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Steven D. Tough is president of Health Net FedseaVices (HNFS), the government operations
division of Health Net, Inc. HNFS is one of thegast TRICARE Managed Care Support
Contractors, providing managed care services iveaduty family members, military retirees
and their dependents. Health Net is among thematlargest publicly traded managed health
care companies.

Mr. Tough oversees the day-to-day administratiachraanagement direction for HNFS, which
includes preparation for reprocurement opportusitieour TRICARE contract, as well as
strategizing our growth in future businesses thelude veterans affairs and other government
funded health care services.

Formerly the president and chief operating officeFoundation Health Corporation (FHC), a
predecessor company of Health Net, Mr. Tough brfingshand experience of complex
government programs (CHAMPUS, TRICARE, MedicaredMaid, and Veterans Affairs). In
addition, he brings knowledge of Health Net’s oiigation and people, familiarity with key
players on Capitol Hill and federal agencies, amdarihan 30 years of health care management
and operational know-how.

Mr. Tough has a long-standing career in the heaitk industry. He spent 20 years at FHC, nine
of those years as a president and chief operaffiggoin the Government and Specialty
Services groups. Since leaving FHC in 1998, Mudgrostarted his own firm providing health
care consulting services to a variety of comparaed,served as president of the California
Association of Health Plans and MAXIMUS, Inc., alth care services organization.

Mr. Tough earned his Bachelor of Arts in Health &adety Studies from California State
University, Sacramento; a Master’s of Public He&ldm the University of Michigan; and is a
graduate of the National HMO Fellowship Prograngrgmred by the U.S. Department of
Health, Education and Welfare (now U.S. Departneéiiealth and Human Services), Office of
Health Maintenance Organizations.

Health Net's mission is to help people be heakkgure and comfortable. The company’s
HMO, insured PPO, POS and government contractsdaties provide health benefits to more
than 7 million individuals in 27 states and thetbas$ of Columbia through group, individual,
Medicare, Medicaid and TRICARE programs. Healtt'dNsubsidiaries also offer managed
health care products related to behavioral healthpsescription drugs, and offer managed
health care product coordination for multi-regionpgoyers and administrative services for
medical groups and self-funded benefits programs.



Introduction

Mr. Chairman and Distinguished Members of the Suliditee, thank you for the opportunity
to address the state of the TRICARE program — fipalty the North Region. It is an honor to

be invited to share our team'’s perspectives anéréxqce with you today.

My objective today is three-fold: First, to reaaqu this committee with Health Net Federal
Services (Health Net) and its long-standing comrairttrio serving the Department of Defense
and its beneficiaries. Secondly, to provide yothwain overview of the current state of our
partnership with the Military Health System, thesesses that are being achieved, and our use
of tailored and integrated services to enhanceitgualthe most cost-effective manner. And
thirdly, to share with you our thoughts on way$uxther strengthen and advance the TRICARE
program, helping to make this well performing peogreven more effective at meeting the
health care needs of service members, their fasnileirees and their families.

Health Net Federal Services is a division of Heal#dt, Inc.; one of the nation’s largest publicly
traded managed health care companies. Health Mé&t&on is to help people be healthy, secure
and comfortable. The company’s HMO, POS, insule® Rnd government contracts
subsidiaries provide health benefits to approxitgades million individuals in 27 states and the
District of Columbia through group, individual, Miedre, Medicaid, TRICARE and Veterans
Affairs programs. Health Net’'s behavioral heakhvices subsidiary, MHN, provides behavioral
health, substance abuse and employee assistargramsoto approximately 7.3 million
individuals in various states, including the compamwn health plan members and military
service members and their families. The compasytssidiaries also offer managed health care
products related to prescription drugs, includidghaistering Medicare Part D benefits for more
than 470,000 members nationwide, as well as managgth care product coordination for
multi-region employers and administrative servifamedical groups and self-funded benefits

programs.



Health Net has a long history of working in parghep with government agencies, including the
Department of Defense, and was one of the firstpaones in the United States to develop
comprehensive managed care programs for militanylies. Health Net has served the
Department of Defense since the beginning of théavly Health System, originally operating
under the name Foundation Health Federal Services.

In 1988, we were awarded the first CHAMPUS Refonitidtive contract located in California
and Hawaii. Following the CHAMPUS Reform InitiagivHealth Net was awarded three
contracts under the original TRICARE structure ®frégions and seven contracts. These three
contracts included five regions and 11 states adtwscountry. Through this contract, Health
Net provided managed health care services to aemitlion TRICARE beneficiaries for 9
years. In 2003, Health Net was awarded a 5-yeatract to administer health care services for
2.9 million beneficiaries in the TRICARE North Regj which encompasses 23 northeast,

southeast and mid-western states, including th&i€isf Columbia.
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In addition to our North Region contract, Healtht Nec. also provides behavioral health
counseling services to the Department of Defensrith our behavioral health company MHN.
These services include military family counselirapid response counseling to deploying units,

victim advocacy services and reintegration coungeli

Health Net also is proud of its partnerships with Department of Veterans Affairs. Currently,
we provide audit and recovery services; staff, garend operate 13 community based
outpatient clinics; and administer preferred pdcgontracts in each of the Veteran Affairs’
Veterans Integrated Service Networks. Throughetvasious programs, we have helped the
Department of Veterans Affairs save over $150 amllsince 1999.

