UNDER SECRETARY OF DEFENSE
4000 DEFENSE PENTAGON
WASHINGTON, DC 20301-4000

PERRE&::\IEE; ANp M&R 15 2013

The Honorable Carl Levin
Chairman

Committee on Armed Services
United States Senate
Washington, DC 20510

Dear Mr. Chairman:

The enclosed report responds to section 731 of the National Defense Authorization Act
for Fiscal Year 2013 (Public Law HR 4310), which requires the Secretary of Defense to develop
a detailed plan for Reform of the Administration of the Military Health System and to deliver
periodic reports on the progress of the development of the plan.

Attached is the first of three required reports. This first report describes the goals of the
reform effort, including goals with respect to improving clinical and business practices, cost
reductions, and personnel reductions achieved by establishing the Defense Health Agency,
carrying out shared services, and modifying the Governance of the National Capital Region. The
report also includes a detailed schedule of activities that are part of the reform effort.

Thank you for your interest in the health and well-being of our Service members,
veterans, and their families.

Sincerely,

-~

C.ﬁsﬁqu, Wright
ing

Enclosure;
As stated

ce:
The Honorable James M. Inhofe
Ranking Member



UNDER SECRETARY OF DEFENSE
4000 DEFENSE PENTAGON
WASHINGTON, DC 20301-4000

PERSONNEL AND
READINESS MAR 15 2013

The Honorable Barbara A. Mikulski
Chairwoman

Committee on Appropriations
United States Senate

Washington, DC 20510

Dear Madam Chairwoman:

The enclosed submission is pursuant to section 731 of the National Defense
Authorization Act for Fiscal Year 2013 (Public Law 112-239), which requires the Secretary of
Defense to develop a detailed plan for reform of the administration of the Military Health System
and to submit to the congressional defense committees three updates on its progress.

This first submission, pursuant to subsection (c)(1), describes the goals of the reform
effort, including goals with respect to improving clinical and business practices, achieving cost
and personnel reductions by establishing the Defense Health A gency, carrying out shared
services, and modifying the governance of the National Capital Region. The response also
includes a detailed schedule of activities that are part of the reform effort.

Thank you for your interest in the health and well-being of our Service members,
veterans, and their families. A similar letter is being submitted to the other congressional
defense committees.

Sincerely,

Enclosure:
As stated

6¢:
The Honorable Richard C. Shelby
Vice Chairman



UNDER SECRETARY OF DEFENSE
4000 DEFENSE PENTAGON
WASHINGTON, DC 20301-4000

PERSONNEL AND MAR 15 2013

READINESS

The Honorable Harold Rogers
Chairman

Committee on Appropriations
U.S. House of Representatives
Washington, DC 20515

Dear Mr. Chairman;

The enclosed submission is pursuant to section 731 of the National Defense
Authorization Act for Fiscal Year 2013 (Public Law 112-239), which requires the Secretary of
Defense to develop a detailed plan for reform of the administration of the Military Health System
and to submit to the congressional defense committees three updates on its progress.

This first submission, pursuant to subsection (c)(1), describes the goals of the reform
effort, including goals with respect to improving clinical and business practices, achieving cost
and personnel reductions by establishing the Defense Health Agency, carrying out shared
services, and modifying the governance of the National Capital Region. The response also
includes a detailed schedule of activities that are part of the reform effort.

Thank you for your interest in the health and well-being of our Service members,
veterans, and their families. A similar letter is being submitted to the other congressional
defense committees.

Sincerely,

Je sicﬁ%ri ght
Acpin

Enclosure:
As stated

cc;
The Honorable Nita M. Lowey
Ranking Member



UNDER SECRETARY OF DEFENSE
4000 DEFENSE PENTAGON
WASHINGTON, DC 20301-4000

PERSONNEL AND MAR 15 2013

READINESS

The Honorable Kirsten E. Gillibrand
Chairwoman

Subcommittee on Personnel
Committee on Armed Services
United States Senate

Washington, DC 20510

Dear Madam Chairwoman:

The enclosed submission is pursuant to section 731 of the National Defense
Authorization Act for Fiscal Year 2013 (Public Law 112-239), which requires the Secretary of
Defense to develop a detailed plan for reform of the administration of the Military Health System
and to submit to the congressional defense committees three updates on its progress.

