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DEVAL L. PATRICK
Governor

TIMOTHY P. MURRAY
Lieutenant Governor

JUDYANN BIGBY, M.D.
Secretary

DAVID MORALES
Commissioner

The Commonwealth of Massachusetts
Executive Office of Health and Human Services

Division of Health Care Finance and Policy
Two Boylston Street
Boston, MA 02116

617-988-3100 • Fax 617-727-7662 • TTY 617-988-3175
www.mass.gov/dhcfp

February 12, 2010

Ronald A. Williams
CEO
Aetna Health, Inc.
151 Farmington Avenue
Hartford, CT 06156
860-273-0123

Dear Mr. Williams:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office (AGO), is required by state law to hold annual public hearings concerning health
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative
sample of health care providers and payers as witnesses for such hearing. In accordance with these
provisions, Aetna Health, Inc. has been identified as a witness and is hereby requested to submit
written testimony to the questions in “Exhibit B” and “Exhibit C” in accordance with this notice
and exhibits.

The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit
additional information that explains the premium and cost increases, to gather your perspective on
the dynamics driving the trends observed, and to obtain your recommendations for short and long
term solutions to such dynamics.

Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b)
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be
the subject of these hearings. Based on the findings of that Preliminary Report, the Attorney
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends
http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf


that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

Aetna Health, Inc. is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday,
February 26, 2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Aetna Health, Inc. no later than March 5th and determine whether you will be required to
provide oral testimony at the hearings, and if so, the time period for which you must be present.
Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures:
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and DHCFP Questions for Written Testimony
Exhibit C: Instructions and AGO Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and DHCFP Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data, or finding that differs from your organization’s experience and
the potential reasons therefore.

Questions Regarding Premium Pricing and Market Sector Differences

2) What were the differences by market sector in general administrative expenses built into your
pricing from 2008 to the present?  What portion of the differential by group size was attributable
to fixed costs being spread over different group sizes?  To what was the remainder of the
difference attributable?

3) We found that, when adjusted for differences in benefits and demographics, small employers are
being charged higher premiums and are experiencing a greater growth in premiums than mid-
sized and large firms.  Is this finding consistent with your health plan’s experience? Please
comment on why you think this is happening and what can be done to assist small employers.

4) We also found that most of the difference in adjusted premium levels for small group vs. mid-
size and large group was due to differences in medical spending rather than retention. Is this
finding consistent with your health plan’s experience? Please comment on why you think this is
happening and what can be done to assist small employers.

5) Small firms (with fewer than 51 employees) frequently indicate receipt of double digit premium
increases even though our analysis shows the average premium PMPM increase for the small
group market during the period studied to be below 10%. Please provide the distribution of
premium increases for small employers renewing in 2008 and 2009 that were quoted assuming
that no benefit changes would be made by the employer.

mailto:costtrends@hcf.state.ma.us
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6) We understand that premiums for any given effective date are set prospectively based on claims
experience from approximately a year and a half earlier.  How well have your estimates matched
actuals in 2006-2009? Do you see increasing volatility in claims costs, or prices/utilization rising
more quickly than anticipated?

Questions Regarding Trend Towards Self-insured

7) We have seen an increase in the percent of members enrolled in self-insured plans over the past
few years.  Please provide information on the size of the firms that are becoming self-insured.
Does it differ from those firms that have traditionally self-insured? What rationale are
employers providing for changing to self-insured plans?

8) Please provider an overview of the reinsurance products that the newly self-insured employers
purchase from your organization.

9) We found that the growth in spending for health care services in self-insured and insured large
groups was faster than that in small and mid-sized groups. We also found that these groups
generally offered richer benefit packages and have had a slower “buy-down” than the other
markets. Has your organization found a similar trend?  If so, to what can you attribute this
trend? Are there other factors associated with this trend besides the cost sharing differences for
members?  Has this trend continued in 2009 and 2010?

Questions Regarding Claims Trends

10) We found that increased prices were the most important driver of health care costs. We were
unable to determine how much of the price increase was because of higher negotiated base rates
and how much was because of care being delivered in more expensive settings.  What do you
believe to be the relative contribution to price increases of this shift to more expensive
locations? What solutions, if any, are you developing to address this trend?

11) We found that expenditures on hospital outpatient facility services grew – both due to increases
in prices and an increase in the volume of services.  In examining your plan’s experience, what
have you found accounts for the growth of hospital outpatient facility prices per service?  What
accounts for the growth in utilization of outpatient hospital facility services? Do you foresee the
same factors continuing to drive high growth in facility charges in future years? What might be
done to mitigate this cost growth?

12) By how much do the rates your organization pays vary when procedures are provided in hospital
facilities rather than freestanding facilities or a physician’s office?  How do these rates correlate
with underlying costs of these different providers?

13) The growth in imaging services continues to be an important factor in cost growth. What steps
are you taking, if any, to reduce the growth rate in imaging services? Do you have different pre-
authorization policies for imaging services done in an outpatient facility, freestanding facility and
a physician’s office? If so, please provide a brief description.



Questions Regarding Provider Rate Negotiations

14) What factors do you consider when negotiating payment rates for inpatient care, facility charges
for outpatient care, and physicians, and other professionals?  Please explain each factor and rank
them in the order of impact on negotiated rates.

15) Is there a material difference in how you approach contracts when you are contracting with a
health care system vs. contracting with organizations representing a single facility or provider
group?

16) We understand that certain systems demand higher rates because of geographic isolation,
specialty practice and reputation. Please explain your understanding of this dynamic. Has this
always been the case? Has this pattern changed over the past 10-20 years?

Questions Regarding Possible Approaches to Mitigating Cost Growth

17) What actions is your organization currently undertaking that could slow the growth in
premiums, including but not limited to alternative payment methods, provider network
strategies, benefit designs and consumer information and incentives.

a. What current factors limit your ability to execute these strategies or limit their
effectiveness?

b. What systemic or policy changes would allow you to carry out these strategies more
effectively?

c. What other systemic or policy changes do you think would encourage or help health
care providers to operate more efficiently without reducing quality?

18) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding
quality and the reimbursement rates paid by each carrier to each hospital or system
in a manner that identifies all relevant organizations?  What is the advantage or
disadvantage to your organization of the current confidential system?

Other Questions

19) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

20) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Exhibit C: Instructions and AGO Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax).

Questions

1) Please explain and submit a summary table showing the range of your relative commercial prices
or payments from 2004-2008 for each acute care hospital and large physician group in
Massachusetts (i.e., physicians who contract through a PHO, IPA, multi-specialty group, or
other group arrangement).

2) Please explain and submit supporting documents that show the results of any analysis you have
done on the extent to which the range in your relative commercial prices for Massachusetts
providers is correlated to: (1) the quality of care you have measured or tracked for the providers,
(2) the sickness or complexity of the population being served, (3) the relative market position of
the provider in your network, or (4) other factors that you have considered in negotiating and
setting price or payment rates for providers.

3) Please explain and submit a summary table showing the range of health status-adjusted fully-
loaded total medical expenses you paid on a per member per month basis from 2004 to 2008 for
each Massachusetts provider in your network who contracts through a PHO, IPA, multi-
specialty group, or other group arrangement, with each provider identified by whether it was
paid on a global payment basis (i.e., any form of risk payment with a potential for a deficit
beyond retention) or on a fee-for-service basis.  “Fully-loaded” means inclusive of all
administrative, medical management, and other supplemental payments, including but not
limited to bonuses, grants, infrastructure funding, and reinsurance recoveries.

4) Please explain and submit a summary table showing your premium trends from 2004 to 2008
with details on how much of your premium trend resulted from increases in administrative costs,
reserve practices, and medical trend, including the proportion of medical trend that resulted
from (1) health care provider unit price increases, (2) changes in utilization, and (3) all other
factors, such as changes in mix of services, mix of location of services, member demographics,
and plan design.

mailto:costtrends@hcf.state.ma.us
mailto:Reid@state.ma.us


5) Please explain and submit supporting documents that show how your organization has
considered steps to reduce the premium trend for small groups and large groups, including any
analysis of alternative payment mechanisms for providers, and any limited-network or tiered
products for consumers.

6) Please explain and submit supporting documents that show how your organization has
considered steps to reduce the range of relative prices and total medical expenses you pay to
providers in Massachusetts, including any analysis of alternative payment mechanisms for
providers, and any limited-network or tiered products for consumers.
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February 12, 2010 
 
Ronald A. Williams 
CEO 
Aetna Health, Inc. 
151 Farmington Avenue 
Hartford, CT 06156 
860-273-0123 
 
Dear Mr. Williams: 

 
The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney 
General’s Office (AGO), is required by state law to hold annual public hearings concerning health 
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)  
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative 
sample of health care providers and payers as witnesses for such hearing. In accordance with these 
provisions, Aetna Health, Inc. has been identified as a witness and is hereby requested to submit 
written testimony to the questions in “Exhibit B” and “Exhibit C” in accordance with this notice 
and exhibits.    

 
The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the 
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and 
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research 
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to 
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit 
additional information that explains the premium and cost increases, to gather your perspective on 
the dynamics driving the trends observed, and to obtain your recommendations for short and long 
term solutions to such dynamics.   
 
Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of 
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b) 
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be 
the subject of these hearings.  Based on the findings of that Preliminary Report, the Attorney 
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”  
 
While this testimony must be in writing, you may also be called for oral testimony on one or 
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised 

http://www.mass.gov/dhcfp/costtrends


that additional dates the following week may be necessary to accomplish the Division’s statutory 
directives.    

 
With your assistance and active participation, the Division seeks to develop tangible policy 
recommendations to mitigate health care cost growth and to develop an integrated health care 
delivery system in a final report to the Legislature.  
 
Aetna Health, Inc. is required to: 

1. electronically submit to the Division written testimony, signed under the pains and 
penalties of perjury, responding to the areas of inquiry identified on the attached 
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday, 
February 26, 2010; and  

2. be prepared to appear at a public hearing to provide oral testimony at some time during, 
but not limited to, the following days: March 16, 18, and 19. 

 
The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written 
testimony will be a public record and will be posted on the Division’s website.  The Division will 
contact Aetna Health, Inc. no later than March 5th and determine whether you will be required to 
provide oral testimony at the hearings, and if so, the time period for which you must be present.  
Thank you for your attention to this important and timely matter. 

 
 

 
Sincerely, 

 
David Morales  
Commissioner 
 
 
 
cc:  Thomas O’Brien, Office of the Attorney General 
 
Enclosures: 
Exhibit A: Public Notice of Hearing 
Exhibit B: Instructions and DHCFP Questions for Written Testimony 
Exhibit C: Instructions and AGO Questions for Written Testimony 
 

mailto:costtrends@hcf.state.ma.us


Exhibit A 
 

NOTICE OF PUBLIC HEARING 
 

 
Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy 
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie 
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter 
regarding: 
 

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS 
 
Commissioner David Morales will preside over the hearings, which may be expected to continue 
through March 31, 2010. The Division shall call as witnesses a representative sample of providers 
and payers, including but not limited to those specified by the statute, who shall provide testimony 
under oath and subject to examination and cross examination by the Division and the Attorney 
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to 
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship 
between provider costs and payer premium rates.  The Division reserves the right to call other 
witnesses in furtherance of the statutory purpose of the hearings. 
 
Testimony may include without limitation: (i) in the case of providers, testimony concerning 
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology 
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer 
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts 
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public 
payers, testimony concerning factors underlying premium cost and rate increases, the relation of 
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that 
enhance product affordability and encourage efficient use of health resources and technology, 
efforts by the payer to increase consumer access to health care information, and efforts by the payer 
to promote the standardization of administrative practices, and any other matters as determined by 
the Division.  
 
The Division will schedule and accept oral testimony only from witnesses called by the Division; any 
member of the public may submit written testimony.  All written testimony provided by witnesses or 
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.  
 
Additional information regarding the hearings may be posted from time to time on the Division’s 
website. 

http://www.mass.gov/dhcfp


Exhibit B: Instructions and DHCFP Questions for Written Testimony 
 
Instructions 
 
1) On or before the close of business February 26, 2010, electronically submit written testimony 

signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.   
 
2) Answer all questions that apply to your organization’s experience, limiting your response to no 

more than 500 words per each numbered question.  Please begin all questions with a brief 
summary not to exceed 120 words.  If necessary, please include supporting testimony in an 
Appendix. 

 
3) The testimony must contain a statement that the person who signs it is legally authorized and 

empowered to represent the named organization for the purposes of this testimony, and that the 
testimony is signed under the pains and penalties of perjury.  An electronic signature will be 
sufficient for this submission.   

 
4) If you have any questions regarding this process or regarding the following questions, please 

contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax). 

 
Questions 
 
1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please 

provide commentary on any data, or finding that differs from your organization’s experience and 
the potential reasons therefore.  

 
Questions Regarding Premium Pricing and Market Sector Differences  
 

2) What were the differences by market sector in general administrative expenses built into your 
pricing from 2008 to the present?  What portion of the differential by group size was attributable 
to fixed costs being spread over different group sizes?  To what was the remainder of the 
difference attributable?   

 
RESPONSE: Aetna’s general administrative expenses ranged from 13.5% for small group cases to 
10.0% on our largest large group cases (note that these percentages include premium taxes and state 
assessments). 
 
Nationally, in 2009, every premium dollar Aetna received contained the following: 
 -Approximately $0.85 in medical costs; 
 -Approximately $0.04 in taxes; 
 -Approximately $0.04 in profit; and 
 -Approximately $0.06 in administrative costs. 
 
3) We found that, when adjusted for differences in benefits and demographics, small employers are 

being charged higher premiums and are experiencing a greater growth in premiums than mid-
sized and large firms.  Is this finding consistent with your health plan’s experience? Please 
comment on why you think this is happening and what can be done to assist small employers. 

 

mailto:costtrends@hcf.state.ma.us
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RESPONSE:  Our data shows that smaller group sizes allow for much greater adverse selection, as 
the health of the member is often taken into account when choosing plan benefits.  This is not as 
prevalent for larger groups.  More restrictive rating laws make it necessary to spread the poor 
experience resulting from this adverse selection over the entire small book of business, rather than 
applying the experience directly to the responsible groups as can be done for larger groups through 
the use of specific rates.   
 
4) We also found that most of the difference in adjusted premium levels for small group vs. mid-

size and large group was due to differences in medical spending rather than retention. Is this 
finding consistent with your health plan’s experience? Please comment on why you think this is 
happening and what can be done to assist small employers. 

 
RESPONSE: Please refer to the Response to Question No. 2. 
 
5) Small firms (with fewer than 51 employees) frequently indicate receipt of double digit premium 

increases even though our analysis shows the average premium PMPM increase for the small 
group market during the period studied to be below 10%. Please provide the distribution of 
premium increases for small employers renewing in 2008 and 2009 that were quoted assuming 
that no benefit changes would be made by the employer. 

 
RESPONSE: This data could not be gathered in time to meet the submission requirements for this 
request. 
 
6) We understand that premiums for any given effective date are set prospectively based on claims 

experience from approximately a year and a half earlier.  How well have your estimates matched 
actuals in 2006-2009? Do you see increasing volatility in claims costs, or prices/utilization rising 
more quickly than anticipated?  

 
RESPONSE: Aetna has seen increasing volatility in claims costs, prices, and utilization rising more 
quickly than anticipated.   
 
Questions Regarding Trend Towards Self-insured 
 
7) We have seen an increase in the percent of members enrolled in self-insured plans over the past 

few years.  Please provide information on the size of the firms that are becoming self-insured.  
Does it differ from those firms that have traditionally self-insured?  What rationale are 
employers providing for changing to self-insured plans?   

 
RESPONSE: Aetna has seen an increase in employers seeking self-funded quotes as part of an 
overall attempt to reduce their healthcare costs.  While Aetna will provide self-funded quotes for 
employer groups beginning with 150-200 lives, 300-400 lives is the customary threshold where 
employers pursue alternate funding arrangements.  Aetna is experiencing more alternate funding 
requests from employers in the 150-250 range than in the past, but the percentage of those 
employers that actually implement a self-funded plan remains fairly limited.  

 
8) Please provider an overview of the reinsurance products that the newly self-insured employers 

purchase from your organization.  
 
RESPONSE: Aetna offers stop loss insurance to its self-funded plan sponsors, assuming we 
receive sufficient detailed claim experience to generate a quote.   



 
9) We found that the growth in spending for health care services in self-insured and insured large 

groups was faster than that in small and mid-sized groups. We also found that these groups 
generally offered richer benefit packages and have had a slower “buy-down” than the other 
markets. Has your organization found a similar trend?  If so, to what can you attribute this 
trend? Are there other factors associated with this trend besides the cost sharing differences for 
members?  Has this trend continued in 2009 and 2010? 

 
RESPONSE: Aetna does not track this information or these trends for all segments of its self-
funded business.   
 
Questions Regarding Claims Trends 
 
10) We found that increased prices were the most important driver of health care costs. We were 

unable to determine how much of the price increase was because of higher negotiated base rates 
and how much was because of care being delivered in more expensive settings.  What do you 
believe to be the relative contribution to price increases of this shift to more expensive 
locations? What solutions, if any, are you developing to address this trend?  

 
RESPONSE: In the Northeast, Aetna’s experience as it relates to the increased prices of health 
care costs has focused on the care being delivered in more expensive settings.  Over the past few 
years, hospitals have seen decreases in Government and Charity Care reimbursement.  This 
reduction has put many hospitals under intense financial pressure and as a result some 
hospitals, particularly the smaller community-based facilities, have struggled to the point where 
closures can occur.  Patients are then directed to other tertiary facilities, which typically yield a higher 
cost.  In addition, smaller community-based facilities don't always possess the technologically-
advanced medical procedures available in larger, teaching facilities (e.g., robotic surgeries known as 
Da Vinci and cyberknife).  These advanced medical technologies are believed to accelerate recovery 
times and reduce complications and re-admissions.  However, these technologies are also highly 
advertised and expensive.  Therefore, doctors and patients who seek out these technologies can 
experience higher cost care. 

 
11) We found that expenditures on hospital outpatient facility services grew – both due to increases 

in prices and an increase in the volume of services.  In examining your plan’s experience, what 
have you found accounts for the growth of hospital outpatient facility prices per service?  What 
accounts for the growth in utilization of outpatient hospital facility services? Do you foresee the 
same factors continuing to drive high growth in facility charges in future years? What might be 
done to mitigate this cost growth? 

 
RESPONSE: Aetna has noticed an increase in utilization.  Some of the procedures driving this 
increased utilization include radiology services (particularly Ultrasounds and OB Ultrasounds), 
Upper GI Endoscopies, Neurologic Procedures, Echocardiograms and Vascular Procedures.  With 
the current contractual structure in Massachusetts, favoring discount off charges-type rate 
agreements, compounded by the ongoing economic climate, it is feasible that this upward trend 
could continue.  Some mitigating actions that could be undertaken include strengthening radiology 
pre-authorization programs, and continuing to promote a migration of these services from 
outpatient facility settings to freestanding facilities. 
 



12) By how much do the rates your organization pays vary when procedures are provided in hospital 
facilities rather than freestanding facilities or a physician’s office?  How do these rates correlate 
with underlying costs of these different providers? 

 
RESPONSE:   Individual Hospital facility costs per visit are almost 5 times higher than the cost 
per visit experienced at physician offices and about 2.5 times higher than the costs per visit 
experienced at freestanding facilities.  Information regarding physician and freestanding office cost 
structure is not as readily available as information regarding hospital cost structure, therefore a 
comparison is difficult to quantify.   
 
13) The growth in imaging services continues to be an important factor in cost growth. What steps 

are you taking, if any, to reduce the growth rate in imaging services? Do you have different pre-
authorization policies for imaging services done in an outpatient facility, freestanding facility and 
a physician’s office? If so, please provide a brief description.  

 
RESPONSE: Nationally, at a projected $100 billion annually, diagnostic imaging is one of the 
fastest growing cost areas in American health care.  Nationally, Aetna has implemented the 
Radiology Benefit Management (RBM) program as a comprehensive approach to both quality and 
utilization management for high-tech radiology services – MRI/MRA, CT/CCTA, PET, and 
Nuclear Cardiology.  HMO plans have been part of this program since 2002, and in 2007, Aetna 
expanded the program to include Medicare Advantage HMO and PPO in some markets.  The PPO 
expansion allows Aetna to develop a consistent national approach that is transparent to our plan 
sponsors and providers.   
 
Pre-authorization programs vary by state.  Below are some examples of high-cost imaging services 
requiring pre-authorization in an outpatient/office setting.  There is generally no difference in pre-
certification requirements for the below services (pre-authorizations are not necessary in inpatient 
hospital setting or hospital emergency room): 
- Select high-tech radiology services (MRI/MRA, CT/CCTA, PET, and Nuclear Cardiology)  
- Diagnostic right and combined right/left heart catheterizations 
- Stress echocardiography  
- Diagnostic left heart catheterization   
 
 
Questions Regarding Provider Rate Negotiations 
 
RESPONSE:  As part of the Division of Insurance’s Health Plan Informational Hearings, Aetna 
submitted responses to a series of questions pertaining to Provider Contracting and Networks 
pursuant to a special investigation.  Included as Attachment A to these responses are questions and 
responses previously provided to the Division of Insurance (Nos. 39-49), in addition to other 
materials, that are responsive to the following questions 14 through 16. 
 
 
14) What factors do you consider when negotiating payment rates for inpatient care, facility charges 

for outpatient care, and physicians, and other professionals?  Please explain each factor and rank 
them in the order of impact on negotiated rates.  

 
RESPONSE: Refer to responses set forth in Attachment A.   Aetna seeks to contract in a manner 
that best allows Aetna to predict medical cost trends - fixed pricing.  In an inpatient setting, we 
strive to negotiate rates that are inclusive of implants, high cost drugs, and supplies.  Without the 



inclusion of these items, these items are reimbursed at a percent of the facility's billed charges - 
meaning payers are subject to facility chargemasters and implemented chargemaster increases.  In an 
outpatient setting, our goal is to also contract with fixed pricing - at case rates inclusive of supplies, 
drugs, and implants.  We also attempt to negotiate fixed pricing for common radiology and lab tests 
in the inpatient and outpatient setting.  We attempt to contract at fixed percentages of fee schedules 
for physicians and other medical professionals. 
  
In addition to predictability (fixed pricing) other factors impacting rate negotiation include but are 
not limited to: network adequacy, volume (total claims, allowed dollars, etc), case mix index, and 
provider cost-to-charge ratio.  
  
Aetna is also currently exploring creative reimbursement models to pilot with select hospitals and 
systems like global payment methodologies that better align incentives and promote efficient 
delivery of services.  We believe concepts like the Patient Centered Medical Home (PCMH) are 
valuable in strengthening the role of PCPs in the management of patients and assist in driving down 
costs (i.e. less ER usage).  Aetna currently offers no global payment arrangements in Massachusetts. 

 
 

15) Is there a material difference in how you approach contracts when you are contracting with a 
health care system vs. contracting with organizations representing a single facility or provider 
group? 

 
RESPONSE: Refer to responses set forth in Attachment A. 
 
16) We understand that certain systems demand higher rates because of geographic isolation, 

specialty practice and reputation. Please explain your understanding of this dynamic. Has this 
always been the case? Has this pattern changed over the past 10-20 years? 

 
RESPONSE: Refer to responses set forth in Attachment A. 
 
 
Questions Regarding Possible Approaches to Mitigating Cost Growth  

 
17) What actions is your organization currently undertaking that could slow the growth in 

premiums, including but not limited to alternative payment methods, provider network 
strategies, benefit designs and consumer information and incentives. 

a. What current factors limit your ability to execute these strategies or limit their 
effectiveness? 

b. What systemic or policy changes would allow you to carry out these strategies more 
effectively? 

c. What other systemic or policy changes do you think would encourage or help health 
care providers to operate more efficiently without reducing quality? 

 
RESPONSE:  Refer to responses to questions 6, 18. 
 
18) Could enhanced competition or government intervention or a combination of both mitigate the 

cost trends found in the Divisions report? Please describe the nature of the changes you would 
recommend.  In addition, please address the following: 

 



a. What would be the impact on your organization of making data public regarding 
quality and the reimbursement rates paid by each carrier to each hospital or system 
in a manner that identifies all relevant organizations?  What is the advantage or 
disadvantage to your organization of the current confidential system?  

  

RESPONSE:  Aetna supports transparency of costs of both carriers and provider services, and 
already discloses, at our own initiation, the following information for our members in many states: 

a. Medical Procedure by Facility Cost: Provides members with facility-specific costs for over 30 
common medical procedures. 

b. Physician-specific Clinical Quality and Efficiency Transparency: Provides members with 
physician-specific indicators based on adverse events, 30 day hospital re-admit rates, 
overall efficiency in use of medical services, and volume of Aetna members treated. 

c. Physician-specific Price Transparency. Offers access to physician-specific pricing for up to 30 
of the most common services and procedures performed in the physician's office, such 
as routine office visits, strep testing, or x-rays.   

 
Other Questions 
 
19) Please identify any additional cost drivers that you believe should be examined in subsequent 

years and explain your reasoning. 
 
RESPONSE:  Physician services account for 38% of health care spending growth.  One specific 
area of great concern is billing by hospital-based physicians in nonparticipating hospitals, for services 
rendered in participating facilities.  Many hospital-based physicians in nonparticipating hospitals, 
who perform ancillary services at participating facilities (anesthesiology, pathology, radiology, etc.), 
avoid contracting with health plans in order to bill at higher rates.  It is a problem that can be 
extremely costly.  For example, we have seen charges of 693% of Medicare from non-participating 
anesthesiologists and we routinely pay these types of doctors more than double the rates we pay to 
participating providers.  

 
20) Please provide any additional comments or observations you believe will help to inform our 

hearing and our final recommendations.  



Exhibit C: Instructions and AGO Questions for Written Testimony 
 
Instructions 
 
1) On or before the close of business February 26, 2010, electronically submit written testimony 

signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.   
 
2) Answer all questions that apply to your organization’s experience, limiting your response to no 

more than 500 words per each numbered question.  Please begin all questions with a brief 
summary not to exceed 120 words.  If necessary, please include supporting testimony in an 
Appendix. 

 
3) The testimony must contain a statement that the person who signs it is legally authorized and 

empowered to represent the named organization for the purposes of this testimony, and that the 
testimony is signed under the pains and penalties of perjury.  An electronic signature will be 
sufficient for this submission.   

 
4) If you have any questions regarding this process or regarding the following questions, please 

contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax). 

 
Questions 
 
1) Please explain and submit a summary table showing the range of your relative commercial prices 

or payments from 2004-2008 for each acute care hospital and large physician group in 
Massachusetts (i.e., physicians who contract through a PHO, IPA, multi-specialty group, or 
other group arrangement).  

 
RESPONSE: Aetna has provided to the Division of Insurance copies of all contracts, including 
rates, for hospital providers and the top ten multi-provider groups under the confidentiality 
provisions of a special investigation.   
 
2) Please explain and submit supporting documents that show the results of any analysis you have 

done on the extent to which the range in your relative commercial prices for Massachusetts 
providers is correlated to: (1) the quality of care you have measured or tracked for the providers, 
(2) the sickness or complexity of the population being served, (3) the relative market position of 
the provider in your network, or (4) other factors that you have considered in negotiating and 
setting price or payment rates for providers. 

 
RESPONSE:  Aetna has not performed this analysis due to its relative size in the market.   
 
3) Please explain and submit a summary table showing the range of health status-adjusted fully-

loaded total medical expenses you paid on a per member per month basis from 2004 to 2008 for 
each Massachusetts provider in your network who contracts through a PHO, IPA, multi-
specialty group, or other group arrangement, with each provider identified by whether it was 
paid on a global payment basis (i.e., any form of risk payment with a potential for a deficit 
beyond retention) or on a fee-for-service basis.  “Fully-loaded” means inclusive of all 
administrative, medical management, and other supplemental payments, including but not 
limited to bonuses, grants, infrastructure funding, and reinsurance recoveries. 
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RESPONSE: Aetna does not track the information as requested. 
 
4) Please explain and submit a summary table showing your premium trends from 2004 to 2008 

with details on how much of your premium trend resulted from increases in administrative costs, 
reserve practices, and medical trend, including the proportion of medical trend that resulted 
from (1) health care provider unit price increases, (2) changes in utilization, and (3) all other 
factors, such as changes in mix of services, mix of location of services, member demographics, 
and plan design.    

 
RESPONSE:  This data could not be gathered in time to meet the submission requirements for this 
request. 
 
5) Please explain and submit supporting documents that show how your organization has 

considered steps to reduce the premium trend for small groups and large groups, including any 
analysis of alternative payment mechanisms for providers, and any limited-network or tiered 
products for consumers.   

 
RESPONSE: Aetna does not offer any limited-network or tiered products in Massachusetts.  
Nationally, Aetna has pursued extensive partnerships with providers to improve quality through its 
Aexcel Network and Aetna Institutes™.  In the Aexcel Network, specialists who have met certain 
clinical quality and efficiency standards are recognized.  This high performance network is associated 
with high-quality care that can save up to 4% in medical costs annually.  Aetna Institutes™ facilities 
are publicly recognized, high-quality, high-value health care facilities. Our Institutes of Quality for 
Bariatric Surgery, for example, have achieved exceptional outcome results for our members, 
resulting in less complications, fewer readmissions, and medical costs in the year post surgery that 
are 15% lower than the year prior.  
 
 
6) Please explain and submit supporting documents that show how your organization has 

considered steps to reduce the range of relative prices and total medical expenses you pay to 
providers in Massachusetts, including any analysis of alternative payment mechanisms for 
providers, and any limited-network or tiered products for consumers. 

 
RESPONSE: Generally, Aetna tries to contain medical costs through a variety of methods, 
including limited or tiered provider networks, consumer-driven health plans, quality-based 
initiatives/reimbursement (including pay-for-performance programs).  However, due to the limited 
size of Aetna’s fully-insured business in Massachusetts, we have not fully explored and/or 
implemented these options in the Commonwealth. 
 
According to the Congressional Budget Office, the real major cost drivers are: 

o Hospital Services (32% of health care spending) 
o Physician services (22% of health care spending) 
o Pharmaceuticals (10% of health care spending) 

 
Premium growth has closely tracked the growth of overall health care costs.  In fact, over the past 
decade, both health care costs and premiums have increased about 7% per year according to the 
National Health Expenditures annual survey by the actuaries at CMS and reported regularly in Health 
Affairs.   
 



We understand the need for affordable products and strive to achieve value for our customers.  To 
this end, Aetna subscribes to a zero tolerance policy on health care fraud that has saved millions of 
dollars.  The Special Investigations Unit (SIU), a team of professional investigators, is responsible 
for the company’s health care fraud and abuse program.  SIU maintains a 24-hour hot line to receive 
fraud tips and uses the IBM Fraud and Abuse Management System (FAMS) to model provider 
behavior and identify outliers based on elements chosen from a library of over 8,000 discrete 
measures.  Aetna’s Fraud and Abuse Case Tracking System (FACTS), a proprietary fraud and abuse 
case tracking system, is used to document all details of investigations.  Aetna is also a founding 
member of the National Health Care Anti-Fraud Association and the NY Department of Insurance 
recently referred to the Aetna SIU as “the gold standard by which all SIUs should be measured.”   
 
Aetna also supports insurance models such as Value-Based Insurance Design (VBID) to ensure 
consumers get the most value out of their premium dollar.  VBID eliminates or reduces co-
payments or coinsurance for certain medications or types of care demonstrated to be crucial in 
preventing or managing disease.  In other words, the insurance plan is designed so that costs are not 
a deterrent to individuals in seeking the right care.  Aetna’s Foundation is supporting two clinical 
studies to evaluate the efficacy of VBID with researchers at Brigham and Women’s Hospital and the 
University of Pennsylvania.  Preliminary findings in a smaller review demonstrated that medical 
adherence increased in 80% of targeted drug categories.  

Aetna also is working to incentivize health care facilities, physicians and other health care 
professionals to take action to prevent medical errors by changing the way they are paid when 
medical errors do occur.  Aetna’s policy is consistent with the recommendations of national 
organizations, such as the Leapfrog Group and the National Quality Forum, and requires that health 
care facilities take specific steps when any of 28 serious reportable events occur.  Aetna’s policies 
require physicians and other health care professionals to waive all charges related to three “Never 
Events” and health care facilities to waive charges that are directly and solely related to eight other 
specific serious reportable events. 
 
 



ATTACHMENT A 
 

AETNA RESPONSES TO THE DIVISION OF INSURANCE’S HEALTH PLAN 
INFORMATION HEARINGS; QUESTIONS REGARDING PROVIDER RATE 
NEGOTIATIONS  
 
39. Are there any health care providers who are the only providers in a geographic area who have 

identified that they will only continue contracts with your plan if you reimburse them at the level 
they believe to be appropriate?  If these providers were no longer in your system, explain the 
impact this would have on your service delivery system and your ability to provide adequate 
access to care.  Are there providers in a certain geographic area or certain provider types that will 
either not enter into a contract to be part of a network or that will not accept a discount from 
their standard charges, and if so, identify these types of providers? 

 
RESPONSE:  
On occasion, Aetna does receive requests from participating providers who inform us that a rate 
adjustment is necessary for them to meet their expenses and continue in the Aetna network. In 
most instances, Aetna would place itself at a competitive disadvantage to other health plans in 
Massachusetts if it did not carefully consider and reasonably act on such requests.  Aetna is 
routinely asked to maintain a broad access of network providers as reasonably possible.  The 
decision to participate in a health plan network is within the purview and discretion of the 
provider.  The majority of provider specialties are interested in maintaining their business 
relationship with Aetna as an in-network provider.  Plastic surgery is one exception, as cosmetic 
procedures are generally not a covered benefit. 

 
40.   Has your health plan ever refused to contract with any health care provider because of the level 

of increase requested by the provider? Why? Why Not? 
 
RESPONSE:  
Yes.  Despite best efforts to reach agreement on financial terms, there have been occasions 
where Aetna declined to pursue a business relationship when the demands for reimbursement 
far exceed the average reimbursement in the market for those services.   

 
41.  If a health care provider notifies your health plan it is seeking an increase of 10-15% in 

payments for the same services, explain the process your company does undertake to identify 
and evaluate the reasons for the increase.  How do you look at any particular costs the provider 
is trying to pass on, including capital costs, interest on debt, R&D costs, executive salaries, etc.  
Have you ever informed provider that they will have to do a better job of controlling costs or 
that your health plan will not be able to contract with them in the future?   
 
RESPONSE:  
Aetna reviews such requests on an individual basis and compares the requested rate increase to 
the prevailing reimbursement level in the market for that specialty and service.  If the data 
confirms that the rate increase demand is unreasonably in excess of what is currently reimbursed 
in the market, we will inform the Provider of the obligation we have to our plan sponsors to 
maintain an affordable medical cost trend.  Aetna’s goal is to strive and maintain a high degree 
of parity in the marketplace among specialties.   

 
42.  When identifying your health plan’s initially offered contract rate, do you impose limits on 

increases from one year-to-the-next based on any index (e.g., CPI) or any fixed level of increase?  



Identify all other factors or reimbursement limitations that you apply when negotiating what 
your company will allow for year-to-year reimbursement changes? 
 
RESPONSE:  
Aetna strives to maintain an affordable cost trend.  Medical CPI or a similar fixed cost of living 
rate is a common method to accomplish this objective.  Aetna does consider other factors (e.g., 
scope of services, quality of care, available alternatives, etc.) based upon all available information.   

 
43.  For the following types of health care providers, identify the proportion of contracts in which 

you reimburse providers primarily on (1)  a fee-for-service or discounted fee for service basis, 
(2) DRG basis or (3) other basis (where other, please identify the method of reimbursement): 

- Hospitals 
- Acute 
- Mental health 
- Rehabilitation  
- Ambulatory surgery centers, community health centers, urgent care centers or other 
freestanding facilities 

 
RESPONSE:  
Approximately 60% of the hospitals in Massachusetts are reimbursed with a combination of 
payment methodologies.  Most typical: Inpatient services at an agreed upon per diem rate; 
Ambulatory Surgery and Emergency services at an agreed upon case rate; Outpatient services a 
discount off billed charge.   The remaining 40% are reimbursed at a discount off charge basis for 
all services. Free standing Ambulatory Surgery Centers are reimbursed at the approximate 
percentages shown above: 60% are reimbursed at an agreed upon case rate; 40% are reimbursed 
at a discount off billed charge.     

 
44.  For the following types of health care providers, identify the proportion of contracts in which 

you reimburse providers primarily on (1) a fee-for-service or discounted fee for service basis or 
(2) other basis  (where other, please identify the method of reimbursement): 

- Primary Care Physicians  
- Specialty Physicians 
- Non-Physician Providers 
- Pharmacies and Medical /DME Suppliers 

 
RESPONSE:  
Primary care, specialty, and non-physician providers including DME are reimbursed on a fee for 
service basis. There are very few primary care physician practices remaining that receive 
capitated reimbursement for HMO plan members.  As the number of HMO plan members has 
decreased over the past decade, so has the number of providers receiving capitated payments. 
Pharmacies are reimbursed based on an “other” basis – Discounted Ingredient Cost plus a fee 
for service. 

 
45.  For each of the following types of health care providers, identify all types of “global payment” 
arrangements that you have negotiated, the proportion of providers who may take advantage of the 
global payments, and if not all providers of a certain type are eligible for global payments, the 
method that your health plan has used to determine which health providers to offer “global 
payments:” 

- Hospitals 
- Acute 



- Mental health 
-  Rehabilitation  
- Ambulatory surgery centers, community health centers, urgent care centers or other 
freestanding facilities 
- Primary Care Physicians  
- Specialty Physicians 
- Non-Physician Providers 
- Pharmacies and Medical /DME Suppliers 

 
RESPONSE:  
Aetna has no global payment arrangements (e.g. % of paid premium, etc.) with any hospital, 
IPA, PHO, or provider entity in Massachusetts. 

 
46.  If your plan does offer “global payments” to all health care providers, identify the reasons that 

certain providers have not agreed to accept “global payments” for covered services. 
 
RESPONSE:  
Aetna has no global payment arrangements (e.g. % of paid premium, etc.) with any hospital, 
IPA, PHO, or provider entity in Massachusetts. 

 
47.  For each of the following types of health care providers, identify (1) all types of supplemental 

reimbursement (e.g., signing bonuses, infrastructure payments, bad debt payments, etc.) that your 
health plan makes to any health care provider that is not tied directly to the delivery of care, 
(2) the range of different supplemental reimbursements made to any providers in a type of 
provider during the 2008 calendar year, (3) the proportion of providers who are offered such 
supplemental reimbursements, and (4) if not all providers of a certain type are eligible, the 
method that your health plan has used to determine which health providers receive such 
supplemental reimbursements: 

- Hospitals 
- Acute 
- Mental health 
- Rehabilitation  
- Ambulatory surgery centers, community health centers, urgent care centers or other 
freestanding facilities 
- Primary Care Physicians  
- Specialty Physicians 
- Non-Physician Providers 
- Pharmacies and Medical /DME Suppliers 

 
RESPONSE:  
In 2008, Aetna did not make any supplemental payments to providers in Massachusetts as 
described above.  As a matter of policy, Aetna is opposed to the practice of making payments 
that are not directly related to the delivery of health care services.   

 
48.  For each of the following types of health care providers, identify (1) all types of pay-for-

performance or quality-based reimbursement that your health plan makes to any health care 
provider, (2) the range of different pay-for-performance incentives to any providers during the 
2008 calendar year, (3)  the proportion of providers who are offered such pay-for-performance 
or quality-based reimbursements,  (4) and if not all providers of a certain type are eligible, the 



method that your health plan has used to determine which health providers receive such pay-for-
performance supplemental reimbursements: 

- Hospitals 
- Acute 
- Mental health 
- Rehabilitation  
- Ambulatory surgery centers, community health centers, urgent care centers or other 
freestanding facilities 
- Primary Care Physicians  
- Specialty Physicians 
- Non-Physician Providers 
- Pharmacies and Medical /DME Suppliers 

 
RESPONSE:  
In 2008, Aetna did not make pay-for-performance type payments in Massachusetts.   

 
49.  For the following types of health care facilities , identify whether you  can choose to contract for 

only some of the services provided in the facility or whether some facilities will only contract 
with your health plan if the contract is for all the services provided in the facility (an “all or 
nothing” approach): 

- Hospitals 
- Acute 
- Mental health 
- Rehabilitation  
- Ambulatory surgery centers, community health centers, urgent care centers or other 
freestanding facilities 

 
Identify any facility with whom you can only contract on an “all or nothing” basis. 
 
RESPONSE:   
Generally, Aetna will include all services provided in our contracts with facilities and providers.  
Notable exceptions are organ transplants (liver, kidney, heart, lung, and pancreas), bone marrow 
transplant, stem cell transfer, bariatric, and pediatric cardiology.   These services are contracted 
separately through a dedicated National Medical Excellence specialty care unit.     
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February 12, 2010

Cleve L. Killingsworth
Chief Executive Officer
Blue Cross Blue Shield of Massachusetts
Landmark Center, 401 Park Drive
Boston, MA 02215-3326

Dear Mr. Killingsworth:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office (AGO), is required by state law to hold annual public hearings concerning health
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative
sample of health care providers and payers as witnesses for such hearing. In accordance with these
provisions, Blue Cross Blue Shield of Massachusetts has been identified as a witness and is hereby
requested to submit written testimony to the questions in “Exhibit B” and “Exhibit C” in
accordance with this notice and exhibits.

The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit
additional information that explains the premium and cost increases, to gather your perspective on
the dynamics driving the trends observed, and to obtain your recommendations for short and long
term solutions to such dynamics.

Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b)
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be
the subject of these hearings. Based on the findings of that Preliminary Report, the Attorney
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised
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that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

Blue Cross Blue Shield of Massachusetts is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday,
February 26, 2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Blue Cross Blue Shield of Massachusetts no later than March 5th and determine whether you
will be required to provide oral testimony at the hearings, and if so, the time period for which you
must be present.  Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures:
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and DHCFP Questions for Written Testimony
Exhibit C: Instructions and AGO Questions for Written Testimony
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Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and DHCFP Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data, or finding that differs from your organization’s experience and
the potential reasons therefore.

Questions Regarding Premium Pricing and Market Sector Differences

2) What were the differences by market sector in general administrative expenses built into your
pricing from 2008 to the present?  What portion of the differential by group size was attributable
to fixed costs being spread over different group sizes?  To what was the remainder of the
difference attributable?

3) We found that, when adjusted for differences in benefits and demographics, small employers are
being charged higher premiums and are experiencing a greater growth in premiums than mid-
sized and large firms.  Is this finding consistent with your health plan’s experience? Please
comment on why you think this is happening and what can be done to assist small employers.

4) We also found that most of the difference in adjusted premium levels for small group vs. mid-
size and large group was due to differences in medical spending rather than retention. Is this
finding consistent with your health plan’s experience? Please comment on why you think this is
happening and what can be done to assist small employers.

5) Small firms (with fewer than 51 employees) frequently indicate receipt of double digit premium
increases even though our analysis shows the average premium PMPM increase for the small
group market during the period studied to be below 10%. Please provide the distribution of
premium increases for small employers renewing in 2008 and 2009 that were quoted assuming
that no benefit changes would be made by the employer.

mailto:costtrends@hcf.state.ma.us
mailto:Nordahl@state.ma.us
www.mass.gov/dhcfp/costtrends


6) We understand that premiums for any given effective date are set prospectively based on claims
experience from approximately a year and a half earlier.  How well have your estimates matched
actuals in 2006-2009? Do you see increasing volatility in claims costs, or prices/utilization rising
more quickly than anticipated?

Questions Regarding Trend Towards Self-insured

7) We have seen an increase in the percent of members enrolled in self-insured plans over the past
few years.  Please provide information on the size of the firms that are becoming self-insured.
Does it differ from those firms that have traditionally self-insured?  What rationale are
employers providing for changing to self-insured plans?

8) Please provider an overview of the reinsurance products that the newly self-insured employers
purchase from your organization.

9) We found that the growth in spending for health care services in self-insured and insured large
groups was faster than that in small and mid-sized groups. We also found that these groups
generally offered richer benefit packages and have had a slower “buy-down” than the other
markets. Has your organization found a similar trend?  If so, to what can you attribute this
trend? Are there other factors associated with this trend besides the cost sharing differences for
members?  Has this trend continued in 2009 and 2010?

Questions Regarding Claims Trends

10) We found that increased prices were the most important driver of health care costs. We were
unable to determine how much of the price increase was because of higher negotiated base rates
and how much was because of care being delivered in more expensive settings.  What do you
believe to be the relative contribution to price increases of this shift to more expensive
locations? What solutions, if any, are you developing to address this trend?

11) We found that expenditures on hospital outpatient facility services grew – both due to increases
in prices and an increase in the volume of services.  In examining your plan’s experience, what
have you found accounts for the growth of hospital outpatient facility prices per service?  What
accounts for the growth in utilization of outpatient hospital facility services? Do you foresee the
same factors continuing to drive high growth in facility charges in future years? What might be
done to mitigate this cost growth?

12) By how much do the rates your organization pays vary when procedures are provided in hospital
facilities rather than freestanding facilities or a physician’s office?  How do these rates correlate
with underlying costs of these different providers?

13) The growth in imaging services continues to be an important factor in cost growth. What steps
are you taking, if any, to reduce the growth rate in imaging services? Do you have different pre-
authorization policies for imaging services done in an outpatient facility, freestanding facility and
a physician’s office? If so, please provide a brief description.



Questions Regarding Provider Rate Negotiations

14) What factors do you consider when negotiating payment rates for inpatient care, facility charges
for outpatient care, and physicians, and other professionals?  Please explain each factor and rank
them in the order of impact on negotiated rates.

15) Is there a material difference in how you approach contracts when you are contracting with a
health care system vs. contracting with organizations representing a single facility or provider
group?

16) We understand that certain systems demand higher rates because of geographic isolation,
specialty practice and reputation. Please explain your understanding of this dynamic. Has this
always been the case? Has this pattern changed over the past 10-20 years?

Questions Regarding Possible Approaches to Mitigating Cost Growth

17) What actions is your organization currently undertaking that could slow the growth in
premiums, including but not limited to alternative payment methods, provider network
strategies, benefit designs and consumer information and incentives.

a. What current factors limit your ability to execute these strategies or limit their
effectiveness?

b. What systemic or policy changes would allow you to carry out these strategies more
effectively?

c. What other systemic or policy changes do you think would encourage or help health
care providers to operate more efficiently without reducing quality?

18) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding
quality and the reimbursement rates paid by each carrier to each hospital or system
in a manner that identifies all relevant organizations?  What is the advantage or
disadvantage to your organization of the current confidential system?

Other Questions

19) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

20) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Exhibit C: Instructions and AGO Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax).

Questions

1) Please explain and submit a summary table showing the range of your relative commercial prices
or payments from 2004-2008 for each acute care hospital and large physician group in
Massachusetts (i.e., physicians who contract through a PHO, IPA, multi-specialty group, or
other group arrangement).

2) Please explain and submit supporting documents that show the results of any analysis you have
done on the extent to which the range in your relative commercial prices for Massachusetts
providers is correlated to: (1) the quality of care you have measured or tracked for the providers,
(2) the sickness or complexity of the population being served, (3) the relative market position of
the provider in your network, or (4) other factors that you have considered in negotiating and
setting price or payment rates for providers.

3) Please explain and submit a summary table showing the range of health status-adjusted fully-
loaded total medical expenses you paid on a per member per month basis from 2004 to 2008 for
each Massachusetts provider in your network who contracts through a PHO, IPA, multi-
specialty group, or other group arrangement, with each provider identified by whether it was
paid on a global payment basis (i.e., any form of risk payment with a potential for a deficit
beyond retention) or on a fee-for-service basis.  “Fully-loaded” means inclusive of all
administrative, medical management, and other supplemental payments, including but not
limited to bonuses, grants, infrastructure funding, and reinsurance recoveries.

4) Please explain and submit a summary table showing your premium trends from 2004 to 2008
with details on how much of your premium trend resulted from increases in administrative costs,
reserve practices, and medical trend, including the proportion of medical trend that resulted
from (1) health care provider unit price increases, (2) changes in utilization, and (3) all other
factors, such as changes in mix of services, mix of location of services, member demographics,
and plan design.

mailto:costtrends@hcf.state.ma.us
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5) Please explain and submit supporting documents that show how your organization has
considered steps to reduce the premium trend for small groups and large groups, including any
analysis of alternative payment mechanisms for providers, and any limited-network or tiered
products for consumers.

6) Please explain and submit supporting documents that show how your organization has
considered steps to reduce the range of relative prices and total medical expenses you pay to
providers in Massachusetts, including any analysis of alternative payment mechanisms for
providers, and any limited-network or tiered products for consumers.
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1. Please supplement your response to AGO Q1 by filing your relative differences in hospital and large-
physician group prices (%s) un-blinded (i.e., identifying individual hospitals and physician groups) for each
year 2004 through 2008.

BCBSMA RESPONSE:

The hospital charts below are a compilation of blended services and products. These rates are time specific
and will change. This retrospective look does not include the AQC as it was just introduced in 2009.

Due to the availability of data for FY2004 additional time would be required to accurately compile the
FY2004 analysis, in order to be responsive BCBSMA has compiled FY2005-FY2008.

FY2008

Hospital Name IP/OP Blended Index

Anna Jacques 1.09
Athol Memorial 1.00
Baystate Medical Center 1.64
Beth Israel Deac 1.66
BI-Deac Needham(Glover) 1.16
Boston Medical Center- BCH 1.20
Brigham and Womens 1.99
Brockton 1.24
Cambridge 1.05
Caritas Carney 1.31
Caritas Good Samaritan 1.41
Caritas Holy Family 1.21
Caritas Norwood 1.28
Caritas St Anne's 1.39
Caritas St Elizabeth's 1.53
Clinton Hospital 1.36
Cooley Dickinson 1.80
Emerson Hospital 1.32
Faulkner Hospital 1.52
Franklin Medical Center 1.51
Hallmark (Law Mem/Mel-Wak) 1.29
Harrington 1.65
Healthalliance (Burb/Leom) 1.14
Henry Heywood Hospital 1.09
Holyoke 1.11
Hubbard Health Systems 1.04
Jordan Hospital 1.33
Lahey Clinic Medical Center 1.52
Lawrence General 1.18
Lowell 1.15
Marlborough Hospital 1.26
Mary Lane Hospital 1.41
Mass General 1.99
MEEI 1.30
Mercy Hospital 1.12
Merrimack Valley M C (Hale) 1.24
Metrowest 1.21
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FY2008, continued

Hospital Name IP/OP Blended Index

Milford-Whitinsville Regional 1.37
Milton 1.08
Morton 1.28
Mount Auburn 1.37
Nashoba Valley 1.27
NE Baptist Hospital 1.49
NEMC 1.37
Newton-Wellesley 1.51
Noble 1.17
North Adams 1.32
North Shore(Salem/Union) 1.52
NorthEast 1.41
Quincy 1.11
Saints 1.12
South Shore 1.56
Southcoast Charlton Memorial 1.39
Southcoast St. Luke's 1.39
Southcoast Tobey 1.39
St. Vincent's 1.18
Umass 1.65
Winchester 1.38
Wing Memorial Hospital 1.35

Analytic Notes:
- Payments made as a default percent of charge have not been included for determination of Hospitals Blended Rates
- Payments and Rates for certain pharmacy claims were also not included in the determination of hospital Rates
- Inpatient/Outpatient weighting was determined by network distribution of ALL inpatient and ALL outpatient payments
- The highest and lowest blended ranges previously submitted represent the blend of the highest or lowest inpatient and

outpatient rate across all hospitals and are not necessarily a specific facility

Specific Hospital Notes:
-The below list of facilities have note been included in the analysis due to an arrangement on inpatient and/or outpatient

payment that reimburses the hospital as a discount from charges:
 Berkshire Medical Center
 Cape Cod Hospital
 Children's Hospital
 Dana Farber Cancer Institute
 Fairview Hospital
 Falmouth Hospital
 Martha's Vineyard Hospital
 Nantucket Cottage Hospital
 Sturdy Memorial Hospital

Hospitals not included in prior submission:
South Shore, MGH, B&W, blend weighted only for PPO and HMO (due to a discount from charge arrangement
on inpatient and/or outpatient Indemnity services).
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FY2007

Hospital Name
IP/OP Blended

Index

Anna Jacques 1.07
Athol Memorial 1.00
Baystate Medical Center 1.56
Beth Israel Deac 1.62
BI-Deac Needham(Glover) 1.11
Boston Medical Center- BCH 1.14
Brigham and Womens 1.93
Brockton 1.22
Cambridge 1.09
Caritas Carney 1.29
Caritas Good Samaritan 1.35
Caritas Holy Family 1.14
Caritas Norwood 1.22
Caritas St Anne's 1.31
Caritas St Elizabeth's 1.40
Clinton Hospital 1.28
Cooley Dickinson 1.77
Emerson Hospital 1.28
Faulkner Hospital 1.52
Franklin Medical Center 1.39
Hallmark (Law Mem/Mel-Wak) 1.27
Harrington 1.65
Healthalliance (Burb/Leom) 1.08
Henry Heywood Hospital 1.07
Holyoke 1.10
Hubbard Health Systems 1.05
Jordan Hospital 1.28
Lahey Clinic Medical Center 1.45
Lawrence General 1.20
Lowell 1.15
Marlborough Hospital 1.21
Mary Lane Hospital 1.36
Mass General 1.95
MEEI 1.28
Mercy Hospital 1.11
Merrimack Valley M C (Hale) 1.16
Metrowest 1.16
Milford-Whitinsville Regional 1.32
Milton 1.07
Morton 1.12
Mount Auburn 1.33
Nashoba Valley 1.17
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FY2007, continued

Hospital Name
IP/OP Blended

Index

NE Baptist Hospital 1.47
NEMC 1.30
Newton-Wellesley 1.45
Noble 1.10
North Adams 1.29
North Shore(Salem/Union) 1.51
NorthEast 1.41
Quincy 1.09
Saints 1.13
South Shore 1.51
Southcoast Charlton Memorial 1.32
Southcoast St. Luke's 1.32
Southcoast Tobey 1.32
St. Vincent's 1.13
Umass 1.57
Winchester 1.30
Wing Memorial Hospital 1.32

Analytic Notes:
- Payments made as a default percent of charge have not been included for determination of Hospitals Blended Rates
- Payments and Rates for certain pharmacy claims were also not included in the determination of hospital Rates
- Inpatient/Outpatient weighting was determined by network distribution of ALL inpatient and ALL outpatient payments
- The highest and lowest blended ranges previously submitted represent the blend of the highest or lowest inpatient and

outpatient rate across all hospitals and are not necessarily a specific facility

Specific Hospital Notes:
-The below list of facilities have note been included in the analysis due to an arrangement on inpatient and/or outpatient

payment that reimburses the hospital as a discount from charges
 Berkshire Medical Center
 Cape Cod Hospital
 Children's Hospital
 Dana Farber Cancer Institute
 Fairview Hospital
 Falmouth Hospital
 Martha's Vineyard Hospital
 Nantucket Cottage Hospital
 Sturdy Memorial Hospital

Hospitals not included in prior submission:
South Shore, MGH, B&W, blend weighted only for PPO and HMO (due to a discount from charge arrangement
on inpatient and/or outpatient Indemnity services).
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FY2006

Hospital Name IP/OP Blended Index

Anna Jacques 1.08
Athol Memorial 1.00
Baystate Medical Center 1.53
Beth Israel Deac 1.53
BI-Deac Needham(Glover) Hospital 1.11
Boston Medical Center- BCH 1.05
Brigham and Womens 1.65
Brockton 1.16
Cambridge 1.01
Caritas Carney 1.19
Caritas Good Samaritan 1.23
Caritas Holy Family 1.11
Caritas Norwood 1.14
Caritas St Anne's 1.24
Caritas St Elizabeth's 1.27
Clinton Hospital 1.26
Cooley Dickinson 1.68
Emerson Hospital 1.14
Faulkner Hospital 1.35
Franklin Medical Center 1.34
Hallmark (Lawr Mem/Melr Wake) 1.12
Harrington 1.56
Healthalliance (Burbank/Leominster) 1.13
Henry Heywood Hospital 1.10
Holyoke 1.02
Hubbard Health Systems 1.05
Jordan Hospital 1.19
Lahey Clinic Medical Center 1.38
Lawrence General 1.03
Lowell 1.10
Marlborough Hospital 1.02
Mary Lane Hospital 1.35
Massachusetts General 1.65
MEEI 1.22
Mercy 1.12
Merrimack Valley Med Ctr (Hale) 1.13
Metrowest 1.13
Milford-Whitinsville Regional Hospital 1.24
Milton 1.07
Morton 1.09
Mount Auburn 1.22
Nashoba Valley 1.11
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FY2006, continued

Hospital Name IP/OP Blended Index

NE Baptist Hospital 1.35
NEMC 1.21
Newton-Wellesley 1.39
Noble 1.07
North Adams 1.23
North Shore(Salem/Union) 1.41
Northeast (Addison Gilbert) 1.32
Northeast (Beverly) 1.32
Quincy 1.06
Saints 1.13
South Shore 1.44
Southcoast Charlton Memorial 1.17
Southcoast St. Luke's 1.17
Southcoast Tobey 1.17
St. Vincent's 1.10
UMass/Memorial M.C. 1.47
Winchester 1.31
Wing Memorial Hospital 1.31

Analytic Notes:
- Payments made as a default percent of charge have not been included for determination of Hospitals Blended Rates
- Payments and Rates for certain pharmacy claims were also not included in the determination of hospital Rates
- Inpatient/Outpatient weighting was determined by network distribution of ALL inpatient and ALL outpatient payments
- The highest and lowest blended ranges previously submitted represent the blend of the highest or lowest inpatient and

outpatient rate across all hospitals and are not necessarily a specific facility

Specific Hospital Notes:
-The below list of facilities have note been included in the analysis due to an arrangement on inpatient and/or outpatient
payment that reimburses the hospital as a discount from charges

 Berkshire Medical Center
 Cape Cod Hospital
 Children's Hospital
 Dana Farber Cancer Institute
 Fairview Hospital
 Falmouth Hospital
 Martha's Vineyard Hospital
 Nantucket Cottage Hospital
 Sturdy Memorial Hospital

Hospitals not included in prior submission:
South Shore, MGH, B&W, blend weighted only for PPO and HMO (due to a discount from charge arrangement on
inpatient and/or outpatient Indemnity services).
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FY2005

Hospital Name
IP/OP Blended

Index

Anna Jacques 1.13
Athol Memorial 1.00
Baystate Medical Center 1.60
Beth Israel Deaconess (includes NE Deaconess) 1.55
BI-Deac Needham(Glover) Hospital 1.21
Boston Medical Center- BCH 1.16
Brigham and Womens 1.58
Brockton 1.21
Cambridge 1.11
Caritas Carney 1.24
Caritas Good Samaritan 1.32
Caritas Holy Family 1.16
Caritas Norwood 1.20
Caritas St Anne's 1.34
Caritas St Elizabeth's 1.37
Clinton Hospital 1.25
Cooley Dickinson 1.78
Emerson Hospital 1.26
Faulkner Hospital 1.33
Franklin Medical Center 1.41
Hallmark (Lawrence Mem/Melr-Wakefld) 1.16
Harrington 1.63
Healthalliance (Burbank/Leominster) 1.17
Henry Heywood Hospital 1.20
Holyoke 1.11
Hubbard Health Systems 1.16
Jordan Hospital 1.28
Lahey Clinic Medical Center 1.44
Lawrence General 1.11
Lowell 1.07
Marlborough Hospital 1.12
Mary Lane Hospital 1.43
Massachusetts General Hospital 1.58
MEEI 1.27
Mercy 1.18
Merrimack Valley M C (Hale) 1.21
Metrowest 1.23
Milford-Whitinsville Regional Hospital 1.31
Milton 1.14
Morton 1.20
Mount Auburn Hospital 1.33



8

FY2005, continued

Hospital Name
IP/OP Blended

Index

Nashoba Valley 1.24
NEMC 1.34
New England Baptist Hospital 1.50
Newton-Wellesley Hospital 1.40
Noble 1.12
North Adams 1.30
North Shore (Salem/Union) 1.43
Northeast (Addison Gilbert) 1.35
Northeast (Beverly) 1.35
Quincy 1.10
Saints 1.16
South Shore 1.47
Southcoast Charlton Memorial 1.27
Southcoast St. Luke's 1.27
Southcoast Tobey 1.27
St. Vincent's 1.21
UMass/Memorial Medical Center 1.45
Winchester 1.41
Wing Memorial Hospital 1.31

Analytic Notes:
- Payments made as a default percent of charge have not been included for determination of Hospitals Blended Rates
- Payments and Rates for certain pharmacy claims were also not included in the determination of hospital Rates
- Inpatient/Outpatient weighting was determined by network distribution of ALL inpatient and ALL outpatient payments
- The highest and lowest blended ranges previously submitted represent the blend of the highest or lowest inpatient and
outpatient rate across all hospitals and are not necessarily a specific facility

Specific Hospital Notes:
-The below list of facilities have note been included in the analysis due to an arrangement on inpatient and/or outpatient
payment that reimburses the hospital as a discount from charges

 Berkshire Medical Center
 Cape Cod Hospital
 Children's Hospital
 Dana Farber Cancer Institute
 Fairview Hospital
 Falmouth Hospital
 Martha's Vineyard Hospital
 Nantucket Cottage Hospital
 Sturdy Memorial Hospital

Hospitals not included in prior submission:
South Shore, MGH, B&W, blend weighted only for PPO and HMO (due to a discount from charge arrangement
on inpatient and/or outpatient Indemnity services).
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2008 Physician Effective Reimbursement (2008 base data; All Commercial Business, all products)

The physician chart below is a compilation of blended services and products These rates are time specific and will change This retrospective
look does not include the AQC as it was just introduced in 2009

Historic data was not readily available for similar analysis within the time frame provided, BCBSMA is providing the below 2008 numbers to
ensure information is submitted in an accurate and timely manner

Group Pmt Model Index

Acton Medical Associates Fee For Service 1.06
Atrius Health Global Payment 1.89
Baycare Health Partners Fee For Service 1.02
Berkshire Medical Center Fee For Service 1.01
Beth Israel Deaconess PO Fee For Service 1.26
Brockton Hospital PHO Fee For Service 1.01
Caritas Christi Health Care System Fee For Service 1.02
Central Mass IPA Risk Arrangement 1.01
Children's Hospital PO Fee For Service 3.24
Connecticut River Internists Fee For Service 1.09
Cooley Dickinson PHO Fee For Service 1.03
Fallon Clinic Global Payment 1.20
Health Alliance with Physicians, Inc. Global Payment 1.23
Lahey Clinic Fee For Service 1.10
Lawrence General IPA Fee For Service 1.06
Lowell General Hospital PHO Fee For Service 1.05
MetroWest Healthcare Alliance, Inc. Fee For Service 1.02
Mount Auburn Cambridge IPA Global Payment 1.35
Nashoba IPA Fee For Service 1.10
New England Baptist PHO Fee For Service 1.08
New England Quality Care Alliance Fee For Service 1.09
North East PHO Fee For Service 1.28
Partners - Affiliated Fee For Service 1.20
Partners - AMC Fee For Service 1.50
Partners - Integrated Fee For Service 1.52
Pediatric Physicians Organization at Children's Fee For Service 1.29
Physicians of Cape Cod Fee For Service 1.07
PrimaryCare LLC Risk Arrangement 1.33
Riverbend Fee For Service 1.13
South Shore PHO Risk Arrangement 1.05
Southcoast Fee For Service 1.00
Sturdy Memorial Hospital Fee For Service 1.02
UMass Memorial Health Care Fee For Service 1.25
Valley Health Partners Fee For Service 1.02
Valley Medical Group Fee For Service 1.21
Whittier IPA Fee For Service 1.06
Williamstown Medical Associates Fee For Service 1.30
Winchester/Highland IPA Fee For Service 1.03

Remaining Network 1.00
Notes:

- Index includes all claims payments, incentive payments, risk settlements, and any other payments made to provider organization
- For the purposes of this submission Risk Arrangement shall mean any physician organization that is contracted through a budget

based model with the opportunity for a partial deficit.
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2. Please supplement your response to AGO Q3 by filing your TME un-blinded for each year 2004 to 2008.
Please identify the groups BCBS paid through a risk-sharing agreement (i.e., all physician groups that
received settlement reports during the given years).

BCBSMA RESPONSE:

The physician chart below is a compilation of blended services and products. These rates are time specific and
will change. This retrospective look does not include the AQC as it was just introduced in 2009.

Historic data was not readily available for similar analysis within the time frame provided, BCBSMA is providing
the below 2008 numbers to ensure information is submitted in an accurate and timely manner

Physician Data: 2008 Physician Efficiency
All Commercial HMO Business (2008 estimate)

Group Payment Model Network Efficiency Index*

Acton Medical Associates Fee For Service 0.93
Atrius Health Global Payment 1.08
Baycare Health Partners Fee For Service 0.93
Berkshire Medical Center Fee For Service 1.07
Beth Israel Deaconess PO Fee For Service 0.99
Brockton Hospital PHO Fee For Service 0.96
Caritas Christi Health Care System Fee For Service 0.95
Central Mass IPA Risk Arrangement 0.95
Children's Hospital PO Fee For Service 1.33
Connecticut River Internists Fee For Service 1.06
Cooley Dickinson PHO Fee For Service 0.96
Fallon Clinic Global Payment 0.95
Health Alliance with Physicians, Inc. Global Payment 0.91
Lahey Clinic Fee For Service 0.96
Lawrence General IPA Fee For Service 0.89
Lowell General Hospital PHO Fee For Service 0.82
MetroWest Healthcare Alliance, Inc. Fee For Service 0.88
Mount Auburn Cambridge IPA Global Payment 0.97
Nashoba IPA Fee For Service 0.90
New England Baptist PHO Fee For Service 1.00
New England Quality Care Alliance Fee For Service 0.94
North East PHO Fee For Service 1.05
Partners. - Affiliated Fee for Service 1.08
Partners - AMC Fee for Service 1.16
Partners - Integrated Fee for Service 0.95
Pediatric Physicians Organization at Children's Fee For Service 1.10
Physicians of Cape Cod Fee For Service 1.05
PrimaryCare LLC Risk Arrangement 0.99
Remaining Network Fee For Service 0.91
Riverbend Fee For Service 0.80
South Shore PHO Risk Arrangement 1.02
Southcoast Fee For Service 0.81
Sturdy Memorial Hospital Fee For Service 1.07
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Group Payment Model Network Efficiency Index*

UMass Memorial Health Care Fee For Service 0.95
Valley Health Partners Fee For Service 0.83
Valley Medical Group Fee For Service 0.91
Whittier IPA Fee For Service 0.92
Williamstown Medical Associates Fee For Service 0.97
Winchester/Highland IPA Fee For Service 0.95

*Network Efficiency Index is the relative total medical expense for care of members who have selected a PCP from the groups listed above
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3. Please supplement your response to AGO Q5 and Q6 by filing a further explanation and
documents regarding BCBS’s experience to date under the Alternative Quality Contract
(AQC), including, but not limited to, any material effect on your premium or medical trend
(utilization, unit cost, etc.) resulting from AQC contracts you have entered, and any metrics
you are tracking to monitor AQC contract implementation.

BCBSMA RESPONSE:
Our primary contracting model for addressing quality and affordability is the Alternative
Quality Contract (AQC). Under the AQC providers are paid under a global payment with
reducing trends and as such the providers are accepting accountability for the total cost of
care. In addition, providers are paid a bonus for significant increases in quality metrics
measured on their patient population.

This model was adopted in 2009 by a significant number of provider groups, and therefore,
we do not yet have a full year’s experience with the new model to demonstrate its effect on
premium or medical trend. Our projection is that, within five years of its adoption, its effect on
medical expense trend would be as shown in the diagram below. Employers would realize
lower trend increases over time as the rate of increase in provider revenue slows. The AQC
is projected to reduce the business as usual trend by half in five years.

End of Responses

Employer Trend Comparison

Year 1 Year 2 Year 3 Year 4 Year 5

Business As Usual Trend

Trends for Employers who

Utilize Alternative Contract

Providers Exclusively
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February 12, 2010

Karen Fifer Ferry
Executive Director
BMC HealthNet Plan
Two Copley Place, Suite 600
Boston, MA 02116

Dear Ms. Fifer Ferry:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office, is required by state law to hold annual public hearings concerning health care
provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)  Massachusetts
General Law, chapter 118G §6½ requires the Division to identify a representative sample of health
care providers and payers as witnesses for such hearing. In accordance with these provisions, BMC
HealthNet Plan has been identified as a witness and is hereby requested to submit written testimony
to the questions in “Exhibit B” in accordance with this notice and exhibits.

The goals of the written testimony are to examine and verify the findings presented in the Division’s
three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and Methods
Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-2008; and
Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research are
located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to what
extent - if any - your organization’s experience varies from the agency’s findings, to solicit additional
information that explains the premium and cost increases, to gather your perspective on the
dynamics driving the trends observed, and to obtain your recommendations for short and long term
solutions to such dynamics.

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised
that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends


BMC HealthNet Plan is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” on or before – but no later than - close of business Friday, February 26,
2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact BMC HealthNet Plan no later than March 5th and determine whether you will be required to
provide oral testimony at the hearings, and if so, the time period for which you must be present.
Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data or finding that differs from your organization’s experience and
the potential reasons therefore.

Questions Regarding Claims Trends

2) We found that much of the growth in medical spending over the time period studied is due to
increases in prices rather than in utilization. From your plan’s experience, how much of the
increase in spending due to price is due to higher negotiated rates and how much is due to
patients being seen at more expensive locations?

Questions Regarding Provider Rate Negotiations

3) What factors do you consider when negotiating payment rates for inpatient care, facility charges
for outpatient care, and physicians, and other professionals?  Please explain each factor and rank
them in the order of impact on negotiated rates.

Other Questions

4) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

5) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.

mailto:costtrends@hcf.state.ma.us
mailto:Nordahl@state.ma.us
www.mass.gov/dhcfp/costtrends














BMCHP High-End Radiology Cost & Util Report CY06-CY08 paid thru Jan 09
Only high-end radiology procedure codes
Excluding IP, ED and Observation Bed claims (at header level)

TIMEPER PRODUCT CATG  PMPM 
 UTIL PER 

1000 
 CLAIMS 
PER 1000 

 COST PER 
UTIL 

 COST PER 
CLAIM 

PMPM 
TREND

% 08 
COSTS

CY06 MH 3D 0.04$            3                   2                   193.63$             201.54$             
CY06 MH CT/CTA 2.37$            96                 68                 297.83$             419.45$             
CY06 MH MPI/NCM 0.49$            27                 9                   221.94$             692.71$             
CY06 MH MRI/MRA 3.53$            79                 69                 537.22$             613.72$             
CY06 MH PET 0.08$            1                   1                   1,017.55$          996.79$             
CY06 MH TOTAL 6.51$           205             149             382.13$             525.20$            
CY07 MH 3D 0.04$            2                   2                   215.43$             221.35$             1.0%
CY07 MH CT/CTA 2.76$            104               75                 319.27$             442.38$             16.5%
CY07 MH MPI/NCM 0.45$            24                 8                   218.65$             666.76$             -9.6%
CY07 MH MRI/MRA 3.97$            83                 74                 570.48$             642.17$             12.4%
CY07 MH PET 0.08$            1                   1                   1,277.25$          1,045.02$          1.0%
CY07 MH TOTAL 7.29$           215             160             407.54$             546.21$            12.0%
CY08 MH 3D 0.02$            1                   2                   185.30$             107.65$             -58.3% 0.3%
CY08 MH CT/CTA 2.49$            89                 67                 334.76$             444.86$             -10.0% 36.7%
CY08 MH MPI/NCM 0.39$            20                 7                   240.36$             669.75$             -11.8% 5.8%
CY08 MH MRI/MRA 3.71$            77                 70                 582.10$             638.09$             -6.3% 54.8%
CY08 MH PET 0.17$            2                   2                   1,100.52$          1,112.12$          116.6% 2.5%
CY08 MH TOTAL 6.78$           188             148             432.14$             550.70$            -7.0% 100.0%

** Medsolutions notification program pilot started 3/1/08 and officially started 4/15/08

BMCHP
2/18/2010



BMCHP
2/22/2010

BMCHP ComCare CalYr08 Cost Distribution
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BMCHP MassHealth CalYr08 Cost Distribution

Inpatient Hospital
24.3%

Outpatient Hospital
19.8%

Physician
16.3%

Pharmacy
15.5%
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0.0%
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TREND SUMMARY for DHCFP
MASSHEALTH

Cal Yr 06 Cal Yr 07 Cal Yr 08

PMPM PMPM PMPM PMPM trend Util^ trend Cost trend PMPM trend Util^ trend Cost trend % 08 costs

Inpatient Hospital 73.78$       86.97$       90.53$       17.9% 8.6% 8.5% 4.1% -0.1% 4.2% 24.3%

Outpatient Hospital 62.74$       69.17$       73.53$       10.2% 2.1% 8.0% 6.3% 2.9% 3.3% 19.8%

Physician 51.33$       57.15$       60.49$       11.3% 8.4% 2.7% 5.8% 7.0% -1.1% 16.3%

Pharmacy 52.22$       54.79$       57.51$       4.9% 2.8% 2.0% 5.0% 3.2% 1.7% 15.5%

Capitation 8.04$         7.82$         7.03$         -2.7% -2.7% -10.1% -10.1% 1.9%

Lab & Rad (free-stand & hosp) 29.95$       33.38$       35.42$       11.4% 3.9% 7.2% 6.1% 3.1% 2.9% 9.5%

Behavioral Health 30.12$       30.28$       32.28$       0.5% 5.8% -5.0% 6.5% 2.3% 4.1% 8.7%

Other Medical 9.67$         11.06$       13.21$       14.4% 12.9% 1.3% 19.4% 12.4% 6.2% 3.6%

Dental/Vision n/a n/a n/a

Other Payments 1.59$         1.75$         1.85$         0.5%

TOTAL 319.44$     352.37$     371.85$     10.3% 5.5% 4.5% 5.5% 3.1% 2.4% 100.0%

Key Subcatgs:

IP MedSurg 41.61$       49.59$       51.97$       19.2% 5.5% 12.9% 4.8% 2.9% 1.8% 14.0%

OP ED 29.55$       33.05$       35.53$       11.9% 3.7% 7.8% 7.5% 2.8% 4.6% 9.6%

Phys Spec 20.86$       23.09$       24.82$       10.7% 9.9% 0.7% 7.5% 3.8% 3.6% 6.7%

Phys PCP 18.67$       20.68$       22.17$       10.7% 8.0% 2.5% 7.2% 11.0% -3.4% 6.0%

^ Util is days for IP, visits for OP, scripts for RX

06 to 07 07 to 08

BMCHP
2/22/2010



TREND SUMMARY for DHCFP
MASSHEALTH

Cal Yr 06 Cal Yr 07 Cal Yr 08

PMPM PMPM PMPM PMPM trend Util^ trend Cost trend PMPM trend Util^ trend Cost trend % 08 costs

Inpatient Hospital 73.78$       86.97$       90.53$       17.9% 8.6% 8.5% 4.1% -0.1% 4.2% 24.4%

Outpatient Hospital 62.74$       69.17$       73.53$       10.2% 2.1% 8.0% 6.3% 2.9% 3.3% 19.8%

Physician 51.33$       57.15$       60.49$       11.3% 8.4% 2.7% 5.8% 7.0% -1.1% 16.3%

Pharmacy 52.22$       54.79$       57.51$       4.9% 2.8% 2.0% 5.0% 3.2% 1.7% 15.5%

Captn 8.04$         7.82$         7.03$         -2.7% -2.7% -10.1% -10.1% 1.9%

Lab & Rad (incl free-stand & hosp) 29.95$       33.38$       35.42$       11.4% 3.9% 7.2% 6.1% 3.1% 2.9% 9.5%

BH 30.12$       30.28$       32.28$       0.5% 5.8% -5.0% 6.5% 2.3% 4.1% 8.7%

Other Medical 9.67$         11.06$       13.21$       14.4% 12.9% 1.3% 19.4% 12.4% 6.2% 3.6%

Dental/Vision n/a n/a n/a

OPP estimate 1.27$         1.40$         1.48$         0.4%

TOTAL 319.12$     352.02$     371.48$     10.3% 5.5% 4.5% 5.5% 3.1% 2.4% 100.0%

Some Subcatgs:

IP MedSurg 41.61$       49.59$       51.97$       19.2% 5.5% 12.9% 4.8% 2.9% 1.8% 14.0%

OP ED 29.55$       33.05$       35.53$       11.9% 3.7% 7.8% 7.5% 2.8% 4.6% 9.6%

Phys Spec 20.86$       23.09$       24.82$       10.7% 9.9% 0.7% 7.5% 3.8% 3.6% 6.7%

Phys PCP 18.67$       20.68$       22.17$       10.7% 8.0% 2.5% 7.2% 11.0% -3.4% 6.0%

^ Util is days for IP, visits for OP, scripts for RX

06 to 07 07 to 08

BMCHP
2/18/2010



BMCHP DXCG RISK ANALYSIS

SCORES NORMALIZED TO 2006
CONCURRENT PROSPECTIVE CONC TREND PROSP TREND

STANDARD 2006 1.00                     1.00                        
2007 1.04                     1.03                        4.1% 3.0%
2008 1.09                     1.08                        4.3% 4.9%

2yr trend 8.6% 8.0%

DISABLED 2006 1.00                     1.00                        
2007 1.02                     1.02                        1.7% 2.3%
2008 1.04                     1.06                        2.7% 3.4%

2yr trend 4.5% 5.8%

BASIC 2006 1.00                     1.00                        
2007 1.09                     1.12                        8.7% 12.1%
2008 1.23                     1.23                        12.8% 9.7%

2yr trend 22.7% 23.0%

TOTAL 2006 1.00                   1.00                      
2007 1.06                   1.04                      5.6% 4.4%
2008 1.11                   1.11                      4.9% 6.0%

2yr trend 10.7% 10.7%

BMCHP
2/18/2010
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JUDYANN BIGBY, M.D.
Secretary

DAVID MORALES
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Two Boylston Street
Boston, MA 02116

617-988-3100 • Fax 617-727-7662 • TTY 617-988-3175
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February 12, 2010

Richard Lynch
President and CEO
CeltiCare Health Plan
1380 Soldiers Field Road
Brighton, MA 02135

Dear Mr. Lynch:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office, is required by state law to hold annual public hearings concerning health care
provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)  Massachusetts
General Law, chapter 118G §6½ requires the Division to identify a representative sample of health
care providers and payers as witnesses for such hearing. In accordance with these provisions,
CeltiCare Health Plan has been identified as a witness and is hereby requested to submit written
testimony to the questions in “Exhibit B” in accordance with this notice and exhibits.

The goals of the written testimony are to examine and verify the findings presented in the Division’s
three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and Methods
Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-2008; and
Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research are
located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to what
extent - if any - your organization’s experience varies from the agency’s findings, to solicit additional
information that explains the premium and cost increases, to gather your perspective on the
dynamics driving the trends observed, and to obtain your recommendations for short and long term
solutions to such dynamics.

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised
that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends


CeltiCare Health Plan is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” on or before – but no later than - close of business Friday, February 26,
2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact CeltiCare Health Plan no later than March 5th and determine whether you will be required to
provide oral testimony at the hearings, and if so, the time period for which you must be present.
Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data or finding that differs from your organization’s experience and
the potential reasons therefore.

Questions Regarding Claims Trends

2) We found that much of the growth in medical spending over the time period studied is due to
increases in prices rather than in utilization. From your plan’s experience, how much of the
increase in spending due to price is due to higher negotiated rates and how much is due to
patients being seen at more expensive locations?

Questions Regarding Provider Rate Negotiations

3) What factors do you consider when negotiating payment rates for inpatient care, facility charges
for outpatient care, and physicians, and other professionals?  Please explain each factor and rank
them in the order of impact on negotiated rates.

Other Questions

4) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

5) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.

mailto:costtrends@hcf.state.ma.us
mailto:Nordahl@state.ma.us
www.mass.gov/dhcfp/costtrends










DEVAL L. PATRICK
Governor

TIMOTHY P. MURRAY
Lieutenant Governor

JUDYANN BIGBY, M.D.
Secretary

DAVID MORALES
Commissioner

The Commonwealth of Massachusetts
Executive Office of Health and Human Services

Division of Health Care Finance and Policy
Two Boylston Street
Boston, MA 02116

617-988-3100 • Fax 617-727-7662 • TTY 617-988-3175
www.mass.gov/dhcfp

February 12, 2010

W. Patrick Hughes
Interim President and CEO
Fallon Community Health Plan
One Chestnut Place, 10 Chestnut Street
Worcester, MA 01608

Dear Mr. Hughes:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office (AGO), is required by state law to hold annual public hearings concerning health
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative
sample of health care providers and payers as witnesses for such hearing. In accordance with these
provisions, Fallon Community Health Plan has been identified as a witness and is hereby requested
to submit written testimony to the questions in “Exhibit B” and “Exhibit C” in accordance with this
notice and exhibits.

The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit
additional information that explains the premium and cost increases, to gather your perspective on
the dynamics driving the trends observed, and to obtain your recommendations for short and long
term solutions to such dynamics.

Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b)
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be
the subject of these hearings. Based on the findings of that Preliminary Report, the Attorney
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends
http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf


that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

Fallon Community Health Plan is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday,
February 26, 2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Fallon Community Health Plan no later than March 5th and determine whether you will be
required to provide oral testimony at the hearings, and if so, the time period for which you must be
present.  Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures:
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and DHCFP Questions for Written Testimony
Exhibit C: Instructions and AGO Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and DHCFP Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data, or finding that differs from your organization’s experience and
the potential reasons therefore.

Questions Regarding Premium Pricing and Market Sector Differences

2) What were the differences by market sector in general administrative expenses built into your
pricing from 2008 to the present?  What portion of the differential by group size was attributable
to fixed costs being spread over different group sizes?  To what was the remainder of the
difference attributable?

3) We found that, when adjusted for differences in benefits and demographics, small employers are
being charged higher premiums and are experiencing a greater growth in premiums than mid-
sized and large firms.  Is this finding consistent with your health plan’s experience? Please
comment on why you think this is happening and what can be done to assist small employers.

4) We also found that most of the difference in adjusted premium levels for small group vs. mid-
size and large group was due to differences in medical spending rather than retention. Is this
finding consistent with your health plan’s experience? Please comment on why you think this is
happening and what can be done to assist small employers.

5) Small firms (with fewer than 51 employees) frequently indicate receipt of double digit premium
increases even though our analysis shows the average premium PMPM increase for the small
group market during the period studied to be below 10%. Please provide the distribution of
premium increases for small employers renewing in 2008 and 2009 that were quoted assuming
that no benefit changes would be made by the employer.

mailto:costtrends@hcf.state.ma.us
mailto:Nordahl@state.ma.us
www.mass.gov/dhcfp/costtrends


6) We understand that premiums for any given effective date are set prospectively based on claims
experience from approximately a year and a half earlier.  How well have your estimates matched
actuals in 2006-2009? Do you see increasing volatility in claims costs, or prices/utilization rising
more quickly than anticipated?

Questions Regarding Trend Towards Self-insured

7) We have seen an increase in the percent of members enrolled in self-insured plans over the past
few years.  Please provide information on the size of the firms that are becoming self-insured.
Does it differ from those firms that have traditionally self-insured?  What rationale are
employers providing for changing to self-insured plans?

8) Please provider an overview of the reinsurance products that the newly self-insured employers
purchase from your organization.

9) We found that the growth in spending for health care services in self-insured and insured large
groups was faster than that in small and mid-sized groups. We also found that these groups
generally offered richer benefit packages and have had a slower “buy-down” than the other
markets. Has your organization found a similar trend?  If so, to what can you attribute this
trend? Are there other factors associated with this trend besides the cost sharing differences for
members?  Has this trend continued in 2009 and 2010?

Questions Regarding Claims Trends

10) We found that increased prices were the most important driver of health care costs. We were
unable to determine how much of the price increase was because of higher negotiated base rates
and how much was because of care being delivered in more expensive settings.  What do you
believe to be the relative contribution to price increases of this shift to more expensive
locations? What solutions, if any, are you developing to address this trend?

11) We found that expenditures on hospital outpatient facility services grew – both due to increases
in prices and an increase in the volume of services.  In examining your plan’s experience, what
have you found accounts for the growth of hospital outpatient facility prices per service?  What
accounts for the growth in utilization of outpatient hospital facility services? Do you foresee the
same factors continuing to drive high growth in facility charges in future years? What might be
done to mitigate this cost growth?

12) By how much do the rates your organization pays vary when procedures are provided in hospital
facilities rather than freestanding facilities or a physician’s office?  How do these rates correlate
with underlying costs of these different providers?

13) The growth in imaging services continues to be an important factor in cost growth. What steps
are you taking, if any, to reduce the growth rate in imaging services? Do you have different pre-
authorization policies for imaging services done in an outpatient facility, freestanding facility and
a physician’s office? If so, please provide a brief description.



Questions Regarding Provider Rate Negotiations

14) What factors do you consider when negotiating payment rates for inpatient care, facility charges
for outpatient care, and physicians, and other professionals?  Please explain each factor and rank
them in the order of impact on negotiated rates.

15) Is there a material difference in how you approach contracts when you are contracting with a
health care system vs. contracting with organizations representing a single facility or provider
group?

16) We understand that certain systems demand higher rates because of geographic isolation,
specialty practice and reputation. Please explain your understanding of this dynamic. Has this
always been the case? Has this pattern changed over the past 10-20 years?

Questions Regarding Possible Approaches to Mitigating Cost Growth

17) What actions is your organization currently undertaking that could slow the growth in
premiums, including but not limited to alternative payment methods, provider network
strategies, benefit designs and consumer information and incentives.

a. What current factors limit your ability to execute these strategies or limit their
effectiveness?

b. What systemic or policy changes would allow you to carry out these strategies more
effectively?

c. What other systemic or policy changes do you think would encourage or help health
care providers to operate more efficiently without reducing quality?

18) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding
quality and the reimbursement rates paid by each carrier to each hospital or system
in a manner that identifies all relevant organizations?  What is the advantage or
disadvantage to your organization of the current confidential system?

Other Questions

19) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

20) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Exhibit C: Instructions and AGO Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax).

Questions

1) Please explain and submit a summary table showing the range of your relative commercial prices
or payments from 2004-2008 for each acute care hospital and large physician group in
Massachusetts (i.e., physicians who contract through a PHO, IPA, multi-specialty group, or
other group arrangement).

2) Please explain and submit supporting documents that show the results of any analysis you have
done on the extent to which the range in your relative commercial prices for Massachusetts
providers is correlated to: (1) the quality of care you have measured or tracked for the providers,
(2) the sickness or complexity of the population being served, (3) the relative market position of
the provider in your network, or (4) other factors that you have considered in negotiating and
setting price or payment rates for providers.

3) Please explain and submit a summary table showing the range of health status-adjusted fully-
loaded total medical expenses you paid on a per member per month basis from 2004 to 2008 for
each Massachusetts provider in your network who contracts through a PHO, IPA, multi-
specialty group, or other group arrangement, with each provider identified by whether it was
paid on a global payment basis (i.e., any form of risk payment with a potential for a deficit
beyond retention) or on a fee-for-service basis.  “Fully-loaded” means inclusive of all
administrative, medical management, and other supplemental payments, including but not
limited to bonuses, grants, infrastructure funding, and reinsurance recoveries.

4) Please explain and submit a summary table showing your premium trends from 2004 to 2008
with details on how much of your premium trend resulted from increases in administrative costs,
reserve practices, and medical trend, including the proportion of medical trend that resulted
from (1) health care provider unit price increases, (2) changes in utilization, and (3) all other
factors, such as changes in mix of services, mix of location of services, member demographics,
and plan design.

mailto:costtrends@hcf.state.ma.us
mailto:Reid@state.ma.us


5) Please explain and submit supporting documents that show how your organization has
considered steps to reduce the premium trend for small groups and large groups, including any
analysis of alternative payment mechanisms for providers, and any limited-network or tiered
products for consumers.

6) Please explain and submit supporting documents that show how your organization has
considered steps to reduce the range of relative prices and total medical expenses you pay to
providers in Massachusetts, including any analysis of alternative payment mechanisms for
providers, and any limited-network or tiered products for consumers.
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1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please 

provide commentary on any data, or finding that differs from your organization’s 
experience and the potential reasons therefore. 

 
The findings by the Division of Health Care Finance and Policy reinforce the experiences of 
FCHP.   
 
Particularly that the major cost drivers in the Massachusetts health care system include: 

• Fee for service payment methodologies, which reward volume rather than 
outcomes. 

• Higher concentrations of specialists than in other states, which contribute to 
increased office visits, increased ambulatory procedures, and increased hospital 
utilization. 

• Higher concentrations of academic medical centers, which add research and 
training costs to the basic cost of health care. 

• Higher use of academic medical centers for routine care that could be rendered in 
most community hospital settings. 

• Greater consumption of care relative to other states as 97% of the Massachusetts 
population has health insurance. 

• High level of state mandated benefits. 
• Manipulation of the merged market system. 

 
FCHP also considers the following to be secondary drivers of higher health care costs: 

• Expansion of higher priced academic medical centers into suburban and rural areas 
with some receiving rates based solely on market clout and not on quality of care or 
the sickness or complexity of the patients served.  

• Expansion of higher paid physician groups into emergency rooms and specialty 
departments of community hospitals. 

• Physician-owned facilities such as radiology imaging centers and outpatient surgery 
centers, which increase volume for services. 

• Adoption and increased utilization of specialty drugs and high-tech medical 
implants/devices by Massachusetts specialists. 

• The so-called “medical arms race,” in which hospitals add duplicative services (i.e., 
high-tech imaging and cancer treatment) within the same geographic region which 
can lead to increased utilization and higher unit pricing. 
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Questions Regarding Premium Pricing and Market Sector Differences 
 
2) What were the differences by market sector in general administrative expenses built into 

your pricing from 2008 to the present?  What portion of the differential by group size was 
attributable to fixed costs being spread over different group sizes?  To what was the 
remainder of the difference attributable? 
 
Administrative expense is largely allocated on the proportional basis of ‘cost of benefits’ for 
each product line. Adjustments are made for certain administrative costs that are not 
incurred for the benefit of all lines of business. An example is broker commissions which are 
only charged to commercial business. 

 
In the rate setting process, FCHP sets a targeted administrative cost that is needed for 
large and small groups. This is a percentage of premium and based upon the total 
allocated administrative costs to the commercial line of business.  FCHP allocates a greater 
administrative cost percentage to small groups than large groups. The difference in the 
small group versus large group administrative cost load has ranged from .5% to 1.5% over 
the past three years. The differential is due to various factors which include: 

• Increased service costs: Individual and small group enrollees tend to deal directly 
with the health plan regarding enrollment and billing related issues, unlike large 
group enrollees who utilize their internal Human Resource Department. 

• Smaller base:  Certain administrative functions, such as billing, are relatively fixed 
for each group, regardless of case size; therefore the merged market requires a 
higher expense percentage to recoup these expenses. 

• Higher regulatory costs: Insurance regulations are more intensive for the merged 
market than for larger groups. 

• Higher distribution costs: Broker commissions are typically a higher percentage of 
premiums for smaller groups.  Alternate distribution channels, such as 
intermediaries can also add to merged market costs. 

 
3) We found that, when adjusted for differences in benefits and demographics, small 

employers are being charged higher premiums and are experiencing a greater growth in 
premiums than mid-sized and large firms.  Is this finding consistent with your health plan’s 
experience?  Please comment on why you think this is happening and what can be done to 
assist small employers. 
 