Throughout our 19 years of providing managed careices for the Department of Defense, we
have continuously focused on improving, tailorimgl antegrating our services to be most
responsive to our government customer, meeting¥he changing needs of the Military Health
System and the beneficiaries we serve. As youkmellv, the health care needs of military
service members and their families — active, retaed reservists — as well as the requirements
of the Military Health System, are unique and distirom commercial health care in several

ways.

The dual mission of the Military Health System —digal combat readiness and peacetime
health care delivery — is a dramatic departure ftoenstability experienced in the commercial
health care marketplace. The Military Health Syste a very unique blend of military
treatment facilities and contractor health carévedey systems. This unique blend of
complementary and interdependent delivery systenst deal with the significant, concurrent
stresses of on-going military deployments and tiesgures brought about by the global war on
terror. The “one of a kind,” synergistic Militakyealth System has consistently demonstrated its
ability to integrate and to tailor mutually suppegtbest practices to support and respond to the
varied needs of its diverse beneficiary populati®his very nature of the Military Health
System forms the foundation for the success oTRRECARE program; it is a standard
unmatched by commercial health plans.



State of the Partnership

| am pleased to report that the state of our pestie with the Military Health System is very
strong. The collaboration between the TRICARE Mgement Activity, TRICARE Regional
Offices, the military services and the managed cargractors, the solid performance levels, the
high level of beneficiary satisfaction, and theipes survey results of military treatment facility

commanders and staff clearly illustrate the stiegtthis partnership.
Partnership

In collaboration with the TRICARE Management Adlyyithe TRICARE Regional Office-North
and the North Region military treatment facilitisgpstantial programmatic improvements have
been achieved and all stakeholder groups contmwualidate an ever-increasing level of
confidence and satisfaction with the quality ofvgss delivery. Health Net continues to focus on
performance excellence and on initiatives that adedhe TRICARE program and contribute to

the full realization of the contract objectivegie North Region.

Health Net and the TRICARE Regional Office-Nortlvédostered a strong, collaborative
relationship, ensuring open, honest and transpam@mmunications, a clear understanding of
goals and expectations, and the proper prioriopadif initiatives to attain and even exceed the
contract objectives. Health Net, the TRICARE RegicOffice-North, and TRICARE
Management Activity are actively working in concert numerous initiatives to improve health
care cost management and enhance the quality @f@al RICARE beneficiaries. To this end,
in the fall of 2006, Health Net and the TRICARE Rexgl Office-North cosponsored four
Medical Directors Conferences. Participation iasih conferences helped to foster improved
clinical relationships, communications and undewitag between the military treatment facility,
TRICARE Management Activity, TRICARE Regional OffidNorth and Health Net clinical
teams. During these conferences, participantsgaam discussions of local health care best-
buy and best patient management decisions andddausimproving the interoperability of the

direct care and contractor systems in terms oépatind clinical information management.

To further advance collaboration, Health Net hapleged an “on the ground” organization with
staff co-located at military treatment facilitiesdain Multi-Service Market Offices, facilitating



face-to-face accountability. This local operatiangegration is also the centerpiece for ensuring
effective customer service relationships with teedficiary community. This “on the ground”
operational integration of support services andti@hships with military treatment facility
commanders and the beneficiary community is a keypdfor enhancing optimization

initiatives, market level planning and stakeholsiatisfaction.

We strongly believe these regional and local pastnps are crucial for program success. For
example, in the most recent quarterly award feeesiiHealth Net achieved an overall 94
percent level of satisfaction, as measured byamylitreatment facility commander surveys. We
were able to achieve this level of satisfactiomiaking collaboration a top priority and by being
closely aligned with the priorities of our governm@artners — TRICARE Management
Activity, TRICARE Regional Office-North and the mbdlry treatment facilities.

Not only do we place a high priority on our customedationships at TRICARE Management
Activity, TRICARE Regional Office-North and the ntdry treatment facilities, we also maintain
collaborative relationships with the military belglry associations, communicating with them
on a frequent basis. These interactions help gaitoinsights into how best to meet the unique
needs of the population we serve, to identify afeasicreased beneficiary and provider
education, and to address individual beneficiay provider concerns. Working with the
military associations also provides us with foruorsdiscussing the current state of TRICARE
and for providing information and updates on thegpam. We believe this collaborative
relationship is a win-win: We share valuable pergrinformation that the associations share
with their members — TRICARE beneficiaries — andinveeturn learn how we can improve our
services to better meet the needs of those we.serve

In addition to our collaborative efforts with thexgrnment and beneficiary groups, this past
year Health Net formed a TRICARE Advisory Committeenposed of retired service members
with extensive senior leadership experience withexDepartment of Defense and the Military
Health System community. The Advisory Committestimtegic guidance is particularly
valuable in our efforts to develop operational andtomer relation solutions to provide those

who serve, and their families, with unsurpassedtineare.



Health Net remains committed to fostering and naammg these collaborative relationships
with all key stakeholders. Our mission is to coampént and maximize, not circumvent, the
existing military health infrastructure and to ®eli coordinated, quality health care.