This first submission, pursuant to subsection (c)(1), describes the goals of the reform
effort, including goals with respect to improving clinical and business practices, achieving cost
and personnel reductions by establishing the Defense Health Agency, carrying out shared
services, and modifying the governance of the National Capital Region. The response also
includes a detailed schedule of activities that are part of the reform effort.

Thank you for your interest in the health and well-being of our Service members,
veterans, and their families. A similar letter is being submitted to the other congressional
defense committees.

Sincerely,

Enclosure:
As stated

oe:
The Honorable Lindsey Graham
Ranking Member



UNDER SECRETARY OF DEFENSE
4000 DEFENSE PENTAGON
WASHINGTON, DC 20301-4000
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The Honorable Joe Wilson
Chairman

Subcommittee on Military Personnel
Committee on Armed Services

U.S. House of Representatives
Washington, DC 20515

Dear Mr. Chairman:

The enclosed submission is pursuant to section 731 of the National Defense
Authorization Act for Fiscal Year 2013 (Public Law 112-239), which requires the Secretary of
Defense to develop a detailed plan for reform of the administration of the Military Health System
and to submit to the congressional defense committees three updates on its progress.

This first submission, pursuant to subsection (c)(1), describes the goals of the reform
effort, including goals with respect to improving clinical and business practices, achieving cost
and personnel reductions by establishing the Defense Health Agency, carrying out shared
services, and modifying the governance of the National Capital Region. The response also
includes a detailed schedule of activities that are part of the reform effort.

Thank you for your interest in the health and well-being of our Service members,
veterans, and their families. A similar letter is being submitted to the other congressional

defense committees.

Sincerely,

1

Enclosure:
As stated

cc:
The Honorable Susan A. Davis
Ranking Member



UNDER SECRETARY OF DEFENSE
4000 DEFENSE PENTAGON
WASHINGTON, DC 20301-4000

PERSONNEL AND

READINESS MR 15 2013

The Honorable Richard J. Durbin
Chairman

Subcommittee on Defense
Committee on Appropriations
United States Senate
Washington, DC 20510

Dear Mr. Chairman;

The enclosed submission is pursuant to section 731 of the National Defense
Authorization Act for Fiscal Year 2013 (Public Law 112-239), which requires the Secretary of
Defense to develop a detailed plan for reform of the administration of the Military Health System
and to submit to the congressional defense committees three updates on its progress.

This first submission, pursuant to subsection (c)(1), describes the goals of the reform
effort, including goals with respect to improving clinical and business practices, achieving cost
and personnel reductions by establishing the Defense Health Agency, carrying out shared
services, and modifying the governance of the National Capital Region. The response also
includes a detailed schedule of activities that are part of the reform effort.

Thank you for your interest in the health and well-being of our Service members,
veterans, and their families. A similar letter is being submitted to the other congressional

defense committees.

Sincerely,

Enclosure:
As stated

cc:
The Honorable Thad Cochran
Vice Chairman



UNDER SECRETARY OF DEFENSE
4000 DEFENSE PENTAGON
WASHINGTON, DC 20301-4000

PEF;:EEPNEELSQND MR 15 2013

The Honorable C.W. Bill Young
Chairman

Subcommittee on Defense
Committee on Appropriations
U.S. House of Representatives
Washington, DC 20515

Dear Mr. Chairman;

The enclosed submission is pursuant to section 731 of the National Defense
Authorization Act for Fiscal Year 2013 (Public Law 112-239), which requires the Secretary of
Defense to develop a detailed plan for reform of the administration of the Military Health System
and to submit to the congressional defense committees three updates on its progress.

This first submission, pursuant to subsection (c)(1), describes the goals of the reform
etfort, including goals with respect to improving clinical and business practices, achieving cost
and personnel reductions by establishing the Defense Health Agency, carrying out shared
services, and modifying the governance of the National Capital Region. The response also
includes a detailed schedule of activities that are part of the reform effort.

Thank you for your interest in the health and well-being of our Service members,
veterans, and their families. A similar letter is being submitted to the other congressional

defense committees.

Sincerely,

1

s
cti

Enclosure:
As stated

cC:
The Honorable Peter J. Visclosky
Ranking Member



UNDER SECRETARY OF DEFENSE
4000 DEFENSE PENTAGON
WASHINGTON, DC 20301-4000

PERSONNEL AND
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The Honorable Howard P. “Buck” McKeon
Chairman

Committee on Armed Services

U.S. House of Representatives
Washington, DC 20515

Dear Mr. Chairman:

The enclosed submission is pursuant to section 731 of the National Defense
Authorization Act for Fiscal Year 2013 (Public Law 112-239), which requires the Secretary of
Defense to develop a detailed plan for reform of the administration of the Military Health System
and to submit to the congressional defense committees three updates on it progress.