FCHP’s Community Rating by Class (CRC) large group market premiums, which include less 51-
100 subscribers, have grown at a similar rate as the small group market as detailed in Exhibit C, 
AGO Testimony, question 4.  Moreover, the most recent 2010 large group CRC base rates have 
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increased at a greater rate than small group as we developed a more differentiated approach in 
the pricing of the various blocks of business.   
 
However, it is true that premium increases have been less than the small group for partially 
credible (100 to 499 subscribers) and fully credible (over 499 subscribers) large groups.  
These two large group segments have all or a portion of their rate derived from their own 
experience.  In this instance, the premium already charged is more in line with the 
underlying claim level.   
   
FCHP recommends the following to moderate future premium increases for small 
employers: 

• Allow a greater premium variance between small groups and individuals in the 
merged market. 

• New open enrollment policies that prohibit individuals from enrolling and 
disenrolling outside of anniversary dates.  This would reduce situations where the 
costs of care are more expensive than the penalty of not having insurance. 

• Prevent individuals from temporarily enrolling into plans in circumstances when their 
employer group plans do not provide specific benefits.  As with new enrollment 
policies, this would prevent high claims from short term enrollees.   

• Implement provider payment reform in a way that will end the practice of paying for 
volume and instead pay for and reward the delivery of efficient, high-quality care 
and services. 

 
4) We also found that most of the difference in adjusted premium levels for small group vs. 

mid-size and large group was due to differences in medical spending rather than retention.  
Is this finding consistent with your health plan’s experience?  Please comment on why you 
think this is happening and what can be done to assist small employers. 

 
FCHP agrees that increased medical spending is a key contributor to the differences in 
premium levels for different sized employer groups.  The increases in the current merged 
market can be attributed to numerous arbitrage situations which exist for individuals and 
small groups.   
 
Small groups have the option to purchase as small groups or, if less expensive, break up 
and purchase as individuals.  This arbitrage degrades pricing as it relates to size and SIC 
adjustments.   FCHP recommends the following to mitigate medical spending and higher 
premiums:  

• Allow a greater premium variance between small groups and individuals in the 
merged market to mitigate the medical costs of the individual market. 
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• New open enrollment policies that prohibit individuals from enrolling and 
disenrolling outside of anniversary dates.  This would reduce situations where the 
costs of care are more expensive than the penalty of not having insurance. 

• Prevent individuals from temporarily enrolling into plans in circumstances when 
their employer group plans do not provide specific benefits.  As with new 
enrollment policies, this would prevent high claims from short term enrollees.   

• Provider payment reform in a way that will end the practice of paying for volume 
and instead pay for and reward the delivery of efficient, high-quality care and 
services. 

• Changes in regulations should also be considered to allow member-based rating 
for individuals to more accurately reflect the expected costs based on the ages of 
each member and, in case of children, the actual number of members.     

• Penalties for not having insurance that meets MCC need to be strengthened 
reduce situations where the costs of care are more expensive than the penalty of 
not having insurance. 

 
5) Small firms (with fewer than 51 employees) frequently indicate receipt of double digit 

increases even though our analysis shows the average premium PMPM increase for the 
small group market during the period studied to be below 10%.  Please provide the 
distribution of premium increases for small employers renewing in 2008 and 2009 that were 
quoted assuming that no benefit changes would be made by the employer. 

 
For 2008, 36.85% of small group customers received a premium increase under 10% for the 
current benefit plan while 63.15% received an increase of 10% or more. 
 
For 2009 30.42% of small group customers received a premium increase under 10% for the 
current benefit plan while 69.58% received an increase of 10% or more.  

 
6) We understand that premiums for any given effective date are set prospectively based on 

claims experience from approximately a year and a half earlier.  How well have your 
estimates matched actuals in 2006-2009?  Do you see increasing volatility in claims costs, 
or prices/utilization rising more quickly than anticipated? 

 
FCHP’s targeted medical loss ratio is 87%, with the 2009 actual ratio at 97.14%.  The 
targeted medical loss ratio of 87% has not been met since the establishment of the merged 
market.  FCHP continues to see significant claim cost volatility in the merged market as well 
as continued provider unit cost increases.  
 
The grid below shows actual loss ratios for FCHP’s commercial block:    
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Year Individuals 
Small 
Group 

2006 100.60% 95.70% 
2007 94.20% 92.50% 
2008 110.00% 95.10% 
2009 109.16% 97.14% 

 
Questions Regarding Trend Towards Self-Insured 
 
7) We have seen an increase in the percent of members enrolled in self-insured plans over the 

past few years.  Please provide information on the size of the firms that are becoming self-
insured.  Does it differ from those firms that have traditionally self-insured?  What rationale 
are employers providing for changing to self-insured plans? 

 
While smaller accounts are inquiring about self insurance, FCHP’s current self-insured 
accounts each have a minimum of 200 employees. We have not seen a difference in the 
type of account that has moved from fully-insured to self-insured.  In our experience, those 
accounts looking for self insurance primarily have a national presence and they are looking 
to consolidate their risk pools. They are willing to take on the risk as they no longer wish to 
subsidize other groups.  

 
8) Please provide an overview of the reinsurance products that the newly self-insured 

employers purchase from your organization. 
 

This is not applicable to FCHP as we do not offer any reinsurance products.  
 

9) We found that the growth in spending for health care services in self-insured and insured 
large groups was faster than that in small and mid-sized groups.  We also found that these 
groups generally offered richer benefit packages and have had a slower “buy-down” than 
the other markets.  Has your organization found a similar trend?  If so, to what can you 
attribute this trend?  Are there other factors associated with this trend besides the cost 
sharing differences for members?  Has this trend continued in 2009 and 2010? 

 
Although FCHP has not conducted specific studies that differentiate trend among the 
different lines of business, we have seen similar trends in that our larger clients, both fully- 
and self-insured, tend to offer a richer plan of benefits.  This is partly due to the fact that 
much of our larger clients are municipalities, which have union contracts and/or barter 
agreements that dictate a higher level of benefits. FCHP has seen this trend continue in 
2009 and will be monitoring the emerging experience in 2010. 
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Another contributing factor to the gap is a result of the merged market.  DHCFP data show 
that for 2008, expenditure levels in the individual market were $5,696 per member per year 
compared to an annual expenditure of $4,123 in the small group market, a 38% differential.   
The amalgamation of these pools in combination with the underwriting requirements of 
health care reform have necessitated an increase in small group rates in order to fully fund 
the influx of individual members into the now combined pool.      

 
Questions Regarding Claims Trends 
 
10) We found that increased prices were the most important driver of health care costs.  We 

were unable to determine how much of the price increase was because of higher 
negotiated base rates and how much was because of care being delivered in more 
expensive settings.  What do you believe to be the relative contribution to price increases 
of this shift to more expensive locations?  What solutions, if any are you developing to 
address this trend? 

 
Due to the fluidity of the system and the constant shifts of sites where care is received, it is 
difficult to definitively measure the factors that contribute to price increases.  However, 
below are some observations:   
• In a study of specialist office visit trend, we found that as much as 30% of our mix-

adjusted unit cost increase was due to use of more expensive providers rather than to 
forecasted negotiated base rate increases.  

• Tertiary hospital-based delivery systems continue to attract large numbers of members, 
even for routine care.   

• The expansion of tertiary hospital-based delivery systems to include community 
hospitals and physicians appears intended to help ensure the flow of care into the 
tertiary system. 

• Local community hospitals that incorporate academic hospitals into their programs.  
This increases the cost of care in that region relative to historical local prices.  
 

To address this trend, FCHP has built HMO products around different provider networks 
that manage access to the more expensive sites of care based on appropriateness.  Our 
customers are then able to choose a product that best meets their needs. An example of 
this is our successful Direct Care product. This product is supported by a limited, or 
selective, network made up of hospitals and physician groups that manage care in a high-
quality, lower cost setting. The average cost difference of this network is 10% lower than 
our all-inclusive statewide network.    
 
Additionally, FCHP only recruits PCPs who have a community hospital as their primary 
admitting hospital.  This ensures that the majority of patient care will be delivered in the 
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patient’s local community and when hospital level of care is necessary, at a community 
hospital.  Yet, the health plan continues to have contracts in place with all the more 
expensive teaching hospitals for those occasions when a tertiary level of care is truly 
needed.    
 
FCHP is also developing a strategy that includes multi-specialty group practices and 
hospitals to implement innovative risk sharing agreements that could fundamentally 
improve how care is delivered while reducing medical costs.  Under these unique multi-year 
agreements, FCHP and providers will have aligned incentives to optimize care and costs 
across the health care spectrum.  Clinical leaders from each of the participating 
organizations will collaborate to design the most effective and efficient medical 
management model including workflows and care paths.  All organizations will conduct 
robust analyses of data including cost drivers and clinical outcomes.  FCHP is hopeful that 
after implementing a successful pilot, a similar program could be used in other regions 
within our service areas.   
 

11) We found that expenditures on hospital outpatient facility services grew – both due to 
increases in prices and an increase in the volume of services.  In examining your plan’s 
experience, what have you found accounts for the growth of hospital outpatient facility 
prices per service?  What accounts for the growth in utilization of outpatient hospital facility 
services?  Do you foresee the same factors continuing to drive high growth in facility 
charges in future years?  What might be done to mitigate this cost growth? 

 
FCHP has experienced sustained increases in hospital outpatient facility services.  Increases 
in average price per service, beyond pure unit cost increases, are being driven by 
technology. FCHP has found that the following accounts for the increase of outpatient 
hospital facility prices for services: 

• Increased use of CT and MRI within emergency room visits, sometimes driven by 
standing orders.  

• Substitution of more expensive PET, MRI and CT scans for older radiology 
technology has increased the average price per service. 

 
Additionally, FCHP has seen the shift and growth of more sophisticated surgical procedures 
to the ambulatory setting as well as an increase in high cost surgical implants.  In regards to 
laboratory, FCHP has seen substantial increases in genetic testing and vitamin D testing. In 
the area of cancer care and infusion services, FCHP has experienced an increased use of 
sophisticated technologies, such as IMRT, and the emergence of new and often very 
expensive biologicals and other drugs.    

 
FCHP anticipates that outpatient departments will continue to have growth in utilization as 
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there is little or no competition to many of the services hospitals offer. The market in 
Massachusetts has consolidated around hospitals which limit less expensive sites of care.   
 
In addition to the suggestions outlined in question 10, one solution might be to limit the 
development of certain types of high intensity/high technology services by region in order 
to maximize both quality and efficiency.  Controlling the development of regional cancer 
centers for example, may also mitigate costs.  As a parallel, this has already been 
accomplished for trauma center levels as well as in the licensing of neonatal intensive care 
beds.   Additionally, reimbursement mechanisms should recognize the costs of the essential 
role of maintaining a 24/7 emergency room while not paying excessive rates for routine 
services that could and should be done in less expensive community settings. 

 
12) By how much do the rates your organization pays vary when procedures are provided in 

hospital facilities rather than freestanding facilities or a physician’s office?  How do these 
rates correlate with underlying costs of these different providers? 
 
Exhibit B.12.1 presents a comparison of selected services by setting.  The median 
difference between office and hospitals for these services was 50%.  Freestanding facilities 
would likely be within this range.   
 
FCHP cannot comment with full knowledge on the question of underlying costs for different 
settings of services.  Certainly, there are enormous differences in cost for different settings, 
driven by:  

• Licensing 
• Labor expenses 
• Accreditation 
• Services  
• Regulatory 
• Hours of operations 
• Comprehensiveness of services 

 
It is clear that the expenses of licensing, accreditations, union contracts, and the need for 
24/7 access make hospitals very expensive sites to provide care.   

 
13) The growth in imaging services continues to be a factor in cost growth.  What steps are you 

taking, if any, to reduce the growth rate in imaging services?  Do you have different pre-
authorization policies for imaging services done in an outpatient facility, freestanding 
facility and a physician’s office?  If so, please provide a brief description. 
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FCHP has observed double digit increases in per member per month expenses for high 
tech radiology services.  Contributing factors include increased utilization as well as very 
fast growth PET scans, a very expensive technology.  To address the increase in radiology 
services, FCHP has implemented a quality authorization for high-tech outpatient elective 
diagnostic imaging procedures such as CT scans (including CTA), MRI/MRA studies, 
Nuclear Cardiac Imaging (NCM), and PET scans. This new program requires prior 
authorization for the aforementioned scans and is consistently applied to all settings of 
care.  

 
Questions Regarding Provider Rate Negotiations 
 
14) What factors do you consider when negotiating payment rates for inpatient care, facility 

charges for outpatient care, and physicians, and other professionals?  Please explain each 
factor and rank them in the order of impact on negotiated rates. 

 
FCHP utilizes multiple factors when preparing for hospital rate negotiations and typically 
collects the following:  

• DCHFP annual 403 cost report 
• Most recent Medicare cost report 
• Hospital’s rates of Medicare and Medicaid reimbursement 
• Admits per thousand 
• Inpatient days per thousand  
• Average length of stay  (ALOS) 
• Mean expense and ancillary utilization per ER episode of care 
• Ambulatory surgery utilization and cost 
• Lab utilization 
• Radiology utilization 
• Hospital’s drug costs 

 
Typically, FCHP places the most emphasis on the DHCFP and Medicare cost reports. This 
data allows us to estimate a hospital’s break-even points for inpatient, outpatient, or total 
blend of hospital activity. The cost report data also allows us to project a target surplus 
percentage (with non-profit hospitals) or a target profit margin (with for-profit hospitals). 
The cost reports assist in delineating if a rate request is reasonable or inflationary.   
 
Utilization measures, such as admits per thousand and days per thousand, are the next 
factor used. Average length of stay and admits per thousand are important drivers of 
overall paid hospital days. Similarly, radiology, lab and ambulatory surgery utilization trends 
provide us with a snapshot of those hospitals ardent for efficient care versus volume.   
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FCHP does not have access to detailed cost data for physicians or other non-hospital health 
providers, such as Independent Practice Association (IPA), large multi-disciplinary medical 
groups, or ancillary health care businesses. Typically, FCHP would consider the following 
data when conducting these negotiations: 

 
• Medicare physician or other health care provider rates 
• Our knowledge of market rates for physicians/other providers in a given area of the 

state 
• For physicians, utilization estimates, using a tool such as the DXCG methodology 

and most recently the Group Insurance Commission tiering methodology to 
evaluate physician quality and efficiency.   

• Amount of a physician organization’s request for IPA or PO infrastructure payments, 
PCP management fees, and pay for performance programs and how their request 
for these supplemental payments compares to the rest of the physician market for 
these items. 

• Willingness/unwillingness of physician group to accept risk. 
• Willingness/unwillingness of other provider entities to accept and treat our 

members according to FCHP policies and procedures.  
 

In some cases, FCHP may make a business decision based on regional location of the 
provider, the name brand and demands from consumers instead of the sources noted 
above.   
 
After each of the above factors are reviewed and discussed, FCHP deliberates how the 
negotiated rates will affect our customer’s premiums.  It is imperative to FCHP that the 
provider rates are at the lowest levels possible in order to effectively manager our 
member’s premiums.      

 
15) Is there a material difference in how you approach contracts when you are contracting with 

a health care system vs. contracting with organizations representing a single facility or 
provider group? 

 
Regardless of the entity, the most important objectives in our approach are to contain costs 
and attempt to minimize inflationary rate increases.  From there, FCHP’s approach is the 
same for all negotiations, since the first step in any rate negotiation is a thorough review of 
all information available to us, as outlined in question #14.  Additionally, FCHP also tries to 
keep rate increases within its annual medical budget.   
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For already participating providers, FCHP will have claims-based data as part of the 
negotiation process. With new providers, analysis for rate negotiation is based on a 
selection of claims data from participating providers that exhibit the greatest similarity to 
the new providers in provider type, size, specialty mix, geographic location, and any other 
pertinent characteristics. Once all available data are gathered and analyzed, either the 
provider group or the health plan makes an initial rate and language offer.  Typically, 
whether it is a large, small, or multi-site system provider there will be multiple iterations of 
proposal and counter proposal before a final agreement is reached.   
 
The rate negotiation process itself is analogous for all types of providers but the starting 
point in the negotiations and the eventual outcome of the negotiations is usually very 
different for a system entity versus a single provider entity. The only exception to this 
typical outcome is in locations where the single provider (hospital or physician group) is 
geographically isolated from any competition. These entities leverage their geographic 
isolation during rate negotiations and have rates that are comparable to some of the very 
large integrated provider systems.      

 
16) We understand that certain systems demand higher rates because of geographic isolation, 

specialty practice and reputation.  Please explain your understanding of this dynamic.  Has 
this always been the case?  Has this pattern changed over the past 10-20 years? 

 
There are certain providers that have become “must haves” for any health plan in 
Massachusetts if they want a viable network that employer groups will select for their 
employees. Different factors, as outlined in the question, can produce a “must have” 
provider. The larger and more diverse the provider system is the more attributes that system 
has to define it as a “must have” provider that is paid higher than average rates.   
 
Within the FCHP provider networks, there are certain providers that are geographically 
isolated and have leveraged this situation to only accept specific reimbursement rates, i.e. 
they offer a relatively small discount off their charges to all health plans. Many of these 
providers, both hospitals and physician groups, have been leveraging their geographic 
position for at least 30 years. FCHP has not seen this particular trend increasing over the 
past 10-20 years. These providers are able to maintain this strategy because they know that 
without them in their networks, health plans cannot offer viable networks that meet Division 
of Insurance standards; employer group demand; and member demand. 
 
There are other providers, both hospital and physician, who can demand higher 
reimbursement due to the type and breadth of services they offer, the number of hospital 
sites and physician sites they can deliver in a single negotiated deal, and their reputation as a 
center of excellence and/or cutting edge teaching hospital. An individual hospital or 
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physician group may have one or more of these attributes. An integrated system of hospitals, 
physicians, and ancillary providers typically exhibits all of these advantages. The more of 
these advantages either an individual provider or an integrated system possesses, the more 
their negotiating power is increased and the end result is higher base reimbursement rates 
and higher supplemental payments.   
 
FCHP has seen an increase in this pattern (i.e. more providers with significant negotiating 
leverage) over the past 20 years as a result of hospital and physician group consolidations. 
During this period there has been a significant increase in integrated healthcare systems, 
large multi-site physician groups, large IPAs, and various other large provider organizations. 
This trend has increased health care costs in two ways: by increasing the cost of services 
through higher base rates and by increasing the demand for supplemental payments to fund 
provider organization infrastructure, i.e. these large provider entities are costly to run in terms 
of support staff, information systems, utilization management programs and their staff, 
quality programs and the staff they require, common electronic health record systems, etc.  

 
Questions Regarding Possible Approaches to Mitigating Cost Growth 
 
17) What actions is your organization currently undertaking that could slow the growth in 

premiums, including but not limited to alternative payment methods, provider network 
strategies, benefit designs and consumer information and incentives. 

a. What current factors limit your ability to execute these strategies or limit their 
effectiveness? 

b. What systemic or policy changes would allow you to carry out these strategies 
more effectively? 

c. What other systemic or policy changes do you think would encourage or help 
health care providers to operate more efficiently without reducing quality? 

 
In order to maintain premiums, copays, cost shares, and deductibles at affordable levels, 
FCHP has a dedicated cross-departmental Cost of Care Team.  The Cost of Care Team 
monitors costs drivers and implements programs targeted to reduce medical expense.  This 
dedicated team identifies opportunities for improving cost of care and capture 
opportunities for incorporation into forecasting and pricing.  The cost containment activities 
address the cost of care across five major areas within the organization:  

 
I. Unit Cost: focuses on FCHP’s contracting strategy, pharmacy costs and revenues.  
II. Utilization: focuses on utilization management, case management, and disease 

management efforts.  
III. Fraud and Abuse: focuses on prevention, identification and recovery.   
IV. Payment Policy: focuses on reimbursement policies and pre-payment claim edits.   
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V. Benefit Design: focuses on benefit designs, exclusions, and our tiered network.   
 
 
Additionally, FCHP has taken additional steps to manage costs which include: 
• A high performance, limited network product priced at 10%-13% below our full network 

product, which FCHP has offered to employers since 2002 and to individuals since the 
start of the merged market. FCHP has arrangements with several provider groups, 
representing approximately 45% of our premium revenue, in which they assume various 
degrees of financial risk for the total budgets associated with their FCHP patient 
populations, including commercial and Medicare.  

• FCHP provides a pay for performance program that rewards provider organizations for 
improving services for our members.  

• FCHP is developing a strategy that includes multi-specialty group practices and 
hospitals to implement innovative risk sharing agreements that could fundamentally 
improve how care is delivered while reducing medical costs.  Under these unique multi-
year agreements, FCHP and providers will have aligned incentives to optimize care and 
contain costs across the health care spectrum. Clinical leaders from each of the 
participating organizations will collaborate to design the most effective and efficient 
medical management model including workflows and care paths. All organizations will 
conduct robust analyses of data including cost drivers and clinical outcomes. FCHP is 
hopeful that after implementing a successful pilot, a similar program could be used in 
other regions within our service area.   

 
Even with a comprehensive focus on rising health care costs and implemented initiatives 
concentrated on mitigating cost drivers, multiple factors continue to drive prices.  Some of 
these factors include: 

• State mandates such as infertility services 
• Large provider networks that leverage their market clout  
• Lack of strong Certificate of Need process 

 
Controlling costs should be a multi-faceted approach that includes modifications within the 
entire spectrum of healthcare.  Below are some additional suggestions that could aid cost 
savings initiatives and assist providers in operating more efficiently: 

• Hospital cost commissions which would prohibit hospitals to charge facility fees for 
the care their MDs deliver  

• Malpractice reform to ensure that patients receive fair compensation for their 
injuries.  

• ePrescribing mandate which would reduce prescribing errors 
• Pretrial panel mandate which encourages the early resolution of claims and the 

withdrawal of unsubstantiated claims 
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• Independent practices for Nurse Practitioners and Physician Assistants 
 

With regard to what systemic changes would encourage or help health care providers to 
operate more efficiently without reducing quality, we believe that global payment 
arrangements, appropriately designed and administered, would incent providers to 
practice efficient, evidence-base medicine.  
 

18) Could enhanced competition or government intervention or a combination of both 
mitigate the cost trends found in the Divisions report?  Please describe the nature of the 
changes you would recommend.  In addition, please address the following: 

a. What would be the impact on your organization of making data public regarding 
quality and the reimbursement rates paid by each carrier to each hospital or 
system in a manner that identifies all relevant organizations?  What is the 
advantage or disadvantage to your organization of the current confidential 
system? 

  
It is FCHP’s hope that all key stakeholders will continue working together to find solutions 
to the Commonwealth’s health care cost crisis, just as we worked together to implement 
the first phase of health care reform. While government intervention, ideally, should be a 
last resort it may be necessary to ensure a competitive provider-payor marketplace 
because such action is in the best interest of consumers. If additional government 
intervention is deemed necessary, it should be done keeping in mind that health care is the 
largest employer in the Commonwealth and contributes significantly to the local economy. 
It also should not compromise our state’s status of having both hospitals and health plans 
that are often cited as among the best in the country.  

 
Specific steps that should be taken include:  

 
• Implementing provider payment reform in a way that will end the practice of paying for 

volume and instead pay for and reward the delivery of efficient, high-quality care and 
services. 

• Passage and implementation of the Affordable Health Plan (House Bill 4552) as an 
interim step before more comprehensive payment reform is implemented. The bill 
requires both health plans and providers to control their costs and could cut premiums 
for small business by as much as 22%. The Affordable Health Plan is the only solution 
that would provide small businesses with immediate and significant savings, which 
could be used to hire more workers, increase employee salaries, fund capital 
expenditures, and make other investments that will help jumpstart the Commonwealth's 
economic recovery. 
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• The state Department of Public Health’s Determination of Need Program and the state 
Public Health Council should apply a more critical eye to hospital capital expenditures 
to help ensure that these expenditures serve the best interests of Massachusetts 
citizens. More rigorous oversight is needed to effectively manage the “medical arms 
race” among hospitals and facilities. 

• Carriers should not be required to provide coverage in the merged market to 
individuals who are already insured through an employer plan that meets minimum 
creditable coverage standards. Individuals covered under ASO accounts are purchasing 
individual policies to cover a specific service, for example IVF, and then cancelling 
coverage once the services are provided. This arbitrage is increasing the costs in the 
merged market. The Health Connector is not required to provide coverage in these 
situations; carriers should be afforded the same standard.  

• Change or eliminate some of the high-cost mandates to a fixed dollar benefit with the 
insured having financial responsibility beyond a specified dollar benefit.  

• Revise the minimum creditable coverage (MCC) requirements to be more consistent 
with the average health coverage standards in the majority of other states. 

• The Medicare and Medicaid programs must fairly reimburse providers for the cost of 
care, which will stop the cost shifting by providers to insurers to make up for the 
shortfall in government payments.  By example, Medicare “on paper” has proposed up 
to a 22% decrease in physician payments.  While this is unlikely to be enacted, it creates 
incentives to look to the private sector to make up any shortfall.  Hospitals have 
expressed very strong concerns over the adequacy of Medicaid rates, and they look to 
private payers to make up the difference.   One option for Massachusetts is to examine 
the hospital regulatory model in Maryland, known as the Health Services Cost Review 
Commission.  Under this model, fair and adequate rates, including those for Medicare 
(using a special exemption) and Medicaid are set by a state agency and the issue of 
cost shifting is greatly mitigated.      

 
FCHP believes that creating a sustainable health care system relies on greater transparency 
and consumer engagement. We also believe that objective quality and cost data must be 
made available in a way that is both accessible and easy-to-understand for consumers. We 
do, however, have concerns about making provider reimbursement rates and supplemental 
payments public information as we believe it may drive providers to negotiate rates with all 
payers that match the highest payer revealed in the public disclosure.   

 
Other Questions 
 
19) Please identify any additional cost drivers that you believe should be examined in 

subsequent years and explain your reasoning. 
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Through our routine monitoring, FCHP has seen a pattern of rising costs in outpatient 
services, prescription drug costs, and merged market risk factors.   
 
Specific to outpatient services, increases in utilization of hospital based outpatient services 
has been a key driver of medical expenses for FCHP over the last five years.  These 
expenses now represent approximately one third of commercial plan medical expenses.   
With regard to radiology utilization, FCHP has reviewed hospital-based, freestanding, and 
physician-owned facilities on a consolidated basis.  FCHP has observed double digit 
increases in radiology utilization and unit costs, primarily resulting from increased usage of 
high tech radiology procedures, including MRI, CT scans, PET, and nuclear cardiology.   
 
One underlying cost driver which has not been apparent over the last few years is the 
continuing high increases in average wholesale price for drugs.  These increases have been 
masked by increasing member copayments and by the introduction of tiered benefits that 
have encouraged use of inexpensive generics.  Additionally, we have seen and increased 
use of specialty pharmacy drugs, which are largely expensive brand name drugs 
 
As previously explained, the current merged market conditions can be attributed to 
numerous inequitable situations which can adversely affect the cost of coverage.  An 
example of such is the multiple enrollment periods.  This provides opportunities for 
individuals to purchase a plan with rich benefits for short periods of time, incur large claims, 
and switch back to a lower cost plan.  Also, there is an opportunity to switch statuses in 
order to receive lower premiums.  Additionally, members in the merged market have a 
higher rate of premium payment default and insurers are uninformed of default history.  
Also, insurers incur increases in service costs as individuals and small groups work directly 
with the health plan for enrollment and billing related issues 

 
20) Please provide any additional comments or observations you believe will help to inform our 

hearing and our final recommendation. 
 

As stated throughout the preceding questions, the findings of the Division of Health Care 
Finance and Policy, as documented in its recent cost trend reports, are consistent with the 
experiences of Fallon Community Health Plan.  
 
Given the state of the Massachusetts health care marketplace and the veritable cost crisis 
we all face, FCHP supports the intent and need for the Division of Health Care Finance and 
Policy to conduct hearings with hospitals, health plans, physicians, employers and 
consumer groups. We are hopeful that all parties will be actively engaged in the process 
and will make meaningful contributions for the purpose of finding solutions that will make 
health care more affordable. 
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Throughout our entire 33-year history, FCHP has been proud to serve the health insurance 
needs of Massachusetts businesses and residents. We take seriously our mission of “making 
our communities healthy” and our status as a not-for-profit organization. We believe that 
our members deserve the highest quality services and care – and we work hard to deliver 
on that while still providing affordable health insurance products and aggressively 
managing our administrative expenses so they remain below 10 percent of the premium 
dollar.  
 
To further reinforce our commitment to finding solutions and our willingness to participate 
in this important process, we would like to highlight some of the information we’ve 
presented in preceding questions. Many of these items are also included in the recent 
legislation filed by Governor Patrick to help small businesses.   
 

• Passage and implementation of the Affordable Health Plan (House Bill 4552) as an 
interim step before more comprehensive payment reform is implemented. The bill 
requires both health plans and providers to control their costs and could cut 
premiums for small business by as much as 22%. The Affordable Health Plan is the 
only solution that would provide small businesses with immediate and significant 
savings, which could be used to hire more workers, increase employee salaries, fund 
capital expenditures, and make other investments that will help jumpstart the 
Commonwealth's economic recovery. 

• A moratorium on new mandated insurance benefits. 
• New open enrollment policies that prohibit individuals from enrolling and 

disenrolling outside of anniversary dates.  This would reduce situations where the 
costs of care are more expensive than the penalty of not having insurance. 

• Prevent individuals from temporarily enrolling into plans in circumstances when their 
employer group plans do not provide specific benefits.  As with new enrollment 
policies, this would prevent high claims from short term enrollees.   

• The use of limited, high-performing provider network products that are priced at 
least 10% lower than full network products. FCHP has had a limited network product 
since 2002. 

• The implementation of payment reform in a way that will end the practice of paying 
for volume and instead pay for and reward the delivery of efficient, high-quality care 
and services. 
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Fallon Community Health Plan, Inc.
Table B.12.1: DHCFP Questions for Written Testimony, Question # 12

Office Hospital % Difference
BLOOD COUNT 18.74$             21.52$             15%
CHEST X-RAY 52.73$             119.33$           126%
COMPREHENSIVE METABOLIC PANEL 28.49$             59.70$             110%
CT SCAN ABDOMEN 627.18$           831.15$           33%
CT SCAN HEADBRAIN 608.56$           673.57$           11%
CT SCAN THORAX 734.90$           896.95$           22%
ECG/EKG 43.16$             65.06$             51%
GLYCOSYLATED HEMOGLOBIN 20.47$             29.21$             43%
LIPID PANEL 32.24$             48.35$             50%
LIVER FUNCTION PANEL 30.94$             52.95$             71%
MRI 748.94$           1,382.88$        85%
PAP SMEARS 45.74$             61.91$             35%
PROSTATE SPECIFIC ANTIGEN (PSA) 35.81$             56.25$             57%
PROTHROMBINE TIME 11.14$             16.68$             50%
RAPID STREP THROAT TEST 23.63$             31.13$             32%
SCREENING MAMMOGRAM 225.62$           299.22$           33%
THYROID STIMULATING HORMONE TEST 53.82$             80.79$             50%
URINALYSIS 4.82$               5.04$               5%
URINE PREGNANCY TEST 18.90$             42.34$             124%

Comparative Cost of Selected Procedures by Site of Service

Service
Average Unit Cost

Commercial Business 
2008 Data



 

 

  



 
 
I, W. Patrick Hughes, am legally authorized and empowered to represent Fallon 
Community Health Plan, and attest that the foregoing written testimony 
submitted by Fallon Community Health Plan to the Division of Health Care 
Finance and Policy and the Attorney General’s Office, is true and accurate to 
the best of my knowledge and belief.   
 
Signed under the pains and penalties of perjury:   
 
 
 
AUTHORIZED SIGNATORY: ___________________________________________________________ 
        (signature) 
Print Name:  W. Patrick Hughes 
 
Title:  Interim President and CEO 
 
Date: March 3, 2010 
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1) Please explain and submit a summary table showing the range of your relative commercial 

prices or payments from 2004-2008 for each acute care hospital and large physician group 
in Massachusetts (i.e., physicians who contract through a PHO, IPA, multi-specialty group, 
or other group arrangement). 
 
Table C.1.1 presents a comparison of acute care hospitals on the basis of case mix adjusted 
cost per discharge.  The figures show, within the identified year, the relative expenses for 
each hospital on a case mix adjusted basis for hospitals with at least 10 admissions.    These 
hospitals account for about 81% of FCHP commercial admissions.  Please note that DRG 
case weights are used to measure severity and may not fully capture the range of severity 
among hospitals. 
 
Table C.1.2 presents a comparison of hospital outpatient services on a utilization mix-
adjusted, but not a severity adjusted basis.  The ratios show, within the identified year, the 
relative expenses for each hospital where the mix of services at the procedure code level is 
kept constant.   
 
Table C.1.3 presents a comparison of payments to FCHP’s highest volume professional 
providers with reference to a standard reference fee schedule.  These data are mix adjusted 
but not severity adjusted.     

  
FCHP has not identified hospitals in the above referenced tables in order to protect 
confidential information. 
  

2) Please explain and submit supporting documents that show the results of any analysis you 
have done on the extent to which the range in your relative commercial prices for 
Massachusetts providers is correlated to: (1) the quality of care you have measured or 
tracked for the providers, (2) the sickness or complexity of the population being served, (3) 
the relative market position of the provider in your network, or (4) other factors that you 
have considered in negotiating and setting price or payment rates for providers. 
 
The analytics done to support a rate negotiation focuses on FCHP’s actual medical cost per 
provider by service line for hospitals where the health plan has claims data and publicly 
available information regarding the hospital’s cost of doing business.  For other types of 
providers, such as physicians, the FCHP contracting staff use as guidelines the average 
range of fees being paid for various provider types in each geographic areas and plan their 
negotiating strategy accordingly.   
 
A provider’s size, market position, and number of locations can affect rates.  But the extent 
to which these factors affect any particular negotiation is not easily quantified.  The sickness 
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or complexity of patients being served is usually not a large factor when negotiating with 
“typical” community hospitals.  Acuity level, as measured by patient case mix and various 
specialized services can be a factor in negotiations with tertiary hospitals but it is usually 
less important than other factors such as the tertiary hospital’s market position.   FCHP has 
moved many of the hospital inpatient payments to a DRG payment methodology which will 
adjust the payment for the acuity of the patient.  Finally, any need for quality improvements 
with a particular provider is usually addressed and managed with an individually designed 
P4P program for that provider rather than a change in base rates of payment.  Achievement 
of quality goals is monitored by joint efforts of FCHP’s Quality, Care Services, and 
Contracting staff over a period of time. With the provider having the ability to improve 
quality of care and earn additional reimbursement that is above and beyond base claims 
payments.     
 
Notwithstanding the above, to assist DHCFP in its efforts, FCHP has created Table C.2.1 
which presents an example of a ranking system that could be  used to evaluate provider 
delivery systems on four dimensions:   efficiency, quality, unit cost, and administration.  The 
data used was from the Group Insurance Commission Clinical Performance Improvement 
(CPI) initiative as well as FCHP’s own network data.  FCHP has also created Table C.2.2 
which shows a ranking of provider delivery systems based on weighted physician efficiency 
scores derived from the CPI data.  One of the challenges for FCHP in building such 
comparisons is the lack of sufficient volume for statistical reliability and validity.  However, 
FCHP has offered these draft attempts at analytics as part of our continuing effort to 
promote high quality, efficient care for all communities within the Commonwealth.         

 
3) Please explain and submit a summary table showing the range of health status-adjusted 

fully-loaded total medical expenses you paid on a per member per month basis from 2004 
to 2008 for each Massachusetts provider in your network who contracts through a PHO, 
IPA, multi-specialty group, or other group arrangement, with each provider identified by 
whether it was paid on a global payment basis (i.e., any form of risk payment with a 
potential for a deficit beyond retention) or on a fee-for-service basis.  “Fully-loaded” means 
inclusive of all administrative, medical management, and other supplemental payments, 
including but not limited to bonuses, grants, infrastructure funding, and reinsurance 
recoveries. 

  
Table C.3.1 presents case mix adjusted per member per month expenses for FCHP delivery 
systems that have a minimum of 11,600 member months in the reported year.  The costs 
include the expenses requested, including year end settlements.  We have not identified 
which delivery systems were paid on a global payment basis in order to protect confidential 
information.    

 
4) Please explain and submit a summary table showing your premium trends from 2004 to 
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2008 with details on how much of your premium trend resulted from increases to 
administrative costs, reserve practices, and medical trend, including the proportion of 
medical trend that resulted from (1) health care provider unit price increases, (2) changes in 
utilization, and (3) all other factors, such as changes in mix of services, mix of location of 
services, member demographics, and plan design. 

 
FCHP continues to target retention levels of 11% to 13% for all commercial products. The 
retention levels contain all administration costs, commissions, as well as a contribution to 
surplus.   
 
FCHP administration charges, return to surplus, and reserve practices have remained 
constant in the period 2004 through 2008. 
 
With regard to the proportion of medical trend driven by price, utilization, and other 
factors, we have the following observations: 
• As can be observed from the medical cost trend table below, for the recent years (06 -

08), average cost has been the largest component of trend.  
• Our review of the component drivers of average cost indicates that price is the largest 

driver of average cost.  As discussed above, a review of specialist office visits indicated 
that a significant component of these price increases was the use of more expensive 
providers. As we have discussed elsewhere, average price is also driven by mix change 
to more expensive technologies.  Within the inpatient component, cost per day 
increases in a case payment environment when length of stay decreases, and when 
lower-level case mix admissions are avoided, thereby leaving a higher average case mix 
for inpatient admissions.  

• With regard to utilization, our data indicate that age/gender change may be 
accountable for up to 1% of trend.  Counterbalancing this has been the growth of high 
deductible products, which tend to reduce utilization.       

 
Premium Trends  

Small Group  Large Group 

Year Increase  Year Increase 
2004 17.22%  2004 17.74% 
2005 10.03%  2005 12.09% 
2006 12.77%  2006 11.83% 
2007 11.17%  2007 12.16% 
2008 12.72%  2008 12.84% 

  
Medical Cost Trends for 

FCHP Commercial Products 
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2004-2008 
Year Unit Cost Utilization Total Trend 
2004 5.3% 7.3% 13.0% 
2005 6.9% 6.0% 13.3% 
2006 8.9% 2.3% 11.4% 
2007 6.7% 2.0% 8.8% 
2008 6.3% 2.3% 8.8% 

 
5) Please explain and submit supporting documents that show how your organization has 

considered steps to reduce the premium trend for small groups and large groups, 
including any analysis of alternative payment mechanisms for providers, and any limited-
network or tiered products for consumers. 

 
One of FCHP’s most important steps to help control premiums was to develop its Direct 
Care product.   This is a limited network product that gives our customers the chance to 
purchase coverage for a limited-network, less expensive product while still receiving the 
same level of benefits as a full-network product.  For customers who may be very price 
sensitive such as small groups, Direct Care provides a high value option for access to 
quality providers.  
 
Additionally, FCHP is developing a strategy that includes multi-specialty group practices 
and hospitals to implement innovative risk sharing agreements that could fundamentally 
improve how care is delivered while reducing medical costs.  Under these unique multi-year 
agreements, FCHP and providers will have aligned incentives to optimize care and costs 
across the health care spectrum.  Clinical leaders from each of the participating 
organizations will collaborate to design the most effective and efficient medical 
management model including workflows and care paths.  All organizations will conduct 
robust analyses of data including cost drivers and clinical outcomes.  FCHP is hopeful that 
after implementing a successful pilot, a similar program could be used in other regions 
within our service areas.   

 
6) Please explain and submit supporting documents that show how your organization has 

considered steps to reduce the range of relative prices and total medical expenses you pay 
to providers in Massachusetts, including any analysis of alternative payment mechanisms 
for providers, and any limited-network or tiered products for consumers. 
 
As part of our continued attempts to reduce the range of relative prices and resulting total 
medical expense paid to providers in Massachusetts, FCHP has completed the following: 
 
• Whenever possible, FCHP has tried to encourage providers to accept fixed pricing 

rather than percent of charge reimbursements.  On the inpatient side, this can mean 
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paying for hospital services by DRG, non-weighted case rate, or per diem 
methodologies.  On the outpatient side this can result in fixed fee schedules for lab, 
radiology, day surgery, therapies such as PT and OT, diagnostic imaging, ER services, 
etc. 

 
• FCHP has introduced programs and or provider audits to reduce non-medically 

necessary care.  These programs do not change unit cost but do reduce the total 
medical expenses paid to providers. Examples include programs aimed at overuse of 
diagnostic imaging, sleep studies, high cost implants, and drugs.   

 
• When confronted by providers who demand large percentage increases, when possible, 

FCHP has attempted to negotiate a smaller percentage increase in base fees in 
combination with a Pay for Performance (P4P) program.  This presents providers an 
opportunity to earn additional reimbursement when certain quality or utilization 
measures are met.  This combination often leads to lower total medical expense cost 
over time as the provider develops programs that manage care more efficiently and 
reduce poor patient outcomes.   

 
Hospital examples include programs to reduce readmissions within 30 days, 
implementing a CPOE system and developing a patient ambulation program.  Physician 
examples include programs to target asthmatic, diabetic, and other patients with 
chronic diseases, implementation of an electronic health record and patient 
management system, or improving immunizations for targeted patient populations. 

 
• FCHP has created a limited network product, Direct Care, to reduce total medical 

expense and resulting employer premiums.  By driving business to a more limited 
network, FCHP has been able to influence most of the high quality, efficient providers 
to accept lower reimbursement in return for the increased volume they can expect by 
participating in Direct Care.  

 
• For the most part, FCHP only recruits PCPs who have a community hospital as their 

primary admitting hospital.  This ensures that the majority of patient care will be 
delivered in the patient’s local community and when hospital level of care is necessary, 
at a community hospital.  Yet, the health plan continues to have contracts in place with 
all the more expensive teaching hospitals for those occasions when a tertiary level of 
care is truly needed.    
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Fallon Community Health Plan, Inc.
Table C.1.1: AGO Questions for Written Testimony, Question # 1

Facility
2004 Relative 

score
2005 Relative 

score
2006 Relative 

score
2007 Relative 

score
2008 Relative 

score

1 0.9 0 6 0.4
2 0.7 0.4 0.4 0.3 0.4
3 1.1
4 0.5
5 0.9
6 1.3 0.7 0 6 0.6 0.5
7 0.9 0.5 1.0
8 2.5 1.4 1 8 1.6 1.5
9 0 6 0.8
10 0.8
11 4.7 2.3 2 6 2.0 1.8
12 0.6 0.6 0.4 0.5
13 1.3
14 1.7
15 1.1 0.8 0.7 0.7 0.7
16 0.8 0.7 0.4 0.4 0.4
17 1.6 1.0 1 0 0.9 0.9
18 1.5 1.2 0.7 1.4 1.0
19 0.9 0.7 0 5 0.5 0.5
20 1.2 0.8 1 0 0.6 0.5
21 0.8
22 1.0 0.7 0.7 0.6 0.6
23 0.7 1.2 0 9 1.1 1.2
24 1.1 0.6 0 5 0.6 0.6
25 0.9 0.6 0 6 0.8 0.6
26 0.8 0.6 0 6 0.5 0.5
27 2.5 1.7 1.7 1.4 1.5
28 0.7
29 1.1 0.7 0 8 0.8 0.6
30 0.5 0.5 0 5 0.4 1.0
31 1.1 1 0 0.6 0.8
32 1.8 0.4 0.6 0.4
33 1.5 1.1 1.0 0.8
34 1.4 1.1 0 9 1.1 1.4
35 0.9 0.8 0 5 0.4 0.4
36 0.6 0.5 0 3
37 1.0 0.7 0.7 0.7 0.8
38 1.4 0.0 Con't
39 0.9 0.5 0 3 0.5 0.4
40 1.8 1.3 1 0 1.1 1.2
41 2.0 1.4 1 2 1.1 1.3
42 1.5 1.3 1.1 1.2 1.1
43 0.9 0.7 0 9 0.9 0.9
44 0.5 0.5 0 8 1.2
45 0.4

Notes:
-

LTAC, REHAB and Behavioral Health facilities).

- Excludes unpaid admissions, admissions with COB, Transplants,
admissions with ungroupable DRGs and facilities with < 10 admits

-

-
CMS grouper based on discharge date
Allowed amounts are case mix adjusted using appropriate

Case Mix Adjusted Cost per Case Relatives for Inpaitent Care by Hospital

Includes Acute Hospital admissions only (excludes admissions to SNF, TCU,

Cost comparison based on allowed amounts. 
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Fallon Community Health Plan, Inc.
Table C.1.2: AGO Questions for Written Testimony, Question #  1

Hospital 2004 2005 2006 2007 2008
A 1.1 1.4 1.2 1.1 1.1
B 0.6 0.7 0.6 0.6 0.6
C 0.9 2.1 0.9 0.9 0.8
D 0.4 0.9 0.8 1.0 1.1
E 4.0 2.9 2.5 2.6 2.7
F 0.5 1.0 0.9 0.8 0.5
G 1.0 0.7 0.7 0.7 0.7
H 1.1
I 0.6 0.4 0.5 0.5 0.5
J 2.5 1.5 1.4 1.5 1.4
K 3.1 2.4 2.6 2.9 2.9
L 1.2
M 0.6 0.9 1.0 1.1 1.1
N 0.6 0.8 0.7 0.7 0.9
O 0.4 0.5 0.7 0.5 0.5
P 0.7 0.4 0.4 0.5
Q 0.5 0.6
R 0.4 0.6 0.7 0.4 0.5
S 1.3 0.0 0.8 0.9 0.7
T 0.7 0.6 0.5 0.5 0.5
U 0.3 0.3 0.3 0.3 0.4
V 1.8 1.3 0.9 1.0 0.9
W 0.7 1.0
X 1.6 1.0 1.2 1.5 0.9
Y 0.8 1.1
Z 0.4

Methodology:
- For each year, the average allowed per unit was calculated at the procedure code/modifier level for each hospital 

(dataset includes the top hospitals by allowed $ volume that reflect at least 90% of the costs for all hospitals).

- For each hospital, the mix of procedure codes was normalized by assigning to that procedure code the volume for all hospitals. 
  A mix adjusted hospital average allowed cost per unit was then calculated for each hospital.  The average allowed cost per unit
 or each hospital was then calculated as a cost relative to all hospitals within the  identified year. The data are not severity adjusted.  
 Cost relatives are only comparable within each year. 

Hospital Outpatient Average Allowed per Procedure Relatives by Hospital 
Commercial HMO Lines of Business

Hospitals Listed Reflect at least 90% of total Hospital Dollars for each Year

Mix Adjusted Cost Relatives
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Fallon Community Health Plan, Inc.
Table C.1.3: AGO Questions for Written Testimony, Question #  1

2004 through 2008 Professional Reimbursement Relatives for
Vendor IDs  that represent at least 50% of total professional allowed$ volume for each year.

143% 143% 160% 169% 169%

Vendor 2004 2005 2006 2007 2008 Methodology: 

1 147% 144% 162% 173% 170% - For each year, the vendors  representing at least 50% of all 
2 129% 132% 145% 159% 152% professional allowed \dollar amounts were captured.
3 122% 78% 51%
4 228% 206% 239% 232% 249% - Utilization for each of these vendors was captured for each year, at the
5 135% 136% 140% 233% procedure code, modifier-level.  A standard reference fee schedule was
6 155% 159% 167% then assigned at the  procedure code-modifier level to all vendors. The  
7 134% 139% 156% 170% 170% amount actually paid to each vendor was then compared to the standard 
8 113% 120% 119% 131% reference fee schedule to develop reimbusement relatives by vendor.
9 458%
10 103%
11 139% 143% 174%
12 178% 167% 180% 211%
13 150%
14 172%
15 114% 103% 107% 115%
16 330%
17 192%
18 158% 160%
19 148%
20 109%
21 171% 172%
22 136% 153% 154%
23 63% 63%

% of Standard Reference Fee Schedule
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Fallon Community Health Plan, Inc.
Table C.2.1: AGO Questions for Written Testimony, Question #  2

Delivery System Efficiency Score
A 0.75
B 0.85
C 0.86
D 0.90
E 0.91
F 0.92
G 0.93
H 0.93
I 0.93
J 0.94
K 0.94
L 0.94
M 0.95
N 0.95
O 0.95
P 0.95
Q 0.96
R 0.96
S 0.96
T 0.96
U 0.96
V 0.96
W 0.97
X 0.97
Y 0.97
Z 0.97

AA 0.98
BB 0.98
CC 0.98
DD 0.99
EE 0.99
FF 0.99
GG 0.99
HH 1.00
II 1.00
JJ 1.00
KK 1.00
LL 1.01

MM 1.01
NN 1.01
OO 1.02
PP 1.02
QQ 1.02
RR 1.03
SS 1.04
TT 1.05
UU 1.06
VV 1.07
XX 1.07

Weighted by % use of services for HCO members by physician
GIC ETG Data 2005 - 2007

Utlilzation Efficiency Score by HCO
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Fallon Community Health Plan, Inc.
Table C.2.2: AGO Questions for Written Testimony, Question #  2

Administrative
Delivery 
System

CPI Score Regional Rank Rank
PCP Quality 

Score
Regional Rank Rank Score Regional Rank Rank Score Rank Sum

A 0.88 1.0 1 0.84 13 0.96 7 4.0 1.0
B 0.99 2.5 10 0.83 20 0.96 6 6.0 2.5
C 0.99 2.5 9 0.85 7 1.08 21 6.5 2.5
D 1.08 7.0 25 0.84 17 0.89 3 7.0 7.0
E 1.01 5.0 18 0.83 21 1.06 16 5.5 5.0
F 1.02 6.0 19 0.84 15 1.10 22 8.0 6.0
G 1.01 4.0 14 0.80 25 1.15 24 6.5 4.0

FCHP Unit Cost

Relative Rankings of HCOs Based on CPI Efficiency and Quality Scores and FCHP Unit Cost score
Region - Worcester County

CPI Efficiency CPI Quality 
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Fallon Community Health Plan, Inc.
Exhibit C.3.1: Instructions and AGO Questions for Written Testimony, Question #3

2004 2005 2006 2007 2008
Group ID PMPM PMPM PMPM PMPM PMPM

OPT=102 $225.60 $231.93 $252.93 $283.21 $275.75
OPT=160 $185.65 $231.37 $239.24 $303.97
OPT=161 $225.31 $251.65 $273.15 $286.12 $291.08
OPT=165 $230.77 $271.13 $324.47
OPT=166 $330.41 $320.03 $287.24
OPT=167 $241.34
OPT=317 $315.25 $326.68 $317.54 $339.31
OPT=321 $203.26 $266.26 $257.53 $298.42 $295.35
OPT=330 $238.92 $275.94 $303.81 $288.02 $346.49
OPT=331 $253.31 $245.75
OPT=332 $256.06
OPT=338 $263.74 $355.45
OPT=346 $193.29 $231.15 $248.76 $308.15 $287.18
OPT=347 $252.29 $285.53 $341.61 $356.65 $313.86
OPT=348 $227.37 $277.70 $289.40 $279.89 $338.83
OPT=349 $273.35 $333.37 $408.94 $403.98
OPT=354 $235.29 $292.72 $307.42 $311.04 $299.20
OPT=363 $198.50 $251.43 $267.02 $299.32 $282.30
OPT=365 $197.68 $261.84
OPT=371 $391.56 $352.67
OPT=377 $366.65
OPT=384 $310.58 $367.18
OPT=666 $246.78 $296.17 $319.51 $335.51 $359.33

Notes:
- The above data represent Commercial HMO Business by delivery system including 

 all administrative, medical management, and other supplemental payments,
 including but not limited to bonuses, grants, infrastructure funding, and 
 reinsurance recoveries".

- FCHP Administrative Expenses are not included.

- Data for groups with fewer than 11,600 member months in the given year are excluded.

- Values are case mix adjusted using the DxCG Concurrent model within each report year.

Risk Adjusted PMPM
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I, W. Patrick Hughes, am legally authorized and empowered to represent Fallon 
Community Health Plan, and attest that the foregoing written testimony 
submitted by Fallon Community Health Plan to the Division of Health Care 
Finance and Policy and the Attorney General’s Office, is true and accurate to 
the best of my knowledge and belief.   
 
Signed under the pains and penalties of perjury:   
 
 
 
AUTHORIZED SIGNATORY: ___________________________________________________________ 
        (signature) 
Print Name:  W. Patrick Hughes 
 
Title:  Interim President and CEO 
 
Date: March 3, 2010 
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Division of Health Care Finance and Policy
Two Boylston Street
Boston, MA 02116
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February 12, 2010

Bruce Bullen
Interim CEO
Harvard Pilgrim Health Care, Inc.
93 Worcester Street
Wellesley, MA 02481
617-509-1000

Dear Mr. Bullen:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office (AGO), is required by state law to hold annual public hearings concerning health
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative
sample of health care providers and payers as witnesses for such hearing. In accordance with these
provisions, Harvard Pilgrim Health Care, Inc. has been identified as a witness and is hereby
requested to submit written testimony to the questions in “Exhibit B” and “Exhibit C” in
accordance with this notice and exhibits.

The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit
additional information that explains the premium and cost increases, to gather your perspective on
the dynamics driving the trends observed, and to obtain your recommendations for short and long
term solutions to such dynamics.

Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b)
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be
the subject of these hearings. Based on the findings of that Preliminary Report, the Attorney
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends
http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf


that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

Harvard Pilgrim Health Care, Inc. is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday,
February 26, 2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Harvard Pilgrim Health Care, Inc. no later than March 5th and determine whether you will be
required to provide oral testimony at the hearings, and if so, the time period for which you must be
present.  Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures:
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and DHCFP Questions for Written Testimony
Exhibit C: Instructions and AGO Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and DHCFP Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data, or finding that differs from your organization’s experience and
the potential reasons therefore.

Questions Regarding Premium Pricing and Market Sector Differences

2) What were the differences by market sector in general administrative expenses built into your
pricing from 2008 to the present?  What portion of the differential by group size was attributable
to fixed costs being spread over different group sizes?  To what was the remainder of the
difference attributable?

3) We found that, when adjusted for differences in benefits and demographics, small employers are
being charged higher premiums and are experiencing a greater growth in premiums than mid-
sized and large firms.  Is this finding consistent with your health plan’s experience? Please
comment on why you think this is happening and what can be done to assist small employers.

4) We also found that most of the difference in adjusted premium levels for small group vs. mid-
size and large group was due to differences in medical spending rather than retention. Is this
finding consistent with your health plan’s experience? Please comment on why you think this is
happening and what can be done to assist small employers.

5) Small firms (with fewer than 51 employees) frequently indicate receipt of double digit premium
increases even though our analysis shows the average premium PMPM increase for the small
group market during the period studied to be below 10%. Please provide the distribution of
premium increases for small employers renewing in 2008 and 2009 that were quoted assuming
that no benefit changes would be made by the employer.

mailto:costtrends@hcf.state.ma.us
mailto:Nordahl@state.ma.us
www.mass.gov/dhcfp/costtrends


6) We understand that premiums for any given effective date are set prospectively based on claims
experience from approximately a year and a half earlier.  How well have your estimates matched
actuals in 2006-2009? Do you see increasing volatility in claims costs, or prices/utilization rising
more quickly than anticipated?

Questions Regarding Trend Towards Self-insured

7) We have seen an increase in the percent of members enrolled in self-insured plans over the past
few years.  Please provide information on the size of the firms that are becoming self-insured.
Does it differ from those firms that have traditionally self-insured?  What rationale are
employers providing for changing to self-insured plans?

8) Please provider an overview of the reinsurance products that the newly self-insured employers
purchase from your organization.

9) We found that the growth in spending for health care services in self-insured and insured large
groups was faster than that in small and mid-sized groups. We also found that these groups
generally offered richer benefit packages and have had a slower “buy-down” than the other
markets. Has your organization found a similar trend?  If so, to what can you attribute this
trend? Are there other factors associated with this trend besides the cost sharing differences for
members?  Has this trend continued in 2009 and 2010?

Questions Regarding Claims Trends

10) We found that increased prices were the most important driver of health care costs. We were
unable to determine how much of the price increase was because of higher negotiated base rates
and how much was because of care being delivered in more expensive settings.  What do you
believe to be the relative contribution to price increases of this shift to more expensive
locations? What solutions, if any, are you developing to address this trend?

11) We found that expenditures on hospital outpatient facility services grew – both due to increases
in prices and an increase in the volume of services.  In examining your plan’s experience, what
have you found accounts for the growth of hospital outpatient facility prices per service?  What
accounts for the growth in utilization of outpatient hospital facility services? Do you foresee the
same factors continuing to drive high growth in facility charges in future years? What might be
done to mitigate this cost growth?

12) By how much do the rates your organization pays vary when procedures are provided in hospital
facilities rather than freestanding facilities or a physician’s office?  How do these rates correlate
with underlying costs of these different providers?

13) The growth in imaging services continues to be an important factor in cost growth. What steps
are you taking, if any, to reduce the growth rate in imaging services? Do you have different pre-
authorization policies for imaging services done in an outpatient facility, freestanding facility and
a physician’s office? If so, please provide a brief description.



Questions Regarding Provider Rate Negotiations

14) What factors do you consider when negotiating payment rates for inpatient care, facility charges
for outpatient care, and physicians, and other professionals?  Please explain each factor and rank
them in the order of impact on negotiated rates.

15) Is there a material difference in how you approach contracts when you are contracting with a
health care system vs. contracting with organizations representing a single facility or provider
group?

16) We understand that certain systems demand higher rates because of geographic isolation,
specialty practice and reputation. Please explain your understanding of this dynamic. Has this
always been the case? Has this pattern changed over the past 10-20 years?

Questions Regarding Possible Approaches to Mitigating Cost Growth

17) What actions is your organization currently undertaking that could slow the growth in
premiums, including but not limited to alternative payment methods, provider network
strategies, benefit designs and consumer information and incentives.

a. What current factors limit your ability to execute these strategies or limit their
effectiveness?

b. What systemic or policy changes would allow you to carry out these strategies more
effectively?

c. What other systemic or policy changes do you think would encourage or help health
care providers to operate more efficiently without reducing quality?

18) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding
quality and the reimbursement rates paid by each carrier to each hospital or system
in a manner that identifies all relevant organizations?  What is the advantage or
disadvantage to your organization of the current confidential system?

Other Questions

19) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

20) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Exhibit C: Instructions and AGO Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax).

Questions

1) Please explain and submit a summary table showing the range of your relative commercial prices
or payments from 2004-2008 for each acute care hospital and large physician group in
Massachusetts (i.e., physicians who contract through a PHO, IPA, multi-specialty group, or
other group arrangement).

2) Please explain and submit supporting documents that show the results of any analysis you have
done on the extent to which the range in your relative commercial prices for Massachusetts
providers is correlated to: (1) the quality of care you have measured or tracked for the providers,
(2) the sickness or complexity of the population being served, (3) the relative market position of
the provider in your network, or (4) other factors that you have considered in negotiating and
setting price or payment rates for providers.

3) Please explain and submit a summary table showing the range of health status-adjusted fully-
loaded total medical expenses you paid on a per member per month basis from 2004 to 2008 for
each Massachusetts provider in your network who contracts through a PHO, IPA, multi-
specialty group, or other group arrangement, with each provider identified by whether it was
paid on a global payment basis (i.e., any form of risk payment with a potential for a deficit
beyond retention) or on a fee-for-service basis.  “Fully-loaded” means inclusive of all
administrative, medical management, and other supplemental payments, including but not
limited to bonuses, grants, infrastructure funding, and reinsurance recoveries.

4) Please explain and submit a summary table showing your premium trends from 2004 to 2008
with details on how much of your premium trend resulted from increases in administrative costs,
reserve practices, and medical trend, including the proportion of medical trend that resulted
from (1) health care provider unit price increases, (2) changes in utilization, and (3) all other
factors, such as changes in mix of services, mix of location of services, member demographics,
and plan design.

mailto:costtrends@hcf.state.ma.us
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5) Please explain and submit supporting documents that show how your organization has
considered steps to reduce the premium trend for small groups and large groups, including any
analysis of alternative payment mechanisms for providers, and any limited-network or tiered
products for consumers.

6) Please explain and submit supporting documents that show how your organization has
considered steps to reduce the range of relative prices and total medical expenses you pay to
providers in Massachusetts, including any analysis of alternative payment mechanisms for
providers, and any limited-network or tiered products for consumers.
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Division of Health Care Finance and Policy
Two Boylston Street
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February 12, 2010

Peter F. Straley
President and CEO
Health New England
One Monarch Place, STE 1500
Springfield, MA 01144-1500

Dear Mr. Straley:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office (AGO), is required by state law to hold annual public hearings concerning health
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative
sample of health care providers and payers as witnesses for such hearing. In accordance with these
provisions, Health New England has been identified as a witness and is hereby requested to submit
written testimony to the questions in “Exhibit B” and “Exhibit C” in accordance with this notice
and exhibits.

The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit
additional information that explains the premium and cost increases, to gather your perspective on
the dynamics driving the trends observed, and to obtain your recommendations for short and long
term solutions to such dynamics.

Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b)
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be
the subject of these hearings. Based on the findings of that Preliminary Report, the Attorney
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends
http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf


that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

Health New England is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday,
February 26, 2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Health New England no later than March 5th and determine whether you will be required to
provide oral testimony at the hearings, and if so, the time period for which you must be present.
Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures:
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and DHCFP Questions for Written Testimony
Exhibit C: Instructions and AGO Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and DHCFP Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data, or finding that differs from your organization’s experience and
the potential reasons therefore.

Questions Regarding Premium Pricing and Market Sector Differences

2) What were the differences by market sector in general administrative expenses built into your
pricing from 2008 to the present?  What portion of the differential by group size was attributable
to fixed costs being spread over different group sizes?  To what was the remainder of the
difference attributable?

3) We found that, when adjusted for differences in benefits and demographics, small employers are
being charged higher premiums and are experiencing a greater growth in premiums than mid-
sized and large firms.  Is this finding consistent with your health plan’s experience? Please
comment on why you think this is happening and what can be done to assist small employers.

4) We also found that most of the difference in adjusted premium levels for small group vs. mid-
size and large group was due to differences in medical spending rather than retention. Is this
finding consistent with your health plan’s experience? Please comment on why you think this is
happening and what can be done to assist small employers.

5) Small firms (with fewer than 51 employees) frequently indicate receipt of double digit premium
increases even though our analysis shows the average premium PMPM increase for the small
group market during the period studied to be below 10%. Please provide the distribution of
premium increases for small employers renewing in 2008 and 2009 that were quoted assuming
that no benefit changes would be made by the employer.

mailto:costtrends@hcf.state.ma.us
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6) We understand that premiums for any given effective date are set prospectively based on claims
experience from approximately a year and a half earlier.  How well have your estimates matched
actuals in 2006-2009? Do you see increasing volatility in claims costs, or prices/utilization rising
more quickly than anticipated?

Questions Regarding Trend Towards Self-insured

7) We have seen an increase in the percent of members enrolled in self-insured plans over the past
few years.  Please provide information on the size of the firms that are becoming self-insured.
Does it differ from those firms that have traditionally self-insured?  What rationale are
employers providing for changing to self-insured plans?

8) Please provider an overview of the reinsurance products that the newly self-insured employers
purchase from your organization.

9) We found that the growth in spending for health care services in self-insured and insured large
groups was faster than that in small and mid-sized groups. We also found that these groups
generally offered richer benefit packages and have had a slower “buy-down” than the other
markets. Has your organization found a similar trend?  If so, to what can you attribute this
trend? Are there other factors associated with this trend besides the cost sharing differences for
members?  Has this trend continued in 2009 and 2010?

Questions Regarding Claims Trends

10) We found that increased prices were the most important driver of health care costs. We were
unable to determine how much of the price increase was because of higher negotiated base rates
and how much was because of care being delivered in more expensive settings.  What do you
believe to be the relative contribution to price increases of this shift to more expensive
locations? What solutions, if any, are you developing to address this trend?

11) We found that expenditures on hospital outpatient facility services grew – both due to increases
in prices and an increase in the volume of services.  In examining your plan’s experience, what
have you found accounts for the growth of hospital outpatient facility prices per service?  What
accounts for the growth in utilization of outpatient hospital facility services? Do you foresee the
same factors continuing to drive high growth in facility charges in future years? What might be
done to mitigate this cost growth?

12) By how much do the rates your organization pays vary when procedures are provided in hospital
facilities rather than freestanding facilities or a physician’s office?  How do these rates correlate
with underlying costs of these different providers?

13) The growth in imaging services continues to be an important factor in cost growth. What steps
are you taking, if any, to reduce the growth rate in imaging services? Do you have different pre-
authorization policies for imaging services done in an outpatient facility, freestanding facility and
a physician’s office? If so, please provide a brief description.



Questions Regarding Provider Rate Negotiations

14) What factors do you consider when negotiating payment rates for inpatient care, facility charges
for outpatient care, and physicians, and other professionals?  Please explain each factor and rank
them in the order of impact on negotiated rates.

15) Is there a material difference in how you approach contracts when you are contracting with a
health care system vs. contracting with organizations representing a single facility or provider
group?

16) We understand that certain systems demand higher rates because of geographic isolation,
specialty practice and reputation. Please explain your understanding of this dynamic. Has this
always been the case? Has this pattern changed over the past 10-20 years?

Questions Regarding Possible Approaches to Mitigating Cost Growth

17) What actions is your organization currently undertaking that could slow the growth in
premiums, including but not limited to alternative payment methods, provider network
strategies, benefit designs and consumer information and incentives.

a. What current factors limit your ability to execute these strategies or limit their
effectiveness?

b. What systemic or policy changes would allow you to carry out these strategies more
effectively?

c. What other systemic or policy changes do you think would encourage or help health
care providers to operate more efficiently without reducing quality?

18) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding
quality and the reimbursement rates paid by each carrier to each hospital or system
in a manner that identifies all relevant organizations?  What is the advantage or
disadvantage to your organization of the current confidential system?

Other Questions

19) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

20) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Exhibit C: Instructions and AGO Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax).

Questions

1) Please explain and submit a summary table showing the range of your relative commercial prices
or payments from 2004-2008 for each acute care hospital and large physician group in
Massachusetts (i.e., physicians who contract through a PHO, IPA, multi-specialty group, or
other group arrangement).

2) Please explain and submit supporting documents that show the results of any analysis you have
done on the extent to which the range in your relative commercial prices for Massachusetts
providers is correlated to: (1) the quality of care you have measured or tracked for the providers,
(2) the sickness or complexity of the population being served, (3) the relative market position of
the provider in your network, or (4) other factors that you have considered in negotiating and
setting price or payment rates for providers.

3) Please explain and submit a summary table showing the range of health status-adjusted fully-
loaded total medical expenses you paid on a per member per month basis from 2004 to 2008 for
each Massachusetts provider in your network who contracts through a PHO, IPA, multi-
specialty group, or other group arrangement, with each provider identified by whether it was
paid on a global payment basis (i.e., any form of risk payment with a potential for a deficit
beyond retention) or on a fee-for-service basis.  “Fully-loaded” means inclusive of all
administrative, medical management, and other supplemental payments, including but not
limited to bonuses, grants, infrastructure funding, and reinsurance recoveries.

4) Please explain and submit a summary table showing your premium trends from 2004 to 2008
with details on how much of your premium trend resulted from increases in administrative costs,
reserve practices, and medical trend, including the proportion of medical trend that resulted
from (1) health care provider unit price increases, (2) changes in utilization, and (3) all other
factors, such as changes in mix of services, mix of location of services, member demographics,
and plan design.
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5) Please explain and submit supporting documents that show how your organization has
considered steps to reduce the premium trend for small groups and large groups, including any
analysis of alternative payment mechanisms for providers, and any limited-network or tiered
products for consumers.

6) Please explain and submit supporting documents that show how your organization has
considered steps to reduce the range of relative prices and total medical expenses you pay to
providers in Massachusetts, including any analysis of alternative payment mechanisms for
providers, and any limited-network or tiered products for consumers.
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Health New England Responses for 

Division of Health Care Finance And Policy 

March 3, 2010 
1. After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please 

provide the commentary on any data, or finding that differs from your organization’s 
experience and the potential reason therefor.  

After reviewing the DHCFP preliminary reports, it is clear that they correctly identify several 
key issues: 

• The cost of health care for Massachusetts health plans constitutes nearly 90% of health care 
premiums 

• Increases in the cost of health care are the primary drivers of increases in the cost of 
premiums 

• Health care costs are going up more quickly than the costs of premiums, in part because 
employers have been “buying down” to plans with greater cost sharing 

More to the point, the DHCFP preliminary reports make clear that health care costs are not going 
up for any single reason, but for multiple reasons:  more inpatient and outpatient hospital use, 
more use of specialist physician services, more use of high technology services, higher prices for 
medical services, and so on.  For that reason, it is clear to us that there is no simple solution to 
the problem of high costs for medical care coverage.  Any cost solution needs to deal with the 
many factors that are combining to raise the cost of health care.   

Questions Regarding Premium Pricing and Market Sector Differences 

2. What were the differences by market sector in general administrative expenses built into 
your pricing from 2008 to the present?  What portion of the differential by group size was 
attributable to fixed cost being spread over different group sizes?  To what was the 
remainder of the difference attributable? 

Administrative expenses built into HNE premium pricing include both fixed and variable 
components.  The variable components are comprised of retention (profit), broker sales 
commissions and premium taxes (applicable to PPO products).  These variable components are 
applied to the premium on a percentage basis.  The applicable percentage does not vary by group 
size or product (other than PPO premium taxes).  The bulk of HNE’s administrative expense load 
is built into the premium as a fixed per member per month amount.  This fixed administrative 
expense component does not vary by group size or benefit level.   
 
Although the administrative load is fixed, and does not vary by group size, HNE does vary 
premium rates by group size.  For groups 50 and smaller, the variation is within the boundaries 
permitted by Chapter 176J of the Massachusetts general laws.  An additional .047 reduction is 
applied when group size is 51 or larger.*   
 

 

                                                 
* Comparing groups of 6-50 to groups 51 and larger. 
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3. We found that, when adjusted for differences in benefits and demographics, small 
employers are being charged higher premiums and are experiencing a greater growth in 
premiums than mid-sized and large firms.  Is this finding consistent with your health plan’s 
experience?  Please comment on why you think this is happening and what can be done to 
assist small employers.  

Small group premiums are, in general, charged higher premiums than large groups, for several 
reasons: 

• The small group sector includes individuals, who have higher medical costs than groups for 
selection reasons: individuals are likely to enter the insurance market if they develop health 
problems and more likely to leave it if they are healthy.  The individual mandate does not 
eliminate this effect.   

• Small groups have some of the same characteristics: the presence or absence of a small 
number of less healthy individuals may influence a group’s decision to obtain or retain 
coverage.  A small group consisting entirely of very healthy individuals may be more likely 
to drop coverage or choose not to obtain it.   

• Small groups also do not have the same infrastructure or ability as large groups to sponsor 
wellness or health promotion activities. 

See the next response (4) for further discussion of this question. 

 

4. We also found that most of the difference in adjusted premium levels for small group vs. 
mid-size and large group was due to differences in medical spending rather than retention.  
Is this finding consistent with your health plan’s experience? Please comment on why you 
think this is happening and what can be done to assist small employers.  

Please refer to the preceding response.  We believe that medical costs for small groups, for the 
reasons outlined above, are higher than for larger groups.  In developing rates, we start with the same 
assumed retention as for small groups.  Large groups, since they are not subject to small group rating 
rules, may receive some rate discount to secure the sale, but this is variable from group to group 
depending on all of the relevant circumstances.  Although discounting is not permitted under small 
group rating laws, the rating laws are, over all, beneficial to small groups, by establishing the largest 
possible risk pool for small group rates, for assuring maximum access to insurance for all small 
groups (and avoiding any risk selection by carriers) and by assuring maximum predictability and 
stability for small groups overall. 

To assist small groups, it would be worth considering a variety of specific proposals, such as: 

• Accelerating progress toward provider payment reform 
• Making changes to open enrollment rules for individuals (Individuals are now covered 

within the small group insurance pool, which has lowered premiums for individuals and 
raised them for small groups. Having a single open enrollment period for individuals 
would avoid make individuals less costly to insure over all.)  

• Considering changes to Chapter 93A to assure that self-insured groups do not divide the 
risks, retaining healthier individuals in the self insured group and sending less healthy 
individuals to the Connector 
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• Making it easier to offer products with restricted provider networks 
• Renewing a moratorium on new mandated benefits and repealing benefits that are no 

longer effective or appropriate   

 

5. Small firms (with fewer than 51 employees) frequently indicate receipt of double digit 
premium increases even though our analysis shows the average premium PMPM increase 
for the small group market during the period studied to be below 10%.  Please provide the 
distribution of premium increases for small employers renewing the 2008 and 2009 that 
were quoted assuming that no benefit changes would be made by the employer. 

Our average premium rate increases in 2008, prior to any benefit changes, were 8.5%; in 2009, 
they averaged 6.3%.  The reason that groups may report much larger increases involves the way 
that small group premiums are set under state law, as explained below. 

When the premium rate is set for any specific group, the small group base premium is modified 
by several factors permitted by Massachusetts small group laws and regulations.  The primary 
factor influencing rates is the age of the insured small group.  A group that loses one or more 
younger employees may find that its average age for rating purposes increases dramatically.  
This change is additive to the effect of any increase in the underlying base premium.  Rates are 
permitted to vary within a range of 2 to 1 (comparing the highest possible premium to the lowest 
possible premium) based on certain factors prescribed by law.  In addition, the rate may vary by 
group size, within a prescribed range, and may vary based on “rate basis type” (such as variation, 
for example, based on whether the premium is for a single person or a family). 

The examples given below show how, in certain circumstances, changes to the base rate in small 
groups can be quite dramatic.  The first example reflects an actual employer group, and 
represents the highest premium increase that HNE gave to a small group in 2009.  The example 
shows factors both increasing the basic premium and decreasing it.  The base premium increase 
in this case was 8.3%.  This group went from a group size of “6-50” to a group size of “1-5.”  As 
a result, the rate was increased by 15.76% based on the “Group Size” factor.  Since the 
composite age of the group increased, the “Age Factor” also changed, which increased rates by 
an additional 16.4%.   

At the same time, some changes in the group reduced the final rate.  The “Rate Basis Factor,” 
which reflects changes in the percentage of the group that have single rates, family rates, etc. 
went down, reducing the premium rate by 7.6%.  This group also saw a premium reduction due 
to changes in the benefits covered by their plan, reducing the premium by 3.1%.  The final 
premium, after all of these additions and reductions, was 29.76%.   
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Company A Factors that increased 

premium: 
   

 Base Premium 8.30% +   
  Age 16.40% +   
  Group Size 15.76% +   
      
  Factors that decreased 

premium: 
   

  Rate Basis 
Factor (7.60%) - 

  

  Benefit 
Adjustment (3.10%) - 

  

   29.76% Increase   
 
The next example shows the opposite situation.  In this case, even though the base rate went up by the 
same amount as in the previous example, the final premium rate went down by nearly 10% from the 
previous year.  In this case, the increase in the base premium was offset by a change in the composite 
age of the group (the “Age Factor”), a change in group size and a change in the mix of rate basis types 
(e.g., single or family coverage).  Each of these factors reduced the premium, more than offsetting the 
increase in the base premium:  
 
 
Company B Factors that Increased 

Premium    
 Base Premium 8.30% +   
      

  
Factors that decreased 

premium    
  Age (3.00%) -   
  Group Size (13.60%) -   

  
Rate Basis 
Factor (1.40%) -   

   (-9.70%) Decrease   

 
 
 

6. We understand that premiums for any given effective date are set prospectively based on 
claims experience from approximately a year and a half earlier.  How well have your 
estimates matched actuals in 2006-2009?  Do you see increasing volatility in claims cost, or 
prices/utilization rising more quickly than anticipated? 



5 
 

The chart below provides a comparison of assumed medical trends as compared to 
actual/projected medical trends from 2007 through 2009: 

 
                  

                  

                  

  
 

HNE Medical Trend 2006-2009 
  2006  2007  2008  2009 
Assumed 11.6% 10.2% 9.8% 6.7% 
Actual 10.1% 7.4% 5.9% 8.2%* 

 
 
 

Please note that differences between the assumed and actual trends affect the premium rates for 
the succeeding year; the difference is used to “true up” the next premium level.  If last year’s 
actual medical trend is lower than what was assumed in developing last year’s rate, then this 
year’s premium can be adjusted downward.  If last year’s actual medical trend is higher than 
what was assumed, then this year’s premium should be adjusted upward.   

 
 

 
Questions Regarding Tend Towards Self-insured 

7. We have seen an increase in the percent of members enrolled in self-insured plans over the 
past few years.  Please provide information on the size of the firms that are becoming self-
insured. Does it differ from those firms that have traditionally self-insured?  What rationale 
are employers providing for changing to self-insured plans? 

 

Self-Insured Employer Groups 2006 - 2010 
Membership as of 12/31 

Year Members Groups Average 
Size 

Smallest 
Group 

Largest 
Group 

2006 30,401 19 1,600 102 13,114 
2007 30,595 17 1,800 27 13,858 
2008 32,900 17 1,935 41 14,359 
2009 33,345 17 1,961 40 14,909 
2010 34,622 17 2,037 140 16,057 

      
      

 
As the information above indicates, our self-insured groups have remained fairly stable since 
2006.   
 
 

                                                 
* Results for 2009 are not final, and reflect our expected trend results for the year. 
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8. Please provide an overview of the reinsurance products that the newly self-insured 
employers purchase from your organization. 

This question is not applicable; HNE does not sell any reinsurance products. 

 

9. We found that growth in spending for health care services in self-insured and insured large 
groups was faster than that in small and mid-sized groups.  We also found that these 
groups generally offered richer benefit packages and have had a slower “buy-down” than 
the other markets.  Has your organization found a similar trend?  If so, to what can 
attribute this trend? Are there other factors associated with this trend besides the cost 
sharing differences for members?   Has this trend continued in 2009 and 2010? 

 
HNE has not performed any analysis specifically comparing overall medical cost trends or 
buying patterns between small and large employer groups.  Much of HNE’s business is 
comprised of small employer groups.  HNE’s “large” employer groups are often of smaller size 
than might be true of other carriers, usually less than 300 enrolled subscribers.  When developing 
premium rates, the same base medical rates and medical trend assumptions are used for both 
small and large employer groups.  Manual premiums for large employer groups differ only by 
the use of a different group size factor (see question 2). 
 
 
 
 

Questions Regarding Claims Trend 
 
10. We found that increased prices were the most important driver of health care costs.  We 

were unable to determine how much of the price increase was because of higher negotiated 
base rates and how much was because of care being delivered in more expensive settings.  
What do you believe to be the relative contribution to price increases of this shift to more 
expensive locations?  What solutions, if any, are you developing to address this trend? 

 As we look at recent cost trends, our analysis indicates that the majority (60% - 75%) of the total 
cost trend is being driven by unit cost increases.  The remaining portion of the increase, we 
believe, is being driven by a number of different factors which have increased the amount, cost, 
distribution and intensity of healthcare services.  We have not been able to separately isolate 
each of these factors.  We have seen increases due to:  

• The percentage of services performed in more expensive facilities  
• New technologies and their aggressive use, such as newly available and expensive 

biologic agents and other drugs  (notably in oncology)  
• Hospital and physician service expansion:  

o New services 
o Greater use of certain services such as sleep studies, digital mammography and 

robotic surgery 
• Increases in membership in more expensive geographic areas 
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Additionally, as higher cost facilities continue to expand services, even if total utilization of 
services remains unchanged, the overall distribution towards more expensive sites drives up 
overall costs. 

 
11. We found that expenditures on hospital outpatient facility services grew – both due to 

increase in prices and an increase in the volume of services.  In examining your plan’s 
experience, what have you found accounts for the growth of hospital outpatient facility 
prices per service?  What accounts for the growth in utilization of outpatient hospital 
facility services?  Do you foresee the same factors continuing to drive high growth in 
facility charges in future years?  What might be done to mitigate this cost growth? 

 
HNE’s medical cost data shows that outpatient facility spending has increased at levels higher 
than other medical (including pharmacy) categories.  Our belief is that this is occurring for the 
following reasons: 

 
• Changes in technology have enabled procedures which in the past were performed 

exclusively in an inpatient setting to be performed in an outpatient setting.  An example of 
such a procedure would be interventional cardiac catheterizations. 

 
 
• The emergence of new technology and changes in practice patterns.  Some examples of this 

would be the emergence of new (and very expensive) oncology drugs and the aggressiveness 
of cancer treatments.  The migration to digital mammography also resulted in significant cost 
increases because reimbursement is primarily based on a Medicare fee schedule and the 
Medicare payment provides for a much higher payment for digital mammography as opposed 
to using the older mammography technology. 

 
• Finally, we are finding that virtually all of our network hospitals are expanding their 

offerings of outpatient services and community providers are also investing in outpatient 
services and infrastructure to provide services which were previously only available in a 
hospital outpatient setting.  We believe that this increase in supply has also increased the 
demand/utilization of outpatient facility services. 

 
 

12. By how much do the rates your organization pays vary when procedures are provided in 
hospital facilities rather than freestanding facilities or a physician’s office?  How do these 
rates correlate with underlying costs of these different providers?   

Payment rates for outpatient services do vary across different providers within HNE’s network.  
There are several reasons for this variability, which include the fact that the cost of services 
varies within each community, based on the composition of providers (more choice vs. less 
choice) and their respective brand power.  The same is true for hospitals.  Those hospitals that 
have higher “brand” recognition or who are geographically isolated tend to have higher costs.  
Differences in reimbursement methodologies also result in different payment levels for similar 
services.  Medicare payment methodology (on which many of our reimbursements are based), 
allows for a separate facility fee to be billed in addition to the professional component, thus 
making procedures in an outpatient facility setting more expensive.  Providers do not generally 
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furnish us with their internal cost data, and we cannot say how the providers’ underlying costs 
compare to one another.  

 
 

13. The growth in imaging services continues to be an important factor in cost growth.  What 
steps are you taking, if any, to reduce the growth rate in imaging services? Do you have 
different pre-authorization policies for imaging services done in an outpatient facility, 
freestanding facility and a physician’s office?  If so, please provide a brief description 

Radiology Management Program: 
HNE has contracted with National Imaging Associates (NIA) to manage the pre-certification 
process for high-technology radiology and imaging procedures (CT, MRI/MRA and PET scans) 
performed in the outpatient setting.  Requests for use of these high technology services are 
reviewed against medical best practice protocols to determine if they are medically necessary.  
Tests that are not medically necessary are not only wasteful, they in many cases subject the 
patient to unnecessary radiation or other medical risks.   

Our data on denials show that about 4% of the requested services are not found to be medically 
necessary.  Although this percentage is small, the program has had the overall effect of slowing 
the growth rate of these services and, we believe it has helped to promote better overall use of 
these services.  HNE does not have different policies for imaging services differently in 
outpatient facilities, freestanding facilities and physician offices.  No precertification is required 
in Emergency Departments.  

AGO Questions 

1. Please explain and submit a summary table showing the range of your relative commercial 
prices or payments from 2004-2008 for each acute care hospital and large physician group 
in Massachusetts (i.e., physicians who contract through a PHO, IPA, multi-specialty group, 
or other group arrangement).  

See Attachment AG-1. 

 

2. Please explain and submit supporting documents that show the results of any analysis you 
have done on the extent to which the range in your relative commercial prices for 
Massachusetts providers is correlated to: (1) the quality of care you have measured or 
tracked for the providers, (2) the sickness or complexity of the population being served, (3) 
the relative market position of the provider in your network, or (4)  other factors that you 
have considered in negotiating and setting price or payment rates for providers. 

The following table compares case mix adjusted allowable amounts per admission for in-plan 
hospitals in western Massachusetts and for non-plan hospitals in the Boston area.   

Hospital 

Case Mix 
Adjusted 

Allowable per 
Admit 

In Plan Hospital A $9,269 
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In Plan Hospital B $9,124 
In Plan Hospital C $8,448 
In Plan Hospital D $7,152 
In Plan Hospital E $6,315 
In Plan Hospital F $6,036 
In Plan Hospital G $5,407 
In Plan Hospital H $5,255 
In Plan Hospital I $5,036 
In Plan Hospital J $4,896 
In Plan Hospital K $4,875 
In Plan Hospital L $4,766 
In Plan Hospital M $4,758 
In Plan Hospital N $4,683 
   

Hospital 
DRG Adjusted 
Allowable per 

Admit 
Boston 1 $14,659 
Boston 2 $13,025 
Boston 3 $12,325 
Boston 4 $8,579 
Boston 5 $8,164 
Boston 6 $5,935 
Boston 7 $5,286 
Boston 8 $4,204 
Boston 9 $3,255 

 

 
 

3. Please explain and submit a summary table showing the range of health status-adjusted 
fully-loaded total medical expenses you paid on a per member per month basis from 2004-
2008 for each Massachusetts provider in your network who contracts through a PHO, IPA, 
multi-specialty group or other group arrangement, with each provider identified by 
whether it was paid on a global payment basis (i.e., any form of risk payment with a 
potential for a deficit beyond retention) or on a fee-for-service basis.  “Fully-loaded” means 
inclusive of all administrative, medical management, and other supplemental payments, 
including but not limited to bonuses, grants, infrastructure funding, and reinsurance 
recoveries.  

The following chart shows the total cost of care for each of HNE’s provider pools.  We do not 
have an analysis which shows total medical expenses adjusted for health status.  We do, 
however, adjust the budget for each pool by considering the demographics (age and sex) of the 
members covered, as well as their benefit levels.  While the demographics do not completely 
reflect the health status of the pool member members, they are a reasonable predictor of what the 
differences in health status might be.  The chart below also shows how the actual medical costs 
varied from the amount predicted in the medical budget, and shows whether the group was paid 
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on a fee-for-service or global capitation basis.  With one exception, the amounts shown below do 
not include behavioral health costs. 

 

 

HEALTH NEW ENGLAND      
HSF $PMPM 

Summary 
       

        
        
   FY2006   FY2007    FY2008   

HSF 
Group 

Payment 
Method 

Medical 
Budget 

Medical 
Costs 

Variance 
Fav/(Unfav)

Medical 
Budget 

Medical 
Costs 

Variance 
Fav/(Unfav) 

Medical 
Budget 

Medical 
Costs 

Variance 
Fav/(Unfav)

4.  FFS  $284.44 $287.10 ($2.66) $268.89 $276.47 ($7.58)  $325.57 $305.44 $20.13 
5.  FFS  $285.92 $291.08 ($5.16) $305.16 $328.02 ($22.86)  $326.36 $357.04 ($30.68)
6.  FFS  n/a n/a n/a n/a n/a n/a  $156.83 $232.80 ($75.97)
7.  FFS  $227.69 $322.58 ($94.89) $243.42 $362.09 ($118.67)  $252.71 $385.85 ($133.14)
8.  FFS  $241.42 $407.03 ($165.61) $254.32 $397.21 ($142.89)  $272.27 $427.96 ($155.69)
9.  FFS  $285.34 $277.91 $7.43 $303.47 $278.77 $24.70  $330.35 $290.66 $39.69 
10.  FFS  $273.88 $256.82 $17.06 $284.21 $273.93 $10.28  $300.09 $280.00 $20.09 
11.  FFS  n/a n/a n/a $274.82 $284.75 ($9.93)  $263.66 $555.15 ($291.49)
12.  FFS  $261.59 $253.37 $8.22 $277.72 $282.08 ($4.36)  $293.68 $295.52 ($1.84)
13.  FFS  $124.01 $128.35 ($4.34) $128.52 $156.28 ($27.76)  $138.63 $158.91 ($20.28)
14.  FFS  $123.87 $110.51 $13.36 $128.50 $129.80 ($1.30)  $134.77 $135.11 ($0.34)
15.  FFS  $124.45 $106.37 $18.08 $129.41 $137.09 ($7.68)  $142.56 $146.48 ($3.92)
16.  FFS  $293.42 $296.37 ($2.95) $312.26 $308.52 $3.74  $330.58 $326.24 $4.34 
17.  FFS  $292.22 $299.55 ($7.33) $309.32 $326.54 ($17.22)  $332.25 $321.85 $10.40 
18.  FFS  $288.27 $293.47 ($5.20) $307.94 $312.05 ($4.11)  $328.31 $332.14 ($3.83)
19.  FFS  $320.00 $310.72 $9.28 $342.89 $357.56 ($14.67)  $366.41 $375.59 ($9.18)
20.  FFS  $235.83 $208.02 $27.81 $255.57 $242.30 $13.27  $271.80 $275.02 ($3.22)
21.  FFS  $179.78 $165.13 $14.65 $193.36 $174.15 $19.21  $204.59 $215.48 ($10.89)
22.  FFS  $124.98 $126.60 ($1.62) $129.84 $148.72 ($18.88)  $138.64 $138.23 $0.41 
23.  FFS  $255.69 $251.09 $4.60 $269.06 $328.46 ($59.40)  $283.26 $334.91 ($51.65)
24.  FFS  $228.06 $238.35 ($10.29) $241.54 $260.91 ($19.37)  $256.89 $273.65 ($16.76)
25.  FFS  n/a n/a n/a $256.96 $450.30 ($193.34)  $270.70 $270.05 $0.65 
26.  FFS  $312.43 $339.39 ($26.96) $328.56 $345.87 ($17.31)  $341.59 $380.17 ($38.58)
27.  FFS  $295.85 $310.45 ($14.60) $304.00 $271.55 $32.45  $317.36 $367.27 ($49.91)
28.  FFS  $266.87 $326.32 ($59.45) $282.83 $336.50 ($53.67)  $296.68 $343.87 ($47.19)
29.  FFS  $133.99 $125.26 $8.73 $138.32 $109.59 $28.73  $142.43 $126.30 $16.13 
30.  FFS  $232.21 $246.84 ($14.63) $242.38 $250.49 ($8.11)  $251.91 $268.72 ($16.81)
31.  FFS  $294.99 $353.18 ($58.19) $317.59 $347.46 ($29.87)  $332.83 $394.60 ($61.77)
32.  FFS  n/a n/a n/a $248.24 $593.09 ($344.85)  $272.58 $383.13 ($110.55)
33. * Global 

Cap 
 $277.88 $256.60 $21.28 $295.08 $279.31 $15.77  $321.17 $304.85 $16.32 

34.  FFS  n/a n/a n/a n/a n/a n/a  $220.66 $224.18 ($3.52)
35.  FFS  n/a n/a n/a $260.58 $236.96 $23.62  $285.96 $293.41 ($7.45)
36.  FFS  n/a n/a n/a $290.30 $451.66 ($161.36)  $311.96 $264.15 $47.81 
37.  FFS  $325.10 $397.43 ($72.33) $341.26 $409.75 ($68.49)  $363.23 $380.97 ($17.74)

        
        
        

    
*  Includes both medical and behavioral services.     
Medical Budgets are adjusted for age/gender and benefit levels.    
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4. Please explain and submit a summary table showing your premium trends from 2004 to 
2008 with details on how much of your premium trend resulted from increases in 
administrative costs, reserve practices, and medical trend, including the proportion of 
medical trend that resulted from (1) health care provider unit price increases, (2) changes 
in utilization, and (3) all other factors, such as changes in mix of services, mix of location of 
services, member demographics and plan design. 

Please refer to the spreadsheet on the next page.  

