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Resolve establishing a special commission to investigate and study the^*
LAWS RELATIVE TO NON-PROFIT HOSPITAL AND MEDICAL SERVICE CORPORATIONS,

AND THE RISING COST OF HOSPITAL AND MEDICAL CARE, AND HOSPITAL ACCOMMO-
DATIONS.

Resolved, That an unpaid special commission, consisting of two members of
the senate, three members of the house of representatives, the commissioner
of insurance or his designee, the director of hospital costs and finances, a
designee of the group insurance commission, and three persons to be appointed
by the governor, of whom two shall be university presidents, and one a repre-
sentative of the Massachusetts Hospital Association, is hereby established to
make an investigation and study of the laws relating to non-profit hospital
service corporations, medical service corporations and non-profit medical service
plans, with a view to determining the advisability of amending or revising
chapters one hundred and seventy-six A, one hundred and seventy-six B and
one hundred and seventy-six C of the General Laws, and such other provisions
of said laws to which said corporations and plans may be subject. Said com-
mission shall also investigate and study the rates charged for services by non-
profit hospitals, proprietary hospitals and municipal hospitals, particularly for
room and board, with a view to containing spiraling costs to the public for
such services.

Said commission shall consider the adequacy of the regulatory authority of
the commissioner of insurance with a view toward clarifying and expanding
the subject matter of his approval and disapproval powers, requirements for
public hearings and appellate procedure; and further, said commission shall
study the extent, if any, to which non-profit hospital and medical service cor-
porations. through contractual relationships or otherwise have contributed to
or are contributing to the rising costs of hospital, medical and surgical care,
and, whether a monopoly has developed as a result of such relationships, thus
preventing fair and reasonable competition within the health insurance field.

Said commission may require by summons the attendance and testimony of
witnesses and the production of books and papers. \I

Approved June 29, 1962.
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AUTHORITY FOR THE INVESTIGATION AND STUDY

Chapter 120.



� December 26, 1962.

To the Honorable Senate and House of Representatives.

The Commission submits herewith its first Interim Report rela-
tive to an investigation and study of non-profit hospital and medical
service corporations, and the rising cost of hospital and medical
care and hospital accommodations.

A draft of legislation to revive and continue the Commission is
attached hereto as Appendix A.

Respectfully submitted,

PAUL H. BENOIT,
Chairman

JOHN F. PARKER
JULIUS ANSEL,

Vice Chairman

DAVID J. O’CONNOR
JOHN A. ARMSTRONG
HAROLD C. CASE
JOHN W. LEDERLE
ROBERT P. SIMMONS
THEODORE W. FABISAK
MILTON G. MCDONALD
WILLIAM A. BURKE
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FIRST INTERIM REPORT
OF THE

SPECIAL COMMISSION TO INVESTIGATE AND
STUDY THELAWS RELATIVE TO NON-PROFIT

HOSPITAL AND MEDICAL SERVICE CORPORATIONS, AND
THE RISING COST OF HOSPITAL AND MEDICAL CARE

AND HOSPITAL ACCOMMODATIONS.�

Chapter 120 of the Resolves of 1962, the resolve establishing the
special commission to investigate and study the laws relative to
non-profit hospital and medical service corporations, and the rising
cost of hospital and medical care and hospital accommodations, was
approved on June 29, 1962. The appointments to the membership
on the commission were completed in October 1962. Shortly there-
after, the commission held its first meeting on October 17, 1962. At
this initial meeting, the commission acted expeditiously to complete
the staff organization of the commission and a counsel, a clerk
and a secretary were appointed.

To facilitate and expedite work of the commission, two sub-
committees, representing the two major fields of inquiry specified
by the resolve, were appointed. These were the sub-committee on
Blue Cross-Blue Shield Laws and the sub-committee on Hospital
Operations. The organizational function of the commission and the
sub-committee are set forth in this report, ante. The Commission
was of the opinion that through the operations of these sub-com-
mittees, it would be better able to direct and focus its research
into the areas of inquiry.

While there have been many efforts, reaching back into American
history, to provide some kind of coverage for medical and hospital
costs, the non-profit pre-payment movement as exemplified by the
Massachusetts Hospital Service Inc. (Blue Cross) and the Massa-
chusetts Medical Service (Blue Shield) in the country has developed
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at a phenomenal rate in the last three decades. For example, in
1949, Blue Cross “earned” premium income was twenty-five million
dollars and it covered 40% of the people of Massachusetts. In 1961,
the earned premium income of Blue Cross was sixty-six million
dollars and it covered more than 53% of the people in the common-
wealth.