This first submission, pursuant to subsection (c)(1), describes the goals of the reform
effort, including goals with respect to improving clinical and business practices, achieving cost
and personnel reductions by establishing the Defense Health Agency, carrying out shared
services, and modifying the governance of the National Capital Region. The response also
includes a detailed schedule of activities that are part of the reform effort.

Thank you for your interest in the health and well-being of our Service members,
veterans, and their families. A similar letter is being submitted to the other congressional
defense committees.

Sincerely,
sicg/L. Wright
ctin
Enclosure:
As stated

ce:
The Honorable Adam Smith
Ranking Member



Response to Congress
First Submission under Section 731 of the
National Defense Authorization Act for Fiscal Year 2013

Plan for Reform of the Administration of
the Military Health System

The estimated cost of report or study for the Department of Defense is approximately
$3,380 for the 2013 Fiscal Year. This includes $600 in expenses and $2,780 in DoD labor.

(Generated on 5 March 2013; Reference ID: 7-3B32E05)



Introduction

The Military Health System (MHS) provides health care to over 9.7 million beneficiaries
worldwide using a direct care system of military hospitals and clinics and a contracted network
of private sector providers. In addition, the MHS provides coordinated activities specifically
directed to the care of our Nation’s warfighters — in and out of designated combat areas. This
unique system is currently managed through a policy and oversight function at the level of the
Office of the Secretary of Defense (OSD), three Service-led medical departments, and a field
activity centered on the TRICARE health care plan.

The MHS is dedicated to improving the health of the population it serves, along with the quality
and outcomes of the health care it provides. In 2009, the MHS adopted overall system
performance aims of force readiness, population health, quality health care, and cost
management. This Quadruple Aim, represented in Figure 1, is our strategic performance
measurement framework to measure and improve the value that the MHS creates for its
customers and various stakeholders.

Increased
Readiness

Lower co

Figure 1. The MHS Quadruple Aim

Recent reviews of MHS performance identified opportunities for improvement in both efficiency
and effectiveness. Other health systems facing similar challenges have moved to more highly
integrated delivery structures. By integrating a health care delivery system, preventive and
curative services can be better coordinated across the continuum of care, fragmentation and
practice variation can be minimized, capital and technology can be used more efficiently, and
unnecessary utilization of resources can be reduced.

This approach has already proven successful in the MHS. Over almost 12 years of war, our
ability to deliver highly integrated combat casualty care has demonstrated a clear benefit to
wounded, ill, or injured Service members and timely support for Combatant Commanders. The
result of this enhanced integration saved lives and created an interdependence of Service
capability on the battlefield. By reorganizing peacetime healthcare operations using the
principles that worked so well in combat, the MHS can achieve higher levels of quality
improvement, improve consumer responsiveness, and deliver greater value for the military
community.

In 2011, then-Deputy Secretary of Defense William Lynn established an internal task force to
conduct a review of the governance of the MHS. The task force identified cost containment,
greater integration, and increased unity of effort as priority objectives for the MHS. This report
concluded that optimal governance would support medically ready forces through high quality
integrated health care and achieve cost savings through reduction in duplication and variation. It



also noted the need for clear decision authority and accountability. Following extensive
consultations among the Deputy Secretary of Defense, Chairman of the Joint Chiefs of Staff,
Military Department Secretaries and Service Chiefs, and other officials of the Department, a
report was submitted to Congress outlining the Department’s position on reforms that should be
made to the governance of the MHS.

In March 2012, the Deputy Secretary of Defense summarized the task forces report and directed
Department leadership to develop an implementation plan that would include establishment of a
Defense Health Agency (DHA) with responsibility for shared services, functions and activities of
the MHS, enhanced management of multi-Service markets, and transition of control of the
National Capital Region (NCR) health system to the DHA. (Appendix A)

We have begun implementation planning for the changes outlined in the Deputy’s memorandum.
Specifically, we are developing business case analyses for each of the initially identified shared
services: the TRICARE Health Plan, pharmacy programs, medical education and training,
medical research and development, health information technology, facility planning, public
health, medical logistics, acquisition, and budget and resource management. We are identifying
the changes needed for the development of a DHA, including necessary organizational changes,
some of which will be defined following each shared service business case analysis. We have
identified 6 multi-Service medical markets to be designated for enhanced authorities and are in
the process of developing the 5-year business performance plans, along with the financial
management scheme, that will govern the implementation and monitor the performance of these
markets. Finally, we are planning for the transition of Joint Task Force National Capital Medical
(JTF CAPMED) to the NCR Medical Directorate within the DHA.

