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RICARE, part of the military health system, is the health
plan for 6.6 million military beneficiaries in the United

States (as of 2014), primarily active-duty and retired per-

sonnel and their family members under age 65." It uniquely

combines a large direct-care system of military treatment facilities
(MTFs) with extensive care purchased from the private sector.
In 2014, a comprehensive review of this military health system
described it as follows:
The Military Health System (MHS) provides a continuum of
health services from austere operational environments through
remote, fixed medical treatment facilities to major tertiary care

medical centers distributed across the United States. Mission-

critical aspects of the MHS include the ability to sustain an

* In addition, the U.S. Department of Defense (DoD) covers 2.1 million
beneficiaries age 65 and older through TRICARE for Life, which supple-
ments Medicare coverage, and 0.3 million Reserve and Guard personnel and
their family members through TRICARE Reserve Select.

interdependent and self-supporting, responsive health care team.
Force Health Protection is the critical support function of the

MHS in providing a worldwide deployable defense force.!

First developed in the 1980s and implemented in the 1990s,
TRICARE adapted the managed care approaches used by civil-
ian employer health plans when redesigning the traditional mili-
tary health program, which, prior to TRICARE, consisted of the
MTFs and civilian care provided through the Civilian Health
and Medical Program of the Uniformed Services (CHAMPUS).
Thirty years later, employer-sponsored health plans have evolved,
but the TRICARE benefit and approach to purchasing civilian
care have changed little. DoD and Congress are now considering
how to update TRICARE based on experience in civilian health
plans while still meeting future military medical requirements.
An immediate impetus for reform is the report of the 2015 Mili-

tary Compensation and Retirement Modernization Commission
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(MCRMC), which cited declining beneficiary access, choice, and
value in calling for a major redesign of the benefit.? Rising person-
nel costs in an era of defense budget cuts are also motivating a
thorough look at military health benefits. The MCRMC report rec-
ommends replacing TRICARE with private health plans, whereas
DoD has proposed more modest changes to TRICARE in its fiscal
year (FY) 2017 budget proposal.

This Perspective places TRICARE’s current managed care
strategy in historical context and describes recent innovations by
private insurers and Medicare intended to enhance the va/ue—cost
and quality—of the care they purchase for their members. With
this movement toward value-based purchasing as background, we
consider the MCRMC and DoD proposals for reform and describe
an alternative approach that might also be considered. We begin
by describing how TRICARE incorporated approaches employed
by private and public payers 30 years ago. We then summarize
the value-based purchasing approaches being explored today and,
finally, consider the options for reforming TRICARE during this

period of change in the health marketplace.

Managed Care and TRICARE

Managed care emerged as a solution to rapidly rising health costs
in the 1970s. Before managed care, health plans were described by

the services they covered and the beneficiary cost-sharing require-

Employer-sponsored health plans have
evolved, but the TRICARE benefit and
approach to purchasing civilian care have
changed little.

ments for those services. Beneficiaries could choose to seek care
from any physician or hospital, which was paid for each service
based on the “usual and customary” charge for that service (fee-
for-service payments). Managed care introduced three key features
designed to strengthen the health plan’s role in encouraging cost-
effective care:?
e creation of a provider network that beneficiaries are limited to
or given financial incentives to use
* negotiated discounts and new methods of payment for network
providers
e utilization management by the health plan through gatekeep-
ing (mandatory referral by a primary care provider for specialty
care), prior authorization from the health plan for high-cost

care, and ex-post utilization review of care.

Two types of managed care plans emerged. Health mainte-
nance organizations (HMOs) limit beneficiaries to using network
providers for almost all of their care. Some HMOs pay providers
(or provider groups) a predetermined amount per patient or, in
some cases, a salary. HMO beneficiaries are assigned primary care
providers, who must provide a referral for specialty care and have
overall responsibility for their patients’” care. Preferred provider
organizations (PPOs) allow beneficiaries full choice of provid-
ers but reduce their out-of-pocket cost if they use providers in the
PPO’s network. PPOs typically pay both network and non-network
providers on a fee-for-service basis, but network providers agree
to accept discounted rates. Some of the early PPOs experimented
with payment methods that shifted some of the financial risk of
care to providers. In exchange for limiting provider choice and with

the expectation that utilization management would lead to more



cost-effective care, most managed care plans substantially reduced
beneficiary cost-sharing (e.g., lower copayments or coinsurance
amounts).

With the implementation of TRICARE, DoD adapted man-
aged care principles to the military system by creating a new HMO
option (TRICARE Prime) and reshaping the traditional plan as
a PPO (TRICARE Standard/Extra). The HMO is available only
in locations with a beneficiary population that is large enough to
warrant the effort of establishing a civilian network. In 2013, DoD
limited these “Prime service areas” to areas surrounding MTFs or
areas near a closed military base. TRICARE provider networks
exist in some more areas, but they are not as extensive as the net-
works maintained by large private health plans.

Active-duty personnel are automatically enrolled in the HMO
plan, and other beneficiaries can choose between the HMO and
the PPO. The design for the HMO and PPO closely followed
designs common in civilian managed care plans in the 1980s.
TRICARE reduced beneficiary cost-sharing for use of civilian care;
this included a substantial reduction in the HMO option and a
more modest reduction in the PPO option in order to induce use
of network providers. The MTFs play a major role in the HMO as
the primary care provider for many HMO enrollees; the enrollees
that the MTFs cannot accommodate are assigned to network
primary care providers. The MTFs also have right of first refusal for
specialty referrals for all HMO patients needing the types of care
provided in their service areas, although, in practice, MTFs rarely
insist on treating patients whose civilian provider has referred them
to civilian specialists.