In 1957, a special committee was established to investigate and
study a proposed increase in premiums contemplated by Blue Cross
and Blue Shield and also to investigate and study the management,
control, fiscal policies and methods of operation of Blue Cross and
Blue Shield. This special committee was created by joint order of
the House of Representatives and the Senate (House No. 3036, as
amended, 1957). In its report dated January 20, 1958 (House No.
2651, 1958), the committee concluded that:

“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 . . .

.”.

The life of the special committee was extended by joint orders of
the House and Senate (House No. 2824, House No. 2938 and House
No. 3003, 1959) and the committee filed a second report on January
28, 1959 (House No. 2521, 1959). The special committee, found
among other things, that:

“The root of our problem lies in the cost of hospital services.
Hence, the Committee recommends the creation of a com-
mission for a broad study of the utilization of hospital
services and hospital costs in Massachusetts.
This study should include consideration of the following:
1. Uniform system of accounting for hospitals.
2. Duplication of hospital facilities and equipment.
3. Joint, mass purchasing of hospital supplies and equip-

ment.

5. Hospital-oriented home care programs particularly for
the aged and chronically ill.

4. Graded care units, i.e., recovery room, intensive care
units, convalescent care units, etc.
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hospitals.

for free or part-pay hospital patients . . .

(Page 9 of report).
The recommended legislation appended to the report of the special

committee that a commission be created for a broad study of the
utilization of hospital services and hospital costs in Massachusetts
was not carried through. The General Court, in its wisdom, created
the present commission by chapter 120 of the Resolves of 1962.
Without retracing the specific area covered by the special com-
mittee in 1958 and 1959, it is respectfully submitted that the present
commission is authorized and empowered and will be able to fully
study and investigate, in accordance with the mandate of the Legis-
lature, the areas delineated by the special committee and will in
addition be able to examine and re-examine and recommend changes
in the General Laws covering the study areas assigned to the Com-
mission so that the interests and welfare of the people of the
commonwealth will be fully protected in these vital areas.

A careful evaluation of problems facing hospitals in the common-
wealth, as well as the need of the people of the commonwealth,
reveal that there is much concern over such matters as obsolescence
of existing facilities, particularly older facilities in our cities, short-
ages of certain types of facilities, such as those necessary to provide
high quality or long-term care; and the problems resulting from
changes in the character of the population, as well as from the
needs of an expanding and highly mobile population. These prob-
lems bring to the fore the problem of regional planning for hospitals
which the commission intends to study thoroughly.

In connection with the spiraling costs to the public for hospital
services, a chart (annexed hereto as Appendix B) reflects both
hospital charges and costs from 1950 through 1961 in the Common-
wealth. It is to be noted that such charges by non-profit hospitals,
proprietary hospitals and municipal hospitals have increased about
130% while costs have increased 100% over the same period indi-
cating a considerable spread between charges to the public and the
hosiptals’ costs. The Commission intends to fully explore this sub-
ject of hospital costs and charges to the public.

7. Effect of governmental and non-governmental subsidies

6. Relationship between charges and costs as among
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In view of the complexity and magnitude of the areas assigned
to the commission for study by the General Court, the commission,
immediately following its organization, took steps to obtain from
all other states, possessions and territories of the United States
copies of their laws and regulations dealing with pre-payment medi-
cal and surgical plans. The Commission has already received these
documents from twenty-three (23) states. Two (2) more are on the
way. Six (6) states replied that they had no such laws. Nine (9)
others have reported no copies for distribution. Fourteen (14)
other states have failed to reply. Efforts will be undertaken to
secure these documents through other sources.

