTL(E); TOTL(T

720 NEXT N

730 LPRINT TITLES(4)

740 LPRINT CHR3(12)

750 NEXT K, J

60 END

1000 REM COMPUTES DESIRED NET PREMIUMS

1010 BASE=-400

N FOR =1 TO N2

1030 NETFRMII,1) = BASE + 100*1

1040 NETPRM(L2Z) = 24*NETPRMIL1)

1060 NEXT I

1060 BASE1=2 5E+06: Dm500000!

W0 FORI=1T0 12

1080 MTF{I} = BASE:L + D*

1090 NEXT I

1100 RETURN

1118 REM SUBROUTINE TQ COMPUTE NON-MTF COSTS

1120 NCOST =

1130 REM COMPUTES COSTS OF NONMTF PLANS

1140 M=1

1156 NONCOST=0; NONPL~0

1160 PT=0

11T0FOR L =1 TO L2

118¢ PT = PT + PCT{L,M)

1190 NEXT L

1200 NONPPL - NONPPL + PT*SIZE

1210 I¥* NONPPL < (SIZE - MTF(I)) THEN FRACT = 1

ELSE FRACT = {SIZE - MTF{I) - NONPFL + PT*SIZE}/(PT*SIZE)

1220 PRINT FRACT

1220 FORL=-1TO L2

1240 NONCOST = NONCOST + PCT{L,M)*SIZE*COST(L, K}*FRACT

1250 NEXT L

1260 IF FRACT « 1 THEN RETURN ELSE M=M+t1; GOTO 1160

1270 REM THIS IS THE LAST LINE OF THE PROGRAM LISTING



Appendix E

INTERVIEW PROTOCOL

BACKGROUND INFORMATION

10.

How many beds could you operate without major renovation?
How many beds are you operating now? Do you expect your
operating capacity to be changed in the near future?

How many physicians and nonphysician providers are you
authorized and how many de you have, by specialty? Which
of these physicians are civilians? Have these numbers
changed in the past two to three years?

How many support personnel are you authorized and do you
have, by type? How manv of these are civilians?

What is the total number of full-time-equivalent staff in the
hospital?

Do you provide any services that differ from those usually
found in a military hospital of this size?

How large is your eligible population: active duty, active duty
dependents, retirees, retired dependents? How many inpatient
and outpatient records do you maintain?

How many cutpsatient visits and inpatient admissions are you
handling now, hy beneficiary group and Service? How dees
this compare with your work load in FY82 and FY83?

How many Certificates of Nonavailability are you issuing,
compared with recent years {by Service, FY83 and FY84 to
date)? Do you deny many requests for such certificates?

If your work load or Certificates of Nonavailability have been
changing, why?

What criteria do you use in deciding which patients are issued
nonavailability certificates and referred to CHAMPUS, which
patients are treated here, and which are transferred to another
military facility? '

166
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IN-HOUSE RESOURCES: MANPOWER

=k

10.
11,
12.

13.

14,

15.
16.

17.

How are your manpower requirements determined?

Once servicewide authoiizations have been approved, from
what level do you receive your authorizations?

‘When you have fewer available personmnel than authorized, at
what level is the shortage allocated?

Does the number of personnel assigned to your hospital sys-
tematically differ from your authorizations? If yes, why?
What would your priorities be for adding personnel: by
category (physician, nurse, enlisted) and by specialty within
each category? If possible, estimate how many you would like
to add in each category to treat your current patient load?

Are you currently unable to fully utilize your physicians or
adequately perform some standard ancillary services because
you lack personnel? Space?

Under current procedures, could you demonstrate & require-
ment for the added personnel or space? (If not, why not?}
Assuming you could justify these additional positions, how
long would it take to fill the positions?

How often do your physicians and support personnel rotate?
Is the tour of duty similar across individuals?

Can you give examples of how this rotation interrupts the
hospital’s operations?