To carry out the significantly more complicated administrative

activities associated with managed care, TRICARE issued three

regional contracts with civilian third-party administrators (i.c.,
managed care contractors). The TRICARE program was tested

in 1988-1993 and was implemented nationwide in 1996-1998.
Implementation was difficult, and it was several years before the
program operated as envisioned and HMO enrollment among
non-active-duty beneficiaries reached steady-state levels. By 2000,
enrollment in TRICARE Prime had reached 3.4 million, or 45 per-
cent of the eligible population in the United States. In 2014, enroll-
ment was 5.0 million, or about two-thirds of the eligible popula-
tion. Roughly one-third of the beneficiaries in the PPO also have
other health insurance coverage, but two-thirds rely on TRICARE

as their only source of health coverage.*

Decline of Managed Care

By the time DoD had finished implementing TRICARE, a back-
lash had developed against civilian managed care plans. Civilian
beneficiaries resisted the limitations on provider choice (especially
in HMOs), and risk-sharing with providers proved to be problem-
atic in all but large group practices. Physicians objected to having
their clinical decisions second-guessed by utilization management
programs, and health insurers discovered that the cost savings
achieved did not cover the added costs of utilization manage-
ment. As enrollment in private health plans shifted from restrictive
HMO:s to the more open-ended PPOs, health plans focused on
discounted fee-for-service payment and curtailed or, in some cases,
ended their utilization management programs. As a result, HMO

market share in employer plans peaked in 1996 at 31 percent and



Civilian health plans are currently trying a
number of innovative approaches associated
with value-based purchasing.

fell to 14 percent in 2015, while PPO market share had more than
doubled to 62 percent by 20151

Managed care programs initially led to cost savings as health
plans negotiated payment discounts and addressed obvious areas of
excess utilization, but costs soon began to rise again. The high-
deductible health plan appeared as a way to control costs by shift-
ing some of the cost from the plan to beneficiaries and giving them
more reason to consider cost when seeking care.” Today, these plans
account for 24 percent of the market, and traditional fee-for-service

plans have all but disappeared.’

Recent Trends in Civilian Health Plans
Civilian health plans are currently trying a number of innovative
approaches associated with value-based purchasing, defined as

“any purchasing practices aimed at improving the value of health

T Point-of-service health plans are included in the PPO percentage. These
plans modify an HMO to cover care from non-network providers at higher

cost to the beneficiary.

1 HealthCare.gov defines a high-deductible plan as “[a] plan that features

higher deductibles than traditional insurance plans. High deductible health
plans (HDHPs) can be combined with a health savings account or a health
reimbursement arrangement to allow you to pay for qualified out-of-pocket

medical expenses on a pre-tax basis.”

care services, where value is a function of both quality and cost.”
Large employers began to implement value-based purchasing in
their employee health plans approximately two decades ago.” The
National Business Coalition on Health provides a more complete
description of the concept:

Value-based purchasing involves the actions of coalitions,
employer purchasers, public sector purchasers, health plans, and
individual consumers in making decisions that take into consid-
eration access, price, quality, efficiency, and alignment of incen-
tives. Effective health care services and high performing health
care providers are rewarded with improved reputations through
public reporting, enhanced payments through differential reim-
bursements, and increased market share through purchaser, payer,
and/or consumer selection. Effective value-based purchasing is
an external motivator for providers to lead this re-engineering of

health care delivery.®

To improve the value of the health care that they purchase,
health plans are adopting new patient- and performance-based
reimbursement models, which we describe below.

These trends in civilian health plans are occurring at the same
time as consolidation among the physician and hospital organiza-
tions from which the plans purchase care. Provider organization
consolidation and hospital acquisition of physician practices has
occurred in waves since the 1990s. The health marketplace is cur-
rently experiencing another wave of consolidation, as providers
seek greater market power to negotiate with a shrinking number
of large insurers and to benefit from perceived economies of scale
and scope.? Value-based purchasing further encourages this trend,
in the belief that more-integrated provider organizations are better
able to coordinate their patients’ care, and larger organizations

are more able to assume financial risk for cost and quality. As of



2012, 60 percent of hospitals are in a health system, and hospital-
owned physician practices increased from 25 percent of practices
in 2004 to 49 percent in 2011.1° There is only limited evidence to
show whether integrated provider organizations deliver care that is
more cost-effective. A review of the literature found some evidence
of higher quality in integrated systems but no evidence of lower

costs. !

Payment Reform

Payers pursuing value-based purchasing (including Medicare) are
experimenting with new payment models. These new payment
models are designed to reward providers based on the quality and
cost of the care they deliver and, thereby, provide an incentive to
coordinate and integrate care across providers and settings. Two
of the payment methods are pay for performance and bundled
payment; the use of pay for performance is quite common, while
the use of bundled payments is more narrowly focused and still
experimental.