Performance Excellence

In addition to the strength of the partnership it government customer and TRICARE
beneficiaries, the levels of contract performarise &alidate our assertion that the state of the
TRICARE program is strong.

Claims Processing Under the current TRICARE contracts, signifidagreater emphasis has
been placed on minimizing administrative costs @ssed with claims processing. Health Net
now obtains nearly 78 percent of network providamas electronically and almost 62 percent of
all TRICARE North claims — network and non-netwoikle also promote the use of web-based
claims processing by providers, and now receive eight percent of all claims over the web.

As the volume of claims being submitted continnemtrease — claims processing receipts for
2006 were seven percent higher than 2005, and pecef007 claims to exceed 2006 total — our

continued pursuit of electronic claims will be Vita controlling program administrative costs.

Additionally, Health Net also has placed great eagihon paying providers promptly. We
recognize that many providers view TRICARE reimleanent rates as being lower than
commercial rates. To help mitigate this concerh @nencourage provider participation in
TRICARE, we try to improve providers’ cash flow pygomptly processing and paying claims.

Of the more than 1.1 million claims we receive anthg more than 99.99 percent are adjudicated
and paid within 30 days of receipt. In fact, Heallet requires only an average of 5.6 days from
receipt to process and pay claims submitted eleicinbtly, 12.7 days for paper claims and 2 days
for web-based claims. In promptly processing asirg more than 13 million claims annually,
Health Net has not compromised accuracy for spegd maintain error rates that are
consistently better than contract standards.

Customer Service Health Net's toll-free telephone service is pinenary source for
beneficiaries and providers to obtain TRICARE peogrinformation and to seek resolution to
difficulties being experienced. This toll-free tu®er service line provides beneficiaries and



providers with direct access to company represestal2 hours a day, 5 days a week (Monday
through Friday, excluding federal holidays). Adulially, most services offered by Health Net’s
representatives are available 24 hours a day, § @ayeek using an integrated voice response
system. Through this system, callers can obtagnam information, check the status of claims
and referrals/authorizations, verify eligibilityay enroliment fees and more, whenever it is most

convenient for them to do so.

In 2006, Health Net received nearly 4.4 millionlsdom TRICARE North Region beneficiaries
and providers. The majority of these calls wengine requests regarding benefit information,
coordination of care, including authorizations aeférrals, and claims status. On average,
callers were connected to a customer service reptasve in 4 seconds. Moreover, more than
95 percent of all calls received were answered fBpeesentative within 30 seconds. Health
Net's immediate availability to beneficiaries an@yders is complemented by its content
management program that ensures information prdvgleurrent and accurate. Consistent,
reliable and accurate information is made posshreugh the use of scripts, hyperlinks and

decision tree formats with indexing and taxonomgxpedite information searches.

Enrollment— The TRICARE enrollment application and processamplex and occasionally

the source of frustration for beneficiaries. He&iet has introduced web-based tools that lessen
the complexity of the enrollment process, imprawe accuracy of submitted information and
expedite completion time. These web-based toelsaailable 24 hours a day, 7 days a week,
365 days a year. Through these tools, benefisidraee the ability to select or make a change to
their primary care manager. They also can determvimether they live within a Prime service
area and if so, identify the enrollment requirersesfttheir Prime service area. This latter tool
incorporates the enrollment criteria specific taremilitary treatment facility and includes

military treatment facility addresses and telephofigrmation.

Promptly enrolling beneficiaries in TRICARE Primelps to ensure they have quick access to
comprehensive health care services. To that eedltiiNet processes complete enrollment
applications and other related transactions wibhiousiness days of receipt. Portability
transactions — when a beneficiary transfers or mdnen another TRICARE region to the North
Region — are processed within 4 days of recei wah claims processing, not only do we



process enrollment applications quickly, we do #b great accuracy. In 2006, Health Net
processed nearly 375,000 enrollment requests withracy rates hovering near 99 percent, well
above health care industry standards. We contmwerk closely with our government partner

to further refine the enrollment process to enhdereeficiary service and satisfaction.

Referrals and Authorizations In another effort to improve provider relaticar® to minimize

the “hassle factor,” Health Net processes refemdl authorization requests promptly. We
continue to process referral and authorization estpiwithin contract standards, and often
exceed them. By way of example, more than 99 peeall routine physician referral requests
are completed within 2 days against a standard @e8cent. Similarly, over 97 percent of
requested authorizations for medical procedurepraeessed within 2 days against a contract
standard of 90 percent.

As a part of our commitment to support the Militdigalth System in its medical readiness and
Graduate Medical Education missions, based on arargitreatment facilities capability and
capacity, 100 percent of all appropriate refertladgs occur within the military treatment facilities
service area are forwarded to that military treatinfiecility for first right of refusal. For the pa
12 months, nearly 4.5 of every 10 opportunitiesnfiditary treatment facility recapture were
successful because the military treatment faaliteapability and/or capacity could accept the
care, thereby supporting the Military Health Systamesion and providing quality care in the
most efficient setting.

Case Management Our case management program provides individedlassistance to
beneficiaries experiencing complex, acute or caiphbic illnesses or that have exceptional
needs. Health Net's case management program foousesrly identification of high-risk
beneficiaries and applies a systematic approachdadinating all aspects of care. It is common
for case managers to address a myriad of issubghetpatient beyond their medical needs,
including behavioral, psychosocial, environmentalfural and financial.