How much flexibility do vou have in assigning personnel to
different areas of the hospital? Can you give some examples
of reassignments you have made here?

Are there staffing rules for the operating rooms, intensive care
unit, and other units that limit this flexibility? Who issues
the rules?

Are there changes yvou would like to see in the manpower and
personne] system?

How many civilian personnel do you employ to deliver direct
or indirect patient care (please specify the number of physi-
cians, RNs, LVNs, ancillary service personnel, etc.)? Are all
of these civil service employees?

Would you prefer more civilians or more active duty person-
nel?

How are you allocated civilian authorizations? What is the
process for changing the number of authorizations?

How are civil service employees hired, reviewed, fired, and
paid?
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18. Do vou have problems finding gualified civilians {physicians,

others)?

CONTRACT PHYSICIAN QUESTIONS

Obviously, there are reams of questions in this arena you will think
of vourselves-—the following struck us as a basic starting point.

19.

20.

21.

22,

23.

24.

What are the services most commonly contracted out now?
{(Whatever the answer from a given base—is it the
respondent’s perception that their situation is typical or atypi-
cal?) What fraction of total amount of that service does the
contracted provider(s} represent? For example, is a contract
physician providing one-third, one-half, or all this service? Is
100 percent of need for that service thus being met? If the
hospital has contract civilian personnel, how are perscnal ser-
vice contracts written and managed?

What is a “contracted” physician? Where does the physician
perform services (in MTF, in own office or hospital, or both)?
With whom is the contract written (e.g., with a group practice
or university or with an individual, or both)? If with a
group/university, who decides which physician(s) from that
group will provide the services to the military? Same
physicians(s) all the time?

What kinds of contracts are written? (a) Length? (b)
Provisional/temporary as well as permanent? {¢) How specific
as to what services and how many are to be delivered?

Who writes the contraci? Who actually specifies what the
physician will be expected to do, what qualifications will be
required at the outset, what qualifications will be required to
be met during the contract period? For instance, is the pro-
vider expected to show that he/she has acquired “n” units of
continuing medical education credits?

What are the financial arrangements? Are they fee-for-service
{e.g., so much paid for each CAT scan done or each x-ray film
read), or salaried (e.g., so much paid per hour/day/year}, or
capitation (e.g, so much paid per patient seen}, or what?
What is the ceiling on reimbursement {about $50,000}?

How is provider/group identified? Are competitive bids
taken? Who makes decisions if more than one provider is
under consideration (e.g., the MTF commander, the depart-
ment chairman, or a division chief—i.e., head of some sub-
specialty service)?
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Does a potential contractee go through the same “credentialing” pro-
cedure as a military physician {or civil service physician) who is apply-
ing for specific clinical privileges? Does he/she (or the group in ques-
tion} have to provide the same list of forms/information/recommenda-
tions as a military physician? Does the MTF Credentials Committee
pass on any potential contracting physician/group? Are requirements
even more strict {e.g., must hold a state license)?

25. QA problems: What are the mechanisms for reviewing a con-
tract physician’s work? If care provided onsite is MTF, i3
care included in all the QA/RM activities carried on routinely
in the MTF including all the review mechanisms, etc,, and
annual review. Is anything else done, e.g., during any provi-
sional period? If contracted service is provided outside the
MTF itself, how is quality of care monitored? (For example,
if radiology is done “downtown,” how does the MTF kaow
how well it is being done—does it get both interpretation and
film? Does someone at the MTT review all or a sample of
outside films?) If a contract provider gives “poor care,” what-
ever that may mean, what dees the MTF or QA/REM coordina-
tor do about it now?

26. Contract termination problems: What leverage does the MTF
have to terminate a contract—how easily/quickly can it be
done? Can a potential contractee appeal somewhere if he/she
is not given full privileges after a provisional/probationary
period, or is a decision at that time the end of it?7 What if a
contract physician passes the provisional period, is given full
privileges, and then delivers poor care? Are the sanctions
essentially “professional,” in the sense of being related simply
to reputation, or can a contract be broken?