Pay for Performance. Many payers are expanding their use of
pay for performance, a “payment arrangement in which providers
are rewarded (via bonuses or larger annual payment updates) or
penalized (via reductions in payments) based on meeting pre-
established targets for measures of quality and/or cost.”!? Follow-
ing up on a pay-for-performance demonstration project, Medicare
began adjusting hospital reimbursement rates based on quality and
cost outcomes in 2013. In 2015, Medicare implemented value-
based purchasing for large physician groups (100 or more physi-
cians); the program expands to groups of ten or more physicians in
2016 and to groups of two or more physicians in 2017. A number

of state Medicaid programs have also adopted pay-for-performance

approaches. Payers are paying hospitals based on performance
across a number of clinical areas, including acute myocardial
infarction, diabetes, congestive heart failure, hip and knee arthro-
plasty, pneumonia, and surgical infections. While this approach
seems promising, it has also been met with some challenges. These
include financial incentives that are insufficient to actually influ-
ence provider behavior, lack of provider buy-in, and lack of con-
sensus on which measures should be rewarded. To address the last
two issues, the Centers for Medicare & Medicaid Services (CMYS)
recently released a draft Quality Measure Development Plan with
a goal of developing common measures that can be used by both
public and private payers across delivery systems and that will
reduce provider burden.!?

A 2014 report reviewed 49 studies that assessed the effect of
pay for performance on process and quality measures in a group
of large interventions.'? The studies employed methods that varied
in rigor and had mixed results. Those that used stronger research
methods were less likely to identify improvements associated with
the pay-for-performance programs, and any identified effects
were small. Notable findings from the studies to date include the
following:

¢ Several studies of Medicare’s hospital pay-for-performance
demonstration program found positive but modest quality

results. However, hospitals that received a bonus for quality did

not consistently continue to improve performance on quality

metrics in subsequent years.'4
* In contrast, the Veterans Health Administration pay-for-
performance program was associated with improvements in

quality measures for acute coronary syndrome, heart failure,



Recent evaluations of ACO models, which
used a range of methods, have found cost
savings.

and pneumonia, and the improvements were sustained after
the program had ended.’

* A recent evaluation of the early experience with Medicare’s
hospital pay-for-performance program found no difference
in process of care and patient experience measures after the
period of performance between hospitals that did and did not
carn the performance bonus.!® However, many of these mea-
sures have been the focus of quality improvement activities and
public reporting for numerous years, leading to increases in
quality prior to the implementation of financial incentives.

e There is little consistent evidence on the effect of pay for per-
formance on costs. Two of the stronger studies reported mixed
cost effects in physician or physician group settings.'”18 The
Medicare hospital pay-for-performance demonstration had no

effect on hospital financial outcomes or Medicare payments."

Bundled Payment. Bundled payment (also called episode-based
payment) creates global payment mechanisms that encourage pro-
viders to reduce resource use by coordinating and integrating care.
Health care providers from across the clinical spectrum (including
physicians, hospitals, and post-acute providers) are given a fixed
fee for providing care to a patient for an entire treatment episode
for a specific condition or intervention. The fixed payment is based

on the expected costs for a clinically defined episode or bundle of

related health care services. If the providers treating the patient
collectively spend less than the fixed fee, they can share the sav-
ings. Providers are then incentivized to coordinate care across the
continuum. This is a modification of the capitation payment system
used earlier by HMOs that focuses the financial risk that providers
face on an episode of care for the patient instead of for all care that
the patient receives during a year.

Bundled payment is generally used to pay for specialty services
that include an inpatient procedure, such as hip and knee arthro-
plasty or coronary artery bypass surgery, and standard post-acute
care. The prevalence of such programs is unknown; various payers,
including Medicare, Blue Cross Blue Shield of Tennessee, and pri-
vate payers who have not yet published the details of their arrange-
ments, currently use bundled payments for at least some patients.

A recent systematic review of the literature related to
19 bundled payment programs showed inconsistency in the size
and direction of effects on quality measures (e.g., mortality rates,
readmission rates, adherence to clinical process measures, patient
satisfaction).?? However, all of the programs showed declines of
up to 10 percent on spending and utilization. Early feedback from
27 academic medical centers participating in a Center for Medi-
care and Medicaid Innovation bundled payment initiative were
mixed, with cost savings for some conditions and losses for other

conditions.?!

Accountable Care Organizations
Complementing these payment methods is an increasingly com-
mon care delivery model, the accountable care organization (ACO).

ACOs combine some level of provider integration with new pay-



ment models in an effort to improve quality and reduce costs. One
definition of an ACO is

[a] health care organization composed of doctors, hospitals, and
other health care providers who voluntarily come together to
provide coordinated care and agree to be held accountable for
the overall costs and quality of care for an assigned population
of patients. The payment model ties provider reimbursements to
performance on quality measures and reductions in the total cost
of care. Under an ACO arrangement, providers in the ACO agree
to take financial risk and are eligible for a share of the savings
achieved through improved care delivery provided they achieve
quality and spending targets negotiated between the ACO and
the payer.?

There are various ACO models, ranging from those created by
CMS (e.g., Pioneer ACOs) to those created by private health plans
(e.g., the Cigna ACO). As of March 2015, there were an estimated
744 ACOs in the United States, with over 1,000 contracts cover-
ing 23 million people. The contracts were evenly split between
public and private payers.?? The largest private insurers are rapidly
increasing the number of ACOs with which they have negotiated
value-based contracts. In 2015, approximately one-quarter of both
UnitedHealthcare and Aetna claims payments were made under
these contracts, and both insurers intend to substantially increase
this share in the next few years.??

ACO providers are eligible for a share of the savings achieved
through improved care delivery, conditional on meeting quality
and spending targets negotiated between the ACO partners and the
payer. Some ACO arrangements also include a shared-risk compo-
nent wherein the ACO is at risk for at least a portion of the costs
if actual spending is in excess of the spending target. A 2014 study

found that just over half of programs had a contract with a private

payer and that these contracts were more likely to include shared
risk than Medicare contracts.? Most of the remaining programs
negotiated changes in fee schedules, such as care coordination fees.
Here are some examples of the different financial incentives in
ACO contracts with payers:

* CMS’s Physician Group Practice demonstration—one of the
carliest examples of the ACO concept—set targeted risk-
adjusted expenditures based on the rate of growth of costs
in the local community. If per capita costs were more than
2 percent below the target level for the area, participating phy-
sician groups could earn up to 80 percent of the savings they
generated.