There are typically 650 ongoing comprehensive casdsr our management in the program.

These are split between physical health and beha\nealth cases — approximately 85 percent
are physical health cases and 15 percent are logbbkealth. Approximately 80 cases are
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opened each month, and a similar number are clogedlfter the patient achieves the mutually
determined goals for return to health that thegptand case manager set when the case was

opened.

In terms of outcome, 95 percent of beneficiarigstbair expectations were met or exceeded
under this program. And in a 2006 study of thegpam to a control group, the quality of care
was sustained or improved while the cost of care ¥88 percent less than in the
comprehensively case managed group. This costesflig is due to reduced readmissions to
facilities, appropriate use of urgent or emergeme sites, enhanced beneficiary education and
better coordination of care with the patient’s gareviders.

Transitional Care- Health Net’'s Transitional Care program minimigegs in care and supports
beneficiaries with episodic care needs as theitian from one level of care or service to
another. This concurrent review activity often Imsgivith the interaction between Health Net's
RN and an inpatient facility’s caseworker or disgeaplanner.

In 2006, Health Net’'s Transitional Care nursesshaedimore than 42,000 beneficiaries with a
range of services — from being available for questior help when asked, to comprehensive care
coordination with the patient and family to enstire best outcomes possible for the patient.

Provider Access Our managed care network is robust. Currehdlye are nearly 100,000
contracted TRICARE providers servicing nearly 2.i8iom eligibles and 1.4 million enrolled
beneficiaries. The number of network providersihaseased by 35, 000 since the start of

service delivery in September 2004 — a 53 percamease.

Network adequacy is measure monthly, by specialtyservice types, to identify any need for
expansion or enhancement of specialties, whichrm, nsures access goals are being met.
During 2006, 97 percent of all civilian generateterral requests within Prime service areas
were completed to network providers or to a myitaeatment facility.

Every instance of a non-network referral is traglegblained and used to understand and

enhance the North Region network through ongoingld@ment. As a result of this effort, the
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overall network grew by 14 percent in 2006. Newplssticated mapping software in Health Net
support systems is materially improving providecess by enabling better referral decisions
using actual drive times to provider offices. gsthis tool, Health Net has committed to
reducing drive times for enrolled beneficiarie®mme service areas by 50 percent, thereby
improving their access to care and improving satigbn with the program.

Our Prime service areas contain 80 percent ofalfracted network providers and cover 83.6
percent of the eligible TRICARE population. AlttghuPrime enrollment is not offered in non-
Prime Service Areas, Standard beneficiaries sitidhit from our robust network. Since nearly
17 percent of the total contracted provider netwsiik non-Prime service areas, this makes the
Extra plan option more attractive to them. Hawngable Extra benefit in non-Prime service
areas benefits both the beneficiary and the goventioy offering quality, cost-effective
services. The balance of the network (three peyieoutside the North Region but provides
services to North Region beneficiaries in speaaécircumstances, or in adjacent urban
markets, such as Nashville, Tennessee and St.,Ldigsouri.

Beneficiary Satisfaction

Beneficiary satisfaction with the TRICARE prograemrains very high, higher than with
commercial or other government agency health pragraccording to a recent survey by
Wilson Health Information.

In September 2006, Wilson Health Information anrmeehresults from the 2006 WilsonRx
Health Insurance Satisfaction Survey. Of all tlap and programs included in the Wilson
Survey, TRICARE was the top rated health insurené@mber satisfaction for the fourth straight
year.

The survey found that nearly all TRICARE enrollees satisfied with their health insurance,
with 56 percent surveyed indicating they are higddtisfied. In fact, overall satisfaction with
TRICARE was higher in 2006 than in previous yedspecific areas of service in the TRICARE
program that received the highest marks include:
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e Re-enrollment

e Overall quality of medical care received

e Overall quality of health care providers

e Choice/coverage of hospital care

e Claims paid in a timely/hassle-free manner
e Courteous/helpful plan representatives

e Plan representatives answer questions/solve preblem

Overall Beneficiary Satisfaction with Health Insurance Plan

O Highly satisfied B Satisfied H Dissatisfied | Highly dissatisfied
TRICARE 56% L sl

Kaiser Permanente 43% ST o4 |
Harvard Pilgrim 41% [ 5% II
AARP 39% IS 7 1|

HIP 35% G/ 4

BC/BS 29% N G 7% |

GHI 29% - FA|

MAMSI 28% NG E o 5% |]
UnitedHealthcare 26% _
Aetna 25% G 7/ 3% [

Medical Mutual 25% |G 10% |
CIGNA 24% [N GEc R 12% ]

Humana [772206 o 6761
Coventry [71006 | 0]
oxford  [715% e 0761

Source: Results for those health plans with maza #00 respondents in the WilsonRx survey sampléhé?20 complete states
in the North Region. Health Insurance SatisfacBanvey (2006) Wilson Health Information, LLC, Néope, PA — All Rights
Reserved. Used with permission.