27. Would people at the MTF have a sample (e.g., blank) contract
that we could have? Or perhaps a copy of a resl one?

IN-HOUSE RESOURCES: FACILITIES

1. Where in the hospital are your facilities least/most constrain-
ing? Is the problem one of square footage or of design?

2. Are there any facility projects now in the preplanning or plan-
ning stage?

3. Can you briefly describe the process for planning new con-
struction and comment on how well this process responds to
changing demands? What information on your facility
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utilization do you supply regularly, for consideration of new
projects?

Are you currently using space for purposes other than those
for which it was designed? How difficult was it to reconfigure
this space and how long did it take?

IN-HOUSE RESOURCES: OPERATION AND
MAINTENANCE

M

2o,

How large is your O&M budget for FY847 FY83?7 What does
this budget pay for? How does the FY84 budget compare with
your request? If smaller, what will you do without?

How iz O&M bhudgeted?

How is the Congressional authorization allocated among com-
peting demands? Do you ever receive additional funds for
general or specific use during the fiscal yvear?

Is management of the O&M budget complicated by delays in
Congressional approval of the Appropriations Bill, or by other
considerations?

Who in the hospital manages O&M funds? How much flexi-
bility do they have to allocate these funds?

How are purchases from civilian suppliers made?

What kind of management information system deo you have
for tracking O&M funds?

Are there changes in the current O&M system that you would
like to see?

IN-HOUSE RESOURCES: INVESTMENT EQUIPMENT

What is your budget for equipment, FY83 and FY84? What
was your budget request for this fiscal year?

For what pieces of equipment do you currently have the
greatest need? Are you curtailing any services because of a
lack of equipment?

How do you obtain equipment (say, for replacement) not
anticipated in your budget request?

How are equipment purchases proposed and by whom are they
approved? How long does it usually take to obtain needed
equipment?



171

5, Are you ever able to initiate the request for new equipment
before the physician needing it arrives? What changes would
make this possible?

6, Who actually purchases the equipment? Do you ever have
problems with purchasing?

PROCUREMENT TO AUGMENT IN-HOUSE RESOURCES

1. Are wvou now obtaining (providing) any services from a
Veterans Administration hospital?

2. If ves, what services and through what arrangements? If no,
are you currently looking at a sharing arrangement?

3. How frequently do you use the AirEvac system—active duty,
active duty dependents, retirees? Where are they sent and for
what kinds of services?

4. 'What are the advantages and disadvantages of transferring
patients through AirEvac?

5. Do you refer {with or without transport) patients to any closer
military facilities? How many, for what services, -from which
beneficiary group?

6. To what extent do wvou rely on local civilian
providers/facilities rather than other U.S. government facili-
ties? Why?

7. Do you use more than one civilian hospital provxder in each
specialty? How did you select these providers?

8. Do you pay for civilian services on an item-by-item basis, or
have you negotiated agreements on quantity, price, etc? If
itern by item, are there any obstacles to negotiating agree-
ments?

9. Using all sources, how easy is it for yvou to obtain services
when needed?

OPERATIONAL SUPPORT/READINESS/MOBILIZATION

1. In what specific ways is the hospital asked (or might it be
asked) to provide operational support?

2, Can you tell us how much staff time is devoted fo operatlonal
support—and to readiness training?

3. What is the schedule for these activities, and how much warn-
ing do you have for activities that will disrupt patient care?
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Are there any other aspects of the base's mission that alter
the services you are asked to provide or your ability to do so?
Would the active duty population on this base be redeployed
under mobilization? If not, who would provide their health
care?

Would local medical resources be adequate to receive your
inpatients and absorb your nonactive duty work load, recog-
nizing that reserve physicians would be called to active duty?