* The Blue Shield of California—California Public Employees’
Retirement System ACO pilot had a shared savings component
based on zero growth in health care costs in the first year; the
ACO would share savings with the payer if health care costs
were below the targeted amount and would also share expenses
in excess of the target.

* CIGNA’s ACO model incorporates a care coordination fee
that is paid to practices at the beginning of the year. At year’s
end, if the trend in a practice’s total medical cost has improved
at least 2 percentage points relative to a comparison group
and quality has also improved, the care coordination fee is
increased for the next year.

¢ The Blue Cross Blue Shield of Massachusetts Alternative Qual-
ity Contract (AQC) ACO model pays its provider groups a
portion of the difference between a global budget negotiated
with the payer and total medical spending and also provides
a bonus of up to 10 percent above the global budget based on

performance on quality measures.



Evaluations of the effectiveness of ACOs are beginning to
emerge. Recent evaluations of ACO models, which used a range of
methods, have found cost savings. An evaluation of the Blue Cross
Blue Shield AQC model found savings of 1.9 percent on medical
services in the first year and 3.3 percent in the second year, com-
pared with a control group of non-ACO providers.?> Over a four-
year period, these savings averaged $62.21 per member per quarter
when compared with a control group, most of which came from
savings in outpatient spending.?® The ACO achieved these savings
by shifting procedures, tests, and imaging to facilities with lower
fees and by reducing utilization for some patients. The savings
spilled over to other patients seen by the ACO providers; savings
for their Medicare patients in the second year were 3.4 percent,
even though the incentive payments applied only to Blue Cross
Blue Shield patients.?” Costs in the Blue Shield of California ACO
grew at only 3 percent in each of its first two years (2010-2011),
with declines in inpatient length of stay and readmission rate.?8
Finally, recent evaluations found a modest decrease in health care
utilization and government spending on medical services in the
first two years of the Medicare Pioneer ACO demonstration.?%30
However, the cost savings were not consistently large enough for all
participating ACOs to receive the financial incentives. All of these

studies focus only on spending on medical services; when incentive

The early evidence suggesting that patient
experience could be better in ACOs makes
this new type of provider organization
potentially promising for a military health
plan.

payments and infrastructure support are taken into account, total
costs in these early years of ACO implementation may not have
decreased, at least not in all cases.

Early findings on quality of care and integration of care
across providers are also promising. The Blue Cross Blue Shield of
Massachusetts AQC program achieved improvements in recom-
mended chronic care management.?® Another evaluation focusing
on multiple payers in three states found increased performance on
five process-of-care measures but no improvement in average blood
sugar levels for patients with diabetes.?! One study, which lacked
a comparison group, found increased performance on measures of
diabetes, heart failure, and coronary artery disease.3? Patient experi-
ence surveys revealed that patients attributed to Medicare ACOs
had higher increases in ratings of timely access to care and in how
informed their primary care physicians were about care that their
patients received from specialists, compared with beneficiaries not
in ACOs. The subset of patients in this study with multiple chronic
conditions who were in the ACOs also had higher increases in rat-
ings of overall care.?

The early evidence suggesting that patient experience could
be better in ACOs makes this new type of provider organization
potentially promising for a military health plan. Active-duty ben-
eficiaries move every few years, and beneficiaries in all groups have
experience with “one-stop shopping” for health care in the MTFs.
To the extent that ACOs prove able to integrate care across pri-
mary care providers and specialists, they may be easier to navigate
for beneficiaries who must rely on civilian providers for their care.

Roughly three-quarters of the beneficiaries living in a metropolitan



area without an MTF live in an area that had at least one Medicare
ACO in 201558

Value-Based Insurance Design

To complement these innovations targeting health care providers,
value-based insurance design targets patient behavior by structur-
ing cost-sharing and other insurance design elements to encourage
the use of high-value health services. Cost-sharing is reduced or
even eliminated for services for which there is evidence of cost-
effectiveness and may be increased for ineffective services. This
approach is in its infancy, and it is unclear whether it will prove
effective in improving health outcomes and/or reducing costs. Pri-
vate health plans have some experience with value-based insurance
design, especially for pharmaceuticals, where lower patient cost for
drugs used to treat chronic disease may improve adherence but has
unknown effects on other outcomes.>* A Medicare Advantage Plan
test will begin in 2017 in seven states and will contribute valuable

evidence on the cost-effectiveness of this approach.

§ This estimate is based on the list of 452 ACOs participating in Medicare’s
Pioneer, Advance Payment, and Shared Savings programs in 2015. We
matched each ACO to a single metropolitan statistical area (MSA) and
estimated the number of TRICARE beneficiaries in the MSA from the
2009-2013 American Community Survey. Our estimates do not account for
the TRICARE population in micropolitan statistical areas with ACOs, some
of which include sizable military populations (e.g., Watertown-Fort Drum,
New York). Taking into account that there are ACOs that contract only with
private insurers and that there are 116 new Medicare ACOs scheduled to
begin in 2016, the percentage of beneficiaries with access to a Medicare ACO

could be even higher.

Should TRICARE Adopt These Civilian Health Plan

Innovations Now?