The spreadsheet shows premium trends from 2004 to 2008.  Earlier in these responses, we 
referred to the many different factors which contribute to increases in health care costs, which in 
turn increase the premium from year to year.  The spreadsheet shows the cumulative effect of 
these factors.   
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HEALTH NEW ENGLAND    
PRICING MODEL TRENDS    

     
     

 Utilization Trend Cost Trend Overall Trend 
RATE MODEL 2004 2005 2006 2007 2008 2004 2005 2006 2007 2008 2004 2005 2006 2007 2008 

     
Inpatient Hospital 1.0% 1.0% 1.0% 2.0% 1.2% 11.5% 9.7% 7.3% 8.1% 8.4% 12.6% 10.8% 8.4% 10.3% 9.7% 
Outpatient Hospital 10.9% 10.7% 12.0% 5.9% 3.0% 10.5% 8.2% 6.8% 7.2% 6.8% 22.5% 19.8% 19.6% 13.5% 10.0% 
Physician/Other 7.0% 5.5% 5.5% 2.8% 5.9% 6.3% 6.0% 5.2% 5.6% 4.7% 13.7% 11.8% 11.0% 8.6% 10.9% 
Medical Sub-Total 6.5% 6.0% 6.1% 3.1% 4.0% 7.8% 7.3% 6.1% 7.0% 6.0% 14.9% 13.8% 12.6% 10.3% 10.2% 
     
Pharmacy    14.8% 12.0% 9.0% 8.5% 8.0% 

     
Admin    5.0% 5.0% 5.0% 4.8% 4.8% 

     
Base Trend Sub-Total    14.8% 13.4% 11.9% 10.0% 9.8% 
     
Prior Year True-Up    -1.5% -3.6% -4.4% -1.5% -2.8% 
     
Net Trend    13.3% 9.8% 7.5% 8.5% 7.0% 

     

 



Health New England 

Responses to Questions for Hearings on Health Care Provider 
and Insurer Costs and Cost Trends 

March 9, 2010 
14) What factors do you consider when negotiating payment rates for inpatient care, facility 
charges for outpatient care, and physicians, and other professionals?  Please explain each factor 
and rank them in the order of impact on negotiated rates.  

HNE pays providers at different rates of reimbursement. While payments are examined across similar 
providers for reasonableness and consistency there are factors that influence these differences. For some 
hospitals and larger provider organizations, HNE uses a pay-for-performance system to incent higher 
quality of care delivered in our network. These incentive payments are generally aligned in terms of 
targets, measures and amounts. However the amount paid out is reliant on the performance of the 
provider group. The intensity of services provided is addressed primarily through methodologies like 
Diagnostic Related Group (DRGs). While all of the factors noted above contribute to the difference in 
rates, there is a certain amount of consistency in the intentions of HNE to pay for high quality delivery 
of care with population and intensity adjustments. The biggest fluctuations in reimbursement are mainly 
attributable to the provider’s market power and geography. Addressing concerns of provider access for 
members in our service area as well as expectations of employer groups for consistent coverage 
influences rates of reimbursement. 
 

15)  Is there a material difference in how you approach contracts when you are contracting with a 
health care system vs. contracting with organizations representing a single facility or provider 
group? 

No. 

16)  We understand that certain systems demand higher rates because of geographic isolation, 
specialty practice and reputation.  Please explain you understanding of this dynamic. Has this 
always been the case?  Has this pattern changed over the past 10-20 years? 

In developing our networks, HNE needs to satisfy several different requirements:  

• To meet state requirements for network adequacy  
• To satisfy consumers’ wishes for inclusion of their health care providers  
• To properly serve employer groups which wish to have a single health plan or insurer for all of 

their employees and dependents; and  
• To provide the full range of services we cover at the lowest price possible 

Any provider which is the sole source of certain types of care in a given area, or in the Commonwealth, 
has more bargaining power concerning the terms and conditions on which they will participate.  These 
providers typically demand and receive higher prices for their services.  To our knowledge, this has been 
true for all of the past 20 years, although it may have become somewhat more of an issue in recent years.  
In our service area, provider reputation is not a major factor determining rates, but we frequently 
respond to requests for access to facilities in the Boston area which have particularly strong reputations.  



For the most part, the major facilities in the Boston area have been unwilling to respond to our requests 
for contracts, or even to return our calls.   

17) What actions is your organization currently undertaking that could slow the growth in 
premiums, including, but not limited to alternative payment methods, provider network 
strategies, benefit designs and consumer information and incentives? 

 

HNE has tried several approaches along the lines mentioned in this question.  Perhaps the most 
successful has been in the area of pharmacy benefits.   

One of the significant elements in the cost of health care is the cost of prescription drugs.  Prescription 
drugs and biologicals represent a substantial portion of the total amount HNE spends for medical care 
costs and have been growing steadily.  As a result, HNE began to design health benefit plans with 
different levels of copayments depending on whether the drug in question was a generic drug, was a 
brand name drug in our pharmacy formulary, or was a brand name drug not in our formulary.  The 
higher copayment  levels reflected the higher costs of those drugs, and gave our members a financial 
incentive to use generic drugs where appropriate.  In designing our formulary, we worked not only with 
an external pharmacy benefit manager (chosen after an extensive competitive bidding process), but also 
with physicians in our network, so that our drug formulary would reflect the clinical needs of our 
members and the local practice patterns of our provider network.  In addition, we have developed 
numerous specific programs over the years to help restrain the increasing costs of prescription drugs 
while making appropriate medications available to our members.   

For example, we have instituted “step therapy” programs that ask the provider to try generic drugs 
before a more expensive brand name drug is prescribed.  In other cases, we require pre-authorization for 
certain drug therapies so that we can determine whether certain medications are being appropriately 
prescribed.  In some cases, we have offered “first fill free” programs that allow members to try a generic 
medication without cost for the first prescription.  We also have a mail order program that allows 
members to receive a 90 day supply of drugs for chronic conditions for a lower copayment.  We have 
worked with physicians and physician hospital organizations to develop incentives for appropriate use of 
generic medications and to review the use of generics within practice groups.  

More recently, we switched to a new pharmacy benefit manager. This PBM, a non-profit organization 
sponsored by the UMass Medical School, uses transparent pricing policies that allow us to reduce the 
cost of obtaining prescription medications without affecting their availability to our members.  Even our 
legal department has played a small role in helping us to restrain the increasing cost of prescription 
drugs by assuring that HNE participated in the proceeds of class action lawsuits against pharmaceutical 
companies that engaged in unfair or deceptive actions.   

None of these efforts has been, by itself, an antidote to rising drug costs, and even collectively, they 
have not restrained the long term upward trend of pharmaceutical costs.  Taken as a whole, however, our 
actions have helped us to “bend the curve” of cost growth:  Our drug costs continue to grow at rates 
below national trends, which are in the range of 7 to 10% per year.  Because our members’ use of 
generic drugs is already at very high levels, it will be difficult for us to offset continued drug price 
increases with further savings by further efforts to promote generic use, and we are concerned that drug 
cost inflation will become even more of an issue in the future. 

We have also considered ways in which our network strategies might help us to restrain cost increases in 
appropriate ways.  We developed a limited network product, working with a subset of our primary care 



physicians, but have found that the capacity of the practices involved to take additional patients limits 
the potential of that offering.  We are currently working with several primary care practices to develop a 
patient-centered medical home pilot, which we hope will improve care coordination and quality, but it is 
still an effort in progress.  We also work with the Massachusetts Group Insurance Commission on their 
CPII program, which involves tiering of physicians according to cost and quality measures developed in 
conjunction with the GIC.   

At HNE, cost containment is considered in the context of our overall approach to medical policy, quality 
and process improvement, as well as the approaches mentioned in the question above.  We have 
numerous internal teams and committees working on clinical and administrative process improvement, 
medical policy and initiatives connected with our accreditation.  We also have teams focused on specific 
operational or improvement goals.  In some cases, in the short term, this may initially mean higher costs.  
Increasing immunization or mammography rates has an immediate cost to the plan, because more people 
are using these services.  In the longer term, these measures are likely to improve health and lower 
future costs.  Unfortunately for HNE, these savings might not be realized by us, but by another health 
plan or by a government program like Medicare.   

Within HNE, utilization review, case management, disease management and health promotion are all 
performed within our Clinical Services Department.  These functional areas help our members receive 
appropriate health care.  This effort includes disease management and case management, which we 
believe will improve the health status of members with serious or chronic diseases.  Improved health 
should eventually lead to lower costs, although, as mentioned earlier, our costs may actually go up in the 
short term.   

HNE does not “carve out” behavioral health or substance abuse management to a vendor for our 
commercial members.  We have integrated our behavioral health and substance abuse teams with our 
medical management staff.  We call our approach “Clinical Service Integration,” and it is designed to 
improve coordination of care.  We do not have data that shows cost savings from this approach, but we 
believe it is an approach that will benefit our members and lead to better care overall.  Our health 
promotion efforts include health education, wellness and health promotion programs offered to 
employers, a computerized health risk assessment available to all of our members, and sponsorship of a 
variety of community health promotion and wellness programs, including the development of an award 
winning series of health education books and materials for children, our “Whiz Kidz” program.   

In addition, other functions at HNE have a cost containment role.  For example, HNE’s business 
development department, in designing new health benefit plans, must take into account how the benefit 
design will affect premium costs, because the affordability of the premium is a key issue in 
marketability.  At the same time, we must consider how different benefit designs will work for the 
individual members who will enroll in the plan, because a plan that is too burdensome for the member 
will not be successful for very long.  Even departments that have no obvious connection to cost 
containment play a role, because efficiently running administrative processes keep our administrative 
costs down and avoid costs and burdens for our members and employer groups.   

HNE’s efforts to prevent fraud, waste and abuse include staff members who review claims and other 
data to detect errors, potential fraud or abuse and other problems.  In our Claims Department, we employ 
software that automatically audits claims to identify incorrect, questionable or inappropriate 
submissions.  Our Claims Department also has an internal Quality Assurance function to review claims 
accuracy.  Our internal claims audit staff conducts internal audits and periodic external audits with most 
of our contracted hospitals, and we make use of external consultants for additional auditing where 
appropriate.  We also conduct internal education and training on fraud, waste abuse and compliance 



issues and analyze information received from members, employees and providers that suggests areas of 
investigation.  Our internal claims audit function alone led to recoveries of several hundred thousand 
dollars in 2008.   
 
Our coordination of benefits program operates within our claims department, using state coordination of 
benefit rules and federal rules governing coordination with Medicare.  Our COB program produced over 
a million dollars in savings in 2008.   

It may be helpful to offer some specific examples to show how the various elements just described come 
together.   

Consider the issue of the use of generics. Promoting greater use of generic drugs provides a safe and 
cost effective way of managing disease states. A one percent increase in use of generic drugs yields a 
1% savings in the total prescription drug budget. An independent analysis of data by global information 
provider IMS Health revealed that the use of generic drugs has saved consumers, patients and healthcare 
providers $734 billion over the past 10 years (1999 through 2008). At HNE, thanks to efforts over many 
years, our provider generic prescribing rate is one of the highest percentages in the country.  Working 
against this success is the fact that there are many more drugs and biological agents available today than 
there were a decade ago, and many of those new drugs are extremely expensive.  As noted earlier, since 
our use of generics is already so high, further savings will be difficult to obtain.  

As an example of the contrast between generic and brand-name drugs, consider Lipitor, a well known 
brand name drug for cholesterol control.  When generic alternative drugs in the same drug class, like 
simvastatin, became available, HNE offered members using Lipitor the chance to fill their first 
simvastatin prescriptions without copayments.  Combined with our tiered copayment structure, the result 
was that the percentage of our members using Lipitor to control cholesterol went down from 74% to 
28%, while use of the generic went from 9% to 48%, eventually resulting in a savings of over $200,000 
per month for the two drugs combined, even though the number of prescriptions filled stayed roughly 
constant. 

Or consider Vioxx.  When Vioxx was introduced, it was proclaimed as a breakthrough treatment for 
arthritis pain.  Clinical studies, however, showed that it had only a slight clinical advantage over generic 
alternative drugs for pain relief.  Vioxx cost about $100 per prescription: the generic alternative cost 
only a few dollars.  We instituted a prior authorization program for Vioxx and asked providers to take a 
step therapy approach, using Vioxx only after generic treatments had been unsuccessfully tried or where 
there was an appropriate clinical need for Vioxx.  Many of our members continued on generic drug 
treatment: many, working with their physicians, switched to Vioxx.  Not long afterward, however, as 
you know, Vioxx was linked to serious heart problems and was pulled from the market.  There is no way 
to know if our program to encourage generic use saved any of our members from a tragic drug 
complication, but it is clear that it slowed the rush toward use of a “miracle” drug that turned out not to 
be a miracle.   

Or consider radiology.  A decade ago, use of advanced imaging technologies, such as Magnetic 
Resonance Imaging (MRI), Computerized Tomography scans (CT) and Proton Emission Therapy (PET) 
was much rarer than it is today.  The use of these technologies and the associated expenses have 
increased at a rapid pace.  Inappropriate use of some of these technologies is not only a needless cost, it 
also exposes the patient to dangerous X-ray radiation.  Research cited in a March 2, 2010 article in the 
Wall Street Journal inidicated that 29,000 future cancers could be tied to the CT scans performed in a 
single recent year, and that up to 2% of all of the cancers in the country could be caused by CT scan 



radiation.  If a CT scan is medically justified, the benefit outweighs the risk, but if the scan is not 
necessary, the patient is needlessly jeopardized.   

Faced with this situation, a number of years ago, HNE entered into an agreement with a consultant to 
allow us to match requests for use of advanced imaging techniques like MRI, CT and PET against 
nationally recognized clinical protocols for the correct use of these procedures.  Any physician whose 
request for approval of coverage has been denied is given the opportunity to speak directly with a 
radiologist, so that exceptions can be made to the protocols where appropriate.  We met with members 
of our provider network a number of times over a period of many months, getting their feedback on the 
program, and put it in place in 2002.  Looking back, we believe that the program, and the effort it 
entails, have been worthwhile.  Although over 95% of all of the requests for these procedures are 
approved, the combination of the process itself, the increased awareness of our provider network about 
the relevant protocols, and the resulting changes in provider behavior have appreciably restrained the 
rate of growth of these procedures.  In other words, although the number of procedures we approve 
every year, and the dollar cost of those procedures have continued to increase every year, the rate of 
growth has been less than it would have been if we had done nothing.  Before our radiology program, 
the number of these services per 1000 members was increasing 7.1% per year.  Over the past three 
years, it has increased on average 4% per year.  Costs for these services were going up 14.2% per year.  
Over the past three years, the cost increases have averaged 5.8% per year.  We have “bent the curve” of 
cost growth in this area of medicine, while still providing the benefit of these technologies where it is 
justified.   

Or consider case management.  A small percentage of the population accounts for a very large portion of 
medical costs.  In some cases, these high cost individuals are the unfortunate victims of a medical 
catastrophe or sudden illness.  Often, very little can be done to mitigate the costs of these catastrophic 
cases except to reinsure the risks involved, have appropriate relationships with specialty hospitals and 
transplant networks, and to perform whatever care coordination is possible.  For individuals with chronic 
illnesses, especially those with comorbidities (two or more diseases at the same time), more is possible.  
Years ago, we worked with a consultant which had developed data mining techniques to identify 
individuals at risk for hospital admission or adverse health episodes in the future.  Once identified, these 
people were offered the help of personal, individual case managers.  The program helped to maintain 
and even improve health status.  This, in turn, helped to avoid the complications, hospital admissions 
and acute care that result from deteriorating health.  After a time, we became convinced that we could 
perform these functions better ourselves.  We developed our own proprietary data mining techniques to 
identify individuals at risk, and worked with them using our own case managers.  Before this initiative, 
about 11.5% of the people in our case management program at any given time would typically be 
hospitalized during the next month.  After our program was in place, this fell to an average rate of 6.7% 
per month, representing a savings of 172 hospital days per month.  This translated to an annual savings 
of just under $4 million dollars per year. 

Although we believe that this program saves money by keeping these chronically ill patients as healthy 
as possible, we also know that the program can make a powerful personal difference for our members.  
Here is just one story to show what this can mean: At one of our informational sessions for our Medicare 
Advantage plan, one of the people in the audience, a current HNE member, offered a spontaneous 
tribute the attention he had received from his HNE Case Manager, Sue Scott.  He said “she always knew 
when to call, at the right time, just when I needed her.”  He went on to mention that she made a difficult 
illness bearable, helped him get to the right provider for his care (which happened to be a provider 
outside of the HNE network), and stayed available to him throughout his illness.  He said he would 
never go without HNE insurance, no matter what the price, because of the service he received.   



We have discontinued some cost savings programs, and there are others that we have considered and not 
gone forward with.  We eliminated in-plan referrals when we found that they did not seem to restrain 
costs; by eliminating them, however, we saved time for doctors and members, avoided unnecessary 
primary care visits and saved the cost of administering these referrals.   

Some of our cost containment initiatives are hindered or prevented by existing laws or regulations.  For 
example, while some mandated benefits require coverage of services that we would cover in any case, 
mandated benefits do add to the cost of care.  Mandates are particularly disturbing when they require 
coverage of care that is of questionable value.  The mandate for coverage of high dose chemotherapy for 
advanced breast cancer is the most egregious example. Although this therapy was at one time so popular 
that its coverage was required by law, subsequent research showed that this treatment, which is 
excruciatingly painful and debilitating, is actually ineffective, and may even shorten the lives of the 
patients treated.  Dozens of new mandated benefits are pending now and at any given time before the 
legislature, which seems contrary to the spirit of restraining the cost of health insurance coverage.  
Legislation and regulation which micro-manage benefits can easily fall out of step with clinical best 
practices and are obstacles to striking the right balance between restraining cost increases and providing 
necessary care.   

To cite an example at the federal level, the current interim final rules implementing the GINA genetic 
anti-discrimination statute, prohibits plans from asking for family medical history in health risk 
assessment questionnaires if any incentive is offered to the member to participate in the HRA.  The same 
rules limit the use of family history in deciding whether an individual should be asked to participate in 
disease management or case management programs.  HRAs and case management are two of the tools 
we are using to keep health care coverage affordable.  The federal GINA regulations are an example of 
misguided restraints on those efforts.   

More generally, the Massachusetts Association of Health Plans has endorsed a variety of specific 
proposals that are aimed at helping to control the continued growth of health care costs.  These measures 
include: 

Renewed attention to provider payment reform.   The Massachusetts Payment Reform Commission 
has advocated a change from the current prevailing system of fee-for-service payments for health care to 
a system which would be based on global, population-based payments.  This transformation is vital, and 
must begin as soon as possible 

Setting an annual enrollment period for individual coverage.  As a result of recent reforms, the 
insurance market for small groups also covers individuals.  These individuals can drop health care 
insurance coverage when it is convenient for them, and take it up if they need care.  This greatly adds to 
the expense of covering all small groups and individuals.  The Commonwealth should establish an 
annual enrollment period to encourage these individuals to have year-round coverage and to spread the 
cost of their care more fairly.  

Creating a statewide health care planning process. The state should establish a strong process for 
state-wide health care planning to assure that services are necessary, not duplicative and well 
coordinated, and to assure that facilities are built and services initiated in a way that does not promote 
further cost increases. 

Renew a moratorium on mandated benefits.  Even while small businesses and consumers demand 
lower health insurance premiums, the legislature continues to consider new mandated benefits.  These 
proposals should be shelved until and unless the cost of health care can come under better control. 



18.) Could enhanced competition or government intervention, or a combination of both, mitigate 
the cost trends found in the Division’s report?  Please describe the nature of the changes you 
would recommend.  In addition, please address the following:  

a. What would be the impact on you organization of making data public regarding quality 
and reimbursement rates paid by each carrier to each hospital or system in a manner that 
identifies all relevant organizations?  What is the advantage or disadvantage to your 
organization of the current confidential system? 

 

Health insurance coverage in Massachusetts is currently very competitive.  Our health plan has, for 
several years, been rated as one of the best health plans in the country – but so have most of our major 
competitors.  The percent of the premium dollar devoted to profit and health plan administration is lower 
in Massachusetts than in the country as a whole, and our performance on measures of customer 
satisfaction and quality are outstanding.  Plans compete against one another on price vigorously, to the 
extent that several of the major carriers had significant losses on their operations in the past year.  It is 
hard to imagine any government intervention that could further enhance competition or mitigate costs at 
the insurer level, except by significantly reducing consumer protections and allowing less scrupulous 
carriers to “race to the bottom.”  For many years, Massachusetts has correctly prohibited many practices 
that could allow discrimination against individuals with preexisting conditions or chronic diseases.  It 
would be wrong to reverse that course now.  Massachusetts can and should, however, continue to find 
ways to streamline the regulatory process, allow for greater innovation and flexibility in network and 
benefit design, and encourage changes that would help the evolution away from fee-for-service 
medicine. 

With respect to information on cost and quality, HNE generally supports greater transparency of 
information about costs and more information about providers’ quality performance.  However, with 
respect to cost data, it is possible to do more harm than good with an ill-considered approach.  At 
present, comparative cost data is nearly irrelevant to consumer decision making.  If a benefit plan has a 
$500 deductible, it makes no difference whether a hospital stay will cost $500, $5000 or $50,000.  The 
cost to the consumer will be the same. On the other hand, if hospitals learn in detail what each carrier is 
paying each facility, it is very possible that all carriers will be pressed to pay at the highest levels.  As a 
result, caution should be used in broadcasting financial specifics broadly unless it is clear that making 
the data public will promote, and not restrain, competition.  We do believe, however, that it is important 
and appropriate to highlight in every way possible the drastic differences in cost among Massachusetts 
facilities, differences that are not necessarily correlated with differences in quality. 

19) Please identify any additional cost drivers that you believe should be examined in subsequent 
years and explain your reasoning. 

The Health Care Payment Reform Commission has correctly identified payment reform as a crucial element in 
controlling health care cost increases.  In addition, it is worth considering the value of promoting best practice 
protocols, integration and coordination of care, and appropriate standards for use of technology. 

 

20) Please provide any additional comments or observations you believe will help to inform our 
hearing and our final recommendations.  

The factors contributing to the increase in health care costs are complex.  Restraining the increase in the 
cost of care while maintaining or improving quality will take cooperation and collaboration among 



providers, insurers, employers, the government and the public at large.  Dealing with these issues through 
finger pointing and fault finding will only complicate what is at best a difficult task. 

5) Please explain and submit supporting documents that show how your organization has 
considered steps to reduce the premium trend for small groups and large groups, including any 
analysis of alternative payment mechanisms for providers, and any limited-network or tiered 
products for consumers.   

See the response to question 17. 

Please explain and submit supporting documents that show how your organization has considered 
steps to reduce the range of relative prices and total medical expenses you pay to providers in 
Massachusetts, including any analysis of alternative payment mechanisms for providers, and any 
limited-network or tiered products for consumers. 

 

See the response to question 17.   



 2008 Contracted Hospital Rates

Relative Commercial Prices or Payments for Acute Care Hospitals
2008

Hospital A Hospital B Hospital C Hospital D Hospital E Hospital F Hospital G Hospital H Hospital I Hospital J Hospital K Hospital L Hospital M Hospital N Hospital O

Inpatient

  Med/Surg $4,640 DRG $1,818 per diem $4,964 DRG $10,743 DRG $5,581 DRG $5,703 DRG 88.0% $1,791 per diem $4,342 DRG $1,366 per diem $6,789 DRG 97.00% 65.00% 1,938.75 per diem $2473.87 per diem

Outpatient

ER $287 54.0% $102 - $1,049 62.3% $87 - $509 70.59% 88.0% $284 $87 - $501 $67 - $389 60.00% 97.00% 65.00% 69.90% 60.00%
  Amb Surg $1,575 49.6% $630 - $1,872 72.2% tiered rates 70.59% 88.0% $1,368 $532 - $1,594 $505 - 1,513 60.00% 97.00% colonoscopy $500 69.90% 60.00%
  Lab 80% Mcare 97.6% 2000 Mcare 80% Mcare 193.8% 2001 M 80% Mcare 70.59% 88.0% 80% Mcare 80% Mcare 78% Mcre 60.00% 97.00% 69.90% 60.00%
  Injectables 62.6% 52.1% 100% AWP 72.2% 62.6% HNE FS 88.0% 62.6% 85% AWP HNE FS 50.00% 97.00%HNE FS (AWP-15%) 100% AWP 60.00%

*PT/OT/ST

percentages if not otherwises specified are percent of charge

Disclaimer: While this comparative summary strives to accurately capture contract financial terms, it is imposs ble to precisely reflect certain terms as provided in the contract. Please refer to the actual agreement if such detail is required.



Acute Care Hosp. 2007

2007

Hospital A Hospital B Hospital C Hospital D Hospital E Hospital F Hospital G Hospital H Hospital I Hospital J Hospital K Hospital L Hospital M Hospital N Hospital O

Inpatient

  Med/Surg $4,143 DRG $1,731 per diem $4,750 DRG $10,390 DRG $5,015 DRG $4,944 DRG 85.5% $1,628 per diem $3,776 DRG $1,313 per diem $6,466 DRG 0.97 0.65 $1,875 per diem $2,297 per diem

Outpatient

ER $256 54.0% $96 - $990 63.3% $78 - $458 68.69% 85.5% $256 $76 - $436 64.05 - 372.75 60.00% 97.00% 65.00% 72% 60%
  Amb Surg $1,406 49.6% $600 73.3% tiered rates 70.93% 85.5% $1,244 $497 - $1489 $485 - $1,455 60.00% 97.00% colonoscopy $500 72% 60%
  Lab 80% Mcare 97.6% Mcare 80% Mcare 187.4% 2001 M 80% Mcare 70.93% 85.5% 80% Mcare 80% Mcare 78% Mcre 60.00% 97.00% 72% 60%
  Injectables 62.6% 52.1% 100% AWP 73.3% 62.6% HNE FS 85.5% 62.6% 85% AWP HNE FS 50.00% 97.00%HNE FS (AWP-15%) 100% AWP 60%

*PT/OT/ST

percentages if not otherwises specified are percent of charge



Acute Care Hosp. 2006
2006

Hospital A Hospital B Hospital C Hospital D Hospital E Hospital F Hospital G Hospital H Hospital I

Inpatient

  Med/Surg $3,405 DRG $1,670 per diem $1,847 per diem $9,277 DRG $4,731 DRG $4,576 DRG 85.5% $1,292 per diem $1,412 per diem

Outpatient

ER $229 54.7% $235 $435 $74 - $432 68.69% 85.5% $217 $63 - $363
  Amb Surg $1,255 50.3% $592 - $1,739 73.0% tiered rates 68.69% 85.5% $1,045 $452 - $1,354
  Lab 80% Mcare 94.2% Mcare 80% Mcare 175.1% 2001 M 80% Mcare 68.69% 85.5% 80% Mcare 75% Mcare
  Injectables 57.1% 50.3% 100% AWP 73.0% 59.1% 68.69% 85.5% 51.9% HNE FS

percentages if not otherwises specified are percent of charge



Acute Care Hosp. 2005

2005

Hospital A Hospital B Hospital C Hospital D Hospital E Hospital F Hospital G Hospital H Hospital I

Inpatient

  Med/Surg $3,153 DRG $1,452 per diem $1,460 per diem $8,210 DRG $4,417 DRG $2,053 per diem 88.0% $1,196 per diem $1,354 per diem

Outpatient
ER $212 50.3% $237 $435 $69 - $403 77.35% 88.0% $201 $60 - $348

  Amb Surg $1,162 50.3% $592 - $1,739 73.0% $1,606 77.35% 88.0% $968 $433 - $1,298
  Lab 80% Mcare 89.8% Mcare 85% Mcare 159.2% Mcare 80% Mcare 77.35% 88.0% 80% Mcare 75% Mcare

percentages if not otherwises specified are percent of charge



Relative Commercial Prices or Payments for Large Physician Groups
Fee Schedule vs Yearly Medicare Fee Schedule

2008 2007 (2004-2006 Unavailable)

Group 1 132.59% 131.93%

Group 2 133.66% 127.47%

Group 3 152.84% 160.97%

Group 4 146.21% 140.87%

Group 5 121.31% 158.88%

Group 6 133.82% 132.74%

Group 7 148.57% 146.27%

Group 8 115.43% 113.92%

Group 9 131.36% 123.90%

Group 10 112.10% 108.34%

Group 11 201.26% 206.76%

Group 12 114.06% 113.51%

Group 13 102.11% 98.65%
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February 12, 2010

Deborah C. Enos
President and CEO
Neighborhood Health Plan
253 Summer Street
Boston, MA 02210

Dear Ms. Enos:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office, is required by state law to hold annual public hearings concerning health care
provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)  Massachusetts
General Law, chapter 118G §6½ requires the Division to identify a representative sample of health
care providers and payers as witnesses for such hearing. In accordance with these provisions,
Neighborhood Health Plan has been identified as a witness and is hereby requested to submit
written testimony to the questions in “Exhibit B” in accordance with this notice and exhibits.

The goals of the written testimony are to examine and verify the findings presented in the Division’s
three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and Methods
Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-2008; and
Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research are
located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to what
extent - if any - your organization’s experience varies from the agency’s findings, to solicit additional
information that explains the premium and cost increases, to gather your perspective on the
dynamics driving the trends observed, and to obtain your recommendations for short and long term
solutions to such dynamics.

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised
that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends


Neighborhood Health Plan is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” on or before – but no later than - close of business Friday, February 26,
2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Neighborhood Health Plan no later than March 5th and determine whether you will be
required to provide oral testimony at the hearings, and if so, the time period for which you must be
present.  Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data or finding that differs from your organization’s experience and
the potential reasons therefore.

Questions Regarding Claims Trends

2) We found that much of the growth in medical spending over the time period studied is due to
increases in prices rather than in utilization. From your plan’s experience, how much of the
increase in spending due to price is due to higher negotiated rates and how much is due to
patients being seen at more expensive locations?

Questions Regarding Provider Rate Negotiations

3) What factors do you consider when negotiating payment rates for inpatient care, facility charges
for outpatient care, and physicians, and other professionals?  Please explain each factor and rank
them in the order of impact on negotiated rates.

Other Questions

4) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

5) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.

mailto:costtrends@hcf.state.ma.us
mailto:Nordahl@state.ma.us
www.mass.gov/dhcfp/costtrends
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February 12, 2010 
 
Christina Severin 
President 
Network Health 
101 Station Landing  
Fourth Floor  
Medford, MA 02155 
 
Dear Ms. Severin: 

 
The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney 
General’s Office, is required by state law to hold annual public hearings concerning health care 
provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)  Massachusetts 
General Law, chapter 118G §6½ requires the Division to identify a representative sample of health 
care providers and payers as witnesses for such hearing. In accordance with these provisions, 
Network Health has been identified as a witness and is hereby requested to submit written testimony 
to the questions in “Exhibit B” in accordance with this notice and exhibits.  

 
The goals of the written testimony are to examine and verify the findings presented in the Division’s 
three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and Methods 
Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-2008; and 
Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research are 
located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to what 
extent - if any - your organization’s experience varies from the agency’s findings, to solicit additional 
information that explains the premium and cost increases, to gather your perspective on the 
dynamics driving the trends observed, and to obtain your recommendations for short and long term 
solutions to such dynamics.   
 
While this testimony must be in writing, you may also be called for oral testimony on one or 
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised 
that additional dates the following week may be necessary to accomplish the Division’s statutory 
directives.   

 
With your assistance and active participation, the Division seeks to develop tangible policy 
recommendations to mitigate health care cost growth and to develop an integrated health care 
delivery system in a final report to the Legislature.  



 
Network Health is required to: 

1. electronically submit to the Division written testimony, signed under the pains and 
penalties of perjury, responding to the areas of inquiry identified on the attached 
“Exhibit B” on or before – but no later than - close of business Friday, February 26, 
2010; and  

2. be prepared to appear at a public hearing to provide oral testimony at some time during, 
but not limited to, the following days: March 16, 18, and 19. 

 
The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written 
testimony will be a public record and will be posted on the Division’s website.  The Division will 
contact Network Health no later than March 5th and determine whether you will be required to 
provide oral testimony at the hearings, and if so, the time period for which you must be present.  
Thank you for your attention to this important and timely matter. 

 
 

 
Sincerely, 
 
 
 
 
David Morales  
Commissioner 
 
 
 
cc:  Thomas O’Brien, Office of the Attorney General 
 
Enclosures 
Exhibit A: Public Notice of Hearing 
Exhibit B: Instructions and Questions for Written Testimony 
 



Exhibit B: Instructions and Questions for Written Testimony 
 
Instructions 
 
1) On or before the close of business February 26, 2010, electronically submit written testimony 

signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.   
 
2) Answer all questions that apply to your organization’s experience, limiting your response to no 

more than 500 words per each numbered question.  Please begin all questions with a brief 
summary not to exceed 120 words.  If necessary, please include supporting testimony in an 
Appendix. 

 
3) The testimony must contain a statement that the person who signs it is legally authorized and 

empowered to represent the named organization for the purposes of this testimony, and that the 
testimony is signed under the pains and penalties of perjury.  An electronic signature will be 
sufficient for this submission.   

 
4) If you have any questions regarding this process or regarding the following questions, please 

contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax). 

 
Questions 
 
1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please 

provide commentary on any data or finding that differs from your organization’s experience and 
the potential reasons therefore.  

 
Questions Regarding Claims Trends 

 
2) We found that much of the growth in medical spending over the time period studied is due to 

increases in prices rather than in utilization. From your plan’s experience, how much of the 
increase in spending due to price is due to higher negotiated rates and how much is due to 
patients being seen at more expensive locations? 

 
Questions Regarding Provider Rate Negotiations 

 
3) What factors do you consider when negotiating payment rates for inpatient care, facility charges 

for outpatient care, and physicians, and other professionals?  Please explain each factor and rank 
them in the order of impact on negotiated rates.  

 
Other Questions 

 
4) Please identify any additional cost drivers that you believe should be examined in subsequent 

years and explain your reasoning. 
 

5) Please provide any additional comments or observations you believe will help to inform our 
hearing and our final recommendations.  
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February 12, 2010

James Roosevelt, Jr.
President and CEO
Tufts Associated Health Maintenance Organization, Inc.
705 Mt. Auburn Street
Watertown, MA 02472-1508

Dear Mr. Roosevelt:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office (AGO), is required by state law to hold annual public hearings concerning health
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative
sample of health care providers and payers as witnesses for such hearing. In accordance with these
provisions, Tufts Associated Health Maintenance Organization, Inc. has been identified as a witness
and is hereby requested to submit written testimony to the questions in “Exhibit B” and “Exhibit C”
in accordance with this notice and exhibits.

The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008. (The Division’s findings and research
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit
additional information that explains the premium and cost increases, to gather your perspective on
the dynamics driving the trends observed, and to obtain your recommendations for short and long
term solutions to such dynamics.

Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b)
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be
the subject of these hearings. Based on the findings of that Preliminary Report, the Attorney
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised
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www.mass.gov/dhcfp/costtrends
http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf


that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

Tufts Associated Health Maintenance Organization, Inc. is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday,
February 26, 2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Tufts Associated Health Maintenance Organization, Inc. no later than March 5th and
determine whether you will be required to provide oral testimony at the hearings, and if so, the time
period for which you must be present.  Thank you for your attention to this important and timely
matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures:
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and DHCFP Questions for Written Testimony
Exhibit C: Instructions and AGO Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit B: Instructions and DHCFP Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data, or finding that differs from your organization’s experience and
the potential reasons therefore.

Questions Regarding Premium Pricing and Market Sector Differences

2) What were the differences by market sector in general administrative expenses built into your
pricing from 2008 to the present?  What portion of the differential by group size was attributable
to fixed costs being spread over different group sizes?  To what was the remainder of the
difference attributable?

3) We found that, when adjusted for differences in benefits and demographics, small employers are
being charged higher premiums and are experiencing a greater growth in premiums than mid-
sized and large firms.  Is this finding consistent with your health plan’s experience? Please
comment on why you think this is happening and what can be done to assist small employers.

4) We also found that most of the difference in adjusted premium levels for small group vs. mid-
size and large group was due to differences in medical spending rather than retention. Is this
finding consistent with your health plan’s experience? Please comment on why you think this is
happening and what can be done to assist small employers.

5) Small firms (with fewer than 51 employees) frequently indicate receipt of double digit premium
increases even though our analysis shows the average premium PMPM increase for the small
group market during the period studied to be below 10%. Please provide the distribution of
premium increases for small employers renewing in 2008 and 2009 that were quoted assuming
that no benefit changes would be made by the employer.
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6) We understand that premiums for any given effective date are set prospectively based on claims
experience from approximately a year and a half earlier.  How well have your estimates matched
actuals in 2006-2009? Do you see increasing volatility in claims costs, or prices/utilization rising
more quickly than anticipated?

Questions Regarding Trend Towards Self-insured

7) We have seen an increase in the percent of members enrolled in self-insured plans over the past
few years.  Please provide information on the size of the firms that are becoming self-insured.
Does it differ from those firms that have traditionally self-insured?  What rationale are
employers providing for changing to self-insured plans?

8) Please provider an overview of the reinsurance products that the newly self-insured employers
purchase from your organization.

9) We found that the growth in spending for health care services in self-insured and insured large
groups was faster than that in small and mid-sized groups. We also found that these groups
generally offered richer benefit packages and have had a slower “buy-down” than the other
markets. Has your organization found a similar trend?  If so, to what can you attribute this
trend? Are there other factors associated with this trend besides the cost sharing differences for
members?  Has this trend continued in 2009 and 2010?

Questions Regarding Claims Trends

10) We found that increased prices were the most important driver of health care costs. We were
unable to determine how much of the price increase was because of higher negotiated base rates
and how much was because of care being delivered in more expensive settings.  What do you
believe to be the relative contribution to price increases of this shift to more expensive
locations? What solutions, if any, are you developing to address this trend?

11) We found that expenditures on hospital outpatient facility services grew – both due to increases
in prices and an increase in the volume of services.  In examining your plan’s experience, what
have you found accounts for the growth of hospital outpatient facility prices per service?  What
accounts for the growth in utilization of outpatient hospital facility services? Do you foresee the
same factors continuing to drive high growth in facility charges in future years? What might be
done to mitigate this cost growth?

12) By how much do the rates your organization pays vary when procedures are provided in hospital
facilities rather than freestanding facilities or a physician’s office?  How do these rates correlate
with underlying costs of these different providers?

13) The growth in imaging services continues to be an important factor in cost growth. What steps
are you taking, if any, to reduce the growth rate in imaging services? Do you have different pre-
authorization policies for imaging services done in an outpatient facility, freestanding facility and
a physician’s office? If so, please provide a brief description.



Questions Regarding Provider Rate Negotiations

14) What factors do you consider when negotiating payment rates for inpatient care, facility charges
for outpatient care, and physicians, and other professionals?  Please explain each factor and rank
them in the order of impact on negotiated rates.

15) Is there a material difference in how you approach contracts when you are contracting with a
health care system vs. contracting with organizations representing a single facility or provider
group?

16) We understand that certain systems demand higher rates because of geographic isolation,
specialty practice and reputation. Please explain your understanding of this dynamic. Has this
always been the case? Has this pattern changed over the past 10-20 years?

Questions Regarding Possible Approaches to Mitigating Cost Growth

17) What actions is your organization currently undertaking that could slow the growth in
premiums, including but not limited to alternative payment methods, provider network
strategies, benefit designs and consumer information and incentives.

a. What current factors limit your ability to execute these strategies or limit their
effectiveness?

b. What systemic or policy changes would allow you to carry out these strategies more
effectively?

c. What other systemic or policy changes do you think would encourage or help health
care providers to operate more efficiently without reducing quality?

18) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding
quality and the reimbursement rates paid by each carrier to each hospital or system
in a manner that identifies all relevant organizations?  What is the advantage or
disadvantage to your organization of the current confidential system?

Other Questions

19) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

20) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Exhibit C: Instructions and AGO Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax).

Questions

1) Please explain and submit a summary table showing the range of your relative commercial prices
or payments from 2004-2008 for each acute care hospital and large physician group in
Massachusetts (i.e., physicians who contract through a PHO, IPA, multi-specialty group, or
other group arrangement).

2) Please explain and submit supporting documents that show the results of any analysis you have
done on the extent to which the range in your relative commercial prices for Massachusetts
providers is correlated to: (1) the quality of care you have measured or tracked for the providers,
(2) the sickness or complexity of the population being served, (3) the relative market position of
the provider in your network, or (4) other factors that you have considered in negotiating and
setting price or payment rates for providers.

3) Please explain and submit a summary table showing the range of health status-adjusted fully-
loaded total medical expenses you paid on a per member per month basis from 2004 to 2008 for
each Massachusetts provider in your network who contracts through a PHO, IPA, multi-
specialty group, or other group arrangement, with each provider identified by whether it was
paid on a global payment basis (i.e., any form of risk payment with a potential for a deficit
beyond retention) or on a fee-for-service basis.  “Fully-loaded” means inclusive of all
administrative, medical management, and other supplemental payments, including but not
limited to bonuses, grants, infrastructure funding, and reinsurance recoveries.

4) Please explain and submit a summary table showing your premium trends from 2004 to 2008
with details on how much of your premium trend resulted from increases in administrative costs,
reserve practices, and medical trend, including the proportion of medical trend that resulted
from (1) health care provider unit price increases, (2) changes in utilization, and (3) all other
factors, such as changes in mix of services, mix of location of services, member demographics,
and plan design.
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5) Please explain and submit supporting documents that show how your organization has
considered steps to reduce the premium trend for small groups and large groups, including any
analysis of alternative payment mechanisms for providers, and any limited-network or tiered
products for consumers.

6) Please explain and submit supporting documents that show how your organization has
considered steps to reduce the range of relative prices and total medical expenses you pay to
providers in Massachusetts, including any analysis of alternative payment mechanisms for
providers, and any limited-network or tiered products for consumers.
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Tufts Associated Health Maintenance Organization, Inc. 
Responses to Testimony Questions 

March 3, 2010 
 
 

Exhibit B:  Division of Health Care Finance and Policy Questions 
 
 

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please 
provide commentary on any data, or finding that differs from your organization’s experience and 
the potential reasons therefore. 

 
Summary:  The Division’s findings generally are consistent with Tufts Health Plan’s experience, 
particularly with regard to the impact of unit cost inflation on health insurance premium 
increases.  Our efforts to contain unit cost increases have been constrained by provider market 
leverage driven by system size, reputation, service uniqueness, and geographic location.  Our 
efforts also have been constrained by market preferences dictating that we maintain as broad a 
provider network as possible. 
 
Response:  As a single health insurer covering only a minority of the Commonwealth’s 
commercial population, Tufts Health Plan is not in a position to corroborate or refute many of 
the findings in the Division of Health Care Finance and Policy’s reports.  However, the 
Division’s findings generally are consistent with our experience, particularly with regard to the 
effect of unit cost inflation on health insurance premium increases. 
 
To mitigate the impact of unit cost inflation on premium costs, Tufts Health Plan approaches all 
provider negotiations with a goal of achieving the lowest reimbursement rates consistent with 
quality care.  However, our ability to achieve favorable negotiation outcomes is limited by 
provider market leverage, driven by system size, reputation, service uniqueness, and geographic 
location.  Provider negotiation success also is constrained by the preference among employer 
groups and individual purchasers for products with full network access to all Massachusetts 
providers.  This preference has limited the marketability of the limited and tiered network 
products we have developed to encourage members to seek care in more cost effective settings.   
 
 

Questions Regarding Premium Pricing and Market Sector Differences 
 

2) What were the differences by market sector in general administrative expenses built into your 
pricing from 2008 to present?  What portion of the differential by group size was attributable to 
fixed costs being spread over different size groups?  To what was the remainder of the 
difference attributable? 

 
Summary:  General administrative expenses for small groups are 10-12% higher on a per 
member per month basis than expenses for large groups.  This is due to the fact that certain 
expense categories, such as case installation and account management, do not vary by group size, 
resulting in higher per member per month costs for smaller groups. 
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Response:  In general, administrative expenses are allocated based on estimates of where the 
expenses are generated.  There are few differences in the per member per month allocation of 
expense categories that vary by membership, such as member servicing and claims processing. 
However, certain categories of expenses, such as case installation, premium billing, account set-
up, and account management do not vary by group size.  These expenses would therefore be 
higher on a per member per month basis for small groups than for large groups.   
 
Broker compensation is another category of expense that is higher on a per member per month 
basis for small groups than for large groups.  This variation is due to the fact that Tufts Health 
Plan’s broker commission schedule incorporates a graduated scale that pays a higher commission 
percentage on cases with lower total premiums, reflecting the administrative effort that brokers 
expend in servicing smaller cases.  In addition, a greater proportion of small groups use brokers 
than large groups.  Large groups are more likely to use benefit consultants, who charge groups 
directly for their services. 
 
Due to these factors, total administrative expenses for small groups, on a per member per 
month basis, are approximately 10-12% higher than the administrative expenses for large 
groups.  Please note, however, that total administrative costs for both small and large groups 
account for only about 10% of premium costs. 
 
 

3) We found that, when adjusted for differences in benefits and demographics, small employers are 
being charged higher premiums and are experiencing a greater growth in premiums than mid-
sized and large firms.  Is this finding consistent with your health plan’s experience?  Please 
comment on why you think this is happening and what can be done to assist small employers. 

 
Summary:  Though it is difficult to compare small group and large group premiums due to 
benefit and demographic differences, the higher relative administrative costs associated with 
managing small group business, and higher medical costs due to adverse selection in the 
individual and small group markets, suggest that a difference in overall premium level does exist 
between small groups and large groups.  We do not believe that the rate of premium growth has 
been materially different for small groups and large groups. 
 
Response:  Tufts Health Plan has not conducted a formal study comparing small group and large 
group premiums, after normalizing for benefit and demographic differences.  However, as noted 
in our response to question #2, there are higher relative administrative costs associated with 
managing small group business.  In general, there are also higher medical costs due to greater 
adverse risk selection among individual and small group purchasers, driven by the ability of 
individuals and small groups to better anticipate future medical needs than larger groups and 
make purchase decisions accordingly.  These factors suggest that a difference in overall premium 
level does exist between small groups and large groups.  While a difference in the overall 
premium level does exist, our experience indicates that the rate of premium growth has not been 
materially different for small groups and large groups, prior to the impact of benefit buy-down. 
 
Tufts Health Plan pursues a number of strategies to maintain premium affordability for small 
and large groups.  The medical management programs we have implemented and continue to 
refine reduce claims costs for all insured products.  We offer small groups a full suite of 
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products, including options with reduced cost sharing for primary care versus specialist care 
visits.  Within the small group market, we also offer product options with a more select network 
of providers and limited access to tertiary care facilities; although these products offer premium 
savings of 10-20% relative to equivalent full-network plans, they have attracted little interest in 
the market to date.   
 
Association health plans have been discussed as a policy solution to address the high premiums 
faced by small employers.  However, Tufts Health Plan believes that association health plans 
would increase adverse selection and therefore overall premium costs in the small group market.  
Instead, we support the Affordable Health Plan proposal currently under consideration in the 
legislature, which could reduce small group premiums by 22% by capping provider 
reimbursements at 110% of federal Medicare rates and limiting insurer surpluses to no more 
than 2%. 
 
 

4) We also found that most of the difference in adjusted premium levels for small group vs. mid-
size and large group were due to differences in medical spending rather than retention.  Is this 
finding consistent with your health plan’s experience?  Please comment on why you think this is 
happening and what can be done to assist small employers. 

 
Summary:  Given that medical costs account for nearly 90% of premium dollars, the Division’s 
finding that the differences between small group and large group premiums are more closely 
correlated with medical costs rather than retention is consistent with our experience. 
 
Response:  Although there are additional administrative costs associated with managing small 
group business, our experience suggests that medical costs are higher for small groups than large 
groups as well.  Given that medical costs account for nearly 90% of premium dollars, the 
Division’s finding that the differences between small group and large group premiums are more 
closely correlated with medical costs rather than retention is consistent with our experience.  We 
have not conducted a formal study comparing small group and large group premiums after 
normalizing for benefit and demographic differences, but we believe that the greater potential 
for adverse risk selection among individual and small group purchasers results in higher 
utilization, and therefore higher medical claims costs, in the small group market.   
 
As noted in our response to question #3, Tufts Health Plan offers small group purchasers 
alternative benefit and network designs that encourage members to seek care at lower-cost sites 
of service, reducing overall medical costs.  The proposed Affordable Health Plan, if enacted, 
would also reduce medical costs and therefore insurance premiums for small groups. 
 
 

5) Small firms (with fewer than 51 employees) frequently indicate receipt of double digit premium 
increases even though our analysis shows the average premium PMPM increase for the small 
group market during the period studied to be below 10%.  Please provide the distribution of 
premium increases for small employers renewing in 2008 and 2009 that were quoted assuming 
that no benefit changes would be made by the employer. 

 
Summary:  The majority of Tufts Health Plan’s renewing small groups received premium 
increases of less than 10% in 2008 and between 5% and 15% in 2009. 
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Response:  The range of premium increases for renewing small groups in 2008 and 2009 is 
included as Attachment A.  As shown, the majority of renewing small groups received premium 
increases of less than 10% in 2008 and between 5% and 15% in 2009, before benefit buy-down.  
Please note that while the attached exhibit assumes no benefit changes, it does reflect actual 
changes in each group’s age distribution.  As noted in Part II of the Division’s cost trend 
reports, age and other demographic changes within groups can contribute significantly to the 
volatility of premiums in the small group market. 
 
 

6) We understand that premiums for any given effective date are set prospectively based on claims 
experience from approximately a year and a half earlier.  How well have your estimates matched 
actuals in 2006-2009?  Do you see increasing volatility in claims cost, or prices/utilization rising 
more quickly than anticipated? 

 
Summary:  Actual claims experience in 2006 and 2008 matched our expectations.  Claims costs 
were lower than expected in 2007, and higher than expected in 2009. 
 
Response:  Claims experience in calendar years 2006 and 2008 emerged relatively close to our 
projections.  For calendar year 2007, actual claims experience was favorable to plan, with 
medical costs emerging lower than expected.  This favorable outcome was driven by the 
development of a number of new medical management programs, which typically provide the 
greatest opportunities for savings in the first year of implementation.  The favorable outcome 
also was driven by pricing and other business changes made during the course of the year. 
 
For calendar year 2009, actual claims experience was worse than plan, with medical costs 
emerging higher than expected.  Analysis of the factors that contributed to this result is ongoing, 
though we believe it was due primarily to increased COBRA membership, expenses related to 
H1N1 flu, and higher utilization of discretionary services among members fearful of layoffs and 
the loss of employer-based health insurance coverage.  We anticipate that many of these same 
factors will continue to affect medical cost trends in 2010. 
 
 

Questions Regarding Trend Toward Self-insured 
 
7) We have seen an increase in the percent of members enrolled in self-insured plans over the past 

few years.  Please provide information on the size of the firms that are becoming self-insured.  
Does it differ from those firms that have traditionally self-insured?  What rationale are 
employers providing for changing to self-insured plans? 

 
Summary:  Tufts Health Plan has seen some migration of business to self-insured plans, typically 
among employer groups with more than 1,000 employees.  The rationale for self-insuring is to 
reduce costs through greater plan design flexibility. 
 
Response:  Over the past few years, Tufts Health Plan has seen some migration of business 
from fully-insured to self-insured plans.  In general, this migration has occurred among 
employer groups with more than 1,000 employees.  We have not experienced significant changes 
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in market segments where groups typically select fully-insured products, such as large group 
employers with fewer than 1,000 employees. 
 
Tufts Health Plan’s experience suggests that employer groups that self-insure seek to reduce 
their employee benefit costs through greater flexibility around plan design, including the ability 
to avoid state benefit mandates and other regulatory requirements. 
 
 

8) Please provide an overview of the reinsurance products that newly self-insured employers 
purchase from your organization. 

 
Summary:  Tufts Health Plan does not offer reinsurance products. 
 
Response:  Tufts Health Plan does not offer reinsurance products. 
 
 

9) We found that the growth in spending for health care services in self-insured and insured large 
groups was faster than that in small and mid-sized groups.  We also found that these groups 
generally offered richer benefit packages and have had a slower “buy-down” than the other 
markets.  Has your organization found a similar trend?  If so, to what can you attribute this 
trend?  Are there other factors associated with this trend besides cost sharing differences for 
members?  Has this trend continued in 2009 and 2010? 

 
Summary:  Tufts Health Plan’s experience is consistent with the Division’s finding. 
 
Response:  Large groups, whether fully-insured or self-insured, tend to offer richer benefit 
packages to their employees and have been slower to adopt products with greater employee cost 
sharing than other segments of the commercial market.  These trends have continued in 2009 
and 2010.  To the extent that employers in the large group segment are slower to adopt “buy-
down” products than employers in other market segments, they have experienced a higher rate 
of growth in premium costs.   
 
It is difficult to attribute specific factors to the trend of larger groups offering richer benefit 
packages to their employees.  It is possible that large employers generally enjoy stronger financial 
positions than small employers and are therefore able to fund more generous employee benefits.  
Large employers also may believe that more generous benefit packages position them to better 
compete for employee talent in the labor market. 
 
 

Questions Regarding Claims Trends 
 

10) We found that increased prices were the most important driver of health care costs.  We were 
unable to determine how much of the price increase was because of higher negotiated base rates 
and how much was because of care being delivered in more expensive settings.  What do you 
believe to be the relative contribution to price increases of this shift to more expensive 
locations?  What solutions, if any, are you developing to address this trend? 
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Summary:  Higher negotiated base rates contributed to overall medical cost increases in recent 
years.  Although Tufts Health Plan cannot independently determine whether the migration of 
care to more expensive settings contributed to health care cost inflation, we employ a number of 
strategies to encourage the use of more cost effective settings.  These strategies include benefit 
and network design, provider incentives, and cost transparency. 
 
Response:  Tufts Health Plan’s experience indicates that higher negotiated base rates contributed 
to overall medical cost increases in recent years.  We believe that the migration of care to more 
expensive settings also may have had an impact on the unit price increases experienced by our 
organization and other payers, but we do not have data that support or refute this conclusion.  
As a single health insurer with a minority share of the Commonwealth’s commercial insurance 
market, it is not possible for us to discern whether mix changes are due to the shifting of care to 
more expensive settings or changes in the risk profile or behavior of our underlying member 
population. 
 
Recognizing that delivery of care in more expensive settings may contribute to health care cost 
inflation, Tufts Health Plan pursues a number of strategies to encourage members to seek care 
in more cost effective settings.  One set of strategies involves benefit and network design.  As 
noted in our response to question #3, Tufts Health Plan offers several product options with a 
more select network of providers and limited access to tertiary care facilities.  We also offer a 
suite of products with reduced cost sharing for primary care versus specialist care visits.  Finally, 
members of Tufts Health Plan’s Navigator product pay lower copayments for services provided 
by specialist physicians and acute care hospitals that perform favorably on a set of widely 
accepted quality and efficiency measures.  It should be noted that although these plan designs 
can offer meaningful premium savings, their appeal to employer groups and individual 
purchasers has been limited to date. 
 
A second set of strategies to encourage members to seek care in more cost effective settings 
involves provider payment incentives.  A number of provider groups within Tufts Health Plan’s 
HMO network assume full or partial budget risk for the members in their care.  These provider 
groups have a clear financial incentive to control the volume of care delivered in more expensive 
settings.  Many other provider groups within our HMO network participate in Tufts Health 
Plan’s pay for performance program, which for some providers includes a measure of the 
percentage of hospital admissions that are retained at the group’s home hospital.  Under this 
program, providers can receive a bonus or a higher rate increase if the percentage of admissions 
to their home hospital, versus a more costly facility outside their referral network, reaches a 
given threshold. 
 
Finally, Tufts Health Plan aims to encourage members to seek care in more cost effective 
settings through greater transparency.  Through Tufts Health Plan’s secure member web portal, 
My Wellness Plan, members have access to hospital quality and cost data for a wide variety of 
common admissions and procedures.  Though the use of these data by members is not yet 
widespread, particularly among members with plan designs that do not include incentives to 
select more cost effective sites of care, their availability allows members to make more informed 
choices. 
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11) We found that the expenditures on hospital outpatient facility services grew – both due to 
increases in prices and an increase in the volume of services.  In examining your plan’s 
experience, what have you found accounts for the growth of hospital facility prices per service?  
What accounts for the growth in utilization of outpatient hospital facility services?  Do you 
foresee the same factors continuing to drive high growth in facility charges in future years?  
What might be done to mitigate this cost growth? 

 
Summary:  Spending on hospital outpatient facility services are increasing due to unit cost 
inflation, service mix changes, and increasing utilization.  The drivers of service mix and 
utilization changes include migration of care from inpatient to outpatient settings, and an 
increase in the number and intensity of services now performed in outpatient facilities.  
Strategies to manage these costs include prior authorization requirements, provider fee schedule 
design, and alignment of provider financial incentives.  
 
Response:  Tufts Health Plan’s experience suggests that increasing unit prices are one factor 
driving up expenditures on hospital outpatient facility services.  A second factor is a change in 
the mix of outpatient facility services within our membership.  While we are not positioned to 
determine whether this mix change is due to membership changes or changing care patterns, we 
have seen a shift toward higher cost services.   
 
A portion of the shift toward higher cost services may be attributable to migration of some 
services from inpatient to outpatient settings.  In some cases, this may have a deflationary 
impact on overall health care costs if inpatient admissions are reduced and outpatient care is 
provided in settings with lower average facility costs.  A portion of the shift may also be 
attributable to the delivery of higher intensity services in outpatient settings, including high cost 
radiology, laboratory testing, and administration of biotech drugs.  The delivery of these services 
in outpatient settings has been enabled by medical technology innovations, as well as the high 
profit levels that have driven providers to increase the availability of these services in community 
settings. 
 
The same factors contributing to the shift toward higher cost services among hospital outpatient 
facilities also explain the growth in utilization of outpatient services.  We expect that both of 
these trends will continue in the foreseeable future. 
 
Tufts Health Plan pursues a number of strategies aimed at effectively managing the costs 
associated with outpatient facility services.  We require prior authorization for many of the 
surgical procedures conducted in outpatient settings, and for the high cost imaging services that 
are increasingly performed at outpatient facilities.  Many of our plan designs include copayments 
for high tech imaging services to discourage over-utilization.  We aim to manage outpatient costs 
through provider reimbursement, designing provider fee schedules to discourage overuse in 
high-growth areas.  Finally, we use risk-based provider contracts to manage utilization at 
outpatient facilities.  For providers that assume full or partial budget risk for the members in 
their care, there is a clear financial incentive discouraging unnecessary utilization in outpatient 
settings.  Even for HMO providers without overall budget risk, Tufts Health Plan’s laboratory 
capitation program gives providers a financial incentive to effectively manage the use of 
laboratory services, which are an increasingly significant part of overall outpatient costs.  The 
laboratory capitation program was recently expanded to include HMO members in plan designs 
with front-end deductibles. 
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12) By how much do the rates your organization pays vary when the procedures are provided in 
hospital facilities rather than freestanding facilities or a physician’s office?  How do rates 
correlate with underlying costs of these different providers? 

 
Summary:  Tufts Health Plan follows industry-standard practices to reimburse for outpatient 
services, reimbursing some services differentially based on setting and the methodologies used 
by the Centers for Medicare and Medicaid Services (CMS).  We have not studied the correlation 
between underlying provider costs and aggregate payments by setting.  However, we aim to 
achieve the lowest possible rates for all services and providers through the provider contracting 
process, and we develop fee schedules with a goal of distributing provider payments according 
to accepted industry methods and the terms of our contracts. 
 
Response:  Tufts Health Plan’s payment policies for outpatient procedures are consistent with 
industry standards.  For most procedures, Tufts Health Plan pays a facility fee and a professional 
fee if the procedure is performed in a hospital or freestanding facility.  If the procedure is 
performed in a physician’s office, only a professional fee is paid. 
 
Tufts Health Plan follows the methodology used by the Centers for Medicare and Medicaid 
Services (CMS) for differentially reimbursing physicians based on site of service.  For most 
procedures, physicians are reimbursed at the same rate regardless of whether the service is 
provided in a hospital setting, a freestanding facility, or the physician’s office.  For a subset of 
approximately 1,800 procedures, Tufts Health Plan applies the relativities underlying the CMS 
physician fee schedule to pay physicians a different rate for services provided in an office setting 
compared to a freestanding facility or hospital.  Typically, the rate paid for professional services 
provided in a physician’s office is higher than the rate paid for services provided in freestanding 
facilities and hospitals.  This differential recognizes that office-based procedures require an 
additional contribution for overhead costs, which are reimbursed separately through a facility fee 
when the procedure is performed in a hospital or freestanding facility.  Taking both professional 
and facility fees into account, comparisons of aggregate payments by service setting vary by 
procedure and by provider. 
 
While we recognize that the relativities built into the CMS physician fee schedule were 
developed to align reimbursement with the relative cost of performing individual procedures in 
facility and non-facility settings, Tufts Health Plan has not conducted its own study examining 
the correlation at the procedure level between underlying provider costs and our own payment 
rates.  We approach provider negotiations with the objective of achieving the lowest possible 
rates for all services, and we follow industry-standard practices to distribute payments across 
services and procedures.   
 

 
13) The growth of imaging services continues to be an important factor in cost growth.  What steps 

are you taking, if any, to reduce the growth rate in imaging services?  Do you have different pre-
authorization policies for imaging services done in an outpatient facility, freestanding facility and 
a physician’s office?  If so, please provide a brief description. 

 



Tufts Associated Health Maintenance Organization, Inc. 
Page 9 of 21 

Summary:  Tufts Health Plan requires prior authorization for all high tech imaging services, 
including MRI/MRA, CT/CTA, PET, and nuclear cardiology.  Tufts Health Plan also requires 
non-radiologists to be privileged as a condition of reimbursement for all imaging services.  In 
addition, we have implemented financial incentives for members and providers to discourage 
over-utilization of high tech imaging services. 
 
Response:  Tufts Health Plan has implemented three primary strategies aimed at mitigating the 
growth rate of imaging costs.  These strategies include prior authorization requirements, an 
imaging privileging requirement for non-radiologists, and financial incentives. 
 
Tufts Health Plan has contracted with National Imaging Associates (NIA) since 2005 to 
administer our high tech imaging prior authorization program.  Prior authorization is required 
for magnetic resonant imaging/magnetic resonant angiography (MRI/MRA), computed 
tomography angiography (CT/CTA), positron emission tomography (PET), and nuclear 
cardiology services performed in an outpatient or free standing facility.  Imaging procedures that 
are performed during a hospital emergency room visit, observation stay, or inpatient stay are not 
subject to this prior authorization program.  Tufts Health Plan policy also prohibits payment for 
high tech imaging services performed in a physician office setting with the exception of those 
performed by radiologists. 

 
Providers must contact NIA to obtain authorization before scheduling diagnostic imaging 
studies.  Upon receipt, NIA compares the request against clinical standards and algorithms to 
determine if the procedure is deemed to be medically necessary.  If the request does not meet 
medical necessity criteria, an NIA clinician initiates a peer-to-peer consultation with the ordering 
provider, where alternative clinical recommendations may be provided, such as the use of a plain 
film x-ray.  If after the consultation the request still fails to meet medical necessity criteria, the 
request is denied.  
 
It should be noted that although the NIA-managed program represents Tufts Health Plan’s 
standard approach to prior authorization for high tech imaging services, we also permit 
nonstandard approaches in cases where providers assume budget risk or maintain substantially 
equivalent programs. 
 
In addition to our prior authorization program, Tufts Health Plan also maintains an imaging 
privileging program for non-radiologists.  The imaging privileging program is designed to reduce 
over-utilization and address quality issues related to non-emergency, outpatient diagnostic 
imaging provided by non-radiologists.  Privileging is a condition of reimbursement; non-
radiologist providers performing imaging services within an office setting must be privileged. 
 
Non-radiologists are privileged either by their specialty (imaging services that would fall under 
their scope of practice) or the imaging service provided (rendering providers are required to 
submit documentation to substantiate that they have completed prerequisite clinical training 
necessary to perform the respective procedure).  The imaging services that encompass this 
program include general x-ray, general ultrasound, obstetrical ultrasound, breast ultrasound, 
vascular ultrasound, echocardiography, bone density, and nuclear cardiology. 
 
Finally, Tufts Health Plan seeks to manage imaging costs through financial incentives.  On the 
member side, many of our plan designs include copayments for high tech imaging services to 
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discourage over-utilization.  On the provider side, the reimbursement arrangements that Tufts 
Health Plan negotiates with providers include financial incentives encouraging the effective use 
of radiology services.  Providers with full or partial budget risk have a clear incentive to control 
the volume of radiology services delivered to the members in their care.  Provider groups that 
participate in Tufts Health Plan’s pay for performance program may be eligible for bonus 
payments if they meet specific standards around radiology utilization. 
 
 

Questions Regarding Provider Rate Negotiations 
 

14) What factors do you consider when negotiating payment rates for inpatient care, facility charges 
for outpatient care, and physicians, and other professionals?  Please explain each factor and rank 
them in order of impact on negotiated rates. 

 
Summary:  Tufts Health Plan strives to achieve the lowest reimbursement rates consistent with 
quality care for all provider negotiations.  However, reimbursement rates can vary based on 
provider size, service uniqueness, and geographic location.  The impact of these factors on 
negotiated rates is reinforced by the market pressure we face from employer groups and other 
purchasers to include all Massachusetts providers in our network. 
 
Response:  In every provider negotiation, Tufts Health Plan seeks the lowest reimbursement 
rates consistent with quality care.  This is especially relevant given that approximately 90% of 
employer premium dollars are paid to providers in the form of medical costs.  
 
Despite this goal, Tufts Health Plan recognizes that similarly situated providers may receive 
different rates of reimbursement.  These differences are driven by a variety of reasons: 
 

1. Affiliation with large systems.  Providers that are part of large systems can receive higher 
reimbursement rates as a result of market leverage, reputation, and bundled negotiation 
by the systems. 

 
2. Service uniqueness.  Providers that offer critical and unique services, such as neonatal 

intensive care, pediatrics, cardiac care, or cancer care, may be in position to receive 
higher rates since exclusion of these providers from the network would impede access to 
necessary care for our members. 

 
3. Geographic location.  Providers that are located in regions with limited numbers of 

physicians and hospitals, including Cape Cod and western Massachusetts, may be in 
position to receive higher rates.  As with providers that offer unique services, exclusion 
of geographically isolated providers from our network would create access problems for 
our members.   

 
The significance of the factors listed above is underscored by the limited flexibility Tufts Health 
Plan has to exclude providers from the network if they are not willing to accept lower rates. 
While there is demand from certain employers and customers for limited network products, the 
vast majority of our customers continue to exert pressure on Tufts Health Plan to include all 
providers in the network. 
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In addition to the factors listed above, Tufts Health Plan strives to negotiate rates that take into 
account the quality of care provided and the mix of patients served and services provided.  The 
majority of our provider contracts incorporate elements of quality incentives, typically via pay 
for performance arrangements in which providers receive incremental reimbursement if they 
meet specific quality performance targets.  In situations where reimbursement is related to a 
targeted utilization or cost level, such as pay for performance or global budget contracts, 
measurements are adjusted to reflect the severity of patients served.  However, given the market 
pressure facing Tufts Health Plan to maintain as broad a provider network as possible, provider 
market leverage remains the driving factor in contract negotiations. 

 
 

15) Is there a material difference in how you approach contracts when you are contracting with a 
health care system vs. contracting with organizations representing a single facility or provider 
group? 

 
Summary:  Tufts Health Plan strives to achieve the lowest reimbursement rates consistent with 
quality care for all provider negotiations.  However, larger integrated health care systems tend to 
have greater leverage in negotiations since the level of disruption to our members is greater if we 
fail to reach agreement.  Negotiations with these provider organizations require significant 
internal resources and greater contract flexibility. 
 
Response:  As noted in our response to question #14, Tufts Health Plan approaches every 
provider negotiation seeking the lowest reimbursement rates consistent with quality care.  
However, the market pressure we face to maintain as broad a network as possible gives 
providers substantial leverage in negotiations.  The significance of that leverage is influenced by 
whether the organization is a health care system, or an individual facility or group. 
 
In the event that we fail to reach agreement with a provider organization, the level of disruption 
to our members, and the potential impediments to access, are far greater if the organization is a 
large health care system, rather than an individual facility or group.  As a result, health care 
systems are in a stronger position to negotiate higher reimbursement rates and favorable 
contract terms.  To maximize our negotiation outcome, Tufts Health Plan devotes greater 
internal resources to negotiations with larger provider systems, and we seek to improve our 
position by allowing for greater flexibility and complexity in contract arrangements and terms. 
 
 

16) We understand that certain systems demand higher rates because of geographic isolation, 
specialty practice and reputation.  Please explain your understanding of this dynamic.  Has this 
always been the case?  Has the pattern changed over the last 10-20 years? 

 
Summary:  Providers that are geographically isolated, perform unique specialty services, or enjoy 
strong reputations tend to exhibit greater leverage in contract negotiations.  These drivers of 
provider leverage are reinforced by member and employer demands for full access to providers, 
particularly those with national standing and the ability to perform advanced specialty services.  
This dynamic has always existed, but its impact on rate disparities has increased due to provider 
consolidation. 
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Response:  As noted in our response to question #14, providers that perform unique specialty 
services or serve geographically isolated areas are often in a position to negotiate higher 
reimbursement rates.  Tufts Health Plan’s experience suggests that a similar dynamic exists for 
providers with strong market reputations.  Most members and employer groups demand access 
to all providers in Massachusetts, particularly those with national standing and the ability to 
perform the most advanced specialty services.  As a result, exclusion of these providers from the 
Tufts Health Plan network would result in significant disruption for members and loss of 
employer group accounts.  It is clear that providers understand these dynamics and factor them 
into contract negotiations. 
 
We believe that geographic isolation, specialty practice, and reputation have always enhanced 
provider leverage in contract negotiations.  However, the impact of these dynamics in specific 
contract negotiations, as well as the rate disparities that may result, has increased over time due 
to greater provider consolidation and service growth. 

 
 
Questions Regarding Possible Approaches to Mitigating Cost Growth 
 

17) What actions is your organization currently undertaking that could slow the growth in 
premiums, including but not limited to alternative payment methods, provider network 
strategies, benefit designs and consumer information and incentives? 

 
a. What current factors limit your ability to execute these strategies or limit their 

effectiveness? 
b. What systemic or policy changes would allow you to carry out these strategies more 

effectively? 
c. What other system or policy changes do you think would encourage or help health 

care providers to operate more efficiently without reducing quality?  
 

Summary:  Tufts Health Plan engages in a variety of activities aimed at containing premium cost 
increases.  These activities include comprehensive medical management, health education and 
wellness incentives, plan design alternatives including limited and tiered networks, and 
alternative provider reimbursement methodologies including risk-based contracts.  Key 
constraints to the success of many of these activities include the strong market preference for 
full network access to all providers in Massachusetts.  While policy changes are unlikely to affect 
this preference in a material way, there are policy initiatives that could help strengthen Tufts 
Health Plan’s cost management activities. 
 
Response:  Tufts Health Plan engages in a variety of activities aimed at slowing premium growth.  
We maintain a comprehensive medical management program that is incorporated into all insured 
products we sell.  This program includes specialty case management for members with complex 
medical needs, disease and lifestyle management programs for members with chronic conditions, 
and prior authorization requirements to increase the degree to which care is provided according 
to commonly accepted medical evidence standards.  Tufts Health Plan also offers a full suite of 
wellness programs, discounts, and tools designed to help members manage their care and pursue 
healthier lifestyles.  For example, we have developed My Wellness Plan, a secure web portal that 
allows members to track their health status, receive reminders about preventive care, view quality 
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and cost information for hospitals in our network, and access health information and decision 
support tools. 
 
As noted, Tufts Health Plan believes that benefit design and network design can help reduce 
premium costs.  Our product portfolio includes a wide range of options with different levels of 
member cost sharing to allow employer groups to manage annual premium increases through 
plan design changes.  Many of our plan designs, including our tiered network Navigator product, 
provide members with financial incentives to seek care in more cost effective settings.  Our 
select network products offer robust savings over traditional full network alternatives.   
 
Finally, Tufts Health Plan promotes alternative provider reimbursement methodologies as a 
strategy to reduce premium cost increases.  A number of provider groups within our HMO 
network assume full or partial budget risk for the members in their care, which gives these 
providers a financial incentive to manage utilization appropriately.  Many other provider groups 
participate in Tufts Health Plan’s pay for performance program, which includes financial 
incentives for quality and efficiency.   
 
A number of factors limit our ability to more aggressively manage premium costs.  A key factor 
is the market preference for full network access, which limits our ability to sell select network 
products and reduces our leverage in provider negotiations.  We are also constrained by the 
ability and willingness of providers to accept risk-based contracting arrangements, which may 
help reduce utilization trends over the long term. 
  
It is difficult to envision a policy change that would dramatically alter the market’s preference for 
full network products.  Nonetheless, several policy changes could have a positive impact on 
premium trends.  Greater regulatory flexibility around network adequacy and member cost 
sharing could strengthen the viability of limited and tiered network products.  Implementation 
of the recommendations of the Payment Reform Commission could enhance the ability of 
providers to manage risk-based contracts and apply stronger regulatory controls over providers 
that choose to remain on fee for service contracts.  Strengthening the Determination of Need 
process for hospitals could mitigate potential supplier-induced demand for high cost services, 
including those provided in outpatient settings in community locations.  Finally, approval of the 
proposed Affordable Health Plan legislation would provide premium relief for small groups by 
setting unit costs at a more sustainable, rational level. 
 
 

18) Could enhanced competition or government intervention or a combination of both mitigate the 
cost trends found in the Division’s report?  Please describe the nature of the changes you would 
recommend.  In addition, please address the following: 

 
a. What would be the impact on your organization of making data public regarding 

quality and reimbursement rates paid by each carrier to each hospital or system in a 
manner that identifies all relevant organizations?  What is the advantage or 
disadvantage to your organization of the current confidential system? 

 
Summary:  There is adequate competition within the health insurance market in Massachusetts, 
though a number of government interventions could help mitigate cost trends by counteracting 
provider market power and service expansion.  Greater transparency of hospital cost and quality 
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data aggregated across payers may help mitigate cost trends to that extent that prevailing plan 
designs provide members with incentives to select quality, efficient providers. 
 
Response:  Within the health insurance market, we do not believe that enhanced competition 
among insurers would have a material impact on the premiums paid by employer groups and 
individual purchasers.  Massachusetts is home to several strong, locally-based health insurance 
carriers, and the level of competition compares favorably to other states.  However, as noted in 
our other responses, reduced competition among providers in recent years due to consolidation 
constrains our ability to negotiate sustainable reimbursement rates for medical care services. 
 
Tufts Health Plan believes that government intervention could play a role in mitigating many of 
the factors that contribute to high unit costs for medical services, including provider market 
leverage and the increasing availability of high cost services.  As noted in our response to 
question #17, implementation of the recommendations of the Payment Reform Commission 
could enhance the ability and willingness of providers to accept risk-based reimbursement 
arrangements, which may help mitigate utilization trends.  For those providers that remain 
unable or unwilling to accept risk-based contracts, regulatory controls over fee for service 
pricing could also help mitigate utilization and unit cost trends.  Strengthening the 
Determination of Need process for hospitals could reduce potential supplier-induced demand 
for high cost services, including those provided in outpatient settings in community locations.   
 
Greater transparency of hospital cost and quality information is consistent with Tufts Health 
Plan’s philosophy of engaging members in health care decisions and behavior change.  Greater 
transparency at a provider level may help mitigate long term cost trends, particularly to the 
extent that provider groups with greater market power due to size, reputation, services provided, 
or geographic location have been successful at negotiating higher reimbursement rates.  
However, the near term impact of greater transparency could contribute to increasing cost 
trends as lower-paid providers exert pressure on payers to close the gap with higher-paid 
providers through increased reimbursement rates.  In addition, the purchasing habits of 
employer groups may limit the effectiveness of transparency in reducing medical costs.  Our 
experience to date has indicated that members are unlikely to use cost and quality data in 
decision making unless their employers select products, such as tiered network products and 
deductible plans, that include incentives for members to select quality, efficient providers. 
 
The public benefit of provider cost and quality transparency at a payer level is less clear.  While 
public disclosure of the reimbursement rates paid to specific providers by individual payers may 
assist insurers in some provider contract negotiations, we do not believe that the effect would be 
significant.  Transparency by payer would also provide little benefit to employer groups, who 
generally make purchasing decisions based on insurer capabilities and premium price, which is 
dictated by the costs associated with the entire network rather than costs for individual 
providers as conveyed by transparency.  Transparency by payer also would provide little benefit 
to members, for whom the rate disparities between providers are far more material than any 
disparities between payers. 
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Other Questions 
 

19) Please provide any additional cost drivers that you believe should be examined in subsequent 
years and explain your reasoning.  

 
Summary:  The Division should examine the effect of cost shifting from public insurance 
programs on commercial premiums.  The Division should also examine the effectiveness of 
public health investments in improving population health and decreasing state-wide health care 
costs over the long term. 
 
Response:  One factor that the Division did not explore in its reports is the impact of cost 
shifting from public programs to private payers.  The evidence is clear that Medicare and 
particularly Medicaid reimburse providers at levels below the true cost of providing care, and 
providers are explicit in requesting higher rate increases from commercial payers to maintain 
positive operating margins.  A study released by Milliman, Inc. in 2008 found that nationally, 
cost shifting represented 15% of the current amount spent by commercial payers on hospital 
and physician reimbursement.  Although Tufts Health Plan is not in a position to quantify the 
exact impact of cost shifting on commercial premiums in Massachusetts, we believe that this is 
an important public policy question that merits further study. 
 
Based on our experience, it is clear that many of the risk factors driving up health care costs 
over the long term are driven at least in part by behavior and lifestyle.  These factors include 
obesity, poor nutrition, lack of physical activity, and smoking.  At Tufts Health Plan, our 
member engagement and wellness promotion activities focus on empowering members to 
change these behaviors and lead healthier lifestyles.  At a state level, it would be worthwhile to 
examine the contribution of these factors to long term health care costs and to study the efficacy 
of public health investments in improving the overall health of the Commonwealth. 
 

 
20) Please provide any additional comments or observations you believe will help to inform our 

hearing and our final recommendations.  
 

Summary:  Because premium rate regulation would not address inflation in underlying medical 
costs, it would fail to provide sustainable premium relief to employer groups and individual 
purchasers.  Tufts Health Plan believes that the Division’s hearings provide an opportunity to 
develop a public policy roadmap to address the inflationary pressures driving up unit prices for 
medical services and increasing utilization of those services.  
 
Response:  Over the last few months, there has been a great deal of discussion in Massachusetts 
about the viability of premium rate regulation as a mechanism to provide relief to employer 
groups and other purchasers of commercial health insurance.  The Division’s findings and the 
Attorney General’s report make it clear that premium rate regulation would do nothing to 
address underlying medical costs, and therefore would fail to achieve the desired policy outcome 
of reducing long term health care costs.  Premium rate regulation also could impair carrier 
solvency, leading to market disruption.  Any public policy solution that seeks to provide 
sustainable premium relief to Massachusetts businesses and families must address the 
inflationary pressures driving up both the unit costs charged for medical services and increasing 
utilization of those services. 
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At Tufts Health Plan, we believe that the Division’s hearings provide an opportunity to develop 
a public policy roadmap to address those inflationary pressures, including provider market 
leverage, the increasing availability of high cost services, and the disconnect between unit prices 
and quality.  The roadmap should also include a perspective on administrative simplification.  
Although insurer administrative costs account for only 10% of premium costs, we believe that 
insurers and all stakeholders have a responsibility to maximize value for members and employers 
by operating as efficiently as possible. 
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Exhibit C:  Attorney General’s Office Questions 
 
 

1) Please explain and submit a summary table showing the range of your relative commercial prices 
or payments from 2004-2008 for each acute care hospital and large physician group in 
Massachusetts (i.e., physicians who contract through a PHO, IPA, multi-specialty group, or 
other group arrangement). 

 
Summary:  Differences in patient population size and risk profile, aggregate utilization, 
negotiated unit costs, and service mix contribute to significant variation in the total commercial 
payments made to individual hospitals and provider groups. 
 
Response:  The range of total commercial payments made to acute care hospitals and physician 
groups in Massachusetts between 2004 and 2008 is included as Attachments B and C.  As 
shown, there is significant variation between the total commercial payments made to individual 
hospitals and groups.  A number of factors explain these differences, including patient 
population size and risk profile, aggregate utilization, negotiated unit costs, and service mix. 
 
 

2) Please explain and submit supporting documents that show the results of any analysis you have 
done on the extent to which the range in your relative commercial prices for Massachusetts 
providers is correlated to:  (1) the quality of care you have measured or tracked for the providers, 
(2) the sickness or complexity of the population being served, (3) the relative market position of 
the provider in your network, or (4) other factors that you have considered in negotiating and 
setting price or payment rates for providers. 

 
Summary:  Tufts Health Plan has not completed any formal analyses correlating negotiated 
provider rates to quality, patient complexity, provider market position, or other factors.  
However, our experience is that provider market position, reputation, geographic location, and 
other related factors can play a significant role in rate negotiations, given employer and member 
demands for full network access to all Massachusetts providers. 
 
Response:  Tufts Health Plan has not completed any formal analyses correlating negotiated 
provider rates to quality, patient complexity, provider market position, or other factors.  
However, we strive to negotiate rates that take into account the quality of care provided and the 
mix of patients served and services provided.  The majority of our provider contracts 
incorporate elements of quality incentives, typically via pay for performance arrangements in 
which providers receive incremental reimbursement if they meet specific quality performance 
targets.  In situations where reimbursement is related to a targeted utilization or cost level, such 
as pay for performance or global budgets, measurements are adjusted to reflect the severity of 
the patients served.   
 
In every provider negotiation, we seek the lowest rate of reimbursement consistent with quality 
care.  However, given the market pressure facing Tufts Health Plan to maintain as broad a 
provider network as possible, provider market leverage, reputation, geographic location, and 
other related factors often drive contract negotiations.  As a result, Tufts Health Plan recognizes 
that similarly situated providers may receive different rates of reimbursement. 
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Tufts Health Plan engages in a number of strategies to mitigate the impact of provider market 
position and related factors on premium costs.  We offer several product options with a more 
select network of cost efficient providers and limited access to tertiary care facilities.  We also 
offer a suite of products with reduced cost sharing for primary care versus specialist care visits.  
Finally, members of Tufts Health Plan’s Navigator product pay lower copayments for services 
provided by specialist physicians and acute care hospitals that perform favorably on a set of 
widely accepted quality and efficiency measures.  Although these plan designs can offer 
meaningful premium savings, their appeal to employer groups and individual purchasers thus far 
has been limited. 
 
Although our ability to negotiate contract terms with providers is severely limited by provider 
market position, Tufts Health Plan also strives to increase our leverage in negotiating 
reimbursement rates.  Many of our larger provider contracts now incorporate growth caps that 
set contractual limits on the ability of integrated health care systems to further expand their 
services.  In addition, we actively promote risk-based contracting arrangements so that providers 
have financial incentives that discourage inappropriate use of high cost settings. 

 
 

3) Please explain and submit a summary table showing the range of health status adjusted fully-
loaded total medical expenses you paid on a per member per month basis from 2004 to 2008 for 
each Massachusetts provider in your network who contracts through a PHO, IPA, multi-
specialty group, or other group arrangement, with each provider identified by whether it was 
paid on a global payment basis (i.e., any form of risk payment with a potential for a deficit 
beyond retention) or on a fee-for-service basis.  “Fully-loaded” means inclusive of all 
administrative, medical management, and other supplemental payments, including but not 
limited to bonuses, grants, infrastructure funding, and reinsurance recoveries. 

 
Summary:  The correlation between reimbursement methodology and total expenses is limited 
due to provider market leverage and referral patterns.  However, global payments give providers 
incentives to control unnecessary utilization and encourage the use of more cost effective care 
settings. 
 
Response:  The range of per member per month medical expenses for provider groups in 
Massachusetts between 2004 and 2008 is included as Attachment D.  These data reflect hospital 
and physician expense amount allowed for HMO members, adjusted for health status with 
DxCG.  The variability across groups and time periods can be the result of multiple factors, 
including underlying unit cost, utilization, and mix of services.  Variability can also result from 
population changes within groups that are not adequately adjusted by DxCG, particularly for 
groups with lower membership. 

 
Attachment D was developed using existing datasets, which include some limitations.  The data 
shown for 2004 and 2005 include a small amount of ancillary expense, which is excluded from 
the data for 2006-2008.  The 2008 DxCG calculation reflects minor updates we received from 
the vendor, and therefore is slightly different from 2004-2007.  It should also be noted that we 
only included providers that contract as groups (versus as individual physicians), and only those 
groups with more than 200 members in a given year. 
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Recognizing the above, there appears to be limited correlation between reimbursement 
methodology and total expenses.  This result reflects the fact that providers with greater market 
leverage are positioned to negotiate more favorable reimbursement rates, regardless of the 
payment methodology used.  In addition, differences in provider referral patterns can have a 
significant impact on total medical expenses. 
 
Despite the limited apparent correlation between total expenses and reimbursement 
methodology, Tufts Health Plan believes that risk-based contracting arrangements are useful in 
assigning providers appropriate financial incentives.  Although global payments will not address 
unit cost inflation in Massachusetts, they are effective in helping to control unnecessary 
utilization and encourage the use of more cost effective settings. 
 
 

4) Please explain and submit a summary table showing your premium trends from 2004 to 2008 
with details on how much of your premium trend resulted from increases in administrative costs, 
reserve practices, and medical trend, including the proportion of medical trend that resulted 
from (1) health care provider unit price increases, (2) changes in utilization, and (3) all other 
factors, such as changes in mix of services, mix of location of services, member demographics, 
and plan design. 

 
Summary:  Premium trends between 2004 and 2008 were driven by medical cost increases, with 
unit cost being a more significant contributor to trend than utilization.  Because premium trends 
are set prospectively, the data shown do not detail how claims trends ultimately emerged. 
 
Response:  Detail about the factors that contributed to Tufts Health Plan’s premium trends 
between 2004 and 2008 is included as Attachment E.  As shown, premium trends primarily were 
driven by medical costs, with unit cost increases being a larger contributor to overall trend than 
increased utilization in all years except 2007.   
 
It is important to note that premium trends are set prospectively, and the exhibit does not show 
how trends ultimately emerged.  For example, premium trends for cases with January 2007 
effective dates were developed during the second quarter of 2006, which is typical given the 
timing of the employer group sales cycle.  However, claims emerged better than projected 
through the balance of 2006 due to the implementation of a number of medical management 
programs and other business changes.  As a result, the pricing trend developed for January 2007 
business was much higher than our actual experience. 
 
 

5) Please explain and submit supporting documents that show how your organization has 
considered steps to reduce the premium trend for small groups and large groups, including any 
analysis of alternative payment mechanisms for providers, and any limited-network or tiered 
products for consumers. 

  
Summary:  Tufts Health Plan has taken a number of steps aimed at reducing premium increases 
for employer groups and individual purchasers.  These steps include the introduction of select 
and tiered network products that encourage members to use more cost efficient providers, the 
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pursuit of risk-based reimbursement arrangements with providers, robust medical management 
and member engagement programs, and administrative cost discipline. 
 
Response:  Tufts Health Plan has taken a number of steps aimed at reducing premium increases 
for employer groups and individual purchasers.  As noted in our response to question #2, our 
select network products require that members receive care within a constrained network of cost 
efficient providers, with premium savings of 10-20%.   We offer a suite of products with 
reduced cost sharing for primary care versus specialist care visits.  Finally, members of Tufts 
Health Plan’s Navigator product pay lower copayments for services provided by specialist 
physicians and acute care hospitals that perform favorably on a set of widely accepted quality 
and efficiency measures.  Although these plan designs can offer meaningful premium savings, 
their appeal to employer groups and individual purchasers has been limited to date due to 
market preferences for full access to all Massachusetts providers. 
 
A number of provider groups within Tufts Health Plan’s HMO network assume full or partial 
budget risk for the members in their care.  Our experience suggests that providers that assume 
budget risk can manage care more effectively, leading to lower utilization of inpatient and 
emergency services.  Accordingly, we have made an effort to expand the number of providers 
compensated under risk-based contracts.  To help these providers succeed in effectively 
managing care, we collaborate closely with these groups, provide regular reporting and analysis, 
and may help fund necessary infrastructure investments.  We also maintain and continually 
refine the quality incentives in these arrangements to help providers deliver clinically appropriate 
care. 
 
A key component of Tufts Health Plan’s cost management strategy is to reduce unnecessary 
utilization of health care services through our medical management program.  This program 
includes specialty case management for members with complex medical needs, disease and 
lifestyle management programs for members with chronic conditions, and prior authorization 
requirements to increase the degree to which care is provided in accordance with commonly 
accepted medical evidence standards.  Tufts Health Plan also offers a full suite of wellness 
programs, discounts, and tools designed to help members manage their own care and pursue 
healthier lifestyles.  For example, we have developed My Wellness Plan, a secure web portal that 
allows members to track their own health status, receive reminders about preventive care, view 
quality and cost information about hospitals in our network, and access health information and 
other decision support tools. 
 
Finally, Tufts Health Plan strives to reduce premium trends through careful management of 
administrative expenses.  We follow a disciplined process to continually assess expenses and 
identify opportunities for cost savings.  Although administrative expenses account for only 10% 
of premium costs, we believe that we have an obligation to maximize value for members and 
employers by operating as efficiently as possible. 
 
 

6) Please explain and submit supporting documents that show how your organization has 
considered steps to reduce the range of relative prices and total medical expenses you pay to 
providers in Massachusetts, including any analysis of alternative payment mechanisms for 
providers, and any limited-network or tiered products for consumers. 
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Summary:  The strategies pursued by Tufts Health Plan to reduce medical costs are similar to 
those pursued to reduce premium trends.  These strategies include the introduction of select and 
tiered network products that encourage members to seek care from more efficient providers, 
robust medical management programs, and aggressive attempts to negotiate more cost effective 
contracts with providers.  Our ability to achieve medical cost reductions is constrained by 
provider leverage and the market preference in Massachusetts for insurance products with full 
network access. 
 
Response:  Since approximately 90% of employer premium dollars are paid to providers in the 
form of medical costs, most of the strategies that Tufts Health Plan pursues to reduce premium 
trends are targeted at reducing the medical expenses paid to providers.  As noted in our 
response to question #5, we have developed limited and tiered network products designed to 
encourage members to seek care from more efficient providers.  We also maintain and 
continually work to improve our comprehensive suite of medical management programs to 
reduce unnecessary utilization.   
 
Finally, we make aggressive attempts in provider negotiations to reduce medical costs for our 
members.  In all negotiations, we strive to achieve the lowest unit cost consistent with quality 
care, and where feasible, we pursue risk-based reimbursement arrangements to give providers 
financial incentives to reduce unnecessary utilization and discourage inappropriate use of high 
cost settings.  Recognizing the significant concerns of our customers about the sustainability of 
current medical cost trends, Tufts Health Plan has reached out to the vast majority of our 
provider network to request the re-opening of their provider contracts.  We do not have the 
contractual right to unilaterally lower payment rates during the contract period without written 
agreement from the provider in question.  However, we are requesting that providers 
immediately adjust their negotiated payment levels for 2010 to an aggregate increase of 3.2%.  
We believe that this adjustment is required to provide short term medical cost relief while longer 
term solutions, such as broader acceptance of global payment arrangements, are considered. 
 
As noted previously, our ability to effectively manage the medical cost inflation that contributes 
to rising insurance premiums is constrained by provider market position.  There also is 
significant pressure from employer groups and members to maintain access to a full network of 
providers.  Although the cost savings inherent in products with alternative network designs are 
attractive to some purchasers, in general there is a strong market preference for full network 
products.  This market preference limits our leverage in provider negotiations, making it difficult 
to achieve lower unit costs or pursue creative strategies to more effectively manage medical 
costs. 
 

 
 
Subscribed and sworn to, this third day of March, 2010. 
 

