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House No. 3036, amended.

Ordered, That an unpaid special committee, to consist of three members of the
senate to be designated by the president thereof, and five members of the house
of representatives to be designated by the speaker thereof, is hereby established
for the purpose of making an investigation and study of the proposed increase in
premiums contemplated by Massachusetts Hospital Service, Inc. and Massa-
chusetts Medical Service, Inc., operators and owners of the hospital and medical
plans known as “Blue Cross” and “Blue Shield,” and also of the management,
control, fiscal policies and methods of operation of said “Blue Cross” and “Blue
Shield.” Said committee shall be provided with quarters iu the state house or
elsewhere, may hold public hearings, may travel within and without the common-
wealth, shall have the power to summon witnesses and to require the production
of books, records and papers and the giving of testimony under oath, and may
expend for expert, technical, legal, clerical and other services and expenses such
sums as may be appropriated therefor, said sums to be made available for the use
of said committee immediately upon the concurrent adoption of this order. Said
committee shall report to the general court the results of its investigation and study.
and its recommendations, if any, together with drafts of legislation necessary to
carry such recommendations into effect by filing the same with the clerk of the house
of representatives on or before the fourth Wednesday in January, 1958,

1dovted by the Senate May
pled by the House of Representatives

May 27, 19,

Ordered, That the unpaid special committee established under an order adopted
by the Senate on May 22 and by the House of Representatives on May 27, in the
current year, for the purpose of making an investigation and study of the proposed
increase in premiums contemplated by Massachusetts Hospital Service, Inc., and
Massachusetts Medical Service, Inc., known as “Blue Cross” and “Blue Shield,”
respectively, and also of the management, control, fiscal policies and methods of
operation of said “Blue Cross” and “Blue Shield,” shall in the course of said investi-
gation and study consider the subject matter of current senate document numbered
576, relative to the issuance of group and non-group subscription certificates by
medical service corporations,

4 dovted by the Senate September
■\dopted by the House of Representatives

eptember 19, 1957

Cfte Commontoealtfc of Massachusetts
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Appointed by the President.

Ser. Silvio 0. Conte, Chairman, of Pittsfield.
Sen. Charles W. Hedges of Quincy.
Sen. Joseph F. Gibney of Webster.

Appointed by the Speaker

Rep. John F. Thompson of Ludlow.
Rep. Frank S. Giles of Methuen.
Rep. Louis H. Glaser of Malden.
Rep. Charles F. Holman of Norwood
Rep. Charles lannello of Boston.

William C. Madden, Counsel

MEMBERSHIP OF THE COMMITTEE.
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January 20, 1958.

To the Honorable Senate and House of Representatives.
The special Committee on Blue Cross Blue Shield herewith

submits its report.

Respectfully submitted

Sen. SILVIO O. CONTE.
Sen. CHARLES W. HEDGES.
Sen. JOSEPH F. GIBNEY.
Rep. JOHN F. THOMPSON.
Rep. FRANK S. GILES.
Rep. LOUIS H. GLASER.
Rep. CHARLES F. HOLMAN.
Rep. CHARLES lANNELLO.

Clie Commornoealtl) of

LETTER OF TRANSMITTAL.
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The initial service charge, its recent abandonment, and apparent
reinstitution under another guise, as well as threatened increases
in room and board rates by some hospitals, are clear indications
that Blue Cross is being operated in a manner which is causing
serious losses to the hospitals; which is penalizing the general
public and is defeating the intent of the Legislature.

The function of Blue Cross in the community has been described
as follows: —■

The purpose of the plan was to provide for pre-payment in installments of the
cost of hospital care for those persons of modest income who, not having anticipated
by saving, found their hospital bills calamitous when an emergency arose requiring
hospitalization. There was also in all probability a second purpose, namely, to
counteract in part, at least, the movement toward “government medicine.’’ 1

In the light of this worthy purpose, it is startling to find evidence
that many persons of modest income, not subscribers to Blue Cross,
are paying substantially more than Blue Cross for the same hospital
services.

This evidence was received by the committee from Mr. James
F. Rawson, Administrator of the Electrical Workers Health and
Welfare Fund, Local 103, IBEW of Boston. This fund covers
approximately 7,000 persons, union members and their families.
The fund provides these people with hospital, surgical, medical and
other benefits paid directly from the fund, without the intervention
of Blue Cross.

The following table of representative cases submitted by Mr.
Rawson from the files of the fund illustrates how these people of
modest income are charged substantially more for ancillary hospital
services than is Blue Cross, which includes among its subscribers,
many people of substantial income.

Cbe Commontoealtft of o@assacfnisetto

REPORT OF TPIE SPECIAL COMMITTEE ON BLUE
CROSS BLUE SHIELD.