As we described above, models of value-based purchasing and
value-based insurance design are still relatively new. It will take
some time for health care providers to adapt their organizations,
care delivery practices, and information technology to fully respond
to the incentives they now face under value-based arrangements.
More experience and research will be needed to determine whether
these models lead to more cost-effective care.

DoD will want to take advantage of new provider organiza-
tions and contracting approaches that do prove to be cost-effective.
However, over its 30-year history, the current TRICARE program
has not had the flexibility to respond to changes in the health care
system that private insurers or even Medicare have had. To avoid
committing to a new approach now that falls short (as managed
care did), DoD would need to wait to adopt innovative approaches
in purchasing care until payers and providers converge on arrange-
ments that improve on TRICARE’s current fee-for-service
approach. An alternative to waiting is to rely on private health
plans for beneficiaries without MTF access instead of continuing a
DoD-specific plan. The private health plans face fewer constraints

in adopting innovative approaches than TRICARE has faced.

Two Options for TRICARE Reform

Two options for reforming TRICARE have been proposed in the
past year. They differ in the roles they envision for both private
health plans and the MTFs. Neither proposal explicitly addresses
value-based purchasing. In this section, we briefly summarize these

proposals. In the following section, we then raise a third option,



which combines aspects of the two current proposals with an eye
on value-based purchasing.

The first TRICARE reform proposal, advanced by MCRMC
in 2015, would replace TRICARE with a menu of private insur-
ance plans for all non—active-duty beneficiaries. These beneficiaries
would still be allowed to seek care at MTFs if they choose, and the
health plans would reimburse MTFs for the care provided to plan
enrollees. Unspecified reimbursement and, possibly, cost-sharing
approaches would be developed to encourage utilization of the
MTTFs. Finally, to help active-duty members cover the private plan
costs for their dependents, the MCRMC recommended establish-
ing a new pre-tax cash benefit, the basic allowance for health care.
MCRMC listed a number of shortcomings in TRICARE in argu-
ing for a shift to private health plans. These included the following:

* limited infusion of new ideas from the private sector to control
costs and enhance quality

* an unresponsive referral process for specialty care in TRI-
CARE Prime

* an inadequate civilian provider network that is not well-
tailored to local health care market conditions

* a complex and lengthy process of awarding the managed care
support contracts, characterized by frequent challenges to
award decisions and transition problems when contractors
change

* high program administration costs.

The MCRMC proposal does not address in any detail how
MTFs would function if non—active-duty beneficiaries were cov-
ered by private health plans. Making the MTFs reliant on private

health plan reimbursement could risk their ability to attract the

10

patients needed to sustain the skills of military medical person-
nel. How care provided using both military and civilian providers
would be integrated is unclear, and, therefore, the implications for
access, quality, and cost are uncertain.

The second reform option comes from DoD, which has
included a proposal for TRICARE reform in its last three budget
requests. Its current proposal, broadly described in the FY 2017
budget, proposes more-modest changes to the current TRICARE
structure. The HMO (TRICARE Prime) would be replaced by an
MTEF-based managed care plan; the option to enroll with a civilian
primary care provider in a managed care plan would be elimi-
nated. Beneficiaries who prefer civilian care and those who live in
an area without an MTF would access civilian providers through
the unmanaged PPO plan. MTF care would continue to be free
of charge, but the proposal includes complex changes in other
beneficiary cost-sharing provisions. In particular, cost-sharing for
care provided by network providers would be updated to be similar
to the tiered copay schedule common in civilian employer plans.
Except for dependents of junior enlisted personnel, the family-level
deductible would be $600, and the cost per visit would be $15 to
$25 for primary care and $25 to $35 for specialty care, depending
on beneficiary category. The changes in cost-sharing are designed
to remain affordable while somewhat increasing the incentives for
beneficiaries to enroll in the MTF-based plan and use the lowest-
cost source of care appropriate for their needs in the PPO.

This DoD proposal retains the basic structure of TRICARE as
a uniquely designed military health benefit that purchases civilian
care through managed care support contractors. It simplifies the
enrollment options to an MTF HMO-like plan and a civilian PPO

plan, and it uses tiered premiums and cost-sharing to influence



beneficiary decisions about which plan to choose and where to get
care. The DoD proposal promises innovations in MTF care, but it
does not mention shifting authority and accountability for MTF
enrollees’ civilian care from the managed support contractors to the
MTFs—a necessary step for the MTFs to function as ACOs. At
the same time, keeping a “custom” plan for beneficiaries who rely
on civilian providers does not address the concerns raised by the
MCRMC about network adequacy and administrative efficiency. It
also precludes offering military beneficiaries access to leading civil-

ian integrated provider organizations.

A New Hybrid Option: A Partial Shift to Private
Health Plans

The third option would combine elements of the two existing pro-
posals in ways that could facilitate value-based purchasing. Similar
to the DoD proposal described above, this option would replace the
current TRICARE plans with a new program that offers most ben-
eficiaries a choice of MTF-based or civilian health plans. It differs
in a few important ways: It redesigns the MTF plan along ACO
lines, substitutes private health plans for the civilian plan DoD
envisions, and establishes a network of specialty MTF-based centers
of excellence to treat beneficiaries enrolled in either type of plan.