 
James Roosevelt, Jr. 
President and Chief Executive Officer 



Tufts Medical Center
Additional Data Per AG's Request
Question #1 and Supplemental Data

FY 2004 FY 2005 FY 2006 FY 2007 FY 2008

Patient Revenue (403 Methodology)
Inpatient $247,641,611 $261,277,496 $267,570,160 $302,174,017 $323,507,345
Outpatient 136,993,993       158,243,460       164,052,627       155,582,247       181,081,533       
TOTAL 384,635,604       419,520,956       431,622,787       457,756,264       504,588,878       

Salary and Wages / FTEs
Salary and Wages $200,631,143 $202,173,405 $214,517,235 $226,688,108 $230,877,275
Benefits 1 41,400,896         42,767,749         44,702,677         41,233,992         43,073,107         
Wages and Benefits 242,032,039       244,941,154       259,219,912       267,922,100       273,950,382       
FTEs 3,443                  3,353                  3,358                  3,265                  3,343                  
Salary Per FTE 58,277                60,297                63,881                69,431                69,054                
Salary and Benefits / FTE 70,302                73,052                77,193                82,060                81,937                

UCP Assesment / Liability (Per Cost Report)
Assesment $5,642,562 $5,810,347 $4,869,690 $5,532,665 $4,947,263
Receipts 8,527,328           9,095,636           9,092,093           6,298,307           5,716,275           

Miscelaneous Expenses and Other
Direct Research Expenses $45,456,255 $46,850,769 $48,285,889 $55,322,579 $56,587,494
Academic Costs 2 21,001,001         21,968,938         23,384,249         24,198,786         24,270,814         
Malpractice Insurance 3 7,047,581           6,796,695           5,882,870           2,609,838           7,290,514           
Stop Loss Insurance 4 N/A     N/A     N/A     N/A     N/A     
Advertising 5 1,088,402           112,819              586,544              927,001              776,637              
Bad Debt 14,290,015         16,488,871         11,698,131         11,764,931         12,148,448         
Administration 50,904,870         45,141,364         45,303,820         44,415,087         58,358,180         
Development/Fundraising 6 1,466,124           1,277,420           1,301,043           2,127,747           2,386,032           
Debt Service - Obligated Group 7 18,238                18,105                20,949                21,676                12,070                

Notes:
1 Benefits do not include Salary Expenses for those in Benefit Department



2 Includes GME and Medical Staff Teaching costs
3 Includes Hospital and Prof Malpractice
4 The rates the Hospital receives from it's captive insurance is inclusive of Stop Loss Insurance, so it has been difficult to back into the 
5 From General Ledger - Advertising Expenses in Public Affairs
6 From General Ledger - Total Salary and Non-Salary Costs from Development Office
7 Debt Service is for all of Obligated Group - The Medical Center and it's affiliated Real Estate Corporation



DATA SOURCE

Sch VA, Row 65.01, Col 2
Sch VA, Row 78.01, Col 2

Sch IX, Row 124, Col 2
Sch IX, Row 6, Col 5

Sch II, Row 124, Column 12+13

Sch IX, Row 123.01, Col 12
Sch VA, Row 52, Col 2

Sch IX, Row 118, Col 8
Sch IX, Rows 35+32, Col 8
Sch IX, Rows 11+12, Col 12

G/L Cen 10262 Acct 7776
Sch VA, Row 53, Col 2
Sch IX, Row 7, Col 8
G/L Cen 10258 All Expenes
D&T Audit Reports



Stop Loss Portion of the Malpractice



Notes

Notes on AGO question #1 ------ Unit Price Relativity

Hopital

Hospitals included: All Massachusetts-based acute hospitals that contract with Tufts Health Plan for Commercial products, excluding rehab facilities and mental health facilities
Time period included: 2004-2008
Product: Commercial HMO, POS, and PPO (does not include data on CareLink, the product jointly administered by Tufts Health Plan and CIGNA Healthcare)
Claims data represented: Amount Allowed, which includes both Tufts Health Plan payments and member responsibilities

Inpatient price relativity: Each hospital's total amount allowed is grouped by AP-DRG, and payment for each admission is adjusted with the standard DRG weight
The price relativity is derived by comparing the case-mix-adjusted level of average allowed amount per admission

Outpatient price relativity: Each hospital's total amount allowed is repriced with Tufts Health Plan's standard fee schedule
An effective inflator above the standard fee schedule is derived by dividing the actual payment by the repriced amount
The price relativity represents comparison of the above ratio for each hospital

For 2004 and 2005, certain hospitals on percent-of-charge reimbursement were excluded from the analysis due to historical data limitations

Physician Group

Physician groups included: All Massachusetts-based physician groups that contract through a PHO, IPA, multi-specialty group, or other group arrangement
Time period included: 2004-2008
Product: Commercial HMO, POS, and PPO (does not include data on CareLink, the product jointly administered by Tufts Health Plan and CIGNA Healthcare)
Claims data represented: Amount Allowed, which includes both Tufts Health Plan payments and member responsibilities

Physician price relativity: Each physician group's total amount allowed is repriced with Tufts Health Plan's standard fee schedule
An effective inflator above the standard fee schedule is derived by dividing the actual payment by the repriced amount
The price relativity represents comparison of the above ratio for each physician group

For providers with global payment contracts, only claims related to services to non-risk members are included in this analysis
For 2004 and 2005, HealthOne (Atrius) was excluded from the analysis due to historical data limitations



Tufts Health Plan
Massachusetts Hospital Price Relativity
Commercial HMO, POS, and PPO products
2004

Inpatient Outpatient Hospital Total

Amount Allowed

Price Relative

to Average MA

Hospitals

Amount

Allowed

Price Relative

to Average MA

Hospitals Amount Allowed

Price Relative to

Average MA

Hospitals

CHILDRENS HOSPITAL 19,033,620$ 143% 22,140,071$ 178% 41,173,691$ 160%
MASS GENERAL 45,909,074$ 143% 23,612,648$ 96% 69,521,722$ 123%
BRIGHAM AND WOMENS HOSP 44,734,221$ 132% 15,831,513$ 96% 60,565,734$ 120%
BETH ISRAEL DEACONESS MED 28,788,593$ 119% 23,822,096$ 112% 52,610,690$ 116%
MT AUBURN HOSPITAL 6,800,516$ 103% 13,857,817$ 117% 20,658,333$ 112%
UMASS MEMORIAL MED CENTER 21,454,675$ 105% 25,690,240$ 114% 47,144,915$ 109%
LAHEY CLINIC HOSP., INC 11,016,251$ 97% 19,963,231$ 112% 30,979,482$ 107%
HUBBARD REGIONAL HOSP 48,500$ 60% 292,583$ 118% 341,083$ 104%
ST ELIZABETHS HOSP 10,237,668$ 108% 7,648,945$ 94% 17,886,614$ 101%
SOUTH SHORE HOSP 8,305,515$ 90% 9,943,539$ 106% 18,249,054$ 98%
DEACONESS-GLOVER HOSPITAL 484,393$ 61% 2,306,938$ 110% 2,791,331$ 97%
NEW ENGLAND MED CTR 17,827,783$ 104% 10,571,243$ 84% 28,399,025$ 96%
BAYSTATE MEDICAL CENTER 6,945,480$ 92% 4,885,522$ 100% 11,831,002$ 95%
HALLMARK/MALDEN n/a n/a 96,546$ 95% 96,546$ 95%
FRANKLIN MEDICAL CTR 859,889$ 84% 2,174,022$ 100% 3,033,911$ 95%
NASHOBA VALLEY MED CTR 609,240$ 54% 3,343,739$ 108% 3,952,979$ 93%
MARY LANE HOSPITAL 111,423$ 64% 635,864$ 100% 747,287$ 92%
NEW ENGLAND BAPTIST HOSP 5,420,546$ 83% 3,889,511$ 107% 9,310,057$ 92%
CARITAS NORWOOD HOSPITAL 2,966,793$ 80% 6,138,169$ 95% 9,104,962$ 89%
NEWTON WELLESLEY HOSP 7,160,906$ 77% 14,106,677$ 96% 21,267,582$ 88%
HEALTHALLIANCE HOSPITAL 1,286,875$ 49% 5,358,407$ 106% 6,645,282$ 87%
SALEM HOSPITAL 983,860$ 73% 2,069,042$ 95% 3,052,902$ 87%
EMERSON HOSPITAL 2,661,262$ 74% 6,733,179$ 93% 9,394,441$ 86%
UNION HOSPITAL, INC. 5,286,251$ 68% 14,164,903$ 96% 19,451,154$ 86%
ST ANNE'S HOSPITAL 869,102$ 75% 1,447,993$ 94% 2,317,095$ 86%
CHARLTON MEMORIAL HOSPITAL 1,755,636$ 88% 1,772,348$ 84% 3,527,984$ 86%
CARITAS CARNEY HOSPITAL 1,345,971$ 73% 2,605,873$ 95% 3,951,844$ 86%
HALLMARK/LAWRENCE MEMORIAL 1,205,038$ 70% 2,926,678$ 95% 4,131,715$ 86%
DANA FARBER CANCER INST 1,188,900$ 116% 16,171,369$ 84% 17,360,269$ 86%
ADDISON GILBERT HOSPITAL 314,865$ 57% 2,202,404$ 93% 2,517,269$ 86%
HALLMARK/MELROSE-WAKEFIELD 3,196,602$ 69% 7,710,569$ 94% 10,907,171$ 85%
FAULKNER HOSPITAL 1,752,431$ 62% 6,180,397$ 95% 7,932,828$ 85%
BEVERLY HOSPITAL 4,273,339$ 72% 9,985,812$ 93% 14,259,151$ 85%
WINCHESTER HOSPITAL 7,238,288$ 86% 13,172,831$ 84% 20,411,119$ 85%
JORDAN HOSPITAL 2,344,858$ 83% 5,201,197$ 84% 7,546,056$ 84%
HOLY FAMILY HOSP 3,304,481$ 69% 5,680,068$ 95% 8,984,549$ 83%
CLINTON HOSPITAL 115,665$ 77% 509,819$ 84% 625,484$ 83%
MASS EYE AND EAR INFIRM 587,745$ 70% 4,759,284$ 84% 5,347,029$ 82%
GOOD SAMARITAN MED CENTER 2,398,775$ 66% 4,258,337$ 95% 6,657,112$ 82%
MILFORD-WHITINSVILLE HOSP 1,502,502$ 76% 4,324,518$ 84% 5,827,021$ 82%
ST VINCENT HOPITAL 1,508,393$ 79% 1,118,890$ 84% 2,627,283$ 81%
METROWEST MED CTR LMH 1,180,720$ 76% 2,222,405$ 84% 3,403,125$ 81%
LAWRENCE GENERAL HOSP 1,748,243$ 76% 2,829,407$ 84% 4,577,650$ 81%
METROWEST MED CTR FUH 2,858,155$ 74% 5,367,215$ 84% 8,225,370$ 80%
ATHOL MEMORIAL HOSPITAL 77,110$ 63% 418,298$ 84% 495,408$ 80%
TOBEY HOSPITAL 424,779$ 72% 750,977$ 84% 1,175,756$ 79%
SAINTS MEMORIAL MED CTR 1,361,484$ 51% 4,712,070$ 94% 6,073,554$ 79%
MARLBORO HOSPITAL 747,665$ 69% 1,946,866$ 84% 2,694,531$ 79%
WING MEMORIAL HOSPITAL 201,305$ 63% 837,350$ 84% 1,038,655$ 79%
ST. LUKES HOSPITAL 1,613,700$ 72% 2,275,079$ 84% 3,888,780$ 79%
HOLYOKE HOSPITAL 319,580$ 67% 834,417$ 84% 1,153,997$ 79%
BROCKTON HOSPITAL 1,776,272$ 63% 3,046,168$ 91% 4,822,439$ 78%
BOSTON MEDICAL CENTER HARR 5,333,687$ 74% 4,153,274$ 84% 9,486,961$ 78%
CAMBRIDGE HOSPITAL 896,011$ 63% 2,945,622$ 84% 3,841,633$ 78%
NOBLE HOSPITAL 91,687$ 56% 485,739$ 84% 577,426$ 78%
ANNA JAQUES HOSPITAL 1,272,594$ 57% 3,516,379$ 89% 4,788,972$ 77%
LOWELL GENERAL HOSP 2,095,291$ 62% 5,062,593$ 86% 7,157,884$ 77%
HEYWOOD HOSPITAL 612,316$ 58% 2,194,174$ 84% 2,806,490$ 77%
MORTON HOSPITAL 695,094$ 47% 2,824,046$ 87% 3,519,140$ 75%
QUINCY MEDICAL CENTER, INC. 821,919$ 55% 2,113,438$ 84% 2,935,357$ 73%
MERCY HOSPITAL 1,308,667$ 65% 1,046,286$ 84% 2,354,953$ 72%
MILTON HOSPITAL 635,394$ 50% 1,621,620$ 84% 2,257,014$ 71%
MERRIMACK VALLEY HOSPITAL 245,993$ 41% 1,146,917$ 84% 1,392,910$ 71%



Tufts Health Plan
Massachusetts Hospital Price Relativity
Commercial HMO, POS, and PPO products
2005

Inpatient Outpatient Hospital Total

Amount

Allowed

Price Relative to

Average MA

Hospitals

Amount

Allowed

Price Relative to

Average MA

Hospitals Amount Allowed

Price Relative to

Average MA

Hospitals

CHILDRENS HOSPITAL 18,724,356$ 152% 24,855,952$ 185% 43,580,308$ 169%
BRIGHAM AND WOMENS HOSP. 45,249,474$ 135% 19,623,694$ 110% 64,873,168$ 126%
MASS GENERAL 41,767,174$ 130% 30,202,835$ 110% 71,970,010$ 121%
UMASS MEMORIAL MED CENTER 18,038,379$ 105% 23,811,925$ 127% 41,850,304$ 116%
ST ELIZABETHS HOSP 9,548,766$ 128% 8,216,094$ 102% 17,764,860$ 115%
BETH ISRAEL DEACONESS MED 29,157,937$ 116% 23,859,601$ 111% 53,017,538$ 114%
LAHEY CLINIC HOSP., INC . 11,079,935$ 95% 20,794,323$ 111% 31,874,259$ 105%
MT AUBURN HOSPITAL 6,337,650$ 98% 12,453,303$ 107% 18,790,953$ 104%
NEW ENGLAND MED CTR 14,827,835$ 113% 10,730,729$ 90% 25,558,564$ 102%
ST ANNE'S HOSPITAL 745,189$ 96% 1,807,505$ 102% 2,552,694$ 100%
HALLMARK/MALDEN n/a n/a 102,645$ 96% 102,645$ 96%
HUBBARD REGIONAL HOSP 70,453$ 91% 235,615$ 96% 306,067$ 95%
CARITAS NORWOOD HOSPITAL 2,804,626$ 83% 6,266,173$ 102% 9,070,799$ 95%
NEWTON WELLESLEY HOSP 8,099,119$ 86% 15,313,949$ 99% 23,413,068$ 94%
SOUTH SHORE HOSP 7,753,160$ 93% 7,412,633$ 95% 15,165,793$ 94%
DEACONESSGLOVER HOSPITAL 339,778$ 51% 2,271,728$ 107% 2,611,506$ 94%
BAYSTATE MEDICAL CENTER 5,321,281$ 94% 3,767,357$ 91% 9,088,638$ 93%
GOOD SAMARITAN MED CENTER 2,562,359$ 79% 3,868,368$ 102% 6,430,727$ 91%
HOLY FAMILY HOSP 3,076,428$ 76% 5,885,130$ 102% 8,961,558$ 91%
CARITAS CARNEY HOSPITAL 1,404,634$ 77% 2,377,556$ 102% 3,782,190$ 91%
NASHOBA VALLEY MED CTR 469,427$ 55% 3,067,917$ 101% 3,537,344$ 91%
ADDISON GILBERT HOSPITAL 272,994$ 74% 1,533,252$ 94% 1,806,246$ 91%
HALLMARK/MELROSEWAKEFIELD 2,366,144$ 76% 6,480,688$ 96% 8,846,832$ 90%
FAULKNER HOSPITAL 1,462,735$ 63% 6,272,062$ 99% 7,734,797$ 90%
BEVERLY HOSPITAL 4,963,657$ 83% 7,842,340$ 93% 12,805,998$ 89%
NEW ENGLAND BAPTIST HOSP 5,580,230$ 81% 3,785,673$ 101% 9,365,903$ 88%
HALLMARK/LAWRENCE MEMORIAL 1,064,322$ 65% 3,522,886$ 96% 4,587,208$ 87%
NORTH SHORE MEDICAL CENTER 5,958,866$ 64% 15,184,144$ 100% 21,143,010$ 86%
EMERSON HOSPITAL 2,520,400$ 73% 8,416,723$ 91% 10,937,123$ 86%
METROWEST MED CTR FUH 3,126,548$ 88% 5,022,497$ 84% 8,149,045$ 86%
FRANKLIN MEDICAL CTR 577,086$ 77% 1,314,995$ 90% 1,892,080$ 85%
WINCHESTER HOSPITAL 6,223,084$ 89% 12,099,561$ 83% 18,322,645$ 85%
CHARLTON MEMORIAL HOSPITAL 1,995,973$ 88% 1,714,358$ 80% 3,710,331$ 84%
MILFORDWHITINSVILLE HOSP 2,126,651$ 93% 4,099,681$ 80% 6,226,332$ 84%
MARY LANE HOSPITAL 164,960$ 67% 583,788$ 90% 748,747$ 84%
TOBEY HOSPITAL 542,559$ 86% 752,105$ 80% 1,294,664$ 83%
MASS EYE AND EAR INFIRM 642,347$ 88% 4,363,534$ 80% 5,005,881$ 81%
jordan 2,509,763$ 77% 5,264,032$ 83% 7,773,795$ 81%
CLINTON HOSPITAL 77,034$ 70% 465,287$ 83% 542,321$ 81%
DANA FARBER CANCER INST 694,174$ 89% 14,406,091$ 80% 15,100,265$ 81%
ST. LUKES HOSPITAL 1,593,954$ 78% 2,203,709$ 80% 3,797,663$ 79%
BROCKTON HOSPITAL 1,474,107$ 58% 2,844,696$ 98% 4,318,803$ 79%
LAWRENCE GENERAL HOSP 1,754,488$ 77% 2,464,632$ 80% 4,219,120$ 79%
METROWEST MED CTR LMH 867,054$ 67% 2,160,946$ 84% 3,028,000$ 79%
ATHOL MEMORIAL HOSPITAL 34,387$ 52% 513,960$ 80% 548,346$ 78%
ST VINCENT HOPITAL 1,556,415$ 74% 1,299,324$ 83% 2,855,739$ 78%
BOSTON MEDICAL CENTER 4,491,113$ 74% 4,341,639$ 80% 8,832,752$ 77%
HEYWOOD HOSPITAL 919,152$ 65% 2,545,804$ 80% 3,464,956$ 76%
CAMBRIDGE HOSPITAL 1,064,739$ 64% 2,766,649$ 80% 3,831,388$ 75%
MERRIMACK VALLEY HOSPITAL 247,869$ 60% 884,674$ 80% 1,132,543$ 75%
QUINCY MEDICAL CENTER, INC. 648,343$ 62% 1,673,652$ 80% 2,321,995$ 74%
MARLBORO HOSPITAL 467,187$ 53% 1,831,595$ 83% 2,298,782$ 74%
LOWELL GENERAL HOSP 2,351,783$ 61% 5,130,992$ 82% 7,482,775$ 74%
MERCY HOSPITAL 978,015$ 69% 901,566$ 80% 1,879,582$ 74%
WING MEMORIAL HOSPITAL 215,568$ 56% 705,097$ 80% 920,665$ 73%
MORTON HOSPITAL 489,805$ 46% 2,408,320$ 80% 2,898,125$ 71%
ANNA JAQUES HOSPITAL 884,069$ 52% 2,908,296$ 80% 3,792,365$ 71%
NOBLE HOSPITAL 64,746$ 42% 378,736$ 80% 443,482$ 71%
HEALTHALLIANCE HOSPITAL 1,161,654$ 52% 3,357,725$ 80% 4,519,380$ 71%
SAINTS MEMORIAL MED CTR 985,772$ 47% 3,625,201$ 80% 4,610,974$ 70%
MILTON HOSPITAL 641,227$ 51% 1,560,561$ 80% 2,201,788$ 69%
HOLYOKE HOSPITAL 326,687$ 45% 911,231$ 80% 1,237,918$ 66%
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Massachusetts Hospital Price Relativity
Commercial HMO, POS, and PPO products
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Inpatient Outpatient Hospital Total

Amount
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Price Relative to

Average MA

Hospitals

Amount
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Price Relative to
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Hospitals Amount Allowed
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NORTH ADAMS REGIONAL HOSP 358,727$ 165% 1,469,612$ 200% 1,828,340$ 192%
CHILDRENS HOSPITAL 16,641,102$ 148% 23,575,068$ 229% 40,216,170$ 187%
BERKSHIRE MEDICAL CENTER 1,484,119$ 162% 3,770,760$ 171% 5,254,879$ 168%
COOLEY DICKINSON HOSP 1,520,381$ 124% 4,396,713$ 174% 5,917,094$ 158%
FAIRVIEW HOSPITAL 110,738$ 189% 349,750$ 150% 460,488$ 158%
STURDY MEMORIAL HOSPITAL 1,884,534$ 171% 5,329,600$ 140% 7,214,134$ 147%
CAPE COD HOSPITAL 974,735$ 61% 6,361,807$ 186% 7,336,542$ 146%
FALMOUTH HOSPITAL 370,777$ 48% 2,941,249$ 168% 3,312,026$ 131%
MASS GENERAL 42,282,430$ 124% 37,141,899$ 124% 79,424,329$ 124%
BRIGHAM AND WOMENS HOSP 39,474,943$ 124% 21,221,978$ 122% 60,696,921$ 123%
ST ELIZABETHS HOSP 8,864,229$ 137% 7,647,254$ 100% 16,511,483$ 117%
HARRINGTON MEMORIAL HOSP 433,296$ 73% 2,071,007$ 124% 2,504,303$ 111%
BETH ISRAEL DEACONESS MED 26,860,051$ 112% 23,725,041$ 106% 50,585,092$ 109%
CARITAS NORWOOD HOSPITAL 3,014,097$ 104% 5,944,833$ 100% 8,958,930$ 102%
UMASS MEMORIAL MED CENTER 18,147,374$ 105% 23,196,791$ 99% 41,344,164$ 101%
MT AUBURN HOSPITAL 5,904,024$ 96% 12,396,235$ 102% 18,300,259$ 100%
HALLMARK/MALDEN 103,475$ 99% 103,475$ 99%
FRANKLIN MEDICAL CTR 435,744$ 87% 1,365,654$ 103% 1,801,398$ 99%
NEWTON WELLESLEY HOSP 7,732,760$ 93% 16,152,657$ 100% 23,885,417$ 97%
NEW ENGLAND MED CTR 14,040,070$ 100% 12,364,161$ 94% 26,404,231$ 97%
ST ANNE'S HOSPITAL 517,548$ 87% 1,643,847$ 100% 2,161,395$ 97%
MARY LANE HOSPITAL 92,346$ 70% 558,532$ 103% 650,878$ 96%
CARITAS CARNEY HOSPITAL 1,464,383$ 87% 2,828,799$ 100% 4,293,182$ 95%
LAHEY CLINIC HOSP., INC 11,026,058$ 94% 19,730,466$ 95% 30,756,524$ 95%
HALLMARK/MELROSE-WAKEFIELD 2,411,788$ 83% 7,078,489$ 99% 9,490,277$ 94%
HOLY FAMILY HOSP 2,744,552$ 83% 5,693,500$ 100% 8,438,052$ 94%
BEVERLY HOSPITAL 3,977,423$ 91% 7,925,420$ 96% 11,902,843$ 94%
GOOD SAMARITAN MED CENTER 2,523,915$ 83% 3,981,659$ 100% 6,505,574$ 93%
ADDISON GILBERT HOSPITAL 227,310$ 72% 1,533,678$ 95% 1,760,988$ 92%
BETH ISRAEL DEACONESS NEEDHAM 369,444$ 54% 2,533,017$ 101% 2,902,461$ 91%
NORTH SHORE MEDICAL CENTER 5,900,824$ 74% 15,157,997$ 99% 21,058,821$ 91%
FAULKNER HOSPITAL 1,719,050$ 66% 6,020,661$ 99% 7,739,711$ 89%
HALLMARK/LAWRENCE MEMORIAL 1,108,228$ 66% 3,866,340$ 99% 4,974,568$ 89%
SOUTH SHORE HOSP 6,667,837$ 84% 7,050,244$ 89% 13,718,081$ 87%
EMERSON HOSPITAL 2,954,456$ 93% 7,545,841$ 84% 10,500,297$ 86%
METROWEST MED CTR LMH 1,044,651$ 91% 2,156,591$ 82% 3,201,243$ 85%
METROWEST MED CTR FUH 2,412,209$ 90% 4,467,693$ 82% 6,879,902$ 85%
CHARLTON MEMORIAL HOSPITAL 1,382,647$ 91% 1,592,801$ 78% 2,975,448$ 83%
MILFORD-WHITINSVILLE HOSP 1,414,257$ 85% 3,963,556$ 80% 5,377,813$ 81%
NASHOBA VALLEY MED CTR 603,713$ 50% 3,058,655$ 92% 3,662,369$ 80%
WINCHESTER HOSPITAL 5,724,218$ 86% 11,806,242$ 77% 17,530,460$ 80%
BAYSTATE MEDICAL CENTER 5,990,963$ 87% 4,125,575$ 70% 10,116,538$ 79%
DANA FARBER CANCER INST 752,160$ 91% 13,430,537$ 78% 14,182,697$ 79%
ST VINCENT HOPITAL 1,630,928$ 78% 1,652,705$ 80% 3,283,634$ 79%
TOBEY HOSPITAL 593,337$ 94% 699,444$ 69% 1,292,782$ 78%
BROCKTON HOSPITAL 1,242,596$ 59% 2,064,718$ 93% 3,307,314$ 77%
JORDAN HOSPITAL 2,512,139$ 76% 4,898,145$ 76% 7,410,284$ 76%
ST. LUKES HOSPITAL 904,466$ 83% 1,864,406$ 73% 2,768,872$ 76%
NEW ENGLAND BAPTIST HOSP 5,927,628$ 71% 3,624,574$ 84% 9,552,202$ 76%
WING MEMORIAL HOSPITAL 127,977$ 50% 794,091$ 81% 922,068$ 75%
BOSTON MEDICAL CENTER HARR 5,045,073$ 77% 4,207,547$ 72% 9,252,620$ 74%
HUBBARD REGIONAL HOSP 105,365$ 94% 260,381$ 68% 365,746$ 74%
CLINTON HOSPITAL 41,022$ 62% 463,818$ 75% 504,840$ 74%
MARLBORO HOSPITAL 520,009$ 60% 1,877,802$ 78% 2,397,811$ 73%
HEYWOOD HOSPITAL 830,318$ 66% 2,442,677$ 76% 3,272,995$ 73%
LOWELL GENERAL HOSP 1,800,718$ 57% 5,090,779$ 81% 6,891,497$ 73%
LAWRENCE GENERAL HOSP 1,642,082$ 68% 2,186,712$ 75% 3,828,794$ 72%
MASS EYE AND EAR INFIRM 364,671$ 68% 4,347,754$ 72% 4,712,425$ 72%
ANNA JAQUES HOSPITAL 942,238$ 60% 2,955,693$ 76% 3,897,931$ 71%
CAMBRIDGE HOSPITAL 1,022,053$ 66% 2,940,830$ 72% 3,962,884$ 70%
MILTON HOSPITAL 619,725$ 63% 1,483,711$ 73% 2,103,437$ 70%
QUINCY MEDICAL CENTER, INC. 757,988$ 60% 1,647,861$ 74% 2,405,849$ 69%
HEALTHALLIANCE HOSPITAL 1,088,675$ 61% 3,130,991$ 70% 4,219,666$ 68%
MERRIMACK VALLEY HOSPITAL 302,621$ 51% 866,644$ 74% 1,169,266$ 66%
SAINTS MEMORIAL MED CTR 863,812$ 45% 3,364,012$ 75% 4,227,824$ 66%
MORTON HOSPITAL 376,085$ 42% 2,198,330$ 72% 2,574,415$ 65%
ATHOL MEMORIAL HOSPITAL 35,212$ 38% 441,490$ 69% 476,702$ 65%
NOBLE HOSPITAL 90,507$ 35% 420,571$ 77% 511,078$ 63%
HOLYOKE HOSPITAL 337,179$ 51% 808,415$ 70% 1,145,594$ 63%
MERCY HOSPITAL 785,713$ 52% 1,125,551$ 72% 1,911,264$ 62%
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NORTH ADAMS REGIONAL HOSP 441,310$ 172% 1,742,561$ 206% 2,183,872$ 198%
CHILDRENS HOSPITAL 22,045,440$ 166% 24,930,804$ 223% 46,976,244$ 192%
BERKSHIRE MEDICAL CENTER 2,057,232$ 146% 4,367,540$ 164% 6,424,773$ 157%
COOLEY DICKINSON HOSP 1,889,199$ 121% 5,359,999$ 174% 7,249,197$ 156%
FAIRVIEW HOSPITAL 153,762$ 135% 497,949$ 143% 651,711$ 141%
STURDY MEMORIAL HOSPITAL 1,629,073$ 150% 4,818,209$ 138% 6,447,283$ 141%
CAPE COD HOSPITAL 1,996,432$ 57% 11,128,017$ 173% 13,124,449$ 132%
MASS GENERAL 40,582,593$ 114% 40,389,805$ 136% 80,972,399$ 124%
BRIGHAM AND WOMENS HOSP 33,544,354$ 116% 25,671,775$ 136% 59,216,129$ 124%
FALMOUTH HOSPITAL 750,514$ 47% 5,092,764$ 156% 5,843,278$ 120%
HARRINGTON MEMORIAL HOSP 327,959$ 80% 1,751,044$ 120% 2,079,003$ 111%
BETH ISRAEL DEACONESS MED 26,499,849$ 115% 22,755,528$ 104% 49,255,377$ 110%
ST ELIZABETHS HOSP 7,943,027$ 123% 8,303,734$ 99% 16,246,761$ 109%
UMASS MEMORIAL MED CENTER 17,619,071$ 111% 23,308,152$ 100% 40,927,222$ 104%
MT AUBURN HOSPITAL 6,679,263$ 98% 13,645,384$ 99% 20,324,647$ 99%
NEWTON WELLESLEY HOSP 8,059,626$ 95% 16,952,785$ 99% 25,012,410$ 98%
HALLMARK/MALDEN n/a n/a 27,235$ 97% 27,235$ 97%
NEW ENGLAND MED CTR 14,260,538$ 106% 14,962,461$ 89% 29,222,998$ 96%
BAYSTATE FRANKLIN MED CTR 288,089$ 83% 1,178,239$ 100% 1,466,328$ 96%
NORTH SHORE MEDICAL CENTER 6,079,290$ 87% 14,766,049$ 100% 20,845,340$ 96%
ADDISON GILBERT HOSPITAL 79,092$ 132% 590,266$ 92% 669,358$ 95%
CARITAS NORWOOD HOSPITAL 2,808,488$ 87% 5,160,123$ 99% 7,968,611$ 94%
NORTHEAST HOSPITAL CORP 3,299,848$ 99% 5,901,592$ 92% 9,201,440$ 94%
LAHEY CLINIC HOSP., INC 10,629,799$ 97% 20,685,569$ 93% 31,315,368$ 94%
FAULKNER HOSPITAL 2,062,370$ 81% 5,967,267$ 99% 8,029,637$ 94%
CARITAS CARNEY HOSPITAL 1,318,720$ 83% 3,073,637$ 99% 4,392,357$ 93%
CARITAS GOOD SAM. MED CTR 2,485,968$ 84% 4,797,481$ 99% 7,283,449$ 93%
BEVERLY HOSPITAL 1,894,184$ 95% 3,437,927$ 92% 5,332,111$ 93%
HALLMARK HEALTH SYSTEM 3,093,894$ 87% 9,002,770$ 95% 12,096,664$ 93%
BETH ISRAEL DEACONESS NEEDHAM 300,730$ 61% 2,547,648$ 99% 2,848,379$ 93%
ST ANNE'S HOSPITAL 487,704$ 73% 1,875,965$ 99% 2,363,669$ 92%
HALLMARK/LAWRENCE MEMORIAL 368,548$ 75% 1,477,512$ 97% 1,846,060$ 92%
BAYSTATE MARY LN HOSPITAL 80,774$ 58% 558,299$ 100% 639,073$ 91%
SOUTH SHORE HOSP 7,706,892$ 90% 7,312,954$ 89% 15,019,846$ 89%
HOLY FAMILY HOSP 2,421,040$ 73% 5,381,131$ 99% 7,802,171$ 89%
HALLMARK/MELROSE-WAKEFIELD 708,133$ 73% 1,531,602$ 97% 2,239,735$ 88%
METROWEST MED CTR LMH 387,411$ 105% 812,269$ 79% 1,199,680$ 86%
CHARLTON MEMORIAL HOSPITAL 1,755,106$ 93% 1,720,580$ 80% 3,475,686$ 86%
EMERSON HOSPITAL 2,903,854$ 99% 6,767,627$ 80% 9,671,481$ 85%
METROWEST MEDICAL CENTER 2,021,957$ 84% 3,748,756$ 79% 5,770,713$ 81%
WINCHESTER HOSPITAL 5,512,719$ 103% 11,480,590$ 73% 16,993,309$ 80%
METROWEST MED CTR FUH 963,195$ 81% 1,693,244$ 79% 2,656,439$ 80%
MILFORD-WHITINSVILLE HOSP 1,347,574$ 74% 4,341,666$ 82% 5,689,240$ 80%
ST. LUKES HOSPITAL 1,397,242$ 85% 2,027,479$ 75% 3,424,721$ 79%
ST VINCENT HOPITAL 1,679,981$ 79% 1,758,049$ 77% 3,438,031$ 78%
NASHOBA VALLEY MED CTR 413,463$ 45% 2,696,218$ 88% 3,109,681$ 78%
DANA FARBER CANCER INST 825,360$ 134% 13,886,727$ 75% 14,712,087$ 77%
LOWELL GENERAL HOSP 2,395,727$ 66% 5,437,953$ 83% 7,833,679$ 77%
BOSTON MEDICAL CENTER HARR 5,386,607$ 87% 4,829,159$ 67% 10,215,766$ 76%
WING MEMORIAL HOSPITAL 116,163$ 44% 869,851$ 83% 986,014$ 76%
TOBEY HOSPITAL 507,374$ 86% 768,863$ 70% 1,276,238$ 76%
BROCKTON HOSPITAL 1,522,191$ 62% 2,245,368$ 87% 3,767,559$ 74%
CAMBRIDGE HOSPITAL 1,551,765$ 93% 3,406,023$ 67% 4,957,788$ 73%
BAYSTATE MEDICAL CENTER 6,422,031$ 78% 4,253,528$ 67% 10,675,559$ 73%
JORDAN HOSPITAL 2,558,406$ 73% 5,147,154$ 73% 7,705,560$ 73%
NEW ENGLAND BAPTIST HOSP 5,713,407$ 70% 3,389,083$ 80% 9,102,491$ 73%
MARLBORO HOSPITAL 618,374$ 61% 1,770,144$ 77% 2,388,518$ 72%
HEYWOOD HOSPITAL 682,798$ 57% 2,829,629$ 76% 3,512,427$ 71%
CLINTON HOSPITAL 36,850$ 40% 501,107$ 75% 537,957$ 71%
ANNA JAQUES HOSPITAL 989,412$ 63% 3,007,922$ 74% 3,997,334$ 71%
LAWRENCE GENERAL HOSP 1,585,616$ 64% 2,281,125$ 69% 3,866,742$ 67%
MASS EYE AND EAR INFIRM 329,208$ 65% 4,345,325$ 67% 4,674,533$ 67%
SAINTS MEMORIAL MED CTR 989,596$ 58% 3,028,807$ 70% 4,018,403$ 66%
HUBBARD REGIONAL HOSP 39,146$ 66% 257,002$ 66% 296,148$ 66%
QUINCY MEDICAL CENTER, INC. 747,400$ 55% 1,766,095$ 72% 2,513,495$ 66%
NOBLE HOSPITAL 95,436$ 39% 492,081$ 75% 587,517$ 65%
MERCY HOSPITAL 1,060,373$ 62% 1,210,115$ 67% 2,270,488$ 65%
HOLYOKE HOSPITAL 540,883$ 58% 886,657$ 68% 1,427,540$ 64%
HEALTHALLIANCE HOSPITAL 1,028,350$ 54% 2,593,119$ 68% 3,621,469$ 63%
MILTON HOSPITAL 430,050$ 49% 1,450,817$ 70% 1,880,867$ 63%
ATHOL MEMORIAL HOSPITAL 29,590$ 41% 324,098$ 66% 353,688$ 63%
MERRIMACK VALLEY HOSPITAL 248,212$ 38% 896,296$ 72% 1,144,508$ 60%
MORTON HOSPITAL 391,229$ 37% 1,885,975$ 67% 2,277,204$ 59%
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CHILDRENS HOSPITAL 21,681,886$ 163% 29,751,429$ 225% 51,433,315$ 194%
NORTH ADAMS REGIONAL HOSP 557,923$ 149% 1,778,334$ 191% 2,336,257$ 179%
COOLEY DICKINSON HOSP 1,487,053$ 123% 6,280,147$ 176% 7,767,200$ 162%
BERKSHIRE MEDICAL CENTER 2,958,741$ 133% 6,406,476$ 155% 9,365,217$ 148%
FAIRVIEW HOSPITAL 183,764$ 159% 733,998$ 143% 917,762$ 145%
CAPE COD HOSPITAL 2,378,239$ 55% 14,772,150$ 168% 17,150,389$ 131%
MASS GENERAL 38,141,121$ 120% 45,456,388$ 140% 83,597,509$ 130%
BRIGHAM AND WOMENS HOSP 41,016,387$ 123% 27,515,117$ 140% 68,531,504$ 129%
FALMOUTH HOSPITAL 922,342$ 51% 6,153,939$ 168% 7,076,281$ 129%
STURDY MEMORIAL HOSPITAL 1,737,047$ 126% 5,515,780$ 120% 7,252,827$ 122%
BETH ISRAEL DEACONESS MED 26,679,843$ 117% 23,199,171$ 102% 49,879,014$ 110%
UMASS MEMORIAL MED CENTER 20,867,029$ 116% 25,470,672$ 100% 46,337,701$ 106%
ST ELIZABETHS HOSP 8,008,867$ 117% 8,996,184$ 95% 17,005,050$ 105%
HARRINGTON MEMORIAL HOSP 454,921$ 67% 2,327,055$ 112% 2,781,976$ 101%
MT AUBURN HOSPITAL 6,532,919$ 102% 14,822,241$ 98% 21,355,161$ 99%
SOUTH SHORE HOSP 8,055,951$ 99% 8,833,802$ 95% 16,889,753$ 97%
NEWTON WELLESLEY HOSP 8,367,242$ 91% 19,371,060$ 98% 27,738,302$ 96%
CARITAS CARNEY HOSPITAL 1,533,187$ 94% 3,156,504$ 95% 4,689,690$ 95%
NORTH SHORE MEDICAL CENTER 5,610,073$ 84% 16,287,173$ 99% 21,897,246$ 95%
BETH ISRAEL DEACONESS NEEDHAM 344,121$ 69% 2,747,273$ 99% 3,091,393$ 95%
ST ANNE'S HOSPITAL 435,800$ 83% 2,443,863$ 95% 2,879,663$ 93%
HALLMARK HEALTH SYSTEM 4,395,456$ 85% 12,632,499$ 95% 17,027,955$ 92%
DANA FARBER CANCER INST 1,673,418$ 98% 16,040,388$ 91% 17,713,805$ 92%
CARITAS NORWOOD HOSPITAL 2,657,336$ 84% 5,202,410$ 95% 7,859,746$ 91%
LAHEY CLINIC HOSP., INC 13,525,284$ 95% 24,437,228$ 89% 37,962,512$ 91%
NORTHEAST HOSPITAL CORP 6,657,302$ 88% 13,455,019$ 92% 20,112,321$ 91%
FAULKNER HOSPITAL 1,871,515$ 65% 7,252,235$ 99% 9,123,750$ 89%
HOLY FAMILY HOSP 2,873,833$ 77% 6,066,230$ 95% 8,940,063$ 89%
NEW ENGLAND MED CTR 15,569,888$ 101% 17,336,961$ 80% 32,906,849$ 89%
BAYSTATE FRANKLIN MED CTR 394,280$ 81% 1,340,837$ 90% 1,735,117$ 87%
CARITAS GOOD SAM. MED CTR 3,316,301$ 74% 4,966,482$ 95% 8,282,783$ 85%
CHARLTON MEMORIAL HOSPITAL 2,058,395$ 96% 2,035,669$ 75% 4,094,063$ 84%
MILFORD-WHITINSVILLE HOSP 1,593,478$ 85% 4,604,906$ 82% 6,198,384$ 82%
ST VINCENT HOPITAL 2,239,351$ 90% 2,506,321$ 77% 4,745,672$ 82%
NASHOBA VALLEY MED CTR 458,538$ 53% 2,829,479$ 89% 3,288,017$ 82%
WINCHESTER HOSPITAL 7,242,244$ 94% 12,726,360$ 75% 19,968,604$ 81%
BAYSTATE MEDICAL CENTER 6,261,185$ 92% 4,581,028$ 68% 10,842,213$ 80%
EMERSON HOSPITAL 2,910,886$ 76% 7,081,128$ 82% 9,992,014$ 80%
METROWEST MEDICAL CENTER 3,267,861$ 78% 7,140,357$ 80% 10,408,218$ 79%
BAYSTATE MARY LN HOSPITAL 127,586$ 49% 585,658$ 89% 713,244$ 77%
TOBEY HOSPITAL 1,071,288$ 92% 982,634$ 65% 2,053,922$ 77%
LOWELL GENERAL HOSP 2,958,950$ 70% 6,563,321$ 80% 9,522,271$ 76%
JORDAN HOSPITAL 2,663,348$ 78% 5,631,272$ 75% 8,294,620$ 76%
NEW ENGLAND BAPTIST HOSP 6,188,330$ 71% 3,344,336$ 82% 9,532,666$ 75%
BROCKTON HOSPITAL 1,433,193$ 60% 2,480,257$ 86% 3,913,451$ 74%
CLINTON HOSPITAL 132,837$ 70% 619,454$ 73% 752,291$ 73%
ST. LUKES HOSPITAL 1,320,230$ 74% 2,374,820$ 70% 3,695,050$ 72%
WING MEMORIAL HOSPITAL 214,501$ 56% 864,661$ 77% 1,079,161$ 71%
BOSTON MEDICAL CENTER HARR 5,686,702$ 75% 4,895,350$ 64% 10,582,052$ 70%
LAWRENCE GENERAL HOSP 1,605,303$ 70% 2,655,667$ 69% 4,260,970$ 69%
ANNA JAQUES HOSPITAL 965,074$ 60% 3,230,817$ 73% 4,195,891$ 69%
MARLBORO HOSPITAL 674,890$ 57% 1,691,513$ 73% 2,366,403$ 67%
HUBBARD REGIONAL HOSP 45,954$ 183% 258,070$ 59% 304,024$ 65%
NOBLE HOSPITAL 145,757$ 53% 485,156$ 69% 630,913$ 65%
MASS EYE AND EAR INFIRM 724,992$ 85% 4,829,916$ 62% 5,554,908$ 64%
CAMBRIDGE HOSPITAL 953,213$ 62% 3,705,523$ 64% 4,658,736$ 64%
SAINTS MEMORIAL MED CTR 764,991$ 41% 3,377,911$ 72% 4,142,902$ 63%
MILTON HOSPITAL 580,800$ 54% 1,455,345$ 67% 2,036,145$ 63%
HEALTHALLIANCE HOSPITAL 1,226,821$ 57% 2,961,077$ 65% 4,187,898$ 62%
HEYWOOD HOSPITAL 928,263$ 57% 2,843,020$ 64% 3,771,283$ 62%
MERRIMACK VALLEY HOSPITAL 229,294$ 41% 1,083,784$ 69% 1,313,079$ 62%
ATHOL MEMORIAL HOSPITAL 47,010$ 41% 403,443$ 65% 450,453$ 61%
QUINCY MEDICAL CENTER, INC. 556,360$ 45% 1,753,837$ 69% 2,310,196$ 61%
MERCY HOSPITAL 1,012,544$ 59% 1,089,483$ 60% 2,102,027$ 60%
HOLYOKE HOSPITAL 467,748$ 51% 882,885$ 65% 1,350,633$ 59%
MORTON HOSPITAL 514,524$ 40% 2,167,002$ 64% 2,681,526$ 57%
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CHILDREN'S HOSPITAL $32,147,380 139%
PCHI - COMPASS MEDICAL/ABINGTON $622,792 109%
PCHI - PARTNERS B&W $26,153,969 106%
PCHI - COMPASS MEDICAL/TAUNTON $285,023 106%
PCHI - NEW BEDFORD $1,437,602 106%
PCHI - COMPASS MEDICAL/WHITMAN $345,452 106%
PCHI - PARTNERS MGH $34,456,517 106%
PCHI - NORTH SHORE INTEGRATED $4,180,231 106%
PCHI - NORTH CENTRAL $345,997 106%
PCHI - EMERSON INTEGRATED $134,035 106%
PCHI - METRO WEST $1,182,766 106%
UMASS MEMORIAL MED. CTR. $26,960,493 105%
PCHI - CAPE ANN $499,491 105%
PCHI - NEPHO $10,915,297 105%
PCHI - PENTUCKET MED. ASSOCS. $2,034,777 104%
CARITAS - CARNEY $7,004,438 104%
GBPCA $1,348,988 104%
CARITAS - HOLY FAMILY $9,022,195 104%
CARITAS - GOOD SAMARITAN $8,645,724 104%
CARITAS - ST. ANNE'S $2,264,367 104%
CARITAS - WALTHAM DEACONESS $358,068 104%
CARITAS - ST. ELIZABETH'S $12,431,426 104%
DANA FARBER CANCER INSTITUTE $264,351 101%
CMIPA $2,582,376 101%
PCHI - CAMBRIDGE HLTH ALLIANCE $2,089,847 100%
AFFILIATED PEDIATRIC PRACTICES $6,275,760 100%
HALLMARK - MELROSE-WAKEFIELD $11,675,859 100%
PCHI - NEWTON-WELLESLEY $22,173,109 99%
PCHI - NORTH SHORE $19,581,786 99%
PCHI - ROUTE 2 WEST $10,574,068 99%
PCHI - CAMBRIDGE/WHIDDEN $262,779 99%
HALLMARK - LAWRENCE MEMORIAL $6,464,461 99%
WINCHESTER/HIGHLAND $18,940,060 99%
NASHOBA IPA, INC $2,201,859 95%
BAYCARE HEALTH PARTNERS, INC. $11,899,178 95%
LAHEY CLINIC - PEABODY $692,901 94%
LAHEY CLINIC - BURLINGTON $10,454,173 93%
LAHEY CLINIC - ARLINGTON PEDS $97,241 93%
LAHEY CLINIC - WILMINGTON $44,126 93%
COOLEY - DICKINSON PHO $4,394,156 93%
LAHEY CLINIC - ABB $463,704 93%
LAHEY CLINIC - GREENLEAF $314,320 93%
LAHEY CLINIC - LMA $332,372 93%
NORWOOD IPA $7,169,892 93%
LAHEY CLINIC - BDI $666,072 93%
LAHEY CLINIC - HAMILTON/WENHAM $188,562 92%
CAREGROUP - B.I. DEACONESS $26,102,149 92%
SOUTH SHORE PHO $11,798,162 91%
St. Vincent IPA $964,104 91%
PCLLC - SOUTH SHORE $2,163,611 91%
MACIPA $13,354,596 91%
CAREGROUP - DEACONESS GLOVER $1,395,119 91%
CAREGROUP - N.E. BAPTIST $6,235,390 91%
CAREGROUP - BGPMA $3,075,434 91%
HARBOR MEDICAL ASSOCIATES $2,059,676 91%
NEW ENGLAND MEDICAL CTR $12,823,040 90%
MASS EYE AND EAR (SPECIALISTS) $4,149,074 90%
BMC MANAGEMENT SERVICES,INC. $6,669,966 90%
SOUTH END COMMUNITY HEALTH CENTER $71,823 89%
PCLLC - QUINCY $2,423,632 89%
FAULKNER $3,308,661 89%
HEALTH ALLIANCE $6,860,175 89%
BROCKTON PHYSICIAN HOSPITAL ORGANIZATION $2,684,795 89%
METRO WEST-LMH $9,435,001 89%
MILFORD-WHITINSVILLE $4,340,866 89%
GREATER LOWELL IPA $7,049,823 89%
ANNA JAQUES/HALE/WHITTIER $4,611,023 89%
STURDY MEMORIAL HOSPITAL $4,451,155 89%
EAST BOSTON NEIGHBORHOOD HEALTH CTR $421,428 89%
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Commercial HMO, POS, and PPO products
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MARLBOROUGH/ASSABET $2,475,615 89%
HOLYOKE PHO $953,083 89%
LAWRENCE GENERAL $5,072,107 89%
PCLLC - JORDAN $1,675,971 89%
SAINTS MEM./MERRIMACK VALLEY $5,407,201 89%
ACTON MEDICAL ASSOCIATES $1,428,976 89%
AQC - NEWBURYPORT $713,395 89%
AQC - NEWTON - WELLESLEY $974,236 89%
AQC - WOBURNS PEDS $1,028,711 89%
ATHOL $375,692 89%
BERKSHIRE HEALTH SYSTEMS $81,088 89%
BERKSHIRE PHYSICIANS $2,443,121 89%
CONNECTICUT RIVER INTERNIST $276,014 89%
HARRINGTON PHO $1,757,088 89%
HCPA $2,301,190 89%
HENRY HEYWOOD $2,190,086 89%
HUBBARD REGIONAL $230,243 89%
MORTON HOSPITAL $2,849,994 89%
MWA $2,146,776 89%
NOBLE HEALTH ALLIANCE $622,566 89%
NORTH ADAMS $101,325 89%
PCLLC - FAULKNER $1,114,252 89%
PCLLC - GOOD SAMARITAN $168,824 89%
PCLLC - MILTON $1,280,626 89%
PCLLC - NORWOOD $673,631 89%
PEDIATRIC PRACTICE AFFILIATES $1,033,070 89%
PMG PHYSICIAN ASSOCIATES $1,111,633 89%
VALLEY MEDICAL GROUP $712,898 89%
WILLIAMSTOWN MEDICAL $250,093 89%
WING MEMORIAL $710,396 89%
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CHILDREN'S HOSPIAL $33,560,548 139%
FALLON CLINIC INC $601,101 116%
PCHI - COMPASS MEDICAL/ABINGTON $595,525 114%
PCHI - NEW BEDFORD $1,360,073 112%
PCHI - COMPASS MEDICAL/TAUNTON $286,778 112%
PCHI - NORTH SHORE INTEGRATED $4,865,933 112%
PCHI - COMPASS MEDICAL/WHITMAN $420,106 112%
PCHI - PARTNERS MGH $38,512,500 112%
PCHI - NORTH CENTRAL $335,008 111%
PCHI - METRO WEST $1,455,090 111%
PCHI - EMERSON INTEGRATED $133,228 111%
PCHI - PARTNERS B&W $27,555,350 109%
PCHI - PENTUCKET MED. ASSOCS. $2,152,950 109%
PCHI - CAPE ANN $559,057 106%
CAREGROUP - B.I. DEACONESS $30,862,834 106%
AFFILIATED PEDIATRIC PRACTICES $5,080,969 106%
CAREGROUP - BGPMA $3,187,120 105%
CAREGROUP - DEACONESS GLOVER $1,734,298 105%
UMASS MEMORIAL MED. CTR. $21,141,805 105%
WINCHESTER/HIGHLAND $21,311,226 103%
PCHI - CAMBRIDGE/WHIDDEN $179,831 103%
CARITAS - CARNEY $6,231,122 102%
PCHI - NORTH SHORE $16,798,672 102%
CARITAS - ST. ELIZABETH'S $12,060,234 102%
PCHI - NEPHO $13,685,615 102%
GBPCA $1,260,416 102%
CARITAS - WALTHAM DEACONESS $323,819 102%
CARITAS - ST. ANNE'S $2,324,116 102%
CARITAS - HOLY FAMILY $8,807,957 102%
CARITAS - GOOD SAMARITAN $8,090,165 102%
HALLMARK - MELROSE-WAKEFIELD $10,144,950 101%
PCHI - NEWTON-WELLESLEY $22,535,837 101%
HALLMARK - LAWRENCE MEMORIAL $5,984,169 100%
PCHI - ROUTE 2 WEST $13,058,636 98%
PCHI - CAMBRIDGE HLTH ALLIANCE $2,519,211 98%
NEW ENGLAND MEDICAL CTR $12,418,092 96%
DANA FARBER CANCER INSTITUTE $311,530 95%
St. Vincent IPA $1,053,689 92%
LAHEY CLINIC - PEABODY $841,162 90%
LAHEY CLINIC - BURLINGTON $9,699,171 89%
LAHEY CLINIC - BDI $596,374 89%
LAHEY CLINIC - WILMINGTON $36,982 89%
LAHEY CLINIC - ARLINGTON PEDS $87,362 89%
LAHEY CLINIC - LMA $304,263 89%
LAHEY CLINIC - GREENLEAF $248,079 89%
LAHEY CLINIC - ABB $416,865 89%
LAHEY CLINIC - HAMILTON/WENHAM $158,161 89%
MILFORD-WHITINSVILLE $4,645,607 89%
BAYCARE HEALTH PARTNERS, INC. $9,640,967 89%
SOUTH SHORE PHO $10,458,289 88%
HARBOR MEDICAL ASSOCIATES $1,877,169 87%
PCLLC - SOUTH SHORE $1,598,450 87%
MASS EYE AND EAR (SPECIALISTS) $2,937,478 86%
BMC MANAGEMENT SERVICES,INC. $6,046,003 85%
MORTON HOSPITAL $2,401,295 84%
HEALTH ALLIANCE $5,303,036 84%
EAST BOSTON NEIGHBORHOOD HEALTH CTR $379,793 84%
CAREGROUP - MACIPA $12,516,806 84%
PCLLC - QUINCY $1,741,153 84%
BROCKTON PHYSICIAN HOSPITAL ORGANIZATION $2,484,833 84%
METROWEST TUFTS IPA $8,592,491 84%
BERKSHIRE PHYSICIANS $2,412,422 84%
GREATER LOWELL IPA $6,169,413 84%
SOUTH END COMMUNITY HEALTH CENTER $71,263 84%
PCLLC - FAULKNER $877,644 84%
AQC - NEWTON - WELLESLEY $796,683 84%
HARRINGTON PHO $1,637,896 84%
ANNA JAQUES/MERRIMACK/WHITTIER $4,076,791 84%
PCLLC - MILTON $1,100,110 84%
LAWRENCE GENERAL $4,740,213 84%

9



Tufts Health Plan
Massachusetts Physician Group Price Relativity
Commercial HMO, POS, and PPO products
2005

Amount Allowed Price Relative to Average MA IPA

NORWOOD IPA $5,419,848 84%
CAREGROUP - N.E. BAPTIST $5,586,468 84%
LAHEY CLINIC - PV NOBLE $201 84%
PCLLC - JORDAN $1,463,776 84%
PCLLC - GOOD SAMARITAN $117,759 84%
PCLLC - NORWOOD $576,679 84%
ACTON MEDICAL ASSOCIATES $1,431,862 84%
AQC - WOBURNS PEDS $1,013,596 84%
AQC - NEWBURYPORT $255,599 84%
ATHOL $394,373 84%
BERKSHIRE HEALTH SYSTEMS $57,287 84%
CMIPA $5,890,968 84%
COOLEY - DICKINSON PHO $3,442,441 84%
CONNECTICUT RIVER INTERNIST $140,794 84%
FAULKNER $2,802,815 84%
NOBLE HEALTH ALLIANCE $449,062 84%
HCPA $1,907,872 84%
HENRY HEYWOOD $2,213,432 84%
HOLYOKE PHO $804,557 84%
HUBBARD REGIONAL $171,739 84%
JORDAN $1,876,201 84%
MARLBOROUGH/ASSABET $1,944,631 84%
MWA $1,480,371 84%
NASHOBA IPA,INC. $1,823,119 84%
NORTH ADAMS $78,579 84%
J5 PEDIATRIC PRACTICE AFFILIATES $957,483 84%
J2 PMG PHYSICIAN ASSOCIATES $1,160,539 84%
SAINTS MEM./MERRIMACK VALLEY $4,766,919 84%
STURDY MEMORIAL HOSPITAL $3,548,394 84%
VALLEY MEDICAL GROUP $203,914 84%
WILLIAMSTOWN MEDICAL $262,973 84%
WING MEMORIAL $544,816 84%
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CHILDREN'S HOSPITAL $37,015,293 147%
PCHI - COMPASS MEDICAL/TAUNTON $273,335 118%
PCHI - NEW BEDFORD $1,350,264 118%
PCHI - PENTUCKET MED. ASSOCS. $2,302,099 118%
PCHI - NORTH SHORE INTEGRATED $5,540,615 118%
PCHI - PARTNERS MGH $42,027,148 118%
PCHI - PARTNERS B&W $25,827,082 118%
PCHI - COMPASS MEDICAL/WHITMAN $434,494 118%
HARVARD VANGUARD - WELLESLEY $129,411 117%
GRANITE MEDICAL GROUP $505,051 117%
HARVARD VANGUARD - BRAINTREE $100,909 117%
HARVARD VANGUARD - CAMBRIDGE $20,213 117%
HARVARD VANGUARD - CHELMSFORD $158,046 117%
HARVARD VANGUARD - COPLEY $29,351 117%
HARVARD VANGUARD - FAULKNER $453 117%
HARVARD VANGUARD - KENMORE $290,463 117%
HARVARD VANGUARD - LYNNFIELD $67,836 117%
HARVARD VANGUARD - MEDFORD $24,880 117%
HARVARD VANGUARD - PEABODY $10,500 117%
HARVARD VANGUARD - SOMERVILLE $88,399 117%
HARVARD VANGUARD - W. ROXBURY $89,613 117%
HARVARD VANGUARD - WATERTOWN $21,781 117%
SOUTHBORO MEDICAL GROUP $206,835 117%
DEDHAM MEDICAL ASSOCIATES $805,130 117%
HARVARD VANGUARD - BURLINGTON $65,429 117%
HARVARD VANGUARD - CONCORD $13,913 117%
HARVARD VANGUARD - P.O. SQUARE $36,212 117%
HARVARD VANGUARD - QUINCY $103,614 117%
HARVARD VANGUARD OTHER $17,349,333 117%
SOUTH SHORE MEDICAL CTR., P.C. $86,824 117%
PCHI - CAPE ANN $541,286 117%
PCHI - NORTH CENTRAL $344,026 117%
PCHI - METRO WEST $1,670,212 117%
PCHI - COMPASS MEDICAL/ABINGTON $514,119 117%
PCHI - EMERSON INTEGRATED $133,260 117%
FALLON CLINIC INC $995,814 111%
PCHI-AFFILIATED PEDI PRACTICES $5,083,192 109%
PCHI Plymouth IPA $1,184,776 108%
PCHI - NEWTON-WELLESLEY $23,388,078 106%
CONNECTICUT RIVER INTERNIST $90,378 106%
NECOMG $12,383,961 106%
CAREGROUP - B.I. DEACONESS $28,026,118 105%
CAREGROUP - BGPMA $2,921,522 105%
BIDPO - MILTON $529,398 105%
CAREGROUP - DEACONESS GLOVER $1,674,022 105%
WILLIAMSTOWN MEDICAL $270,866 104%
WINCHESTER/HIGHLAND $20,536,812 104%
PCHI - NORTH SHORE $15,779,858 103%
PCHI - CAMBRIDGE/WHIDDEN $172,900 102%
PCHI - MELROSE WAKEFIELD $10,373,565 101%
PCHI - LAWRENCE MEMORIAL $5,458,547 101%
CARITAS - GOOD SAMARITAN $6,875,158 101%
CARITAS - HOLY FAMILY $8,092,679 101%
CARITAS - ST. ANNE'S $2,207,668 101%
CARITAS - ST. ELIZABETH'S $10,703,461 101%
CARITAS - CARNEY $5,222,931 101%
CARITAS - WALTHAM DEACONESS $38,032 101%
GBPCA $1,067,948 101%
NEQCA - Norwood $400,297 100%
NEW ENGLAND MEDICAL CTR $14,900,313 100%
NEQCA - Faulkner $214,709 100%
NEQCA - Good Samaritan $78,205 100%
NEQCA - Jordan $561,846 100%
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NEQCA - Newton Wellesley Physicians $355,805 100%
NEQCA - Quincy $329,623 100%
NEQCA - South Shore $179,232 100%
NEQCA - Woburn Pediatrics $797,911 100%
NEQCA - Milton $187,297 100%
WING MEMORIAL $572,982 97%
UMASS MEMORIAL MED. CTR. $18,467,657 96%
PCHI - CAMBRIDGE HLTH ALLIANCE $2,727,470 94%
Radiology Associates of Norwood $253,936 94%
PCHI - ROUTE 2 WEST $11,595,306 94%
Southcoast Primary Care $423,458 90%
Southcoast Physician Services $161,822 90%
LAHEY CLINIC - HAMILTON/WENHAM $197,569 88%
LAHEY CLINIC - BDI $513,170 88%
LAHEY CLINIC - GREENLEAF $247,822 88%
LAHEY CLINIC - LMA $283,386 88%
LAHEY CLINIC - WILMINGTON $39,934 88%
LAHEY CLINIC - BURLINGTON $9,274,838 88%
LAHEY CLINIC - ABB $383,189 88%
LAHEY CLINIC - PEABODY $800,459 88%
LAHEY CLINIC - ARLINGTON PEDS $41,151 88%
Neponset Valley Healthcare Assoc, INC $858,625 87%
NORWOOD IPA $3,460,540 86%
ANESTHESIA ASSOC. OF MASSACHUSETTS $3,279,589 84%
NOBLE HEALTH ALLIANCE $455,345 82%
MILFORD-WHITINSVILLE $4,147,381 82%
BAYCARE HEALTH PARTNERS, INC. $9,754,082 82%
CAREGROUP - MACIPA $11,526,521 80%
ANNA JAQUES/MERRIMACK/WHITTIER $3,475,884 80%
ATHOL $572,977 79%
CAREGROUP - N.E. BAPTIST $4,445,155 78%
VALLEY MEDICAL GROUP $221,970 77%
CMIPA $6,189,700 77%
ACTON MEDICAL ASSOCIATES $1,387,220 77%
BERKSHIRE HEALTH SYSTEMS $49,811 77%
BERKSHIRE PHYSICIANS $3,037,854 77%
BMC MANAGEMENT SERVICES,INC. $4,141,794 77%
BROCKTON PHYSICIAN HOSPITAL ORGANIZATION $2,477,489 77%
COOLEY - DICKINSON PHO $2,997,357 77%
EAST BOSTON NEIGHBORHOOD HEALTH CTR $458,944 77%
FAULKNER $2,083,756 77%
PCLLC - FAULKNER $193,809 77%
PCLLC - GOOD SAMARITAN $12,058 77%
PCLLC - MILTON $318,125 77%
PCLLC - QUINCY $1,251,165 77%
PCLLC - SOUTH SHORE $826,982 77%
Franciscan Pediatrics $75,906 77%
HCPA $1,674,917 77%
HENRY HEYWOOD $2,142,363 77%
HUBBARD REGIONAL $138,820 77%
GREATER LOWELL IPA $5,243,767 77%
MARLBOROUGH/ASSABET $1,429,517 77%
MASS EYE AND EAR (SPECIALISTS) $1,754,466 77%
METROWEST TUFTS IPA $7,077,253 77%
MORTON HOSPITAL $2,093,761 77%
MWA $1,552,668 77%
NASHOBA IPA,INC. $1,919,314 77%
NORTH ADAMS $79,259 77%
SOUTH END COMMUNITY HEALTH CENTER $57,765 77%
SAINTS MEM./MERRIMACK VALLEY $4,058,206 77%
ST. VINCENT IPA $34,245 77%
STURDY MEMORIAL HOSPITAL $2,847,280 77%
HARBOR MEDICAL ASSOCIATES $1,590,704 77%
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SOUTH SHORE PHO $9,719,853 77%
PEDIATRIC PRACTICE AFFILIATES $147,876 77%
HEALTH ALLIANCE $5,012,826 74%
HARRINGTON PHO $1,495,114 74%
DANA FARBER CANCER INSTITUTE $156,529 74%
HOLYOKE PHO $799,809 74%
LAWRENCE GENERAL $4,518,182 74%
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CHILDREN'S HOSPITAL $42,082,453 151%
PCHI - NEW BEDFORD $1,856,517 128%
PCHI - COMPASS MEDICAL/TAUNTON $381,944 126%
PCHI - NORTH SHORE INTEGRATED $6,151,878 126%
PCHI - PENTUCKET MED. ASSOCS. $3,106,703 126%
PCHI - CAPE ANN $639,135 125%
PCHI - COMPASS MEDICAL/WHITMAN $524,771 125%
PCHI - PARTNERS B&W $29,317,570 125%
PCHI - PARTNERS MGH $47,828,721 125%
PCHI - METRO WEST $2,329,857 125%
PCHI - COMPASS MEDICAL/ABINGTON $791,981 125%
PCHI - NORTH CENTRAL $326,744 124%
PCHI NWHMD $875,978 124%
PCHI - EMERSON INTEGRATED $129,997 123%
DEDHAM MEDICAL ASSOCIATES $931,945 122%
SOUTHBORO MEDICAL GROUP $200,068 121%
SOUTH SHORE MEDICAL CTR., P.C. $179,754 121%
HARVARD VANGUARD - WELLESLEY $291,882 121%
HARVARD VANGUARD - PEABODY $65,354 121%
HARVARD VANGUARD - BRAINTREE $287,269 121%
HARVARD VANGUARD - QUINCY $197,269 121%
HARVARD VANGUARD - KENMORE $856,325 121%
HARVARD VANGUARD - COPLEY $55,607 121%
HARVARD VANGUARD - FAULKNER $8,682 121%
HARVARD VANGUARD - WATERTOWN $85,751 121%
GRANITE MEDICAL GROUP $167,534 121%
HARVARD VANGUARD - CHELMSFORD $190,814 121%
HARVARD VANGUARD - CONCORD $111,006 121%
HARVARD VANGUARD - BURLINGTON $131,874 121%
HARVARD VANGUARD - P.O. SQUARE $68,140 121%
HARVARD VANGUARD - CAMBRIDGE $100,250 121%
HARVARD VANGUARD - LYNNFIELD $148,061 121%
HARVARD VANGUARD - W. ROXBURY $141,539 121%
HARVARD VANGUARD - MEDFORD $102,023 120%
HARVARD VANGUARD - SOMERVILLE $193,711 119%
HARVARD VANGUARD OTHER $19,818,983 119%
PCHI-AFFILIATED PEDI PRACTICES $5,896,414 115%
PCHI Plymouth IPA $1,553,256 115%
FALLON CLINIC INC $2,101,819 113%
PCHI - NEWTON-WELLESLEY $24,400,537 111%
PCHI - MELROSE WAKEFIELD $11,239,497 111%
PCHI - LAWRENCE MEMORIAL $5,443,740 110%
BIDPO - MILTON $1,000,044 107%
CAREGROUP - B.I. DEACONESS $28,365,909 107%
CAREGROUP - BGPMA $3,188,348 106%
NORTHEAST PHO $13,811,305 106%
CAREGROUP - DEACONESS GLOVER $1,722,322 106%
BIDPO - Emerald Physicians $574,486 105%
CONNECTICUT RIVER INTERNIST $105,065 105%
PCHI - CAMBRIDGE/WHIDDEN $192,578 104%
WILLIAMSTOWN MEDICAL $314,618 103%
PCHI - NORTH SHORE $14,697,996 102%
CARITAS - HOLY FAMILY $8,755,390 102%
CARITAS - GOOD SAMARITAN $7,579,249 102%
CARITAS - ST. ANNE'S $2,170,790 102%
CARITAS - CARNEY $5,330,496 101%
WINCHESTER/HIGHLAND $20,588,093 101%
CARITAS - ST. ELIZABETH'S $10,448,561 101%
GBPCA $949,089 101%
Radiology Associates of Plymouth $284,317 101%
UMASS MEMORIAL MED. CTR. $20,049,831 97%
NEQCA - Cape Cod $401,457 96%
NEQCA - Jordan $821,706 95%
NEQCA - Good Samaritan $160,612 95%
NEQCA - South Shore $296,489 95%
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NEQCA - Milton $232,528 95%
NEQCA - Quincy $562,313 95%
NEQCA - Faulkner $296,546 95%
PCHI - CAMBRIDGE HLTH ALLIANCE $3,258,627 95%
NEQCA - Woburn Pediatrics $1,204,241 94%
NEW ENGLAND MEDICAL CTR $12,677,072 94%
NEQCA - Norwood $597,738 94%
PCHI - ROUTE 2 WEST $11,356,700 94%
NEQCA - Newton Wellesley Physicians $489,530 94%
WING MEMORIAL $556,966 94%
Northeast Dermatology Assoc. $639,680 93%
Radiology Associates of Norwood $669,981 92%
VALLEY MEDICAL GROUP $612,275 92%
Southcoast Primary Care $434,606 89%
Southcoast Physician Services $238,383 89%
NHPO $571,883 86%
LAHEY CLINIC - HAMILTON/WENHAM $260,956 85%
LAHEY CLINIC - BDI $592,791 85%
LAHEY CLINIC - GREENLEAF $264,475 85%
NORWOOD IPA $3,233,999 85%
LAHEY CLINIC - PEABODY $733,258 84%
LAHEY CLINIC - LMA $301,462 84%
LAHEY CLINIC - WILMINGTON $38,945 84%
LAHEY CLINIC - BURLINGTON $8,976,429 84%
LAHEY CLINIC - ABB $423,178 84%
MPD Medical Associates,(MA)P.C. $217,422 84%
Neponset Valley Healthcare Assoc, INC $843,035 83%
ANESTHESIA ASSOC. OF MASSACHUSETTS $4,110,730 83%
CAREGROUP - N.E. BAPTIST $4,526,871 82%
METROWEST PHYSICIAN SERVICES,INC. $9,391 82%
BAYCARE HEALTH PARTNERS, INC. $14,995,591 82%
NOBLE HEALTH ALLIANCE $728,145 82%
HCPA $2,243,903 82%
CMIPA $6,415,404 81%
HOLYOKE PHO $1,012,066 81%
LAWRENCE GENERAL $4,463,871 80%
MILFORD-WHITINSVILLE $3,668,897 80%
CAREGROUP - MACIPA $12,291,996 80%
GREATER LOWELL IPA $6,406,368 80%
ANNA JAQUES/MERRIMACK/WHITTIER $3,853,677 80%
ATHOL $556,044 79%
BERKSHIRE MEDICAL GROUP,P.C. $83,225 78%
HEALTH ALLIANCE $5,524,210 78%
ST.VINCENT PHYSICIAN SERVICES,INC $76,877 77%
METROWEST TUFTS IPA $6,600,396 77%
SAINTS MEM./MERRIMACK VALLEY $3,313,050 76%
BROCKTON PHYSICIAN HOSPITAL ORGANIZATION $2,540,622 76%
MWA $72,990 75%
BERKSHIRE HEALTH SYSTEMS $59,823 75%
NORTH ADAMS $130,885 75%
BERKSHIRE PHYSICIANS $3,442,346 74%
COOLEY - DICKINSON PHO $3,700,745 74%
SOUTH SHORE PHYSICIAN HOSPITAL ORG $11,908,135 74%
HARRINGTON PHO $1,195,158 74%
Medical Affiliates of Cape Cod $560,489 74%
HENRY HEYWOOD $2,114,196 74%
HUBBARD REGIONAL $88,628 74%
JORDAN $2,373,555 74%
MORTON HOSPITAL $2,100,427 74%
ATTLEBORO GASTROENTEROLOGY $138,888 74%
STURDY MEMORIAL HOSPITAL $2,354,763 74%
EAST BOSTON NEIGHBORHOOD HEALTH CTR $519,631 73%
SOUTH SHORE PHO $42,259 73%
BMC MANAGEMENT SERVICES,INC. $4,206,616 73%
ACTON MEDICAL ASSOCIATES $1,478,014 73%
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DANA FARBER CANCER INSTITUTE $201,341 73%
MASS EYE AND EAR (SPECIALISTS) $1,705,710 73%
FAULKNER $1,761,173 73%
NASHOBA IPA,INC. $1,714,025 73%
SOUTH END COMMUNITY HEALTH CENTER $63,587 73%
MARLBOROUGH/ASSABET $1,082,840 73%
BOSTON IVF $604,406 73%
FRANCISCAN PEDIATRICS $76,045 73%
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CHILDREN'S HOSPITAL $43,587,802 166%
PCHI - NEW BEDFORD $2,198,528 127%
PCHI - COMPASS MEDICAL/TAUNTON $497,027 126%
PCHI - NORTH SHORE INTEGRATED $6,765,732 126%
PCHI - COMPASS MEDICAL/WHITMAN $815,119 126%
PCHI - CAPE ANN $684,743 126%
PCHI - PENTUCKET MED. ASSOCS. $3,852,750 126%
PCHI - COMPASS MEDICAL/ABINGTON $1,105,509 126%
PCHI - PARTNERS B&W $32,900,910 126%
PCHI - PARTNERS MGH $50,697,130 126%
PCHI - NORTH CENTRAL $367,665 125%
PCHI - METRO WEST $2,748,535 125%
PCHI NWHMD $1,497,107 124%
PCHI - EMERSON INTEGRATED $126,809 124%
HARVARD VANGUARD - BURLINGTON $121,813 123%
HARVARD VANGUARD - P.O. SQUARE $45,328 123%
HARVARD VANGUARD - WATERTOWN $67,631 123%
DEDHAM MEDICAL ASSOCIATES $1,063,241 123%
HARVARD VANGUARD - QUINCY $200,725 123%
HARVARD VANGUARD - CAMBRIDGE $83,003 123%
HARVARD VANGUARD - WELLESLEY $244,812 123%
HARVARD VANGUARD - COPLEY $43,738 123%
SOUTH SHORE MEDICAL CTR., P.C. $219,826 123%
HARVARD VANGUARD - FAULKNER $5,839 122%
HARVARD VANGUARD - BRAINTREE $260,574 122%
HARVARD VANGUARD - PEABODY $62,904 122%
SOUTHBORO MEDICAL GROUP $188,683 122%
HARVARD VANGUARD - CHELMSFORD $173,649 122%
HARVARD VANGUARD - KENMORE $758,451 122%
HARVARD VANGUARD - MEDFORD $81,033 122%
HARVARD VANGUARD - W. ROXBURY $98,959 122%
HARVARD VANGUARD - CONCORD $98,551 122%
GRANITE MEDICAL GROUP $199,722 121%
HARVARD VANGUARD - LYNNFIELD $213,197 121%
HARVARD VANGUARD - SOMERVILLE $209,869 121%
HARVARD VANGUARD OTHER $20,685,822 119%
PCHI Plymouth IPA $2,047,942 114%
PCHI-AFFILIATED PEDI PRACTICES $6,367,132 113%
PCHI - NEWTON-WELLESLEY $26,416,829 111%
FALLON CLINIC INC $2,867,372 110%
BIDPO-Associates in Internal Medicine $687,843 108%
PCHI - MELROSE WAKEFIELD $11,417,457 108%
BIDPO - MILTON $1,358,557 108%
BOSTON IVF $1,394,872 108%
CAREGROUP - B.I. DEACONESS $31,718,551 107%
PCHI - LAWRENCE MEMORIAL $5,921,955 107%
CAREGROUP - BGPMA $2,706,274 107%
NORTHEAST PHO $16,887,658 107%
CAREGROUP - DEACONESS GLOVER $1,717,192 106%
PCHI - CAMBRIDGE/WHIDDEN $165,742 104%
BIDPO - Emerald Physicians $1,030,534 102%
CONNECTICUT RIVER INTERNIST $123,651 102%
PCHI - NORTH SHORE $15,451,077 101%
WILLIAMSTOWN MEDICAL $270,588 100%
CARITAS - GOOD SAMARITAN $7,818,257 98%
CARITAS - HOLY FAMILY $9,241,300 98%
Radiology Associates of Plymouth $289,731 98%
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Tufts Health Plan
Massachusetts Physician Group Price Relativity
Commercial HMO, POS, and PPO products
2008

Amount Allowed

Price Relative to Average MA

IPA

WINCHESTER/HIGHLAND $22,125,860 97%
UMASS MEMORIAL MED. CTR. $24,504,820 97%
CARITAS - ST. ANNE'S $2,518,142 97%
CARITAS - CARNEY $5,744,587 97%
CARITAS - ST. ELIZABETH'S $9,684,439 97%
GBPCA $1,091,927 96%
PCHI - CAMBRIDGE HLTH ALLIANCE $3,484,201 95%
PCHI - ROUTE 2 WEST $12,430,473 92%
NEQCA - Cape Cod $465,803 90%
NEQCA - Jordan $926,498 90%
NORWOOD IPA $4,038,679 90%
NEQCA - South Shore $356,723 90%
NEQCA - Milton $245,932 90%
NEQCA - Quincy $559,891 89%
NEQCA- Merrimack Valley $2,618,120 89%
NEQCA - Good Samaritan $229,339 89%
NEQCA - Faulkner $276,871 89%
PCHI Milford RSO $1,961,866 89%
NEQCA - Woburn Pediatrics $1,317,294 89%
NEW ENGLAND MEDICAL CTR $13,587,006 89%
NEQCA - Norwood $688,206 89%
NEQCA - Newton Wellesley Physicians $481,764 89%
CMIPA $7,566,823 85%
HCPA $2,374,597 84%
BAYCARE HEALTH PARTNERS, INC. $16,067,373 84%
METROWEST PHYSICIAN SERVICES,INC. $60,747 83%
Neponset Valley Healthcare Assoc, INC $218,230 83%
VALLEY MEDICAL GROUP $671,601 82%
LAHEY CLINIC - HAMILTON/WENHAM $234,269 81%
LAWRENCE GENERAL $5,380,926 81%
LAHEY CLINIC - BDI $635,628 81%
LAHEY CLINIC - HAVERHILL $76,493 81%
LAHEY CLINIC - GREENLEAF $197,632 81%
Radiology Associates of Norwood $770,995 81%
LAHEY CLINIC - ESSEX $44,425 81%
LAHEY CLINIC - WILMINGTON $50,913 81%
LAHEY CLINIC - LMA $318,503 81%
LAHEY CLINIC - PEABODY $722,191 81%
LAHEY CLINIC - BURLINGTON $10,569,111 81%
LAHEY CLINIC - ABB $465,194 81%
MPD Medical Associates,(MA)P.C. $488,268 80%
CAREGROUP - N.E. BAPTIST $5,391,364 80%
GREATER LOWELL IPA $8,411,413 80%
Berkshire Pediatrics Association, P.C. $159,374 79%
HOLYOKE PHO $1,236,358 79%
ST.VINCENT PHYSICIAN SERVICES,INC $388,133 79%
CAREGROUP - MACIPA $12,493,736 78%
ANNA JAQUES/MERRIMACK/WHITTIER $4,681,145 78%
METROWEST TUFTS IPA $6,657,143 78%
NOBLE HEALTH ALLIANCE $622,910 78%
HEALTH ALLIANCE $5,644,034 76%
ATHOL $602,849 76%
Berkshire Medical Group,P.C. $130,973 75%
SOUTH SHORE PHYSICIAN HOSPITAL ORG $13,605,673 73%
MASS EYE AND EAR (SPECIALISTS) $1,737,566 73%
STURDY MEMORIAL HOSPITAL $2,272,531 73%
SOUTHCOAST NBMA $655,551 72%
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Tufts Health Plan
Massachusetts Physician Group Price Relativity
Commercial HMO, POS, and PPO products
2008

Amount Allowed

Price Relative to Average MA

IPA

SOUTHCOAST PRIMARY CARE $511,170 72%
SOUTHCOAST PHYSICAIN SERVICES $496,790 72%
BERKSHIRE HEALTH SYSTEMS $92,233 72%
NORTH ADAMS $148,893 72%
Northern Berkshire HC Phys $36,952 72%
BERKSHIRE PHYSICIANS $4,026,763 72%
COOLEY - DICKINSON PHO $3,949,181 72%
WING MEMORIAL $577,381 72%
HUBBARD REGIONAL $58,323 72%
HARRINGTON PHO $1,309,500 72%
Medical Affiliates of Cape Cod $1,425,888 72%
JORDAN $2,378,508 72%
HENRY HEYWOOD $2,334,898 72%
MORTON HOSPITAL $2,549,704 72%
Jordan Hospital Anesthesia Associates,PC $18,058 71%
Attleboro Gastroenterology $130,730 71%
Northeast Dermatology Assoc. $461,120 71%
BROCKTON PHYSICIAN HOSPITAL ORGANIZATION $2,817,403 71%
MILFORD-WHITINSVILLE $108,917 71%
SOUTH END COMMUNITY HEALTH CENTER $55,598 71%
EAST BOSTON NEIGHBORHOOD HEALTH CTR $669,591 71%
SAINTS MEM./MERRIMACK VALLEY $239,940 71%
DANA FARBER CANCER INSTITUTE $231,393 71%
ACTON MEDICAL ASSOCIATES $1,515,766 71%
BMC MANAGEMENT SERVICES,INC. $4,256,824 71%
ANESTHESIA ASSOC. OF MASSACHUSETTS $4,494,179 71%
FAULKNER $1,624,200 71%
NASHOBA IPA,INC. $1,572,226 71%
MARLBOROUGH/ASSABET $821,053 71%
Franciscan Pediatrics $52,446 70%
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Notes on AGO question #3 ------ PMPM medical expense

Medical Groups Included: All Massachusetts-based physician groups that contract through a PHO, IPA, multi-specialty group, or other group arrangement
Members included: All Commercial HMO members that have selected PCPs with primary affiliation with the respective physician group
Time period included: 2004-2008
Severity Adjustment: DxCG

Cost categories Included: Acute hospital and physician amount allowed
Capitation payment (excluding mental health)
Risk sharing surplus or deficit against medical budget

Excluded: Pharmacy expense
Allied Health Expense
Mental Health Capitation
Miscellaneous non-claims expense:

 - Infrastructure and management fees
 - Pay-for-performance bonus
 - A small amount of claims-related supplemental payment due to system constraint
 - Other (e.g., state surcharge)

(The exluded categories represent ~30% of total medical and pharmacy expensure. We recognize the value of including all
categories, but were not able to assemble group-specific data at this level for this submission)



Tufts Health Plan

Exhibit for AGO Question #3

PMPM Hospital & Physician Expenses

2004 2005 2006 2007 2008

Provider Unit Provider Name
Member
Month

Severity
Score (DxCG)

Unadjusted
PMPM

Expense

Adjusted
PMPM

Expense
Reimbursement

Method
Member
Month

Severity
Score (DxCG)

Unadjusted
PMPM

Expense

Adjusted
PMPM

Expense
Reimbursement

Method
Member
Month

Severity
Score (DxCG)

Unadjusted
PMPM

Expense

Adjusted
PMPM

Expense
Reimbursement

Method
Member
Month

Severity Score
(DxCG)

Unadjusted
PMPM

Expense

Adjusted
PMPM

Expense
Reimbursement

Method
Member
Month

Severity Score
(DxCG)

Unadjusted
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Expense

Adjusted
PMPM

Expense
Reimbursement

Method

44 ACTON MEDICAL ASSOCIATES 45,720 0.82 $151 $184 Global payment 38,527 0.89 $174 $196 Global payment 30,712 0.78 $125 $161 Global payment 26,761 0.89 $190 $213 Global payment 28,657 0.86 $208 $242 Global payment

79 AFFILIATED PEDIATRIC PRACTICES 91,736 0.53 $93 $175 Fee for service 80,503 0.56 $112 $200 Fee for service 63,322 0.55 $98 $177 Fee for service 61,093 0.56 $157 $280 Fee for service 63,418 0.53 $171 $323 Fee for service

11 ANNA JAQUES/HALE/WHITTIER 44,191 1.08 $174 $161 Fee for service 33,514 1.11 $165 $148 Fee for service 28,350 1.02 $181 $177 Fee for service 33,400 1.09 $193 $177 Fee for service 38,424 1.03 $196 $191 Fee for service

61 ATHOL 7,986 0.99 $165 $167 Fee for service 5,808 1.12 $212 $189 Fee for service 4,340 0.98 $159 $163 Fee for service 3,343 0.92 $103 $112 Fee for service 3,283 1.05 $165 $158 Fee for service

70 BAYCARE HEALTH PARTNERS, INC. 94,573 0.86 $152 $177 Global payment 64,086 0.91 $164 $180 Global payment 60,598 0.91 $176 $194 Fee for service 74,638 0.97 $158 $162 Fee for service 72,994 0.89 $180 $202 Fee for service

BM BERKSHIRE MEDICAL GROUP N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A 3,199 1.25 $386 $310 Fee for service

BP BERKSHIRE PEDIATRICS ASSOCIATION N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A 3,021 0.38 $29 $77 Fee for service

H7 BERKSHIRE PHYSICIANS 19,776 1.07 $271 $253 Fee for service 18,397 0.95 $226 $237 Fee for service 20,497 0.91 $233 $256 Fee for service 26,192 0.95 $264 $277 Fee for service 33,321 0.94 $268 $286 Fee for service

BY BIDPO - ASSOCIATES IN INTERNAL MEDICINE N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A 6,109 1.19 $148 $124 Fee for service

BG BIDPO - EMERALD PHYSICIANS N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A 9,745 1.79 $254 $142 Fee for service 14,594 1.94 $375 $193 Fee for service

AL BIDPO - MILTON N/A N/A N/A N/A N/A N/A N/A N/A 8,659 1.08 $114 $105 Fee for service 9,351 1.32 $283 $214 Fee for service 9,763 1.21 $277 $228 Fee for service

39 BMC MANAGEMENT SERVICES,INC. 36,260 1.01 $151 $150 Global payment 27,903 1.04 $148 $142 Global payment 21,828 1.02 $199 $196 Fee for service 21,001 1.06 $177 $167 Fee for service 24,820 0.97 $210 $216 Fee for service

76 BROCKTON PHYSICIAN HOSPITAL ORGANIZATION 18,584 0.99 $176 $178 Fee for service 13,627 1.10 $243 $222 Fee for service 11,409 1.01 $214 $212 Fee for service 13,315 1.10 $167 $153 Fee for service 15,369 1.14 $220 $193 Fee for service

38 CAREGROUP - B.I. DEACONESS 150,902 1.43 $221 $155 Global payment 118,189 1.29 $247 $192 Fee for service 83,299 1.32 $334 $252 Fee for service 81,484 1.36 $301 $221 Fee for service 103,654 1.36 $311 $228 Fee for service

54 CAREGROUP - BGPMA 44,834 1.08 $170 $157 Global payment 31,865 1.13 $205 $182 Fee for service 25,125 1.02 $137 $134 Fee for service 28,168 1.24 $246 $198 Fee for service 21,890 1.14 $261 $229 Fee for service

20 CAREGROUP - DEACONESS GLOVER 19,148 1.27 $189 $149 Global payment 15,910 1.22 $219 $179 Fee for service 13,972 1.16 $191 $165 Fee for service 14,147 1.30 $228 $175 Fee for service 14,849 1.18 $233 $198 Fee for service

14 CAREGROUP - MACIPA 149,224 1.04 $176 $168 Global payment 108,157 1.03 $221 $213 Global payment 85,143 1.01 $210 $208 Global payment 78,077 1.13 $239 $212 Global payment 80,100 1.10 $246 $223 Global payment

81 CAREGROUP - N.E. BAPTIST 12,268 1.67 $274 $165 Global payment 10,044 1.66 $266 $160 Fee for service 8,194 1.52 $423 $278 Fee for service 7,412 1.72 $344 $201 Fee for service 6,872 1.65 $348 $211 Fee for service

07 CARITAS - CARNEY 36,559 1.12 $181 $161 Fee for service 25,750 1.13 $211 $186 Fee for service 20,097 1.16 $263 $227 Fee for service 19,660 1.09 $226 $208 Fee for service 20,782 1.06 $228 $215 Fee for service

12 CARITAS - GOOD SAMARITAN 41,543 1.20 $213 $178 Fee for service 29,179 1.32 $257 $194 Fee for service 23,284 1.16 $255 $219 Fee for service 24,193 1.35 $251 $186 Fee for service 20,262 1.19 $241 $203 Fee for service

B5 CARITAS - HOLY FAMILY 68,504 1.14 $209 $184 Fee for service 49,276 1.19 $275 $230 Fee for service 36,920 1.20 $217 $181 Fee for service 36,796 1.19 $204 $171 Fee for service 40,302 1.16 $238 $204 Fee for service

41 CARITAS - ST. ANNE'S 18,110 0.89 $173 $194 Fee for service 14,600 0.95 $195 $205 Fee for service 12,648 0.80 $175 $218 Fee for service 14,504 0.95 $194 $205 Fee for service 16,923 0.95 $213 $223 Fee for service

03 CARITAS - ST. ELIZABETH'S 56,217 1.07 $198 $185 Fee for service 42,126 1.08 $207 $192 Fee for service 31,454 1.00 $252 $252 Fee for service 29,738 1.24 $303 $244 Fee for service 31,697 1.07 $262 $245 Fee for service

K2 CHILDREN'S - PPOC1 159,687 0.59 $126 $212 Fee for service 121,948 0.59 $127 $216 Fee for service 92,312 0.58 $111 $192 Fee for service 89,242 0.61 $151 $248 Fee for service 126,340 0.57 $167 $291 Fee for service

L0 CHILDREN'S - PPOC2 32,563 0.57 $114 $198 Fee for service 29,532 0.59 $111 $189 Fee for service 25,947 0.51 $99 $194 Fee for service 29,905 0.61 $153 $251 Fee for service N/A N/A N/A N/A N/A

S6 CMIPA 68,973 0.94 $185 $196 Fee for service 54,210 1.04 $207 $199 Fee for service 45,303 1.05 $176 $168 Fee for service 41,908 1.11 $213 $192 Fee for service 44,152 1.09 $218 $199 Fee for service

F5 CONNECTICUT RIVER INTERNIST 8,220 0.78 $188 $241 Global payment 5,167 0.77 $178 $232 Global payment 4,442 0.80 $95 $119 Fee for service 3,030 0.97 $153 $158 Fee for service 3,040 0.94 $145 $154 Fee for service

A4 COOLEY - DICKINSON PHO 46,702 0.91 $156 $172 Fee for service 36,162 0.89 $185 $207 Fee for service 27,648 0.97 $177 $183 Fee for service 30,990 1.05 $208 $197 Fee for service 32,307 0.98 $228 $233 Fee for service

B2 DEDHAM MEDICAL ASSOCIATES 36,477 0.83 $183 $219 Global payment 29,834 0.97 $197 $204 Global payment 24,319 0.83 $139 $168 Global payment 24,469 0.99 $206 $208 Global payment 26,226 1.04 $214 $205 Global payment

50 EAST BOSTON NEIGHBORHOOD HEALTH CTR 10,157 0.84 $121 $144 Fee for service 6,799 0.92 $176 $192 Fee for service 5,649 1.07 $165 $154 Fee for service 5,607 0.96 $194 $202 Fee for service 7,074 0.86 $164 $190 Fee for service