The proposed areas of study by the sub-committee on Hospital
Operations and the sub-committee on Blue Cross-Blue Shield Laws
are as follows:

(Non-profit, Proprietary and Municipal)
PROPOSED AREA OF STUDY

1. Relationship between hospitals’ cost and their charges to the
public.

2. Method for the determination of hospital charges.
3. Method for the determination of hospital costs.

SUB-COMMITTEE BLUE CROSS-BLUE SHIELD LAWS
Proposed AREAS OF STUDY HOSPITAL SERVICE

CORPORATION

1. Corporate Structure and Powers.
2. Non-Profit Status.
3. Financial Stability of Mass. Hospital Service, Inc.
4. Jurisdiction and authorityof:

(a) Commissioner of Insurance

4. Current Blue Cross Reimbursement System and its effect upon
Hosiptals’ finances.

5. Need of a Committee to Study the Utilization of Hospital
Services and Facilities.

6. Regional Planning and Construction.

PROPOSED AREAS OF STUDY

SUB-COMMITTEE HOSPITAL OPERATIONS
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(b) Commissioner of Administration
(c) Director of Division of Hospital Costs and Finances

5. Eligibility Participating Hospitals
6. Contractual relationship with Participating Hospitals

(a) Form and substance of contract
(b) Audit and reimbursement formulae
(c) Procedure for payment

7. Contents of Subscribers’ Certificates.
8. Contents of Notice to Subscribers for benefits provided by way

k of claim payment.
• r\ i ; i i / t->

•
\9. Subscribers’ Rates (Premiums).

10. Appellate procedures.

Proposed AREAS OF STUDY MEDICAL SERVICE
CORPORATION

1. Corporate Structure and Powers.
2. Non-Profit status.
3. Financial Stability of Massachusetts Medical Service.
4. Jurisdiction and authority of the Commissioner of Insurance.
5. Eligibility Participating Physicians.
6. Contractual relationship with participating physicians, dentists,

and chiropodists (podiatrists):
(a) Form and substance of contract
(b) Standards for reimbursement to physicians, dentists and

chiropodists (podiatrists)
(c) Procedure for payment

9. Subscribers’ Rates (Premiums).
10. Appellate procedure.

At the December 19, 1962 meeting, the third meeting held prior
the filing of this report, Dr. Daniel Rubenstein, Director of the

Bureau of Hospital Facilities, and Deputy Commissioner of the
Department of Public Health of the Commonwealth, spoke to the
commission on the subject of Regional Hospital Planning.

Dr. Rubenstein informed the Commission that the problem of

7. Contents of Subscribers’ Certificates.
8. Contents of Notice to Subscribers for benefits provided by way

of claim payment.
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mounting hospital costs is uppermost in the minds of physicians,
consumers and all others who are interested in medical care, and
that until recently, no attempt was made to integrate hospital
planning on a hospital service area basis. Actually it wasn’t until
the advent of the Hospital Survey and Construction Program more
popularly known as the Hill-Burton Program, that any attention
was paid to plan hospitals on a State-wide basis.

He said that one inherent obstacle to planning by the Hill-Burton
mechanism is that only federally aided projects must abide by the
rules advanced by the state agency and hospital construction, with-�
out federal funds, is not subject to such supervision.

He further stated that the advantages of area-wide planning on
a voluntary basis are obvious. Duplication of facilities is avoided.
Hospital beds and facilities are constructed primarily on the basis
of need and medical-care facilities are planned and built according
to an orderly plan which takes into consideration not only present
day but future needs. But hospital-wide planning can be carried out
only with the consent of the individual hospital units in any one
area, he believes. It would mean that each hospital must abide by
the overall plan which is developed as a result of joint action of all
hospitals in the area.

Dr. Rubenstein told the Commission that recent experience indi-
cates that there is a real need for this sort of planning. In one com-
munity, he said, three hospitals in the area embarked on building
plans; each unit disregarded completely the building program of its
sister hospitals. Thus each of the three hospitals constructed a new
maternity unit. The proposal that at least two of the hospitals
develop a single maternity unit was completely disregarded by the
majority of the physicians of the staff of the two hospitals.

He further stated that in another community, where an existing
outmoded and obsolete hospital was closed, it was established that
the second hospital in the community needed a new addition. Again,
a proposal to build one large hospital in a joint building effort wass
not supported by either of the hospitals. Here, he said, was a real
opportunity to avoid the necessity of building two kitchens, two
power plants and two dining-rooms as well as other duplicate facili-
ties. The suggested joint building program, which would have meant
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a tremendous saving to the community, was completely disregarded
and each hospital built on its own, independently of the other.

Dr. Rubenstein further stated that the need for area-wide planning
is great. That the conviction is becoming even clearer that com-
munity hospitals must plan toegther, that the aims and aspirations
of individuals must be subordinated to the welfare of the many.