In areas with no MTF or an MTF capable of little more than
active-duty care (e.g., the Air Force clinic in Los Angeles), only
private plans would be offered. In areas with an MTF capable of
providing primary care and providing or managing specialty care
for an enrolled population of non—active-duty beneficiaries, an
MTE-based plan would be offered along with one or more private
health plans. This approach differs from the approach proposed by
the MCRMC because it retains an MTF-based health plan instead

11

The DoD proposal promises innovations in
MTF care, but it does not mention shifting
authority and accountability for MTF
enrollees’ civilian care from the managed
support contractors to the MTFs—a necessary
step for the MTFs to function as ACOs.

of moving all non—active-duty beneficiaries to private health plans
and making the MTFs reliant for funding on reimbursements from
these plans. MTFs, especially the ones with extensive specialty ser-
vices, could accept reimbursement from private plans to treat their
military enrollees, but this revenue stream would be in addition to
a direct allocation for their enrollees.

Another component of this TRICARE reform plan would be
the creation of MTF centers of excellence for specialized care that
foster and sustain the operational medical skills of military special-
ists. Given the volume considered necessary for quality care, these
centers would be established only at the largest MTFs and not at all
MTFs currently designated as medical centers. These centers would
provide care for all military beneficiaries, following the model of
the Employer Centers of Excellence Network established by the
Pacific Business Group on Health (PBGH).* On behalf of its
member employers, PBGH selects high-quality providers for high-
cost surgical procedures, negotiates bundled payments for specific

procedures, and assists the employers in encouraging use of the



In thinking about how to reform military
health benefits, it is important to take into
account the frequent moves of active-duty
families. Many families may prefer to keep
the same plan when they move.

selected providers.f Highly specialized care not related to readiness
could be directed where possible to civilian centers of excellence
in the private sector or the U.S. Department of Veterans Affairs
or to civilian specialists. As necessary to achieve the right num-
ber and mix of patients to sustain key medical provider skills, the
MTTF centers would treat non-TRICARE patients (military retired
patients over age 65, veterans, and others, potentially including
civilians). The MTF centers would also manage the partnerships
with civilian trauma centers developed over the past 20 years to
enhance trauma skills of military providers (physicians and others)
and develop opportunities for assignment of military medical per-
sonnel to civilian positions.3

The following sections discuss issues related to the design of
the plan options for non-MTF areas and MTF areas, followed by

the design of cost-sharing provisions in the plan options.

€ An employer health plan enrollee who gets care at the selected centers has
his or her cost-sharing waived, has his or her travel to the centers paid for, and
has access to a patient advocate to help with making arrangements for the

surgery and returning to the usual provider.
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The MTF Plan

In MTF catchment areas where the beneficiary population substan-
tially exceeds MTF capacity, beneficiaries would choose between
an MTF-based plan and private health plans. Each MTF would
manage its enrolled population, similar to how TRICARE Prime
operates today but with a shift in accountability from the support
care contractors to the MTFs for identifying community provider
partners and managing civilian care for patients enrolled with

the MTFs. The MTFs would report to the Army, Navy, and Air
Force medical departments or the Defense Health Agency, gener-
ally consistent with the current military health organization, and
they would be responsible for the costs of all care provided to their
enrollees. The current managed care support contracts would be
substantially redesigned to provide only the support services needed
to operate the MTF plan.” Importantly, similar to an ACO, the
MTFs would report performance data on their enrollees’ quality

of care, cost of care, and patient experience across all providers

and have performance-based incentives. To facilitate comparison,
the performance reports would employ a common set of measures
chosen based on the measures resulting from the collaboration

between Medicare and private insurers. Additional measures would

**The current managed care support contractors are responsible for estab-
lishing the TRICARE network, enrolling beneficiaries, directing referrals to
civilian network providers, medical management of care provided by network
providers, claims processing, and related customer service. Under the new
MTF plan, support services could be provided by contractors, but the MTFs
would assume responsibility for the key activities related to managing their
enrollees: overseeing the local network of civilian providers, medical manage-

ment, and referrals.



need to be added to fully reflect the health care needs of the mili-
tary population.

The MTF-based plan proposed here is generally similar to
the Catchment Area Management (CAM) demonstration project,
which was conducted in 1989-1993 along with the CHAMPUS
Reform Initiative demonstration project that tested the approach
ultimately adopted for TRICARE. CAM was a limited program
with mixed outcomes, but it provided some useful evidence on the
feasibility of an MTF-based health plan. CAM was implemented
at five MTFs and, in theory, allowed MTF commanders control
over all health care resources in their catchment areas. Control
levels were lower than anticipated, but several of the MTFs were
able to shift some care from civilian providers to the MTE.37 All
five MTFs were able to develop a local network of civilian provid-
ers. Initial cost outcomes varied. Thirty years later, the MTFs are
much better positioned to more actively manage all the care for
their enrolled beneficiaries. In particular, MTF commanders have
significantly better and timelier information on their enrollees’
health care use and health status, as well as experience using the
information, and DoD has eliminated the funding silos that proved
problematic in CAM.

Enrollment in the MTF plan would be limited to active-duty
personnel and the number of other beneficiaries that MTEF-based
primary care providers could accommodate. Very few MTFs have
the primary care capacity to enroll all the beneficiaries in their
catchment areas who rely on TRICARE for their care. There-
fore, beneficiaries in many or even all MTF areas would be able
to choose between the local MTF plan and one or more private

health plans. To ensure that the MTFs have a sufficient number of

patients, beneficiary premium contributions and/or cost-sharing for
care can be set differentially for the MTF and private sector plans.

In thinking about how to reform military health benefits, it is
important to take into account the frequent moves of active-duty
families. Many families may prefer to keep the same plan when
they move. These families would be able to choose the MTF plan
or a nationwide private sector plan. Because active-duty personnel
would continue to get their care primarily at MTFs, it is likely that
many dependents would choose the MTF plan. In contrast, neither
retired military families nor reserve families move as often. These
families—currently 69 percent of the non—active-duty beneficiaries
enrolled in a TRICARE option—would be more likely to choose
high-quality local plans where these can be offered alongside MTF
and nationwide plans.