Introduction.

House Bill, No, 2540, May 19, 1949,
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In considering the following table it should be borne in mind that
the table reflects only ancillary hospital charges. Room and board
charges have been paid in addition to the ancillary charges shown.

Table of Cases showing Comparative Ancillary Hospital Charges to Beneficiaries of
Electrical Workers Health and Welfare Fund and to Blue Cross.

I I =

j | Length by Payment if ®j?®? B
Case No. : Date. of Stay An Pm*v Union Covered by paid . by

< Blue Cross..
i w

1 Sept. 9, 1957 12 $284 95 $284 95 $lOB 48 $176 47
2 Dec. 3, 1967 21 509 35 600 35 189 84 319 61

3 Aug. 12, 1957 12 165 00 165 00 108 48 46 52
4
.... Not. 5, 1967 3 77 60 77 50 27 12 60 38

6 Oct. 8, 1957 4 131 65 131 66 36 16 95 49
62 Aug. 1, 1957 8 124 25 124 25 72 32 51 93

Totals ... - $1,282 70 $1,282 70 $542 40 $740 30

1 Charge if paid by Blue Crossis computed at $0.04, the average ancillary per diem rate for 1957 as approved
by the Commissioner of Administration.

2 The patient was charged a $l5 “admission fee” or “initial service charge” in addition to the ancillary
charge shown above and a room and board charge.

Hospital Charges.

The Massachusetts Hospital system, second to none in the world,
is maintained initially by hospital charges to patients, secondarily
by local real estate taxes in the case of municipal hospitals, and
finally by public charity drives, such as United Fund, and by individ-
ual gifts and endowments. Where an individual patient or group
of patients such as those covered by Blue Cross do not pay the
hospitals the full charge for services received by them., the hospitals
must recover this loss either from the other paying patients, from
the taxpayers or the charities.

There are two types of hospital charges, those for room and
board and those for ancillary services. The room and board charges
cover the general operating expenses of the hospitals; the ancillary
services cover the special services, for example, operating or delivery
room, anesthesia, X rays, laboratory and pharmacy. Blue Cross
pays a fixed indemnity, $lO, $l2 or $l5 per day toward room and
board charges. The Blue Cross subscriber pays the balance between
this indemnity and the hospital charge whatever it may be. Toward
ancillary charges, Blue Cross pays a daily rate, $9.04 average, as

%
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currently fixed by the Commissioner of Administration and Finance.
However, under Blue Cross contracts with the hospitals, this must
be accepted by the hospital in full payment of the ancillary charges.
Where such charges exceed the amount paid by Blue Cross, as in
the table above, the Blue Cross subscriber is not required to pay
the difference. The losses to the hospitals thus resulting fall, as
pointed out above, on the charities, the taxpayers, and the other
paying patients. Blue Cross is authorized to enter into contracts

# with Massachusetts hospitals for hospital services under chapter
176 A of the General Laws. Blue Cross has such contracts with
virtually all Massachusetts hospitals. Section 5 of this chapter
provides that the rates of payment by Blue Cross to the hospitals
under these contracts shall be subject to approval by the Commis-
sioner of Administration. The Commissioner is prohibited by the
language of this section from approving rates, “unless such rates
reflect reasonable hospital costs or are based on charges made to the
general public, whichever is lower.” This statutory language by
thus making provision for a difference in whatever hospitals may
charge Blue Cross and what they may charge the general public
carries out the original legislative intent to assist persons of modest
income to meet calamitous hospital bills. In practice, however,
this intent appears to have been subverted, at least in so far as
there are persons of substantial income included among Blue Cross
subscribers. Certainly this appears to be true in the case of those
persons of modest income who do not choose to become Blue Cross
subscribers. It could hardly have been the intent of the Legislature
to compel all persons in Massachusetts to subscribe to Blue Cross.

Among the provisions of this section of chapter 176 A which
has attracted the attention of the Committee is that provision
which authorizes the Director of the Division of Hospital Costs
and Expenses to employ auditors and accountants whose salaries
are to be paid by Blue Cross in making examinations of the books
and records of Blue Cross and the hospitals. This becomes especially
noteworthy when the same section provides that the results of these
examinations shall be available to the Commissioner of Adminis-
tration in “approving, disapproving or permitting the continuance
of all rates of payment ” under contracts between Blue Cross and the
hospitals. Presently six such auditors or accountants are engaged
in this work.
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Medical Charges.