M0 FALLON CLINIC N/A N/A N/A N/A N/A N/A N/A N/A 11,285 0.83 $121 $146 Fee for service 19,356 0.92 $175 $190 Fee for service 27,380 0.95 $197 $208 Fee for service

06 FAULKNER 3,935 1.30 $235 $181 Fee for service N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

56 GBPCA 33,210 0.90 $176 $195 Fee for service 23,020 0.93 $191 $205 Fee for service 16,792 0.80 $139 $173 Fee for service 14,550 0.97 $229 $236 Fee for service 15,336 0.86 $253 $295 Fee for service

T3 GRANITE MEDICAL GROUP N/A N/A N/A N/A N/A N/A N/A N/A 10,149 1.16 $192 $166 Global payment 10,698 1.37 $250 $183 Global payment 11,084 1.27 $253 $199 Global payment

28 GREATER LOWELL IPA 96,646 0.93 $141 $152 Fee for service 60,195 1.01 $166 $164 Fee for service 46,483 0.98 $148 $152 Fee for service 43,940 0.98 $181 $185 Fee for service 50,103 1.03 $187 $183 Fee for service

05 HALLMARK - LAWRENCE MEMORIAL 31,976 1.21 $206 $170 Fee for service 23,467 1.23 $228 $186 Fee for service 18,494 1.30 $266 $204 Fee for service 16,576 1.43 $301 $211 Fee for service 15,521 1.22 $294 $242 Fee for service

17 HALLMARK - MELROSE-WAKEFIELD 85,004 1.14 $227 $199 Fee for service 60,772 1.17 $228 $194 Fee for service 46,500 1.17 $243 $208 Fee for service 42,852 1.29 $294 $228 Fee for service 43,365 1.20 $311 $259 Fee for service

S7 HARBOR MEDICAL ASSOCIATES 40,636 1.14 $195 $171 Global payment 30,801 1.13 $223 $198 Global payment 26,857 1.08 $164 $151 Global payment N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

26 HARRINGTON PHO 26,274 0.99 $213 $216 Fee for service 21,764 1.09 $217 $199 Fee for service 19,004 1.23 $247 $201 Fee for service 17,984 1.06 $228 $215 Fee for service 19,842 1.08 $237 $220 Fee for service

R3 HARVARD VANGUARD - BRAINTREE 26,220 0.85 $189 $221 Global payment 20,848 0.90 $205 $228 Global payment 16,488 0.97 $181 $187 Global payment 16,480 0.97 $230 $238 Global payment 16,844 1.03 $236 $229 Global payment

R4 HARVARD VANGUARD - BURLINGTON 12,175 0.76 $195 $257 Global payment 15,019 0.68 $202 $298 Global payment 7,709 0.62 $197 $315 Global payment 8,329 0.71 $232 $328 Global payment 9,687 0.79 $237 $302 Global payment

R5 HARVARD VANGUARD - CAMBRIDGE 13,221 0.89 $189 $213 Global payment 10,746 0.89 $202 $227 Global payment 8,199 0.85 $199 $234 Global payment 8,750 1.06 $225 $213 Global payment 9,409 1.06 $227 $214 Global payment

R6 HARVARD VANGUARD - CHELMSFORD 13,511 0.83 $184 $220 Global payment 11,580 0.92 $201 $219 Global payment 9,502 0.99 $197 $199 Global payment 9,036 0.89 $226 $254 Global payment 12,262 1.06 $227 $214 Global payment

S4 HARVARD VANGUARD - CONCORD 27,571 0.77 $191 $249 Global payment 24,991 0.78 $210 $268 Global payment 20,289 0.79 $170 $215 Global payment 19,423 0.98 $227 $231 Global payment 20,957 0.96 $236 $245 Global payment

R0 HARVARD VANGUARD - COPLEY 13,954 0.74 $186 $252 Global payment 8,843 0.75 $199 $266 Global payment 5,823 0.66 $199 $301 Global payment 5,596 0.80 $240 $301 Global payment 7,478 0.92 $230 $249 Global payment

T0 HARVARD VANGUARD - FAULKNER N/A N/A N/A N/A 5,783 1.57 $182 $116 Global payment 4,277 1.66 $122 $73 Global payment 4,029 1.55 $232 $150 Global payment 3,798 1.61 $230 $143 Global payment

R1 HARVARD VANGUARD - KENMORE 19,947 0.99 $188 $189 Global payment 18,145 1.13 $214 $189 Global payment 9,439 1.03 $215 $208 Global payment 9,101 1.15 $225 $195 Global payment 11,172 1.19 $237 $199 Global payment

S8 HARVARD VANGUARD - LYNNFIELD 11,710 1.11 $182 $165 Global payment 8,976 1.09 $212 $195 Global payment 7,729 1.34 $145 $108 Global payment 9,079 1.55 $236 $152 Global payment 9,101 1.36 $232 $171 Global payment

S5 HARVARD VANGUARD - MALDEN INT 3,170 1.10 $185 $168 Global payment N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

R7 HARVARD VANGUARD - MEDFORD 13,620 0.96 $188 $197 Global payment 11,404 0.92 $197 $215 Global payment 9,261 1.04 $186 $179 Global payment 9,262 1.04 $222 $214 Global payment 10,513 1.01 $227 $224 Global payment

R2 HARVARD VANGUARD - P.O. SQUARE 10,978 0.90 $186 $207 Global payment 8,079 1.00 $198 $198 Global payment 6,959 1.04 $190 $182 Global payment 7,893 0.96 $230 $241 Global payment 9,044 1.09 $235 $216 Global payment

R8 HARVARD VANGUARD - PEABODY 9,933 0.97 $188 $194 Global payment 8,199 1.01 $207 $204 Global payment 6,450 0.85 $188 $222 Global payment 5,793 1.16 $238 $205 Global payment 6,102 1.13 $237 $210 Global payment

R9 HARVARD VANGUARD - QUINCY 13,061 1.03 $188 $183 Global payment 9,944 0.95 $196 $205 Global payment 8,351 1.19 $188 $158 Global payment 8,111 1.10 $227 $207 Global payment 9,342 1.15 $232 $202 Global payment

S0 HARVARD VANGUARD - SOMERVILLE 10,052 0.79 $177 $223 Global payment 8,522 0.78 $206 $264 Global payment 6,437 0.77 $192 $249 Global payment 7,622 0.77 $232 $302 Global payment 8,744 0.90 $238 $266 Global payment

S3 HARVARD VANGUARD - W. ROXBURY 12,946 0.81 $187 $230 Global payment 11,330 0.87 $219 $253 Global payment 7,340 0.88 $184 $209 Global payment 6,860 1.04 $222 $214 Global payment 8,046 1.06 $224 $210 Global payment

S1 HARVARD VANGUARD - WATERTOWN 11,440 0.81 $190 $236 Global payment 10,097 0.82 $169 $206 Global payment 8,001 1.12 $239 $213 Global payment 9,114 0.98 $230 $234 Global payment 10,884 1.06 $227 $214 Global payment

S2 HARVARD VANGUARD - WELLESLEY 23,209 0.94 $184 $196 Global payment 19,655 0.97 $207 $214 Global payment 15,692 0.89 $192 $215 Global payment 15,617 1.01 $228 $226 Global payment 19,076 1.06 $245 $231 Global payment

X7 HCPA 16,250 1.15 $183 $159 Fee for service 11,636 1.29 $218 $168 Fee for service 10,351 1.38 $193 $140 Fee for service 9,671 1.32 $191 $145 Fee for service 8,921 1.36 $192 $141 Fee for service

30 HEALTH ALLIANCE 110,030 0.97 $178 $184 Global payment 80,383 1.03 $198 $192 Global payment 54,833 0.96 $161 $168 Global payment 46,377 1.00 $209 $208 Global payment 44,700 0.98 $210 $215 Global payment

33 HENRY HEYWOOD 40,723 1.08 $149 $138 Fee for service 33,239 1.21 $178 $146 Fee for service 25,056 1.29 $181 $141 Fee for service 23,618 1.25 $181 $144 Fee for service 23,477 1.25 $204 $163 Fee for service

A0 HOLYOKE PHO 12,067 1.21 $162 $133 Fee for service 8,709 1.27 $182 $143 Fee for service 7,973 1.35 $161 $119 Fee for service 8,298 1.42 $202 $143 Fee for service 8,664 1.45 $244 $168 Fee for service

8B LAHEY CLINIC - ABB 8,993 1.45 $228 $157 Global payment 7,461 1.46 $333 $228 Fee for service 4,724 1.49 $464 $310 Fee for service 4,496 1.34 $305 $227 Fee for service 5,018 1.41 $263 $187 Fee for service

58 LAHEY CLINIC - BDI 23,140 1.09 $182 $167 Global payment 17,893 1.09 $260 $240 Fee for service 10,663 0.95 $151 $159 Fee for service 13,302 1.18 $305 $259 Fee for service 14,781 1.16 $270 $233 Fee for service

89 LAHEY CLINIC - BURLINGTON 70,613 1.27 $227 $178 Global payment 55,879 1.39 $298 $215 Fee for service 27,837 1.41 $345 $245 Fee for service 25,298 1.44 $298 $207 Fee for service 26,318 1.45 $372 $257 Fee for service

8E LAHEY CLINIC - GREENLEAF 11,672 1.09 $171 $156 Global payment 7,889 1.08 $161 $148 Fee for service 6,038 1.10 $159 $145 Fee for service 6,112 1.38 $246 $178 Fee for service 4,551 1.32 $398 $301 Fee for service

8K LAHEY CLINIC - HAMILTON/WENHAM 6,555 0.83 $140 $169 Global payment 5,346 0.97 $212 $218 Fee for service 4,474 0.87 $144 $165 Fee for service 5,937 1.26 $259 $206 Fee for service 5,255 1.18 $269 $228 Fee for service

W3 LAHEY CLINIC - LMA 11,833 1.28 $270 $210 Global payment 8,956 1.23 $265 $215 Fee for service 6,516 1.17 $184 $158 Fee for service 5,525 1.21 $204 $169 Fee for service 6,182 1.25 $255 $204 Fee for service

8A LAHEY CLINIC - PEABODY 9,858 1.34 $230 $171 Global payment 8,221 1.31 $255 $195 Fee for service 5,034 1.39 $274 $198 Fee for service 4,150 1.46 $253 $173 Fee for service 4,256 1.34 $276 $206 Fee for service

22 LAWRENCE GENERAL 50,419 1.01 $169 $167 Fee for service 38,758 1.06 $171 $161 Fee for service 29,398 0.99 $166 $167 Fee for service 27,625 0.98 $176 $180 Fee for service 29,224 0.97 $220 $226 Fee for service

09 MARLBOROUGH/ASSABET 24,345 1.35 $214 $159 Fee for service 14,246 1.50 $308 $205 Fee for service 9,757 1.42 $261 $183 Fee for service 6,786 1.49 $241 $162 Fee for service 4,880 1.63 $299 $184 Fee for service

15 METRO WEST-LMH 55,747 1.12 $173 $154 Fee for service 42,728 1.15 $173 $150 Fee for service 30,276 1.10 $206 $187 Fee for service 27,274 1.29 $224 $173 Fee for service 30,650 1.20 $251 $210 Fee for service

45 MILFORD-WHITINSVILLE 64,951 1.02 $175 $172 Fee for service 50,457 1.06 $187 $176 Fee for service 41,299 0.98 $171 $174 Fee for service 34,637 1.09 $218 $201 Fee for service N/A N/A N/A N/A N/A

37 MORTON HOSPITAL 31,194 1.08 $207 $191 Fee for service 23,670 1.13 $217 $192 Fee for service 19,321 1.01 $155 $154 Fee for service 22,228 1.11 $198 $178 Fee for service 24,418 1.09 $209 $191 Fee for service

T1 NASHOBA IPA, INC 35,169 1.27 $178 $140 Fee for service 27,165 1.35 $204 $151 Fee for service 20,130 1.29 $185 $143 Fee for service 16,532 1.39 $214 $154 Fee for service 15,507 1.35 $225 $167 Fee for service

AN NEPONSET VALLEY HEALTHCARE ASSOC N/A N/A N/A N/A N/A N/A N/A N/A 11,679 1.26 $223 $177 Fee for service 11,706 1.16 $207 $179 Fee for service 4,087 1.31 $304 $232 Fee for service

BD NEQCA - CAPE COD N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A 11,986 1.32 $284 $215 Fee for service 13,065 1.57 $373 $237 Fee for service

AD NEQCA - FAULKNER N/A N/A N/A N/A N/A N/A N/A N/A 3,702 1.27 $252 $198 Fee for service 5,255 1.30 $235 $180 Fee for service 4,941 1.19 $254 $212 Fee for service

AF NEQCA - GOOD SAMARITAN N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A 3,701 1.48 $459 $309 Fee for service 4,776 1.32 $286 $216 Fee for service

AE NEQCA - JORDAN N/A N/A N/A N/A N/A N/A N/A N/A 10,975 1.45 $206 $142 Fee for service 18,441 1.48 $302 $203 Fee for service 20,180 1.38 $294 $214 Fee for service

BR NEQCA - MERRIMACK VALLEY N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A 19,919 1.25 $272 $217 Fee for service

AB NEQCA - MILTON N/A N/A N/A N/A N/A N/A N/A N/A 3,152 1.31 $134 $102 Fee for service 3,921 1.50 $263 $176 Fee for service 3,724 1.27 $267 $210 Fee for service

AI NEQCA - NEWTON WELLESLEY PHYSICIANS N/A N/A N/A N/A N/A N/A N/A N/A 4,708 1.45 $178 $123 Fee for service 6,679 1.46 $218 $149 Fee for service 6,399 1.62 $328 $202 Fee for service

AG NEQCA - NORWOOD N/A N/A N/A N/A N/A N/A N/A N/A 6,677 1.30 $179 $138 Fee for service 10,032 1.31 $218 $167 Fee for service 11,505 1.16 $249 $215 Fee for service

AC NEQCA - QUINCY N/A N/A N/A N/A N/A N/A N/A N/A 6,870 1.05 $148 $141 Fee for service 9,756 1.10 $180 $164 Fee for service 9,600 1.20 $182 $152 Fee for service

AA NEQCA - SOUTH SHORE N/A N/A N/A N/A N/A N/A N/A N/A 3,422 1.23 $143 $116 Fee for service 4,947 1.49 $244 $163 Fee for service 5,531 1.72 $340 $198 Fee for service

AH NEQCA - WOBURN PEDIATRICS N/A N/A N/A N/A N/A N/A N/A N/A 9,383 0.79 $99 $125 Fee for service 13,143 0.65 $127 $195 Fee for service 15,447 0.63 $132 $210 Fee for service

01 NEW ENGLAND MEDICAL CTR 74,489 1.15 $173 $150 Fee for service 63,054 1.12 $196 $175 Fee for service 88,669 1.12 $221 $198 Fee for service 28,771 1.19 $235 $197 Fee for service 27,770 1.13 $255 $225 Fee for service

62 NOBLE HEALTH ALLIANCE 6,738 1.04 $200 $192 Fee for service 4,600 1.01 $146 $145 Fee for service 4,814 1.03 $164 $159 Fee for service 5,099 1.25 $196 $156 Fee for service 4,823 1.02 $180 $177 Fee for service

AT NORTHEAST PHO N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A 95,133 1.15 $229 $199 Fee for service 103,925 1.14 $262 $230 Fee for service

13 NORWOOD IPA 27,968 1.34 $252 $188 Fee for service 20,660 1.36 $241 $178 Fee for service 2,421 1.88 $863 $458 Fee for service N/A N/A N/A N/A N/A 4,242 1.26 $207 $165 Fee for service

P9 PCHI - CAMBRIDGE HLTH ALLIANCE 23,677 0.83 $133 $160 Fee for service 15,665 0.84 $152 $180 Fee for service 12,823 0.77 $122 $159 Fee for service 13,715 0.95 $182 $192 Fee for service 17,489 0.91 $222 $244 Fee for service

Q0 PCHI - CAMBRIDGE/WHIDDEN 5,065 1.30 $253 $194 Fee for service 3,519 1.23 $231 $187 Fee for service 2,683 1.00 $127 $127 Fee for service N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

29 PCHI - CAPE ANN 14,237 1.04 $201 $194 Fee for service 11,197 0.93 $172 $186 Fee for service 7,331 1.19 $229 $193 Fee for service 10,227 1.11 $296 $267 Fee for service 13,617 1.03 $259 $252 Fee for service

P6 PCHI - COMPASS MEDICAL/ABINGTON 10,180 1.18 $214 $181 Fee for service 8,099 1.26 $274 $217 Fee for service 7,150 1.02 $106 $104 Fee for service 8,971 1.23 $261 $212 Fee for service 11,865 1.37 $321 $234 Fee for service

P7 PCHI - COMPASS MEDICAL/TAUNTON 5,622 1.10 $181 $164 Fee for service 4,478 1.28 $214 $168 Fee for service 3,730 1.09 $174 $159 Fee for service 4,320 1.43 $255 $177 Fee for service 5,269 1.46 $263 $180 Fee for service

P8 PCHI - COMPASS MEDICAL/WHITMAN 7,106 1.23 $190 $155 Fee for service 5,702 1.46 $292 $200 Fee for service 5,099 1.22 $137 $112 Fee for service 5,561 1.23 $187 $151 Fee for service 6,464 1.33 $278 $209 Fee for service

Q2 PCHI - EMERSON INTEGRATED 5,340 1.04 $140 $135 Fee for service 4,505 1.04 $198 $190 Fee for service 3,538 1.27 $209 $165 Fee for service 3,081 1.32 $300 $228 Fee for service 2,882 1.46 $402 $275 Fee for service
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P3 PCHI - METRO WEST 31,140 1.22 $177 $145 Fee for service 25,797 1.24 $189 $152 Fee for service 20,935 1.19 $154 $129 Fee for service 22,709 1.35 $221 $163 Fee for service 24,600 1.25 $243 $194 Fee for service

57 PCHI - NEPHO 136,589 0.99 $185 $188 Fee for service 107,520 1.07 $202 $188 Fee for service 81,397 1.01 $191 $188 Fee for service N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

P2 PCHI - NEW BEDFORD 13,367 1.27 $197 $154 Fee for service 10,885 1.19 $194 $163 Fee for service 9,948 1.22 $224 $184 Fee for service 11,634 1.30 $302 $233 Fee for service 13,091 1.21 $267 $221 Fee for service

04 PCHI - NEWTON-WELLESLEY 127,631 1.01 $184 $183 Fee for service 103,935 1.08 $212 $197 Fee for service 84,686 1.09 $212 $194 Fee for service 75,655 1.17 $261 $224 Fee for service 77,372 1.08 $292 $271 Fee for service

55 PCHI - NORTH CENTRAL 10,054 1.13 $192 $170 Fee for service 7,556 1.12 $218 $195 Fee for service 5,618 1.09 $122 $112 Fee for service 5,287 1.06 $261 $246 Fee for service 6,012 1.13 $254 $225 Fee for service

10 PCHI - NORTH SHORE 82,846 0.79 $140 $177 Fee for service 64,098 0.82 $156 $190 Fee for service 51,825 0.78 $210 $271 Fee for service 63,445 0.89 $195 $219 Fee for service 60,360 0.81 $222 $275 Fee for service

Q1 PCHI - NORTH SHORE INTEGRATED 53,573 1.27 $223 $175 Fee for service 39,713 1.30 $263 $203 Fee for service 30,897 1.25 $224 $179 Fee for service 35,134 1.43 $308 $215 Fee for service 34,857 1.21 $302 $250 Fee for service

64 PCHI - PARTNERS B&W 97,152 1.31 $261 $200 Fee for service 76,909 1.32 $299 $226 Fee for service 52,569 1.46 $438 $300 Fee for service 47,725 1.47 $346 $235 Fee for service 51,260 1.44 $422 $293 Fee for service

52 PCHI - PARTNERS MGH 168,210 1.22 $205 $168 Fee for service 121,181 1.25 $247 $197 Fee for service 97,297 1.29 $354 $275 Fee for service 86,819 1.32 $309 $235 Fee for service 89,115 1.25 $323 $260 Fee for service

48 PCHI - PENTUCKET MED. ASSOCS. 38,771 0.92 $171 $186 Fee for service 25,889 0.97 $183 $189 Fee for service 20,754 1.06 $169 $160 Fee for service 22,328 1.16 $240 $207 Fee for service 26,984 1.08 $229 $211 Fee for service

02 PCHI - ROUTE 2 WEST 75,022 0.91 $156 $170 Fee for service 60,011 0.95 $179 $188 Fee for service 42,576 0.82 $196 $238 Fee for service 38,603 0.93 $216 $231 Fee for service 38,469 0.94 $224 $239 Fee for service

BS PCHI MILFORS RSO N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A 29,743 1.07 $264 $248 Fee for service

AV PCHI NWHMD N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A 7,022 1.09 $232 $214 Fee for service 12,348 1.09 $274 $251 Fee for service

Q3 PCHI PLYMOUTH IPA N/A N/A N/A N/A N/A N/A N/A N/A 34,345 0.86 $152 $176 Fee for service 39,299 0.94 $210 $223 Fee for service 42,129 1.01 $241 $240 Fee for service

F6 PCLLC - FAULKNER 20,669 1.49 $261 $175 Fee for service 12,014 1.38 $219 $159 Fee for service N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

F9 PCLLC - GOOD SAMARITAN 5,547 1.46 $309 $212 Fee for service 3,467 1.40 $238 $170 Fee for service N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

F8 PCLLC - JORDAN 33,405 1.17 $206 $176 Fee for service 23,915 1.28 $253 $198 Fee for service N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

72 PCLLC - MILTON 20,940 1.25 $240 $192 Fee for service 15,891 1.28 $224 $174 Fee for service N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

L9 PCLLC - NORWOOD 19,156 1.21 $187 $155 Fee for service 14,013 1.23 $198 $160 Fee for service N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

78 PCLLC - QUINCY 25,180 1.11 $207 $186 Fee for service 11,856 1.16 $215 $186 Fee for service N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

16 PCLLC - SOUTH SHORE 18,319 1.21 $175 $145 Fee for service 8,330 1.23 $190 $154 Fee for service N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

J5 PEDIATRIC PRACTICE AFFILIATES 24,221 0.50 $103 $206 Fee for service 18,400 0.54 $104 $195 Fee for service 2,513 0.46 $62 $134 Fee for service N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

J2 PMG PHYSICIAN ASSOCIATES 43,722 0.82 $148 $180 Fee for service 37,248 0.89 $171 $192 Fee for service N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

08 SAINTS MEM./MERR MACK VALLEY 36,624 1.21 $183 $151 Fee for service 24,834 1.22 $189 $155 Fee for service 18,753 1.09 $225 $207 Fee for service 18,094 1.20 $188 $157 Fee for service N/A N/A N/A N/A N/A

AU SOUTH SHORE PHO N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A 103,717 0.85 $188 $220 Global payment 103,801 0.85 $202 $238 Global payment

C7 SOUTH SHORE PHO 93,725 0.80 $150 $188 Global payment 75,781 0.83 $174 $209 Global payment 75,903 0.74 $171 $231 Global payment N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

H2 SOUTHBORO MED GROUP 42,879 0.86 $175 $203 Global payment 33,068 0.90 $180 $199 Global payment 27,593 0.92 $145 $158 Global payment 27,137 0.96 $190 $198 Global payment 30,125 0.91 $194 $213 Global payment

V3 SOUTHCOAST NBMA N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A 8,482 1.22 $132 $108 Fee for service

V1 SOUTHCOAST PHYSICIAN SERVICES N/A N/A N/A N/A N/A N/A N/A N/A 2,980 1.11 $124 $112 Fee for service 5,089 1.38 $228 $165 Fee for service 7,273 1.39 $334 $240 Fee for service

V2 SOUTHCOAST PRIMARY CARE N/A N/A N/A N/A N/A N/A N/A N/A 9,499 0.73 $66 $90 Fee for service 10,787 0.71 $118 $167 Fee for service 12,313 0.79 $161 $202 Fee for service

S9 SOUTHSHORE MEDICAL CENTER 41,235 0.87 $181 $208 Global payment 32,302 0.91 $189 $208 Global payment 29,717 0.82 $140 $170 Global payment 31,834 0.96 $190 $198 Global payment 34,973 0.89 $195 $220 Global payment

M1 St. Vincent IPA 4,347 1.17 $184 $157 Fee for service 3,380 1.34 $207 $154 Fee for service N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

65 STURDY MEMORIAL HOSPITAL N/A N/A N/A N/A N/A N/A N/A N/A 31,649 0.97 $202 $209 Fee for service 28,987 0.97 $214 $220 Fee for service 31,079 0.88 $213 $241 Fee for service

46 UMASS MEMORIAL MED. CTR. 186,487 1.00 $180 $180 Fee for service 126,327 1.08 $202 $187 Fee for service 95,991 1.08 $225 $209 Fee for service 97,635 1.11 $237 $214 Fee for service 111,992 1.01 $232 $230 Fee for service

L3 VALLEY MEDICAL GROUP 23,012 0.95 $193 $204 Global payment 15,418 0.88 $191 $217 Global payment 11,495 0.99 $139 $140 Global payment 14,514 0.97 $183 $189 Fee for service 14,320 1.08 $212 $197 Fee for service

0 WILLIAMSTOWN MEDICAL 4,163 0.91 $219 $240 Fee for service 3,648 0.84 $236 $280 Fee for service 4,006 0.80 $202 $252 Fee for service 5,169 0.85 $274 $320 Fee for service 4,886 0.82 $251 $305 Fee for service

18 WINCHESTER/HIGHLAND 159,747 1.06 $187 $177 Fee for service 124,698 1.08 $205 $191 Fee for service 98,264 1.01 $211 $208 Fee for service 96,143 1.02 $217 $213 Fee for service 104,517 1.07 $243 $227 Fee for service

47 WING MEMORIAL 9,368 1.10 $159 $145 Fee for service 4,498 1.23 $196 $159 Fee for service 4,902 1.17 $186 $159 Fee for service 5,284 1.30 $164 $127 Fee for service 4,747 1.39 $188 $135 Fee for service



% Increase Band # Groups % of Total # Groups % of Total
( , -25%) 39 0.2% 10 0.1%
[-25% , -20%) 42 0.2% 7 0.0%
[-20% , -15%) 94 0.5% 15 0.1%
[-15% , -10%) 146 0.8% 26 0.2%
[-10% , -5%) 443 2.5% 58 0.3%
[-5% , 0%) 1,786 10.1% 198 1.2%
[0% , 5%) 2,677 15.1% 1,189 7.0%
[5% , 10%) 5,026 28.4% 5,912 34.9%
[10% , 15%) 4,639 26.2% 4,377 25.9%
[15% , 20%) 1,081 6.1% 2,464 14.6%
[20% , 25%) 939 5.3% 1,156 6.8%
[25% , ) 770 4.4% 1,509 8.9%
Total 17,682 100.0% 16,921 100.0%

The data shown reflect HMO membership only and assume no benefit changes; the data
reflect actual changes in each group's age distribution.

2008 Renewals 2009 Renewals

Tufts Associated Health Maintenance Organization, Inc.
Attachment A (DHCFP Question #5)

Small Group Renewals, 2008-2009
Distribution of Premium Increases



2004 2005 2006 2007 2008
ANNA JAQUES HOSPITAL $4,662,314 $3,792,365 $3,897,931 $3,997,334 $4,752,807
ATHOL MEMORIAL HOSPITAL $495,308 $548,346 $476,702 $353,688 $470,406
BAYSTATE FRANKLIN MED CTR $3,029,535 $1,892,080 $1,801,398 $1,466,328 $1,898,696
BAYSTATE MARY LN HOSPITAL $753,321 $748,747 $650,878 $639,073 $761,010
BAYSTATE MEDICAL CENTER $11,721,266 $9,088,638 $10,116,538 $10,675,559 $11,889,222
BERKSHIRE MEDICAL CENTER $5,127,203 $4,515,867 $5,254,879 $6,424,773 $10,862,042
BETH ISRAEL DEACONESS MED $52,811,209 $53,017,538 $50,585,092 $49,255,377 $54,284,254
BETH ISRAEL DEACONESS NEEDHAM $2,779,450 $2,611,506 $2,902,461 $2,848,379 $3,469,270
BOSTON MEDICAL CENTER $9,482,177 $8,832,752 $9,252,620 $10,215,766 $11,592,608
BRIGHAM AND WOMENS HOSP $60,396,600 $64,873,168 $60,696,921 $59,216,129 $77,924,045
BROCKTON HOSPITAL $4,649,850 $4,318,803 $3,307,314 $3,767,559 $4,438,850
CAMBRIDGE HOSPITAL $3,950,451 $3,831,388 $3,962,884 $4,957,788 $5,175,717
CAPE COD HOSPITAL $9,667,698 $8,046,805 $7,336,542 $13,124,449 $18,047,723
CARITAS CARNEY HOSPITAL $3,995,015 $3,782,190 $4,293,182 $4,392,357 $5,020,126
CARITAS GOOD SAM. MED CTR $6,824,069 $6,430,727 $6,505,574 $7,283,449 $9,155,036
CARITAS NORWOOD HOSPITAL $9,581,800 $9,070,799 $8,958,930 $7,968,611 $8,828,216
CHARLTON MEMORIAL HOSPITAL $3,573,635 $3,710,331 $2,975,448 $3,475,686 $4,539,549
CHILDRENS HOSPITAL $41,211,086 $43,580,308 $40,216,170 $46,976,244 $59,163,877
CLINTON HOSPITAL $630,657 $542,321 $504,840 $537,957 $835,132
COOLEY DICKINSON HOSP $8,024,422 $6,945,080 $5,917,094 $7,249,197 $8,149,083
DANA-FARBER CANCER INST $17,289,440 $15,100,265 $14,182,697 $14,712,087 $20,453,282
EMERSON HOSPITAL $11,125,824 $10,937,123 $10,500,297 $9,671,481 $11,018,101
FAIRVIEW HOSPITAL $287,289 $267,172 $460,488 $651,711 $948,015
FALMOUTH HOSPITAL $3,999,609 $3,534,035 $3,312,026 $5,843,278 $7,447,482
FAULKNER HOSPITAL $8,046,521 $7,734,797 $7,739,711 $8,029,637 $10,389,280
HALLMARK HEALTH SYSTEM $14,785,147 $13,536,685 $14,568,321 $16,209,694 $18,670,635
HARRINGTON MEMORIAL HOSP $1,773,222 $2,039,479 $2,875,973 $2,079,003 $3,045,674
HEALTH ALLIANCE HOSPITAL $5,592,302 $4,519,380 $4,219,666 $3,621,469 $4,556,976
HEYWOOD HOSPITAL $2,824,210 $3,464,956 $3,272,995 $3,512,427 $3,960,380
HOLY FAMILY HOSP $9,054,430 $8,961,558 $8,438,052 $7,802,171 $9,905,357
HOLYOKE HOSPITAL $1,169,085 $1,237,918 $1,145,594 $1,427,540 $1,440,619
HUBBARD REGIONAL HOSP $338,656 $306,067 $365,746 $296,148 $339,308
JORDAN HOSPITAL $7,588,659 $7,773,795 $7,410,284 $7,705,560 $9,323,633
LAHEY CLINIC HOSPITAL INC $28,530,845 $31,874,259 $30,756,524 $31,315,368 $41,260,038
LAWRENCE GENERAL HOSP $4,619,765 $4,219,120 $3,828,794 $3,866,742 $4,859,492
LOWELL GENERAL HOSP $7,042,109 $7,482,775 $6,891,497 $7,833,679 $11,233,267
MARLBOROUGH HOSPITAL $2,770,268 $2,298,782 $2,397,811 $2,388,518 $2,642,465
MASS EYE AND EAR INFIRM $5,365,616 $5,005,881 $4,712,425 $4,674,533 $6,065,415
MASS GENERAL HOSPITAL $69,883,003 $71,970,010 $79,424,329 $80,972,399 $94,741,330
MERCY HOSPITAL, INC $2,428,870 $1,879,582 $1,911,264 $2,270,488 $2,253,638
MERRIMACK VALLEY HOSPITAL $1,409,473 $1,132,543 $1,169,266 $1,144,508 $1,509,023
METROWEST MEDICAL CENTER $11,950,746 $11,177,045 $10,081,144 $9,626,832 $11,446,712
MILFORD REGIONAL MED CTR $5,784,410 $6,226,332 $5,377,813 $5,689,240 $7,154,987
MILTON HOSPITAL $2,278,498 $2,201,788 $2,103,437 $1,880,867 $2,233,412
MORTON HOSPITAL $3,430,934 $2,898,125 $2,574,415 $2,277,204 $3,197,331
MT AUBURN HOSPITAL $19,716,458 $18,790,953 $18,300,259 $20,324,647 $22,649,008
NASHOBA VALLEY MED CTR $2,975,234 $3,537,344 $3,662,369 $3,109,681 $3,536,455
NEW ENGLAND BAPTIST HOSP $9,252,176 $9,365,903 $9,552,202 $9,102,491 $10,353,117
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NEW ENGLAND MED CTR $28,174,446 $25,558,564 $26,404,231 $29,222,998 $35,244,038
NEWTON WELLESLEY HOSP $21,450,193 $23,413,068 $23,885,417 $25,012,410 $31,813,058
NOBLE HOSPITAL $581,521 $443,482 $511,078 $587,517 $712,114
NORTH ADAMS REGIONAL HOSP. $1,627,384 $1,688,605 $1,828,340 $2,183,872 $2,660,006
NORTH SHORE MEDICAL CENTER $22,690,000 $21,143,010 $21,058,821 $20,845,340 $24,972,912
NORTHEAST HOSPITAL CORP $15,022,976 $14,612,244 $13,663,830 $15,202,909 $21,709,209
QUINCY MEDICAL CENTER, INC. $2,960,945 $2,321,995 $2,405,849 $2,513,495 $2,655,825
SAINTS MEMORIAL MED CTR $5,488,189 $4,610,974 $4,227,824 $4,018,403 $4,775,835
SOUTH SHORE HOSP $17,883,459 $15,165,793 $13,718,081 $15,019,846 $19,532,046
ST ANNE'S HOSPITAL $2,319,916 $2,552,694 $2,161,395 $2,363,669 $3,129,960
ST ELIZABETHS HOSP $18,247,794 $17,764,860 $16,511,483 $16,246,761 $18,168,015
ST VINCENT HOSPITAL $2,675,629 $2,855,739 $3,283,634 $3,438,031 $5,229,057
ST. LUKE'S HOSPITAL $3,954,850 $3,797,663 $2,768,872 $3,424,721 $4,008,158
STURDY MEMORIAL HOSPITAL $10,194,551 $7,858,363 $7,214,134 $6,447,283 $8,288,651
TOBEY HOSPITAL $1,200,092 $1,294,664 $1,292,782 $1,276,238 $2,345,568
UMASS MEMORIAL MED CENTER $44,259,725 $41,850,304 $41,344,164 $40,927,222 $51,356,128
WINCHESTER HOSPITAL $20,539,437 $18,322,645 $17,530,460 $16,993,309 $22,155,116
WING MEMORIAL HOSPITAL $1,052,683 $920,665 $922,068 $986,014 $1,148,183
Total $725,003,656 $705,828,761 $691,581,259 $719,575,144 $887,795,983

The data shown reflect allowed amounts, which include plan payments and member cost sharing.  The data include payments for
commercial HMO, POS, and PPO products; they do not include Tufts Medicare Preferred, commercial CareLink, and commercial
select network payments.
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ACTON $1,424,730 $1,431,862 $1,387,220 $1,479,520 $1,717,632
ANESTHESIA MA $0 $0 $3,279,589 $4,126,410 $4,995,669
ANNA JAQUES $4,594,361 $4,076,791 $3,475,884 $3,869,435 $5,324,291
APP $4,600,760 $5,080,969 $5,083,192 $5,896,414 $6,965,009
AQC $1,683,479 $2,065,878 $23,136 $0 $0
ATHOL $374,218 $394,373 $572,977 $557,997 $654,547
ATRIUS $16,615,249 $17,189,033 $20,204,195 $24,345,469 $30,611,586
ATTLEBORO GASTROENTEROLOGY $0 $0 $0 $138,888 $150,569
BAYCARE $11,786,484 $9,640,967 $9,754,082 $15,080,591 $17,734,138
BERKSHIRE $2,502,973 $2,469,710 $3,087,666 $3,595,278 $4,700,022
BIDMC $29,153,747 $35,784,252 $33,151,060 $34,982,748 $42,181,100
BMC $6,339,206 $6,046,003 $4,141,794 $4,218,280 $4,795,124
BROCKTON $2,434,520 $2,484,833 $2,477,489 $2,544,514 $6,276,327
CAMBRIDGE HEALTH $2,526,598 $2,699,042 $2,900,370 $3,451,205 $3,891,699
CAPE COD/FALMOUTH PHYSICIANS $1,285,919 $3,860,975 $4,191,613 $6,700,378 $7,567,746
CARITAS $40,666,992 $39,097,829 $34,207,877 $35,326,578 $44,623,830
CMIPA $2,268,310 $5,890,968 $6,189,700 $6,434,193 $8,376,315
COOLEY DICKINSON $4,195,961 $3,442,441 $2,997,357 $3,718,398 $4,139,712
CT RIVER INTERNIST $178,715 $140,794 $90,378 $105,136 $132,822
DFCI $156,572 $311,530 $156,529 $203,755 $262,967
EAST BOSTON $391,341 $379,793 $458,944 $520,389 $734,376
EMERSON $12,526,156 $13,058,636 $11,595,306 $11,356,700 $13,525,513
FALLON $0 $601,101 $995,814 $2,108,013 $3,485,285
FAULKNER $3,046,653 $2,802,815 $2,083,756 $1,763,877 $1,790,084
FRANCISCAN PEDIATRICS $0 $0 $75,906 $76,045 $58,134
HA NOBLE $643,399 $449,062 $455,345 $729,904 $687,911
HALLMARK $17,627,080 $16,129,118 $15,832,112 $16,683,237 $18,559,104
HAPI $5,275,440 $5,303,036 $5,012,826 $5,533,676 $6,046,726
HARRINGTON MEMORIAL $1,752,359 $1,637,896 $1,495,114 $1,195,765 $1,450,052
HCPA $2,292,504 $1,907,872 $1,674,917 $2,253,269 $2,654,406
HEYWOOD $2,192,450 $2,213,432 $2,142,363 $2,116,560 $2,472,554
HOLYOKE $948,578 $804,557 $799,809 $1,016,763 $1,328,630
HUBBARD $229,580 $171,739 $138,820 $88,766 $61,042
JORDAN PHYSICIANS $2,071,176 $1,876,201 $2,564,915 $2,388,710 $2,672,494
LAHEY $10,790,432 $12,388,620 $11,781,519 $11,628,829 $14,570,333
LAWRENCE GENERAL $4,981,581 $4,740,213 $4,518,182 $4,472,188 $6,227,273
LOWELL $6,981,746 $6,169,413 $5,243,767 $6,417,091 $9,760,145
MACC $0 $0 $0 $560,973 $1,485,176
MARLBOROUGH $2,346,465 $1,944,631 $1,429,517 $1,084,171 $905,155
MASS EYE AND EAR $4,012,988 $2,937,478 $1,754,466 $1,711,367 $1,903,473
METROWEST IPA $9,321,940 $8,592,491 $7,077,253 $6,623,336 $7,468,508
MILFORD $4,287,650 $4,645,607 $4,147,381 $3,671,864 $0
MORTON $2,821,416 $2,401,295 $2,093,761 $2,105,448 $2,918,564
MPD MEDICAL ASSOCIATES $0 $0 $0 $217,547 $548,376
MT AUBURN $13,060,809 $12,516,806 $11,526,521 $12,317,508 $13,492,807
MWA $2,139,850 $1,480,371 $1,552,668 $0 $0
NASHOBA VALLEY $2,017,756 $1,823,119 $1,919,314 $1,716,058 $1,701,216
NE BAPTIST $6,171,844 $5,586,468 $4,445,155 $4,549,182 $6,021,239
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NEPHO $13,576,919 $11,581,220 $12,383,961 $13,832,730 $18,258,097
NEPONSET $0 $0 $858,625 $844,430 $244,607
NEQCA $12,283,694 $21,959,542 $18,005,239 $17,815,493 $24,109,432
NEWTON WELLESLEY $22,204,447 $22,535,837 $23,388,078 $24,400,537 $28,920,864
NORTH ADAMS $101,283 $78,579 $79,259 $130,885 $170,074
NORTH SHORE $16,096,713 $16,798,672 $15,779,858 $14,697,996 $16,532,266
NORTHEAST DERMATOLOGY $0 $0 $0 $639,772 $515,646
NORWOOD IPA $6,851,366 $5,419,848 $3,460,540 $3,252,696 $0
PCHI $69,370,537 $78,231,598 $80,957,940 $94,261,797 $115,372,649
PCLLC $10,075,683 $0 $0 $0 $0
PEDIATRIC PRACTICE AFFILIATES $1,032,216 $957,483 $0 $0 $0
PLYMOUTH $0 $0 $1,184,776 $1,553,256 $2,192,326
PMG $1,101,493 $1,160,539 $0 $0 $0
POCCI $4,634,938 $0 $0 $0 $0
PPOC $35,505,401 $33,560,548 $37,015,293 $42,115,063 $49,221,336
RADIOLOGY ASSOC OF PLYMOUTH $0 $0 $0 $285,249 $318,322
RANI $0 $0 $253,936 $672,308 $844,848
SOUTH SHORE PHO $13,529,628 $12,335,459 $11,458,434 $11,974,347 $15,832,869
SOUTHCOAST $6,410,257 $6,521,179 $585,280 $675,100 $1,845,157
SOUTHCOAST AFFILIATED $0 $0 $4,760,513 $4,750,761 $4,968,941
SOUTHEND $70,477 $71,263 $57,765 $63,788 $62,181
ST MEMORIAL $5,344,867 $4,766,919 $4,058,206 $3,320,636 $0
ST VINCENT $936,148 $1,053,689 $34,245 $79,051 $420,518
STURDY $4,403,646 $3,548,394 $2,847,280 $2,359,412 $2,661,529
TRI COUNTY $0 $0 $0 $0 $741,173
UMASS $26,751,907 $21,141,805 $18,467,657 $20,140,426 $27,556,504
VALLEY $242,969 $203,914 $221,970 $615,586 $700,453
WILLIAMSTOWN $249,922 $262,973 $270,866 $314,715 $307,237
WINCHESTER $18,868,706 $21,311,226 $20,536,812 $20,613,633 $24,667,678
WING $711,476 $544,816 $572,982 $557,838 $608,271
Total $521,074,682 $518,715,522 $497,427,071 $541,649,929 $654,702,664

The data shown reflect allowed amounts, which include plan payments and member cost sharing.  The data include payments for
commercial HMO, POS, and PPO products; they do not include Tufts Medicare Preferred, commercial CareLink, and commercial
select network payments.
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1 $144 Fee for service $152 Fee for service $128 Fee for service $162 Fee for service $194 Fee for service
2 $165 Global payment $180 Global payment $163 Global payment $194 Global payment $217 Global payment
3 $152 Global payment $190 Fee for service $250 Fee for service $219 Fee for service $226 Fee for service
4 N/A N/A N/A N/A N/A N/A $309 Fee for service $215 Fee for service
5 $168 Fee for service $186 Fee for service $234 Fee for service $228 Fee for service $235 Fee for service
6 $181 Fee for service $194 Fee for service $191 Fee for service $221 Fee for service $268 Fee for service
7 $149 Fee for service $153 Fee for service $205 Fee for service $155 Fee for service N/A N/A
8 $146 Global payment $165 Global payment $133 Global payment $188 Global payment $178 Global payment
9 $183 Fee for service $189 Fee for service $249 Fee for service $242 Fee for service $243 Fee for service
10 $199 Global payment $177 Global payment $119 Fee for service $158 Fee for service $154 Fee for service
11 $152 Fee for service $148 Fee for service $185 Fee for service $171 Fee for service $208 Fee for service
12 $205 Global payment $201 Fee for service $128 Fee for service $189 Fee for service $197 Fee for service
13 $172 Fee for service $207 Fee for service $183 Fee for service $197 Fee for service $233 Fee for service
14 $194 Fee for service $205 Fee for service $218 Fee for service $205 Fee for service $223 Fee for service
15 N/A N/A N/A N/A $139 Fee for service $162 Fee for service $149 Fee for service
16 N/A N/A N/A N/A N/A N/A N/A N/A $124 Fee for service
17 $180 Fee for service $192 Fee for service N/A N/A N/A N/A N/A N/A
18 N/A N/A N/A N/A N/A N/A N/A N/A $108 Fee for service
19 $215 Global payment $285 Global payment $230 Global payment $258 Global payment $238 Global payment
20 $224 Global payment $214 Global payment $219 Global payment $231 Global payment $258 Global payment
21 $210 Fee for service $168 Fee for service N/A N/A N/A N/A N/A N/A
22 $192 Fee for service $145 Fee for service $159 Fee for service $156 Fee for service $177 Fee for service
23 N/A N/A N/A N/A N/A N/A N/A N/A $77 Fee for service
24 $188 Global payment $245 Global payment $217 Global payment $214 Global payment $249 Global payment
25 $184 Fee for service $187 Fee for service $157 Fee for service $205 Fee for service $209 Fee for service
26 $168 Global payment $189 Global payment $212 Global payment N/A N/A N/A N/A
27 $186 Fee for service $176 Fee for service $457 Fee for service N/A N/A $163 Fee for service
28 $165 Global payment $163 Global payment $192 Fee for service $160 Fee for service $200 Fee for service
29 $182 Global payment $213 Global payment $221 Global payment $231 Global payment $243 Global payment
30 $170 Global payment $193 Fee for service $195 Fee for service $171 Fee for service $204 Fee for service
31 $180 Global payment $216 Global payment $203 Global payment $230 Global payment $252 Global payment
32 $174 Fee for service $188 Fee for service $268 Fee for service $216 Fee for service $271 Fee for service
33 $182 Fee for service $228 Fee for service $179 Fee for service $169 Fee for service $202 Fee for service
34 $166 Fee for service $194 Fee for service $271 Fee for service $232 Fee for service $256 Fee for service
35 N/A N/A N/A N/A $140 Fee for service $201 Fee for service $212 Fee for service
36 $186 Fee for service $186 Fee for service $185 Fee for service N/A N/A N/A N/A
37 $145 Fee for service $159 Fee for service $159 Fee for service $127 Fee for service $135 Fee for service
38 $155 Fee for service $199 Fee for service $111 Fee for service $150 Fee for service $208 Fee for service
39 $154 Global payment $226 Fee for service $308 Fee for service $225 Fee for service $184 Fee for service
40 N/A N/A N/A N/A N/A N/A $211 Fee for service $248 Fee for service
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41 $203 Global payment $223 Global payment $164 Global payment $244 Global payment $200 Global payment
42 N/A N/A N/A N/A $196 Fee for service $178 Fee for service $210 Fee for service
43 $164 Global payment $237 Fee for service $156 Fee for service $257 Fee for service $231 Fee for service
44 $266 Global payment $235 Global payment $192 Global payment $217 Global payment $234 Global payment
45 N/A N/A N/A N/A $177 Fee for service $179 Fee for service $232 Fee for service
46 N/A N/A N/A N/A $112 Fee for service $165 Fee for service $240 Fee for service
47 $147 Fee for service $172 Fee for service $194 Fee for service $195 Fee for service $222 Fee for service
48 $175 Fee for service $188 Fee for service $206 Fee for service $211 Fee for service $224 Fee for service
49 $133 Fee for service $143 Fee for service $119 Fee for service $143 Fee for service $168 Fee for service
50 N/A N/A N/A N/A N/A N/A N/A N/A $310 Fee for service
51 $155 Global payment $148 Fee for service $145 Fee for service $178 Fee for service $301 Fee for service
52 $178 Fee for service $187 Fee for service $209 Fee for service $214 Fee for service $230 Fee for service
53 $143 Fee for service $190 Fee for service $153 Fee for service $201 Fee for service $189 Fee for service
54 N/A N/A N/A N/A $114 Fee for service $161 Fee for service $196 Fee for service
55 $191 Fee for service $173 Fee for service N/A N/A N/A N/A N/A N/A
56 $174 Fee for service $195 Fee for service N/A N/A N/A N/A N/A N/A
57 $150 Fee for service $162 Fee for service $149 Fee for service $183 Fee for service $181 Fee for service
58 $174 Fee for service $158 Fee for service N/A N/A N/A N/A N/A N/A
59 $181 Fee for service $216 Fee for service $103 Fee for service $211 Fee for service $233 Fee for service
60 $191 Global payment $207 Global payment $170 Global payment $222 Global payment $220 Global payment
61 $157 Global payment $187 Global payment $131 Global payment N/A N/A N/A N/A
62 $214 Fee for service $197 Fee for service $201 Fee for service $215 Fee for service $220 Fee for service
63 $269 Global payment $275 Global payment $268 Global payment $290 Global payment $304 Global payment
64 $135 Fee for service $190 Fee for service $165 Fee for service $226 Fee for service $273 Fee for service
65 N/A N/A N/A N/A $100 Fee for service $175 Fee for service $208 Fee for service
66 $161 Fee for service $148 Fee for service $177 Fee for service $177 Fee for service $191 Fee for service
67 $143 Fee for service $152 Fee for service N/A N/A N/A N/A N/A N/A
68 $216 Global payment $216 Global payment $228 Global payment $253 Global payment $284 Global payment
69 N/A N/A N/A N/A N/A N/A $197 Fee for service $227 Fee for service
70 N/A N/A N/A N/A $105 Fee for service $212 Fee for service $226 Fee for service
71 $154 Fee for service $163 Fee for service $184 Fee for service $233 Fee for service $221 Fee for service
72 $176 Fee for service $192 Fee for service $217 Fee for service $184 Fee for service $200 Fee for service
73 $193 Fee for service $203 Fee for service $170 Fee for service $234 Fee for service $294 Fee for service
74 $175 Fee for service $200 Fee for service $177 Fee for service $280 Fee for service $323 Fee for service
75 $198 Global payment $203 Global payment $220 Global payment $210 Global payment $220 Global payment
76 $198 Fee for service $189 Fee for service $188 Fee for service $247 Fee for service N/A N/A
77 N/A N/A N/A N/A N/A N/A N/A N/A $214 Fee for service
78 $167 Global payment $168 Global payment $193 Fee for service $164 Fee for service $213 Fee for service
79 N/A N/A N/A N/A $176 Fee for service $223 Fee for service $240 Fee for service
80 $175 Fee for service $219 Fee for service $210 Fee for service $151 Fee for service $191 Fee for service
81 $198 Fee for service $224 Fee for service $297 Fee for service $233 Fee for service $290 Fee for service
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82 $138 Fee for service $148 Fee for service $141 Fee for service $152 Fee for service $165 Fee for service
83 $159 Fee for service $168 Fee for service $140 Fee for service $145 Fee for service $141 Fee for service
84 $248 Global payment $261 Global payment $248 Global payment $274 Global payment $284 Global payment
85 $154 Global payment $180 Fee for service $131 Fee for service $196 Fee for service $229 Fee for service
86 $162 Global payment $156 Global payment $132 Global payment $153 Global payment $167 Global payment
87 N/A N/A $223 Global payment $217 Global payment $219 Global payment $206 Global payment
88 $208 Global payment $242 Global payment $259 Global payment $267 Global payment $242 Global payment
89 $158 Fee for service $205 Fee for service $182 Fee for service $161 Fee for service $184 Fee for service
90 N/A N/A N/A N/A N/A N/A N/A N/A $248 Fee for service
91 $157 Fee for service $154 Fee for service N/A N/A N/A N/A N/A N/A
92 $137 Fee for service $145 Fee for service $139 Fee for service $142 Fee for service $161 Fee for service
93 $166 Global payment $215 Fee for service $162 Fee for service $204 Fee for service $226 Fee for service
94 $194 Fee for service $187 Fee for service $127 Fee for service N/A N/A N/A N/A
95 $212 Fee for service $216 Fee for service $187 Fee for service $244 Fee for service $285 Fee for service
96 $175 Fee for service $203 Fee for service $178 Fee for service $213 Fee for service $248 Fee for service
97 $152 Fee for service $158 Fee for service N/A N/A N/A N/A N/A N/A
98 $168 Fee for service $193 Fee for service $109 Fee for service $243 Fee for service $222 Fee for service
99 $216 Global payment $270 Global payment $224 Global payment $257 Global payment $258 Global payment
100 $180 Fee for service N/A N/A N/A N/A N/A N/A N/A N/A
101 $172 Fee for service $176 Fee for service $174 Fee for service $201 Fee for service N/A N/A
102 $167 Fee for service $189 Fee for service $163 Fee for service $112 Fee for service $158 Fee for service
103 $206 Fee for service $195 Fee for service $134 Global payment N/A N/A N/A N/A
104 $222 Global payment $222 Global payment $222 Global payment $231 Global payment $260 Global payment
105 N/A N/A N/A N/A $123 Fee for service $193 Fee for service $208 Fee for service
106 N/A N/A N/A N/A $146 Fee for service $190 Fee for service $208 Fee for service
107 N/A N/A N/A N/A $135 Fee for service $164 Fee for service $212 Fee for service
108 $245 Global payment $236 Global payment $232 Global payment $263 Global payment $329 Global payment
109 $162 Fee for service $159 Fee for service $276 Fee for service $199 Fee for service $210 Fee for service
110 $208 Global payment $213 Fee for service $155 Fee for service $167 Fee for service $201 Fee for service
111 $164 Fee for service $167 Fee for service $158 Fee for service $177 Fee for service $180 Fee for service
112 $159 Fee for service $183 Fee for service $225 Fee for service $205 Fee for service $213 Fee for service
113 $158 Fee for service $178 Fee for service $155 Fee for service $190 Fee for service $241 Fee for service
114 $184 Fee for service $184 Fee for service N/A N/A N/A N/A N/A N/A
115 $197 Fee for service $192 Fee for service $205 Fee for service $226 Fee for service $256 Fee for service
116 $236 Global payment $219 Global payment $200 Global payment $226 Global payment $232 Global payment
117 $177 Global payment $213 Fee for service $243 Fee for service $205 Fee for service $254 Fee for service
118 $196 Fee for service $199 Fee for service $168 Fee for service $192 Fee for service $199 Fee for service
119 N/A N/A N/A N/A $121 Fee for service $148 Fee for service $200 Fee for service
120 $168 Fee for service $183 Fee for service $202 Fee for service $208 Fee for service $239 Fee for service
121 N/A N/A N/A N/A N/A N/A $214 Fee for service $237 Fee for service
122 N/A N/A N/A N/A $90 Fee for service $167 Fee for service $202 Fee for service



Provider
Group

PMPM Medical
Expenses Reimbursement Type

PMPM Medical
Expenses Reimbursement Type

PMPM Medical
Expenses Reimbursement Type

PMPM Medical
Expenses Reimbursement Type

PMPM Medical
Expenses Reimbursement Type

2008

Tufts Associated Health Maintenance Organization, Inc.
Attachment D (AGO Question #3)

Adjusted Medical Expenses Per Member Month, 2004-2008
Massachusetts Physician Groups

2004 2005 2006 2007

123 $221 Global payment N/A N/A N/A N/A N/A N/A N/A N/A
124 $166 Fee for service $159 Fee for service $164 Fee for service $177 Fee for service $223 Fee for service
125 N/A N/A N/A N/A $209 Fee for service $220 Fee for service $241 Fee for service
126 $221 Global payment $229 Global payment $273 Global payment $257 Global payment $268 Global payment
127 $179 Global payment $191 Global payment $121 Global payment $190 Global payment $206 Global payment
128 $253 Fee for service $237 Fee for service $256 Fee for service $277 Fee for service $286 Fee for service
129 N/A N/A N/A N/A N/A N/A $142 Fee for service $193 Fee for service
130 $191 Fee for service $192 Fee for service $154 Fee for service $178 Fee for service $191 Fee for service
131 $240 Fee for service $280 Fee for service $252 Fee for service $320 Fee for service $305 Fee for service
132 N/A N/A N/A N/A $178 Global payment $199 Global payment $221 Global payment
133 $146 Global payment $177 Fee for service $162 Fee for service $173 Fee for service $195 Fee for service
134 $193 Fee for service $182 Fee for service $190 Fee for service $266 Fee for service $250 Fee for service
135 N/A N/A N/A N/A N/A N/A $198 Global payment $217 Global payment

The data shown reflect per member per month expenses, including hospital and professional costs but excluding pharmacy costs, for members who have selected primary care physicians from each medical group   The data include claims amount
allowed, capitated payments, surplus payments if applicable, and most pay for performance payments   The expenses shown for 2004 and 2005 also include a small amount of ancillary expense, which is excluded from the expenses shown for 2006-
2008   The data are adjusted for health status with DxCG; the 2008 DxCG calculation reflects some minor updates that are not included in the 2004-2007 calculations   Providers that contract as individual physicians, and groups with fewer than 200
members in a given year are excluded from this list



Trends Used in
Rating

Impact of Trend
to Total Rate

Trends Used in
Rating

Impact of Trend
to Total Rate

Trends Used in
Rating

Impact of Trend
to Total Rate

Trends Used in
Rating

Impact of Trend
to Total Rate

Trends Used in
Rating

Impact of Trend
to Total Rate

Medical Utilization 5.0% 34.0% 4.0% 20.4% 4.6% 41.7% 5.7% 42.8% 2.4% 30.4%
Medical Cost Per Unit 7.8% 53.2% 12.9% 66.3% 10.8% 97.7% 5.2% 39.1% 5.6% 71.8%

Total Medical Trend 13.2% 87.3% 17.4% 86.6% 15.9% 139.4% 11.2% 81.9% 8.1% 102.1%

Pharmacy Trend 17.0% 23.0% 16.2% 16.0% 15.1% 26.3% 6.1% 8.7% 10.1% 23.3%

Total Medical and Pharmacy 13.8% 110.3% 17.2% 102.6% 15.8% 165.7% 10.4% 90.6% 8.4% 125.5%

Administrative Trend 16.3% 15.3% 6.8% 4.7% 5.4% 7.1% 8.7% 10.1% -2.2% -3.6%

Total Pricing Trend 14.1% 125.6% 16.1% 107.3% 14.6% 172.8% 10.2% 100.7% 7.3% 121.9%

Pricing/Experience/Margin Adj. (1) -2.9% -25.6% -1.1% -7.3% -6.2% -72.8% -0.1% -0.7% -1.3% -21.9%

Total Premium Trend (2) 11.2% 100.0% 15.0% 100.0% 8.5% 100.0% 10.1% 100.0% 6.0% 100.0%

Notes:
1)  Over the years 2004-2008, Tufts Health Plan was in the midst of a turnaround in which significant cost containment, pricing, and other changes were implemented.  In this environment of declining trends, claims costs were
lower than original projections.  This led to premium increases that were lower than trend.
2)  Based on small group and large group manual rates.

January 2008

Tufts Associated Health Maintenance Organization, Inc.
Attachment E (AGO Question #4)

Components of Premium Trend, 2004-2008

January 2004 January 2005 January 2006 January 2007



DEVAL L. PATRICK
Governor

TIMOTHY P. MURRAY
Lieutenant Governor

JUDYANN BIGBY, M.D.
Secretary

DAVID MORALES
Commissioner

The Commonwealth of Massachusetts
Executive Office of Health and Human Services

Division of Health Care Finance and Policy
Two Boylston Street
Boston, MA 02116

617-988-3100 • Fax 617-727-7662 • TTY 617-988-3175
www.mass.gov/dhcfp

February 12, 2010

Stephen Farrell
President & CEO
UnitedHealthcare of New England, Inc
475 Kilvert Street, Suite 310
Warwick, RI 02886

Dear Mr. Farrell:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office (AGO), is required by state law to hold annual public hearings concerning health
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative
sample of health care providers and payers as witnesses for such hearing. In accordance with these
provisions, UnitedHealthcare of New England, Inc. has been identified as a witness and is hereby
requested to submit written testimony to the questions in “Exhibit B” and “Exhibit C” in
accordance with this notice and exhibits.

The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit
additional information that explains the premium and cost increases, to gather your perspective on
the dynamics driving the trends observed, and to obtain your recommendations for short and long
term solutions to such dynamics.

Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b)
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be
the subject of these hearings. Based on the findings of that Preliminary Report, the Attorney
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends
http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf


that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

UnitedHealthcare of New England, Inc. is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday,
February 26, 2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact UnitedHealthcare of New England, Inc. no later than March 5th and determine whether you
will be required to provide oral testimony at the hearings, and if so, the time period for which you
must be present.  Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures:
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and DHCFP Questions for Written Testimony
Exhibit C: Instructions and AGO Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and DHCFP Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data, or finding that differs from your organization’s experience and
the potential reasons therefore.

Questions Regarding Premium Pricing and Market Sector Differences

2) What were the differences by market sector in general administrative expenses built into your
pricing from 2008 to the present?  What portion of the differential by group size was attributable
to fixed costs being spread over different group sizes?  To what was the remainder of the
difference attributable?

3) We found that, when adjusted for differences in benefits and demographics, small employers are
being charged higher premiums and are experiencing a greater growth in premiums than mid-
sized and large firms.  Is this finding consistent with your health plan’s experience? Please
comment on why you think this is happening and what can be done to assist small employers.

4) We also found that most of the difference in adjusted premium levels for small group vs. mid-
size and large group was due to differences in medical spending rather than retention. Is this
finding consistent with your health plan’s experience? Please comment on why you think this is
happening and what can be done to assist small employers.

5) Small firms (with fewer than 51 employees) frequently indicate receipt of double digit premium
increases even though our analysis shows the average premium PMPM increase for the small
group market during the period studied to be below 10%. Please provide the distribution of
premium increases for small employers renewing in 2008 and 2009 that were quoted assuming
that no benefit changes would be made by the employer.

mailto:costtrends@hcf.state.ma.us
mailto:Nordahl@state.ma.us
www.mass.gov/dhcfp/costtrends


6) We understand that premiums for any given effective date are set prospectively based on claims
experience from approximately a year and a half earlier.  How well have your estimates matched
actuals in 2006-2009? Do you see increasing volatility in claims costs, or prices/utilization rising
more quickly than anticipated?

Questions Regarding Trend Towards Self-insured

7) We have seen an increase in the percent of members enrolled in self-insured plans over the past
few years.  Please provide information on the size of the firms that are becoming self-insured.
Does it differ from those firms that have traditionally self-insured?  What rationale are
employers providing for changing to self-insured plans?

8) Please provider an overview of the reinsurance products that the newly self-insured employers
purchase from your organization.

9) We found that the growth in spending for health care services in self-insured and insured large
groups was faster than that in small and mid-sized groups. We also found that these groups
generally offered richer benefit packages and have had a slower “buy-down” than the other
markets. Has your organization found a similar trend?  If so, to what can you attribute this
trend? Are there other factors associated with this trend besides the cost sharing differences for
members?  Has this trend continued in 2009 and 2010?

Questions Regarding Claims Trends

10) We found that increased prices were the most important driver of health care costs. We were
unable to determine how much of the price increase was because of higher negotiated base rates
and how much was because of care being delivered in more expensive settings.  What do you
believe to be the relative contribution to price increases of this shift to more expensive
locations? What solutions, if any, are you developing to address this trend?

11) We found that expenditures on hospital outpatient facility services grew – both due to increases
in prices and an increase in the volume of services.  In examining your plan’s experience, what
have you found accounts for the growth of hospital outpatient facility prices per service?  What
accounts for the growth in utilization of outpatient hospital facility services? Do you foresee the
same factors continuing to drive high growth in facility charges in future years? What might be
done to mitigate this cost growth?

12) By how much do the rates your organization pays vary when procedures are provided in hospital
facilities rather than freestanding facilities or a physician’s office?  How do these rates correlate
with underlying costs of these different providers?

13) The growth in imaging services continues to be an important factor in cost growth. What steps
are you taking, if any, to reduce the growth rate in imaging services? Do you have different pre-
authorization policies for imaging services done in an outpatient facility, freestanding facility and
a physician’s office? If so, please provide a brief description.



Questions Regarding Provider Rate Negotiations

14) What factors do you consider when negotiating payment rates for inpatient care, facility charges
for outpatient care, and physicians, and other professionals?  Please explain each factor and rank
them in the order of impact on negotiated rates.

15) Is there a material difference in how you approach contracts when you are contracting with a
health care system vs. contracting with organizations representing a single facility or provider
group?

16) We understand that certain systems demand higher rates because of geographic isolation,
specialty practice and reputation. Please explain your understanding of this dynamic. Has this
always been the case? Has this pattern changed over the past 10-20 years?

Questions Regarding Possible Approaches to Mitigating Cost Growth

17) What actions is your organization currently undertaking that could slow the growth in
premiums, including but not limited to alternative payment methods, provider network
strategies, benefit designs and consumer information and incentives.

a. What current factors limit your ability to execute these strategies or limit their
effectiveness?

b. What systemic or policy changes would allow you to carry out these strategies more
effectively?

c. What other systemic or policy changes do you think would encourage or help health
care providers to operate more efficiently without reducing quality?

18) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding
quality and the reimbursement rates paid by each carrier to each hospital or system
in a manner that identifies all relevant organizations?  What is the advantage or
disadvantage to your organization of the current confidential system?

Other Questions

19) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

20) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Exhibit C: Instructions and AGO Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax).

Questions

1) Please explain and submit a summary table showing the range of your relative commercial prices
or payments from 2004-2008 for each acute care hospital and large physician group in
Massachusetts (i.e., physicians who contract through a PHO, IPA, multi-specialty group, or
other group arrangement).

2) Please explain and submit supporting documents that show the results of any analysis you have
done on the extent to which the range in your relative commercial prices for Massachusetts
providers is correlated to: (1) the quality of care you have measured or tracked for the providers,
(2) the sickness or complexity of the population being served, (3) the relative market position of
the provider in your network, or (4) other factors that you have considered in negotiating and
setting price or payment rates for providers.

3) Please explain and submit a summary table showing the range of health status-adjusted fully-
loaded total medical expenses you paid on a per member per month basis from 2004 to 2008 for
each Massachusetts provider in your network who contracts through a PHO, IPA, multi-
specialty group, or other group arrangement, with each provider identified by whether it was
paid on a global payment basis (i.e., any form of risk payment with a potential for a deficit
beyond retention) or on a fee-for-service basis.  “Fully-loaded” means inclusive of all
administrative, medical management, and other supplemental payments, including but not
limited to bonuses, grants, infrastructure funding, and reinsurance recoveries.

4) Please explain and submit a summary table showing your premium trends from 2004 to 2008
with details on how much of your premium trend resulted from increases in administrative costs,
reserve practices, and medical trend, including the proportion of medical trend that resulted
from (1) health care provider unit price increases, (2) changes in utilization, and (3) all other
factors, such as changes in mix of services, mix of location of services, member demographics,
and plan design.

mailto:costtrends@hcf.state.ma.us
mailto:Reid@state.ma.us


5) Please explain and submit supporting documents that show how your organization has
considered steps to reduce the premium trend for small groups and large groups, including any
analysis of alternative payment mechanisms for providers, and any limited-network or tiered
products for consumers.

6) Please explain and submit supporting documents that show how your organization has
considered steps to reduce the range of relative prices and total medical expenses you pay to
providers in Massachusetts, including any analysis of alternative payment mechanisms for
providers, and any limited-network or tiered products for consumers.
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March 9, 2010 
 
 
The Commonwealth of Massachusetts 
Executive Office of Health and Human Services 
Division of Health Care Finance and Policy 
 
The Commonwealth of Massachusetts 
Office of the Attorney General 
 
Via e-Mail to: costtrends@hcf.state.ma.us 
 
Re:   Testimony Regarding Health Care Provider and Insurer Costs and Cost Trends 
 UnitedHealthcare of New England, Inc.  
 
On behalf of UnitedHealthcare of New England, Inc., hereinafter referred to as “United”, we are 
hereby submitting our written testimony as requested by your letter of February 12, 2010 
addressed to the undersigned. 
 
Please note that wherever possible, we have provided information to be disseminated publicly; 
however, in a few limited instances involving Case Mix, Charge Data, Trade Secret, or other 
Anti-Competitive information, we are providing information in a separate submission that 
is protected under the provisions of ALM GL Chap. 118G §§6, 6½ (2009), and 114.1 Code 
Mass. Reg. 17.01(1) (2010).  
 
If you have any questions regarding this submission, please direct them to the undersigned. 
 
Very truly yours, 
  
 

 
Stephen J. Farrell 
President and CEO 



DEVAL L. PATRICK 
Governor 

 
TIMOTHY P. MURRAY 
Lieutenant Governor 

 

JUDYANN BIGBY, M.D. 
Secretary 

 
DAVID MORALES 

Commissioner 

The Commonwealth of Massachusetts 
Executive Office of Health and Human Services 

Division of Health Care Finance and Policy 
Two Boylston Street 
Boston, MA 02116  

 
617-988-3100 • Fax 617-727-7662 • TTY 617-988-3175 

www.mass.gov/dhcfp 
 
 
 
 
February 12, 2010 
 
Stephen Farrell 
President & CEO 
UnitedHealthcare of New England, Inc 
475 Kilvert Street, Suite 310 
Warwick, RI 02886 
 
Dear Mr. Farrell: 

 
The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney 
General’s Office (AGO), is required by state law to hold annual public hearings concerning health 
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)  
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative 
sample of health care providers and payers as witnesses for such hearing. In accordance with these 
provisions, UnitedHealthcare of New England, Inc. has been identified as a witness and is hereby 
requested to submit written testimony to the questions in “Exhibit B” and “Exhibit C” in 
accordance with this notice and exhibits.    

 
The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the 
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and 
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research 
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to 
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit 
additional information that explains the premium and cost increases, to gather your perspective on 
the dynamics driving the trends observed, and to obtain your recommendations for short and long 
term solutions to such dynamics.   
 
Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of 
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b) 
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be 
the subject of these hearings.  Based on the findings of that Preliminary Report, the Attorney 
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”  
 
While this testimony must be in writing, you may also be called for oral testimony on one or 
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised 



that additional dates the following week may be necessary to accomplish the Division’s statutory 
directives.    

 
With your assistance and active participation, the Division seeks to develop tangible policy 
recommendations to mitigate health care cost growth and to develop an integrated health care 
delivery system in a final report to the Legislature.  
 
UnitedHealthcare of New England, Inc. is required to: 

1. electronically submit to the Division written testimony, signed under the pains and 
penalties of perjury, responding to the areas of inquiry identified on the attached 
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday, 
February 26, 2010; and  

2. be prepared to appear at a public hearing to provide oral testimony at some time during, 
but not limited to, the following days: March 16, 18, and 19. 

 
The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written 
testimony will be a public record and will be posted on the Division’s website.  The Division will 
contact UnitedHealthcare of New England, Inc. no later than March 5th and determine whether you 
will be required to provide oral testimony at the hearings, and if so, the time period for which you 
must be present.  Thank you for your attention to this important and timely matter. 

 
 

 
Sincerely, 

 
David Morales  
Commissioner 
 
 
 
cc:  Thomas O’Brien, Office of the Attorney General 
 
Enclosures: 
Exhibit A: Public Notice of Hearing 
Exhibit B: Instructions and DHCFP Questions for Written Testimony 
Exhibit C: Instructions and AGO Questions for Written Testimony 
 



Exhibit A 
 

NOTICE OF PUBLIC HEARING 
 

 
Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy 
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie 
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter 
regarding: 
 

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS 
 
Commissioner David Morales will preside over the hearings, which may be expected to continue 
through March 31, 2010. The Division shall call as witnesses a representative sample of providers 
and payers, including but not limited to those specified by the statute, who shall provide testimony 
under oath and subject to examination and cross examination by the Division and the Attorney 
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to 
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship 
between provider costs and payer premium rates.  The Division reserves the right to call other 
witnesses in furtherance of the statutory purpose of the hearings. 
 
Testimony may include without limitation: (i) in the case of providers, testimony concerning 
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology 
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer 
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts 
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public 
payers, testimony concerning factors underlying premium cost and rate increases, the relation of 
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that 
enhance product affordability and encourage efficient use of health resources and technology, 
efforts by the payer to increase consumer access to health care information, and efforts by the payer 
to promote the standardization of administrative practices, and any other matters as determined by 
the Division.  
 
The Division will schedule and accept oral testimony only from witnesses called by the Division; any 
member of the public may submit written testimony.  All written testimony provided by witnesses or 
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.  
 
Additional information regarding the hearings may be posted from time to time on the Division’s 
website. 



Exhibit B: Instructions and DHCFP Questions for Written Testimony 
 
Instructions 
 
1) On or before the close of business February 26, 2010, electronically submit written testimony 

signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.   
 
2) Answer all questions that apply to your organization’s experience, limiting your response to no 

more than 500 words per each numbered question.  Please begin all questions with a brief 
summary not to exceed 120 words.  If necessary, please include supporting testimony in an 
Appendix. 

 
3) The testimony must contain a statement that the person who signs it is legally authorized and 

empowered to represent the named organization for the purposes of this testimony, and that the 
testimony is signed under the pains and penalties of perjury.  An electronic signature will be 
sufficient for this submission.   

 
4) If you have any questions regarding this process or regarding the following questions, please 

contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax). 

 
Questions 
 
1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please 

provide commentary on any data, or finding that differs from your organization’s experience and 
the potential reasons therefore.  

 
Taking the report at a high level, United Healthcare of New England (“United”) 
can confirm that its experience has been, in general, consistent with the preliminary 
report of the Division.   The key drivers of medical premium inflation have been: 
higher costs of contracted services (the single largest component of medical trend 
resulting from various drivers); higher intensity of services provided; greater use of 
specialty over primary care; and shifts toward more costly settings-of-care over time.  
We also agree with the Division’s conclusion that the effect of volume of services 
(utilization) and changes in non-medical components of premium are relatively 
modest when compared to the key drivers. In addition, United believes that there is 
sufficient broad evidence nationally to suggest that the practice of defensive 
medicine is widespread and represents a material component of medical cost 
inflation.  

 
 
Questions Regarding Premium Pricing and Market Sector Differences 
 

2) What were the differences by market sector in general administrative expenses built into your 
pricing from 2008 to the present?  What portion of the differential by group size was attributable 
to fixed costs being spread over different group sizes?  To what was the remainder of the 
difference attributable?   

 
  United does not have varied administrative costs by market sector.  

 



3) We found that, when adjusted for differences in benefits and demographics, small employers are 
being charged higher premiums and are experiencing a greater growth in premiums than mid-
sized and large firms.  Is this finding consistent with your health plan’s experience? Please 
comment on why you think this is happening and what can be done to assist small employers. 

 
The Division’s finding is consistent with our experience.  Consistently higher rate of 
growth of medical spending in small group market in comparison to large group is 
pushing premium rates in that population higher at a comparatively accelerated rate.  
In response to Question 17 below, we have outlined some of our efforts to slow 
growth in medical spending.  In sum, quality care leads to lower costs.  We think 
consumers obtaining coverage either on an individual basis or through a small 
employer plan will in particular benefit from our initiatives focused on providing 
consumers with more information to make informed healthcare decisions about 
quality and cost.  In general, large employer groups have traditionally had better 
resources available to their employees in this regard.  

 
4) We also found that most of the difference in adjusted premium levels for small group vs. mid-

size and large group was due to differences in medical spending rather than retention. Is this 
finding consistent with your health plan’s experience? Please comment on why you think this is 
happening and what can be done to assist small employers. 

 
The Division’s finding is consistent with our own experience.  We refer to our 
response to Question #3, both with respect to cause and potential remedies.  

  
 
5) Small firms (with fewer than 51 employees) frequently indicate receipt of double digit premium 

increases even though our analysis shows the average premium PMPM increase for the small 
group market during the period studied to be below 10%. Please provide the distribution of 
premium increases for small employers renewing in 2008 and 2009 that were quoted assuming 
that no benefit changes would be made by the employer. 

 
 

We are submitting under separate cover  information responsive to this request  and 
are doing so under the confidentiality provisions governing this inquiry.  
 

        
6) We understand that premiums for any given effective date are set prospectively based on claims 

experience from approximately a year and a half earlier.  How well have your estimates matched 
actuals in 2006-2009? Do you see increasing volatility in claims costs, or prices/utilization rising 
more quickly than anticipated?  

 
United’s actual claims experience  during some of those years  was slightly worse 
than originally projected and during one of them  was better than projected.  The 
degree of volatility experienced was not unexpected based on the size of the 
population.     

 
Questions Regarding Trend Towards Self-insured 
 
7) We have seen an increase in the percent of members enrolled in self-insured plans over the past 

few years.  Please provide information on the size of the firms that are becoming self-insured.  



Does it differ from those firms that have traditionally self-insured?  What rationale are employers 
providing for changing to self-insured plans?   

 
Within our Massachusetts market, United has not experienced an increase in the 
percent of members enrolled in self-insured plans or the number of accounts that are 
self insured over the past several years.  UnitedHealth Group entities have 
considerable experience with self-funds and the traditional reasons stated by most 
customers for self-funding are: 
 
• Reduce expenses with the elimination of premium taxes; 
• Reduce expenses with the elimination of the risk charges that are associated with 

fully insured arrangements (since the customer is assuming the financial risk); 
• Increase plan design flexibility since a self funded account is not subject to state 

mandated benefits. 
 

 
8) Please provider an overview of the reinsurance products that the newly self-insured employers 

purchase from your organization.  
 

There are two forms of stop loss insurance that United traditionally markets to self 
insured employers: Individual Stop Loss and Aggregate Stop Loss coverage.   
 

Individual Stop Loss 
 
Individual Stop Loss protects the employer from the impact of large claim expenses 
by limiting the Plan’s liability on any one employee to a predetermined limit. 
 

Aggregate Stop Loss 
 
Aggregate Stop Loss protects the employer from higher than expected claim costs by 
limiting the liability to an established limit (or deductible) on ALL individuals in the 
aggregate for one policy year.   
 

 
 
9) We found that the growth in spending for health care services in self-insured and insured large 

groups was faster than that in small and mid-sized groups. We also found that these groups 
generally offered richer benefit packages and have had a slower “buy-down” than the other 
markets. Has your organization found a similar trend?  If so, to what can you attribute this trend? 
Are there other factors associated with this trend besides the cost sharing differences for 
members?  Has this trend continued in 2009 and 2010? 

 
United has not conducted a detailed medical cost analysis comparing its small to mid-
sized fully insured population to its self-insured and large group fully insured business in 
Massachusetts with respect to this issue. 

 
 
Questions Regarding Claims Trends 
 



10)  We found that increased prices were the most important driver of health care costs. We were 
unable to determine how much of the price increase was because of higher negotiated base rates 
and how much was because of care being delivered in more expensive settings.  What do you 
believe to be the relative contribution to price increases of this shift to more expensive locations? 
What solutions, if any, are you developing to address this trend?  
 
 

Both factors are impactful.  United estimates that unit pricing – the negotiated base 
rates - represents  a significant portion of total health plan unit costs, depending on 
cost category, with the balance of unit cost attributable to shifting service mix 
(higher intensity services) and shifting site of service (higher intensity settings or 
provider type).  In regard to solutions, there is no single fix. As noted in our response 
to Question #17 below , one particular area which we believe will yield considerable 
results concerns tools that provide consumers with objective information about cost 
and quality.   
    

 
11)  We found that expenditures on hospital outpatient facility services grew – both due to increases 

in prices and an increase in the volume of services.  In examining your plan’s experience, what 
have you found accounts for the growth of hospital outpatient facility prices per service?  What 
accounts for the growth in utilization of outpatient hospital facility services? Do you foresee the 
same factors continuing to drive high growth in facility charges in future years? What might be 
done to mitigate this cost growth? 

 
 

We believe that a wide variety of factors contribute to both these trends, including of 
particular note:  
 
• Reimbursement methodologies - hospital outpatient facility services in 
commercial market are generally reimbursed on fee for service basis, while inpatient 
hospital facility services often uses a case or bundled rate.  The former provides 
financial incentives to the provider to provide additional services. 
• Technological advances – today more services can now safely be performed in an 
outpatient setting. 
• Cost Shifting – provides increase commercial rates to make up for lower 
mandated Medicare reimbursements a situation that could intensify with additional 
Medicare rate cuts.   
Broader adoption of reimbursement methodologies focused on healthcare outcomes 
rather than services performed in the commercial insurance marketplace would be 
one positive step forward in controlling the growth in costs.             

 
 

12) By how much do the rates your organization pays vary when procedures are provided in 
hospital facilities rather than freestanding facilities or a physician’s office?  How do these rates 
correlate with underlying costs of these different providers? 

 
We do not have underlying cost information for freestanding facilities or physicians 
offices by site of service that would permit this type of comparison. 

 
 



13)  The growth in imaging services continues to be an important factor in cost growth. What steps 
are you taking, if any, to reduce the growth rate in imaging services? Do you have different pre-
authorization policies for imaging services done in an outpatient facility, freestanding facility and 
a physician’s office? If so, please provide a brief description.  

  

United strives to balance the challenges and opportunities inherent in the radiology 
industry. Rapid and sustained growth, along with widespread use and availability of 
expensive technology, contribute to significant variations in the quality, safety and 
appropriate utilization of imaging services. United employs a national strategy 
targeted  to mitigate medical cost trend and address variations in the quality, safety 
and appropriate utilization of imaging services.  Our programs address 
dissimilarities in physician practice patterns, reduce health resource waste and 
enhance the application of evidence-based practices through the employment of a 
variety of tools, including in some instances and where contractually permitted prior 
notification before advanced imaging studies are performed.  

 
Questions Regarding Provider Rate Negotiations 
 
14) What factors do you consider when negotiating payment rates for inpatient care, facility charges 

for outpatient care, and physicians, and other professionals?  Please explain each factor and rank 
them in the order of impact on negotiated rates.  

 
Factors and weight given to such factors will vary depending on individual 
circumstances but in general when negotiating rates we consider the following 
factors: 
1) what we are currently paying the provider compared to their costs to provide the 
service;  2) what we are currently paying the provider compared to similar providers 
of service in that geographic area; 3) what we are currently paying the provider 
compared to what they are receiving from the competition to the extent that 
information is known; 4) when the provider last received an increase from United; 5) 
whether the provider is a “must have” from a sales and retention perspective; and 6) 
current Medical CPI. 
 
United’s own analysis supports the findings outlined in the Massachusetts Attorney 
General’s report.  Price increases rather than utilization have caused most of the 
increases in United’s healthcare costs during the past few years in Massachusetts.  
Hospital and physician group prices vary significantly within the same geographic 
area and amongst providers offering similar levels of service.  Price variations are not 
correlated to quality of care, sickness or complexity of the population being served, 
the extent to which a provider is responsible for caring for a large portion of 
Medicare or Medicaid patients or whether the provider is an academic teaching or 
research facility.  Price variations are not adequately explained by differences in 
hospital costs of delivering similar services at similar facilities. 
 
Price variations are correlated to various forms of  leverage, including as measured 
by the relative market position of the hospital or physician group compared with 
other hospitals or physician groups within a geographic region or within a group of 
academic medical centers. 

 



15)  Is there a material difference in how you approach contracts when you are contracting with a 
health care system vs. contracting with organizations representing a single facility or provider 
group? 

 
Each scenario requires analysis of the particular circumstances.      

 
16) We understand that certain systems demand higher rates because of geographic isolation, 

specialty practice and reputation. Please explain your understanding of this dynamic. Has this 
always been the case? Has this pattern changed over the past 10-20 years? 

 
 

The issues noted by the Division above are all critical factors in contractual 
negotiations.  We would note that while these factors have always existed the pattern 
has intensified in recent years with increased consolidation within the provider 
community.  According to a recent study by researchers at the Center for Studying 
Health System Change there has been a definitive shift in negotiating strength 
toward providers, resulting in higher payment rates and premiums.  Their study 
cites the following: 
 
Hospital and physician payment rates are nearly 30 percent and 20 percent 
higher respectively, than Medicare rates.  Evidence from two decades of 
hospital mergers and acquisitions nationally demonstrates that consolidating 
hospital markets drives up prices, with disagreement only over the magnitude 
of the increases. … In some cases, payment rates to hospitals and powerful 
physician groups approach and exceed 200 percent of what Medicare pays.1 

 
 
Our experience suggests a similar phenomenon has happened in Massachusetts and 
is exacerbated by hospitals and large physician groups negotiating together as a 
single unit. 

 
 

Questions Regarding Possible Approaches to Mitigating Cost Growth  
 

17) What actions is your organization currently undertaking that could slow the growth in premiums, 
including but not limited to alternative payment methods, provider network strategies, benefit 
designs and consumer information and incentives. 

 
United has implemented or is in the process of implementing a wide range of initiatives 
designed to promote the practice of evidence based medicine, efficient delivery of care 
and to provide consumers with the tools that they need to make informed health care 
decisions.  These initiatives include, but are not limited to, programs that better manage 
both rising unit costs as well as discretionary utilization of services, as well as provide 
consumers with quality and cost information regarding healthcare providers, targeted 
efforts to inform consumers regarding the availability of network providers, and 

                                                 
1 Berenson, Ginsburg & Kemper, Health Affairs, at 2 & 3 (Published online 
February 25, 2010 by Project Hope.)  
Link: (http://content.healthaffairs.org/cgi/content/full/hlthaff.2009.0715v1 ) 

 



expanded availability of nurses and case managers, as well as recurrent efforts to 
negotiate lower reimbursement rates with providers.   

 
Our medical management programs include comprehensive approaches to pre-service 
review of services with excessive variation—such as advanced imaging or back surgery, 
inpatient concurrent review and retrospective review of selected services.  Similarly 
management programs are in place for oncology, women’s health, cardiology, and other 
clinical services as well as pharmacy services 

 
a. What current factors limit your ability to execute these strategies or limit their 

effectiveness? 
 

Among other factors, we have insufficient data to fully implement certain 
programs in Massachusetts.   

 
b. What systemic or policy changes would allow you to carry out these strategies more 

effectively? 
 

One area we are particularly focused on concerns improved collaboration 
between all stakeholders in the adoption of policies that will promote 
evidence based medicine.  
 

 
c. What other systemic or policy changes do you think would encourage or help health 

care providers to operate more efficiently without reducing quality? 
 

Greater focus on health outcomes measurement and  broader adoption of 
reimbursement methodologies tied more directly to health outcomes. 

  
18) Could enhanced competition or government intervention or a combination of both mitigate the 

cost trends found in the Divisions report? Please describe the nature of the changes you would 
recommend.  In addition, please address the following: 

 
One potential area where targeted government regulation might assist in the 
health insurance marketplace is with respect to the issue of billing practices 
of certain non-contracted providers (details provided in response to Question 
19). 

 
 

a. What would be the impact on your organization of making data public regarding quality and 
the reimbursement rates paid by each carrier to each hospital or system in a manner that 
identifies all relevant organizations?  What is the advantage or disadvantage to your 
organization of the current confidential system?   

 
We believe that this is a complex issue that needs to be examined closely to 
ensure that such actions do not have the opposite effect, including medical 
cost inflation.   

 
 

 



Other Questions 
 
19)  Please identify any additional cost drivers that you believe should be examined in subsequent 

years and explain your reasoning. 
 

One area responsive to this inquiry concerns excessive costs associated with non-
contracted providers.  Certain specialty areas and service locations are not incented 
to contract with any health plan because utilization of their services cannot be 
influenced by the health plan.  This is particularly problematic in regions with a high 
preponderance of Managed Care Plans where such providers can obtain billed 
charges (including balance billing plan members in large amounts), which in some 
instances are not reasonably related to costs of services provided.  The best example 
of this concern arises with facility-based providers, which leverage their market 
position to remain out-of-network and bill charges.  Solutions are needed to engage 
and influence such providers to participate in networks so that customers and 
consumers can benefit from more affordable solutions. 

 
 

20) Please provide any additional comments or observations you believe will help to inform our 
hearing and our final recommendations.  

 
As briefly mentioned above, cost shifting to commercial plans becomes more 
pronounced over time as reduced Medicare and Medicaid payments do not cover the 
cost of care for many providers. 
 



Exhibit C: Instructions and AGO Questions for Written Testimony 
 
Instructions 
 
1) On or before the close of business February 26, 2010, electronically submit written testimony 

signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.   
 
2) Answer all questions that apply to your organization’s experience, limiting your response to no 

more than 500 words per each numbered question.  Please begin all questions with a brief 
summary not to exceed 120 words.  If necessary, please include supporting testimony in an 
Appendix. 

 
3) The testimony must contain a statement that the person who signs it is legally authorized and 

empowered to represent the named organization for the purposes of this testimony, and that the 
testimony is signed under the pains and penalties of perjury.  An electronic signature will be 
sufficient for this submission.   

 
4) If you have any questions regarding this process or regarding the following questions, please 

contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax). 

 
Questions 
 
1) Please explain and submit a summary table showing the range of your relative commercial prices 

or payments from 2004-2008 for each acute care hospital and large physician group in 
Massachusetts (i.e., physicians who contract through a PHO, IPA, multi-specialty group, or 
other group arrangement).  

 
We are submitting under separate cover  information responsive to this request  and 
are doing so under the confidentiality provisions governing this inquiry.  
 
 

       
2) Please explain and submit supporting documents that show the results of any analysis you have 

done on the extent to which the range in your relative commercial prices for Massachusetts 
providers is correlated to: (1) the quality of care you have measured or tracked for the providers, 
(2) the sickness or complexity of the population being served, (3) the relative market position of 
the provider in your network, or (4) other factors that you have considered in negotiating and 
setting price or payment rates for providers. 

 
In general, we will consider multiple factors in developing our contracting strategy 
with providers.  The variables may include: developing a DRG reimbursement 
methodology which takes into account the complexity of each patient admitted to a 
facility, a provider’s clinical outcomes, a provider’s costs in delivering both inpatient 
and outpatient care, our reimbursement rates to other providers in the same 
geographic area providing  the same or similar services, a competitive analysis 
against  other payers in the market, a provider’s effectiveness from a clinical and cost 
perspective with the Medicare and Medicaid population, and our overall market 
share. 
 



 
   
3) Please explain and submit a summary table showing the range of health status-adjusted fully-

loaded total medical expenses you paid on a per member per month basis from 2004 to 2008 for 
each Massachusetts provider in your network who contracts through a PHO, IPA, multi-
specialty group, or other group arrangement, with each provider identified by whether it was 
paid on a global payment basis (i.e., any form of risk payment with a potential for a deficit 
beyond retention) or on a fee-for-service basis.  “Fully-loaded” means inclusive of all 
administrative, medical management, and other supplemental payments, including but not 
limited to bonuses, grants, infrastructure funding, and reinsurance recoveries. 

 
The majority of United’s products in Massachusetts do not require member selection of a 
primary care physician, and as such member claims costs can not be systematically 
related to individual physicians in a manner consistent with the information requested in 
this question. It is our understanding that this question is attempting to identify the 
impact that alternate provider payment mechanisms have on aggregate cost and/or trend 
levels; however, United’s provider network in Massachusetts is reimbursed exclusively on 
a fee-for-service basis, so no distinction can be made in this regard. 

  
4) Please explain and submit a summary table showing your premium trends from 2004 to 2008 

with details on how much of your premium trend resulted from increases in administrative costs, 
reserve practices, and medical trend, including the proportion of medical trend that resulted 
from (1) health care provider unit price increases, (2) changes in utilization, and (3) all other 
factors, such as changes in mix of services, mix of location of services, member demographics, 
and plan design.    

 
Data responsive to this request is archived and  we could not retrieve it in time to 
meet the requested deadlines. 

   
 
5) Please explain and submit supporting documents that show how your organization has 

considered steps to reduce the premium trend for small groups and large groups, including any 
analysis of alternative payment mechanisms for providers, and any limited-network or tiered 
products for consumers.   