PROPOSED HEALTH ENROLLMENT PLAN

Do you think there 1s a “ghost population” of eligible benefi-
ciaries in your catchment area who would use the military
health care system for the first time under an HES?

Would you expect to have an excess or insufficient demand for
enrollment in your treatment facility? What priorities would
you usge in enrolling nonactive duty persons?

If priority were given to active duty dependents, about how
many retirees could you also enroll to fully utilize your facili-
ties (assuming you could add personnel as needed)?

How would you expect yvour case mix to change under this sys-
tem? Could you keep your surgeons busy if you saw fewer
retirees?

Assuming you had no responsibility for obtaining health care
for patients not enrolled in your facility, would you need addi-
tional! administrative personnel to implement an HES? If yes,
how many and for what purposes?

Would you anticipate problems in finding physicians or other
medical staff to supplement vour current staff? Can you
anticipate what additional staff you would prefer to add
(part-time or full-time)? For what services would you prefer
to hire civil service physicians rather than contract with
private physicians?

What services would you have to obtain from ancther facility?
Would these be available from another military facility, or a
Veterans Administration facility, or only from the civilian sec-
tor?

How would you handle fluctuations in your facility’s capabili-
ties because of rotation of military personnel, operational sup-
port requirements, etc.?

Does your administrative staff have the expertise to effectively
operate an HES? '
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What changes in the current resource allocation system would
be necessary under an HES? The procurement system?

What opportunities would a properly implemented HES give
you to improve this facility’s operation? ’

In the HES, we might suppose that the military acquires an
added obligation to ensure quality of care wherever care is
obtained, since to some degree the patient’s freedom to choose
a provider has been limited. If that supposition is correct, an
additional burden might be placed on the MTF. Is this how
the MTF interviewees perceive the problem? If that strikes
them as an accurate view of the future if HES were imple-
mented, what would they do about QA?

DATA COLLECTION METHODS

How do vou collect and verify your work load counts? Have
you found any differences in your methods and those of other
facilities?

How do you colieet and verify data for UCA and USM? By
what method do you allocate your resources to the various
cost centers? Do you use UCA or USM data?

What has been your experience to date with the DEERS and
TRIMIS systems (lab, pharmacy, clinical records}? Do you
use data from these systems in managing the hospital?

Do you receive reports from RAPS? If ves, what do you use
them for?

Do vou collect any additional information for your own (inter-
nal) use (e.g., patient access and satisfaction)?

QUALITY-ASSURANCE RELATED QUESTIONS

1.

What are the major quality control problems encountered in
the MTF—relating both to uniformed providers and any
civilian/contract providers? Are they systematic across all
providers or generally specific to a single provider? Are they
medical in nature, or do they arise from ancillary services, or
from other aspects of MTF operation?

Is continuity of care considered a quality control issue? Is it a
problem for nonactive duty persons? Is any lack of continuity
generated mainly by congestion in the appointments system,
provider turnover, or other phenomena?
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What, in general, would occur if a particular provider gen-
erated QA problems? Ezxtended surveillance? Curtailment of
privileges? Other? (If contract or civilian providers are used:
Would the response to a QA problem differ if the provider
were not on active duty?)

In the MTF, how many of the QA activities are aimed at a
function {e.g., accurate filling of pharmacy orders, timely
response to lab test orders, completeness of medical records),
how many at an entire specialty or service/ward {e.g., rate of
drug interactions in internal medicine, or rate of complications
from certain surgical procedures), and how many at care given
by specific providers? For example, are profiles of providers
developed (e.g., to see if their use of certain drugs or pro-
cedures exceeds some screening criterion, or if their admission
rates for short-stay hospitalizations or hospitalizations exceed-
ing some specified length of stay are too high)? If so, are
some providers monitored more carefully/thoroughly than oth-
ers?

Would current quality review mechanisms work well under the
proposed HES, especially if more use were made of external
providers for medical care, therapy, laboratory or diagnostic
studies, etc.?