Achieving Greater System Integration

There is a clear performance advantage to achieving more integration as demonstrated by leading
health systems in the private sector. The Journal Health Affairs recently reported on a number of
examples where integrated health systems were able to improve outcomes and reduce costs
through standardization of clinical processes." Kaiser Permanente implemented standard
practice guidelines in a program called Healthy Bones, resulting in a 30 percent reduction in hip
fractures for an at risk population. The Hospital Corporation of America achieved better
adherence to evidence-based practices in perinatal care and achieved $50 million in savings. In a
third example, ThedaCare Health System’s use of standardized inpatient care unit design and
operation of reduced hospital length of stay, medical errors, and inpatient costs by 25 percent,
while improving patient satisfaction.

The MHS has always had a fundamental level of integration. It has a common mission, a unified
budget, a worldwide hospital and outpatient clinic system led by the Army, Navy, and Air Force
Medical Departments, a health plan (TRICARE), and partially integrated health care support
functions. However, it has not always been fully aligned to maximize and share common
business practices and approaches to the delivery of health care. By better aligning financial
management, information technology, strategic planning, quality improvement, analytics and

! Delos M. Cosgrove, Ten Strategies to Lower Costs, Improve Quality, and Engage Patients: The View from
Leading Health System CEOs, Health Affairs, February 2013; 32:2; 321-327.



decision support, and other common and shared activities, the MHS can better meet the readiness
demands of the Department by matching services, capacity, and capability to meet a common
need. We have recently defined our strategic vision for an integrated MHS.

“The integrated Military Health System delivers a coordinated continuum of preventive
and curative services to eligible beneficiaries and is accountable for health outcomes and
cost while supporting the Services’ warfighter requirements.”

By adopting the principles of system accountability, continuous innovation, access to appropriate
care, information continuity, and well-managed and coordinated care, the MHS can achieve
system-wide improvements. In his March 2012 memorandum on MHS Governance, the Deputy
Secretary of Defense noted that there are “opportunities to realize savings in the MHS through
the adoption of common clinical and business processes and the consolidation and
standardization of various shared services.” To achieve these outcomes, the Deputy Secretary of
Defense directed two major actions to promote greater system integration. The first is to
establish a DHA that will assume responsibility for enterprise-wide shared services, activities,
and functions of the MHS and its common business and clinical processes (hereafter “shared
services). The second is to establish enhanced governance and 5-year business performance
plans in major markets to optimize resources and the delivery of care across treatment sites
within geographic areas. These two changes will support integration at the enterprise and local
market level respectively.

The Objectives of Reorganization

Our overarching strategic goal — to achieve greater system integration— is supported by seven
subordinate objectives that can best be achieved by re-engineering how we do business. We will
also improve governance to ensure unity of purpose and shared pursuit of performance goals.
The specific changes to the design of the system along with enhanced accountability will enable
continuous performance improvement and reduce the projected cost growth of the Defense
Health Program. As we develop our business case analyses for each change, we will add new
measures or refine existing measures to ensure we are tracking the achievement of our stated
goal and the objectives listed below.

1. Promote more effective and efficient health care operations through enhanced enterprise-
wide shared services.

2. Deliver more comprehensive primary care and integrated health services using advanced
patient-centered medical homes.

3. Coordinate care over time and across treatment settings to improve outcomes in the
management of chronic illness, particularly for patients with complex medical and social
problems.

4. Match personnel, infrastructure, and funding to current missions, future missions, and
population demand.

5. Establish more inter-Service standards / metrics, and standardize processes to promote
learning and continuous improvement.

6. Create enhanced value in military medical markets using an integrated approach specified
in 5-year business performance plans.

7. Align incentives with health and readiness outcomes to reward value creation.



Achievement of these goals will translate to better clinical and business practices and reduce
cost, infrastructure, and personnel.