 
To date, and based on our current market size,  we have not considered alternate 
payment mechanisms or limited networks in Massachusetts.  We have explained in 
response to Exhibit “B” some of our initiatives around controlling premium costs in 
Massachusetts.       
 

 
6) Please explain and submit supporting documents that show how your organization has 

considered steps to reduce the range of relative prices and total medical expenses you pay to 
providers in Massachusetts, including any analysis of alternative payment mechanisms for 
providers, and any limited-network or tiered products for consumers. 

 
See response to Question #5 above.   

 
 
 



 
I affirm that I am legally authorized and empowered to represent UnitedHealthcare of New 
England, Inc. for the purposes of this testimony, and that the testimony is signed under the pains 
and penalties of perjury. The foregoing statements, opinions and data were compiled from responses 
provided to me by employees of United and are true and correct to the best of my knowledge and 
belief. 
 
Dated this 9th day of March 2010 
 
UNITEDHEALTHCARE OF NEW ENGLAND, INC. 
 

Signed: _______ 
  Stephen J. Farrell 
  President and CEO 
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DEVAL L. PATRICK
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TIMOTHY P. MURRAY
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JUDYANN BIGBY, M.D.
Secretary

DAVID MORALES
Commissioner

The Commonwealth of Massachusetts
Executive Office of Health and Human Services

Division of Health Care Finance and Policy
Two Boylston Street
Boston, MA 02116

617-988-3100 • Fax 617-727-7662 • TTY 617-988-3175
www.mass.gov/dhcfp

February 12, 2010

Mark R. Tolosky
CEO
Baystate Medical Center
280 Chestnut Street
Springfield, MA 01199

Dear Mr. Tolosky:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office (AGO), is required by state law to hold annual public hearings concerning health
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative
sample of health care providers and payers as witnesses for such hearing. In accordance with these
provisions, Baystate Medical Center has been identified as a witness and is hereby requested to
submit written testimony to the questions in “Exhibit B” and “Exhibit C” in accordance with this
notice and exhibits.

The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit
additional information that explains the premium and cost increases, to gather your perspective on
the dynamics driving the trends observed, and to obtain your recommendations for short and long
term solutions to such dynamics.

Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b)
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be
the subject of these hearings. Based on the findings of that Preliminary Report, the Attorney
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends
http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf


that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

Baystate Medical Center is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday,
February 26, 2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Baystate Medical Center no later than March 5th and determine whether you will be required
to provide oral testimony at the hearings, and if so, the time period for which you must be present.
Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures:
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and DHCFP Questions for Written Testimony
Exhibit C: Instructions and AGO Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie Lewis
Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue through
March 31, 2010. The Division shall call as witnesses a representative sample of providers and payers,
including but not limited to those specified by the statute, who shall provide testimony under oath and
subject to examination and cross examination by the Division and the Attorney General, as authorized by
M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to cost growth within the
Commonwealth of Massachusetts’ health care system and to the relationship between provider costs and
payer premium rates.  The Division reserves the right to call other witnesses in furtherance of the statutory
purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning payment
systems, payer mix, cost structures, administrative and labor costs, capital and technology costs, adequacy of
public payer reimbursement levels, reserve levels, utilization trends, and cost-containment strategies, the
relation of private payer reimbursement levels to public payer reimbursements for similar services, efforts to
improve the efficiency of the delivery system, efforts to reduce the inappropriate or duplicative use of
technology; and (ii) in the case of private and public payers, testimony concerning factors underlying
premium cost and rate increases, the relation of reserves to premium costs, the payer’s efforts to develop
benefit design and payment policies that enhance product affordability and encourage efficient use of health
resources and technology, efforts by the payer to increase consumer access to health care information, and
efforts by the payer to promote the standardization of administrative practices, and any other matters as
determined by the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any member
of the public may submit written testimony.  All written testimony provided by witnesses or the public may
be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s website.

http://www.mass.gov/dhcfp


 B: Instructions and DHCFP Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data, or finding that differs from your organization’s experience and
the potential reasons therefore.

2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially
from these aggregate trends with respect to:

a. The rate of change in outpatient facility prices and faster revenue growth compared
with inpatient revenues;

b. The growth of revenues for outpatient imaging services;
c. Price changes versus other sources of growth in revenues, for inpatient and

outpatient services.

3) What are the one or two most important underlying causes of your experience, as described
above? Provide any information you have that will support your assertions. In particular:

a. What accounts for the growth in inpatient facility prices? What accounts for the
growth of hospital outpatient facility price per service?  What accounts for the
growth in utilization of outpatient hospital facility services? Do you foresee the same
factors continuing to drive the growth in total facility revenues in future years?

b.  How does your relative market position or market share affect your cost or revenue
trends?

4) The concentration of teaching hospitals in Boston means that tertiary hospitals effectively serve
as the “community hospital” for many patients.  If your hospital is located in Boston, what
reasonable solutions could your organization develop to provide routine care in less expensive –
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but appropriate - settings? If your hospital competes for patients with a teaching hospital
outpatient facility, how has this impacted your revenues, costs and service mix?

5) Overall, we found an increase in the proportion of services being provided in more expensive
settings. Is this trend occurring in your market area? What is driving this trend and what
solutions would moderate this trend without impacting quality?

6) From 2006-2008, what was your average annual increase in labor costs compared with your
average annual increase in patient revenue? What are the major factors driving change in labor
costs? What are the major factors driving change in patient revenues?

7) Are the costs of acquiring medical equipment and technologies increasing, decreasing, or staying
the same? Why and how do you think this is the case? What contribution is this having on your
overall costs?

The following questions relate specifically to your experience in service prices and mix of
services provided:

8) What factors do you consider when negotiating payment rates for inpatient care and outpatient
services?  Please explain each factor (e.g., labor costs) and rank them in the order of impact on
negotiated rates.

9) Do you generally negotiate contracts with carriers as part of a larger system or as an individual
facility? Is there a material difference in how you approach contracts when you are contracting
as part of a system vs. as an individual facility?

10) If applicable, do the services provided in your outpatient facilities in suburban areas differ from
those in Boston? If so, how? For those services offered in both locations, do you charge the
same or similar rates for all locations? If not, how do the rates – or price paid per person - differ
and based on what factors? Are these facilities competing with community physicians or
hospitals, or both for the same patients?

11) How has the expansion of outpatient facilities impacted the composition of surgical and medical
admissions to your institution? How has the expansion of outpatient facilities impacted the price
or cost paid per person of your institution?

12) How does the variation in prices among different providers in your peer group (e.g.,
teaching/community hospitals, providers in your geographic area, your key competitors) affect
the payment rate increase you seek in negotiations with health plans?  Please provide an
explanation of how you define your “peer group”.

With respect to the aggregate trends, please comment:

13) What specific actions has your organization taken already to address these trends in the short
term or long term? What current factors limit the ability of your organization to execute these
strategies effectively?

14) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think



would encourage or help health care providers to operate more efficiently? What changes would
you suggest to encourage treatment of routine care at less expensive, but appropriate settings?

15) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding quality
and the reimbursement rates paid by each carrier to each hospital or system in a manner
that identifies all relevant organizations?  What is the advantage or disadvantage to your
organization of the current confidential system?

With respect to future years’ Cost Trends Reports:

16) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

17) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Exhibit C: Instructions and AGO Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax).

Questions

1) Please explain and submit a summary table showing your internal costs and cost trends from
2004 to 2008 broken out to show categories of aggregate direct costs (e.g., labor costs for all cost
centers) and categories of indirect costs including, but not limited to, debt service, depreciation,
advertising, bad debt, stop-loss insurance, malpractice insurance, health safety net,
development/fundraising, administration, research, academic costs.  Please explain and submit
supporting documents to show the methodologies you use to allocate the categories of indirect
costs to cost centers (operating units).

2) Please explain and submit supporting documents that show any steps you have taken to reduce
or control the growth of your internal direct or indirect costs in the last 5 years.

3) Please explain and submit a summary table showing your annual operating margins (positive or
negative) from 2004 to 2008 for your entire commercial, government, and all other business (and
please identify the carriers or programs included in each of these three aggregate margins). Please
explain and submit supporting documents to show the mechanics of how you calculate your
margin from your accounting system and identify whether you exclude any direct costs or
indirect costs, or include any grants, donations, or non-patient revenue, in calculating your
margins.

4) Please explain and submit supporting documents that show how your DHCFP-403 Cost Report
submission differs from your own internal cost information including any difference in direct
costs, indirect costs, or non-patient revenue.
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5) Please explain and submit a summary table showing your annual capital ratio, debt service
coverage ratio, and cash on hand for fiscal years 2004 to 2008 and include any target ratios and
cash position you have set to obtain bond or bank financing.  Please explain how your capital
expenditures (property and equipment), restricted capital donations, and changes in cash
position (endowment) have increased or decreased your internal costs and margin calculations.

6) Please explain and submit supporting documents that show your internal costs, including any
stop-loss coverage, for any risk you currently bear related to your contracts with commercial
insurers.  Please include any analysis you have conducted on how much your costs and risk-
capital needs would change based on increases or decreases in risk you bear in relation to your
business with commercial insurers.
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February 12, 2010

David E. Phelps
President and CEO
Berkshire Medical Center
725 North Street
Pittsfield, MA 01201

Dear Mr. David E. Phelps

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office (AGO), is required by state law to hold annual public hearings concerning health
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative
sample of health care providers and payers as witnesses for such hearing. In accordance with these
provisions, Berkshire Medical Center has been identified as a witness and is hereby requested to
submit written testimony to the questions in “Exhibit B” and “Exhibit C” in accordance with this
notice and exhibits.

The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit
additional information that explains the premium and cost increases, to gather your perspective on
the dynamics driving the trends observed, and to obtain your recommendations for short and long
term solutions to such dynamics.

Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b)
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be
the subject of these hearings. Based on the findings of that Preliminary Report, the Attorney
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised

www.mass.gov/dhcfp
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that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

Berkshire Medical Center is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday,
February 26, 2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Berkshire Medical Center no later than March 5th and determine whether you will be
required to provide oral testimony at the hearings, and if so, the time period for which you must be
present.  Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures:
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and DHCFP Questions for Written Testimony
Exhibit C: Instructions and AGO Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and DHCFP Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data, or finding that differs from your organization’s experience and
the potential reasons therefore.

2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially
from these aggregate trends with respect to:

a. The rate of change in outpatient facility prices and faster revenue growth compared
with inpatient revenues;

b. The growth of revenues for outpatient imaging services;
c. Price changes versus other sources of growth in revenues, for inpatient and

outpatient services.

3) What are the one or two most important underlying causes of your experience, as described
above? Provide any information you have that will support your assertions. In particular:

a. What accounts for the growth in inpatient facility prices? What accounts for the
growth of hospital outpatient facility price per service?  What accounts for the
growth in utilization of outpatient hospital facility services? Do you foresee the same
factors continuing to drive the growth in total facility revenues in future years?

b.  How does your relative market position or market share affect your cost or revenue
trends?

4) The concentration of teaching hospitals in Boston means that tertiary hospitals effectively serve
as the “community hospital” for many patients.  If your hospital is located in Boston, what
reasonable solutions could your organization develop to provide routine care in less expensive –
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but appropriate - settings? If your hospital competes for patients with a teaching hospital
outpatient facility, how has this impacted your revenues, costs and service mix?

5) Overall, we found an increase in the proportion of services being provided in more expensive
settings. Is this trend occurring in your market area? What is driving this trend and what
solutions would moderate this trend without impacting quality?

6) From 2006-2008, what was your average annual increase in labor costs compared with your
average annual increase in patient revenue? What are the major factors driving change in labor
costs? What are the major factors driving change in patient revenues?

7) Are the costs of acquiring medical equipment and technologies increasing, decreasing, or staying
the same? Why and how do you think this is the case? What contribution is this having on your
overall costs?

The following questions relate specifically to your experience in service prices and mix of
services provided:

8) What factors do you consider when negotiating payment rates for inpatient care and outpatient
services?  Please explain each factor (e.g., labor costs) and rank them in the order of impact on
negotiated rates.

9) Do you generally negotiate contracts with carriers as part of a larger system or as an individual
facility? Is there a material difference in how you approach contracts when you are contracting
as part of a system vs. as an individual facility?

10) If applicable, do the services provided in your outpatient facilities in suburban areas differ from
those in Boston? If so, how? For those services offered in both locations, do you charge the
same or similar rates for all locations? If not, how do the rates – or price paid per person - differ
and based on what factors? Are these facilities competing with community physicians or
hospitals, or both for the same patients?

11) How has the expansion of outpatient facilities impacted the composition of surgical and medical
admissions to your institution? How has the expansion of outpatient facilities impacted the price
or cost paid per person of your institution?

12) How does the variation in prices among different providers in your peer group (e.g.,
teaching/community hospitals, providers in your geographic area, your key competitors) affect
the payment rate increase you seek in negotiations with health plans?  Please provide an
explanation of how you define your “peer group”.

With respect to the aggregate trends, please comment:

13) What specific actions has your organization taken already to address these trends in the short
term or long term? What current factors limit the ability of your organization to execute these
strategies effectively?

14) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think



would encourage or help health care providers to operate more efficiently? What changes would
you suggest to encourage treatment of routine care at less expensive, but appropriate settings?

15) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding quality
and the reimbursement rates paid by each carrier to each hospital or system in a manner
that identifies all relevant organizations?  What is the advantage or disadvantage to your
organization of the current confidential system?

With respect to future years’ Cost Trends Reports:

16) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

17) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Exhibit C: Instructions and AGO Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax).

Questions

1) Please explain and submit a summary table showing your internal costs and cost trends from
2004 to 2008 broken out to show categories of aggregate direct costs (e.g., labor costs for all cost
centers) and categories of indirect costs including, but not limited to, debt service, depreciation,
advertising, bad debt, stop-loss insurance, malpractice insurance, health safety net,
development/fundraising, administration, research, academic costs.  Please explain and submit
supporting documents to show the methodologies you use to allocate the categories of indirect
costs to cost centers (operating units).

2) Please explain and submit supporting documents that show any steps you have taken to reduce
or control the growth of your internal direct or indirect costs in the last 5 years.

3) Please explain and submit a summary table showing your annual operating margins (positive or
negative) from 2004 to 2008 for your entire commercial, government, and all other business (and
please identify the carriers or programs included in each of these three aggregate margins). Please
explain and submit supporting documents to show the mechanics of how you calculate your
margin from your accounting system and identify whether you exclude any direct costs or
indirect costs, or include any grants, donations, or non-patient revenue, in calculating your
margins.

4) Please explain and submit supporting documents that show how your DHCFP-403 Cost Report
submission differs from your own internal cost information including any difference in direct
costs, indirect costs, or non-patient revenue.
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5) Please explain and submit a summary table showing your annual capital ratio, debt service
coverage ratio, and cash on hand for fiscal years 2004 to 2008 and include any target ratios and
cash position you have set to obtain bond or bank financing.  Please explain how your capital
expenditures (property and equipment), restricted capital donations, and changes in cash
position (endowment) have increased or decreased your internal costs and margin calculations.

6) Please explain and submit supporting documents that show your internal costs, including any
stop-loss coverage, for any risk you currently bear related to your contracts with commercial
insurers.  Please include any analysis you have conducted on how much your costs and risk-
capital needs would change based on increases or decreases in risk you bear in relation to your
business with commercial insurers.
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 On behalf of Berkshire Medical Center, Inc., we thank the Division of Health 

Care Finance & Policy (“DHCFP”) and the Office of the Attorney General (“AGO”) for 

the opportunity to provide testimony concerning health care provider and insurer costs 

and cost trends. 

  
I. Introduction 
 
 Berkshire Medical Center, a 306-bed teaching hospital in Pittsfield, is an affiliate 

of Berkshire Health Systems, Inc., along with Fairview Hospital, a 25-bed critical access 

hospital in Great Barrington; a home health agency and a 130-physician multispecialty 

practice with teaching responsibility for medical students from the University of 

Massachusetts Medical School and post-graduate physicians and dentists in five 

independent residency programs.  Berkshire County has one other community hospital, 

the 55-bed North Adams Regional Hospital serving the northern tier of the county.  All of 

the activities of the Berkshire Health Systems entities are provided on a tax-exempt, 

charitable basis. 
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 As the principal healthcare provider in Berkshire County, Berkshire Medical 

Center and its affiliates have a special responsibility for meeting the healthcare needs of 

the communities it serves.  Berkshire County, which has a total population of 130,000 is 

not only a rural area, but also an economically distressed one, with median family income 

of about $47,300, 25% lower than the statewide median.  Eighteen percent of its 

population is 65 and over—the second highest county in the Commonwealth (after 

Barnstable).  The combination of its physical size, low population density (~140 persons 

per square mile as compared to 2115 per square mile in urban areas of the 

Commonwealth) and economic strain make for not only greater than average healthcare 

demands in certain areas of need but also greater challenges in delivering necessary 

healthcare services. 

 
 The demographics of its service area make Berkshire Medical Center unusually 

dependent upon governmental payers.  In January 2010, 74.25% of Berkshire Medical 

Center’s inpatient revenue derived from governmental payers, with 59.34% of that 

amount coming from the Medicare program and the balance from Medicaid, BMC 

Healthnet, CCHIP Connector and Free Care.  In the same period, 57.44% of Berkshire 

Medical Center’s outpatient revenue derived from governmental payers, with 38.67% of 

that amount coming from the Medicare program.  By contrast, in January 2010, only 

25.75% and 42.46% of Berkshire Medical Center’s inpatient and outpatient revenue, 

respectively, derived from commercial payers.  
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II. Questions from DHCFP 
 
1. Commentary on DHCFP Preliminary Reports1. 
 
 Perhaps due to certain unusual or even unique features of the Berkshire County 

region, many of the observations and conclusion in the DHCFP Preliminary Reports are 

not borne out by the experience of Berkshire Medical Center. 

 A. Impact of Community Responsibilities as Public Charity 

 The DHCFP Preliminary Reports portrays the healthcare services environment as 

largely a two dimensional transaction between providers and payers, in which payers 

purchase selected units of service for their members and providers are responsible for 

making only those services available.  The obligations of non-profit hospital providers, 

like Berkshire Medical Center, are not, however, co-terminus with their contractual 

responsibilities to governmental and commercial payers.  As public charities, hospitals 

like Berkshire Medical Center owe their first allegiances to the communities they serve, 

as represented in substantial part by their volunteer governing bodies and community 

advisory councils.  Rooted in their charitable missions, organizational documents and 

reason for being, the obligation to identify and meet the community’s health care needs 

represents an essential function of non-profit hospitals and one that exists independently 

of any contractual arrangement with third party payers—except to the extent that revenue 

from third party payers remains the sole meaningful source for funding all of the 

activities of a hospital, including those driven by its charitable mission and community 

responsibility.  In its discussions of hospital providers’ pricing and contract negotiation, 

                                                 
1 Berkshire Medical Center recognizes that DHCFP has requested a 500 word limitation to the hospital’s 
answer to each question.  Berkshire Medical Center cannot adequately answer the first question within that 
word limit, but will curtail all other answers so that, in the aggregate, this testimony falls well below the 
maximum word limit. 
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the DHCFP Preliminary Report does not account for impact of mission driven obligations 

on the healthcare system. 

 At Berkshire Medical Center, the unfunded, mission driven obligations go well 

beyond traditional concerns such as needing to cover the cost of 24/7 emergency 

departments and intensive care units.  Among the unfunded or underfunded efforts that 

Berkshire Medical Center has undertaken for the benefit of its patient population—

including commercial payer beneficiaries are: 

• Responding to critical physician shortages in primary care and most 

specialties, Berkshire Medical Center has invested more than $5M during 

the past 5 years to replenish the supply of primary care and specialty 

physicians available to the community—$2.9M of that amount being 

funds advanced to independent community practices to assist in 

establishing new physicians in the area—with the result that 150 

physicians, more than one-third of all physicians in the Berkshire County 

service area have arrived in the past 5 years; 

• Ensuring critical healthcare support services for the Berkshire area by 

underwriting the cost of training of nursing, technologists and other 

clinical professionals in collaboration with Berkshire Community 

College, The Elms College and other areas schools and training programs 

(more than $900,000 in FY2009). 

• Establishing effective interdisciplinary coordination of care—of the kind 

advocated in the DHCFP Preliminary Report—for improved outcomes in 

cardiology services (including at state-of-the-art heart failure program), 
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stroke services, pain management and addiction services, behavioral 

health services, diabetes care, and community nutritional and lifestyle 

programs; 

• Maintaining a community outreach van and worksite wellness program to 

bring health and wellness initiatives and screening opportunities to area 

employers in order to assist in improving employee health and 

diminishing healthcare costs (the unreimbursed expense of which equaled 

$981,000 in FY2009); and 

• Potentially responding to financially distressed neighboring hospital in 

order to preserve locally based patient care services, including investment 

of resources and assumption of risk to a level that far exceeds any 

incremental volume benefit and which can only be justified on charitable 

mission grounds. 

  

B. Motivation for and Effect of Physician Affiliation 

The DHCFP Preliminary Report suggests that health systems have sought to 

employ or otherwise affiliate with physicians and physician practices as a strategy to 

increase their market share.  Whatever may be true in other areas, the development of 

Berkshire Medical Center-affiliated physician practices was not motivated by any 

strategy other than fulfilling otherwise unmet demand for physician services in the 

community.   

Berkshire Medical Center originally entered the physician practice business in 

order to assure that there would be an adequate supply of pulmonary and critical care 
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physicians available to the community because the local demand for that specialty was 

insufficient to sustain a viable, freestanding practice.  As Berkshire Medical Center-

affiliated physician practices have grown over the years, it has been through bringing new 

physicians to the community, either in specialties not existing or not self-sustainable in 

Berkshire County, or in circumstances where existing, freestanding practices could not 

expand to meet community demand.   

The employment of a large number of physicians by Berkshire Medical Center 

and its affiliates has not increased the hospital’s negotiating strength.  Commercial payers 

continue to reimburse Berkshire Medical Center-affiliated physicians at rates generally 

lower than other physician practices.  In fact, largely due to the size and nature of its 

market and the cost of retaining quality physicians for the benefit of, among others, the 

members of commercial health plans, Berkshire Medical Center annually loses in excess 

of $8M on its physician practices.  That loss must necessarily be absorbed through third 

party payments for contracted services. 

 

C. Economic Impact of Fragmenting Services 

The DHCFP Preliminary Report indicates that there is “opportunity to re-balance 

payments so that more professional services will be provided in less expensive settings, 

such as physician offices….”  Especially in a market the size of Berkshire Medical 

Center’s, such a fragmentation of services generally builds inefficiencies and incentives 

that overwhelm any theoretical cost savings. 

To the extent that, examined in isolation, freestanding service providers appear to 

provide less expensive service, that difference is largely the function of such niche 
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providers’ ability to limit their hours of operation and selection of patients.   Unless niche 

providers were somehow required to provide all of the particular professional service 

required in an area like Berkshire Medical Center’s, fragmentation of those services 

would result in duplication of facilities and staff and, viewed at the community level, a 

more costly service line than would otherwise be the case.  Much of the thinking behind 

prohibitions on physician self-referral rests upon evidence that, when a physician both 

controls the referral decision and the site of service, the volume of such services rise, 

even if the cost per unit (viewed in isolation) may fall somewhat. 

Finally, Berkshire Medical Center’s experience has been that niche providers and 

the hospital have entirely different planning and commitment horizons.  To the extent that 

a particular service has been necessary for the health and well-being of the community, 

Berkshire Medical Center—given its community mission and obligation—provides that 

service regardless of how financially attractive doing so might be.  In contrast, niche 

providers have no obligation to continue to make a service available after changes in the 

reimbursement environment no longer make it financially beneficial to do so.  A 

superficially low-cost provider today may easily become no provider at all tomorrow.  

 

D. Academic Medical Centers as “Costly” Alternatives to Community 
Hospitals  

 
 The DHCFP Preliminary Report suggests that cost in the healthcare systems could 

be eliminated if certain “routine” services.  Berkshire Medical Center serves both as an 

academic medical center (teaching medical students from the University of 

Massachusetts Medical School and graduate physicians and dentists in independent 

residency programs in medicine, surgery, psychiatry, pathology and dentistry) and a 
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community hospital essential for basic services in the community.  Significant parts of 

the residency training and experience are rotations through ambulatory service settings, 

including primary care and community health center practices.  Especially as more 

medical and surgical services become available in less costly, ambulatory settings, new 

physicians need to be trained to work in those settings and develop a comfort and 

attraction for them.  Whatever short-term financial benefit might be gained by moving 

physician training programs out of ambulatory, community-based and “routine” care 

settings will be lost many times over if there is not a new generation of physicians 

acclimated and trained to provide care in alternative delivery settings. 

 

 E. Berkshire Medical Center’s Blue Cross Blue Shield Experience 

 The DHCFP Preliminary Report notes premium increases of a magnitude and 

assigns explanations for them that are contrary to Berkshire Medical Center’s own 

experience as a self-insuring employer in Blue Cross Blue Shield products.   

 Blue Cross Blue Shield has reported to Berkshire Medical Center that for FY2008 

there was a 10.7% change in PMPM premium cost and that 1.3% was due to 

demographics, 3.4% was due to utilization and severity and 5.6% was allegedly due to 

what Blue Cross Blue Shield describes as “price of services/unit costs”. 

 It is certainly unclear to Berkshire Medical Center what Blue Cross Blue Shield 

has included in the category “price of services/unit costs” inasmuch as Berkshire Medical 

Center’s own contract with Blue Cross Blue Shield to provide services called for a price 

increase of only 2.57%. 
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2.-3. Differences in Berkshire Medical Center revenue trends between 2006 and 2008 
 (or more recently) from the aggregate trends identified in DHCFP Preliminary 
 Report and underlying causes. 
 
 As indicated on the chart below, Berkshire Medical Center per discharge rate for 

inpatient services and payment on account factor (“PAF”) rate for outpatient services 

between 2006 and 2008 were substantially below the rates reported in the DHCFP 

Preliminary Report.  The DHCFP Preliminary Report seems to indicate that spending per 

admission for privately insured inpatient services increased by more than 18% between 

2006 and 2008.  Berkshire Medical Center experienced an increase in that period of 

0.62% in inpatient service revenue.  The DHCFP Preliminary Report seems to indicate 

that spending for outpatient facility services increased by more than 12% between 2006 

and 2007, with 6.6% of that amount allegedly attributable to price increases (as opposed 

to volume or service mix).  Berkshire Medical Center experienced an increase in the 

period between 2006 and 2007 of just 0.06%.   

 
All Payers 

 2006 2007 %∆ 2008 %∆ 2 yr %∆
Inpatient Revenue* $9,578 $9,486 -1.28 $9,638 1.92 0.62 

Outpatient Revenue** 57.3% 57.3% 0.06 58.7% 2.31 2.37 
Commercial Payers 

 2006 2007 %∆ 2008 %∆ 2 yr %∆
Inpatient Revenue* $10,432 $11,525 10.4 $10,834 -5.9 3.8 

Outpatient Revenue** 74.0% 73.5% -0.6 75.5% 2.7 2 
 
 Berkshire Medical Center seeks to receive from third party payers only the 

reasonable direct and indirect cost of all of the services used and available to that payer’s 

members.    

4. Proposals for “routine” care to be delivered in less expensive settings than 
 Boston teaching hospitals 
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 This question is not literally applicable to Berkshire Medical Center, but from 

Berkshire Medical Center’s experience as a both teaching hospital and community 

hospital, we would emphasize the increasing importance of training new physicians in so-

called “routine”, ambulatory care and caution against seeking short-term potential cost 

savings at the risk of longer-term loss of physicians trained and comfortable with 

providing care in lower cost settings.  

 

5. Question of Whether, in Berkshire Medical Center Market Area, There is a Trend 

 for Services to be Provided in “More Expensive Settings” 

 
 To the extent that this question assumes that a hospital-related setting is 

necessarily a “more expensive setting”, then Berkshire Medical Center answers both “no” 

and “yes” to the question of whether there is a local trend to providing services in 

hospital-related settings.    

 The DHCFP Preliminary Report appears to assume that the traditional model of 

long-term care as an end of life provider still prevails and questions why Massachusetts 

utilization of and spending on long-term care is now substantially above national 

averages.  In recent years, however, more patients requiring sub-acute services and not 

ready for hospital discharge to home have been transferred to area skilled nursing 

facilities for short term stays.  The non-profit long-term care company associated with 

Berkshire Medical Center reports that, as a result of this shift in site of care, its average 

length of stay is now measured in months, not years, and that more than half of its 

residents are discharge to home to resume independent living (this being a site of service 

evolution in which the Commonwealth generally leads the rest of the nation).  Berkshire 
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Medical Center is confident that additional care rendered in the hospital setting could be 

transferred to a lower cost skilled nursing setting, except for barriers that result from 

long-term care regulations and reimbursement. 

 As more independent physician groups in Berkshire County find themselves 

financially unable to even perpetuate themselves, Berkshire Medical Center has 

necessarily assumed those and other responsibilities that would have historically fallen to 

private physician practices.  In addition, Berkshire Medical Center has sought to work 

with its physician practices to achieve operating efficiencies by jointly managing services 

in a comprehensive and cost-effective manner.  The result of both of those practices has 

been that services tend to continue to be rendered in hospital-related settings.  Berkshire 

Medical Center would not agree that such hospital-related settings are truly higher cost 

settings and but asserts that, to the extent that they are higher cost settings, those 

increased costs are largely related to the carry-over of inpatient-based wage and benefit 

packages to the ambulatory environment.  Hospitals like Berkshire Medical Center are 

somewhat constrained, under existing labor law, from freeing ambulatory care settings 

from the long-established salary and benefit burdens of the inpatient settings.    

 There is significant value in carrying over to the ambulatory setting hospital-

based quality management standards and processes—patients have a right to expect that a 

single standard of care will apply to a medical or surgical procedure or activity regardless 

of the setting in which it is performed.  Those standards and processes could be replicated 

in the ambulatory setting at lesser expense if the labor cost associated with them could be 

reduced. 
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6. Annual increases in labor costs between 2006 and 2008 compared to annual 
increases in patient service revenue and major factors driving such changes in 
labor costs and revenues. 

 
 Below is a table comparing growth in labor costs and revenue (expressed on a per 

discharge—inpatient—and PAF—outpatient—basis) for Berkshire Medical Center from 

2006 to 2008.  The major factor contributing to the growth in labor costs over that period 

was the addition in personnel, particularly in the physician arena as Berkshire Medical 

Center assumed more responsibility for supporting the physician component of Berkshire 

County healthcare network. 

 
 2006 2007 %∆ 2008 %∆ 2 yr %∆ 

Inpatient Revenue* $9,578 $9,486 -1.28 $9,638 1.92% 0.62% 
Outpatient 
Revenue** 

$57.33 $57.36 0.06 $58.69 2.31 2.37 

       
Physician $8.46M $13.5M 37 $14.8M 9 43 
Nursing $111M $126M 12 $140M 10 21 
Support $53M $58M 37 $14.8M 9 17 

Management $11.7M $13M 11 $14.7M 11 21 
 
  

 Berkshire Medical Center employs 579 registered nurses represented by the 

Massachusetts Nurses Association.  In 2006, the nurses’ contract provided for an entry 

level salary of $26.40 per hour and a top of scale salary of $36.99.    The contract called 

for annual increases of 5.5% and step increases of 2.0%.  In 2007, the nurses’ contract 

provided for an entry level salary of $27.98 and a top of scale salary of $39.99.  Thirty 

nine (39)% of Berkshire Medical Center registered nurses are at or near top of scale (top 

three of 21 steps).  The current contract provides for a 6.0% general adjustment, 2.0% 

step increases and a new 2.0% step for nurses at the top of the salary scale.  From 
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October of 2004 through January 1, 2010 nursing salaries have grown by 32.6% at entry 

level and by 38% at the top of the salary scale.     

 
7. Costs of acquiring medical equipment and technologies and contribution to 
 overall costs 
 
 Costs of acquiring and upgrading major medical equipment and technologies have 

generally increased over time.  As is the case with other hospitals, Berkshire Medical 

Center has little choice but to maintain currency with medical equipment and 

technologies.   

 A major component of Berkshire Medical Center’s expenditures on medical 

technology relates to medical information systems.  Particularly as Berkshire Medical 

Center emerges in its likely role as a required aggregator of clinical data and health 

information, the pressure to invest more in such technology will only increase in order 

that there be efficient, effective and redundant systems to manage that data. 

 In order to fulfill its mission and responsibility to the communities its serves, 

Berkshire Medical Center must also invest regularly in state-of-the-art clinical equipment 

and technology.  Not infrequently, those investments are necessary even if the volume of 

service in Berkshire County cannot fully meet the costs of such equipment and 

technology in the typical cost recovery period of time.  Commonly, major innovative 

equipment and technology is available from only a single vendor source with little 

flexibility in pricing. 

 Berkshire Medical Center has also experienced the need to invest in certain major 

equipment because failing to do so would make recruiting physicians in certain 

specialties impossibility.  Recently, Berkshire Medical Center decided to purchase a 
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daVinci Robotic Surgical System largely because urologists coming out of training have 

become accustomed to that device and are generally unwilling to consider working at a 

hospital that does not have one. 

 
8. Factors considered in negotiating payment rates for inpatient and outpatient 
 services 
 
 Like the DHCFP Preliminary Report, this question appears to misunderstand the 

manner in which Berkshire Medical Center (and likely all hospital providers and even 

insurers) approaches contract negotiation.   

Although Berkshire Medical Center is generally mindful of its unit cost of service 

when negotiating with payers, it does not generally focus its negotiations at the service 

unit level.  Instead, Berkshire Medical Center begins with an understanding of the size 

and general care needs of its patient population and the historical costs of providing that 

care, together with any inflationary factors affecting components of that cost—such as 

labor, equipment and supplies, contract services, cost of capital, facilities, maintenance 

and utilities.  After identifying the portion of that care (and mission driven expenses that 

are not typically covered) associated with a commercial insurer’s members, Berkshire 

Medical Center then knows the general amount of revenue that it needs to derive from 

that insurer.  That amount is commonly then be allocated over the range of services 

provided by Berkshire Medical Center and there adjusted during the course of 

negotiation.  As long as the global amount necessary to cover the likely care needs of the 

insurer’s members remains intact, the specific allocation of price to service units is 

relatively unimportant. 
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Berkshire Medical Center believes that most other hospital providers approach 

contract negotiation in the same manner.  That approach is likely what accounts for much 

of the significant disparities in stated price per service that is noted in the DHCFP 

Preliminary Report. 

 
9. Negotiating payer contracts as part of system or individual facility 
 
 Berkshire Medical Center generally negotiates its payer contracts as part of a 

system.  Although it is more convenient for Berkshire Medical Center (and the payers) to 

approach the book of services in that fashion, Berkshire Medical Center has never seen a 

strategic advantage in negotiating as a system instead of as separate facilities.  

 
10. Boston area considerations 
 
 Not applicable. 
 
11. Impact of expansion of outpatient facilities on composition of surgical and 
 medical admissions to Berkshire Medical Center and price or cost paid per 
 patient 
 
 Berkshire Medical Center is currently constructing an outpatient surgery center 

and anticipates that cases currently performed in the hospital operating rooms will be 

move to the outpatient facility, although surgeries that can currently be performed as day 

surgery are performed in that manner even if done in the hospital facility.  Berkshire 

Medical Center is not certain what the question means to ask with respect to the impact of 

the expansion of facilities on the price or cost paid per patient.   

 
  
 
12. Impact of differences in “peer group” pricing on payment rate increases sought 
 by Berkshire Medical Center 
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 Berkshire Medical Center assumes that its “peer group” would vary somewhat by 

service, but that group might include regionally proximate hospitals such as Baystate 

Medical Center for certain services and North Adams Regional Hospital for other 

services. 

 
 Whatever its “peer group”, Berkshire Medical Center does not have a means of 

knowing, nor does it seek, information about pricing by other hospital providers on a 

prospective basis.  Even if appropriately available, such information would have limited 

utility to Berkshire Medical Center because of the manner in which hospital providers 

commonly arrive at service unit prices.  Without also knowing all of the circumstances of 

patient demographics, acuity and payer mix, overall cost assumptions and manner of 

allocation of revenue requirements, such “peer group” information would not be 

illuminating.  

13. Actions taken to address “aggregate trends” reported in DHCFP Preliminary 
 Report and limitations to such actions 
 
 The actions that Berkshire Medical Center has taken in response to the kinds of 

“aggregate trends” reported in the DHCFP Preliminary Report to the extent that such 

trends are evident in Berkshire County are described throughout this testimony. 

 
14. Systemic changes that would help reduce costs trends without affecting quality 
 or access, help improve efficiencies or help move “routine” care to less 
 expensive settings 
 
 The Massachusetts healthcare system would realize immediate cost savings by 

requiring administrative simplification.  There is no valid reason why commercial 

insurers should continue to maintain separate and often conflicting systems for reporting, 

credentialing, coding, determining eligibility, implementing prior authorization, and 
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retrospective audits and denials.  Maintaining the current system adds unnecessary 

administrative cost to the system on the providers end of the transaction and serves no 

useful purpose other than to create opportunity for claims denial based upon confusion 

and administrative burden. 

 
15. Impact of enhanced competition or government intervention on cost trends; 
 advantages and disadvantages of greater transparency in quality and cost data 
 
 In a market the size of Berkshire Medical Center’s additional fragmentation 

among niche providers would not lead to efficiencies or cost savings, but rather to 

multiple weak or failing providers in place of a few highly fragile ones.  A fair 

governmental intervention that would take into reasonable consideration all of the factors 

driving provider costs and allow full and fair participation of providers in the process 

may have some value. 

 Transparency with respect to both providers and payers, together with a fair and 

balanced expression of information may have some value as well. 

 
16. Cost drivers to be examined in subsequent years reports 
 
 Administrative burdens of claims processing and adjudication. 
 
17. Additional comments 
 
 A. Large Employer/Small Employer Premium Differentials. 

 In the DHCFP Preliminary Report and elsewhere recently, there has been 

significant attention paid to the sharp increases in premium costs charged by insurers to 

small employers and some suggestion that these increases are attributable to provider 

pricing.  Berkshire Medical Center rarely knows whether a patient is associated with a 

large employer or small employer and, in any event, does not base any of its pricing on 
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employer size.  Berkshire Medical Center suggests that any premium difference between 

large employers and small employers is more likely a function of insurers’ actuarial 

assessments, for which hospital providers have no responsibility. 

 B. Global Payments and Performance and Quality Incentives 

 Berkshire Medical Center is now and has been open to the exploring any payment 

system that will help achieve a more integrated form of healthcare delivery and 

reimbursement, provided that providers as well as payers have a meaning role in 

designing such a payment system with respect to their own market.  In order to be 

workable for payers, providers and, most importantly, patients, a global, bundled or other 

risk-based system must include thoughtful benefit design for the patient population, 

appropriate allocation of financial risk, adequate accounting for the mission driven 

obligations of the provider to the community. 

 In 2009, Berkshire Medical Center was (a) recognized as a Top 100 Hospital in 

the Hospital Value Index by the nationally recognized, independent Data Advantage 

(ranking 86th in the United States and first in Massachusetts and New England), (b) 

received HealthGrades® Awards for Overall Clinical Excellence (one of two hospitals in 

Massachusetts), as well as excellence awards in pulmonary services (second in 

Massachusetts), stroke services (second in Massachusetts), critical care services (first in 

Massachusetts) and cardiac services, (c) leads the nation in the American Heart 

Association Get With the Guidelines awards (recognized eight years in a row), (d) 

reached Harvard Pilgrim Healthcare Hospital Honor Roll (2007-2009) and (e) received a 

variety of other clinical quality awards.  Berkshire Medical Center accomplished its 

quality of care goals without a specific financial incentive to do so and would readily 
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participate in a payment program that took into account valid and transparent quality 

measures.   

 P4P and quality measurement advanced by commercial payers are generally 

problematic, however.  Instead of using existing, nationally recognized and transparent 

quality measures, payer based quality programs tend to be home grown, confusing and 

not at all transparent.  Not only do payer-based quality program require additional 

resources to understand, track, manage and report, they are also suspect because the 

payer’s direct financial interests may be in conflict with a fair and open operation of its 

quality scoring program.  A provider can, for example, find itself in a payer’s published 

lower quality tier simply by choosing to negotiate with the payer over the terms of its 

contract. 

 
 
III. Questions from AGO 
 
1. Explanation and table of internal costs and cost trends from 2004 to 2008, 
 showing categories of aggregate direct costs and indirect costs and including 
 explanation of allocation methodology for indirect costs to operating units 
 
 See attached reports AGO 1. 
 
2. Steps taken to reduce or control growth of direct or indirect costs in last 5 years 
 
 Among the actions that Berkshire Medical Center has taken during the last five 
years to reduce or control the growth of direct and indirect costs are the following: 
 

• Redesign of product standardization and control program in 
orthopedics and cardiology service lines; 

• Redesign of observation unit services to streamline care and reduce 
length of stay; 

• Establishment of multidisciplinary care teams to better coordinate 
and improve care while reducing length of stay; 

• Establishment of aggressive falls prevention program to reduce 
reliance on patient care attendant program 

• Redesign of services to eliminate 111 FTE positions; 
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• Redesign of inventory control processes to reduce costs in 
pharmacy and DME; 

• Implementation of an employee pharmacy to reduce health claims 
pharmaceutical costs; 

• Implementation of incentives to utilize wellness program to reduce 
health claims costs; 

• Effective use of quality management, risk management and self-
insurance program to achieve approximately $7M in premium 
savings 

 
3. Explanation and table showing annual operating margins from 2004 to 2008 for 
 (a) commercial, (b) governmental and (c) all other business, including 
 explanation of how calculation of margin is made and whether any costs are 
 excluded or non-patient revenue is included in calculating margins 
 
 Berkshire Medical Center is currently developing a cost accounting system that 

will allow it to break out operating margins by payer class.  Currently, the best that 

Berkshire Medical Center can do is to show total margin (which in 2009 dropped to 0.2% 

and is currently at -1.3%) 

 2004 2005 2006 2007 2008 
Total 1.7 2.6 3.4 3.5 2.2 
 
 In addition, Berkshire Medical Center notes that its Acute Inpatient Medicare 

Cost Per Discharge is approximately $5650 (a “high pressure” hospital, as defined in 

MedPAC’s March 17, 2009 report to Congress, and better than most in Massachusetts) 

and its case-mix neutralized cost per discharge is at the low end of the median range 

among Massachusetts hospitals, according to Proactive Health Management Reports. 

 
4. Explanation and documentation showing how Cost Report submission differs 
 from internal cost information, including direct, indirect and non-patient 
 revenue 
 
 See attached reports AGO 4.  There are not material differences between the two 

systems.   
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5. Explanation and table of annual capital ratio, debt service coverage ratio and 
 cash on hand for 2004 to 2008, including target ratios and explanation of how 
 capital expenditures, restricted capital donations and changes in cash on hand 
 affect internal cost and margin calculations 
 
  

 2004 2005 2006 2007 2008 
Capital ratio 50.37 50.64 46.37 41.30 42.37 
       required      
DSC ratio 3.43 3.78 5.96 4.90 4.27 
      required      
Cash on hand 165 189 191 206 142 
      required      
 
 

6. Explanation of internal costs for risks currently bear related to contracts with 
 commercial payers 

 
 N/A 
 
 
Signed under pains and penalties of perjury as to statements of fact. 
 
 
March 3, 2010 
 
BERKSHIRE MEDICAL CENTER, INC. 
 
By______________________________________ 
 Darlene Rodowicz 
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Paul Levy
President
Beth Israel/Deaconess Medical Center
330 Brookline Avenue
Boston, MA 02215

Dear Mr. Levy:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office (AGO), is required by state law to hold annual public hearings concerning health
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative
sample of health care providers and payers as witnesses for such hearing. In accordance with these
provisions, Beth Israel/Deaconess Medical Center has been identified as a witness and is hereby
requested to submit written testimony to the questions in “Exhibit B” and “Exhibit C” in
accordance with this notice and exhibits.

The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit
additional information that explains the premium and cost increases, to gather your perspective on
the dynamics driving the trends observed, and to obtain your recommendations for short and long
term solutions to such dynamics.

Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b)
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be
the subject of these hearings. Based on the findings of that Preliminary Report, the Attorney
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends
http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf


that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

Beth Israel/Deaconess Medical Center is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday,
February 26, 2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Beth Israel/Deaconess Medical Center no later than March 5th and determine whether you
will be required to provide oral testimony at the hearings, and if so, the time period for which you
must be present.  Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures:
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and DHCFP Questions for Written Testimony
Exhibit C: Instructions and AGO Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and DHCFP Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data, or finding that differs from your organization’s experience and
the potential reasons therefore.

2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially
from these aggregate trends with respect to:

a. The rate of change in outpatient facility prices and faster revenue growth compared
with inpatient revenues;

b. The growth of revenues for outpatient imaging services;
c. Price changes versus other sources of growth in revenues, for inpatient and

outpatient services.

3) What are the one or two most important underlying causes of your experience, as described
above? Provide any information you have that will support your assertions. In particular:

a. What accounts for the growth in inpatient facility prices? What accounts for the
growth of hospital outpatient facility price per service?  What accounts for the
growth in utilization of outpatient hospital facility services? Do you foresee the same
factors continuing to drive the growth in total facility revenues in future years?

b.  How does your relative market position or market share affect your cost or revenue
trends?

4) The concentration of teaching hospitals in Boston means that tertiary hospitals effectively serve
as the “community hospital” for many patients.  If your hospital is located in Boston, what
reasonable solutions could your organization develop to provide routine care in less expensive –

mailto:costtrends@hcf.state.ma.us
mailto:Nordahl@state.ma.us
www.mass.gov/dhcfp/costtrends


but appropriate - settings? If your hospital competes for patients with a teaching hospital
outpatient facility, how has this impacted your revenues, costs and service mix?

5) Overall, we found an increase in the proportion of services being provided in more expensive
settings. Is this trend occurring in your market area? What is driving this trend and what
solutions would moderate this trend without impacting quality?

6) From 2006-2008, what was your average annual increase in labor costs compared with your
average annual increase in patient revenue? What are the major factors driving change in labor
costs? What are the major factors driving change in patient revenues?

7) Are the costs of acquiring medical equipment and technologies increasing, decreasing, or staying
the same? Why and how do you think this is the case? What contribution is this having on your
overall costs?

The following questions relate specifically to your experience in service prices and mix of
services provided:

8) What factors do you consider when negotiating payment rates for inpatient care and outpatient
services?  Please explain each factor (e.g., labor costs) and rank them in the order of impact on
negotiated rates.

9) Do you generally negotiate contracts with carriers as part of a larger system or as an individual
facility? Is there a material difference in how you approach contracts when you are contracting
as part of a system vs. as an individual facility?

10) If applicable, do the services provided in your outpatient facilities in suburban areas differ from
those in Boston? If so, how? For those services offered in both locations, do you charge the
same or similar rates for all locations? If not, how do the rates – or price paid per person - differ
and based on what factors? Are these facilities competing with community physicians or
hospitals, or both for the same patients?

11) How has the expansion of outpatient facilities impacted the composition of surgical and medical
admissions to your institution? How has the expansion of outpatient facilities impacted the price
or cost paid per person of your institution?

12) How does the variation in prices among different providers in your peer group (e.g.,
teaching/community hospitals, providers in your geographic area, your key competitors) affect
the payment rate increase you seek in negotiations with health plans?  Please provide an
explanation of how you define your “peer group”.

With respect to the aggregate trends, please comment:

13) What specific actions has your organization taken already to address these trends in the short
term or long term? What current factors limit the ability of your organization to execute these
strategies effectively?

14) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think



would encourage or help health care providers to operate more efficiently? What changes would
you suggest to encourage treatment of routine care at less expensive, but appropriate settings?

15) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding quality
and the reimbursement rates paid by each carrier to each hospital or system in a manner
that identifies all relevant organizations?  What is the advantage or disadvantage to your
organization of the current confidential system?

With respect to future years’ Cost Trends Reports:

16) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

17) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Exhibit C: Instructions and AGO Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax).

Questions

1) Please explain and submit a summary table showing your internal costs and cost trends from
2004 to 2008 broken out to show categories of aggregate direct costs (e.g., labor costs for all cost
centers) and categories of indirect costs including, but not limited to, debt service, depreciation,
advertising, bad debt, stop-loss insurance, malpractice insurance, health safety net,
development/fundraising, administration, research, academic costs.  Please explain and submit
supporting documents to show the methodologies you use to allocate the categories of indirect
costs to cost centers (operating units).

2) Please explain and submit supporting documents that show any steps you have taken to reduce
or control the growth of your internal direct or indirect costs in the last 5 years.

3) Please explain and submit a summary table showing your annual operating margins (positive or
negative) from 2004 to 2008 for your entire commercial, government, and all other business (and
please identify the carriers or programs included in each of these three aggregate margins). Please
explain and submit supporting documents to show the mechanics of how you calculate your
margin from your accounting system and identify whether you exclude any direct costs or
indirect costs, or include any grants, donations, or non-patient revenue, in calculating your
margins.

4) Please explain and submit supporting documents that show how your DHCFP-403 Cost Report
submission differs from your own internal cost information including any difference in direct
costs, indirect costs, or non-patient revenue.

mailto:costtrends@hcf.state.ma.us
mailto:Reid@state.ma.us


5) Please explain and submit a summary table showing your annual capital ratio, debt service
coverage ratio, and cash on hand for fiscal years 2004 to 2008 and include any target ratios and
cash position you have set to obtain bond or bank financing.  Please explain how your capital
expenditures (property and equipment), restricted capital donations, and changes in cash
position (endowment) have increased or decreased your internal costs and margin calculations.

6) Please explain and submit supporting documents that show your internal costs, including any
stop-loss coverage, for any risk you currently bear related to your contracts with commercial
insurers.  Please include any analysis you have conducted on how much your costs and risk-
capital needs would change based on increases or decreases in risk you bear in relation to your
business with commercial insurers.
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March 5, 2010 
 
Mr. David Morales 
Commissioner 
Division of Health Care Finance and Policy 
Two Boylston Street 
Boston, MA 02110 
 
Dear Commissioner Morales: 
 
On behalf of our physicians, nurses, employees, volunteer Boards of Directors and 
Trustees, affiliated community health centers, and the entire Beth Israel Deaconess 
Medical Center (BIDMC) community, I want to thank you for the opportunity to 
submit written testimony to the Division of Health Care Finance and Policy (Division) 
in response to your recent letter and in connection with the upcoming public hearings 
examining health care costs, cost trends, and the relationship between provider costs 
and health insurance premiums.   
 
We appreciate Governor Patrick, Secretary Bigby and the Administration’s intense 
focus on these issues, as well as the Legislature’s foresight in granting the Division the 
authority to examine these issues when it enacted Chapter 305 of the Acts of 2008, An 
Act to Promote Cost Control, Quality and Efficiency in the Delivery of Health Care in 
the Commonwealth.   
 
Below, we offer our responses to the questions posed by the Division and the Office 
of the Attorney General, and we look forward to working with you in the days and 
weeks ahead to confront and resolve the significant challenge of controlling health 
care costs, while continuing to improve quality and efficiency in the care we are 
privileged to provide to the patients we serve at BIDMC. 
 
Answers to Questions Contained in Exhibit B 
 
1) After reviewing the preliminary reports located at 
www.mass.gov/dhcfp/costtrends please provide commentary on any data, or finding 
that differs from your organization’s experience and the potential reasons therefor.  
 
We appreciate the Division’s extraordinary effort in gathering and analyzing the 
information and data provided by hospitals and health plans, and in recently 
publishing the three comprehensive reports.   We continue to sift through the 
thousands of data points and observations contained in these reports, and share your 
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conclusion:    
A comprehensive cost-containment program must encourage the development 
of health systems that deliver coordinated, efficient and high quality care to 
their patients across the Commonwealth and must take steps to address the 
market irregularities and imbalances that exist today.  Developing the overall 
market conditions for providers and insurers to compete on the basis of cost 
and quality – not utilization – will require action by employers, consumers and 
government as well as a careful transition to a health care delivery system that 
aligns financial incentives with better health care outcomes.   

At this time, we do not have further comments on the Division’s data or findings.   
 
2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that 
differ materially from these aggregate trends with respect to: 
a. The rate of change in outpatient facility prices and faster revenue growth 
compared with inpatient revenues; 
b. The growth of revenues for outpatient imaging services; 
c. Price changes versus other sources of growth in revenues, for inpatient and 
outpatient services. 
 
a.  From 2006 to 2009, net patient revenue at BIDMC increased at an average annual 
rate of 7.05%.  Growth in net patient revenue was not materially different between 
inpatient and outpatient services.  Inpatient revenue grew at an average annual rate of 
7.00% during the three-year period, while outpatient revenue grew at an average 
annual rate of 7.12% 
 
b.  The volume of outpatient imaging encounters grew by 5.9% in 2007, 2.3% in 2008, 
and 4.7% in 2009.   
 
c.  From 2006 to 2009, net patient revenue increased at an average annual rate of 
7.05%.  That average annual rate of growth was composed of average increases in 
price of 3.18% and average increases in the volume of patient services of 3.87%. 
 
3) What are the one or two most important underlying causes of your 
experience, as described above? Provide any information you have that will support 
your assertions. In particular: 
a. What accounts for the growth in inpatient facility prices? What accounts for 
the growth of hospital outpatient facility price per service?  What accounts for the 
growth in utilization of outpatient hospital facility services? Do you foresee the 
same factors continuing to drive the growth in total facility revenues in future 
years? 
b.  How does your relative market position or market share affect your cost or 
revenue trends? 
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a. Increases in facility prices and utilization are affected by, among other factors: 

i. technological innovation which expands patient treatment options; 
ii. patient choice regarding the setting for clinical care; 
iii. shifting of services from an inpatient to an outpatient setting; 
iv. labor costs for highly-trained clinical personnel; and 
v. for private payors, an increasing subsidy of shortfalls in payments from 

governmental payors. 
b. We do not believe that the revenue or cost trends at BIDMC are affected by the 

relative market position or market share of the hospital. 
 
4) The concentration of teaching hospitals in Boston means that tertiary 
hospitals effectively serve as the “community hospital” for many patients.  If your 
hospital is located in Boston, what reasonable solutions could your organization 
develop to provide routine care in less expensive – but appropriate - settings? If your 
hospital competes for patients with a teaching hospital outpatient facility, how has 
this impacted your revenues, costs and service mix? 
 
Beth Israel Deaconess Medical Center has worked diligently to affiliate with 
community based physicians, community health centers, and community hospitals to 
ensure that the right care is provided at the right time in the appropriate setting.  In this 
shared effort with our community partners, we strive to empower our community 
affiliates to provide the highest level of quality care in the communities in which their 
patients live and work.  In many cases, this means providing our community partners 
with access to Electronic Health Records and other resources to improve care 
coordination and provide tertiary expertise in community setting as needed.  This 
allows BIDMC to focus on our tertiary services and mission, and provide the highest 
levels of complex tertiary care to the patients of our community affiliates when 
needed.    
 
5) Overall, we found an increase in the proportion of services being provided in 
more expensive settings. Is this trend occurring in your market area? What is 
driving this trend and what solutions would moderate this trend without impacting 
quality? 
 
Data indicates that an increasing proportion of hospital-based care to Massachusetts 
patients is being provided in academic medical centers, which on average represent 
more expensive settings than community hospitals.  The trend presumably represents 
patient choice and physician and other clinical relationships regarding the provision of 
their care.  BIDMC is committed to providing high quality patient care in the most 
cost-effective manner possible, and to partnerships that promote care in the most 
appropriate setting, including community-based settings. 
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6) From 2006-2008, what was your average annual increase in labor costs 
compared with your average annual increase in patient revenue? What are the 
major factors driving change in labor costs? What are the major factors driving 
change in patient revenues?   
 
During the three-year period from 2006 to 2009, labor costs, including employee 
benefit costs, grew at an average annual rate of 6.87%.  During this same period net 
patient revenue grew at an average annual rate of 7.05%.  This growth in labor costs 
included the impact of an increase of 2.50% in full-time equivalent employees 
necessary to accommodate the growth in patient volume described in the answer to 
Question 2(c).  Labor productivity, as measured by full-time equivalent employees per 
adjusted occupied bed, remained constant during this period. 
 
The average labor cost per employee, including employee benefit costs, increased by 
an average annual rate of 4.26% during this three-year period. 
 
The primary factors driving the change in labor costs are the costs of attracting and 
retaining highly-trained clinical personnel and the rising costs of employee benefits, 
including health insurance coverage. 
 
The primary factors driving the change in patient revenue are discussed in the answers 
to Questions 2 and 3.  
 
7) Are the costs of acquiring medical equipment and technologies increasing, 
decreasing, or staying the same? Why and how do you think this is the case? What 
contribution is this having on your overall costs? 
 
As would be expected, costs for medical technology and equipment are both 
increasing and decreasing.  The cost of the newest generation of pharmaceuticals and 
the latest, most innovative clinical technology tends to increase dramatically in its 
early life cycle.  By contrast, more accepted technologies offer decreases in price as 
additional suppliers enter the market.  As an academic medical center, Beth Israel 
Deaconess Medical Center is in the forefront of providers who are exploring and 
embracing the latest advancements in clinical technology for the benefit of our 
patients and, as such, is disproportionately affected by the cost trends for the latest 
generation of clinical capability. 
 
The following questions relate specifically to your experience in service prices and 
mix of services provided: 
 
8) What factors do you consider when negotiating payment rates for inpatient 
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care and outpatient services?  Please explain each factor (e.g., labor costs) and rank 
them in the order of impact on negotiated rates.  
 
Factors affecting negotiated payment rates for patient services are consistent with 
those described in the answer to Question 3 above, including: 
 technological innovation which expands patient treatment options; 
 labor costs for highly-trained clinical personnel;  
 shifting of services from an inpatient to an outpatient setting; 
 for private payors, an increasing subsidy of shortfalls in payments from 

governmental payors; and 
 patient choice regarding the setting for clinical care. 
In addition, negotiated rates also cross-subsidize other poorly reimbursed patient 
services, such as payments for mental health services. 
 
9) Do you generally negotiate contracts with carriers as part of a larger system 
or as an individual facility? Is there a material difference in how you approach 
contracts when you are contracting as part of a system vs. as an individual facility? 
 
Beth Israel Deaconess Medical Center negotiates rates for its services only, not as part 
of a larger system. 
 
10) If applicable, do the services provided in your outpatient facilities in 
suburban areas differ from those in Boston? If so, how? For those services offered 
in both locations, do you charge the same or similar rates for all locations? If not, 
how do the rates – or price paid per person - differ and based on what factors? Are 
these facilities competing with community physicians or hospitals, or both for the 
same patients?  
 
Beth Israel Deaconess Medical Center provides ambulatory services at suburban sites 
in Lexington and Chelsea, and radiation oncology services in Waltham.  These sites 
have been in existence for many years – Lexington, since 1993 and Chelsea, since 
1996 -- and the Waltham facility was previously operated by the former Waltham 
Hospital.   Payment for services at these suburban locations are consistent with those 
at the primary BIDMC location in Boston. 
 
11) How has the expansion of outpatient facilities impacted the composition of 
surgical and medical admissions to your institution? How has the expansion of 
outpatient facilities impacted the price or cost paid per person of your institution?  
 
Beth Israel Deaconess Medical Center has not established new suburban ambulatory 
sites for more than a decade.  Over time, a small percentage of patients have chosen to 
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access services at one of the suburban locations rather than at the primary BIDMC site 
in Boston, such as for radiation therapy treatments.  Since there has been no recent 
expansion, the presence of these sites has not materially affected admissions, price, or 
cost at the Medical Center. 
 
12) How does the variation in prices among different providers in your peer 
group (e.g., teaching/community hospitals, providers in your geographic area, your 
key competitors) affect the payment rate increase you seek in negotiations with 
health plans?  Please provide an explanation of how you define your “peer group”.  
 
Payment rates negotiated with private payors are intended to address the cost factors 
impacting academic medical centers, as described in the answer to Question 3.  In 
addition, rates are intended to address the cost of replacing facilities and equipment 
utilized to provide care for patients, and to supplement shortfalls in payments from 
governmental payors.  Our expectation is to be paid on a basis comparable to other 
hospitals in our peer group, which would include academic medical centers associated 
with Harvard Medical School. 
 
With respect to the aggregate trends, please comment: 
 
13) What specific actions has your organization taken already to address these 
trends in the short term or long term? What current factors limit the ability of your 
organization to execute these strategies effectively? 
 
Beth Israel Deaconess Medical Center has been engaged in one of the most aggressive 
programs in the country to reduce harm to patients and to publish our results.   I often 
blog about these efforts at http://runningahospital.blogspot.com.    
 
One recent example is in our efforts to reduce harm and improve the quality of care in 
our ICUs.  In short, our staff have prevented 744 cases of Ventilator Associated 
Pneumonia (VAP) over three years.  At a treatment cost of about $20,000.00 per case, 
this translates into a societal savings of $14.9 million during this period.   
 
The rate of central line infections also dropped from 4.14 to 0.52 cases per 1000 
patient days between FY2003 and FY2009 – a reduction of 83%.   Under the current 
fee-for-service system, this probably reflects lost revenue for the hospital.   But we do 
this because it is the right thing to do, and saves lives.  Hundreds of lives.  On the 
business front, it has contributed to a reduction in length of stay in our ICUs.  We 
were able to avoid the multi-million dollar capital cost of expanding our ICU capacity.  
Indeed, we were able to create capacity out of the existing facilities and improve 
throughput.    This is an example of what is possible when hospitals – under any 
current or future payment system – commit themselves to quality improvement and 

http://runningahospital.blogspot.com/
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are willing to be held publicly accountable for our results. 
 
In addition, our staff at all levels are engaged and committed to Lean continuous 
process improvement.   I have chronicled hundreds of our cost-reduction and 
efficiency efforts – from BIDMC’s SPIRIT program, to LEAN, to 5S – on my blog, 
including our work in the Surgical Intensive Care Unit (SICU), Neonatal Intensive 
Care Unit (NICU), and Medical Intensive Care Unit (MICU) to prevent overstock, 
waste of staff time, and improved time with patients.   Another example is our 
“GRACE” Program, which is designed to improve the care of all hospitalized elders 
admitted to BIDMC, with the hope that it will reduce the risk of delirium, falls, 
pressure ulcers, functional decline, and other problems that are too commonly 
associated with elder hospital stays.  
 
Finally, while it will always be extremely difficult to make reductions in staff levels 
and supplies, which are essential to providing high quality care to our patients, over 
the past two fiscal years we have redoubled our efforts to keep costs down in these 
areas, by scrutinizing all vacant positions before they are filled, standardizing 
supplies, streamlining purchasing, exercising extreme care in all discretionary 
expenses, and acting very quickly and aggressively to resolve cost variances when 
they appear. 
 
14) What types of systemic changes would be most helpful in reducing cost 
trends without sacrificing quality and consumer access? What other systemic or 
policy changes do you think would encourage or help health care providers to 
operate more efficiently? What changes would you suggest to encourage treatment 
of routine care at less expensive, but appropriate settings? 
 
In response to the foregoing, in addition to the efforts described in Question 13, I have 
four recommendations: 
 
First, there should be public disclosure of contracts between providers and health 
insurers. The manner in which reimbursement rates are established in this state is not 
related to the quality of medical service provided.  Instead, market power seems to be 
the predominant factor in the rate-setting environment.  Thus, we have the odd result 
that, for example, the reimbursement rate for the very same colonoscopy performed on 
exactly the same type of patient will vary by large percentages depending in which 
contracting network a doctor happens to be situated.  I will tell you frankly that 
BIDMC and our physician contracting organization, BIDPO, is sometimes a 
beneficiary of this process.  At other times, we are put at a competitive disadvantage.  
In both cases, this is a result counter to sound public policy.   I believe the 
Commonwealth should use its existing authority to make reimbursement contracts 
public.  Allowing sunshine to reach the current reimbursement arrangements would 
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provide moral and political pressure from subscribers, public officials, and the public 
on the insurance companies to equalize payments across provider groups.  I believe 
this would result in rate-setting methodologies that are more tied to the quality of 
service provided. 

 
Second, there must be transparency of clinical outcome performance.  There is simply 
no substitute for transparency of data on the quality and safety of patient care.  Thus 
far, this information is of limited use by consumers and purchasers, although that is 
likely to change over time.  In the meantime, and perhaps more importantly, the value 
of transparency is as a management and process improvement tool.  As I said in an 
article in Business Week in September of 2007: 

There are often misconceptions as people talk about "transparency" in the 
health-care field. They say the main societal value is to provide information so 
patients can make decisions about which hospital to visit for a given diagnosis 
or treatment. As for hospitals, people believe the main strategic value of 
transparency is to create a competitive advantage vis-à-vis other hospitals in 
the same city or region. Both these impressions are misguided. Transparency's 
major societal and strategic imperative is to provide creative tension within 
hospitals so that they hold themselves accountable. This accountability is what 
will drive doctors, nurses, and administrators to seek constant improvements 
in the quality and safety of patient care. 

At BIDMC, we have been publishing quality information for several years.  During 
this same period, we have steadily improved our performance.  We know that we are 
saving hundreds of lives and millions of dollars in health care costs as a result of the 
quality and safety initiatives we have carried out.   An indication of our institutional 
commitment to this direction is that the governing bodies of our hospital – the Board 
of Directors and Board of Trustees – took audacious votes last year to eliminate all 
preventable harm at BIDMC by 2012 and to be transparent about our progress and 
results. This information is published quarterly on our website at www.bidmc.org. 

 
Third, improve public payer reimbursement, and rationalize payment for all health 
care services.  Medicaid, Medicare, and the Health Safety Net Trust Fund reimburse 
hospitals – on average – at significantly below the cost of providing care.  These 
payment inequities are particularly acute for services to some of our most vulnerable 
patients, such as for inpatient mental health care.  Because of this, we are forced to 
identify alternative revenue sources to cover our operating costs. One such source is 
our reimbursement from private insurers.  The overall reimbursement we receive from 
private health insurers ultimately subsidizes our losses from public payer contracts 
that fail to cover our costs. State budget reductions for academic medical centers over 
the last two fiscal years have had a sustained, significant negative impact on our fiscal 
health. But these two years have been different only in degree, not in direction.  For 
years, public payer losses have also damaged our ability to keep up with the capital 

http://www.bidmc.org/
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investments needed to maintain our facilities on an annual and long-term basis.  In 
addition, for many key services that are central to our non-profit mission, private 
health insurer reimbursement also fails to cover our costs.  This means we are forced 
to invest in higher cost services that command higher reimbursements and cross-
subsidize services for which we are drastically underpaid.  The Commonwealth should 
work with all health care stakeholders on strategies to improve public payer 
reimbursement, rationalize payment for health care services, and eliminate the need 
for cross-subsidization. 
 
Fourth, embrace innovation in health care delivery, with accountability to consumers.  
At BIDMC, we recently teamed up with the state’s largest physician group practice, 
Atrius Health, to establish a new model for health care delivery in the Commonwealth.  
We are using shared electronic medical records to improve our efforts to provide the 
right care at the right time in the appropriate setting.  We have also embarked on a 
robust agenda for quality improvement and cost-efficiency strategies.  Our 
collaboration will be built around a strong emphasis on primary care, and a continuum 
of care from the ambulatory setting to the hospital and beyond.  Among our strategies:  
Putting primary care at the center of patient’s care;  Ensuring that physicians work 
together as a team with nurses, technicians and other allied health professionals; 
Enhancing and further integrating electronic medical records;  Advancing health 
equity and ensuring a diverse, culturally competent interdisciplinary workforce;  
Preventing and reducing medical errors and being transparent about results;  
Improving the efficiency of health care delivery by continuous process improvement 
as exemplified by the LEAN methodology; and empowering patient involvement in 
the design of the health care delivery system through advisory councils, secret 
shoppers, patient satisfaction surveys, and other mechanisms. We are confident that 
these innovative strategies – put into practice – will have a meaningful impact on 
quality, access and the cost of health care in Massachusetts. 
 
15) Could enhanced competition or government intervention or a combination of 
both mitigate the cost trends found in the Division’s report? Please describe the 
nature of the changes you would recommend.  In addition, please address the 
following: 
a. What would be the impact on your organization of making data public 
regarding quality and the reimbursement rates paid by each carrier to each hospital 
or system in a manner that identifies all relevant organizations?  What is the 
advantage or disadvantage to your organization of the current confidential system?   
 
Please see my response to Question 14, above. 
 
 
 



 
 
 
 
 

With respect to future years’ Cost Trends Reports:  
 
16) Please identify any additional cost drivers that you believe should be 
examined in subsequent years and explain your reasoning. 
 
We have no recommendations at this time. 
 
17) Please provide any additional comments or observations you believe will help 
to inform our hearing and our final recommendations.  
 
Again, we appreciate the Division’s comprehensive examination of these issues and 
we look forward to the public hearings and the Division’s final recommendations.   
Please do not hesitate to call upon us if we may provide additional information. 
 
 
Answers to Questions Contained in Exhibit C 
 
1)  Please explain and submit a summary table showing your internal costs and cost 
trends from 2004 to 2008 broken out to show categories of aggregate direct costs 
(e.g., labor costs for all cost centers) and categories of indirect costs including, but 
not limited to, debt service, depreciation, advertising, bad debt, stop-loss insurance, 
malpractice insurance, health safety net, development/fundraising, administration, 
research, academic costs.  Please explain and submit supporting documents to show 
the methodologies you use to allocate the categories of indirect costs to cost centers 
(operating units). 
 
Operating expenses of Beth Israel Deaconess Medical Center over the period 2004-
2008 are as follows, in millions: 
 
 
 
 
 
 
 

Compound Annual 
 FY04  FY05  FY06  FY07  FY08  Growth Rate 
Salaries and Benefits $398.1  $438.0  $479.4  $518.1   $564.6  7.2% 
           
Supplies and Other 
Expenses 373.4  403.4  439.4  464.2   492.7  5.7% 
           
Uncompensated Care 28.4  22.5  29.7  28.1   31.1  1.8% 
            
Depreciation 59.4  57.4  60.0  59.8   65.3  1.9%  

 
 
 
 
 

           
Interest 21.2  20.8  21.5  21.4   24.8  3.2% 
           
Total $880.5  $942.1  $1,030.0  $1,091.6   $1,178.5  6.0% 
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Costs utilized for internal cost allocation are net of other operating revenues, which 
are applied against gross costs.  The primary examples of other revenue would include 
research revenue (both direct grant revenue and indirect revenue applied to overhead 
expense), parking garage revenue, cafeteria income, and facility lease revenue. 
 
For the 2004-2008 period, direct and indirect expense, net of other operating revenue, 
were as follows, in millions: 
 
 
 

Compound  
Annual 

 FY04  FY05  FY06  FY07  FY08  Growth Rate
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The greater average annual increase in net clinical expense during this period (8.6%) 
versus the average increase in total operating expenses (6.0%) reflects the greater rate 
of growth in clinical activities versus research activities during the 2004-2008 period. 
 
Indirect costs are allocated to direct cost areas using methodologies that are generally 
consistent with those used in preparing the Medicare cost report and the DHCFP-403 
report.  The primary allocation methods would include: 
 
 Equipment Depreciation - actual expense by cost center 
 Building Depreciation, Interest, Utilities, Building Maintenance – square feet 

of occupied space 

Net Direct Expense $317.6  $357.2  $386.0  $401.8   $438.6   8.4% 
            
Net Indirect 
Expense 346.5  356.0  405.2  431.7   484.0   8.7% 
            
Net Clinical 
Expense $664.1 $713.2 $791.2 $833.5   $922.6  8.6%

 Employee Benefits – employee paid hours 
 Environmental Services – square feet of occupied space 
 Other Overhead Costs – direct operating expense 

 
 
2)  Please explain and submit supporting documents that show any steps you have 
taken to reduce or control the growth of your internal direct or indirect costs in the 
last 5 years.  
 
Please see my response to DHCFP Question 13, above, which includes a description 
of our efforts to reduce costs and simultaneously improve quality and safety for our 
patients. 



 
 
 
 
 

 
3)  Please explain and submit a summary table showing your annual operating 
margins (positive or negative) from 2004 to 2008 for your entire commercial, 
government, and all other business (and please identify the carriers or programs 
included in each of these three aggregate margins). Please explain and submit 
supporting documents to show the mechanics of how you calculate your margin 
from your accounting system and identify whether you exclude any direct costs or 
indirect costs, or include any grants, donations, or non-patient revenue, in 
calculating your margins. 
 
For the years 2004 to 2008, the operating margins on patient services provided by 
Beth Israel Deaconess Medical Center for commercial, government, and other insurers 
were as follows: 
 
 
 
 
 
 
 
 
 
These margins are calculated from internal costing systems, as described in the 
answers to Questions 1 and 4.  Cost is computed on a patient-specific basis using 
standard costs for each service provided to that patient.  As described elsewhere, costs 
include all operating expenses of the Medical Center, but are offset by other operating 
revenue, such as research revenue, parking and cafeteria revenue, and facility lease 
revenue.  Unrestricted philanthropy is not used to offset operating cost for purposes of 
internal cost allocation. 
 
Commercial payors include the three large private payors in Massachusetts (Blue 
Cross, Harvard Pilgrim, and Tufts) as well as all other commercial carriers (Cigna, 
Aetna, etc).  Governmental payors include Medicare, Medicare Advantage, and 
Medicaid.  Other insurers include all payors not included above, including Workers 
Compensation and Self Pay. 
 
4)  Please explain and submit supporting documents that show how your DHCFP-
403 Cost Report submission differs from your own internal cost information 
including any difference in direct costs, indirect costs, or non-patient revenue.  

 FY04  FY05  FY06  FY07  FY08 
Commercial Insurers 10.1%  10.1%  11.2%  15.9%  15.0% 
          
Government Insurers (3.1)%  (3.4)%  (8.0)%  (8.0)%  (6.9)% 
          
Other (16.5)%  (17.8)%  (17.3)%  (11.1)%  (7.6)% 

 

 
The primary difference between the cost allocation methodologies used in the 
DHCFP-403 report and internal cost systems relates to the treatment of research and 
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other areas considered “non-patient” on the 403 report.  In addition to research, these 
would include areas such as the development office, community initiatives, and gift 
shops. 
 
The 403 report excludes the direct costs of these areas from patient-related expense, 
and then allocates overhead expense to each.  Primary areas of allocated overhead cost 
would include administrative costs, plant operations and maintenance, housekeeping, 
employee benefits, depreciation, and cafeteria costs. 
 
Internal cost systems fully absorb all net costs of the institution in clinical expense, so 
that net costs associated with those “non-patient” areas are not excluded from the 
calculation of clinical expense.  However, all revenue recovered against those “non-
patient” expenses is offset against the direct costs in the internal cost systems.  The 
primary example would be indirect research revenue, which is used to reduce research 
overhead expense in the internal costing systems. 
 
5)  Please explain and submit a summary table showing your annual capital ratio, 
debt service coverage ratio, and cash on hand for fiscal years 2004 to 2008 and 
include any target ratios and cash position you have set to obtain bond or bank 
financing.  Please explain how your capital expenditures (property and equipment), 
restricted capital donations, and changes in cash position (endowment) have 
increased or decreased your internal costs and margin calculations.   
 
The following ratios (other than the capital spending ratio) represent consolidated 
activity for Beth Israel Deaconess Medical Center and its controlled affiliates, 
Affiliated Physicians Group and Beth Israel Deaconess Hospital-Needham. 
 

 FY04  FY05  FY06  FY07  FY08 
Capital Spending Ratio 
(BIDMC only) 79%  91%  133%  144%*  163%* 
          
Debt Service Coverage Ratio 
(times) 5.5  4.0  4.4  5.3  2.9 
          
Days Unrestricted Cash on 
Hand 122  132  123  142  117  

 
*the capital spending ratio in FY07 and FY08 is exaggerated by the cost of new 
research facilities.  Excluding this unusual item, the capital spending ratio was 119% 
and 118% in FY07 and FY08, respectively 
 
Capital Spending Ratio:  annual capital spending divided by depreciation expense. 
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Debt Service Coverage Ratio:  excess of revenue, including non-operating revenue, 
over expense (net of depreciation and interest expense) divided by debt service 
(principal and interest). 
 
Days Unrestricted Cash on Hand:  unrestricted cash and investments divided by 
operating expense (net of depreciation). 
 
Debt financing covenants are established for the CareGroup Obligated Group, of 
which Beth Israel Deaconess Medical Center is one member.  These are not target 
ratios, but minimum requirements necessary to meet expectations of bondholders.  
Current debt financing covenants for the Obligated Group are: 
 Debt Service Coverage Ratio:  1.2 times 
 Days Cash on Hand:  65 days 
 Debt to Capitalization:  67% 

 
Capital investments do not affect operating costs in the year of expenditure, but rather 
over time through depreciation expense.  Depreciation expense increased by 9.9% 
from 2004 to 2008. 
 
Restricted capital donations would likewise not directly affect operating margins, but 
would indirectly affect operating expense over time through depreciation on the 
acquired assets.  Capital acquisitions through restricted donations were not material 
during this period. 
 
Changes in cash position would not directly affect operating margin.  However, 
BIDMC’s calculation of operating margin does include investment income and 
dividends on unrestricted cash and investments, as well as unrestricted philanthropy. 
 
6)  Please explain and submit supporting documents that show your internal costs, 
including any stop-loss coverage, for any risk you currently bear related to your 
contracts with commercial insurers.  Please include any analysis you have 
conducted on how much your costs and risk-capital needs would change based on 
increases or decreases in risk you bear in relation to your business with commercial 
insurers. 
 
Beth Israel Deaconess Medical Center does not have any risk-based contracts with 
commercial insurers. 
 
Conclusion 
In closing, I want to thank Commissioner Morales and his staff and Attorney General 
Martha Coakley and her staff for their tremendous efforts throughout this process.  
Please do not hesitate to contact me or my staff if we may provide additional 
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information in connection with these hearings. 
 
Finally, as President & CEO of Beth Israel Deaconess Medical Center (BIDMC), I am 
legally authorized and empowered to submit this testimony on behalf of BIDMC, and 
I submit this testimony under the pains and penalties of perjury.   
 
 
Very truly yours, 
 

 
Paul F. Levy 
President & CEO 
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February 12, 2010

Ron Bartlett
Interim CEO
Boston Medical Center
One Boston Medical Center Place
Boston, MA 02118

Dear Mr. Bartlett:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office (AGO), is required by state law to hold annual public hearings concerning health
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative
sample of health care providers and payers as witnesses for such hearing. In accordance with these
provisions, Boston Medical Center has been identified as a witness and is hereby requested to
submit written testimony to the questions in “Exhibit B” and “Exhibit C” in accordance with this
notice and exhibits.

The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit
additional information that explains the premium and cost increases, to gather your perspective on
the dynamics driving the trends observed, and to obtain your recommendations for short and long
term solutions to such dynamics.

Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b)
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be
the subject of these hearings. Based on the findings of that Preliminary Report, the Attorney
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends
http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf


that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

Boston Medical Center is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday,
February 26, 2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Boston Medical Center no later than March 5th and determine whether you will be required
to provide oral testimony at the hearings, and if so, the time period for which you must be present.
Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures:
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and DHCFP Questions for Written Testimony
Exhibit C: Instructions and AGO Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and DHCFP Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data, or finding that differs from your organization’s experience and
the potential reasons therefore.

2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially
from these aggregate trends with respect to:

a. The rate of change in outpatient facility prices and faster revenue growth compared
with inpatient revenues;

b. The growth of revenues for outpatient imaging services;
c. Price changes versus other sources of growth in revenues, for inpatient and

outpatient services.

3) What are the one or two most important underlying causes of your experience, as described
above? Provide any information you have that will support your assertions. In particular:

a. What accounts for the growth in inpatient facility prices? What accounts for the
growth of hospital outpatient facility price per service?  What accounts for the
growth in utilization of outpatient hospital facility services? Do you foresee the same
factors continuing to drive the growth in total facility revenues in future years?

b.  How does your relative market position or market share affect your cost or revenue
trends?

4) The concentration of teaching hospitals in Boston means that tertiary hospitals effectively serve
as the “community hospital” for many patients.  If your hospital is located in Boston, what
reasonable solutions could your organization develop to provide routine care in less expensive –

mailto:costtrends@hcf.state.ma.us
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but appropriate - settings? If your hospital competes for patients with a teaching hospital
outpatient facility, how has this impacted your revenues, costs and service mix?

5) Overall, we found an increase in the proportion of services being provided in more expensive
settings. Is this trend occurring in your market area? What is driving this trend and what
solutions would moderate this trend without impacting quality?

6) From 2006-2008, what was your average annual increase in labor costs compared with your
average annual increase in patient revenue? What are the major factors driving change in labor
costs? What are the major factors driving change in patient revenues?

7) Are the costs of acquiring medical equipment and technologies increasing, decreasing, or staying
the same? Why and how do you think this is the case? What contribution is this having on your
overall costs?

The following questions relate specifically to your experience in service prices and mix of
services provided:

8) What factors do you consider when negotiating payment rates for inpatient care and outpatient
services?  Please explain each factor (e.g., labor costs) and rank them in the order of impact on
negotiated rates.

9) Do you generally negotiate contracts with carriers as part of a larger system or as an individual
facility? Is there a material difference in how you approach contracts when you are contracting
as part of a system vs. as an individual facility?

10) If applicable, do the services provided in your outpatient facilities in suburban areas differ from
those in Boston? If so, how? For those services offered in both locations, do you charge the
same or similar rates for all locations? If not, how do the rates – or price paid per person - differ
and based on what factors? Are these facilities competing with community physicians or
hospitals, or both for the same patients?

11) How has the expansion of outpatient facilities impacted the composition of surgical and medical
admissions to your institution? How has the expansion of outpatient facilities impacted the price
or cost paid per person of your institution?

12) How does the variation in prices among different providers in your peer group (e.g.,
teaching/community hospitals, providers in your geographic area, your key competitors) affect
the payment rate increase you seek in negotiations with health plans?  Please provide an
explanation of how you define your “peer group”.

With respect to the aggregate trends, please comment:

13) What specific actions has your organization taken already to address these trends in the short
term or long term? What current factors limit the ability of your organization to execute these
strategies effectively?

14) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think



would encourage or help health care providers to operate more efficiently? What changes would
you suggest to encourage treatment of routine care at less expensive, but appropriate settings?

15) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding quality
and the reimbursement rates paid by each carrier to each hospital or system in a manner
that identifies all relevant organizations?  What is the advantage or disadvantage to your
organization of the current confidential system?

With respect to future years’ Cost Trends Reports:

16) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

17) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Exhibit C: Instructions and AGO Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax).

Questions

1) Please explain and submit a summary table showing your internal costs and cost trends from
2004 to 2008 broken out to show categories of aggregate direct costs (e.g., labor costs for all cost
centers) and categories of indirect costs including, but not limited to, debt service, depreciation,
advertising, bad debt, stop-loss insurance, malpractice insurance, health safety net,
development/fundraising, administration, research, academic costs.  Please explain and submit
supporting documents to show the methodologies you use to allocate the categories of indirect
costs to cost centers (operating units).

2) Please explain and submit supporting documents that show any steps you have taken to reduce
or control the growth of your internal direct or indirect costs in the last 5 years.

3) Please explain and submit a summary table showing your annual operating margins (positive or
negative) from 2004 to 2008 for your entire commercial, government, and all other business (and
please identify the carriers or programs included in each of these three aggregate margins). Please
explain and submit supporting documents to show the mechanics of how you calculate your
margin from your accounting system and identify whether you exclude any direct costs or
indirect costs, or include any grants, donations, or non-patient revenue, in calculating your
margins.

4) Please explain and submit supporting documents that show how your DHCFP-403 Cost Report
submission differs from your own internal cost information including any difference in direct
costs, indirect costs, or non-patient revenue.

mailto:costtrends@hcf.state.ma.us
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5) Please explain and submit a summary table showing your annual capital ratio, debt service
coverage ratio, and cash on hand for fiscal years 2004 to 2008 and include any target ratios and
cash position you have set to obtain bond or bank financing.  Please explain how your capital
expenditures (property and equipment), restricted capital donations, and changes in cash
position (endowment) have increased or decreased your internal costs and margin calculations.

6) Please explain and submit supporting documents that show your internal costs, including any
stop-loss coverage, for any risk you currently bear related to your contracts with commercial
insurers.  Please include any analysis you have conducted on how much your costs and risk-
capital needs would change based on increases or decreases in risk you bear in relation to your
business with commercial insurers.
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February 12, 2010

Elizabeth Nabel
CEO
Brigham and Women’s Hospital
75 Francis Street
Boston, MA 02115

Dear Ms. Nabel:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office (AGO), is required by state law to hold annual public hearings concerning health
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative
sample of health care providers and payers as witnesses for such hearing. In accordance with these
provisions, Brigham and Women’s Hospital has been identified as a witness and is hereby requested
to submit written testimony to the questions in “Exhibit B” and “Exhibit C” in accordance with this
notice and exhibits.

The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit
additional information that explains the premium and cost increases, to gather your perspective on
the dynamics driving the trends observed, and to obtain your recommendations for short and long
term solutions to such dynamics.

Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b)
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be
the subject of these hearings. Based on the findings of that Preliminary Report, the Attorney
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends
http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf


that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

Brigham and Women’s Hospital is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday,
February 26, 2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Brigham and Women’s Hospital no later than March 5th and determine whether you will be
required to provide oral testimony at the hearings, and if so, the time period for which you must be
present.  Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures:
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and DHCFP Questions for Written Testimony
Exhibit C: Instructions and AGO Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and DHCFP Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data, or finding that differs from your organization’s experience and
the potential reasons therefore.

2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially
from these aggregate trends with respect to:

a. The rate of change in outpatient facility prices and faster revenue growth compared
with inpatient revenues;

b. The growth of revenues for outpatient imaging services;
c. Price changes versus other sources of growth in revenues, for inpatient and

outpatient services.

3) What are the one or two most important underlying causes of your experience, as described
above? Provide any information you have that will support your assertions. In particular:

a. What accounts for the growth in inpatient facility prices? What accounts for the
growth of hospital outpatient facility price per service?  What accounts for the
growth in utilization of outpatient hospital facility services? Do you foresee the same
factors continuing to drive the growth in total facility revenues in future years?

b.  How does your relative market position or market share affect your cost or revenue
trends?

4) The concentration of teaching hospitals in Boston means that tertiary hospitals effectively serve
as the “community hospital” for many patients.  If your hospital is located in Boston, what
reasonable solutions could your organization develop to provide routine care in less expensive –
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but appropriate - settings? If your hospital competes for patients with a teaching hospital
outpatient facility, how has this impacted your revenues, costs and service mix?

5) Overall, we found an increase in the proportion of services being provided in more expensive
settings. Is this trend occurring in your market area? What is driving this trend and what
solutions would moderate this trend without impacting quality?

6) From 2006-2008, what was your average annual increase in labor costs compared with your
average annual increase in patient revenue? What are the major factors driving change in labor
costs? What are the major factors driving change in patient revenues?

7) Are the costs of acquiring medical equipment and technologies increasing, decreasing, or staying
the same? Why and how do you think this is the case? What contribution is this having on your
overall costs?

The following questions relate specifically to your experience in service prices and mix of
services provided:

8) What factors do you consider when negotiating payment rates for inpatient care and outpatient
services?  Please explain each factor (e.g., labor costs) and rank them in the order of impact on
negotiated rates.

9) Do you generally negotiate contracts with carriers as part of a larger system or as an individual
facility? Is there a material difference in how you approach contracts when you are contracting
as part of a system vs. as an individual facility?

10) If applicable, do the services provided in your outpatient facilities in suburban areas differ from
those in Boston? If so, how? For those services offered in both locations, do you charge the
same or similar rates for all locations? If not, how do the rates – or price paid per person - differ
and based on what factors? Are these facilities competing with community physicians or
hospitals, or both for the same patients?

11) How has the expansion of outpatient facilities impacted the composition of surgical and medical
admissions to your institution? How has the expansion of outpatient facilities impacted the price
or cost paid per person of your institution?

12) How does the variation in prices among different providers in your peer group (e.g.,
teaching/community hospitals, providers in your geographic area, your key competitors) affect
the payment rate increase you seek in negotiations with health plans?  Please provide an
explanation of how you define your “peer group”.

With respect to the aggregate trends, please comment:

13) What specific actions has your organization taken already to address these trends in the short
term or long term? What current factors limit the ability of your organization to execute these
strategies effectively?

14) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think



would encourage or help health care providers to operate more efficiently? What changes would
you suggest to encourage treatment of routine care at less expensive, but appropriate settings?

15) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding quality
and the reimbursement rates paid by each carrier to each hospital or system in a manner
that identifies all relevant organizations?  What is the advantage or disadvantage to your
organization of the current confidential system?

With respect to future years’ Cost Trends Reports:

16) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

17) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Exhibit C: Instructions and AGO Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax).

Questions

1) Please explain and submit a summary table showing your internal costs and cost trends from
2004 to 2008 broken out to show categories of aggregate direct costs (e.g., labor costs for all cost
centers) and categories of indirect costs including, but not limited to, debt service, depreciation,
advertising, bad debt, stop-loss insurance, malpractice insurance, health safety net,
development/fundraising, administration, research, academic costs.  Please explain and submit
supporting documents to show the methodologies you use to allocate the categories of indirect
costs to cost centers (operating units).

2) Please explain and submit supporting documents that show any steps you have taken to reduce
or control the growth of your internal direct or indirect costs in the last 5 years.

3) Please explain and submit a summary table showing your annual operating margins (positive or
negative) from 2004 to 2008 for your entire commercial, government, and all other business (and
please identify the carriers or programs included in each of these three aggregate margins). Please
explain and submit supporting documents to show the mechanics of how you calculate your
margin from your accounting system and identify whether you exclude any direct costs or
indirect costs, or include any grants, donations, or non-patient revenue, in calculating your
margins.

4) Please explain and submit supporting documents that show how your DHCFP-403 Cost Report
submission differs from your own internal cost information including any difference in direct
costs, indirect costs, or non-patient revenue.

mailto:costtrends@hcf.state.ma.us
mailto:Reid@state.ma.us


5) Please explain and submit a summary table showing your annual capital ratio, debt service
coverage ratio, and cash on hand for fiscal years 2004 to 2008 and include any target ratios and
cash position you have set to obtain bond or bank financing.  Please explain how your capital
expenditures (property and equipment), restricted capital donations, and changes in cash
position (endowment) have increased or decreased your internal costs and margin calculations.

6) Please explain and submit supporting documents that show your internal costs, including any
stop-loss coverage, for any risk you currently bear related to your contracts with commercial
insurers.  Please include any analysis you have conducted on how much your costs and risk-
capital needs would change based on increases or decreases in risk you bear in relation to your
business with commercial insurers.



 

   

   

   
     
      

 

  
   

 

  
      

  
  

  

              
            

            
             

         
             

              
            

         

             
        

   

   



 

  
      

  
  

  

     
   

    
    

   

      

  

            
           

            
          

             
           

                 
             

             
               

                
             

              
              

           
           

            
             

           
              

             

             

           



DHCFP Questions for Written Testimony 

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends 
please provide commentary on any data, or finding that differs from your organization’s 
experience and the potential reasons therefore. 

 
We would like to acknowledge the comprehensive and thoughtful work of the Division of Health 
Care Finance and Policy in producing these reports.  Taking a balanced and nuanced view of the 
issue of rising health care costs is critical in understanding and framing the debate about what 
factors may be driving trends in cost growth and developing potential solutions to help mitigate 
those trends. 

That being said, we have recommendations for further analysis in some areas that we believe would 
improve the ability of policymakers to appropriately diagnose the source of the problem and 
develop appropriate remedies.  See our response to question 16 for more detail. 