Blue Shield publishes a fee schedule. This schedule lists nearly
every known surgical procedure and sets forth the charges that
may be made therefor by attending physicians when treating persons
of modest income. Ninety-eight per cent of the physicians practic-
ing in Massachusetts participate in this Blue Shield plan and are
bound by these fees when treating persons of modest income who
are Blue Shield subscribers. Many glaring examples of charges
far in excess of these fee schedules by some physicians when treating
persons in the same income brackets, not Blue Shield subscribers,
have been brought to the attention of the Committee. We have
also received numerous other complaints of glaring deficiencies in
Blue Cross Blue Shield coverage.

Management and Control.

The following comment on management and control of Blue Cross
was contained in the 1949 special commission report cited above:

The voting members are established by the by-laws of the corporation, not by
statute, and provide for 100 voting members, of whom 25 are designated by the
Massachusetts Medical Society, 25 by the Massachusetts Hospital Association,
2 by the Boston Council of Social Agencies, 2 by the Associated Industries of
Massachusetts, and 46 by other organizations who have subscribers. We do not
feel it is desirable at this time that any statutory provisions be adopted regulating
this by-law, although it may appear to be desirable at a later date. The Commis-
sion has rejected a proposal that the statute require all subscribers be voting mem-
bers as cumbersome, unwieldy and ineffective.

The by-laws of Blue Cross in this regard have not been changed
either by statute or by voluntary action on the part of Blue Cross.
The same control of the corporation still exists. There is no effective
public representation in the management and control of Blue Cross.
A similar situation exists in the management and control of Blue
Shield.

Fiscal Polic'd-:

For the year ended December 31, 1956, Blue Cross had a total
income of $49,772,356.29. Its total disbursements were $46,383,-
375.72. It held a statutory contingency reserve of $18,064,837.77
and a surplus of $775,968.77. For the same year, Blue Shield had
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a total income of $31,851,504.94 and total disbursements of $28,850,-
153.93. It held a contingency reserve of $10,509,523.48 and a sur-
plus of $5,494,801. These reserves are required by chapter 176A
and 1768.

This committee has been advised that on September 30, 1956, a
total of 18,123 beds were available in Massachusetts hospitals having
Blue Cross contracts. Blue Cross has 2,400,000 subscribers. In
1956 it spent $259,965.78 for advertising. In the same year, the
advertising costs of Blue Shield were $259,251.12.

In view of the bed capacity of the hospitals, the number of Blue
Cross Blue Shield subscribers, and the continuing advertising
program, this committee feels that considerable further study of
the reserve requirements and the expansion program is needed.

Legislation to permit the construction of a downtown office
building by Blue Cross and/or Blue Shield was filed in the last
session of the Legislature. Questions of the legality of this was
rasied by the Insurance Department of the Commonwealth. This
committee has requested the Insurance Commissioner to obtain the
opinion of the Attorney General on the subject. The committee is
awaiting a copy of the opinion.

Conclusion.

The studies of this Committee to date indicate the existence
of many grave questions arising out of Blue Cross Blue Shield.
These questions affect every man, woman and child in Massachu-
setts. Chief among the problems indicated to date are

1. The apparent injustice which arises when persons of modest
income who are not Blue Cross subscribers find themselves paying
more for the same hospital services than does Blue Cross, which
includes among its subscribers persons of substantial income.

2. The necessity for the hospitals to look to the local taxpayers
and to charities to make up losses which appear to arise from their
Blue Cross contracts.

3. The dominance and control of Blue Cross Blue Shield by a
mere handful of persons whose actions and policies are largely
beyond their subscribers and the public authority.

4. The threatened monopolistic control of the entire Massa-
chusetts hospital system, as well as Blue Cross Blue Shield, by this
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handful of persons, and the indicated dire consequences thereof
to be apprehended in the public interest.

The questions involved in this study are of such magnitude and
complexity, and the times and means allotted to this committee
for such study so short, that recommendations now in the form of
specific legislation would be premature.

A great amount of additional time and study is clearly indicated.
Legislation extending the life of this Committee is hereto appended.
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In the Year One Thousand Nine Hundred and Fifty-Eight.

Order extending the time within which the special committee

ESTABLISHED TO STUDY AND INVESTIGATE BLUE CROSS BLUE
SHIELD SHALL FILE ITS FINAL REPORT.

Ordered, That the time within which the unpaid special committee
established by an order adopted by the senate May 22, 1957, and
by an order adopted by the house May 27, 1957, to investigate and
study the proposed increase in premiums contemplated by Massa-
chusetts Hospital Service, Inc., and Massachusetts Medical Service,
Inc., operators and owners of the hospital and medical plans known
as “Blue Cross” and “Blue Shield,” and also of the management,
control, fiscal policies and methods of operation of said Blue Cross
Blue Shield, shall report to the general court is hereby extended
to the last Tuesday in December, nineteen hundred and fifty-eight.

Appendix A

PROPOSED LEGISLATION.

Cfte Commontoealti) of Massachusetts
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