Managing Health Care Cost

Enhanced integration will help the Department control costs by improving the efficiency and
effectiveness of health care delivery. In Fiscal Year (FY) 2001 the cost of delivering health care
was $19 billion and represented 6 percent of total Defense spending. In FY 2012, the cost of
health care was $51.4 billion or 9.7 percent of Defense spending. The Congressional Budget
Office believes that growth will continue and has projected that the Department will spend $65
billion in FY 2017. Some cost increase is beyond the Department’s control (such as health care
inflation and legislatively-directed changes in the health benefit). However, other costs can be
better managed through improvements in internal clinical and business practices — particularly in
the cost of delivering health care in both direct care and purchased care sectors. Furthermore, by
making changes in our governance structure, we will be better able to manage costs across all
health care delivery venues, including purchased care.

The various health care expense domains, or budget allocation groups, are shown in Figure 2
along with their associated costs. The actual costs consumed by headquarters — personnel,
infrastructure, contracting — are modest in comparison to the combined costs of health care
delivered in our purchased care and direct care systems. While we will reduce the overall size of
headquarters through this reorganization, the true value of shared support services will result
from common clinical and business practices that create savings through continuous
improvement in health care delivery. While the common practices will be implemented
throughout the system, they will have particularly significant impact in our large multi-Service
markets.

Private Sector Direct Care Consolidated Base Info Mgt Edu. and Management
$16,377 M $8.149 M Health Qperations $1,423 M Train. Activity
$2,194 M $1,743 M $705 M $312 M

MHS Appropriations by Budget Activity Group (Operations & Maintenance Funding, FY12). Size of Activity corresponds to width of circle.

Figure 2. Defense Health Program Costs by Major Budget Activity



Major Governance Milestones and Program Schedule

Each activity defined in the Deputy Secretary of Defense’s March 2012 memorandum is listed
below, along with accomplishments to date and plans for full implementation. Our over-arching
goal of creating a more integrated system has been used to prioritize and plan the implementation
of the changes described below.

Establish a DHA. A series of actions has commenced to ensure a DHA is established and
achieves Initial Operating Capability (IOC) by October 1, 2013.

By June 1, 2013, the Department will have identified and recommended a DHA Director
in the grade of Lieutenant General or Vice Admiral. The nomination package will
thereafter be forwarded to the U.S. Senate for consideration.

By July 1, 2013, the designation of the DHA as a Combat Support Agency (CSA) in
accordance with Department of Defense Directive 3000.06, “Combat Support Agencies,”
will be included in the proposed DHA Charter Directive. This CSA designation ensures
that the DHA remains focused on the primary mission of medical readiness, and is
responsive to the Combatant Commanders through a formal oversight process established
by the Chairman, Joint Chiefs of Staff.

By July 1, 2013, we will prepare and have coordinated a Charter Directive for the DHA
for the Deputy Secretary of Defense’s approval.

By July 1, 2013, the Assistant Secretary of Defense for Health Affairs (ASD (HA)) will
provide the Deputy Secretary of Defense with a detailed plan for implementing a shared
services model within the MHS. The Deputy Secretary of Defense initially identified 10
functions that will be included as shared services: Medical Logistics; Facility Planning;
TRICARE Health Plan; Health Information Technology; Pharmacy Programs; Education
& Training; Research & Development; Public Health; Acquisition; and Budget &
Resource Management.

o We will phase-in the shared services infrastructure between the time of 10C,
October 1, 2013, and when full operating capability is achieved October 1, 2015.
We will begin with reengineering clinical and business processes in Medical
Logistics, Facility Planning, TRICARE Health Plan, and Health Information
Technology at the start of FY 2014.

o ByJuly 1, 2013, Business Process Reengineering plans for these four shared
services will be completed. The plans will include projected cost savings and
performance improvements, personnel reductions, implementation costs,
organizational design, performance measures, and necessary changes to
accountabilities and authorities.

o By September 1, 2013, the ASD (HA) will appoint an individual in each of the ten
initial shared service areas within the DHA; these ten individuals will be
accountable for the cost and performance of their respective areas and will have
the authority to drive improvements in shared services across the enterprise.

o By September 30, 2013, Business Process Reengineering plans for Pharmacy
Programs, Education and Training, Research and Development, Public Health,
Acquisitions, and Budget and Resource Management will be completed. The



plans will include projected cost savings and performance improvements,
personnel reductions, implementation costs, organizational design, performance
measures, and necessary changes to accountabilities and authorities.

o By October 1, 2013, we will begin implementation of shared services under the
authority of the DHA. This effort will improve integrated health service delivery
by providing a common, standardized approach to those services; reduced
overhead to manage the services; and service delivery expectations for the
supporting and supported organizations.