 
 
2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ 

materially from these aggregate trends with respect to: 
a. The rate of change in outpatient facility prices and faster revenue growth 

compared with inpatient revenues; 
b. The growth of revenues for outpatient imaging services; 
c. Price changes versus other sources of growth in revenues, for inpatient and 

outpatient services. 
 
2a. Our aggregate trends with respect to the rate of change in outpatient facility prices and faster 
revenue growth compared with inpatient revenues do not differ materially from the trends in the 
DHCFP report. 
 
2b. Our aggregate trends with respect to the growth of revenues for outpatient imaging services do 
not differ materially from the DHCFP report. 
 
2c. Our inpatient and outpatient hospital trends do not differ materially with respect to the 
contribution of price change versus other sources of growth in revenues. 
 
 
3) What are the one or two most important underlying causes of your experience, as 

described above? Provide any information you have that will support your assertions. In 
particular: 
  

a. What accounts for the growth in inpatient facility prices? What accounts for 
the growth of hospital outpatient facility price per service?  What accounts for 
the growth in utilization of outpatient hospital facility services? Do you 
foresee the same factors continuing to drive the growth in total facility 
revenues in future years?  
 

b.  How does your relative market position or market share affect your cost or 
revenue trends?  

 
3a. Our prices are driven by our costs.  We would point to a number of factors as being significant 
factors in driving cost growth: 

− Medical progress and new technology; 
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DHCFP Questions for Written Testimony 

− Rising nursing costs; 
− Public payer shortfall; 
− Regulatory requirements and unfunded mandates; and 
− Under-reimbursement and subsequent cross-subsidization of services. 

Looking at the future, outpatient services will continue to grow, driven by the aging of the 
population and increased prevalence of some diseases, such as diabetes.  In addition, technological 
advances and improved care management will shift inpatient services to the outpatient setting.1  The 
nursing shortage has eased, but nursing advocates still request higher than inflation wage increases 
and for increased staffing levels.  Shortfalls in public payments compared to medical inflation are 
continuing and are getting more severe.  Technological development continues – examples include 
advances in the application of genetic information and the use of CT scans in Emergency Rooms.  
We have worked very hard to manage our costs (see responses to questions 7 and 13), and our cost 
per Case Mix Adjusted Discharge has been flat over the last decade when adjusted for health 
inflation. 

See Appendix 1 for additional detail. 
 
3b. We do not base our prices on our market share position – we base our prices on our costs.  
From FY06-FY08, our system inpatient Eastern Massachusetts market share was essentially flat at 
22%.  There is no industry-accepted standard method for measuring outpatient care; therefore, we 
cannot estimate our outpatient market share.  For example, a single outpatient visit at one hospital 
could be recorded as four incidents at another hospital if MRI, blood tests, etc. are counted as 
separate outpatient encounters. 
 
 
4) The concentration of teaching hospitals in Boston means that tertiary hospitals 

effectively serve as the “community hospital” for many patients.  If your hospital is 
located in Boston, what reasonable solutions could your organization develop to provide 
routine care in less expensive – but appropriate - settings? If your hospital competes for 
patients with a teaching hospital outpatient facility, how has this impacted your 
revenues, costs and service mix?  

 
We have a number of different efforts underway to ensure that our patients get the right care in the 
right place at the right time, which includes moving patients to less resource-intensive settings when 
clinically appropriate. 

Creating Less Resource-Intensive Care Settings 
− Partners has a history of taking on and stabilizing struggling community hospitals, helping to 

ensure that these lower-cost settings are available for our patients who do not need to be treated 
in our academic medical centers.  Partnering with Faulkner Hospital was part of Brigham and 
Women’s Hospital strategy to move care to lower-cost settings.  Faulkner Hospital lost $4M in 
1998, the year it joined with Brigham and Women’s Hospital, and continued to lose $24M over 
the next five years.  Now, Faulkner’s finances have stabilized, and it provides important, less 
expensive community hospital capacity for patients who live in the area but do not require 
tertiary care at Brigham and Women’s – indeed, Brigham and Women’s Hospital PCPs have 
moved approximately 30% of their general admissions to Faulkner Hospital over the past several 
years.  

                                                 
1 Danzon et al, "Insurance and New Technology: From Hospital to Drugstore,"  Health Affairs, Vol. 20 No. 5, 2001 
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− Likewise, we have moved significant cardiac surgery and interventional cardiology volume from 
MGH to North Shore Medical Center. 

− We are committed to providing the full continuum of care for our patients, including those who 
have significant post acute care needs.  Examples include Youville Hospital, which provides care 
for patients with complex medical needs requiring extended hospital stays.  Youville, which was 
financially unstable, recently joined Partners and will provide needed capacity for many patients 
who would have otherwise stayed at the MGH and BWH at higher cost. 

Offering Emergency Room Alternatives 
− We operate alternatives to expensive Emergency Department care, including the MGH Walk-in 

clinic and NWH’s Waltham Urgent Care.  Each of these programs is designed to provide a 
lower-cost alternative for patients who have urgent, but not emergent, health care needs. 

Investing in Community Health Centers 
− We have made substantial investments in community health center capacity over the past fifteen 

years – over $77m in capital expenditures and an average of over $27m in annual operating 
support.  For example, in 2004 Lynn Community Health Center and NSMC began a pilot 
project to reduce unnecessary ER utilization by developing a robust system for referring patients 
without primary care providers to the Health Center for follow up care. The project included a 
strong nurse case management service at the Health Center and the 2 hospitals ERs.  The Health 
Center has been seeing over 400 new patients a year as a result of follow up referrals from the 
Salem or Union Hospital ER. 

Expanding Access to Primary Care 
− The Primary Care Loan Repayment Program is designed to attract primary care providers to 

community health centers. 

− Our Primary Care Access Project has been successful in connecting emergency room patients 
from our teaching hospitals with primary care providers in community settings. 

Please see Appendix 2 for more detail. 
 
 
5) Overall, we found an increase in the proportion of services being provided in more 

expensive settings. Is this trend occurring in your market area? What is driving this 
trend and what solutions would moderate this trend without impacting quality?  

 
We do not have access to adequate data to evaluate this assertion, and therefore do not know 
whether this trend is occurring in our market.  Inpatient AMC market share is our only measure of 
this issue, and represents only part of the overall picture. 
 
 
6) From 2006-2008, what was your average annual increase in labor costs compared with 

your average annual increase in patient revenue? What are the major factors driving 
change in labor costs? What are the major factors driving change in patient revenues?   

 
Between 2006 and 2008, our annual average increase in total labor costs for our acute hospitals was 
about 10%. In this period, there were multiple variables that led to cost increases. These include the 
following: 
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−  Inflation:  National Inflation is part of the increase in total labor costs and local inflation is 
generally at least a point higher than national inflation due to wages, energy and other factors 
influenced by the local economy. 

− Nursing costs: Nurses have received higher than inflation increases during these years – in the 7-
8% range, much more than non-nurse employees.  In addition, nurses are highly trained, many 
with advanced degrees.  Our hospitals also have a high “skill mix,” with a high percentage of 
RNs needed for the complexity of our patients.  

− Shortages in technicians/nurses:  During this period we experienced shortages in areas such as 
radiology technicians and RNs, which impacted wages and training costs for new employees.  

− Increased demand for special equipment/skills: In some areas, such as the Operating Rooms and 
Radiology, more specialized equipment requires more highly trained technicians.  This 
specialized training commands higher salaries. 

− Staffing mandates: The mandated 80 hour work week for residents, in many cases, has required 
the hiring of additional staff. Physician assistants, hospitalists, and other physician extenders are 
examples of the type of personnel hired to supplement reductions in resident hours. 

− Benefits: Our own health care costs, pension requirements, union negotiated benefits, etc. have 
led to significant increases in fringe benefits, which is consistent with the market. 

Net Patient Service Revenue increased about 10% per year between 2006-2008. Change in patient 
revenue is, in large part, attributable to volume increases and the increase in the complexity of our 
patients. It is also affected by rates negotiated with commercial payers and those paid by 
government.  During the FY06-08 timeframe, Inpatient Volume at our hospitals increased 
approximately 2.5% for our AMCs and 4.2% for the Community Hospitals along with a steady 
uptick in the Case-Mix Index (intensity) of those inpatients (1% and 4% growth, respectively).  The 
AMCs have also seen 6-8% increases in their outpatient volume over this timeframe. 
 
 
7) Are the costs of acquiring medical equipment and technologies increasing, decreasing, 

or staying the same? Why and how do you think this is the case? What contribution is 
this having on your overall costs?  

 
The costs of acquiring medical equipment and technologies are increasing. Despite Partners’ drive to 
automate procurement and drive our supply costs down, the pricing of capital equipment and 
medical devices/implants continues to rise. Enhanced technologies improve patient access and 
outcomes in many ways, but they do increase provider costs. Patients/consumers request new 
technology and techniques that they read and hear about. To some extent, this also drives increases 
in labor costs discussed above under question 6, as new equipment often requires higher skilled 
technicians. Examples of advances in technology include: 

Wireless Implants 
Wireless implantable cardioverter defibrillators (ICDs), cardiac resynchronization therapy (CRT) 
devices, pacemakers and implantable cardiac monitors (ICMs) are becoming more prevalent. This 
new technology remotely alerts physicians via the internet when an negative patient event occurs 
offsite. These individual devices are significantly more expensive to purchase than prior generations 
of technology and involve additional equipment in the electrophysiology (EP) lab where the 
procedure to implant the device occurs including computer hard and software etc.  

Minimally Invasive Surgery (MIS) 
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MIS is a growing trend that involves surgery done with only a small incision or no incision at all, 
such as through a cannula with a laparoscope or endoscope. MIS can mean that a patient has less 
post operative pain and in many cases may resume their normal activities of daily living more 
quickly. In many cases, MIS involves more expensive perioperative equipment as well as implantable 
devices or other products. The benefits to the patient are clear and desired but add more cost for 
providers.  

Pharmaceuticals 
Our hospitals’ pharmaceutical expenditures (the cost of the drugs that we purchase and dispense) 
grew during this period by approximately 17.5% on a base of about $185m. This continues to 
increase each year as new drugs come on line and the number of existing drugs with newly approved 
uses grows.  Cancer drugs drive a significant portion of the expense growth in Pharmacy. They are 
expensive and we are seeing the increase in the number of patients both from new incidences of 
cancer and the fact that survival rates are better and people are living longer with cancer, requiring 
subsequent treatment.  In response, we have established a Center for Drug Policy that sets 
guidelines for the use of existing drugs and the introduction of new ones.   

Changes in Standard Practice 
MRIs for mammography; higher resolution in 64 slice CTs, etc.  

Information Technology 
As in many industries, information technology improvements come with upfront development and 
ongoing maintenance costs.  The electronic medical record and its important role in quality have 
required significant investment. Data storage requirements for genomics are still in early stages 
during this period. As all facets of our business become more reliant on computers, costs for 
maintaining security and patient privacy; software, operating systems and software licensing costs; 
and clinical decision support have all contributed to our cost structure. 

 
 
8) What factors do you consider when negotiating payment rates for inpatient care and 

outpatient services?  Please explain each factor (e.g., labor costs) and rank them in the 
order of impact on negotiated rates.  

 
We do not look at individual cost factors, but rather look at our overall costs.  We utilize actual 
internal cost data from our decision support system (TSI) which we then use to evaluate our overall 
hospital margin experience by payer.  We benchmark our cost data to that of our Academic Medical 
Center (AMC) peers nationwide, and to other Massachusetts community hospitals.  This baseline is 
then projected forward through a multi-year planning process where we project operating expenses 
for a five year period.  We account for public payer shortfalls and then propose rates that allow us to 
achieve a modest overall margin of 2-3%.  We do not negotiate differential rates for individual 
inpatient and outpatient services but rather we focus on overall hospital rate increases to support the 
margin target noted above.  As a note, when we have benchmarked MGH and BWH against their 
national peers, they have consistently fallen no higher than the middle on both costs and margin. 
 
 
9) Do you generally negotiate contracts with carriers as part of a larger system or as an 

individual facility? Is there a material difference in how you approach contracts when 
you are contracting as part of a system vs. as an individual facility?  

 
We generally negotiate contracts with carriers as an integrated delivery system.  There are, however, 
instances where we negotiate agreements on behalf of individual facilities or portions of our overall 
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network.  There is no material difference in how we approach contracts when negotiating as part of 
a system versus as an individual facility. 
 
 
10) If applicable, do the services provided in your outpatient facilities in suburban areas 

differ from those in Boston? If so, how? For those services offered in both locations, do 
you charge the same or similar rates for all locations? If not, how do the rates – or price 
paid per person - differ and based on what factors? Are these facilities competing with 
community physicians or hospitals, or both for the same patients?   

 
Our suburban outpatient ambulatory facilities provide a number of the same services that are 
provided at our Boston hospitals but in locations that are more convenient to our patients.  For 
many patients our suburban facilities offer a choice they want, and for established patients easier 
access to diagnostic and follow-up services that relate through the electronic medical record to their 
downtown internist or specialist.  

Our outpatient facilities in Danvers and Foxboro are operated under the licenses of Massachusetts 
General Hospital and Brigham and Women’s Hospital, respectively, and services must meet the 
same quality and operational standards required of the main institutions.  We negotiated materially 
lower rates for these facilities with the three large commercial HMOs in Massachusetts.  The result is 
we are providing MGH and BWH services in more convenient locations at lower costs than at our 
downtown campuses.  

 
 
11) How has the expansion of outpatient facilities impacted the composition of surgical and 

medical admissions to your institution? How has the expansion of outpatient facilities 
impacted the price or cost paid per person of your institution?  

 
As a general rule, outpatient care is less expensive than inpatient care.  Therefore, as the percentage 
of care delivered in outpatient settings goes up (vs. inpatient), there is a net cost reduction.  Moving 
care to the outpatient setting allows us to care for sicker and more medically complex patients in the 
inpatient setting, which is reflected in our inpatient case mix going up. 
 
 
12) How does the variation in prices among different providers in your peer group (e.g., 

teaching/community hospitals, providers in your geographic area, your key 
competitors) affect the payment rate increase you seek in negotiations with health plans?  
Please provide an explanation of how you define your “peer group”.  

 
We do not have information about the prices charged by providers in our peer group.  Variation in 
prices among different providers in our peer groups does not affect the payment rate increases we 
seek in our negotiations with health plans.  The framework we follow is outlined in our response to 
question 8, as is the definition of our peer group. 
 
 
13) What specific actions has your organization taken already to address these trends in the 

short term or long term? What current factors limit the ability of your organization to 
execute these strategies effectively?  
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− We have moved aggressively to develop a clinically integrated network, including broad 
development of electronic medical records.  One hundred percent of our physicians who record 
outpatient notes use an electronic health record, all of our hospitals are using Computerized 
Physician Order Entry systems, and all of our hospitals are in the process of implementing 
electronic bar coding systems to manage the administration of medications. 

− We have payment reform projects underway in several areas: pay for performance, medical 
homes, bundled payments, and shared savings. 

− MGH is in year three of a successful Medicare Demonstration Project managing 2,500 high risk 
Medicare patients under a shared savings model, and we are extending that program to our other 
hospitals.  MGH embedded case managers in primary care offices who follow these patients and 
try to help them solve problems before they become medical emergencies.  MGH invested in 
this and other care coordination infrastructure and agreed to pay for it out of savings achieved 
by more efficient, effective care of their patients.  They have succeeded in both improving care 
and saving significant dollars. 

− We have a number of process improvement initiatives underway in areas as diverse as managing 
our food services, improving the operations of our radiology and surgery services, and 
streamlining our billing and claims processes, among others. 

− We face two major challenges as we work on reducing costs: public payer shortfalls and 
administrative complexity due to insurer requirements. 

 
Please see Appendix 2 for additional detail. 
 
 
14) What types of systemic changes would be most helpful in reducing cost trends without 

sacrificing quality and consumer access? What other systemic or policy changes do you 
think would encourage or help health care providers to operate more efficiently? What 
changes would you suggest to encourage treatment of routine care at less expensive, but 
appropriate settings?  

 
Please see our responses to questions 4, 7, and 13 for detailed recommendations. 
 
A relatively small proportion of the population accounts for a relatively large proportion of spending 
– 10% of patients account for 70% of costs.  Therefore, we strongly recommend developing and 
implementing innovative approaches to managing these most expensive patient populations, with an 
emphasis on chronic illnesses, very high cost acute patients, and end of life care.  Even modest 
reductions in the cost of caring for these expensive populations would have a relatively large dollar 
impact and important systemic effects.  Examples of initiatives would include rapidly scaling 
programs such as the extant Senior Care Options programs, the MGH’s Medicare demonstration 
project (see question 13 and Appendix 2), and our first efforts in the Prevention and Access to Care 
and Treatment (PACT) program, which employs tightly supervised community health workers to 
provide and coordinate care for isolated low income HIV/AIDS patients struggling with the daily 
care their illness requires.  Different models may be more or less effective for different populations.  
Implementing these types of programs could reduce the cost shifting/risk sharing that is indirectly 
causing rapid increases in commercial insurance rates as well as Medicaid. 

In addition, we recommend greater commitments to and investments in comparative effectiveness 
research, especially at the national level.  In the meantime, we suggest the Commonwealth create a 
clearinghouse of existing comparative effectiveness information for payers and clinicians.  The 
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clearinghouse could also help develop evidenced based guidelines both for clinicians and payers as 
well as decision-making tools for patients. 

We also recommend that the state consider establishing a reinsurance pool that would pay a portion 
of the expenses for very high-cost patients, since taking these patients out of the general risk pool 
will make premiums more affordable for the rest of the population. 

We have made numerous efforts to ensure our patients get the right care in the right place at the 
right time.  These include the Primary Care Loan Repayment Program and our Primary Care Access 
Project, as well as investments in capacity at community health centers. 

Please see Appendix 3 for additional detail. 
 
 
15) Could enhanced competition or government intervention or a combination of both 

mitigate the cost trends found in the Divisions report? Please describe the nature of the 
changes you would recommend.  In addition, please address the following: 

 
a. What would be the impact on your organization of making data public regarding 

quality and the reimbursement rates paid by each carrier to each hospital or 
system in a manner that identifies all relevant organizations?  What is the 
advantage or disadvantage to your organization of the current confidential 
system?   

 
Health care is already one of most heavily regulated industries both at the state and federal level, and 
it is far too complex and constantly evolving to be easily amenable to rate regulation.  Previous 
efforts attempting rate setting have been shown to be unsustainable and may affect patient care.2,3,4,5  
It will take a multifaceted approach sustained over time in order to have meaningful and sustainable 
reductions in health care cost growth. 

We need to identify steps to help make the market more efficient.  The government can have a role 
in this, especially as a payer for Medicaid and for its own employees.  In our responses to the 
previous questions we have laid out many of our suggestions including investing in health IT, 
piloting various payment reforms, and supporting primary care.  One specific area in which the 
government may be in unique position is to help provide technical assistance and loans/grants to 
smaller providers and physicians who may not have the resources or expertise to readily adapt to 
changes in the marketplace.  

We support efforts aimed at bringing greater transparency around quality and cost to the 
marketplace so that consumers and payers can make better and informed decisions about their 
treatment options.  However, it is important to be realistic about the relative effect of such 
transparency efforts, given these measures are still in their infancy and the fact that pricing is 
fundamentally different in the public and private markets.  Still, it can be an important element, 
especially as part of larger strategy, to reduce costs. 

 
 

                                                 
2 Antel et al, “State Regulation and Hospital Costs,” The Review of Economics and Statistics,” 1995. 
3 Melnick, et al, “State Health Expenditures Under Competition and Regulation, 1980 through 1991,” American Journal 
of Public Health, 1995. 
4 Shortell, et al, “The Effects of Regulation, Competition, and Ownership on Mortality Rates Among Hospital 
Inpatients,” JAMA, 1988. 
5 Gaumer et al, “Effects of State Prospective Reimbursement Programs on Hospital Mortality,” Medical Care, 1989. 
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16) Please identify any additional cost drivers that you believe should be examined in 
subsequent years and explain your reasoning.  

 
The shifting of unreimbursed costs from the public sector to the private sector is a significant factor 
affecting private sector premiums, and should be explored in greater detail.  We estimate that the 
rates we charge commercial payers could have been 18% lower in 2008 if Medicare and Medicaid 
paid rates that simply covered costs.  This number continues to grow.   As was noted in Part I of the 
DHCFP report, commercial payers nationally pay hospitals 132% of costs in order to cover this 
shortfall.  While this issue was discussed briefly in this year’s reports, it requires more detailed study 
and analysis to quantify the impact of this cost shift on payers and providers as well as on employers 
and consumers. 

We recognize that this is the first time that the Division has conducted this analysis, and that it plans 
to include Medicaid and Medicare in its analysis next year.  We would like to emphasize that it is 
very difficult to look at these issues in isolation – one cannot consider the private sector without 
considering the public sector. 

We also believe that more attention should be paid to understanding how hospitals cross-subsidize 
across service lines– in other words, how services reimbursed at more than costs, such as 
orthopedics, support services that are reimbursed at less than costs, such as psychiatry – and 
investigating the impact that this has on variation in prices among providers.  Differing decisions 
made by individual hospitals about how to cross-subsidize among services are important factors in 
the variation in price among services at different institutions, since different hospitals make different 
strategic decisions about how to distribute these unreimbursed costs.  Indeed, many hospitals have 
decided to entirely abandon these services, such as child psychiatry.  Our continuing commitment to 
providing these essential services is a fundamental part of our mission – but it means that we must 
shift these costs to other service lines. 

 
 
17) Please provide any additional comments or observations you believe will help to inform 

our hearing and our final recommendations.  
 



AGO Questions for Written Testimony 

1) Please explain and submit a summary table showing your internal costs and cost trends 
from 2004 to 2008 broken out to show categories of aggregate direct costs (e.g., labor 
costs for all cost centers) and categories of indirect costs including, but not limited to, 
debt service, depreciation, advertising, bad debt, stop-loss insurance, malpractice 
insurance, health safety net, development/fundraising, administration, research, 
academic costs.  Please explain and submit supporting documents to show the 
methodologies you use to allocate the categories of indirect costs to cost centers 
(operating units).  

 

We submit our costs on the DHCFP-403 cost report.  Please see our response to question #4, 
below, for our description of how our internal cost reporting differs from the DHCFP-403. 
 
 
2) Please explain and submit supporting documents that show any steps you have taken to 

reduce or control the growth of your internal direct or indirect costs in the last 5 years.  
 
We have undertaken a number of different initiatives in a wide variety of areas over the past five 
years as part of an aggressive effort to reduce costs.  We must note, however, that significant 
underpayment by government programs has muted the impact that these initiatives have on our 
commercial rates.   When we are unable to make up for these underpayments by receiving higher 
increases from commercial payers, the savings generated by these initiatives largely end up simply 
reducing the gap between our payments from government payers and our costs, and do not accrue 
to our commercial payers. 
 
Examples of these initiatives include the following: 
 
− Supply Chain Cost Management 
− Developing Standard Clinical Policies 
− Standardization in Purchasing 
− Back Office Automation 
− Physical Plant Efficiencies and Energy Conservation 
− Reduction of Human Resources Costs 
− External Benchmarking 
− Continuous Process Improvement 
 
See Appendix 4 for additional detail. 
 
 
3) Please explain and submit a summary table showing your annual operating margins 

(positive or negative) from 2004 to 2008 for your entire commercial, government, and all 
other business (and please identify the carriers or programs included in each of these 
three aggregate margins). Please explain and submit supporting documents to show the 
mechanics of how you calculate your margin from your accounting system and identify 
whether you exclude any direct costs or indirect costs, or include any grants, donations, 
or non-patient revenue, in calculating your margins.  
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PHS Total Operating  Margin FY 2005 - FY 2009 

  Margin 
Medicaid Medicare

Commercial/ 
Other 

Total 

$ (123.622) (183.201) 382.802  75.979 2005 
% -45.6% -15.7% 9.8% 1.4%
$ (133.999) (255.840) 522.710  132.871 2006 
% -43.8% -21.3% 11.8% 2.2%
$ (143.544) (330.120) 579.613  105.949 2007 
% -40.5% -26.5% 11.9% 1.6%
$ (149.673) (397.950) 667.117  119.494 2008 
% -38.0% -30.2% 12.4% 1.7%
$ (177.046) (466.710) 808.205  164.449 2009 
% -44.4% -33.2% 13.9% 2.2%

Note: Margin in $Ms.          

Total margin is calculated as follows: Revenue less Total Costs. 
 
Medicaid and Medicare are defined as “Government Patient Care Revenue”.  The margins for those 
payers are calculated as follows: 

 
Government Patient Care Revenue = (Government Payer Revenue + Secondary Insurance 
+ Patient Liability  + Health Safety Net Receipts) - ( Bad Debt + Denials + Settlements) 
 
Government Total Costs = Direct Costs + Indirect Costs 

 
The “Other” (non-government) payer category margin calculation is as follows: 

 
Other Revenue = (Commercial Payers + Secondary Insurance + Grants + Self Pay + 
International + Health Safety Net Receipts + Indirect/Direct Research +  Indirect/Direct 
Academic + Operating Investment Income + Other) - (Health Safety Net Tax + Free Care 
+ Bad Debt + Denials + Settlements) 
  
Other Total Costs = Direct Costs + Indirect Costs + Indirect/Direct Research +  
Indirect/Direct Academic + Depreciation and Amortization + Interest 

 
% Margin is calculated as follows:  Revenue – Total Costs 

Revenue 
 
 
4) Please explain and submit supporting documents that show how your DHCFP-403 Cost 

Report submission differs from your own internal cost information including any 
difference in direct costs, indirect costs, or non-patient revenue.  

 
Our internal cost reporting system (TSI) and the DHCFP-403 are comparable for total patient care 
costs.  However, TSI costs at a service and payer line level are different than those reported on the 
403.  Our TSI system classifies some of these patient care expenses differently (i.e. direct vs. 
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indirect) as well as allocates them at a more precise, unit of service level.  TSI more accurately 
reflects activity and use of resources at the patient level. 
 
It should be noted that using 403 reports for comparisons across hospitals is reasonable on 
Inpatient Cost per case-mix adjusted discharge.   Comparisons using Adjusted Total Cost per 
CMAD, which attempts to capture outpatient activity using an inpatient to outpatient charge ratio, 
are imperfect.  
 
Beyond the aggregate level, 403 cost report results are not readily comparable across hospitals.    
Other providers’ costs may not be comparable because hospitals have discretion in their reporting 
practices on the 403 report.  Valid cost comparisons at the level of a service or service line or on a 
payer line basis are very difficult to make using 403 data. 
 
 
5) Please explain and submit a summary table showing your annual capital ratio, debt 

service coverage ratio, and cash on hand for fiscal years 2004 to 2008 and include any 
target ratios and cash position you have set to obtain bond or bank financing.  Please 
explain how your capital expenditures (property and equipment), restricted capital 
donations, and changes in cash position (endowment) have increased or decreased your 
internal costs and margin calculations.   

 
      Targets 
       Framework Bond 

 FY08 FY07 FY07 FY06 FY05 FY04 Threshold Covenant
Ratios         
Debt to Capitalization (%) 31.6 30.8 37.0 28.9 33.5 32.0 40.0 N/A 
Debt Service Coverage Ratio (x) 4.46 8.11 4.93 9.18 5.53 5.44 3.30 1.00 
Unrestricted Cash on Hand (days) 207 244 244 219 214 204 200.0 N/A 
 
At Partners we have developed and implemented a “Financial Framework” tool that is used to 
manage investment and cash flow demands on a system-wide basis, both annually and on a multi-
year basis, and maintain our strong AA bond rating. The Framework provides a platform for 
internal decision making, which allows senior management to clearly understand what tradeoffs 
must be made to stay within the boundaries. 
 
The Framework includes targets for the following key ratios: 
− Days of total cash on hand 
− Operating margin 
− Debt service coverage ratio 
− Debt to capital ratio 
 
Our capital expenditures have been in line with other similarly-rated hospitals, and have had no 
unusual effect on our cost structure.  Restricted donations and changes in cash are balance sheet 
transactions that do not impact cost or margin calculations. 
 
 
6) Please explain and submit supporting documents that show your internal costs, 

including any stop-loss coverage, for any risk you currently bear related to your contracts 
with commercial insurers.  Please include any analysis you have conducted on how 
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much your costs and risk-capital needs would change based on increases or decreases in 
risk you bear in relation to your business with commercial insurers.  

 
During the period in question (2006-2008), Partners had approximately $60-70 M, at risk in its pay 
for performance contracts with the major commercial HMOs. 
 
 



Appendices 

Appendix 1 
 

Question 3:  What are the one or two most important underlying causes of your experience, 
as described above? Provide any information you have that will support your assertions. In 
particular: 

  
a. What accounts for the growth in inpatient facility prices? What accounts for the 

growth of hospital outpatient facility price per service?  What accounts for the 
growth in utilization of outpatient hospital facility services? Do you foresee the 
same factors continuing to drive the growth in total facility revenues in future 
years?  

 

Medical progress and new technology are major sources of health care cost increases with respect to 
both unit price and utilization.  New diagnostic technologies, new drugs and other new treatments 
offer an improving product – better outcomes and quality of life for patients – but at a cost.  Studies 
have shown that as much as 40-60% of increasing costs can be attributed to technological advances.  
See question 7.  One effect of technological progress has been the ability to perform more services 
in an outpatient setting, which has led to a sharp increase in outpatient procedures.   

The rising cost of nursing has been another important factor that has affected both inpatient and 
outpatient unit prices over the last 10 years.  With a labor shortage and our more sophisticated 
treatment settings, today’s nurse earns higher wages.  For example, the average hourly rate increase 
between FY06-08 for staff nurses was 14.4% and 8.3% at the BWH and MGH respectively.  This 
has caused nursing costs, which are a major portion of hospital costs, to rise more quickly than 
inflation, and this has had a major impact on overall cost trends. 

The shortfall in payments from public payers also has a significant impact on the unit prices we 
negotiate with commercial payers for both inpatient and outpatient services.  Since the Balanced 
Budget Act in 1997, Medicare changed from paying rates that more than covered costs to rates that 
are falling further and further short of costs.  Medicaid payments are even lower.  We have made up 
at least a portion of the shortfalls in these payments by seeking higher rates on the services we 
provide to commercially insured patients.  We estimate that the rates we charged commercial payers 
in 2008 could have been 18% lower if Medicare and Medicaid paid rates that simply covered costs.  
As the DHCFP report notes, the actuarial firm Milliman studied hospital rates across the country 
over the last 10 years and found this pattern repeated everywhere – as public payer rates declined, 
commercial rates increased.  And as the DHCFP report also noted, commercial payers nationally pay 
hospitals 132% of costs in order to cover this shortfall. 

The need to cross-subsidize across services is another important factor to consider.  As care has 
evolved and patients are able to live longer with what used to be considered incurable or terminal 
diseases, more care is devoted to managing chronic illness – yet the reimbursement system has not 
caught up, and in many cases the revenue generated by procedures is supporting chronic care 
management.  

Looking at the future, outpatient services will continue to grow, driven by the aging of the 
population and increased prevalence of some diseases, such as diabetes.  In addition, technological 
advances and improved care management will shift inpatient services to the outpatient setting.  The 
nursing shortage has eased but nursing advocates still press for higher than inflation wage increases 
and for increased staffing levels.  Shortfalls in public payments compared to medical inflation are 
continuing and are getting more severe.  Technological development continues – examples include 
advances in the application of genetic information and the use of CT scans in Emergency Rooms. 
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Prior to CT scans, appendicitis was diagnosed by clinical exam and with less precision. CT scan 
improves the diagnostic accuracy of appendicitis and other abdominal disorders. The cost impact is 
complex – more CTs in the emergency rooms and fewer unnecessary surgeries. Like many new 
technologies, better quality with higher initial costs and some, often substantial, cost offsets. 
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Appendix 2 
 
Question 4: The concentration of teaching hospitals in Boston means that tertiary hospitals 
effectively serve as the “community hospital” for many patients.  If your hospital is located 
in Boston, what reasonable solutions could your organization develop to provide routine 
care in less expensive – but appropriate - settings? If your hospital competes for patients 
with a teaching hospital outpatient facility, how has this impacted your revenues, costs and 
service mix?  
 
Question 13: What specific actions has your organization taken already to address these 
trends in the short term or long term? What current factors limit the ability of your 
organization to execute these strategies effectively? 
 
First, we believe that the clinical integration of care, through electronic medical records, other 
electronic infrastructure and other common protocols and standards, provides the foundation for 
providing quality and efficient care.  100 percent of Partners physicians who record outpatient notes 
use an electronic health record; all of our hospitals utilize Computerized Physician Order Entry 
systems; and all of our hospitals are in the process of implementing electronic bar coding systems to 
manage the administration of medications.   

Second, we believe that we must move away from unfettered fee for service as the dominant method 
of payment, but this must be done with great care to ensure that our health system is not 
destabilized.  We have been working on piloting a number of new payment models that we think 
will improve on simple fee for service, and provide more value to our patients.   

– Pay for Performance – Starting in 2000, we began collaborating with Harvard Pilgrim, Tufts 
Health Plan and Blue Cross Blue Shield putting a portion of our negotiated rates at risk based on 
the achievement of quality and efficiency targets.  We set targets on the appropriate rates of 
hospital admissions, high cost radiology tests, and pharmacy.  We incentivized our physicians to 
implement electronic records.  We set targets to improve the care of patients with diabetes, 
asthma, hypertension, and other conditions.  In 2008 Partners had more than $70 million in 
incentives at risk on these kinds of measures. 

– High Performance Medicine – This major initiative is focused on improving quality, safety, and 
efficiency across our system.  In many, cases, we compare our performance to national 
benchmarks. These are practices widely accepted as "best" for certain types of care. But, in some 
cases, no benchmarks exist. In those cases, we set our own best practice standards or goals, and 
use these as our points of reference.  Through this initiative we have been able to see where we 
are succeeding, see where we need improvement, and identify and implement strategies to make 
care better for our patients. 

– Bundled payments – In the mid 1980’s, DRGs were implemented to bundle all inpatient 
hospitals costs for the same type of condition in to a single payment.  We are working to extend 
that concept to include the care of an episode including services beyond the initial 
hospitalization, such as physician services, rehabilitation services and readmissions for the same 
condition.   

– Medicare Demonstration Project – MGH is in year three of a successful Medicare 
Demonstration Project managing 2500 high risk Medicare patients under a shared savings model, 
and we are extending that program to our other hospitals.  MGH embedded case managers in 
primary care offices who follow these patients and try to help them solve problems before they 
become medical emergencies.  MGH invested in this and other care coordination infrastructure 
and agreed to pay for it out of savings achieved by more efficient, effective care of their patients.  
They have succeeded in both improving care and saving significant dollars. 

  16 



Appendices 

– Medical Homes – A number of our primary care practices are reorganizing along a medical home 
model.  In these practices, we are enhancing our staffing model to create an environment where 
patients are cared for by a team including physicians, nurse practitioners, social workers, and 
paraprofessionals.  We are encouraging innovation in practice including the use of interactive 
technologies like patient portals, with the goal of promoting better overall health of our patients.  
We are talking with insurers about modifying payments to support coordination and illness 
prevention activities, not just fees for office visits.   

Third, we have several process improvement teams working on re-engineering processes throughout 
our institutions.  The intent of these efforts is to improve our patients’ outcomes, improve their 
experience of care in the system, and to make the delivery of that care more efficient.  We have 
teams working on everything from managing our food services, to improving the operations of our 
radiology and surgery services, to streamlining our billing and claims processes.  We have applied 
various techniques that other industries have used to improve their efficiency and effectiveness.   

There are two major challenges we face in reducing costs – public payer shortfalls and administrative 
burden due to insurer requirements.  First, as the DHCFP report correctly showed, the public payer 
shortfalls are growing annually as these payments fail to keep up with the real cost of providing 
medical services.   Currently, we make up for a portion of these shortfalls by charging higher prices 
than we otherwise would to commercial payers, and we make up for the rest by managing our 
operations more efficiently.  Second, we could reduce our administrative costs if health plans 
developed more common payment rules and billing logic.  Transparency should be required so that 
providers know clearly at the time of service what the rules and payment logic are and all relevant 
medical and payment policies. 
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Appendix 3 
 
Question 14: What types of systemic changes would be most helpful in reducing cost trends 
without sacrificing quality and consumer access? What other systemic or policy changes do 
you think would encourage or help health care providers to operate more efficiently? What 
changes would you suggest to encourage treatment of routine care at less expensive, but 
appropriate settings? 
 
A relatively small proportion of the population accounts for a relatively large proportion of spending 
– 10% of patients account for 70% of costs.  Therefore, we strongly recommend developing and 
implementing innovative approaches to managing these most expensive patient populations, with an 
emphasis on chronic illnesses, very high cost acute patients, and end of life care.  Even modest 
reductions in the cost of caring for these expensive populations would have a relatively large dollar 
impact and important systemic effects.  Examples of initiatives would include rapidly scaling 
programs such as the extant Senior Care Options programs, the MGH’s Medicare demonstration 
project (see question 13 and Appendix 2), and our first efforts in the Prevention and Access to Care 
and Treatment (PACT) program, which employs tightly supervised community health workers to 
provide and coordinate care for isolated low income HIV/AIDS patients struggling with the daily 
care their illness requires.  Different models may be more effective for different populations.  
Implementing these types of programs could reduce the cost shifting/risk sharing that is indirectly 
causing rapid increases in commercial insurance rates as well as Medicaid. 

Medical technology and new discoveries have led to significant gains in life expectancy and quality of 
life, yet the use of new technology is not without costs.  Most economists agree that new medical 
technology and techniques account for nearly 50 percent of the growth in health care costs.  The 
question is not how to limit access to technology, but rather to make sure technology is being used 
appropriately.  We recommend that a greater commitment and investment be made to comparative 
effectiveness research, especially at the national level.  

In meantime, we suggest that Massachusetts create a clearinghouse of existing comparative 
effectiveness information for payers and clinicians.  The clearinghouse could also help develop 
evidence-based guidelines both for clinicians and payers as well as decision making tools for 
patients.   

At Partners, we have created a Center for Drug Policy that studies the effectiveness of new drugs 
before they are introduced to the market.  This helps our doctors to learn whether costly new drugs 
are worth it.  The Center works with pharmacy directors to develop guidelines about the use of new 
drugs and is also beginning to review and create guidelines for existing drugs. 

We also recommend that the state consider establishing a reinsurance pool that would pay a portion 
of the expenses for very high-cost patients, since taking these patients out of the general risk pool 
will make premiums more affordable for the rest of the population. 

We suggest the state also implement a robust pay-for-performance program across all payers with a 
core set of standard measures.  We recognize that pay-for-performance is not an end in itself, but 
rather an important first step toward getting physicians and hospitals to think differently about the 
way in which they provide care.  In addition, other payment reforms will likely include pay-for-
performance as a component.  

We suggest the state find ways to encourage all provider groups to test at least one new payment 
model.  There are various payment models that physicians and hospitals can try, such as medical 
homes, disease management programs, bundled payments, etc.  Every provider should have some 
obligation to participate in testing at least of these approaches.  
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With regard to encouraging care at more appropriate settings, we have made numerous efforts to 
ensure our patients get the right care in the right place.  We believe many of these efforts could be 
replicated on a larger scale. 

– Loan Repayment Program – In 2007, Partners joined with Bank of America and the 
Massachusetts League of Community Health Centers to increase the number of primary care 
physicians in low-income Boston neighborhoods.  The Bank announced a $5 million loan 
repayment program to encourage doctors to choose careers in primary care and work in 
community health centers where the shortage is most acute.  Following the Bank’s leadership, 
the Commonwealth of Massachusetts agreed to provide matching funds to expand the program 
statewide and allow nurse practitioners to participate as well.  Neighborhood Health Plan and the 
Blue Cross Blue Shield Foundation of Massachusetts also have provided significant financial 
support.  As of October 2009 the program has provided loans to 73 physicians and 28 advanced 
practice nurses, serving an estimated 180,000 patients.  We believe this program is making a real 
difference in providing access to primary care services to some of our most vulnerable patients.  

– Primary Care Access Project – Since 2005, Brigham and Women’s Hospital, Massachusetts 
General Hospital, and North Shore Medical Center have linked over 8,000 patients with primary 
care physicians through our Primary Care Access Project.  The project identifies patients through 
the hospitals’ emergency departments and connects them with primary care physicians in their 
local communities. A cohort of patients at Brigham and Women’s Hospital were tracked over 
time and showed a 6% reduction in hospital admissions and a 21% decrease in emergency room 
visits.   

– Community Health Centers – A total of five community health centers operate under the license 
of Partners hospitals. Each of these operates in new or renovated facilities and together they care 
for 75,000 patients.  Partners has affiliations with sixteen other community health centers in the 
Greater Boston area, which serve an additional 275,000 patients.   Over the past 15 years, 
Partners has committed over $77 million to build health center capacity and improve quality.  
During that same time period, Partners has provided nearly $27 million annually to strengthen 
community health centers through annual operating subsidies and funds to support clinical 
enhancements to improve patient care. 
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Appendix 4 
 
Question 2: Please explain and submit supporting documents that show any steps you have 
taken to reduce or control the growth of your internal direct or indirect costs in the last 5 
years.  

We have undertaken a number of different initiatives in a wide variety of areas over the past five 
years as part of an aggressive effort to reduce costs.  We must note, however, that significant 
underpayment by government programs has muted the impact that these initiatives have on our 
commercial rates.   When we are unable to make up for these underpayments by receiving higher 
increases from commercial payers, the savings generated by these initiatives largely end up simply 
reducing the gap between our payments from government payers and our costs, and do not accrue 
to our commercial payers. 

Examples of these initiatives include the following: 

Supply Chain 
As noted above, implant costs and pharmaceuticals are significant drivers of overall supply costs for 
Partners. The Partners Supply Chain Cost Management group created teams of surgeons, clinicians 
and administrators by service line to collaborate on cost management projects, including.  

 RN Products  
 Implants: Cardiology (EP and Drug Eluting Stents); Spinal Implants; Orthopedic implants  

Other Supply Chain efforts were focused on contracts and using group purchasing and 
standardization of products. Examples: 

 Limit supply catalogs 
 Packaging and distributing (branding) efficiencies 
 Contract clauses, e.g. Volume rebates 
 Service contracts 
 Policies and Procedures aimed at putting in controls/accountability on spending 
 Automation of purchasing and accounts payable functions 

Clinical Policy 
The Center for Drug Policy was created to reduce high cost drug utilization and set guidelines at the 
system level for the introduction of new drugs into the formulary. Managing this utilization has 
resulted in savings for all our acute hospitals.  

Standardization 
Standardization of instrumentation in other areas such as the clinical labs has moved forward 
resulting in vendor contract savings. The hospital clinical labs have also come together to achieve 
system synergies and reductions in costs by utilizing the same external source for the bulk of their 
reference testing. 

Back Office Automation 
We have continued to further automate back office processes as we have done over the life of the 
Partners system, e.g. centralizing back office functions, standardizing transactional information 
systems (Finance, HR, Purchasing) and eliminating paper processing when possible. 

Physical Plant Efficiencies and Energy Conservation 
We have also focused efforts on making our plants energy efficient both in terms of efficient 
equipment and working with the utilities companies. We continue to work on this front as 
equipment needs replacement, new technology is available and grants become available. In fact, the 
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Shapiro building, our new building at the BWH, received the prestigious Silver Leadership in Energy 
and Environmental Design (LEED) award for its commitment to energy efficiency and “green” 
technology.  

Human Resources Costs 
Like the energy savings, selected investments reap multiple benefits. One example of this is the 
installation of ceiling lifts in many of our patient rooms used for moving patients. This has proven 
better for our patients, but just as importantly, this effort has reduced the number of work related 
injuries and the extent of the injuries for our employees on patient floors. Work related injuries are 
costly and as our workforce ages, having the lifts become more critical.    

Each of our hospitals actively seeks opportunities to achieve efficiencies and reduce costs. There 
have been efforts to reduce overtime, agency costs and some reduction in existing positions.  In 
addition, as volumes have grown, we have held down fixed costs which result in reducing unit costs 
by spreading fixed costs over greater volume. Transactional areas benchmark trends each year to 
gain efficiencies. 

External Benchmarking 
Other external benchmarking tools have been implemented at our acute hospitals to monitor 
expense and provide access to best practice internally and nationally. “Action OI”, a software 
product of Thomson-Reuters, is employed to compare labor and supply metrics at a detailed cost 
center level with other comparable hospitals across the country. In addition, we have set up internal 
benchmarking groups to compare best practice in areas such as the Operating Room.  

Continuous Process Improvement 
The benchmarking often leads to Process Improvement (PI) work. Many of our managers and other 
personnel have gone through training in established process improvement methodologies. PI 
projects are active in both our acute and non-acute facilities resulting in efficiencies and improved 
quality. We have also established a system wide forum for the sharing of results and common 
training.  





Partners HealthCare 
Supplementary Responses to AGO Questions 
March 16, 2010 
 
1) Please explain and submit a summary table showing your internal costs and cost 

trends from 2004 to 2008 broken out to show categories of aggregate direct costs 
(e.g., labor costs for all cost centers) and categories of indirect costs including, 
but not limited to, debt service, depreciation, advertising, bad debt, stop-loss 
insurance, malpractice insurance, health safety net, development/fundraising, 
administration, research, academic costs.  Please explain and submit supporting 
documents to show the methodologies you use to allocate the categories of 
indirect costs to cost centers (operating units).  

 
As suggested by AGO for the supplemental response to this question, Partners is submitting 
on behalf of Brigham and Women's Hospital, The General Hospital Corporation and 
Newton-Wellesley Hospital the attached tables that summarize their respective as filed 
DHCFP-403 cost reports to show each hospital's internal direct and indirect costs and cost 
trends.  Please see Attachment A. 

Please note that, effective FY 2006, as instructed by DHCFP, Brigham and Women's 
Hospital and The General Hospital reclassified fringe benefit costs from direct expenses in 
each individual department to the overhead fringe department.   The resulting shift of 
expenses from patient care to overhead departments would skew a five-year cost trend.  
Accordingly we have submitted a cost trend calculated from FY 2006 through FY 2008. 
 
3) Please explain and submit a summary table showing your annual operating 

margins (positive or negative) from 2004 to 2008 for your entire commercial, 
government, and all other business (and please identify the carriers or programs 
included in each of these three aggregate margins). Please explain and submit 
supporting documents to show the mechanics of how you calculate your margin 
from your accounting system and identify whether you exclude any direct costs 
or indirect costs, or include any grants, donations, or non-patient revenue, in 
calculating your margins.  

 

FY Margin Commercial* Government Other Total
2005** $ 494.344 (371.851) (46.514) 75.979

% 18.9% -24.8% -3.8% 1.4%
2006 $ 656.401 (457.160) (66.370) 132.871

% 20.7% -29.2% -5.5% 2.2%
2007 $ 758.820 (526.004) (126.867) 105.949

% 21.2% -31.5% -10.3% 1.6%
2008 $ 848.672 (583.741) (145.437) 119.494

% 21.4% -33.0% -10.7% 1.7%
2009 $ 1,013.160 (685.253) (163.458) 164.449

% 23.4% -36.9% -11.4% 2.2%
Note: Margin in $Ms

PHS Total Operating Margin FY 2005 - FY 2009

 
*Nationally, in 2007 private payers paid hospitals 132% of their cost on average up from 
115% in 2000." (DHCFP Mass. Health Care Cost Trend Reports, Part 1, Figure 4). 
**For Government, Medicare Non-Acute losses estimated based on Acute Medicare losses. 
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Margin is calculated as follows: Revenue less Costs. 
 

The Margin was split into three categories “Government”, “Commercial” & “Other” 
 

Government: 
• Medicaid (managed & non-managed), Medicare (managed & non-

managed) & Free Care  
 
Commercial:  

• Non-Government Patient Care Related  
 

Other:  
• Non-Patient Care Related 

 
  

 
% Margin is calculated as follows:    Margin  

Revenue 
 
 
Note:  We did not include 2004 in the above table due to inconsistent categorization of 
payer data at one of our acute care hospitals which affected year to year comparisons 
 
 
6) Please explain and submit supporting documents that show your internal costs, 

including any stop-loss coverage, for any risk you currently bear related to your 
contracts with commercial insurers.  Please include any analysis you have 
conducted on how much your costs and risk-capital needs would change based 
on increases or decreases in risk you bear in relation to your business with 
commercial insurers. 

 
Each of the five principal acute care hospitals within Partners HealthCare (BWH, MGH, 
Faulkner, NWH and NSMC, collectively the “Partners Acute Care Hospitals”) has a 
laboratory capitation contract with Tufts Health Plan (“THP”).  There is no stop-loss 
coverage associated with those contracts.  Faulkner Hospital, Newton-Wellesley Hospital 
and North Shore Medical Center participate in the THP Designated Facility agreement, 
which is a capitated contract for behavioral health services.  The stop-loss coverage 
associated with the THP Designated Facility agreement cost these hospitals, in aggregate, 
approximately $49,000 in CY2009. 
 
The Partners Acute Care Hospitals participate in “Pay for Performance” risk contracts with 
Blue Cross Blue Shield of Massachusetts, Harvard Pilgrim Health Care and THP.  In 
aggregate for the Partners Acute Care Hospitals, the amounts at risk related to pay for 
performance contracts for the period 2004-2008 are as follows: 
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Year Partners Acute Care Hospital $ at Risk in Pay for 

Performance Contracts 
($ in thousands) 

2004 $12,354 
2005 $43,053 
2006 $45,310 
2007 $47,780 
2008 $49,891 

 
The Partners Acute Care Hospitals do not track medical management or infrastructure costs 
associated with particular contracts, and therefore we are unable to provide the information 
requested as to the internal costs incurred by the Partners Acute Care Hospitals related to 
these pay for performance contracts.   
 
Partners HealthCare has not conducted an analysis of how much the costs incurred by the 
Partners Acute Care Hospitals or their risk-capital needs would change based on increases or 
decreases in the amount of risk born by such Hospitals in relation to hospital services 
provided to commercial plan members. 
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Dennis D. Keefe
CEO
Cambridge Health Alliance
1493 Cambridge Street
Cambridge, MA

Dear Mr. Keefe:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office (AGO), is required by state law to hold annual public hearings concerning health
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative
sample of health care providers and payers as witnesses for such hearing. In accordance with these
provisions, Cambridge Health Alliance has been identified as a witness and is hereby requested to
submit written testimony to the questions in “Exhibit B” and “Exhibit C” in accordance with this
notice and exhibits.

The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit
additional information that explains the premium and cost increases, to gather your perspective on
the dynamics driving the trends observed, and to obtain your recommendations for short and long
term solutions to such dynamics.

Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b)
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be
the subject of these hearings. Based on the findings of that Preliminary Report, the Attorney
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised

www.mass.gov/dhcfp
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that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

Cambridge Health Alliance is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday,
February 26, 2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Cambridge Health Alliance no later than March 5th and determine whether you will be
required to provide oral testimony at the hearings, and if so, the time period for which you must be
present.  Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures:
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and DHCFP Questions for Written Testimony
Exhibit C: Instructions and AGO Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and DHCFP Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data, or finding that differs from your organization’s experience and
the potential reasons therefore.

2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially
from these aggregate trends with respect to:

a. The rate of change in outpatient facility prices and faster revenue growth compared
with inpatient revenues;

b. The growth of revenues for outpatient imaging services;
c. Price changes versus other sources of growth in revenues, for inpatient and

outpatient services.

3) What are the one or two most important underlying causes of your experience, as described
above? Provide any information you have that will support your assertions. In particular:

a. What accounts for the growth in inpatient facility prices? What accounts for the
growth of hospital outpatient facility price per service?  What accounts for the
growth in utilization of outpatient hospital facility services? Do you foresee the same
factors continuing to drive the growth in total facility revenues in future years?

b.  How does your relative market position or market share affect your cost or revenue
trends?

4) The concentration of teaching hospitals in Boston means that tertiary hospitals effectively serve
as the “community hospital” for many patients.  If your hospital is located in Boston, what
reasonable solutions could your organization develop to provide routine care in less expensive –
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but appropriate - settings? If your hospital competes for patients with a teaching hospital
outpatient facility, how has this impacted your revenues, costs and service mix?

5) Overall, we found an increase in the proportion of services being provided in more expensive
settings. Is this trend occurring in your market area? What is driving this trend and what
solutions would moderate this trend without impacting quality?

6) From 2006-2008, what was your average annual increase in labor costs compared with your
average annual increase in patient revenue? What are the major factors driving change in labor
costs? What are the major factors driving change in patient revenues?

7) Are the costs of acquiring medical equipment and technologies increasing, decreasing, or staying
the same? Why and how do you think this is the case? What contribution is this having on your
overall costs?

The following questions relate specifically to your experience in service prices and mix of
services provided:

8) What factors do you consider when negotiating payment rates for inpatient care and outpatient
services?  Please explain each factor (e.g., labor costs) and rank them in the order of impact on
negotiated rates.

9) Do you generally negotiate contracts with carriers as part of a larger system or as an individual
facility? Is there a material difference in how you approach contracts when you are contracting
as part of a system vs. as an individual facility?

10) If applicable, do the services provided in your outpatient facilities in suburban areas differ from
those in Boston? If so, how? For those services offered in both locations, do you charge the
same or similar rates for all locations? If not, how do the rates – or price paid per person - differ
and based on what factors? Are these facilities competing with community physicians or
hospitals, or both for the same patients?

11) How has the expansion of outpatient facilities impacted the composition of surgical and medical
admissions to your institution? How has the expansion of outpatient facilities impacted the price
or cost paid per person of your institution?

12) How does the variation in prices among different providers in your peer group (e.g.,
teaching/community hospitals, providers in your geographic area, your key competitors) affect
the payment rate increase you seek in negotiations with health plans?  Please provide an
explanation of how you define your “peer group”.

With respect to the aggregate trends, please comment:

13) What specific actions has your organization taken already to address these trends in the short
term or long term? What current factors limit the ability of your organization to execute these
strategies effectively?

14) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think



would encourage or help health care providers to operate more efficiently? What changes would
you suggest to encourage treatment of routine care at less expensive, but appropriate settings?

15) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding quality
and the reimbursement rates paid by each carrier to each hospital or system in a manner
that identifies all relevant organizations?  What is the advantage or disadvantage to your
organization of the current confidential system?

With respect to future years’ Cost Trends Reports:

16) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

17) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Exhibit C: Instructions and AGO Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax).

Questions

1) Please explain and submit a summary table showing your internal costs and cost trends from
2004 to 2008 broken out to show categories of aggregate direct costs (e.g., labor costs for all cost
centers) and categories of indirect costs including, but not limited to, debt service, depreciation,
advertising, bad debt, stop-loss insurance, malpractice insurance, health safety net,
development/fundraising, administration, research, academic costs.  Please explain and submit
supporting documents to show the methodologies you use to allocate the categories of indirect
costs to cost centers (operating units).

2) Please explain and submit supporting documents that show any steps you have taken to reduce
or control the growth of your internal direct or indirect costs in the last 5 years.

3) Please explain and submit a summary table showing your annual operating margins (positive or
negative) from 2004 to 2008 for your entire commercial, government, and all other business (and
please identify the carriers or programs included in each of these three aggregate margins). Please
explain and submit supporting documents to show the mechanics of how you calculate your
margin from your accounting system and identify whether you exclude any direct costs or
indirect costs, or include any grants, donations, or non-patient revenue, in calculating your
margins.

4) Please explain and submit supporting documents that show how your DHCFP-403 Cost Report
submission differs from your own internal cost information including any difference in direct
costs, indirect costs, or non-patient revenue.

mailto:costtrends@hcf.state.ma.us
mailto:Reid@state.ma.us


5) Please explain and submit a summary table showing your annual capital ratio, debt service
coverage ratio, and cash on hand for fiscal years 2004 to 2008 and include any target ratios and
cash position you have set to obtain bond or bank financing.  Please explain how your capital
expenditures (property and equipment), restricted capital donations, and changes in cash
position (endowment) have increased or decreased your internal costs and margin calculations.

6) Please explain and submit supporting documents that show your internal costs, including any
stop-loss coverage, for any risk you currently bear related to your contracts with commercial
insurers.  Please include any analysis you have conducted on how much your costs and risk-
capital needs would change based on increases or decreases in risk you bear in relation to your
business with commercial insurers.
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Cambridge Health Alliance Testimony for Exhibit B: DHCFP Questions  

 
Questions 
 
1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please 

provide commentary on any data, or finding that differs from your organization’s experience and 
the potential reasons therefore.  

 
Cambridge Health Alliance (CHA) is a major public, safety net health system with payer 
mix highly concentrated, approximately 85% in government payers.  The remaining 15 to 
18% of our patient care is in private insurance.  Our services are weighted towards high 
volumes of primary care, ambulatory specialty care, secondary hospital inpatient care, and 
mental health and substance abuse services. 
 
CHA’s experience is consistent with key findings of a  “wide variation in prices paid by 
private insurers for the same service across different providers across the state” highlighted 
in the DHCFP’s Massachusetts Health Care Cost Trends Report (Part III:  Health 
Spending Trends for Privately Insured 2006 – 2008).  In fact, CHA’s private insurance 
experience is consistent with specific findings that “on average that (major Massachusetts 
private insurance) plans  pay non-Disproportionate Share (DSH) Hospitals rates that are 10 
to 25% higher than those paid to DSH hospitals” documented in the Attorney General’s 
“Preliminary Report:  Investigation of Health Care Cost Trends and Cost Drivers.”  An 
independent national consulting assessment performed on behalf of CHA showed that 
CHA’s private insurance reimbursement rates were approximately 30 to 35% below market 
rates in 2008.  
 
The Attorney General’s preliminary report rightly concludes that market clout and 
geographic dominance contribute to private insurance contract outcomes, and that such 
payment variations are not explained by differences in quality of care.   
 
Because private insurance is approximately 15% to 18% of CHA’s patient care payer mix, 
CHA has had limited or no leverage at the negotiation table with private insurers.  This 
relates not only to adequate rates, but also CHA’s interest in piloting innovative quality and 
payment arrangements, and streamlining administrative burdens.   
 
The current fee-for-service system lacks equity across providers and services.   
CHA’s patient care is largely comprised of critical services that are poorly reimbursed across 
all insurance payers, such as primary care and mental health care – “public goods” essential 
under health care reform and payment reform.  CHA is the largest acute hospital provider of 
mental health and substance abuse in the Commonwealth – providing 9% of all statewide 
inpatient mental health stays, 21% of all statewide inpatient mental health care for the 
uninsured and 14% of all such statewide Medicaid care in 2008.    
 
DHCFP’s report Part III:  Health Spending Trends for Privately Insured (2006 – 2008) notes 
that “price increases were the major driver of growth in spending for most health care 
services.”  CHA’s experience during the 2006 – 2008 period was different, as CHA’s private 
insurance reimbursement rates were substantially below market rates with modest 
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inflationary adjustments, which only widened CHA’s gap to market rates during the period, 
despite our attempts to achieve necessary reimbursement improvements.   
 
CHA’s experience also differs in terms of the services mix drivers of medical spending 
identified in the DHCFP reports.  The DHCFP reports highlight spending growth in 
outpatient hospitals due in large part to growth in prices and volume of higher acuity 
imaging services, medical procedures, and cancer therapies.  While CHA had overall growth 
in the volume of outpatient visits, our growth was concentrated in primary care. 
 
 
2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially 

from these aggregate trends with respect to: 
a. The rate of change in outpatient facility prices and faster revenue growth compared 

with inpatient revenues; 
b. The growth of revenues for outpatient imaging services; 
c. Price changes versus other sources of growth in revenues, for inpatient and 

outpatient services. 
 

A.  The change in net patient care revenues for private payers is the product of volumes and 
price paid by private insurers.  During the period from 2006 to 2008, CHA experienced 
outpatient care visit growth, flat acute inpatient discharges, and modest inflationary updates 
to private insurance rates that were well below market rates.  During this period for two of 
the three major Massachusetts private insurers, CHA did not receive contracted inpatient 
rate adjustments after January 2006 and 2007 respectively.   
 
B.  CHA provides core, essential imaging services focused on early diagnostics, screening, 
and prevention that support the delivery of primary care.   CHA’s imaging services are 
comprised of routine diagnostic and screening radiology (including digital mammography 
and ultrasound), computerized tomography (CT) scans, magnetic resonance imaging 
(MRI), and nuclear medicine. 
 
The table attached in Exhibit B: #2 B illustrates the aggregate inpatient and outpatient 
volumes of imaging services provided by CHA.  Approximately 82% of imaging services are 
provided on an outpatient basis.  In FY 2007, CHA experienced an overall 10% growth in 
radiology volumes driven by the availability of its new digital mammography screening 
services and integrated Cambridge Breast Center so that CHA could provide access to its 
patients in its own system.  In FY 2008, CHA experienced an overall 3.8% increase in 
radiology volumes, largely accounted for by an increase in routine diagnostic and screening 
radiology tests.   These increases in imaging services are associated with increased volumes 
of primary care and emergency services, which they were designed to support.  CHA had an 
overall increase in ambulatory care services of 6.7% in FY2007 and 8% in FY 2008, driven by 
an increase in adult primary care of  10.1% and 19.4% respectively.   CHA emergency 
services also increased by 6.9% over the two year period.  
 
C.  As noted in the response to Question 2B above, CHA’s reimbursement rates for private 
insurance payers did not account for appreciable private insurance revenue growth during 
the period 2006 – 2008, and, therefore, did not account for revenue drivers.   
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During this period which spans the implementation of Massachusetts health care reform, 
CHA has seen growth in critical but poorly reimbursed outpatient services such as primary 
care and behavioral health.  

 
CHA experienced an overall 15% growth in outpatient volumes between FY06 and FY08, 
driven by a 31% increase in internal medicine and family medicine and a 15% increase in 
pediatric visits.   To address the primary care shortage, CHA launched a new Family 
Medicine Residency and practice in Malden in July 2007, a previously underserved area. 
 
Overall, CHA saw an increase of over 90,000 outpatient encounters over reform (FY06-
FY08), of which 17,000 were for private insurance payers.  CHA’s overall acute inpatient 
discharges were flat during this period, with a decline in private insurance acute inpatient 
discharges. 

 
 

3) What are the one or two most important underlying causes of your experience, as described 
above? Provide any information you have that will support your assertions. In particular: 
 

a. What accounts for the growth in inpatient facility prices? What accounts for the 
growth of hospital outpatient facility price per service?  What accounts for the 
growth in utilization of outpatient hospital facility services? Do you foresee the same 
factors continuing to drive the growth in total facility revenues in future years? 
 

b.  How does your relative market position or market share affect your cost or revenue 
trends? 

 
A.  CHA did not see a material increase in private payer reimbursement for inpatient and 
outpatient services during the period 2006 – 2008.  Therefore, private insurance 
reimbursement lagged annual inflationary pressures that affect the health services 
sector, including in the areas of labor and benefits costs and those on supplies and 
services.   
 
CHA experienced outpatient growth largely in primary care visits and other preventive 
services, which is consistent with health care reform goals.   
 
B.  CHA’s market position, location, and market share have a profound impact both on 
CHA’s ability to attain reimbursement rate adequacy in private insurance contract 
negotiations as well as on cost driver trends. 
 
First, due to CHA’s low proportion of private payer patient care services at 
approximately 15% - 18% payer mix, CHA has historically had little or no leverage in 
negotiating with private insurers – whether for adequate rates, to pilot innovative 
payment arrangements, or to streamline administrative burdens.   As stated above, an 
independent analysis of CHA’s reimbursement rates based on calendar year 2008 data 
revealed that private payer rates of reimbursement to CHA for inpatient and outpatient 
services was approximately 30 – 35% below market rates.  
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In addition, today’s fee-for-service payment system is favorably biased towards 
reimbursement of high acuity care, and negatively biased against essential, core hospital 
services and preventive outpatient care – the majority of CHA patient care (685,680 
annual ambulatory visits in FY 2008).    
 
Second, with regard to cost driver trends, CHA is located in the Greater Boston market – 
within one-mile proximity to major Boston academic medical centers.  CHA, therefore, 
participates in the same labor market for health care personnel including in shortage 
professions.  This requires competitive salaries to recruit and retain needed health care 
professionals.  CHA’s payer mix, which is highly concentrated in government payers, 
and services mix which is weighted to primary care and core secondary inpatient care, 
traditionally has not received favorable price increases.  Those favorable price increases 
have been provided for high-end diagnostic and procedural services usually only 
available at Boston-area academic medical centers.  
 

 
4) The concentration of teaching hospitals in Boston means that tertiary hospitals effectively serve 

as the “community hospital” for many patients.  If your hospital is located in Boston, what 
reasonable solutions could your organization develop to provide routine care in less expensive – 
but appropriate - settings? If your hospital competes for patients with a teaching hospital 
outpatient facility, how has this impacted your revenues, costs and service mix? 
 
CHA is not located in Boston, but due to its close one-mile proximity to Boston 
competes with Boston teaching hospitals for routine outpatient and secondary inpatient 
services. 
 
CHA’s experience is reflective of the overall Massachusetts hospital sector migration of 
patient care that could be provided in community hospital settings to tertiary hospitals.  
Vital community hospital infrastructure has been undercut by the erosion of hospital 
services mix as tertiary hospitals gain more outpatient specialty and secondary inpatient 
market share.  This has been fueled by the expansion of tertiary institutions, health 
insurance benefit design, and consumer choice for care delivered in tertiary hospitals.   
This has contributed to a decline in inpatient volumes, corresponding revenues, and 
poses threats to the sustainability of the services mix for many community hospitals.  
 
The disparity in private insurance reimbursement rates across hospitals for the same 
services, which was reported in the Attorney General’s preliminary report, has driven the 
ability for tertiary and selected other hospitals to invest in service expansion, new 
technology, and amenities to attract patient care growth for higher margin, procedural 
based services.  This has weakened vital community infrastructure statewide, including 
at disproportionate share hospitals and selected community hospitals.  
 
A stark example of the current trends is the closure of inpatient services at CHA’s 
Somerville campus in 2009, as part of a comprehensive services reconfiguration plan, 
while nearby Boston tertiary hospitals are adding new inpatient facilities in recent years.  
These new tertiary inpatient facilities can be two to three times more expensive in terms 
of private insurance reimbursement than similar care at a community secondary acute 
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care facility.  This sheds light on the importance of a more robust role for health services 
planning to ensure the integrity of the statewide health care system. 
 
 

5) Overall, we found an increase in the proportion of services being provided in more expensive 
settings. Is this trend occurring in your market area? What is driving this trend and what 
solutions would moderate this trend without impacting quality? 

 
For patient care delivered within the CHA hospital and health center system, CHA has not 
seen an increase in the proportion of services being provided in a more expensive setting.  
CHA provides the same standard of care in all of our outpatient clinic settings whether they 
are based on campus or in a community setting. 
 
The trend toward greater usage of tertiary hospitals for routine outpatient care and 
secondary inpatient care is a trend in our market.   
 
Statewide data available from publicly available sources reveals that teaching hospitals saw 
an overall increase of 3.5% in the number of inpatient discharges across all payers between 
2006 and 2008 while community hospitals had flat volume and DSH hospitals experienced a 
2% inpatient decline. Teaching hospitals experienced a 2% increase in the number of 
private insurance inpatient discharges, while community hospitals and DSH hospitals 
experienced declines of -4% and -3% respectively, and statewide private insurance inpatient 
discharges declined by -1%.   This shift of inpatient care away from community hospitals to 
tertiary hospitals weakens the services mix remaining at community hospitals with negative 
financial implications.   
 
To counter these trends and to align the payment system and health delivery system with 
goals of wellness, a number of measures are needed, including comprehensive payment 
reform but it cannot be based on the inequities in today’s fee-for-service system across 
providers, payers, and services.   A number of additional supportive measures will be needed 
including greater state health care services regulatory planning, consumer engagement and 
transparency of information, health plan benefit design, fair insurance contracting, and the 
deployment of health information technology to encourage shared use of diagnostic results 
to prevent duplication of testing. 
 
CHA supports payment reform and health delivery system reforms (ACOs and Global 
Payments) that will put a greater emphasis on primary care and behavioral health. CHA’s 
high volume of primary care and behavioral health care, and concentrated low income 
public payer mix, have compounded our financial challenges as health care reform and 
budget pressures were implemented without concurring payment reform. 
 
A more robust health services planning and determination of need process should prevent 
unwarranted duplication of highly specialized services, especially in the case of health 
system expansion outside of their service areas to preserve existing community hospital 
access.  
 
Interoperable electronic health records should streamline the coordination of care and result 
in less duplication of diagnostic testing.  
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The current system has sheltered consumers from the higher cost of seeking low acuity care 
in higher cost tertiary institutions that have a strong brand. Insurance benefits design that 
engages consumers in the value equation and provides them with incentives, such as lower 
cost sharing for more clinically beneficial services, should be taken into account.    
 
 
6) From 2006-2008, what was your average annual increase in labor costs compared with your 

average annual increase in patient revenue? What are the major factors driving change in labor 
costs? What are the major factors driving change in patient revenues?   

 
CHA has experienced an annual average labor cost increase (inclusive of salaries and 
benefits calculated on a full-time equivalent basis) of 4.5% from 2006 – 2008.   While average 
annual private insurance rate updates reasonably tracked to annual medical inflation, 
CHA’s underlying rates were well below market rates.  During this period, CHA was unable 
to negotiate private insurance rate increases that mirror the overall market, therefore 
widening the gap between CHA’s private insurance rates and market rates.  Overall, CHA’s 
annual rate increases across all payers have lagged behind annual medical inflation.      
 
Major factors impacting labor costs include:   
• Workforce shortages in various health technology areas, including ultrasound, MRI, CT 

scan, have driven labor costs for these services as agency staff were required to fill 
staffing vacancies.  Agency staffing costs run 2 – 2.5 times the costs of employed staff. 

• CHA as a governmental organization is required based on new governmental 
accounting rules effective FY 2008 to record the cost of retiree health benefits based 
upon actuarial valuation.  During FY 2008, CHA’s incremental annual cost of these 
retiree health benefits was $12.8 Million.  Prior to FY 2008 according to government 
accounting rules then in place, CHA recorded only the actual dollars paid for retiree 
health benefits which were approximately $4 Million annually.  

• CHA is highly unionized with approximately 65% of the workforce in unions. 
• Intense health professions workforce competition in Greater Boston. 
• In FY 2008, CHA implemented a hiring freeze as it conducted a comprehensive 

benchmarking assessment.  As a result of the hiring freeze through attrition, CHA 
reduced its full time equivalent (FTE) workforce by 60.  Recommendations for staffing 
realignment were implemented after that time.  In FY 2009, CHA implemented a 
services reconfiguration plan that resulted in a reduction in force over 2 years.  CHA is 
reducing the workforce by 447 FTEs below FY 2008 beginning levels.  During Fiscal 
Year 2010 due to economic pressures, all CHA employees (both union and non-union) 
had no salary or wage increases and increased health care benefits contributions (from 
15% to 20%).   

• CHA experienced an annual 10 – 12% increase in its employee health insurance 
premiums over the last 4 years.  

 
Major factors driving change in patient revenues include:   
• CHA has experienced growing ambulatory and primary care volumes from 2006 to 2008, 

while its acute inpatient discharges remained flat.   Hospitals have historically relied on 
contribution margins from inpatient care to help cross-subsidize poorly reimbursed 
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primary care.  CHA’s service mix and private payer rate inadequacy have not afforded 
financial cross-subsidization of its growing primary and ambulatory care volumes. 

 
 
7) Are the costs of acquiring medical equipment and technologies increasing, decreasing, or staying 

the same? Why and how do you think this is the case? What contribution is this having on your 
overall costs? 

 
The costs of acquiring medical equipment and technologies continually increase with 
underlying inflation as equipment requires routine replacement as well as the demands for 
new technological innovation and refinements that allow new tests, faster turnaround with 
diagnostics, and less invasive procedures to be performed. 
 
CHA has faced constrained ability to fund capital expenditure. CHA has largely invested its 
limited capital funds for necessary infrastructure, physical plant and equipment 
replacement.   CHA has not invested capital for the introduction of highly-specialized 
diagnostic or procedural services, such as diagnostic cardiac catheterization lab or radiation 
oncology, that would be redundant in our service area. 
 
In addition to the ongoing need to maintain physical plant and medical equipment, CHA 
has invested in an ambulatory and emergency department electronic medical records 
system.  The future implementation of the full electronic medical record system, including 
the inpatient component, will require appreciable investments over several additional years 
and will be contingent on access to federal stimulus funds.  
 

 
The following questions relate specifically to your experience in service prices and mix of 
services provided: 
 
8) What factors do you consider when negotiating payment rates for inpatient care and outpatient 

services?  Please explain each factor (e.g., labor costs) and rank them in the order of impact on 
negotiated rates.  

CHA has recently gone through an extensive managed care re-contracting process to try to 
move private insurance rates closer to market rates. It has been difficult for CHA to get to 
competitive rates because our privately insured patient populations are comparatively small 
and we, therefore, lack leverage with private payers.   Several key factors are taken into 
account:  1) achieving reimbursement rates in keeping with the market and the health care 
costs of services delivered; 2) attaining a full-service comprehensive contract for all services 
within CHA; 3) attaining improvement in behavioral health reimbursement for the inpatient 
and outpatient continuum of care that is typically reimbursed in the range of 50% of costs; 
and 4) incorporating quality incentives and payment redesign in line with greater support of 
primary care and patient-centered medical homes; and 5) exploration of alternative payment 
models, such as global payments. 

CHA seeks to obtain private insurance contracts with all plans offered in our geographic 
area for the full continuum of health care services we provide, including inpatient, 
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outpatient and diagnostic medical and behavioral health services and our extensive primary 
care services at hospital-licensed health centers and satellite locations. 

It is our principal, in keeping with Massachusetts payment reform goals, to provide 
coordinated care to our patients within our delivery system.   

Achieving a full-service comprehensive contract with private insurances can be especially 
challenging due to the behavioral health carve-out arrangements in place at all the major 
Massachusetts private insurers. 

Providers delivering and patients in need of significant Behavioral Health services are 
poorly served by the current health plan contracting process, the low rates paid in its broken 
payment system, and a lack of integration of medical and mental health care.  

First, private insurance reimbursement and traditional case mix models do not account for 
the resource intensity required to provide psychiatric care. Medicare has recently begun to 
recognize this inequity and has changed the psychiatric inpatient payment with a new PPS 
model to include adjustments for co-morbidities, age, and related factors. Other payers 
should follow this lead. 

Second, most insurers carve out behavioral health services to large, national for-profit 
Behavioral Health vendors, which results in additional administrative burden (including 
dealing with two different health plan services authorization processes and frequent even 
daily authorizations required for inpatient behavioral health care) and the fragmentation of 
patient care (versus coordinated medical and behavioral health).  

As a result of the use of Behavioral Health carve-out vendors, most insurers require that 
providers contract independently with their carve-out vendor and with the insurer itself for 
medical services.  This is highly burdensome and can result in patient care disruption when 
the provider cannot reach a contract agreement with an insurer’s behavioral health carve-out 
vendor. 

Current contracting provisions utilized by insurers do not recognize the essential support 
services demanded by diverse and at-risk patient populations seen by safety net providers. 
These services are essential to health but unreimbursed. Included are 
interpreter/translation services, patient education, social workers, care managers, outreach 
workers and financial counselors for the population we serve.  

 
9) Do you generally negotiate contracts with carriers as part of a larger system or as an individual 

facility? Is there a material difference in how you approach contracts when you are contracting 
as part of a system vs. as an individual facility? 

 
CHA pursues system-wide insurance contracts for its entire hospital and health center 
system. 

 
10) If applicable, do the services provided in your outpatient facilities in suburban areas differ from 

those in Boston? If so, how? For those services offered in both locations, do you charge the 
same or similar rates for all locations? If not, how do the rates – or price paid per person - differ 
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and based on what factors? Are these facilities competing with community physicians or 
hospitals, or both for the same patients?  

 
Not applicable. 
 
11) How has the expansion of outpatient facilities impacted the composition of surgical and medical 

admissions to your institution? How has the expansion of outpatient facilities impacted the price 
or cost paid per person of your institution?  

 
CHA offered enhanced primary care services during the 2006 – 2008 period.  As part of 
efforts to address the primary care shortage, CHA initiated a new 24 resident Family 
Medicine Residency Program at a new hospital-licensed clinic in Malden, which is an 
underserved area and part of the primary service area for our Whidden Hospital campus.   
 
CHA is located in close proximity to the downtown Boston academic medical centers.  As 
such, CHA has experienced the industry-wide trends where some routine outpatient care 
and secondary inpatient care, mostly surgical cases, has shifted to academic medical 
centers.  
 
Statewide data available from publicly available sources reveals that teaching hospitals saw 
an overall increase of 3.5% in the number of inpatient discharges across all payers between 
2006 and 2008, while community hospitals had flat volume and DSH hospitals experienced a 
-2% inpatient decline.  Teaching hospitals experienced a 2% increase in the number of 
private insurance inpatient discharges, while community hospitals and DSH hospitals 
experienced declines of -4% and -3% respectively, and statewide private insurance inpatient 
discharges declined by -1%.   This shift of inpatient care away from community hospitals to 
tertiary hospitals weakens the services mix remaining at community hospitals with negative 
financial implications.   
 
Please also see the response to Exhibit B, question 5. 
 
 
12) How does the variation in prices among different providers in your peer group (e.g., 

teaching/community hospitals, providers in your geographic area, your key competitors) affect 
the payment rate increase you seek in negotiations with health plans?  Please provide an 
explanation of how you define your “peer group”.  

 
CHA seeks to attain adequate reimbursement relative to the costs of medical and behavioral 
health services provided.  We strive to attain market rates.  CHA is located in the inner 
Greater Boston health care market and wage area.  The reimbursement rates attained by 
area hospitals, notably Boston academic medical centers, sets the bar in terms of wage 
expectations especially for shortage professions such as nursing, radiology and other fields. 
 
CHA is unique in terms of its peer group in Massachusetts.  CHA is a community, 
disproportionate share (DSH) hospital as well as a major teaching hospital (due to our large 
primary care and community medicine training programs) by state regulatory standards.  
CHA does not offer tertiary hospital-level services and is, therefore, distinguished from other 
major Massachusetts teaching hospitals in this regard.  In addition to our non-tertiary 
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status, the combination of three additional characteristics clearly differentiate CHA from 
other Massachusetts hospitals:  1) the scope of our behavioral health inpatient and 
outpatient services, which comprised  46% of CHA’s total inpatient days in 2008; 2) the size 
of our hospital-owned and licensed ambulatory care services (685,680 annual visits in 2008) 
for a hospital system of our size; and 3) CHA’s highly concentrated Medicaid and low-
income public payer mix at about 50% and overall government payer mix including 
Medicare of approximately 85%. 
 
Because of these unique hospital characteristics, CHA’s peer group is other public hospitals 
nationally through the National Association of Public Hospitals.   Due to CHA’s unique 
hospital characteristics, it has been difficult both for CHA and for health insurers to define a 
local peer group of hospitals related to negotiations to improve our reimbursement rates.   
  
CHA takes into consideration area hospital information from geographically proximate 
hospitals, the other Massachusetts hospital with comparable high low-income public payer 
mix, and those hospitals with significant behavioral health inpatient services.   
 
With respect to the aggregate trends, please comment: 
 
13) What specific actions has your organization taken already to address these trends in the short 

term or long term? What current factors limit the ability of your organization to execute these 
strategies effectively? 

 
CHA adopted the planned care model in 2001 as a framework for delivering coordinated 
care for diabetes, asthma and depression and is currently piloting the patient-centered 
medical home model at several sites. Simultaneously, CHA began to develop a sophisticated 
electronic medical record and disease registries to support the planned care work.   
 
CHA has recently begun implementation of a strong platform for complex care 
management for high cost patients. CHA launched a groundbreaking multi-stakeholder 
initiative – a program to improve community-based services to the 2,000 most medically 
complex and high-cost Medicaid patients - the 10% of the population that drives sixty-
percent of the total medical costs.  
 
To address general access barriers that can lead to avoidable emergency department 
utilization, CHA has over many years offered extended hours in many of our primary care 
clinics, including evening and weekend appointments, to meet the needs of our patients. 
Currently, 16 CHA ambulatory sites (including 3 Teen centers) have after hours on 
weekdays and three have Saturday hours.   
 
CHA has also implemented processes to refer emergency services patients to CHA primary 
care physicians when they do not have a PCP affiliation. 
 
CHA also implemented a major inpatient and outpatient services reconfiguration plan in 
2009 in response to significant state budget challenges in light of the economic downturn.   
On the inpatient side, CHA closed 35 adult inpatient psychiatry beds, 26 adult inpatient 
addictions beds, its inpatient pediatrics unit, as well as relocation of all Somerville Hospital 
medical and surgical inpatient beds to the Cambridge Hospital.     
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On the outpatient side, 6 primary care sites were closed and merged with other primary care 
sites; consolidated 4 specialty clinic and a dental clinic with other existing sites to achieve 
economies of scale while minimizing access impacts.  In addition, outpatient mental health 
services were refocused on patients in CHA’s primary care network and primary service 
area, resulting in a 20% reduction in visit volume targeted in FY2010. 
 
Beginning in 2009, CHA has undertaken substantial cost mitigation measures, including a 
number of one-time initiatives such as freezing salaries and increasing employee’s share of 
health insurance premiums, and limiting capital expenditures to infrastructure, safety, and 
restructuring/consolidation requirements. These include a workforce reduction of 447 
FTEs (below 2008 levels), a wage freeze, executive and physician leaders total 
compensation reduction of 9%, manager reduction of annual vacation time by 5 days, and 
an increase employee’s share of health insurance premiums from 15% to 20%.  CHA 
employees and physicians voluntarily reduced salary/earned time by over $1 Million during 
the current FY 2010.   
 
 
14) What types of systemic changes would be most helpful in reducing cost trends without 

sacrificing quality and consumer access? What other systemic or policy changes do you think 
would encourage or help health care providers to operate more efficiently? What changes would 
you suggest to encourage treatment of routine care at less expensive, but appropriate settings? 

 
Payment Reform and the Transition to Accountable Care Organization Models:   
CHA supports payment reform, quality initiatives and the transition to Accountable Care 
Organizations and global payment models. However, we are concerned that we don’t 
qualify for currently available private payer models (such as the Alternative Quality 
Contract) because of the small size of each private payer’s membership assigned to CHA. 

 
Payment reform is the right thing to do in order to better align the health care payment and 
delivery systems with the goals of improving health and wellness, and ultimately the cost-
effectiveness of care.    We also feel today’s fee-for-service system does not fit well with the 
objectives for a cost-effective means of care and does not support the patient-centered, 
community-based, primary and behavioral health model of care that CHA provides.    
 
The current payment model does not reimburse for disease management and care 
coordination, which reduce the frequency of visits to hospitals and physicians.  Our work for 
children with asthma illustrates the important gains that can be made in improving health, 
reducing avoidable hospitalizations and emergency room care, and, ultimately, cost savings.  
As a result of this program:  

• Inpatient admissions for children enrolled in the asthma program decreased 
90%, from 9% in 2001 to 1.2% in 2008. 

• Emergency department use declined 65%, from 20% to 7% during the same 
period, improving the patients’ health while saving payers the costs of the 
avoided inpatient stays and emergency department visits. 
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• These payer savings were lost revenues for hospital based care.  This is noted 
only to illustrate the lack of alignment between current payments and quality 
of outcomes. 

 
Many primary care activities we provide today that are essential to health improvement are 
non-reimbursable under the current system.  These include care coordination for chronic 
disease, increased access for patient visits, culturally and language appropriate visits, 
physician-directed group visits, phone or personal outreach to hard to reach populations, 
and other team based functions essential to good care. To achieve the goals outlined above, 
we support a “medical home” platform. 
 
Consumer Engagement in Health Plan Benefit Design:   
Insurers and providers should utilize similar practices to encourage care in less expensive 
but appropriate settings by placing the patient in the economic equation when deciding the 
location of health care services such as that deployed in the pharmacy management 
philosophy to encourage greater usage of generic vs. non-generic prescription drugs.  
 
Administrative Burden and Complexity: 
There is little standardization in the way the various health plans contract and administer 
their insurance products today.  This results in high administrative costs and complexity.  
Private payers have different standards for their contract provisions, for claims 
administration, denials management, patient care referrals, preauthorization requirements, 
and quality measures.  Greater standardization is needed across payers to align quality 
incentives and to reduce the unnecessary administrative burdens on clinical, quality and 
financial staff.   Reducing this unnecessary administrative burden on both the provider side 
and insurer side can measurably reduce overall cost trends as reflected in insurance 
premiums in the range of 2% to 5%.  
 

 
 

15) Could enhanced competition or government intervention or a combination of both mitigate the 
cost trends found in the Divisions report? Please describe the nature of the changes you would 
recommend.  In addition, please address the following: 

a. What would be the impact on your organization of making data public regarding quality 
and the reimbursement rates paid by each carrier to each hospital or system in a manner 
that identifies all relevant organizations?  What is the advantage or disadvantage to your 
organization of the current confidential system?   

 
CHA believes that greater oversight is needed in the private insurance market in terms of 
addressing current reimbursement inequities in the system and instituting the payment 
reforms necessary to transform the delivery of health care and ultimately mitigate health 
care cost pressures in the future.  There is an important government oversight and 
convening role in implementing the recommendations of the Massachusetts Payment 
Reform Commission. 
 
CHA supports the overall recommendations of the Payment Reform Commission to move 
toward Accountable Care Organizations and Global Payment methods.  However, the irony 
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is that it is not possible to overlay a Global Payment model on the current private insurance 
reimbursement rates – with well documented disparity across providers for the same service.    
 
A.  CHA generally supports the transparency of quality and reimbursement information.  
CHA supports public transparency with respect to reimbursement rates paid by each 
insurance carrier to each hospital system.   
 
Importantly, such information geared toward consumers and the general public will need to 
be made available in a format that is readily discernible to lay persons and where sound 
comparisons can be made.  Consumer education is an essential component.    
 
As with information published by the Health Care Cost and Quality Council, there are 
several important variables that must be taken into account in making further quality and 
financial information public, including 1) how to best represent clinical outcomes and cost 
differences in the patient populations served in terms of economic, social, and cultural 
complexities and determinants of health; and 2) how low volumes in each private insurer 
plan can often lead to misinterpretation of quality and efficiency data.  It may be preferable 
for any such published metrics and for quality thresholds instituted by payers to include a 
larger cohort of patients versus payer specific cohorts when low volumes are at hand.  The 
current quality approach can disadvantage providers with small volumes in each plan. For 
Cambridge Health Alliance due to our small private payer population, we may not meet the 
volume thresholds for individual private payers required to qualify for quality payments even 
though our quality is high in the aggregate. In tiered network plans, since each health plan 
bases measures only on its members, CHA often does not meet the minimum threshold to 
be measured – which results in CHA being misrepresented in terms of the 
quality/efficiency of its providers. 
 
 
With respect to future years’ Cost Trends Reports:  
 
16) Please identify any additional cost drivers that you believe should be examined in subsequent 

years and explain your reasoning. 
 
The following are several additional areas for examination:  
 
Examination of Public Payers: 
An examination of public payers is needed, including Medicaid, Medicare, Commonwealth 
Care and the Health Safety Net Fund.  The adequacy of reimbursement rates across all 
payers contributes to systemic cost-shifting, and both public and private payer rate 
adequacy steps are needed to balance the equation going forward. 
 
Analysis to Inform Corrective Actions Needed to Recalibrate Inequitable Payment System 
Toward Greater Primary Care: 
Today’s fee-for-service system, that reimburses more not only for greater volumes of 
services but for higher acuity, procedural-based services, incents the health care industry to 
invest in these areas.   Hospitals and health care providers like CHA that provide essential, 
but poorly reimbursing services like primary care and behavioral health care have been 
unable to cross-subsidize those money-losing services with revenue generated in other 

 13



Cambridge Health Alliance 
Testimony in Response to Exhibit B:  DHCFP Questions 
March 4, 2010 
 
areas, which continues to weaken a fragile but critical safety net system.  Redistribution of 
payment rates to primary care and behavioral health services is critical.   
 
Further analysis is needed to inform the corrective actions needed to today’s reimbursement 
system, which has created economic incentives that are not aligned with the primary care 
and routine ambulatory care, which has demonstrated value in promoting overall wellness 
and mitigating health care costs in the long-term.  This will help inform the payment system 
recalibration across services that is vital toward the movement so that these preventive and 
wellness services can receive adequate reimbursement and stand on their own as the 
centerpiece of the new ACO and patient-centered medical home models of care.  
 
Administrative Simplification and Standardization: 
Administrative simplification and standardization should be explored in all areas.  Please 
also see the response to Exhibit B, question 14.   
 
Prescription Drugs: 
Pharmacy costs represent 18% or $2.4 Billion in Massachusetts 2008 private insurance 
expenditures.  While greater usage of generics has mitigated annual growth in prescription 
drug expenditures, this is an area for ongoing review and policy setting, including in direct-
to-consumer marketing. 
 
Chronic Disease Management: 
The prevalence of chronic disease and the large associated proportion of medical 
expenditures to treat its symptoms demand the collective attention of providers, insurers, 
businesses, consumers, and government.  Creative initiatives and investments should be 
explored to educate individuals to become more involved in the management of chronic 
disease and healthy lifestyles and for physicians and other providers to be able to devote 
more of their medical practice to these activities.  More collective initiatives and resources 
should be deployed in this area. 

  
 
17) Please provide any additional comments or observations you believe will help to inform our 

hearing and our final recommendations.  
 
CHA would like to underscore the following areas in the final recommendations: 
 
Private Insurance Administrative Cost Savings:  
 DHCFP’s Health Care Cost Trends Part III report indicates that 11.4% (or over $1 Billion 
annually) of Massachusetts fully-insured private health insurance premiums go toward 
administrative costs.  Review of health plan overhead, claims reserves, and administrative 
expenses, including marketing expenses, must be included in near-term efforts to pursue 
potential cost savings and insurance premium relief for consumers and small businesses.  
Savings should accrue to small businesses and subscribers.   
 
Administrative Simplification:   
Overall administrative simplification and standardization is warranted, as outlined earlier in 
this testimony.  Savings achieved from administrative simplification could be redirected to 
investments needed for care coordination and prevention or to reduce premium costs. 
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Role of Insurers vs. Providers in Alternate Payment Models (ACOs):  Careful consideration 
is needed on how health insurance premium dollars should flow in alternative payment 
models.  Given that greater accountability, responsibility for care management functions, 
and risk will be assumed by health care providers (than in today’s insurance model), 
consideration should be given to how insurance premium dollars can be directed to the 
infrastructure and ongoing operational needs of ACOs.  
 
Broken Behavioral Health System:  Benefit design and payment systems must be reformed 
to link behavioral health with overall well-being.  Because of chronic inadequacy of 
inpatient and outpatient behavioral health care reimbursement, most hospitals and 
providers opt-out of providing these services as part of the continuum of care.  This must be 
reformed in order to achieve long-term goals of integrated care and behavioral health parity.  
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Cambridge Health Alliance – Inpatient and Outpatient Imaging Service Volumes 
Exhibit B: #2 B 
Type of 
Imaging Service 

FY 2007 
Inpatient & 
Outpatient 
Encounters* 

% Change from 
Prior Year 

FY 2008 
Inpatient & 
Outpatient  
Encounters* 

% Change from 
Prior Year 

Routine 
Radiology – 
Diagnostics and 
Screening 

124,484 10.2% 129,473 4% 

CT 22,039 4.8% 22,299 1.2% 
Nuclear 
Medicine 

5,656 42.5% 6,586 16.4% 

MRI 5,742 2.9% 5,489 -4.4% 
TOTAL 157,921 10% 163,847 3.8% 
* Outpatient Imaging Services are about 82% of the total volumes above. 
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Cambridge Health Alliance Testimony for Exhibit C: AGO Questions 
 
Questions 

1) Please explain and submit a summary table showing your internal costs and cost trends from 
2004 to 2008 broken out to show categories of aggregate direct costs (e.g., labor costs for all 
cost centers) and categories of indirect costs including, but not limited to, debt service, 
depreciation, advertising, bad debt, stop-loss insurance, malpractice insurance, health safety net, 
development/fundraising, administration, research, academic costs.  Please explain and submit 
supporting documents to show the methodologies you use to allocate the categories of indirect 
costs to cost centers (operating units). 