What are their UR activities—described in terms of actual
activities/programs {e.g., review of length of stay, review of
medical necessity of admission)? What are reporting require-
ments? Would UR activities be c¢hanged under the proposed
HES?



Appendix F

CHAMPUS HEALTH BENEFIT PLAN?

CHAMPUS EXCLUSIONS

General Conditions. In general CHAMPUS will not pay for the fol-
lowing services, supplies, and equipment:

+ Those not medically necessary for the diagnosis or treatment of
an illness, injury, or bodily malfunction or not provided in
accordance with accepted professional standards.

Those not reasonabie or customary,

Those paid for directly by another program.

Those that neither the beneficiary nor any other person or
organization has a legal obligation to pay for or provide.

Exelusions from Coverage. CHAMPUS will not pay for the following
services, supplies, or equipment, or similar services, supplies, or equip-
ment:

¢ Therapeutic absence from an inpatient facility that exceeds 72
hours.
Acupuncture.
Alterations to living spaces and permanent fixtures attached
thereto even where necessary to accommeodate installation of
covered medical equipment or to facilitate access or regress.
e Camping, even though organized for a specific therapeutic pur-
pose, e.g., a diabetic camp or & camp for emotionally disturbed
children.
Chiropractic gervices,
Ritual circumeision.
Christian Science service characterized as absent treatment.
Colonic irrigation.
Cosmetic surgery performed solely for psychiatric purposes.
Services of pastoral, family, child, and marital counselors
(covered pending final court determination of temporary injunc-
tion CA 75-064%, 6/9/75, U.S. District Court for the District of
Columbia}.

1Department of Defense (1979).
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Custodial and domiciliary care.

Routine dental care and dental appliances.

Donor service costs and fee for artificial insemination.

Donor service costs and fee for organ transplant.

Non-legend drugs.

Electrolysis for cosmetic or esthetic purposes.

Routine eye examination, refractions.

Hearing alds and other auditory sensory enhancing devices.
Homemaker or attendant services furnished te assist in meeting
personal family and domestic needs, such as preparing meals,
assisting in bathing and dressing.

Routine immunizations and inoculations.

Intern and resident charges other than those included as house
staff and covered as a hospital service.

Megavitamin psychiatric therapy.

Orthomolecular psychiatric therapy.

Orthopedic or other special footwear, devices to support the
feet, or items that correct ordinary shoes, e.g., arch supports.
Perceptual and visuval training.

Personal comfort iterns and amenities such as radio, television,
and telephohe service.

Routine physical examinations and associated tests.

Supplies or services for the treatment of obesity, if obesity is
the sole condition being treated.

Any item or services prohibited by law in the jurisdiction in
which provided.

Any item or services provided by immediate relatives of the
beneficiary.

Sex behavior modification.

Sex change surgery (gender alteration).

Services prescribed solely to induce a patient to stop smoking,
Routine well-baby care. '

Autopsies.
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Inpatient Hospital Services®

CHAMPUS Basic Medical Program

Semi-private allowance

Allowance toward private room

Inpatient hospital services (facilities of
operating room, Iecovery Ioom inien-
pive care unit, and other treatment
rooros; drugs and medicines use in the
hospital when listed in official formu-
laries

Maternity
Abortion
Nervous and mental

Sterilization (surgically induced)

For each confinement? of spouses and
children of active duty members; pays
hospital charges less $25 or $4.65 per
day, whichever is greater. For each con-
finement of retired members and their
gpouses and children and surviving
spouse and children of deceased active
duty and deceased retired members, pays
75 percent of hoapital charges.

If private room medically necessary for
each confinement? of spouses and chil-
dren of active duty members, pays hospi-
tal charges as outlined above.

For each confinementd of aspouses and

children of active duty membetrs, pays
hospital charges as outlined above.

Same as above.
Same &s above.
Same a8 shove.