Establish Multi-Service Market Business Planning Process

By July 1, 2013, 5-year business performance plans will be completed for each enhanced
Multi-Service Market, including the NCR. The market level (specifically, Prime Service
Areas surrounding military medical hospitals and clinics) is where substantial
improvements in clinical and business processes will occur, and where major reductions
in cost through standardized processes and recapture of private sector care are most
achievable. Each market will have yearly targets for recapture of private sector health
care and performance targets tied to the Quadruple Aim. The performance plans will
specify how improvements in clinical and business practices will result in cost
reductions, infrastructure reductions, and personnel reductions.

Disestablish JTF CAPMED / Establish NCR Medical Directorate

By October 1, 2013, we will establish the NCR Medical Directorate within the DHA,
replacing the existing JTF CAPMED. This transition will sustain the joint organizational
structure for the two inpatient medical facilities in the NCR, and also clarify
accountability for comprehensive market management, and allow the MHS to reduce the
intermediate headquarters overhead for managing the market.

Conclusion

Over the next several months, the Department will have completed a series of actions to prepare
for the establishment of the DHA. Our next submission to the congressional defense committees
will outline our progress and preparedness for stand-up of the new organization at the start of FY
2014, identify the metrics we will use to evaluate the achievement of each objective we have
outlined and the projected personnel levels required for the DHA and the NCR Medical
Directorate. It will also outline in greater specificity how shared services will be organized and
managed by the Department under this new construct.



Appendix A

DEPUTY SECRETARY OF DEFEMNSE
1010 DEFENSE PENTAGON
WASHINGTDN, OC 20301-1010

MAR 0 2 Zm2

MEMUOQERANDIA TOR BECRE TAIIES OF THE MITITARY NTPARTMFRNTS
CHATRMAN OF TLik JOINT CLUEES OF STAFE
UNDER SECRETARILS O IYEIMEINSL
DEPUTY CHIEF MANAGEMENT OFFICER
DIRTCTOR, COST ASSESSMENT AMLY PIOGICARM EVALUATLION
DHRECTOR, OPTRATIONAL TEST AND EVALUATION
GENERAL COUNSET. OF THE DEPARTMENT OF DEFENSE
TNEFECTOR GENERAL OF TNIL DTPARTMENT 0JF THEFENSE
ARBISTANT SECRETALIBS O DLEFLNSLE
DLEPARTMTNT QOF DEFERSE CHIEF INFORMALION OFFICER
AREISTANTS 10O TTTE SECRETARY OF NEFEMSE
DIRECTOR, ADMINISTRATION ANTD MANAGEMENT
DIRECTOR, NET ASSLERMUNT
DIRTCTORS OF THE BEFENSE AGEMUIES
DIRECTORS OF THE DOD TIELD ACTIVIL LES

SUBJECT: Plasning [or Beform of the Covernanse ol the Mililury TIeslth Sysiem

The trausformatiens thae have oeeurred o the Military Llealth System (M) over the
past yeurs, meluding the consolidation of medics] facilitics and functions in the N ational Capital
Bepign (NCR) mandaws] by the Base Realignment and Closuare (TR ACT process, have providad
the Department with an opporlunity to consider changes o the povernunee of The MHS (o csure
That 1t 13 organized in oo elective and cost-cfficicnt manner.

Toinfimmn deliberstions withio te Deparirnent on this importaat issue, ou fune 14, 2011,
Deputy Seeretary Tynn cataliished an intermal sk foree o gonduct s roviow of the governancs
of the LIS and i prowide a report containing an evaluation vl eptisns [or the governwnes of the
MHS as a whole. for the gavernanes of nwitl-Service madical markets, and for he governance
al"the MO health system. The task [bree was eo-chaired by Dr, Georae [each Faylor, Ir.,
Depury Ansislant Seerctary of Defense oe Farce TTeglth Protection and Bradiness, and Maior
General (1.} Daug Rabl, Joint Staff Surgaon, and setsisted ol representatives from sach of the
Wiilitary Lepartrnants, the Toml 8lalT, and the Uffices of the Under Secretary al Delimse for
Persennel and Beadiness, oder Seergtany of Defense (Cemperaller), and Diceetor, Qs
Assengmoent and Precram Evaluatiom. The sk force delivered its repor an Seprember 15, 2011,
and [ thank the 1ask Joree co-chaies. menbers, and stafT for their diligent and thoughtfil work on
this very important ahd sonipliox matter,