In addition to the Wilson Survey results, the regibdirector for the TRICARE Regional Office-

North office determines our quarterly performanaing through a variety of surveys, which
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include three key stakeholder groups — benefigarnalitary treatment facility commanders and
TRICARE Regional Office-North division chiefs. Beficiaries selected to participate in the
quarterly survey are those that have had contabtik@alth Net's administrative touch points
(claims, TRICARE Service Centers, enroliment, etdgthin the past quarter. For the past five
guarters, overall beneficiary satisfaction levedsdnaveraged in the 87 — 88 percent range,
meaning that beneficiaries are either somewhatfatj very satisfied or completely satisfied
with Health Net’'s administration of the program.

Military Treatment Facility Commander Satisfaction

The TRICARE Regional Office-North surveys of mitgareatment facility commanders have
shown the North Region military treatment facildymmander satisfaction continues to grow
and currently is very strong. For the past fivargers, overall military treatment facility
satisfaction has averaged 86 percent. Howevenre/@leased to note that during the most
recent performance rating quarter (October — Deeer®006), Health Net received a record 94
percent satisfaction rate from North Region mijitaeeatment facility commanders. In three of
the past five quarters, Health Net’s Northeastr&agiion was recognized for providing 100

percent commander satisfaction.

Customer Tailored Services

Through our 19 years of experience in working wfiteh Department of Defense and our 8 years
of providing services to the Department of Veteraffairs, we have learned the value of
aligning our services with the objectives and sfpeaeeds of our government customer. Our
emphasis on tailoring services for the specifid@oer and population we serve, coupled with
our emphasis on integrating best practices, allosvi® deliver the most effective, most efficient

services possible.

Support for Active Duty Service Members

While active duty service members receive mosheirthealth care from the direct care system,
we do provide a number of important support sesvice
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National Capital Area, Multi-Service Market AreaAs the TRICARE North Region managed
are support contractor, Health Net has been agteajaged with the Walter Reed Army
Medical Center and the other eight military treatbfacilities located in the National Capital
Area, Multi-Service Market Area. We provide anengdive network of civilian health care
providers to augment services at each militaryttneat facility. Health Net operates a
TRICARE Service Center on site at each militaratngent facility to provide customer service,
including enrollment, claims and referral assisean€he TRICARE Service Center at Walter
Reed Army Medical Center averages over 600 bemeyigiisits, including active-duty service
members, per month. We provide a full range ofiocednanagement support to Wounded
Warriors and all other Military Health System beafies referred outside of Walter Reed
Army Medical Center or other military treatmentiféies for care within the civilian network.
These services consist of general civilian caredioation, benefit review and customer support,
care coordination and tracking with Walter Reeceaaanagement, transitional care, case

management and discharge planning.

In support of the Army’s response to recent coreatnValter Reed Army Medical Center,
Health Net volunteered and was invited to parti@pa various committees and “Tiger Teams”
with responsibility to assess processes and dewelpions for implementation where
appropriate. Additionally, our medical managenem field operations team is assisting with
training Wounded Warrior Training Brigade case nggna. In addition, MHN Government
Services, our sister company, has readied threeded clinical social workers to provide
additional social service support at Walter RelitHN has identified additional experienced
consultants who can be made available on shortenofihese social work consultants are
experienced in providing non-medical, supportivastdtation to service members and their
families, including Reserve Component members,utinout the United States and at military

installations overseas.

At the Department’s request, Health Net is prep&mgatovide additional services to support
Walter Reed Army Medical Center and our nations Wima Warriors.
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Reintegration- In response to reintegration and redeploymeatisi@ncreased regional support
has been provided within key Military Health Systaraas (Ft. Drum and Ft. Campbell) where
significant numbers of returning troops necessitaieater support for health care access and

coordination (for active-duty members and their ifeas).

In the summer of 2006, over 75 percent of the 18irbibrne Division (Air Assault) returned to
Ft. Campbell and began the process of reintegratanintensive joint planning process —
military treatment facility, Health Net and TRICAREegional Office-North — resulted in an
efficient use of soldier time in accomplishing tineust do" tasks en route to a well-deserved
period of block leave. Family members also wessséed during 17 jointly conducted

Reintegration Dependent Briefing Fairs.

Mental Health Support ©Our sister company, MHN, provides behavioral hegditvices to

active duty and Reserve Component members andfémeilies. Through its Military Family
Counseling Services contract, MHN provides shamtdace-to-face problem resolution for
military personnel and their families with over 1&8unselors on site at military installations
across the United States and overseas. The pragraes to empower them to manage the
stress of the deployment cycle, high op-tempo drachging military environment. The program
offers positive support for the readiness and teirrof service members and their families, as

well as supporting reintegration to home baseliaivicommunity or their next deployment.

MHN also serves as the contractor for the DepartmeBefense’s Victim Advocacy Program.
Through this program, MHN placegtim advocates at or near over 50 military instans
throughout the United States.

Collaboration with the Direct Care System

One of the methods we use to tailor our servicesdet the customer’s objectives is the
development of strong, collaborative relationsimtd each military treatment facility
commander in the North Region. This collaboratod tailoring of services is critical to our

mutual success.
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The central focus of our network design is thetamyi treatment facility. To achieve military
treatment facility optimization — the number onegrmam objective under the current TRICARE
contracts — we need to ensure military treatmegilitias are used most appropriately, whenever
clinical capability and capacity exists. Healtht'Nidéocal, on-site teams, which we discussed
earlier, help us to achieve these optimization gbglworking closely with the military

treatment facility commander and staff.