It is imperative, Dr. Rubenstein said, that to a greater degree,
Hill-Burton awards should be made only to those hospitals which
take proper cognizance of the necessity of joint planning and present
plans to the Hill-Burton Committee which have been developed
jointly by all hospitals in this area.

This is an urgent need in order to combat as much as possible
the problem of mounting hospital costs and appropriate legislation
is needed ultimately, he said. In the meantime, he felt, additional
funds should be made available to the Division of Hospital Facili-
ties of the Department of Public Health to broaden the scope of
area-wide planning.

At the request of the Commission Dr. Rubenstein had prepared
and submitted a chart on hospital facilities under construction in
the Commonwealth and a chart showing hospital facilities now in
the planning stage in the Commonwealth. The charts follow:

Hospital Facilities Under Construction
Concord ....Emerson Hospital 5 937,280.00
Milford ....Milford Hospital 1,977,000.00
Somerville . . . Somerville Hospital .... 968,453.00
Waltham ....Waltham Hospital

.... 800,805.00
Boston .... Peter Bent Brigham Hospital . . 1,222,000.00
Everett ....Whidden Memorial Hospital .

. 200,000.00
Falmouth . . . Falmouth Hospital .... 1,358,000.00
Hyannis

.... Cape Cod Hospital
.... 1,646,000.00

Ipswich
....Ipswich Hospital 653,000.00

Ludlow .... Ludlow Hospital 700,000.00
Malden ....Malden Hospital 2,160,000.00
Norwood .... Norwood Hospital 2,231,000.00
Peabody

.... Josiah Thomas Hospital .
. .

1,230,000.00
fk Stoughton . . . Goddard Memorial Hospital . . 850,000.00
• Winchester . . . Winchester Hospital

.... 2,279,000.00
850,000.00

Winchester Hospital
Woburn ....Choate Memorial Hospital .

. . 935,000.00
Worcester . . . Memorial Hospital

.... 2,161,000.00
Worcester . . . Fairlawn Hospital 1,057,000.00

Total under Construction (18) $23,365,538.00
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Hospital Facilities in the Planning Stage

Brookline . .
. Brookline Hospital $ 595,000.00

Chelsea ....Chelsea Memorial Hospital
. . . 1,000,000.00

Revere ....Revere Memorial Hospital .
. . 1,000,000.00

Winthrop . . . Winthrop Community Hospital
. . 468,500.00

Quincy ....Quincy City Hospital .... 1,190,000.00
Lowell . . . .St. John’s Hospital .... 3,600,000.00
Boston ....Beth Israel Hospital .... 3,883,000.00
Melrose ....Melrose-Wakefleld Hospital . . . 941,260.00
Arlington . . .

Symmes Hospital 1,165,000.00
Lynn ....Union Hospital 1,133,317.00
Lynn ....

Lynn Hospital 1,539,218.00 4k'
Mnnnt AiiVmrri Urvonifol 1 H9R QQt\ '

Cambridge . . . Mount Auburn Hospital
. . . 1,026,985.00

Danvers .... Hunt Memorial Hospital
. . . 1,300,000.00

Worcester . . . Hahnemann Hospital .... 1,726,840.00
Worcester .

. . St. Vincent’s Hospital
.... 4,246,901.00

Lowell .
.

. .St. Joseph’s Hospital .... 950,500.00
Framingham . . . Union Hospital 1,228,000.00
Boston ....Mass. General Hospital

. . . 420,000.00
Westfield ....Noble Hospital 950,000.00

Total in Planning Stage (19) $28,364,521.00

A public hearing on the subject of regional hospital planning will
be scheduled by the commission in the future.

The commission, moving ahead with full dispatch, has already
scheduled the following hearings;

1. Sub-Committee Blue Cross-Blue Shield Laws
Monday 1/21/63—lO A.M., Gardner Auditorium,
State House, Boston

2. Sub-Committee Hospital Operations
Thursday 2/7/63 —lO A.M., Boston University
Auditorium

3. Full Commission
Wednesday 2/20/63 10 A.M., Executive Session
Wednesday 2/20/63 11 A.M., Public Hearing $

4. Sub-Committee Blue Cross-Blue Shield Laws
Wednesday 3/6/63 10 A.M., State House, Boston

5. Sub-Committee Hospital Operations
Tuesday 3/19/63 10 A.M., State House, Boston

Hearings Already Scheduled
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Wednesday 3/27/62 10 A.M., Executive Session.