Same as above.

SPaid-in-full” benefits provided in member hospitals and overseas hospitals. If ser-
vices are rendered in nonmember hospitals {other than overseas), benefits are provided
at 80 percent of usual and customary charges for semi-private accommodstions and 80
percbent of charges for other covered hospital services.

CHAMPUS does not restrict coverage to a specific number of days. Rather, cover-
age is continued so long as hospitalization is determined to be medically necessary and
contributes to the active treatment of the patient. Coverage is terminated when care be-
comes custodial or domiciliary or can he provided in an outpatient setting.
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BENEFIT
Inpatient Hospital Services® CHAMPUS Basiec Medical Program
Dressings, ordinary splints, plaster casts, Same a8 above.

x-ray and leboratory ezaminations,
glectrocardiograms and  electroen-
cephalograms; basal metabolism ex-
aminations; renal dialysis; radiation
therapy, physical therapy, anesthetics
and oxygen and their administration;
intravenous injections and solutions.

Surgery Same as sbove.
lliness Same as ahove.
Accidental injury Same as above.

FPhysician’s services
(rendered to a hospital inpatient)

In-hospital consultations (other than ra- Same as above,
diclogical)

Maternity Sarme a3 above,

[npatient physical therapy Same as above,

Radiation therapy Same as above.

““Paid-in-full” henefits provided in member hospitals and oversess hospitals, If ser-
vices mre rendered in nonmember hospitals (other than overseas), benefits are provided
at 80 percent of usual and customary charges for semi-private accommodatmns and 80
percent of charges for other covered hospital services.
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Inpatient Hospital Services

CHAMPUS Basic Medical Program

Radiation therapy

Cast and suture removal

Diagnostie x-ray and laboratory services
(including EXGs, EEGs, and basal
metabolism tests)

Accidental injury

Outpatient surgery (including fractures,
dislocations, burns, renal dialysis,
electroshock therapy, oral surgery and
removal of impacted teeth)

Sterilization (surgically induced)

Medical emergencies

For spouses and children of aciive duty
members, pays BO percent of allowable
charges after annual deductible require-
ment has been met. For retired members
and their spouses and children and sur-
viving spouses and children of deceased
active duty and deceased retired
members, pays 75 percent of allowable
charges after annual deductible. Annual
fiacal vear deductible i1s $50 for the firat
claimant or $100 for two or more
members filing claims.

Same as ahove.

Same as above.

Same as above.

Same as sbove. {However, dental cover-
age limited to treatment of oral disease
or infection that is significantly compli-
cating cuarrent medical or surgical condi-
tion under medical treatment.)

Same ag ahove.

Same go above.
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Outpatient Physicians’ Services
{Rendered in Hospital or
Daoctor’s Office)

CHAMPUS Basic Medical Program

Accidental injury

Medical emergency

Qutpatient (office) consultation

Outpatient psychotherapy

Diagnostic x-ray and laboratory services,
{including EKGs, EEGs, EMGs and
basal metabolism tests)

Outpatient surgery (including fractures,
dislocations, burns, renal dialysis,

electzoshock therapy, oral surgery and
removal of impacted teeth)

Outpatient home and office
(routine)
Qutpatient peychiatry

Emergency dental care

For spouses and children of active duty
members, pays 80 percent of allowable
charges after annual deductible require
ment has been met. For retired members
and their spouses and children and surviv
ing spouses and children of deceased ac-
tive duty and deceased retired members,
neys 75 percent of allowable charges after
annual deductible. Annual fiscal year
deductible is %50 for the first claimant
and %100 for two or more family
members filing claims. NOTE: There
are no limits under CHAMPUS as to
where the treating physician may provide
authorized services to be considered a
coverable outpatient benefit.

Same as ahove.
Same as above.
Same as above,

Same as above.

Same as above. (However, dental cover-
age limited to ireatment of oral disease
or iofection that is sigraficantly compli-
cating a current medical or surgical con-
dition.)