Our goal is to fill every appointment and bed aafalié within the military treatment facility with
the appropriate patient based on the capacity apdislities of the military treatment facilities
readiness and training requirements, as defingtidynilitary treatment facility commander.
The ultimate optimization focus is the increaseel ofsthe military’s direct care system to
achieve mission readiness. Our civilian networtasigned to enhance and augment each

military treatment facilities capacity.

Some specific examples of our efforts to collab®raith our military treatment facility partners
to help them optimize their facility, as well ag thverall Military Health System, include
helping to develop a cardiology recapture initiatin the National Capital Area Multi-Service
Market, assisting in expanding the capacity of@aenp Lejeune birthing center, helping Ft.
Campbell with their comprehensive reintegratiomeffor returning members of the TH1
Airborne Division, and coordinating the first joibase health care forum between all of the

military services providing care in the New Jeraag eastern Pennsylvania communities.

Guard and Reserve Component Qutreach and Support

Educating the Reserve Component about TRICARE Hliengfan important aspect of Health
Net’s responsibilities. There are a number of wimwhich we interact with Guard and
Reserve members and their families, but among th& immportant are pre- and post-deployment

“‘just in training” sessions.

Outreach— In the past 14 months, over 55,000 Guard andiesnembers and their families
throughout the TRICARE North Region have been bdedn their TRICARE benefit. Health
Net’s staff at TRICARE Service Centers communicaté liaison with the Family Readiness
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Coordinators/Family Readiness Groups and StatefB&Aelvisors to support the present level
of Guard and Reserve briefings and support reqantsn

Health Net encourages Reserve Component unitgjteese TRICARE briefings for their
members and families to ensure they are well inéat@bout their TRICARE benefit prior to
even being activated for deployment. In additiblugh, we provide TRICARE benefits
briefings and reinforce training at mobilizatiordaslemobilization sites. Although the focus is
on mobilization and demobilization, there are mapgortunities for Reserve Component

members and their families to learn about theirOARRE benefit.

In addition to support outreach efforts, we regeafipointed a retired senior non-commissioned
officer to the Health Net Federal Services TRICAREvisory Committee to better help us with
our Reserve Component outreach and understanding.TRICARE Advisory Committee was
formed to provide guidance and support in achiegind maintaining operational excellence to

Health Net Federal Services’ leadership.

Command Sergeant Major John J. Leonard, Jr. wasirsted to the committee in March of this
year. Command Sergeant Major Leonard served dgsh&enior Enlisted Advisor assigned to
the Office of the Chief, National Guard Bureau &wmhior Enlisted Advisor to the Assistant
Secretary of Defense for Reserve Affairs. Comnfaadjeant Major Leonard brings a wealth of
Reserve and National Guard experience and expaeds¢adth of the committee’s expertise.

Support— We remain flexible in meeting the needs of tmgjue population. One example of
our efforts to support the Reserve Component wasddition of a TRICARE Service Center at
Westover Air Reserve Base (ARB) in Springfield, Mashusetts. Westover ARB is the largest
Guard and Reserve installation in New England. tHedét identified 3,000 TRICARE
beneficiaries who are enrolled in TRICARE Prime oli16,331 who are eligible in the
Springfield expanded Prime service area. We belibat expansion of this TRICARE Service
Center at Westover ARB will better serve the TRIGA&Igible, Reserve and Guard
beneficiaries in the Springfield area.

Rapid Response Counselir@ur sister company, MHN, provides on-demand elasts that
coordinate services with unit commanders to supgational Guard and Reserve members and
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their family members. Primarily through 1- to 2ydavents that occur during drill weekends,
these consultants provide group and individual athagon, presentations and informal support
typically focusing on how to best cope with theesses of deployment or reintegrate to civilian

lives after deployment.

Some examples of this rapid response counselingdec

= January 2007 - Within minutes of receiving the requirement, npléicounselors
were dispatched to deliver services to the Nati@Gedrd in the Virgin Islands to help
cope with the anxiety that stemmed from the deathwo comrades, coupled with
the prospect of redeployment.

= January 2007 - Within 12 hours of receiving the request to supghe Minnesota
National Guard Family re-integration program in iBead, Minnesota, MHN
provided counselors to help cope with the suddeinuaanticipated extension of the
34" Infantry Division. The extension was a 125-dateesion of National
Guardsmen that already had been deployed for 15hsioMHN immediately sent
six consultants and MHN leadership to Brainerdrtwvjale support to the family

members of the deployed service members.

Cost and Quality Initiatives

Health Net has a quality program that supportsoperdnce excellence through application of
the industry best practices for quality managenedtcontinuous quality improvement. The
framework for our quality program is based on thieidnational Organization of Standardization
(1ISO) 9001:2000 standard and is complemented bgtdrelards established by URAC. Health
Net Federal Services has been an ISO 9001:200&teegd company since 2004. We also hold
three URAC accreditations —Health Network, UtilieatManagement, and Case Management.
We have a dedicated Quality Office that is resgdador the program and for deploying quality
practices throughout the organization. At Healdt,Nuality is an “everybody” responsibility.