Subsexquent fo the delbvery of the task M repart, soction 716 of the National Defienze
Autherization Acl lor Fiscal Year 3012 was enavted. Serhion 716 prohibits the Deparment from
restructuring o fearpaniving the MHS ot the Department and the Conapireller Ceneral of the
Tnited States have each provided o specified report to the eongressional dafense commilless, and

I WA
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after a specifed wailing pariod has elapsed. The Blepartment bus sinee completed and delivered
itz teport as required by soction 718, Included in this teport was a deseniplion of T
Department’s pesition on relirms that shonld be made o the sovernance of the MR, This
pusilivn builds co the aptions develiped by the task foree and was arrived ar throuph extensive
cunsylktions that have taken place vver the past menths among the Depury Secretary of
Pelense, Chaimman of the Joing Chiels of $1alT, Service Secretaries and Chicfs, and other scndor
officials ol e Depariment., Ir is summarized belosws:

Defense Henlth Ageney: The TRICARE Manapement Activity (ThIAY will be
transitioncd toa "Delense [Tealth Agenes™ (DHAY an agency of the Departent of
Dietehse umuler the Under Scoretary of Defense [or Perwnme] and B eadiess {TISTHVRER )
and operaticgs wnder Ihe authority, divection, ond conteed ol the A ssisant Seeretary of
Defonze for Heallh AlTairs (ASTHHAY. The DHA will be desipnated a Cambat Suppeon
Ageney, with oversipht by e Chaimmam of the JToinf Chicts of Staff (CJCS) in
accardamge with Dol Divective HEHLGW, “Contha| Support Ageneclcs.” The DHA will
dsume responsibility for fhe funetiaons eurrenuly underiuken by TVA, except for such
funetions Uhal yre Jetermined to be assigned o the ASINETAY 1 addition, the TITTA will
azsume responsibilivy Tur shared sorviecs, functions, and activities In the MY, including
but not Limited e the TRICARF Health Plan, pharmacy programs, medical education and
fraining, medieal reseaieh and developmwal, healil informadion teelmology, facilit
arming, public heakl, medical Togislics, wequivition, budget sad resoure: managemant,
and other commcn business and clinfcal processes. The position ol Thrveelor, THA, will
boa peneral or Rag olificer inthe grede of Lieatenant Creneral or Vice Admiry] and
publishzd cn the Joint Doty Assisnnent List (JDAL) in ascordance with Del) Instruetian
[300-1%, ~LiaLt Joint Oftficer Management Program.” Bosponsibility for the management
und allogalion of the Diefznse Lleatth Program {DITP badget will continus to reside with
the ASD(IIAY. The avlions doscribed in this parapraph build on, and supersede, the
provisions relared to the MHS Support Activity in the March 14, 2011, Secretry of
Dhofonse memorancnme entitled “Track Four Efficioney Initiatives Declsions™

The targel dates for the ateainment of sitial operating capabilily and full oprational
capability for thi: DHA, the shared sarvices and mber [unctions and selivilics Tor wlach
the DA will huve vesponsibility, the potential nse of a sioghe Noweia) sccounting,
systoim for allocatian and umekig o TYHE fimds, and the militare. civilian, sod contractor
sla[fing levels for the (ffice of the ASD{HAY and the DHA will be among the items
wddreysed in the mpleimemtation plan releremee] befow,

Multi-Serviee Markets: In cach geographic madical marhel determined Lo be  noull3-
Service markel due e v lapping catchment arcas, a Wacket Manager will be appointed
with the mission 0 create wnd suslyin o cost-cffoctive, coordinaed. and high=quality
healih vare: systen o that area. The Markel Munager in cach such market will have
authorily Lo, among other things, marape and abocole the hudgel o the market, diveet
the adoption ol wimmon cliniesl aud business fnetions for de marker, and direct the
meveront of workload and work faree betwesm or amone the mediea! weatrent facilitias
{M Ty m the market. The Marker Manuger Tor g make] will be sclested by, and ameng




the military persannel rom, the bMilitary Deparinent or Departments desipnated as lead
for that market. Uhe actions deserihed mnthiz paragragh de oot apply oo the KCR, which
is covered in paraprgph 3 below.