The MTF plan could be reimbursed on a capitated basis
(risk-adjusted payment) for each enrolled beneficiary and receive
prospective or retrospective payments, as appropriate, for services
provided to non-MTF enrollees. Active-duty care and readiness
activities would be funded separately from a medical readiness
account, either contained in the service budgets or consolidated
in the current Defense Health Program budget, which would also
fund the premium payments for non—active-duty beneficiaries
enrolled in MTF and private plans. When uniformed MTF provid-
ers shift time that was previously used for non—active-duty patient
care to military activities instead, including training and deploy-
ment, the MTF plan would receive additional funding from the
readiness account to replace lost MTF capacity by adding non-
military stafl or purchasing more care in the community. Alterna-
tively, the MTF plan could reimburse the services for the military

manpower used for non—active-duty patient care, thus ensuring



that resources are immediately available to replace unavailable
manpower.8

Beneficiary premiums and cost-sharing might be set lower in
the MTF plan to ensure that the MTFs capacity is fully utilized.
This would replace the current policy that gives the MTFs right of
first refusal for Prime enrollment. Opening the MTFs to competi-
tion from private health plans, even if the MTF plan were more
attractive financially, incurs a risk that some MTFs may not attract
enough enrollees. If an MTF does not receive sufficient funding
to cover its costs from the MTF plan, its military service would
have to cover the shortfall. Over time, the competition should
strengthen lower-performing MTFs, and beneficiaries would gain
from not being required to use MTFs they did not perceive as offer-
ing good value.

In areas where there is a suitable ACO, MTFs with limited or
no specialty capability may be able, over time, to affiliate with the
ACO to take advantage of its specialty network and integrated care
mechanisms, including case management and information systems.
We estimate that roughly 40 percent of TRICARE beneficiaries
live in an area that has both an MTF and an ACO; about half of
them are in an area with a military hospital, and half are in an area

served only by a military clinic.

Private Health Plans

Reflecting the pace of innovation in the civilian health sector and
the growing complexity of health plan design and operations, this
option would replace a DoD-specific plan with a choice of pri-
vate health plan. The non—-MTF-area plan options could include
preexisting high-value regional plans in areas where the benefi-

ciary population is sufficiently large to make the effort to select
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such plans. The regional plans would be chosen using value-based
purchasing criteria—i.e., based on their performance (quality of
care; patient experience, including access; and cost)—and with a
preference for plans that contract with successful ACOs or other
integrated provider organizations. An estimated two-thirds of
TRICARE beneficiaries live in an area with at least one Medicare
ACO; one-third of them also are in the catchment area of a mili-
tary hospital offering specialty care.”” Finally, the options would
include one or more national plans from large insurers.

Unlike the Federal Employees Health Benefit Program, under
this option DoD should select a limited number of high-value
health plans to make health plan choice tractable. Selection criteria
would be tailored according to the needs of military beneficiaries—
e.g., especially in areas with a sizable active-duty family population,
support for finding appropriate providers in plan networks could
be included in the criteria. The right selection criteria should allow
DoD to offer its beneficiaries, for the first time, some plans that
are highly regarded and rely on integrated delivery systems (such as
Kaiser Permanente, Geisinger Health System, and Scott & White)
that active-duty family members may find easier to navigate. Note,
however, that beneficiaries who prefer to keep the same health plan
if they move could also choose the national plan if it is offered
in all areas or the MTF plan for those moving between military

installations.

11 These estimates are based on data from the 2009-2013 American Com-
munity Survey, merged with hospital information from the 2013 American
Hospital Association annual survey and physician data from the 2013 SK&A

physician database.



Both the regional and national non-MTF plans could direct
beneficiaries to MTF centers of excellence for complex surgical care
related to maintaining military physician skills relevant for wartime
(e.g., vascular surgery) and reimburse the MTFs for the care pro-
vided. DoD would need to cover patient (and accompanying family
member) travel costs if referral to the military centers were made
mandatory. DoD’s electronic health record system would support
care integration for MTE-plan enrollees who are treated in centers
of excellence. DoD plans to begin implementing a new system at
the end of this year. A key criterion in awarding the contract was
interoperability with civilian providers’ electronic health record
systems. In future years, the ability to integrate care between mili-
tary and civilian providers should increase, although it will likely
remain more limited than for patients treated entirely within the
MTF system.

Beneficiary Cost-Sharing Changes

TRICARE Prime premium contributions and copays have changed
licele since the plan was introduced in 1996. Numerous assessments
have concluded that TRICARE needs more robust and better-
designed beneficiary cost-sharing provisions,?>4° and DoD has
proposed changes, including retiree premium increases, on several
occasions. The failure to adjust TRICARE Prime cost-sharing
over time to keep up with inflation and costs in employer health

plans has well-known consequences: high beneficiary care utiliza-

1% The FY 2017 President’s Budget Request proposed a four-year increase in
the TRICARE Prime retiree premium. Family coverage in FY 2018 would
have been set at 4 percent of the retiree’s gross military retirement income and

ranged from $594 to $1,226 (up to $1,840 for flag officers).
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Cost-sharing has increased substantially
in employer plans over time. In 2015,

81 percent of employees had a plan with a
deductible, and over 90 percent had some
form of copayment or cost-sharing for care.

tion relative to civilians and a high number of retiree participants
who transferred from their employer plans to TRICARE after
TRICARE was implemented. After 20 years, the adjustments to
premium contributions needed to induce retirees to shift back

to employer coverage would be impractically large. Therefore,
most past proposals have focused on increasing the share of plan
costs that retirees pay to what they were when TRICARE was
implemented.