Ft. Drum Regional Health Planning Organization

In response to Northern New York’s persistent leedire issues, issues that impact the Ft. Drum

community, Congress authorized a pilot projecttnlg how military and civilian health care

19



resources can best deliver high quality care tpatients in the Ft. Drum community. Created
in Section 721 of the Fiscal Year 2005 Nationalddst Authorization Act, the Ft. Drum
Regional Health Policy Organization, a not-for-firobrporation, is carrying out the pilot
program’s regional healthcare approach to meet¢lees of the expanding military population,
building on existing relationships between Ft. Drand the local community.

A Board of Directors guides the Ft. Drum Regionabih Policy Organization. In addition to

the Board, the Ft. Drum Regional Health Policy Migation has four committees:

e Behavioral Health, including chemical dependency
« Emergency Medical Service and disaster preparedness
e Access to care and manpower needs

e Quality standards

From the start of the project, Health Net has pitegtisupport to the Ft. Drum Regional Health

Policy Organization and its committees:

e Health Net leadership partnered with the Ft. Draadership to host a “Doctors’ Day”
and “Provider Summit” at Ft. Drum in April 2005.hd@se events were key “Primers” for

future Ft. Drum Regional Health Policy Organizatamtivities.

e Health Net’s Field Operations Director is an actiwember on the Behavioral Health
Committee. Additionally, the entire local fieldata serves as a continual resource for the
Ft. Drum Regional Health Policy Organization.

e Health Net provided a $15,000 charitable donatiothé Ft. Drum Regional Health
Policy Organization on April 6, 2006, marking thestf time funding was provided to the
organization. On April 16, 2007, Health Net will keaan additional contribution of
$20,000.

e Our staff has educated the Quality Committee onCIERE network quality standards.
The Committee will use these standards to assiktdeiveloping community quality
standards to the Ft. Drum Regional Health Policgadization Board of Directors.

e In our continued support of the Ft. Drum Regioneahlth Planning Organization, Health

Net developed a comprehensive provider gap andtystbe entire community —
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TRICARE and non-TRICARE - in the Ft. Drum Primevseg area. Health Net
employed Milliman Consultants and Actuaries to ssseedical assets needed to
adequately serve the Ft. Drum community. HealttisNmalysis compares a complete
inventory of all available providers in the areaiagt the calculated need determined by
the Milliman report. This analysis is being usedayp by the Ft. Drum Regional Health
Policy Organization to improve the community’s likealssets, which will directly
improve the care provided to all TRICARE benefigarin the Ft. Drum Prime service
area.

¢ In collaboration with the Ft. Drum Medical Departméctivity, MHN and the local
community, Health Net is developing a behavioraltiesolution for the Prime service

area.

All committees are working diligently towards prding substantive reports to the Ft. Drum
Regional Health Policy Organization Board of Digstin support of the final report due to
Congress in July 2007. Health Net appreciatespipertunity to be a part of a program that
greatly benefits both the military and civilian cowmnities.

Pharmacy Initiatives

Responsibility for the administration and operatidithe retail and mail order pharmacy
programs was “carved out” from the managed carp@tigontracts and separate pharmacy
contracts were procured and awarded. This resuitgee unintended consequence of limitations
on the ability to manage beneficiary prescriptiongdutilization. Health Net was invited to
participate in support of a Department of Defemstgative to increase TRICARE Mail Order
Pharmacy utilization by decreasing reliance up@nvétail venue. Health Net implemented a
multifaceted approach at no cost to the governnmesuipport of this important initiative.

The Health Net approach consists of the followingiponents:

e Educational efforts targeted to beneficiaries indisease management, case
management, and transitional care programs.

e Adding an informational message to all ExplanatbBenefits explaining the benefit of
using the TRICARE Mail Order Pharmacy.
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e An educational program that is targeted to our fglame providers with low
TRICARE Mail Order Pharmacy penetration.

e Offering e-prescribing tools to a select group etfwork physicians.

These efforts have resulted in a demonstrable aseren TRICARE Mail Order Pharmacy
utilization within the North Region — TRICARE Mdirder Pharmacy usage in February 2007
was 25 percent higher than the TRICARE Mail Ordesirifhacy usage was in February 2006.
We have begun discussions with Department of Defesgresentatives to discuss other joint
activities that could be undertaken to better marthg prescription drug benefit.

Disease Management - Decision Power

Health Net has participated in active discussioil @epartment of Defense, TRICARE
Management Activity and TRICARE Regional Office-Nosenior leaders to explore new
approaches to improving the quality of health gaerided to TRICARE beneficiaries while
reducing health care costs. As part of these dsszns, Health Net has provided information
concerning our commercial Decision Poweprogram. Decision Pow&f is an enhanced
disease management and consumer empowerment seffeideg from Health Net, Inc., which
has over 3 years of practical application in oungeercial managed care markets across the

country.