The Commission gives full assurance that all interested citizens,
parties and groups who have or may have any interest in the areas
of study to be undertaken by the Commission will be afforded full
opportunity to appear before and meet with the membership of the
Commission and present their views and recommendations.

The Commission sincerely feels that the undertaking assigned to
it by the General Court is not for the sake of simply making
“another study”. Rather, it is hoped to be the vehicle by which
the people of Massachusetts can be assured that the rising costs of
hospital and medical care in insurance plans and hospital operations
can in some way be held in check. The matters to be studied are
of the greatest importance and affect the economic interests of
every man, woman and child in the commonwealth.

It is sincerely hoped that this Commission will be able to proceed
along this vital course, and accordingly the Commission recom-
mends the legislation annexed hereto as Appendix A.

6. Full Commission -—■

CONCLUSION
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In the Year One Thousand Nine Hundred and Sixty-Three.

Resolve reviving and continuing the special commission
ESTABLISHED TO INVESTIGATE AND STUDY THE LAWS RELATIVE TO

NON-PROFIT HOSPITAL AND MEDICAL SERVICE CORPORATIONS, AND

THE RISING COST OF HOSPITAL AND MEDICAL CARE AND HOSPITAL
ACCOMMODATIONS.

1 Resolved, That the unpaid special commission established
2 by chapter one hundred and twenty of the resolves of nineteen
3 hundred and sixty-two is hereby revived and continued for the
4 purpose of continuing its investigation and study of the laws
5 relative to non-profit hospital and medical service corporations,
6 and the rising cost of hospital and medical care, and hospital
7 accommodations and all other questions in relation thereto
8 that would aid the general court in enacting any necessary
9 legislation.

10 Said commission, in making its study and investigation, shall
11 consider and determine the advisability of amending or revis-
-12 ing chapters one hundred and seventy-six A, one hundred and
13 seventy-six B and one hundred and seventy-six C of the Gen-
-14 eral Laws and such other provisions of said general laws to
15 which said corporations, health insurance plans and hospitals
16 may be subject. Said commission shall also investigate and
17 study the rates charged for services by non-profit hospitals,
18 proprietary hospitals and municipal hospitals, particularly for
19 room and board, with a view to containing spiraling costs to
20 the public for such services.
21 Said commission shall consider the adequacy of the regu-
-22 latory authority of the commissioner of insurance with a view
23 toward clarifying and expanding the subject matter of his
24 approval and disapproval powers, requirements for public hear-
-25 ings and appellate procedure; and further, said commission

APPENDIX A.
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shall study the extent, if any, to which non-profit hospital and
medical service corporations, through contractual relationships
or otherwise have contributed to or are contributing to the
rising costs of hospital, medical and surgical care, and, whether
a monopoly has developed as a result of such relationships,
thus preventing fair and reasonable competition within the
health insurance field.

26
27
28
29
30
31
32

Said commission shall be provided with quarters in the state
house or elsewhere; may expend for expenses and for expert,
legal, clerical and other assistance such sums as may be appro-
priated therefor; may travel within and without the common-
wealth, may hold hearings; may sit during the session and
recess of the general court and shall have the power to
summon witnesses and to require production of books, records,
contracts and papers, and the giving of testimony under oath.

33
34
35
36
37
38
39
40

Said commission during its investigation and study shall
have the assistance of such departments, divisions, boards,
commissions, bureaus, institutions, agencies, agents and officers
of the commonwealth as may be required by said commission
to assist and cooperate.

41
42
43
44
45
48 Said commission shall report to the general court the results

of its study and investigation, together with such plans, sta-
tistics and drafts of legislation as it may deem necessary or
appropriate, at such time or times as it may deem advisable,
but in any event, shall file a final report not later than the
last Wednesday in January of nineteen hundred and sixty-four,
as provided in chapter sixty-eight of the acts of nineteen hun-
dred and sixty-two.

47
48
49
50
51
52
53
54 Said commission, upon revival and continuance, shall be

deemed to have continued, without interruption, to exercise
and perform all the rights, duties and powers, previously con-
ferred or imposed upon it.

55
56
57
58 Said commission may expend for expenses and for expert,

legal, clerical and other assistance the balance available in item
0263-02 of section two of chapter seven hundred and ninety-
one of the acts of nineteen hundred and sixty-two, and such
further sums as may be appropriated therefor.

59
60
61
62
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