"I'he taryel datss) lor the establishiment of Marker Manapars for maltt-Service marles,
the specific sulbarlies and responsibilitics of the Market Managers. the peographic
mcdical markets desipnazed ns rmlh-Servics matkets, and fhe Vilane Depariment or
Dicpartroents desiprated as leadls} fur each such markel w41 be smwong the ilems
adthessed inthe implementation plan relerenced helow.

3. National Capital Region: AT sych time as the transition of TMA to the DHA
deseribed in paragraph 1 kos begun, she suthorly, dirsstion, snd control over the NOR
health svatem, o include the Waller Teed Naliongd Militry Medic] Center
CW RN, the: Pr, Belvodr Community [lospital {FBCI), and all other military
medical treatment Gagilifies that ane determined to reside within te NOR mackat, will be
aszigned to the “NOR Medies] Direetorade.” a subordinate oreantzation of the DHA and
saeesssor (o Joint Task Force Wational Capiial Region Vedical (TTF CAPMETS, The
mwilion of Dhrcetor, NOE Medical Divectocate, will be [lled by o gemeral ov Rayg oditeer
1 the grade ol Major General or Rear Admisal (Upper 1alfy and will be published o the
JOAL. The direvtrs of The WERMMO, the FBCH, and the other M'UFs inthe NCR
Medical Divectorate will he selecled by the USINEER) (o, if deleeated, the ASDHA),
Direstor, DELA, o Director. MOR Wedicat Dircstorate) fom nominees provided by the
Militarr Departments. Militaey pesomne] fir the WENLMC, the FTRCH, snd Qe oths
MTTs within |he NCK edical Dvirectoeate will be proeided by the Militars Deparimenls
according W manning decuments maintained by che DLLA.

Ths: target date tor the vranster af the NOH syubem dg the authoriby, diveetion, and control
ol fhe BICE Medical Divectorai@, and the determinalion al” the WTFy (hed res de wilhin
the MNCR market and thercfore wilt be assigned 1o the WCR Medical Threclorls, will e
armeny Uie iems sdilressed in the implementation plan referanced Telow.

The reforms described in the parupmughe abeve are bascd on a belicf that there are
apporymiliss te realize savings in de bIE throogh che wloption of common ligicsl 1ol
business priveesses and the consolidation and standerdization ol variews shared services. They
are also intormed by u recognition that there curtently are two notably different regivoal
goveruance medels it the M5, namely 3 cross-Scrvie: makst management medel, best
exenplificd by the San Anwnia Military Heslth System., and 2 singular authordty model,
etnployed by JTF CAVMEL. Both models have praven sucecssiul e date in thear respestise
regicns, andl, us Moy are still in their carly sapes of developmens and execotion, both should he
aliowed o cominue w exisl and be improved upon. The modifications described in paregraphs 2
andd b above will. respectively, enbunce the offectivenses of the cross-Service market
management modd aund provide an appropriale reporting and supervisory structure for the
siepular muhority model. Inproving these twe muslels wnd wllowiog them bolh W conlinue in
odified fanm in their respective rogions will, among other things, provide the Tepariment wilk

[N F]
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eroater insipht, hased on actusl omeomes, that may inlirmn comsiderstions of more signiticant
transformations of M1 S wevemanes in dhe futaee.

T ensure that the Departomenl snuinizing memenhom on this vory important issoe, | dirsel
the Uinder Senvluy of Dofense for Pevsonne] and Beadiness and the Chairman of the Joint
Chicfs of St to slund up o planning team 10 develop an implemsnlation phan for the
grvernance changes deseribed sbove, The implementation teatn will he led by L
Implementation Procgram Co-[eciors, destenated by the LSD{PER) and the (21005,
vespeclively, and will include cepresentatives Iromn (he Yilitary Sorvices, the Joint Staff, and
relavant cotapooents of e Office of the Becretury ol Delense, The implanentation plan will be
submuitted to the Depuly Sevrcry of Dofonse for approval so tha the Depurimen is prepared o
begin excention of these chianges ance Lhe provisions of section 7T have been flfilled. Tn
additicn, this planning team will suppor the work te be performed by the Compteoller {ieneral

puesant L seelion 7 LG,
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