As a Decision Support program, Decision Potdeverages Shared Decision-Makingased
health coaching and the supporting educational madég€including telephonic, internet, mail,
and video) to foster individual skills and confiden This allows members to manage their own
health, navigate the healthcare system, and hadptive interactions with their physicians.
When fully informed and acting as partners withirtpéysicians in decision-making,
beneficiaries tend to choose more appropriateviatgions relative to their individual situation,
compared with beneficiaries who do not receive itifsrmation or collaborate with their

physicians.
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Health Net will continue to work with DepartmentDéfense in setting up an appropriate pilot
and control group in order to test the concepthisfcommercially proven service in a
TRICARE setting. In doing so, it will be paramothét a pilot of Decision Powgf be
structured in a way that allows for effective ewdian. Appropriate metrics need to be
determined in advance and outcome measurementedsla@ong with lessons learned for
broader application to the TRICARE program if ipi®ven effective in conjunction with the
TRICARE'’s other disease management programs.

Recommendations for Program Enhancements

Notwithstanding the current strong state of theARRE program, we believe there is more that
can be done to further strengthen and improve gpovice delivery and to ensure that the
Military Health System is realizing full benefitoim industry best practices in support of goals
and objectives of the TRICARE program. We haveelprimary recommendations — to
increase program integration; to enhance the akgmrof the design of the TRICARE program
with industry best practices; and to adopt adequatmntives for innovation.

Program Integration

TRICARE is a complex program, and a comprehensitegrated approach is critical to ensuring
the effective coordination of all beneficiary héattare and support services. Under the existing
program, the managed care support contractor étagqy with the Military Health System,
responsible for service delivery excellence aceosange of functional areas necessary to
achieve the Government’s program objectives. Tamservice areas that make up the
managed care support contract and the functiogainrements within these areas (such as the
call center that is part of Customer ServicesQlams Processing that is part of Administrative
Services, or the Disease and Referral Managemaatiduns that are part of Managed Care
Services), all work together as one service defiggstem. It is this array of interdependent,
complementary support services — encompassing radreege services, administrative services,
customer services, information services and programagement — that makes partnership and
the alignment of incentives between the manages sigvport contractors and the direct care

system crucial.
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The managed care support contractor is the Govertrsrgngle point of accountability for the
functioning of this complementary system. In régerars, the TRICARE Management Activity
has experimented with “carving out” key areas afgpam support (TRICARE pharmacy
management, TRICARE for Life claims processingyfrihe managed care support contractor’s
scope of operation. This “dis-integration” of thervice delivery model has reduced the
managed care support contractor’s ability to effety manage the entire spectrum of purchased
care and has had unforeseen consequences in tedmnsirished quality and increased costs by
erecting unnecessary barriers and creating gapsbatimportant program elements. It also has

caused beneficiary confusion and frustration.

For the next generation of TRICARE managed car@auontracts, we strongly believe the
Department of Defense should strengthen and maittaicurrent integrated service model. In
addition to maintaining the current set of integdaservices, some services that were carved out
should be added back in and some new servicesdsheuhcluded in order to ensure the

Military Health System receives full value from thianaged care support contracts. Health Net
strongly recommends that patient appointing, phaynmaanagement and marketing/education
services, as well as TRICARE for Life customer suppand claims processing be reintegrated
into the next generation of contracts. New ses/icebe added should include expanded disease
management programs, enhanced services for Gudri@eserve members and care

management strategies for TRICARE for Life.

Enhanced Alignment with Industry Best Practices

We believe the program should be designed to hestporate proven industry cost and quality
initiatives such as consumer empowerment and haatragement support tools, pay for quality
programs, and use of capitation models. We alsomenend that provider administrative
requirements be more consistent with common comalertfice practices, and that

performance standards should be reasonable widttolg performance indices.

Incentives for Innovation

Lastly, we recommend the adoption and incorporatioincentives to encourage program
enhancements and innovation. It is imperative tiaff RICARE program must be sufficiently
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flexible to evolve and adapt to new technologies mew strategies to improve patient
management and to invest in health care cost rietuattivities. Doing so not only ensures the
best health outcomes for TRICARE beneficiariea)sb enables the Department of Defense to

benefit from the most efficient and effective praxgs and services possible.

To encourage innovation, we specifically recommamdinimum 7- to 10-year term for the next
generation of contracts. The procurement cyclafprogram this size is lengthy and costly both
to the government and to contractors. Longer eshterms would allow the government and
contractors to recoup more of their investmentheprocurement; it probably also would foster
greater competition in the program. Moreoveragker contract term would eliminate a source
of potential disruption in this strongly performipgogram. It also would provide a greater
opportunity for the Department of Defense and atstactors to work jointly on significant
program issues over sustained periods of timewallp for greater collaboration on refinement

of current operations and activities.

In addition to longer contract terms, we recomméadtesting of new services through pilot or
demonstration projects over the contract lifecydlising the TRICARE contract vehicle to pilot
test proof of concept innovation would significgradvantage the Department and the program.
To facilitate this, the Department of Defense staricourage the use of proven contractual
provisions such as Value Change Engineering prdgogand, to enable faster implementation
across the broader TRICARE program, we recommesd#partment of Defense develop new

models for evaluate pilots and demonstrations dyiakd efficiently.

So in closing, let me just restate the fact thaselol on our 19 years of service to Department of
Defense beneficiaries, we believe the TRICARE paogrs working better than ever. That said,
we do see opportunities to enhance the prograntcatadke it to an even higher level, enabling

the Department of Defense to better meet its healtl goals and objectives while also ensuring

the highest levels of service to military benefisa.

Thank you for inviting me to share our thoughtswjiou this morning. 1 look forward to your

guestions.
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