Same as above,

Same as above.

No benefit,
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Other Medical Services and Supplies

CHAMPUS Basic Medical Program

Prescription drugs and medicines and in-
sulin

Professional local ambulance service

Private duty nursing (licensed RN or
PN}

Rentel of durable medical equiprent

Blood transfusions including the cost of
blood and blood plasma

Orthopedic braces, crutches and prosthet-
ic appliances such as artificial limbs
and eyes

Day-night hospital care {(nervous and
mental}

When furnished in a hospital, drugs are
cost-shared as inpatient hospital services.
When cbtained by a patient other than
an inpatient, they are cost-shared as oth-
er outpatient services. (See deductibles
and coinsurance below.)

Ambulance service is considersd an out
patient service and is cost-shared as oth-
er outpatient services.

Services of a private duty nurse are
covered by CHAMPUS when ordered by
the attending physician. If provided as
part of an inpatient confinement, they
are cost-ghared as inpatient hospital ser-
vices. When provided a patient in the
home, they are cost-shared the same ag
other out-patient services.

Coat-shared as other outpatient services,

Cost-shared as inpatient services when
provided as part of hospital services to an
inpatient, Coest-shared the same as other
outpatient services when provided on an
outpatient basis.

Same as above,

Cost-shared same as other outpatient ser-
vices.
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BENEFIT

Other Medical Services and Supplies

CHAMPUS Basic Medieal Program

(ratpatient group psychotherapy, collat-
eral visits, and services of members of
mental health teams, ie., physician,
clinical  psychologist, psychiatric
nurse, paychiatric social worker

Marital, family or other counseling

Hypnosis or hypnotherapy
Services rendered or billed by a school

Charges for room and beard in a halfway
house

Charges for room and board in a resi-
dential treatment center for emo-
tionally disturbed children and
adoclescents

Services and supplies related to sex
gender change or sexual dysfunctions
or inadequacies

Speech, occupational, recreational or
educational therapy or other forms of

nonmedical self-care or self-heip
training

Eye exerciges or visual training

Custodial or domiciliary care

Outpatient psychotherapy is covered and
cogt-shared by CHAMPUS as an outpa-
tient benefit with same deductible and
coin surance as other outpatient benefits,
Psychotherapy can be provided on an in-
dividual or group basis. Services of clini-
cal psychologists do not require a referzal
or supervision by a physician. All other
psychotherapy when provided by a non-
M.I.—a psychotherapist must be re-
ferred and certified as to necessity and
appropriateness by an M.D. and recerti-
fied every 30 days,

Coverable if provided by & physician or
clinical psychologist.

Same as above.
No benefit.

Coverable if part of a prescribed psy-
chiatric treatment program.

Same as above.

No benefit.

Speech and occupational therapy are
coverable if part of a medically
prescribed treatment plan. Cost-shared
as inpatient if provided as an in-hospital
service; cost-shared as outpatient if pro-
vided as an outpatient service.

Ne benefit.

No benefit,
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Other Benefit Provigions

CHAMPUS Basic Medical Program

Maximum {dollar) benefita

Deductible

Coinsurance

No dollar limitations.

Payment of the first $50 of the charges
each fiscal year for all types of outpa-
tient care is the responsibility of the pa-
tient. However, a family group of two or
more persons is required to pay collec-
tively no more than $100 each fiscal
Year.

The beneficiary who 18 the dependent of
an active duty member pays 20 percent
of allowable charges for authorized out-
patient services after annual deductible
requirement has been met. All other
beneficiaries pay 25 percent of allowable
charges for authorized outpatient ser-
vices. The coinsurance required of active
duty dependents for inpatient charges is
$25 per inpatient confinement or $4.65
per day of inpatient confinement, which-
ever is the greater. All octhers pay 25
percent of all charges for inpatient ser-
vices.
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