Cost-sharing has increased substantially in employer plans
over time. In 2015, 81 percent of employees had a plan with a
deductible, and over 90 percent had some form of copayment or
cost-sharing for care.> Notably, the average annual family-level
deductible in plans with a deductible was over $4,000, and the
average cost per visit was $24 for primary care and $37 for specialty
care. DoD may experience resistance among private insurers to
offer a military plan with no (or very low) cost-sharing. Further,
ACOs may be reluctant to assume responsibility for patients with
no or low cost-sharing, as they may have little experience control-
ling unnecessary utilization under these circumstances. If the
increases in cost-sharing included in the DoD reform proposal are
implemented, they may be sufficient to allay any private insurer and

ACO concerns. The lower deductibles proposed by DoD may be



advantageous, as they pose less of a barrier for accessing appropriate
care.

Differential retiree premium contributions for civilian plans
and the MTF plan could be based on value—i.e., plan cost and a
limited set of quality measures reflecting quality of care and health
outcomes. DoD could set the beneficiary contribution for the
“best” plan in each area as a fixed percentage of the average cost of
all such plans nationally or a fixed percentage of military retirement
pay. Civilian plans with a higher total premium cost could have a
beneficiary premium differential equal to some or all of the higher
cost and dependent on measured quality outcomes, if available.
Beneficiaries would be provided with information on the choices
available to them in each location, modeled on the information
provided by CMS for Medicare Advantage plans; CMS developed
its plan information based on extensive research on what beneficia-
ries want to know and how they respond to information.*!

‘The premium contribution for the MTF plan (and the DoD
payment to the plan per enrollee) may be difficult to set initially, in
light of the complex mission and funding streams for MTFs and
data limitations. In this case, the MTF plan premium contribution
and DoD payment could be based on the beneficiary and DoD
premium contributions for civilian plans. Over time, the MTF
plan premium contribution could be adjusted as necessary so that
enough beneficiaries choose the MTF plan in each area to fill its
capacity (just as recruiting bonuses are adjusted to meet enlistment
goals, for example). This would avoid shortfalls in funding for
MTFs that fail to meet their enrollment goals (which the military
services would have to cover) and also provide a ready measure
of the value that MTFs are providing relative to civilian plans.

Allocating some or all of the financial risk associated with lower
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beneficiary premiums for low-performing MTFs with the military
services could strengthen the MTFs’ performance-based incentives.
It would take considerable time to plan and implement the ele-
ments required for this third option for reforming military health
care, especially in MTF areas; setting up the MTF plan envisioned
in this option would include revising the funding streams for medi-
cal readiness and care provided to MTF plan enrollees, determin-
ing the private plans to be offered, and setting the DoD and ben-
eficiary premium payments for the MTF versus private plans. In
contrast, moving to private health plans in non-MTF areas could
probably be accomplished over the next few years as the current
managed care support contracts end. However, before committing
to a strategy relying on private health plans, DoD should compare
the costs and health outcomes for military beneficiaries currently
relying on TRICARE and using civilian providers with costs and

outcomes for comparable beneficiaries in private health plans.

Military Health Benefits Advisory Commission

Finally, Congress or DoD may want to consider establishing a
Military Health Benefits Advisory Commission to provide analysis
and advice on the DoD health benefit during this period of change.
This commission could be modeled on the Medicare Payment
Advisory Commission (MedPAC) and the Medicare Evidence
Development & Coverage Advisory Committee (MEDCAC). This
advisory group would include leading experts on health plan design
and provider reimbursement and would complement the Defense
Health Board, which focuses primarily on other issues in military

medicine.



Summary

The design of TRICARE was based on managed care plans com-
mon at the time of its creation. The civilian health insurance
market has largely moved away from this design and is increasingly
using value-based purchasing and value-based insurance design to
strengthen incentives for high-quality, efficient health care. In this
Perspective, we described models of value-based purchasing and
value-based insurance design and explained how TRICARE might
be replaced by contracting approaches that take advantage of the
innovations being implemented in civilian health insurance while
preserving the capability of MTFs to maintain medical readiness
of military personnel and the operational medical skills of mili-
tary medical providers. To achieve balanced objectives, the hybrid

approach outlined here blends aspects of two existing proposals by
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retaining an MTF-centric health plan that has been reorganized to
incorporate features of an ACO but shifting to private health plans
for beneficiaries who will rely primarily on civilian providers for
their care.

Finally, regardless of the approach that TRICARE reform
takes, it should facilitate and incentivize integrated, accountable
care for DoD beneficiaries served by the MTFs. The MTFs play
a critical role in sustaining the active-duty medical force, which
supports the primary missions of the Military Health System—
medical readiness of military personnel and medical support of
military operations. Changes to TRICARE need to sustain the
MTTF capabilities and promote the integration of care for these

beneficiaries who must use both MTF and civilian providers.
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About This Perspective

TRICARE, the health benefits program created for beneficiaries of the U.S.
Department of Defense, covers health care provided in military treatment
facilities and by civilian providers. Congress is now considering how to
update TRICARE, which was first developed in the 1980s drawing on man-
aged care concepts from civilian health plans. This Perspective places
TRICARE's current managed care strategy in historical context and describes
recent innovations by private insurers and Medicare intended to enhance
the value—cost and quality—of the care they purchase for their members.
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