Cambridge Health Alliance (CHA) does not currently have a decision support management 
system with integrated financial performance management, revenue and cost accounting 
modules, which would enable margin analysis by service category and insurance plan as well 
as routine direct and indirect cost allocations.  CHA analyzes trends across a number of 
routine expense classifications (traditionally identified on Audited Financial Statements) on an 
annual and multi-year ongoing basis.   

Please find attached as Exhibit C: #1 a summary table of operating expense trends for standard 
hospital expense categories based on CHA’s Hospital Network financial statements for 2004 - 
2008.  The annual rate of expense growth for service line expenses decreased over the period.  
The rate of expense growth for other expenses largely declined over the period with the 
exception of significant bad debt expense growth in FY 2008, which is correlated to greater 
provision for bad debt for residually uninsured individuals not eligible for benefits.   Expense 
trends relate both to an increase in total outpatient volumes of 19.5% over the period and 
industry inflationary cost pressures consistent with the range of annual hospital inflation 
published by the Massachusetts Hospital Association. 

2) Please explain and submit supporting documents that show any steps you have taken to reduce 
or control the growth of your internal direct or indirect costs in the last 5 years.  

 
Over the five-year period from 2004 to 2008, CHA implemented numerous initiatives outlined 
below to reduce direct and indirect cost pressures and continue the implementation of primary 
care models aimed at the effective management of chronic disease and reduction of avoidable 
hospitalization and emergency service usage.  In 2009, CHA also implemented a major 
hospital services reconfiguration, which is summarized below, to preserve core services in its 
communities while taking bold yet difficult steps to consolidate its clinical services footprint 
and achieve economies of scale. 
  

1) Energy management initiatives, including energy purchasing cooperatives and energy 
conservation and efficiency initiatives within electrical, heating and air conditioning, 
ventilation, water utilization, and boiler plan systems that now realize annualized 
energy cost savings of $2 Million since 2003.     

2) Achieved over $1 Million in annual savings in supplies and service contracts through 
group purchasing and participation in a regional buying cooperative.  Other supplies 
utilization and product standardization efforts save an additional $700,000 annually.   
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3) Implemented recommendations from a comprehensive independent labor and non-
labor benchmarking and analyses of all hospital cost centers and departments toward 
productivity gains and staffing realignment. 

4) Performed in-depth operational assessments for specific services, notably behavioral 
health services, looking at inpatient and outpatient costs, which were determined to be 
within industry standards, and the adequacy of corresponding reimbursement. 

5) Reduced all non-essential discretionary spending such as travel, conferences, and food 
services. 

6) Closed two Transitional Care Units (TCUs) during FY 2008 (Whidden campus TCU 
closed in September 2007 and Somerville campus TCU closed in June 2008), as part of 
its initiatives to reduce under-reimbursing health services given limited resources 
available in the economic environment and upon assessment that community-based 
alternatives were available to patients.   

7) Implemented major inpatient and outpatient services reconfiguration plan in 2009 in 
response to state budget challenges. On the inpatient side, CHA closed 35 adult 
inpatient psychiatry beds and 26 adult inpatient addictions beds, its inpatient pediatrics 
unit, and relocated Somerville medical and surgical inpatient beds to Cambridge 
Hospital. On the outpatient side, 6 primary care sites were closed and merged with 
other primary care sites; consolidated 4 specialty clinic and a dental clinic with other 
existing sites to achieve economies of scale while minimizing access impacts.  In 
addition, outpatient mental health services were refocused on patients in CHA’s 
primary care and primary service area, resulting in a 20% reduction in visit volume 
targeted in FY2010. 

8) Beginning in 2009, CHA has undertaken substantial cost mitigation measures, 
including a number of one-time initiatives such as freezing salaries and increasing 
employee’s share of health insurance premiums, and limiting capital expenditures to 
infrastructure, safety, and restructuring/consolidation requirements. These include a 
workforce reduction of 447 FTEs (below 2008 levels), a wage freeze, executive and 
physician leaders total compensation reduction of 9%, manager reduction of annual 
vacation time by 5 days, and an increase employee’s share of health insurance 
premiums from 15% to 20%.  CHA employees and physicians voluntarily reduced 
salary/earned time by over $1 Million during the current FY 2010.   

 

3) Please explain and submit a summary table showing your annual operating margins (positive or 
negative) from 2004 to 2008 for your entire commercial, government, and all other business 
(and please identify the carriers or programs included in each of these three aggregate margins). 
Please explain and submit supporting documents to show the mechanics of how you calculate 
your margin from your accounting system and identify whether you exclude any direct costs or 
indirect costs, or include any grants, donations, or non-patient revenue, in calculating your 
margins. 

 
CHA does not currently have a decision support performance management system with 
integrated financial performance management, revenue and cost accounting modules, which 
would enable payer-specific operating margin analysis by service category and by insurance 
plan.     
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Please find attached in Exhibit C #3 the Division of Health Care Finance and Policy Hospital 
Financial Performance Indicators Fact Sheet for Cambridge Health Alliance for FYs 2004 
through 2008.  This information, including overall annual operating margins, corresponds to 
CHA’s audited financial statements for the hospital provider network.   
 

4) Please explain and submit supporting documents that show how your DHCFP-403 Cost 
Report submission differs from your own internal cost information including any difference in 
direct costs, indirect costs, or non-patient revenue.  

The DHCFP-403 Cost Report varies from CHA’s internal financial statements by one quarter, 
as CHA’s fiscal year spans July 1 – June 30 while the DHCFP-403 Cost Report is based on the 
October 1 – September 30 period.  

Consistent with its internal financial statements, CHA’s 403 Cost Reports include information 
for its largely employed physician medical staff model who provide quality access to all 
patients, especially low-income uninsured and underinsured patients. In FY 2008, our 
employed physicians performed 685,680 clinic visits, an increase of 111,783 from FY 2004.  Most 
other hospitals do not have significant employed physicians included in their cost reports. 

 

5) Please explain and submit a summary table showing your annual capital ratio, debt service 
coverage ratio, and cash on hand for fiscal years 2004 to 2008 and include any target ratios and 
cash position you have set to obtain bond or bank financing.  Please explain how your capital 
expenditures (property and equipment), restricted capital donations, and changes in cash 
position (endowment) have increased or decreased your internal costs and margin calculations.  

Please see attachment for Exhibit C:  #5 for the requested annual capital ratio, debt service 
coverage ratio, and cash on hand for fiscal years 2004 to 2008.  The trends in the capital ratio 
clearly indicate constraint on CHA’s ability to fund capital expenditures.  Our debt service 
coverage ratio deterioration from FY2004 of 3.68 to the FY2008 of 0.11, and for the most recent 
year end FY2009 of (0.93) negative, is truly reflective of the impact of reduced government 
payer reimbursement to safety net providers such as CHA, that also have no leverage with 
private insurers to negotiate market-level rate increases. The trend in our days cash on hand is 
another trend indication of our negative margin over the five year period.  

CHA does not have any bond or bank financing targeted financial ratios, due to limited debt 
financing.  CHA does not have restricted capital donations or appreciable endowment funds 
which could be used toward capital requirements. 

 
6) Please explain and submit supporting documents that show your internal costs, including any 

stop-loss coverage, for any risk you currently bear related to your contracts with commercial 
insurers.  Please include any analysis you have conducted on how much your costs and risk-
capital needs would change based on increases or decreases in risk you bear in relation to your 
business with commercial insurers. 

 
CHA does not presently have any risk bearing contracts with commercial insurers. CHA is 
interested in piloting new payment models, such as global payments, that align with the 
primary-care based, patient-centered medical home model at CHA.   
 



Cambridge Health Alliance
Exhibit C: #1
Internal Costs and Cost Trends
Hospital Network (from audited financial statements)

Fiscal Year Ending June 30 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008
OPERATING EXPENSES
Total Staffing Expense $194,141,716 $209,602,587 $244,282,823 $271,669,746 $294,566,404
Total Supply/Service/Train&Travel Expense $82,605,249 $108,118,105 $110,865,467 $119,858,448 $124,381,380
Advertising $428,664 $614,976 $853,049 $992,002 $605,333
Malpractice $1,355,110 $3,361,623 $2,041,950 $1,385,564 $2,326,148
Total Service Line Expenses $276,746,965 $317,720,692 $355,148,290 $391,528,194 $418,947,784

UCC Expense $1,212,265 $979,250 $1,172,530 $1,485,505 $1,298,809
Bad Debt Expense $9,549,988 $14,005,254 $14,166,641 $12,433,953 $22,232,623
Depreciation Expense $22,660,892 $24,535,753 $27,264,628 $28,782,336 $28,682,382
Interest Expense $1,742,395 $1,774,619 $2,147,065 $2,311,946 $1,988,700
Total Other Expense $35,165,540 $41,294,876 $44,750,864 $45,013,740 $54,202,514
Operating Expenses $311,912,505 $359,015,568 $399,899,154 $436,541,934 $473,150,298

OPERATING EXPENSES  (% increase over prior period) FY 2005 FY 2006 FY 2007 FY 2008
vs. FY 2004 vs. FY 2005 vs. FY 2006 vs. FY 2007

Total Staffing Expense 8.0% 16.5% 11.2% 8.4%
Total Supply/Service/Train&Travel Expense 30 9% 2 5% 8.1% 3.8%
Advertising 43 5% 38.7% 16.3% ‐39.0%
Malpractice 148.1% ‐39.3% ‐32.1% 67.9%
Total Service Line Expenses 14.8% 11.8% 10.2% 7.0%

UCC Expense ‐19 2% 19.7% 26.7% ‐12.6%
Bad Debt Expense 46.7% 1 2% ‐12.2% 78.8%
Depreciation Expense 8.3% 11.1% 5.6% ‐0.3%
Interest Expense 1.8% 21.0% 7.7% ‐14.0%
Total Other Expense 17.4% 8.4% 0.6% 20.4%
  Total Operating Expenses 15.1% 11.4% 9.2% 8.4%

Fiscal Year Ending June 30 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008
VOLUME STATISTICS
Total Discharges 17,279 16,333 16,952 17,746 16,904
  Acute Discharges 16,399 15,487 16,044 16,709 16,404
  TCU Discharges 880 846 908 1,037 500
Total Days 101,742 99,139 98,155 101,006 94,703
  Acute Days 91,751 88,691 87,234 89,852 88,784
  TCU Days 9,991 10,448 10,921 11,154 5,919
Clinic Visits 573,897 576,113 593,643 634,650 685,680

VOLUME STATISTICS  (% increase over prior period) FY 2005 FY 2006 FY 2007 FY 2008 Total
vs. FY 2004 vs. FY 2005 vs. FY 2006 vs. FY 2007 2004‐2008

Total Discharges ‐5.5% 3 8% 4.7% ‐4.7% ‐2.2%
  Acute Discharges ‐5.6% 3.6% 4.1% ‐1.8% 0.0%
  TCU Discharges ‐3.9% 7 3% 14.2% ‐51.8% ‐43.2%
Total Days ‐2.6% ‐1 0% 2.9% ‐6.2% ‐6.9%
  Acute Days ‐3.3% ‐1.6% 3.0% ‐1.2% ‐3.2%
  TCU Days 4.6% 4 5% 2.1% ‐46.9% ‐40.8%
Clinic Visits 0.4% 3.0% 6.9% 8.0% 19.5%

03/03/2010





Cambridge Health Alliance
Exhibit C: #5
Financial Ratios
Provider Network: Hospital and Physician Organization (from audited financial statements)

Fiscal Year Ending June 30 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009

Capital Ratio 0.65 0.96 1.03 1.41 0.71 0.33

Debt Service Coverage Ratio 3.68 1.39 1.23 2.66 0.11 ‐0.93

Days Cash On Hand 102 130 101 59 65 94

03/03/2010
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February 12, 2010

Ralph de la Torre, MD
President CEO
Caritas Health Systems
77 Warren Street
Boston, MA 02135

Dear Dr. de la Torre:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office (AGO), is required by state law to hold annual public hearings concerning health
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative
sample of health care providers and payers as witnesses for such hearing. In accordance with these
provisions, Caritas Health Systems has been identified as a witness and is hereby requested to submit
written testimony to the questions in “Exhibit B” and “Exhibit C” in accordance with this notice
and exhibits.

The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit
additional information that explains the premium and cost increases, to gather your perspective on
the dynamics driving the trends observed, and to obtain your recommendations for short and long
term solutions to such dynamics.

Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b)
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be
the subject of these hearings. Based on the findings of that Preliminary Report, the Attorney
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends
http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf


that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

Caritas Health Systems is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday,
February 26, 2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Caritas Health Systems no later than March 5th and determine whether you will be required
to provide oral testimony at the hearings, and if so, the time period for which you must be present.
Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures:
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and DHCFP Questions for Written Testimony
Exhibit C: Instructions and AGO Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and DHCFP Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data, or finding that differs from your organization’s experience and
the potential reasons therefore.

2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially
from these aggregate trends with respect to:

a. The rate of change in outpatient facility prices and faster revenue growth compared
with inpatient revenues;

b. The growth of revenues for outpatient imaging services;
c. Price changes versus other sources of growth in revenues, for inpatient and

outpatient services.

3) What are the one or two most important underlying causes of your experience, as described
above? Provide any information you have that will support your assertions. In particular:

a. What accounts for the growth in inpatient facility prices? What accounts for the
growth of hospital outpatient facility price per service?  What accounts for the
growth in utilization of outpatient hospital facility services? Do you foresee the same
factors continuing to drive the growth in total facility revenues in future years?

b.  How does your relative market position or market share affect your cost or revenue
trends?

4) The concentration of teaching hospitals in Boston means that tertiary hospitals effectively serve
as the “community hospital” for many patients.  If your hospital is located in Boston, what
reasonable solutions could your organization develop to provide routine care in less expensive –

mailto:costtrends@hcf.state.ma.us
mailto:Nordahl@state.ma.us
www.mass.gov/dhcfp/costtrends


but appropriate - settings? If your hospital competes for patients with a teaching hospital
outpatient facility, how has this impacted your revenues, costs and service mix?

5) Overall, we found an increase in the proportion of services being provided in more expensive
settings. Is this trend occurring in your market area? What is driving this trend and what
solutions would moderate this trend without impacting quality?

6) From 2006-2008, what was your average annual increase in labor costs compared with your
average annual increase in patient revenue? What are the major factors driving change in labor
costs? What are the major factors driving change in patient revenues?

7) Are the costs of acquiring medical equipment and technologies increasing, decreasing, or staying
the same? Why and how do you think this is the case? What contribution is this having on your
overall costs?

The following questions relate specifically to your experience in service prices and mix of
services provided:

8) What factors do you consider when negotiating payment rates for inpatient care and outpatient
services?  Please explain each factor (e.g., labor costs) and rank them in the order of impact on
negotiated rates.

9) Do you generally negotiate contracts with carriers as part of a larger system or as an individual
facility? Is there a material difference in how you approach contracts when you are contracting
as part of a system vs. as an individual facility?

10) If applicable, do the services provided in your outpatient facilities in suburban areas differ from
those in Boston? If so, how? For those services offered in both locations, do you charge the
same or similar rates for all locations? If not, how do the rates – or price paid per person - differ
and based on what factors? Are these facilities competing with community physicians or
hospitals, or both for the same patients?

11) How has the expansion of outpatient facilities impacted the composition of surgical and medical
admissions to your institution? How has the expansion of outpatient facilities impacted the price
or cost paid per person of your institution?

12) How does the variation in prices among different providers in your peer group (e.g.,
teaching/community hospitals, providers in your geographic area, your key competitors) affect
the payment rate increase you seek in negotiations with health plans?  Please provide an
explanation of how you define your “peer group”.

With respect to the aggregate trends, please comment:

13) What specific actions has your organization taken already to address these trends in the short
term or long term? What current factors limit the ability of your organization to execute these
strategies effectively?

14) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think



would encourage or help health care providers to operate more efficiently? What changes would
you suggest to encourage treatment of routine care at less expensive, but appropriate settings?

15) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding quality
and the reimbursement rates paid by each carrier to each hospital or system in a manner
that identifies all relevant organizations?  What is the advantage or disadvantage to your
organization of the current confidential system?

With respect to future years’ Cost Trends Reports:

16) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

17) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Exhibit C: Instructions and AGO Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax).

Questions

1) Please explain and submit a summary table showing your internal costs and cost trends from
2004 to 2008 broken out to show categories of aggregate direct costs (e.g., labor costs for all cost
centers) and categories of indirect costs including, but not limited to, debt service, depreciation,
advertising, bad debt, stop-loss insurance, malpractice insurance, health safety net,
development/fundraising, administration, research, academic costs.  Please explain and submit
supporting documents to show the methodologies you use to allocate the categories of indirect
costs to cost centers (operating units).

2) Please explain and submit supporting documents that show any steps you have taken to reduce
or control the growth of your internal direct or indirect costs in the last 5 years.

3) Please explain and submit a summary table showing your annual operating margins (positive or
negative) from 2004 to 2008 for your entire commercial, government, and all other business (and
please identify the carriers or programs included in each of these three aggregate margins). Please
explain and submit supporting documents to show the mechanics of how you calculate your
margin from your accounting system and identify whether you exclude any direct costs or
indirect costs, or include any grants, donations, or non-patient revenue, in calculating your
margins.

4) Please explain and submit supporting documents that show how your DHCFP-403 Cost Report
submission differs from your own internal cost information including any difference in direct
costs, indirect costs, or non-patient revenue.

mailto:costtrends@hcf.state.ma.us
mailto:Reid@state.ma.us


5) Please explain and submit a summary table showing your annual capital ratio, debt service
coverage ratio, and cash on hand for fiscal years 2004 to 2008 and include any target ratios and
cash position you have set to obtain bond or bank financing.  Please explain how your capital
expenditures (property and equipment), restricted capital donations, and changes in cash
position (endowment) have increased or decreased your internal costs and margin calculations.

6) Please explain and submit supporting documents that show your internal costs, including any
stop-loss coverage, for any risk you currently bear related to your contracts with commercial
insurers.  Please include any analysis you have conducted on how much your costs and risk-
capital needs would change based on increases or decreases in risk you bear in relation to your
business with commercial insurers.
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Caritas Christi’s Responses to the Massachusetts Division of Health 
Care Finance and Policy’s Questions in Connection with Health Care 

Costs and Trends 
 

Caritas Christi’s Introductory Remarks 

As the largest community-based integrated health care delivery system in New England, Caritas 
believes it has both the responsibility and the ability to offer the Commonwealth the best value 
and means to manage overall medical costs over the long term.  Caritas has focused on re-
engineering its health care delivery system to offer enhanced access to high quality and 
affordable health care in the communities we serve.  We have focused our efforts in the 
following three areas with a vision of becoming the leading community-based Accountable Care 
Organization in Massachusetts: 

a. Improving system integration to yield economies of scale. 

i. Consolidating Hospital operations functions across 6 hospitals 

ii. Consolidating Health Carrier Operations across 6 hospitals and 7 
physician IPAs 

b. Investing substantially in EHR/EMR and CPOE to improve quality and reduce 
medical errors. 

c. Enhancing both the clinical and financial integration of the 7 physician IPAs 
with the Hospitals to improve our performance as an Accountable Care 
Organization – an organization taking accountability for the overall cost and 
quality of care to the population it serves. 
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Exhibit B: 

Question 1:  

Caritas Christi’s Summary  - Cost Drivers and Recommendations:  

Caritas believes that investment in community-based Accountable Care Organizations, in 
conjunction with insurance product reform supported by legislation, will lead to long term, 
sustainable health premium trends.   
 
From Caritas’ perspective, the root cause of the health care financial crisis has been a vicious 
cycle of: 

•  Proliferation of insurance products which lacked disincentives for consumers to 
seek health care services at the most expensive settings  

• Most expensive providers leveraging consumer brand image to further increase 
rates and  fees  

• Hesitance/fearfulness of insurers and purchasers to create options for consumers 
for more community-based limited network products. 

• Disproportionately fewer resources invested in community hospitals and 
providers. Lack of investment in community that reduces access to community 
care.  

 
To break this cycle, we recommend focusing policy on supporting two attainable changes: 

• Insurer and purchaser commitments to invest in community based Accountable 
Care Organizations  - where ACOs commit to long term ROI 

• Insurer and purchaser commitment to develop insurance products that provide 
substantial incentives to consume care in community settings. 

• Employer policies that highlight rate differences, not mask them. 
 
As described in the AG’s report on costs and trends, reimbursement model alone, does not 
correlate to lower TME.  This is because health plans have not created products to encourage 
use of ACOs that embark on risk reimbursement models. 
 
Health Plans can leverage this model to reign in premiums immediately by charging 
premiums set at the total medical expense of members who select Community Based ACO 
PCPs.   In order of these premiums to be viable for plans in the short and long terms, health 
plans would either have to: 

• Develop Limited Network Products 
• Lower the payment rates to the most expensive providers. 
• Develop a percent of cost pricing model for limited network products. 
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An investment in a community based ACO will likely required short term unit price increases 
to address part of the disparities with highly paid providers; especially in the physician 
market.  In return, the community based ACOs would commit to maintaining lower total 
medical expense TME costs and trends for their patients.  This value results in the ROI on the 
investment to the community based providers.  One of the ways an ACOs can commit to an 
ROI is by taking risk on the overall value offered (TME and Quality).  This represents a 
dramatic shift in paradigms from ‘paying for brand’ to ‘paying for value’.  As community 
based ACOs take responsibility for both the overall cost and quality of the care, ACOs also 
have to commit to delivering high quality care. 
The paradigm shift to paying community based ACOs on overall value, offers a valuable 
alternative to trying to control for total medical expense by regulating unit price.  An 
important negative consequence of unit price inflation regulation is that it locks in the 
historical disparities caused by ‘vicious cycle’ describe above: Faulty Products – Brand 
Leverage – Insurer fear  - Reduced investment and access to community care. 
 
We estimate that a limited network product centered on ACOs could reduce premiums for 
employer groups such as the GIC and our neighboring municipalities by 10% - 30% while 
maintaining the overall quality of care.  More importantly, these products-- particularly those 
reflecting a shift in payment strategy-- will alter the current rate of health care inflation.We 
would encourage all health plans to offer both larger group, mid-sized,  small and individual 
markets access to community-based ACO products via both fully insured and self insured 
products.  
 
An additional way to allow self insured groups access to ACO products would be to change 
legislation to allow self insured businesses to buy their insurance in conjunction with a large 
self insured ACO.  This perhaps would be the most efficient means to give businesses and 
municipalities access to more affordable products. 
. 
Caritas is willing and able to partner with health plans to develop more affordable products 
focused on encouraging patients to work within an accountable care organization.  We have 
already demonstrated to the Connector Authority that such arrangements produce the lowest 
price products and lower health care cost trends. 
 

Caritas also believes that investments in accountable care organizations and products that 
encourage members to seek care within accountable care organizations are better spent than 
investments into delivery systems or health carriers whose operating models have not evolved, as 
Caritas Christi’s has, to efficiently support health reform efforts. 

. 

2:   While we are a low cost provider, we generally do not see trends in our specific data 
that we believe differ materially from the general trends with respect to the rate of change in 
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outpatient facility prices or revenue growth.  We have seen a growth in outpatient during that 
time frame.  However, that growth has slowed in several of our markets due to increased 
competition from free-standing and physician-owned imaging, radiation oncology center and 
ambulatory surgery centers.  These free-standing centers – while touting that they are lower cost 
and more efficiency – actually serve to increase the cost of care at the hospital since we must 
maintain the service for inpatients, emergency service patients and outpatients who utilize our 
campuses.  Additionally, many of these services maintain facilities that are not subject to the 
same degree of regulatory oversight as a “hospital-licensed” facility.   

3a: As a general statement, inpatient facility prices (and outpatient as well) at our 
facilities are driven up based on inflationary pressures in our cost base.  Our single largest cost is 
the labor expense.  Many institutions struggle to keep up with the labor costs that outstrip 
inflation.   To this end, the indexed inflators agreed to by 1199SEIU and Caritas Christi are a 
landmark to control these pressures.  While we are extremely efficient in areas such as labor cost 
per adjusted occupied bed, wages rates per hour continue to increase.  The same could be said of 
utility costs, the cost of drugs and the cost of medical supplies. 

 3b:  Caritas cost and revenue trends have been negatively impacted by the 
disproportionate investment in tertiary facilities and their affiliated physicians as well as the shift 
of services to free-standing facilities in some markets. 

Question 4:  Caritas is particularly affected by the concentration of tertiary teaching hospitals in 
Boston.   Caritas St. Elizabeth’s Medical Center is one of the key community teaching hospitals 
in Boston; however, it receives substantially fewer resources than the tertiary teaching hospitals 
in Boston for ‘community care’, or non-tertiary care.   This affects the overall cost of premiums 
in two ways;  first, teaching hospitals draw an increasing proportion  of ‘community care’ from 
community hospitals, and second, they are paid higher rates for the same community services, 
allowing them to gain further traction in the medical arms race  

Question 5:  Yes, see above.  In addition to ‘false’ brand perceptions, the other key driver in the 
growing proportion of services being provided in more expensive settings is the extraordinary 
disparities in physician reimbursement and the leverage this gives to the associated tertiary 
facility to pull volume out of community care.  The negative financial impact lies not in the 
higher physician rates, but in the pressure these contacting networks place on physicians to send 
volume to substantially more expensive centers.  Furthermore, these contracting networks often 
allow their “community” physicians to not accept government insurance programs, adding to the 
payor disparity in these communities 
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Question 6: We do not separately report this information.  The cost of labor at our facilities has 
increased an average of 3.5% - 5.5% per year over the last several years.  These increases have 
been tempered in the past with reductions in unproductive time and the eliminations of programs. 

 

Question 7:  Depending on the technology acquisitions costs are increasing, decreasing and/or 
staying the same.  For example, the cost of high-end technology (such as CT Scan equipment) is 
decreasing.  However, the need for new, more complex technology often drives the cost of 
replacing equipment up.  The challenge though is not necessarily in the acquisition price but 
rather in the cost of capital associated with acquiring these technologies.  For organizations like 
Caritas that are “capital constrained” (particularly in this era of high volatility in the investment 
and debt markets), financing the acquisition becomes as much of a concern as the acquisition 
price.  This obviously leads to disparities in the market based on “access to capital” rather than 
the potential barriers of a (generally negotiable) “acquisition price” The previously described 
“medical arms race” also has the unintended consequence of masking the profitability of capital 
rich institutions.  Since hospital earnings are reported as net margins and not EBIDA, hospitals 
that have heavily invested in high-end equipment carry a larger depreciation charge.  This allows 
them to state earnings that appear modest.Question 8:  Caritas considers the costs of providing 
care (labor, capital needs, and energy), but increasingly focuses on the investments needed to 
transform Caritas into a leading Accountable Care Organization that can deliver and ROI and 
value to consumers. The investments needed include investments in EMR/EHR, CPOE, IT 
systems integration, care management and referral management reporting.  Caritas also considers 
the health plans willingness to develop limited network products.   We must also consider the 
competitive landscape, as a community based Accountable Care Organization cannot survive 
with major price disparities in the network, as higher cost physician organizations can 
consistently hire away efficient community based providers.  The constant strain caused by the 
migration of physicians undermines the ability of ACO to manage care and costs. For Caritas, 
our ability to aggressively price parallels our ability to price on the margin.  Since we have 
adequate capacity in most of our hospitals, any product that grows volume allows us to discount 
the product in its entirety. 

 

With regard to risk contracts, Caritas will analyze cost trends and projections using publically 
available market data, payment trends, inflation indexes, and when possible, the overall medical 
cost of patients who select Caritas primary care physicians, as well as changes in illness burden.  
Caritas also considers the systems capability of health plans, their ability to correctly adjudicate 
claims, and number of claims inappropriately denied, and the amount of effort Caritas must 
invest to dispute claims problems. 
 
Caritas also factors in creative solutions.  The contracting and rate negotiation process across 
markets is consistently uninspired.  Negotiations typically lack creativity and innovation.  Plans 
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place too much focus on zero-sum negotiations that focus on unit price, and imposing additional 
rules that allow them to deny payments based on administrative requirements.  Plans miss 
opportunities to invest in supporting the development of accountable care organizations that take 
responsibility for managing the overall cost and quality of care.  The business models of 
Medicaid and Comm Care MCO plans are the least able to structure contracts in a way that 
focuses incentives and investments on controlling overall medical expense.  
 
Caritas also considers the willingness and ability of plans to collaborate with Caritas Christi in 
utilization management and to support our efforts to encourage patients to communicate with 
their primary care physicians regarding care coordination. 
 
Also note that Caritas is among the most efficient with respect to the resources it requires to 
negotiate contracts. As part of its efforts to reengineer and consolidate operations across the 
system, over the past five years Caritas has reduced it FTEs per hospital devoted to contract and 
rate negotiations from 1-2 per hospital to .3 - .5 per hospital.  This staff is also dedicated to 
negotiating risk contracts for Caritas’ 1,100 physicians.   
 
Question 9: It is essential for an accountable care organization to successfully manage the overall 
costs and quality of care to and to coordinate as much patient care as possible through 
components that are interconnected with electronic health records and electronic order entry.  
This improves quality and enhances efficiency.  Furthermore, Caritas has made a commitment to 
payment reform in our attempt to lower health care costs in the Commonwealth.  This involves 
risk-based contracts.  For these reasons, Caritas generally negotiates contracts as a system.  
 
 
Question 10:  As all of Caritas’s hospitals are community based hospitals, we have very little 
variability in our outpatient rates across the system.  There is some variability due to historical 
differences. 
 
Question 11:   The expansion of outpatient facilities has negatively impacted our ability to 
manage overall TME.  With the evolution of risk based contracts and development of 
accountable care organizations, there is less importance placed on unit price and more 
importance placed on integrated care.  The expansion of outpatient facilities does not offer a unit 
price benefit in global budget market, it only serves to dis-integrate care by drawing consumers 
to a facility that is not connected to the EMR, not the quality initiates, nor the care coordination.  
There is also little to know control on the number of services provided. In an inpatient setting, 
many of these services helped cover the fixed expenses of nonprofitable services.  As these 
services were stripped out and their profitability redirected, these fixed costs were absorbed and 
necessarily covered by higher rates in the remaining services. 
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Question 12:  With regard to hospitals, Caritas is substantially impacted by the disproportionate 
investment made to tertiary hospitals.  After the health plans distribute premium increases to the 
major facilities, there is little if anything to invest in community hospitals.  This is related to the 
‘vicious cycle’ effect described in #1.  Furthermore, the Commonwealth of Massachusetts, as a 
significant payor, is also culpable in the described scenario.  The payment differential manifest in 
rates as well as direct subsidiaries provided large DSH hospitals has led to a government 
imbalance that mirrors the payors. 

 

With regard to physicians, a community based Accountable Care Organization cannot survive 
with major price disparities in the network, as higher cost physician organizations can 
consistently hire away efficient community based providers after they have been trained in 
performing efficiently.  The constant strain caused by the migration of physicians undermines the 
ability of ACO to manage care and costs. This issue is expanded in the answer to Question 4. 

Question 13 – Please see introductory remarks and #1 

Question 14 - Please see #1 

a. Commercial Health Plans need to develop products that offer their members 
access to integrated, community hospital-physician ACOs willing to be 
accountable to the overall cost and quality of the membership. 

 
b. The Connector Authority needs to further advocate the same approach as outlined 

above.  It seemed short sighted that when the Connector was faced with its most 
recent budget cuts that it decided to reduce the budget by freezing auto-
enrollments at a time when auto-enrollees would have been assigned to a product 
largely based on the concept of community based limited network products.  They 
achieved short term savings, but missed a long term opportunity to develop lower 
cost limited networks.  The actuarial justification process that allows them to raise 
bid also needs to be scrutinized. We feel that the planned across-the-board 
increases without a competitive bid process undermines the state’s attempt at 
fiscal responsibility. 

 
c. The GIC and all municipalities should develop HMO products.  The state and 

municipalities would save millions simply to requiring a primary care phsysician 
to coordinate care. 

 
d. The GIC and municipalities should offer products that offer state employees 

access to community based limited network products, where the network is 
willing to take accountability of the overall cost and quality of the population they 
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serve.  The GICs focus on Tiered products has missed the most important 
component of true reform, which is accountability for cost.  

 
e.  The GIC should give municipalilties the option of offering a defined contribution 

to health care insurance and not strictly a percentage of premium.   
 

f. Pass legislation to allow self insured employers to purchase insurance in 
conjunction with a self insured ACO. 

 

Question 15  - Enhanced competition is part of the solution.  This is why Caritas has sought out 
creating solutions with new health plans.  The established health plans are limited in the 
creativity by the long standing relationships with major providers 

Question 15 a – Caritas would welcome transparency of data that was properly vetted.  
However, what is more important the unit price transparency is TME transparency.  It is 
important to illustrate that community based ACOs deliver a lower TME, as it is 
predominantly TME that drives premiums, not unit price. 

Question 16 – please see #1 

Question 17 – please see #1 

 

Exhibit C 

Question 1:  We do not generally maintain this information. 

Question 2: In December 2008 Caritas Christi undertook a substantial re-organization of each of 
its facilities.  This re-organization encompassed a broad review of all processes, costs, and 
programs with a goal toward re-engineering “patient-facing” departments to further improve 
efficiency, re-structuring non-patient facing departments to decrease the indirect cost 
components of care and re-evaluating programs based on our ability to continue to support 
programs that were no longer financially viable.  The result of this process was a reduction in 
annualized operating expenses of over $41 million. 

Question 3: We do not generally maintain this information. 

Question 4: We do not generally maintain this internal allocation of fixed and variable cost in a 
manner that can be reconciled to the DHCFP 403 reports. 

Question 5:  This information is not generally available.  Given our historical resource 
limitations we do carefully analyze all capital expenditures to ensure that they (a) increase 
quality / patient safety, (b) support the overall mission of our facilities to provide high quality 
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care to our patients in the communities in which they live, and/or (c) contribute positively to the 
long-term viability of Caritas Christi. 

Question 6: Stop loss coverage for risk products costs approximately $4 - $7 pmpm.  The pmpm 
cost should generally decline if our risk population decreases. 
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February 12, 2010

Dianne Anderson
President and CEO
Lawrence General Hospital
1 General St.
Lawrence, MA 01841

Dear Ms. Anderson:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office (AGO), is required by state law to hold annual public hearings concerning health
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative
sample of health care providers and payers as witnesses for such hearing. In accordance with these
provisions, Lawrence General Hospital has been identified as a witness and is hereby requested to
submit written testimony to the questions in “Exhibit B” and “Exhibit C” in accordance with this
notice and exhibits.

The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit
additional information that explains the premium and cost increases, to gather your perspective on
the dynamics driving the trends observed, and to obtain your recommendations for short and long
term solutions to such dynamics.

Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b)
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be
the subject of these hearings. Based on the findings of that Preliminary Report, the Attorney
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends
http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf


that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

 Lawrence General Hospital is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday,
February 26, 2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Lawrence General Hospital no later than March 5th and determine whether you will be
required to provide oral testimony at the hearings, and if so, the time period for which you must be
present.  Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures:
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and DHCFP Questions for Written Testimony
Exhibit C: Instructions and AGO Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and DHCFP Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data, or finding that differs from your organization’s experience and
the potential reasons therefore.

2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially
from these aggregate trends with respect to:

a. The rate of change in outpatient facility prices and faster revenue growth compared
with inpatient revenues;

b. The growth of revenues for outpatient imaging services;
c. Price changes versus other sources of growth in revenues, for inpatient and

outpatient services.

3) What are the one or two most important underlying causes of your experience, as described
above? Provide any information you have that will support your assertions. In particular:

a. What accounts for the growth in inpatient facility prices? What accounts for the
growth of hospital outpatient facility price per service?  What accounts for the
growth in utilization of outpatient hospital facility services? Do you foresee the same
factors continuing to drive the growth in total facility revenues in future years?

b.  How does your relative market position or market share affect your cost or revenue
trends?

4) The concentration of teaching hospitals in Boston means that tertiary hospitals effectively serve
as the “community hospital” for many patients.  If your hospital is located in Boston, what
reasonable solutions could your organization develop to provide routine care in less expensive –

mailto:costtrends@hcf.state.ma.us
mailto:Nordahl@state.ma.us
www.mass.gov/dhcfp/costtrends


but appropriate - settings? If your hospital competes for patients with a teaching hospital
outpatient facility, how has this impacted your revenues, costs and service mix?

5) Overall, we found an increase in the proportion of services being provided in more expensive
settings. Is this trend occurring in your market area? What is driving this trend and what
solutions would moderate this trend without impacting quality?

6) From 2006-2008, what was your average annual increase in labor costs compared with your
average annual increase in patient revenue? What are the major factors driving change in labor
costs? What are the major factors driving change in patient revenues?

7) Are the costs of acquiring medical equipment and technologies increasing, decreasing, or staying
the same? Why and how do you think this is the case? What contribution is this having on your
overall costs?

The following questions relate specifically to your experience in service prices and mix of
services provided:

8) What factors do you consider when negotiating payment rates for inpatient care and outpatient
services?  Please explain each factor (e.g., labor costs) and rank them in the order of impact on
negotiated rates.

9) Do you generally negotiate contracts with carriers as part of a larger system or as an individual
facility? Is there a material difference in how you approach contracts when you are contracting
as part of a system vs. as an individual facility?

10) If applicable, do the services provided in your outpatient facilities in suburban areas differ from
those in Boston? If so, how? For those services offered in both locations, do you charge the
same or similar rates for all locations? If not, how do the rates – or price paid per person - differ
and based on what factors? Are these facilities competing with community physicians or
hospitals, or both for the same patients?

11) How has the expansion of outpatient facilities impacted the composition of surgical and medical
admissions to your institution? How has the expansion of outpatient facilities impacted the price
or cost paid per person of your institution?

12) How does the variation in prices among different providers in your peer group (e.g.,
teaching/community hospitals, providers in your geographic area, your key competitors) affect
the payment rate increase you seek in negotiations with health plans?  Please provide an
explanation of how you define your “peer group”.

With respect to the aggregate trends, please comment:

13) What specific actions has your organization taken already to address these trends in the short
term or long term? What current factors limit the ability of your organization to execute these
strategies effectively?

14) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think



would encourage or help health care providers to operate more efficiently? What changes would
you suggest to encourage treatment of routine care at less expensive, but appropriate settings?

15) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding quality
and the reimbursement rates paid by each carrier to each hospital or system in a manner
that identifies all relevant organizations?  What is the advantage or disadvantage to your
organization of the current confidential system?

With respect to future years’ Cost Trends Reports:

16) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

17) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Exhibit C: Instructions and AGO Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax).

Questions

1) Please explain and submit a summary table showing your internal costs and cost trends from
2004 to 2008 broken out to show categories of aggregate direct costs (e.g., labor costs for all cost
centers) and categories of indirect costs including, but not limited to, debt service, depreciation,
advertising, bad debt, stop-loss insurance, malpractice insurance, health safety net,
development/fundraising, administration, research, academic costs.  Please explain and submit
supporting documents to show the methodologies you use to allocate the categories of indirect
costs to cost centers (operating units).

2) Please explain and submit supporting documents that show any steps you have taken to reduce
or control the growth of your internal direct or indirect costs in the last 5 years.

3) Please explain and submit a summary table showing your annual operating margins (positive or
negative) from 2004 to 2008 for your entire commercial, government, and all other business (and
please identify the carriers or programs included in each of these three aggregate margins). Please
explain and submit supporting documents to show the mechanics of how you calculate your
margin from your accounting system and identify whether you exclude any direct costs or
indirect costs, or include any grants, donations, or non-patient revenue, in calculating your
margins.

4) Please explain and submit supporting documents that show how your DHCFP-403 Cost Report
submission differs from your own internal cost information including any difference in direct
costs, indirect costs, or non-patient revenue.

mailto:costtrends@hcf.state.ma.us
mailto:Reid@state.ma.us


5) Please explain and submit a summary table showing your annual capital ratio, debt service
coverage ratio, and cash on hand for fiscal years 2004 to 2008 and include any target ratios and
cash position you have set to obtain bond or bank financing.  Please explain how your capital
expenditures (property and equipment), restricted capital donations, and changes in cash
position (endowment) have increased or decreased your internal costs and margin calculations.

6) Please explain and submit supporting documents that show your internal costs, including any
stop-loss coverage, for any risk you currently bear related to your contracts with commercial
insurers.  Please include any analysis you have conducted on how much your costs and risk-
capital needs would change based on increases or decreases in risk you bear in relation to your
business with commercial insurers.





PROVIDER NO. 2099         LAWRENCE GENERAL HOSPITAL                                   KPMG COMPU-MAX SYSTEM        VERSION: 2008.12

PERIOD FROM 10/01/2007 TO 09/30/2008                     State of Massachusetts - D403             Page 1      02/24/2010  15:40:32

SCHEDULE XIII - STEPDOWN STATISTICS

                                               2             3             4             5             6             7           

                                                                                      Bldg and      Fringe        Adminis-      

                                                                                      Fixed         Benefits      tration       

                                                                                      Deprec                                    

Line     Cost Center Description                                                      Square        Payroll       Payroll       

 No.                                                                                  Feet          Dollars       Dollars       

       Overhead

  1    Buildings / Fixed Depreciation                                                                                           1   

  2    Fringe Benefits                                                                                                          2   

  3    Administration                                                                   84,844     8,785,694     8,785,694      3   

  4    Plant Maintenance / Repairs                                                       7,558       752,138       752,138      4   

  5    Plant Operations                                                                 31,951       959,462       959,462      5   

  6    Laundry and Linen                                                                 3,596        67,810        67,810      6   

  7    Housekeeping                                                                      5,945     1,109,224     1,109,224      7   

  8    Cafeteria                                                                         4,781       101,238       101,238      8   

  9    Dietary Services                                                                  6,570     1,140,951     1,140,951      9   

 10    Maintenance of Personnel                                                                                                10   

 11    Nursing Administration                                                            1,603     1,458,045     1,458,045     11   

 12    RN / LPN Education                                                                                                      12   

 13    Medical Staff - Teaching                                                                                                13   

 14    Post Graduate Medical Education                                                   4,307                                 14   

 15    Central Services & Supplies                                                       3,934                                 15   

 16    Pharmacy                                                                          3,353       947,985       947,985     16   

 17    Medical Records                                                                  10,969     1,420,740     1,420,740     17   

 18    Medical Care Review                                                                 588       429,213       429,213     18   

 19    Social Services                                                                   2,522     1,182,263     1,182,263     19   

 20    Other Overhead (Specify)                                                                                                20   

 21      Subtotal Overhead                                                             172,521    18,354,763    18,354,763     21   

       Ancillary Care Services

 22    Surgery                                                                           9,973     2,307,919     2,307,919     22   

 23    Labor & Delivery                                                                  9,741     3,096,604     3,096,604     23   

 24    Recovery Room                                                                     1,619     1,232,073     1,232,073     24   

 25    Anesthesiology                                                                      645        29,615        29,615     25   

 26    Intravenous Therapy                                                                 512       188,217       188,217     26   

 27    Medical Supplies - Special                                                                                              27   

 28    Drugs - Special                                                                                                         28   

 29    Laboratory                                                                       11,730     3,734,806     3,734,806     29   

 30    Blood                                                                                                                   30   

 31    Blood Processing / Storage                                                          473       225,284       225,284     31   

 32    Electrocardiology (EKG)                                                             422       154,485       154,485     32   

 33    Cardiac Cath Laboratory                                                           1,352       326,796       326,796     33   

 34    Diagnostic Radiology                                                             12,374     3,407,225     3,407,225     34   

 35    Therapeutic Radiology                                                                                                   35   

 36    Computerized Tomography                                                           1,341       742,878       742,878     36   

 37    Nuclear Medicine                                                                  2,263       502,739       502,739     37   

 38    Respiratory Therapy                                                               2,920       965,537       965,537     38   

 39    Pulmonary Function Test                                                             199       264,703       246,703     39   

 40    Electroencephalography                                                              571        72,069        72,069     40   



 41    Electromyography                                                                                                        41   
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SCHEDULE XIII - STEPDOWN STATISTICS (Continued)

                                               2             3             4             5             6             7           

                                                                                      Bldg and      Fringe        Adminis-      

                                                                                      Fixed         Benefits      tration       

                                                                                      Deprec                                    

Line     Cost Center Description                                                      Square        Payroll       Payroll       

 No.                                                                                  Feet          Dollars       Dollars       

 42    Physical Therapy                                                                  1,951       603,756       603,756     42   

 43    Occupational Therapy                                                                                                    43   

 44    Speech-Language Therapy                                                                                                 44   

 45    Recreational Therapy                                                                                                    45   

 46    Audiology                                                                                                               46   

 47    Psychology / Psychiatry                                                                                                 47   

 48    Renal Dialysis                                                                                                          48   

 49    Organ Acquisition                                                                                                       49   

 50    Ambulance                                                                                                               50   

 51    Exercise Tolerance Test                                                             753       205,408       205,408     51   

 52    Other Ancillary (Specify)                                                                                               52   

 53    Other Ancillary (Specify)                                                                                               53   

 54    Other Ancillary (Specify)                                                                                               54   

 55    Other Ancillary (Specify)                                                                                               55   

 56      Subtotal Ancillary                                                             58,839    18,060,114    18,042,114     56   

       Routine Inpatient Care Services

 57    Medical & Surgical Acute                                                         38,317    14,323,765    14,323,765     57   

 58    Pediatric Acute                                                                   4,890     1,381,453     1,381,453     58   

 59    Obstetric Acute                                                                   9,683     3,155,037     3,155,037     59   

 60    Psychiatric Acute                                                                                                       60   

 61    Ventilator Unit                                                                                                         61   

 62    Skilled Nursing Facilities                                                                                              62   

 63    Other Acute (Specify)                                                                                                   63   

 64    Other Acute (Specify)                                                                                                   64   

 65    Other Acute (Specify)                                                                                                   65   

 66      Subtotal Acute                                                                 52,890    18,860,255    18,860,255     66   

       Med-Surg Intensive Care

 67    Med/Surg Intensive Care                                                           4,012     1,227,816     1,227,816     67   

 68    Coronary Intensive Care                                                           6,040     2,666,834     2,666,834     68   

 69    Neonatal Intensive Care                                                                                                 69   

 70    Other ICU (Specify)                                                                                                     70   

 71    Other ICU (Specify)                                                                                                     71   

 72    Other ICU (Specify)                                                                                                     72   

 73    Other ICU (Specify)                                                                                                     73   

 74    Other ICU (Specify)                                                                                                     74   

 74.01 Other ICU (Specify)                                                                                                     74.01

 74.02 Other ICU (Specify)                                                                                                     74.02

 74.03 Other ICU (Specify)                                                                                                     74.03

 74.04 Other ICU (Specify)                                                                                                     74.04



 74.05 Other ICU (Specify)                                                                                                     74.05

 75      Subtotal Intensive Care                                                        10,052     3,894,650     3,894,650     75   
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SCHEDULE XIII - STEPDOWN STATISTICS (Continued)

                                               2             3             4             5             6             7           

                                                                                      Bldg and      Fringe        Adminis-      

                                                                                      Fixed         Benefits      tration       

                                                                                      Deprec                                    

Line     Cost Center Description                                                      Square        Payroll       Payroll       

 No.                                                                                  Feet          Dollars       Dollars       

 76    Newborn Nursery                                                                   1,983     1,531,500     1,531,500     76   

 76.01 Special Care Nursery                                                              1,145       664,111       644,111     76.01

 77    Chronic / Rehabilitation                                                                                                77   

 78      Subtotal Routine Inpat Care                                                    66,070    24,950,516    24,930,516     78   

       Routine Ambulatory Care Services

 79    Emergency Services                                                               28,777     7,367,004     7,367,004     79   

 80    Clinic / Ambulatory Services                                                      8,610     1,479,181     1,479,181     80   

 80.01 Clinic / Ambulatory Svcs (Speci                                                   8,610     1,479,181     1,479,181     80.01

 81    Satellite Clinic Services                                                                                               81   

 82    Ambulatory Surgical Services                                                      7,846       854,524       854,524     82   

 83    Ambulatory Renal Dialysis                                                                                               83   

 84    Home Dialysis Services                                                                                                  84   

 85    Psychiatry                                                                                                              85   

 86    Home Health Services                                                                                                    86   

 87    Observation Beds                                                                                                        87   

 88    Private Referrals                                                                                                       88   

 89    Hospital Licensed Health Center                                                                                         89   

 90    Other Ambulatory (Specify)                                                                                              90   

 91    Other Ambulatory (Specify)                                                                                              91   

 92      Subtotal Routine Ambul Svcs                                                    45,233     9,700,709     9,700,709     92   

 93    Total Patient Care                                                              170,142    52,711,339    52,673,339     93   

 94    Total Pat Care & Overhead                                                       342,663    71,066,102    71,028,102     94   

       Non-Patient Care Services

 95    Non-Patient Ancillary                                                                                                   95   

 96    Research                                                                                                                96   

 97    Rental Property Expense                                                           2,570                                 97   

 97.01 Physician Billing Service                                                                                               97.01

 97.02 Grant Program (TP)                                                                            103,395       103,395     97.02

 97.03 Childbirth Education                                                                228       226,950       226,950     97.03

 97.04 Fund Raising                                                                                  177,449       177,449     97.04

 98      Subtotal Non-Patient                                                            2,798       507,794       507,794     98   

 99    Recovery of Expenses                                                                                                    99   

100    Total Patient/Non-Patient                                                       345,461    71,573,896    71,535,896    100   

101    Total Statistic                                                                 345,461    71,573,896    62,750,202    101   

101.01 Gross Health Safety Net Assessm                                                                                        101.01

102    Unit Cost Mult (Excl Capital)                                                               .22092606            



                                                                                                                 .28015892    102   

103    Unit Cost Mult (Incl Capital)                                                               .22092606            

                                                                                   12.01438947                   .29640348    103   
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SCHEDULE XIII - STEPDOWN STATISTICS (Continued)

                                               8             9            10            11            12            13           

                                            Plant         Plant         Laundry       House-        Cafeteria     Dietary       

                                            Maint.&       Operations    & Linen       keeping                                   

                                            Repairs                                                                             

Line     Cost Center Description            Square        Square        No.Dry Lbs    Hours of      Full-Time     Meals         

 No.                                        Feet          Feet          Processed     Service       Equival.      Served        

       Overhead

  1    Buildings / Fixed Depreciation                                                                                           1   

  2    Fringe Benefits                                                                                                          2   

  3    Administration                         84,844        84,844                      20,541           180                    3   

  4    Plant Maintenance / Repairs             7,558         7,558                       1,830            13                    4   

  5    Plant Operations                       31,951        31,951                       7,735            28                    5   

  6    Laundry and Linen                       3,596         3,596                         871             3                    6   

  7    Housekeeping                            5,945         5,945                       1,439            40                    7   

  8    Cafeteria                               4,781         4,781                       1,157            16                    8   

  9    Dietary Services                        6,570         6,570                       1,591            28                    9   

 10    Maintenance of Personnel                                                                                                10   

 11    Nursing Administration                  1,603         1,603                         388            14                   11   

 12    RN / LPN Education                                                                                                      12   

 13    Medical Staff - Teaching                                                                                                13   

 14    Post Graduate Medical Education         4,307         4,307         5,272         1,043                                 14   

 15    Central Services & Supplies             3,934         3,934                         952                                 15   

 16    Pharmacy                                3,353         3,353                         812            15                   16   

 17    Medical Records                        10,969        10,969                       2,656            31                   17   

 18    Medical Care Review                       588           588                         142             5                   18   

 19    Social Services                         2,522         2,522                         611            15                   19   

 20    Other Overhead (Specify)                                                                                                20   

 21      Subtotal Overhead                   172,521       172,521         5,272        41,768           388                   21   

       Ancillary Care Services

 22    Surgery                                 9,973         9,973        99,801         2,414            46                   22   

 23    Labor & Delivery                        9,741         9,741                       2,358            34                   23   

 24    Recovery Room                           1,619         1,619                         392            12                   24   

 25    Anesthesiology                            645           645                         156             1                   25   

 26    Intravenous Therapy                       512           512                         124             3                   26   

 27    Medical Supplies - Special                                                                                              27   

 28    Drugs - Special                                                                                                         28   

 29    Laboratory                             11,730        11,730                       2,840            78                   29   

 30    Blood                                                                                                                   30   

 31    Blood Processing / Storage                473           473                         115             5                   31   

 32    Electrocardiology (EKG)                   422           422         3,122           102             3                   32   

 33    Cardiac Cath Laboratory                 1,352         1,352         2,552           327             4                   33   

 34    Diagnostic Radiology                   12,374        12,374        65,769         2,996            61                   34   

 35    Therapeutic Radiology                                                                                                   35   

 36    Computerized Tomography                 1,341         1,341                         325            11                   36   

 37    Nuclear Medicine                        2,263         2,263        10,430           548             7                   37   

 38    Respiratory Therapy                     2,920         2,920                         707            15                   38   

 39    Pulmonary Function Test                   199           199                          48             4                   39   



 40    Electroencephalography                    571           571                         138             1                   40   

 41    Electromyography                                                                                                        41   
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SCHEDULE XIII - STEPDOWN STATISTICS (Continued)

                                               8             9            10            11            12            13           

                                            Plant         Plant         Laundry       House-        Cafeteria     Dietary       

                                            Maint.&       Operations    & Linen       keeping                                   

                                            Repairs                                                                             

Line     Cost Center Description            Square        Square        No.Dry Lbs    Hours of      Full-Time     Meals         

 No.                                        Feet          Feet          Processed     Service       Equival.      Served        

 42    Physical Therapy                        1,951         1,951                         472             6                   42   

 43    Occupational Therapy                                                                                                    43   

 44    Speech-Language Therapy                                                                                                 44   

 45    Recreational Therapy                                                                                                    45   

 46    Audiology                                                                                                               46   

 47    Psychology / Psychiatry                                                                                                 47   

 48    Renal Dialysis                                                                                                          48   

 49    Organ Acquisition                                                                                                       49   

 50    Ambulance                                                                                                               50   

 51    Exercise Tolerance Test                   753           753         6,479           182             4                   51   

 52    Other Ancillary (Specify)                                                                                               52   

 53    Other Ancillary (Specify)                                                                                               53   

 54    Other Ancillary (Specify)                                                                                               54   

 55    Other Ancillary (Specify)                                                                                               55   

 56      Subtotal Ancillary                   58,839        58,839       188,153        14,244           295                   56   

       Routine Inpatient Care Services

 57    Medical & Surgical Acute               38,317        38,317       567,658         9,277           201       110,905     57   

 58    Pediatric Acute                         4,890         4,890        38,513         1,184            16         3,504     58   

 59    Obstetric Acute                         9,683         9,683       149,904         2,344            34        14,065     59   

 60    Psychiatric Acute                                                                                                       60   

 61    Ventilator Unit                                                                                                         61   

 62    Skilled Nursing Facilities                                                                                              62   

 63    Other Acute (Specify)                                                                                                   63   

 64    Other Acute (Specify)                                                                                                   64   

 65    Other Acute (Specify)                                                                                                   65   

 66      Subtotal Acute                       52,890        52,890       756,075        12,805           251       128,474     66   

       Med-Surg Intensive Care

 67    Med/Surg Intensive Care                 4,012         4,012        59,294           971            14         4,328     67   

 68    Coronary Intensive Care                 6,040         6,040        44,743         1,462            29         4,664     68   

 69    Neonatal Intensive Care                                                                                                 69   

 70    Other ICU (Specify)                                                                                                     70   

 71    Other ICU (Specify)                                                                                                     71   

 72    Other ICU (Specify)                                                                                                     72   

 73    Other ICU (Specify)                                                                                                     73   

 74    Other ICU (Specify)                                                                                                     74   

 74.01 Other ICU (Specify)                                                                                                     74.01

 74.02 Other ICU (Specify)                                                                                                     74.02

 74.03 Other ICU (Specify)                                                                                                     74.03

 74.04 Other ICU (Specify)                                                                                                     74.04



 74.05 Other ICU (Specify)                                                                                                     74.05

 75      Subtotal Intensive Care              10,052        10,052       104,037         2,433            43         8,992     75   
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SCHEDULE XIII - STEPDOWN STATISTICS (Continued)

                                               8             9            10            11            12            13           

                                            Plant         Plant         Laundry       House-        Cafeteria     Dietary       

                                            Maint.&       Operations    & Linen       keeping                                   

                                            Repairs                                                                             

Line     Cost Center Description            Square        Square        No.Dry Lbs    Hours of      Full-Time     Meals         

 No.                                        Feet          Feet          Processed     Service       Equival.      Served        

 76    Newborn Nursery                         1,983         1,983                         480            16                   76   

 76.01 Special Care Nursery                    1,145         1,145                         277             5                   76.01

 77    Chronic / Rehabilitation                                                                                                77   

 78      Subtotal Routine Inpat Care          66,070        66,070       860,112        15,995           315       137,466     78   

       Routine Ambulatory Care Services

 79    Emergency Services                     28,777        28,777       301,696         6,967            94                   79   

 80    Clinic / Ambulatory Services            8,610         8,610        60,676         2,085            20                   80   

 80.01 Clinic / Ambulatory Svcs (Speci         8,610         8,610        60,676         2,085            20                   80.01

 81    Satellite Clinic Services                                                                                               81   

 82    Ambulatory Surgical Services            7,846         7,846                       1,900            14                   82   

 83    Ambulatory Renal Dialysis                                                                                               83   

 84    Home Dialysis Services                                                                                                  84   

 85    Psychiatry                                                                                                              85   

 86    Home Health Services                                                                                                    86   

 87    Observation Beds                                                                                                        87   

 88    Private Referrals                                                                                                       88   

 89    Hospital Licensed Health Center                                                                                         89   

 90    Other Ambulatory (Specify)                                                                                              90   

 91    Other Ambulatory (Specify)                                                                                              91   

 92      Subtotal Routine Ambul Svcs          45,233        45,233       362,372        10,952           128                   92   

 93    Total Patient Care                    170,142       170,142     1,410,637        41,191           738       137,466     93   

 94    Total Pat Care & Overhead             342,663       342,663     1,415,909        82,959         1,126       137,466     94   

       Non-Patient Care Services

 95    Non-Patient Ancillary                                                                                                   95   

 96    Research                                                                                                                96   

 97    Rental Property Expense                 2,570         2,570                         622                                 97   

 97.01 Physician Billing Service                                                                                               97.01

 97.02 Grant Program (TP)                                                                                                      97.02

 97.03 Childbirth Education                      228           228                          55             2                   97.03

 97.04 Fund Raising                                                                                        2                   97.04

 98      Subtotal Non-Patient                  2,798         2,798                         677             4                   98   

 99    Recovery of Expenses                                                                                                    99   

100    Total Patient/Non-Patient             345,461       345,461     1,415,909        83,636         1,130       137,466    100   

101    Total Statistic                       253,059       221,108     1,415,909        51,220           850       137,466    101   

101.01 Gross Health Safety Net Assessm                                                                                        101.01

102    Unit Cost Mult (Excl Capital)     11.03352578                   .69746220               -102.09647059            



                                                       20.65980426                 40.70394377                 24.19089811    102   

103    Unit Cost Mult (Incl Capital)     11.44063637                   .73452461                -17.06588235            

                                                       22.52525463                 42.71401796                 25.04913942    103   
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SCHEDULE XIII - STEPDOWN STATISTICS (Continued)

                                              14            15            16            17            18            19           

                                            Main-         Nursing       RN and LPN    Medical       Post Grad     Central       

                                            tenance of    Adminis-      Education     Staff -       Medical       Service &     

                                            Personnel     tration                     Teaching      Education     Supplies      

Line     Cost Center Description            Avg No        Nursing       Assigned      Hours of      Hours of      Costed        

 No.                                        Living In     Hours         Hours         Studnt Svc    Studnt Svc    Requisitns    

       Overhead

  1    Buildings / Fixed Depreciation                                                                                           1   

  2    Fringe Benefits                                                                                                          2   

  3    Administration                                                                                                  576      3   

  4    Plant Maintenance / Repairs                                                                                     313      4   

  5    Plant Operations                                                                                                  7      5   

  6    Laundry and Linen                                                                                                        6   

  7    Housekeeping                                                                                                             7   

  8    Cafeteria                                                                                                                8   

  9    Dietary Services                                                                                                 13      9   

 10    Maintenance of Personnel                                                                                                10   

 11    Nursing Administration                                                                                          593     11   

 12    RN / LPN Education                                                                                                      12   

 13    Medical Staff - Teaching                                                                                                13   

 14    Post Graduate Medical Education                                                                                         14   

 15    Central Services & Supplies                                                                               4,485,318     15   

 16    Pharmacy                                             19,871                                                   8,769     16   

 17    Medical Records                                                                                                         17   

 18    Medical Care Review                                                                                                     18   

 19    Social Services                                                                                                         19   

 20    Other Overhead (Specify)                                                                                                20   

 21      Subtotal Overhead                                  19,871                                               4,495,589     21   

       Ancillary Care Services

 22    Surgery                                              60,336                                       439       410,139     22   

 23    Labor & Delivery                                     44,542                                                 178,933     23   

 24    Recovery Room                                        16,084                                                   7,156     24   

 25    Anesthesiology                                                                                              141,362     25   

 26    Intravenous Therapy                                                                                                     26   

 27    Medical Supplies - Special                                                                                              27   

 28    Drugs - Special                                                                                                         28   

 29    Laboratory                                                                                                      279     29   

 30    Blood                                                                                                                   30   

 31    Blood Processing / Storage                                                                                              31   

 32    Electrocardiology (EKG)                               3,616                                                   1,123     32   

 33    Cardiac Cath Laboratory                                                                                     297,548     33   

 34    Diagnostic Radiology                                                                                        662,218     34   

 35    Therapeutic Radiology                                                                                                   35   

 36    Computerized Tomography                                                                                       4,661     36   

 37    Nuclear Medicine                                                                                              7,172     37   

 38    Respiratory Therapy                                  20,147                                                 105,068     38   

 39    Pulmonary Function Test                                                                                                 39   



 40    Electroencephalography                                1,604                                                   1,811     40   

 41    Electromyography                                                                                                        41   
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SCHEDULE XIII - STEPDOWN STATISTICS (Continued)

                                              14            15            16            17            18            19           

                                            Main-         Nursing       RN and LPN    Medical       Post Grad     Central       

                                            tenance of    Adminis-      Education     Staff -       Medical       Service &     

                                            Personnel     tration                     Teaching      Education     Supplies      

Line     Cost Center Description            Avg No        Nursing       Assigned      Hours of      Hours of      Costed        

 No.                                        Living In     Hours         Hours         Studnt Svc    Studnt Svc    Requisitns    

 42    Physical Therapy                                      7,364                                                   5,210     42   

 43    Occupational Therapy                                                                                                    43   

 44    Speech-Language Therapy                                                                                                 44   

 45    Recreational Therapy                                                                                                    45   

 46    Audiology                                                                                                               46   

 47    Psychology / Psychiatry                                                                                                 47   

 48    Renal Dialysis                                                                                                          48   

 49    Organ Acquisition                                                                                                       49   

 50    Ambulance                                                                                                               50   

 51    Exercise Tolerance Test                                                                                      11,429     51   

 52    Other Ancillary (Specify)                                                                                               52   

 53    Other Ancillary (Specify)                                                                                               53   

 54    Other Ancillary (Specify)                                                                                               54   

 55    Other Ancillary (Specify)                                                                                               55   

 56      Subtotal Ancillary                                153,693                                       439     1,834,109     56   

       Routine Inpatient Care Services

 57    Medical & Surgical Acute                            264,832                                    15,430       331,370     57   

 58    Pediatric Acute                                      20,568                                     2,865        16,403     58   

 59    Obstetric Acute                                      44,345                                    16,629       -11,174     59   

 60    Psychiatric Acute                                                                                                       60   

 61    Ventilator Unit                                                                                                         61   

 62    Skilled Nursing Facilities                                                                                              62   

 63    Other Acute (Specify)                                                                                                   63   

 64    Other Acute (Specify)                                                                                                   64   

 65    Other Acute (Specify)                                                                                                   65   

 66      Subtotal Acute                                    329,745                                    34,924       336,599     66   

       Med-Surg Intensive Care

 67    Med/Surg Intensive Care                              18,582                                     1,398        41,185     67   

 68    Coronary Intensive Care                              37,730                                                  51,767     68   

 69    Neonatal Intensive Care                                                                                                 69   

 70    Other ICU (Specify)                                                                                                     70   

 71    Other ICU (Specify)                                                                                                     71   

 72    Other ICU (Specify)                                                                                                     72   

 73    Other ICU (Specify)                                                                                                     73   

 74    Other ICU (Specify)                                                                                                     74   

 74.01 Other ICU (Specify)                                                                                                     74.01

 74.02 Other ICU (Specify)                                                                                                     74.02

 74.03 Other ICU (Specify)                                                                                                     74.03

 74.04 Other ICU (Specify)                                                                                                     74.04



 74.05 Other ICU (Specify)                                                                                                     74.05

 75      Subtotal Intensive Care                            56,312                                     1,398        92,952     75   
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SCHEDULE XIII - STEPDOWN STATISTICS (Continued)

                                              14            15            16            17            18            19           

                                            Main-         Nursing       RN and LPN    Medical       Post Grad     Central       

                                            tenance of    Adminis-      Education     Staff -       Medical       Service &     

                                            Personnel     tration                     Teaching      Education     Supplies      

Line     Cost Center Description            Avg No        Nursing       Assigned      Hours of      Hours of      Costed        

 No.                                        Living In     Hours         Hours         Studnt Svc    Studnt Svc    Requisitns    

 76    Newborn Nursery                                      21,304                                                  55,797     76   

 76.01 Special Care Nursery                                  6,773                                       356        22,979     76.01

 77    Chronic / Rehabilitation                                                                                                77   

 78      Subtotal Routine Inpat Care                       414,134                                    36,678       508,327     78   

       Routine Ambulatory Care Services

 79    Emergency Services                                  123,184                                     2,309       285,987     79   

 80    Clinic / Ambulatory Services                         25,881                                                 414,481     80   

 80.01 Clinic / Ambulatory Svcs (Speci                      25,881                                                 414,481     80.01

 81    Satellite Clinic Services                                                                                               81   

 82    Ambulatory Surgical Services                         18,109                                                  46,295     82   

 83    Ambulatory Renal Dialysis                                                                                               83   

 84    Home Dialysis Services                                                                                                  84   

 85    Psychiatry                                                                                                              85   

 86    Home Health Services                                                                                                    86   

 87    Observation Beds                                                                                                        87   

 88    Private Referrals                                                                                                       88   

 89    Hospital Licensed Health Center                                                                                         89   

 90    Other Ambulatory (Specify)                                                                                              90   

 91    Other Ambulatory (Specify)                                                                                              91   

 92      Subtotal Routine Ambul Svcs                       167,174                                     2,309       746,763     92   

 93    Total Patient Care                                  735,001                                    39,426     3,089,199     93   

 94    Total Pat Care & Overhead                           754,872                                    39,426     7,584,788     94   

       Non-Patient Care Services

 95    Non-Patient Ancillary                                                                                                   95   

 96    Research                                                                                                                96   

 97    Rental Property Expense                                                                                                 97   

 97.01 Physician Billing Service                                                                                               97.01

 97.02 Grant Program (TP)                                                                                                      97.02

 97.03 Childbirth Education                                                                                                    97.03

 97.04 Fund Raising                                                                                                            97.04

 98      Subtotal Non-Patient                                                                                                  98   

 99    Recovery of Expenses                                                                                                    99   

100    Total Patient/Non-Patient                           754,872                                    39,426     7,584,788    100   

101    Total Statistic                                     754,872                                    39,426     3,097,968    101   

101.01 Gross Health Safety Net Assessm                                                                                        101.01

102    Unit Cost Mult (Excl Capital)                                                            109.36326282            



                                                        3.97663710                                               .07098492    102   

103    Unit Cost Mult (Incl Capital)                                                            110.98214376            

                                                        4.04096191                                               .08974496    103   
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SCHEDULE XIII - STEPDOWN STATISTICS (Continued)

                                              20            21            22            23            24            25           

                                            Pharmacy      Medical       Medical       Social        Other                       

                                                          Records       Care          Services      Overhead                    

                                                                        Review                                                  

Line     Cost Center Description            Costed        % of Time     Number of     Number of     (Specify)                   

 No.                                        Requisitns    Spent         Patients      Cases                                     

       Overhead

  1    Buildings / Fixed Depreciation                                                                                           1   

  2    Fringe Benefits                                                                                                          2   

  3    Administration                                                                                                           3   

  4    Plant Maintenance / Repairs                                                                                              4   

  5    Plant Operations                                                                                                         5   

  6    Laundry and Linen                                                                                                        6   

  7    Housekeeping                                                                                                             7   

  8    Cafeteria                                                                                                                8   

  9    Dietary Services                          296                                                                            9   

 10    Maintenance of Personnel                                                                                                10   

 11    Nursing Administration                                                                                                  11   

 12    RN / LPN Education                                                                                                      12   

 13    Medical Staff - Teaching                                                                                                13   

 14    Post Graduate Medical Education                                                                                         14   

 15    Central Services & Supplies           264,607                                                                           15   

 16    Pharmacy                                                                                                                16   

 17    Medical Records                                                                                                         17   

 18    Medical Care Review                                                                                                     18   

 19    Social Services                           348                                                                           19   

 20    Other Overhead (Specify)                                                                                                20   

 21      Subtotal Overhead                   265,251                                                                           21   

       Ancillary Care Services

 22    Surgery                                   567                                                                           22   

 23    Labor & Delivery                        6,005                                                                           23   

 24    Recovery Room                           1,434                                                                           24   

 25    Anesthesiology                        170,901                                                                           25   

 26    Intravenous Therapy                                                                                                     26   

 27    Medical Supplies - Special                                                                                              27   

 28    Drugs - Special                                                                                                         28   

 29    Laboratory                                                                                                              29   

 30    Blood                                                                                                                   30   

 31    Blood Processing / Storage                                                                                              31   

 32    Electrocardiology (EKG)                                                                                                 32   

 33    Cardiac Cath Laboratory                24,696                                                                           33   

 34    Diagnostic Radiology                    7,895                                                                           34   

 35    Therapeutic Radiology                                                                                                   35   

 36    Computerized Tomography                 3,536                                                                           36   

 37    Nuclear Medicine                        2,717                                                                           37   

 38    Respiratory Therapy                       351                                                                           38   

 39    Pulmonary Function Test                                                                                                 39   



 40    Electroencephalography                                                                                                  40   

 41    Electromyography                                                                                                        41   
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SCHEDULE XIII - STEPDOWN STATISTICS (Continued)

                                              20            21            22            23            24            25           

                                            Pharmacy      Medical       Medical       Social        Other                       

                                                          Records       Care          Services      Overhead                    

                                                                        Review                                                  

Line     Cost Center Description            Costed        % of Time     Number of     Number of     (Specify)                   

 No.                                        Requisitns    Spent         Patients      Cases                                     

 42    Physical Therapy                       13,370                                                                           42   

 43    Occupational Therapy                                                                                                    43   

 44    Speech-Language Therapy                                                                                                 44   

 45    Recreational Therapy                                                                                                    45   

 46    Audiology                                                                                                               46   

 47    Psychology / Psychiatry                                                                                                 47   

 48    Renal Dialysis                                                                                                          48   

 49    Organ Acquisition                                                                                                       49   

 50    Ambulance                                                                                                               50   

 51    Exercise Tolerance Test                14,611                                                                           51   

 52    Other Ancillary (Specify)                                                                                               52   

 53    Other Ancillary (Specify)                                                                                               53   

 54    Other Ancillary (Specify)                                                                                               54   

 55    Other Ancillary (Specify)                                                                                               55   

 56      Subtotal Ancillary                  246,083                                                                           56   

       Routine Inpatient Care Services

 57    Medical & Surgical Acute               65,427            33           574        16,707                                 57   

 58    Pediatric Acute                         3,568             1            20           127                                 58   

 59    Obstetric Acute                         1,845             4            81         1,370                                 59   

 60    Psychiatric Acute                                                                                                       60   

 61    Ventilator Unit                                                                                                         61   

 62    Skilled Nursing Facilities                                                                                              62   

 63    Other Acute (Specify)                                                                                                   63   

 64    Other Acute (Specify)                                                                                                   64   

 65    Other Acute (Specify)                                                                                                   65   

 66      Subtotal Acute                       70,840            38           675        18,204                                 66   

       Med-Surg Intensive Care

 67    Med/Surg Intensive Care                 8,163             2            43            97                                 67   

 68    Coronary Intensive Care                 7,526             2            42           106                                 68   

 69    Neonatal Intensive Care                                                                                                 69   

 70    Other ICU (Specify)                                                                                                     70   

 71    Other ICU (Specify)                                                                                                     71   

 72    Other ICU (Specify)                                                                                                     72   

 73    Other ICU (Specify)                                                                                                     73   

 74    Other ICU (Specify)                                                                                                     74   

 74.01 Other ICU (Specify)                                                                                                     74.01

 74.02 Other ICU (Specify)                                                                                                     74.02

 74.03 Other ICU (Specify)                                                                                                     74.03

 74.04 Other ICU (Specify)                                                                                                     74.04



 74.05 Other ICU (Specify)                                                                                                     74.05

 75      Subtotal Intensive Care              15,689             4            85           203                                 75   
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SCHEDULE XIII - STEPDOWN STATISTICS (Continued)

                                              20            21            22            23            24            25           

                                            Pharmacy      Medical       Medical       Social        Other                       

                                                          Records       Care          Services      Overhead                    

                                                                        Review                                                  

Line     Cost Center Description            Costed        % of Time     Number of     Number of     (Specify)                   

 No.                                        Requisitns    Spent         Patients      Cases                                     

 76    Newborn Nursery                         2,253             5                                                             76   

 76.01 Special Care Nursery                                                                                                    76.01

 77    Chronic / Rehabilitation                                                                                                77   

 78      Subtotal Routine Inpat Care          88,782            47           760        18,407                                 78   

       Routine Ambulatory Care Services

 79    Emergency Services                     14,424            23            54           582                                 79   

 80    Clinic / Ambulatory Services            6,911            30                          51                                 80   

 80.01 Clinic / Ambulatory Svcs (Speci         6,911            30                          51                                 80.01

 81    Satellite Clinic Services                                                                                               81   

 82    Ambulatory Surgical Services              566                                                                           82   

 83    Ambulatory Renal Dialysis                                                                                               83   

 84    Home Dialysis Services                                                                                                  84   

 85    Psychiatry                                                                                                              85   

 86    Home Health Services                                                                                                    86   

 87    Observation Beds                                                                                                        87   

 88    Private Referrals                                                                                                       88   

 89    Hospital Licensed Health Center                                                                                         89   

 90    Other Ambulatory (Specify)                                                                                              90   

 91    Other Ambulatory (Specify)                                                                                              91   

 92      Subtotal Routine Ambul Svcs          21,901            53            54           633                                 92   

 93    Total Patient Care                    356,766           100           814        19,040                                 93   

 94    Total Pat Care & Overhead             622,017           100           814        19,040                                 94   

       Non-Patient Care Services

 95    Non-Patient Ancillary                                                                                                   95   

 96    Research                                                                                                                96   

 97    Rental Property Expense                                                                                                 97   

 97.01 Physician Billing Service                                                                                               97.01

 97.02 Grant Program (TP)                                                                                                      97.02

 97.03 Childbirth Education                                                                                                    97.03

 97.04 Fund Raising                                                                                                            97.04

 98      Subtotal Non-Patient                                                                                                  98   

 99    Recovery of Expenses                                                                                                    99   

100    Total Patient/Non-Patient             622,017           100           814        19,040                                100   

101    Total Statistic                       357,114           100           814        19,040                                101   

101.01 Gross Health Safety Net Assessm                                                                                        101.01

102    Unit Cost Mult (Excl Capital)      6.17426928                908.54668305                                        



                                                    31121.29000000                103.59837185                                102   

103    Unit Cost Mult (Incl Capital)      6.36371579                928.30343980                                        

                                                    32998.96000000                106.63434874                                103   
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SCHEDULE XIV - STEPDOWN EXPENSES (EXCLUDING CAPITAL)

                                               2             3             4             5             6             7           

                                            Direct Exp    Allocated     Total         Bldg and      Fringe        Adminis-      

Line     Cost Center Description            (Sch.IX,      Expense       Exp for       Fixed         Benefits      tration       

 No.                                        Col.13)                     Stepdown      Deprec                                    

       Overhead

  1    Buildings / Fixed Depreciation                                                                                           1   

  2    Fringe Benefits                    15,812,539                  15,812,539                                                2   

  3    Administration                     15,639,040     1,940,989    17,580,029                   1,940,989                    3   

  4    Plant Maintenance / Repairs         2,415,248       376,885     2,792,133                     166,167       210,718      4   

  5    Plant Operations                    3,734,744       833,304     4,568,048                     211,970       268,802      5   

  6    Laundry and Linen                     839,594       147,949       987,543                      14,981        18,998      6   

  7    Housekeeping                        1,340,624       744,232     2,084,856                     245,056       310,759      7   

  8    Cafeteria                            -336,131       249,349       -86,782                      22,366        28,363      8   

  9    Dietary Services                    2,483,586       841,840     3,325,426                     252,066       319,648      9   

 10    Maintenance of Personnel                                                                                                10   

 11    Nursing Administration              2,206,079       795,773     3,001,852                     322,120       408,484     11   

 12    RN / LPN Education                                                                                                      12   

 13    Medical Staff - Teaching                                                                                                13   

 14    Post Graduate Medical Education     4,129,122       182,634     4,311,756                                               14   

 15    Central Services & Supplies            56,477       163,432       219,909                                               15   

 16    Pharmacy                            1,512,467       692,451     2,204,918                     209,435       265,586     16   

 17    Medical Records                     1,947,629     1,164,500     3,112,129                     313,878       398,033     17   

 18    Medical Care Review                   500,579       238,978       739,557                      94,824       120,248     18   

 19    Social Services                     1,274,679       697,834     1,972,513                     261,193       331,222     19   

 20    Other Overhead (Specify)                                                                                                20   

 21      Subtotal Overhead                53,556,276     9,070,150    62,626,426                   4,055,045     2,680,861     21   

       Ancillary Care Services

 22    Surgery                             4,275,688                                                 509,879       646,584     22   

 23    Labor & Delivery                    3,454,224                                                 684,121       867,541     23   

 24    Recovery Room                       1,250,151                                                 272,197       345,176     24   

 25    Anesthesiology                        439,918                                                   6,543         8,297     25   

 26    Intravenous Therapy                   649,524                                                  41,582        52,731     26   

 27    Medical Supplies - Special          7,226,005                                                                           27   

 28    Drugs - Special                     5,397,423                                                                           28   

 29    Laboratory                          7,772,940                                                 825,116     1,046,339     29   

 30    Blood                                                                                                                   30   

 31    Blood Processing / Storage          1,166,814                                                  49,771        63,115     31   

 32    Electrocardiology (EKG)               829,966                                                  34,130        43,280     32   

 33    Cardiac Cath Laboratory               744,546                                                  72,198        91,555     33   

 34    Diagnostic Radiology                5,941,196                                                 752,745       954,564     34   

 35    Therapeutic Radiology                                                                                                   35   

 36    Computerized Tomography             1,644,817                                                 164,121       208,124     36   

 37    Nuclear Medicine                    1,227,665                                                 111,068       140,847     37   

 38    Respiratory Therapy                   995,865                                                 213,312       270,504     38   

 39    Pulmonary Function Test               530,261                                                  58,480        69,116     39   

 40    Electroencephalography                147,935                                                  15,922        20,191     40   

 41    Electromyography                                                                                                        41   
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SCHEDULE XIV - STEPDOWN EXPENSES (EXCLUDING CAPITAL)(Continued)

                                               2             3             4             5             6             7           

                                            Direct Exp    Allocated     Total         Bldg and      Fringe        Adminis-      

Line     Cost Center Description            (Sch.IX,      Expense       Exp for       Fixed         Benefits      tration       

 No.                                        Col.13)                     Stepdown      Deprec                                    

 42    Physical Therapy                      845,291                                                 133,385       169,148     42   

 43    Occupational Therapy                                                                                                    43   

 44    Speech-Language Therapy               131,788                                                                           44   

 45    Recreational Therapy                                                                                                    45   

 46    Audiology                                                                                                               46   

 47    Psychology / Psychiatry                                                                                                 47   

 48    Renal Dialysis                                                                                                          48   

 49    Organ Acquisition                                                                                                       49   

 50    Ambulance                                                                                                               50   

 51    Exercise Tolerance Test               613,346                                                  45,380        57,547     51   

 52    Other Ancillary (Specify)                                                                                               52   

 53    Other Ancillary (Specify)                                                                                               53   

 54    Other Ancillary (Specify)                                                                                               54   

 55    Other Ancillary (Specify)                                                                                               55   

 56      Subtotal Ancillary               45,285,363                                               3,989,950     5,054,659     56   

       Routine Inpatient Care Services

 57    Medical & Surgical Acute           15,273,745                                               3,164,493     4,012,930     57   

 58    Pediatric Acute                     1,421,796                                                 305,199       387,026     58   

 59    Obstetric Acute                     3,232,693                                                 697,030       883,912     59   

 60    Psychiatric Acute                                                                                                       60   

 61    Ventilator Unit                                                                                                         61   

 62    Skilled Nursing Facilities                                                                                              62   

 63    Other Acute (Specify)                                                                                                   63   

 64    Other Acute (Specify)                                                                                                   64   

 65    Other Acute (Specify)                                                                                                   65   

 66      Subtotal Acute                   19,928,234                                               4,166,722     5,283,868     66   

       Med-Surg Intensive Care

 67    Med/Surg Intensive Care             1,285,254                                                 271,257       343,984     67   

 68    Coronary Intensive Care             2,767,519                                                 589,173       747,137     68   

 69    Neonatal Intensive Care                                                                                                 69   

 70    Other ICU (Specify)                                                                                                     70   

 71    Other ICU (Specify)                                                                                                     71   

 72    Other ICU (Specify)                                                                                                     72   

 73    Other ICU (Specify)                                                                                                     73   

 74    Other ICU (Specify)                                                                                                     74   

 74.01 Other ICU (Specify)                                                                                                     74.01

 74.02 Other ICU (Specify)                                                                                                     74.02

 74.03 Other ICU (Specify)                                                                                                     74.03

 74.04 Other ICU (Specify)                                                                                                     74.04

 74.05 Other ICU (Specify)                                                                                                     74.05

 75      Subtotal Intensive Care           4,052,773                                                 860,430     1,091,121     75   
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SCHEDULE XIV - STEPDOWN EXPENSES (EXCLUDING CAPITAL)(Continued)

                                               2             3             4             5             6             7           

                                            Direct Exp    Allocated     Total         Bldg and      Fringe        Adminis-      

Line     Cost Center Description            (Sch.IX,      Expense       Exp for       Fixed         Benefits      tration       

 No.                                        Col.13)                     Stepdown      Deprec                                    

 76    Newborn Nursery                     1,684,798                                                 338,348       429,063     76   

 76.01 Special Care Nursery                1,321,745                                                 146,719       180,453     76.01

 77    Chronic / Rehabilitation                                                                                                77   

 78      Subtotal Routine Inpat Care      26,987,550                                               5,512,219     6,984,505     78   

       Routine Ambulatory Care Services

 79    Emergency Services                 13,480,855                                               1,627,563     2,063,932     79   

 80    Clinic / Ambulatory Services        2,516,284                                                 326,790       414,406     80   

 80.01 Clinic / Ambulatory Svcs (Speci     2,516,284                                                 326,790       414,406     80.01

 81    Satellite Clinic Services                                                                                               81   

 82    Ambulatory Surgical Services          932,375                                                 188,787       239,403     82   

 83    Ambulatory Renal Dialysis                                                                                               83   

 84    Home Dialysis Services                                                                                                  84   

 85    Psychiatry                                                                                                              85   

 86    Home Health Services                                                                                                    86   

 87    Observation Beds                                                                                                        87   

 88    Private Referrals                                                                                                       88   

 89    Hospital Licensed Health Center                                                                                         89   

 90    Other Ambulatory (Specify)                                                                                              90   

 91    Other Ambulatory (Specify)                                                                                              91   

 92      Subtotal Routine Ambul Svcs      16,929,514                                               2,143,140     2,717,741     92   

 93    Total Patient Care                 89,202,427                                              11,645,309    14,756,905     93   

 94    Total Pat Care & Overhead         142,758,703                                              15,700,354    17,437,766     94   

       Non-Patient Care Services

 95    Non-Patient Ancillary                                                                                                   95   

 96    Research                                                                                                                96   

 97    Rental Property Expense                19,993                                                                           97   

 97.01 Physician Billing Service               1,260                                                                           97.01

 97.02 Grant Program (TP)                    103,729                                                  22,843        28,967     97.02

 97.03 Childbirth Education                  229,915                                                  50,139        63,582     97.03

 97.04 Fund Raising                          220,172                                                  39,203        49,714     97.04

 98      Subtotal Non-Patient                575,069                                                 112,185       142,263     98   

 99    Recovery of Expenses                3,072,666                                                                           99   

100    Total Patient/Non-Patient         146,406,438                                              15,812,539    17,580,029    100   

101    Provision for Bad Debts             8,285,763                                                                          101   

101.01 Gross Health Safety Net Assessm     1,154,640                                                                          101.01

102    Total Patient/Non-Patient/Bad D   155,846,841                                              15,812,539    17,580,029    102   
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SCHEDULE XIV - STEPDOWN EXPENSES (EXCLUDING CAPITAL)(Continued)

                                               8             9            10            11            12            13           

                                            Plant         Plant         Laundry       House-        Cafeteria     Dietary       

Line     Cost Center Description            Maint.&       Operations    & Linen       keeping                                   

 No.                                        Repairs                                                                             

       Overhead

  1    Buildings / Fixed Depreciation                                                                                           1   

  2    Fringe Benefits                                                                                                          2   

  3    Administration                                                                                                           3   

  4    Plant Maintenance / Repairs                                                                                              4   

  5    Plant Operations                      352,532                                                                            5   

  6    Laundry and Linen                      39,677        74,293                                                              6   

  7    Housekeeping                           65,594       122,823                                                              7   

  8    Cafeteria                              52,751        98,775                      47,094                                  8   

  9    Dietary Services                       72,490       135,735                      64,760        -2,859                    9   

 10    Maintenance of Personnel                                                                                                10   

 11    Nursing Administration                 17,687        33,118                      15,793        -1,429                   11   

 12    RN / LPN Education                                                                                                      12   

 13    Medical Staff - Teaching                                                                                                13   

 14    Post Graduate Medical Education        47,521        88,982         3,677        42,454                                 14   

 15    Central Services & Supplies            43,406        81,276                      38,750                                 15   

 16    Pharmacy                               36,995        69,272                      33,052        -1,531                   16   

 17    Medical Records                       121,027       226,617                     108,110        -3,165                   17   

 18    Medical Care Review                     6,488        12,148                       5,780          -510                   18   

 19    Social Services                        27,827        52,104                      24,870        -1,531                   19   

 20    Other Overhead (Specify)                                                                                                20   

 21      Subtotal Overhead                   883,995       995,143         3,677       380,663       -11,025                   21   

       Ancillary Care Services

 22    Surgery                               110,037       206,040        69,607        98,259        -4,696                   22   

 23    Labor & Delivery                      107,478       201,247                      95,980        -3,471                   23   

 24    Recovery Room                          17,863        33,448                      15,956        -1,225                   24   

 25    Anesthesiology                          7,117        13,326                       6,350          -102                   25   

 26    Intravenous Therapy                     5,649        10,578                       5,047          -306                   26   

 27    Medical Supplies - Special                                                                                              27   

 28    Drugs - Special                                                                                                         28   

 29    Laboratory                            129,423       242,340                     115,599        -7,964                   29   

 30    Blood                                                                                                                   30   

 31    Blood Processing / Storage              5,219         9,772                       4,681          -510                   31   

 32    Electrocardiology (EKG)                 4,656         8,718         2,177         4,152          -306                   32   

 33    Cardiac Cath Laboratory                14,917        27,932         1,780        13,310          -408                   33   

 34    Diagnostic Radiology                  136,529       255,644        45,871       121,949        -6,228                   34   

 35    Therapeutic Radiology                                                                                                   35   

 36    Computerized Tomography                14,796        27,705                      13,229        -1,123                   36   

 37    Nuclear Medicine                       24,969        46,753         7,275        22,306          -715                   37   

 38    Respiratory Therapy                    32,218        60,327                      28,778        -1,531                   38   

 39    Pulmonary Function Test                 2,196         4,111                       1,954          -408                   39   

 40    Electroencephalography                  6,300        11,797                       5,617          -102                   40   

 41    Electromyography                                                                                                        41   
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SCHEDULE XIV - STEPDOWN EXPENSES (EXCLUDING CAPITAL)(Continued)

                                               8             9            10            11            12            13           

                                            Plant         Plant         Laundry       House-        Cafeteria     Dietary       

Line     Cost Center Description            Maint.&       Operations    & Linen       keeping                                   

 No.                                        Repairs                                                                             

 42    Physical Therapy                       21,526        40,307                      19,212          -613                   42   

 43    Occupational Therapy                                                                                                    43   

 44    Speech-Language Therapy                                                                                                 44   

 45    Recreational Therapy                                                                                                    45   

 46    Audiology                                                                                                               46   

 47    Psychology / Psychiatry                                                                                                 47   

 48    Renal Dialysis                                                                                                          48   

 49    Organ Acquisition                                                                                                       49   

 50    Ambulance                                                                                                               50   

 51    Exercise Tolerance Test                 8,308        15,557         4,519         7,408          -408                   51   

 52    Other Ancillary (Specify)                                                                                               52   

 53    Other Ancillary (Specify)                                                                                               53   

 54    Other Ancillary (Specify)                                                                                               54   

 55    Other Ancillary (Specify)                                                                                               55   

 56      Subtotal Ancillary                  649,201     1,215,602       131,229       579,787       -30,116                   56   

       Routine Inpatient Care Services

 57    Medical & Surgical Acute              422,772       791,622       395,921       377,611       -20,526     2,682,892     57   

 58    Pediatric Acute                        53,954       101,026        26,861        48,193        -1,634        84,765     58   

 59    Obstetric Acute                       106,838       200,049       104,552        95,410        -3,471       340,245     59   

 60    Psychiatric Acute                                                                                                       60   

 61    Ventilator Unit                                                                                                         61   

 62    Skilled Nursing Facilities                                                                                              62   

 63    Other Acute (Specify)                                                                                                   63   

 64    Other Acute (Specify)                                                                                                   64   

 65    Other Acute (Specify)                                                                                                   65   

 66      Subtotal Acute                      583,564     1,092,697       527,334       521,214       -25,631     3,107,902     66   

       Med-Surg Intensive Care

 67    Med/Surg Intensive Care                44,267        82,887        41,355        39,524        -1,429       104,698     67   

 68    Coronary Intensive Care                66,642       124,785        31,207        59,509        -2,961       112,826     68   

 69    Neonatal Intensive Care                                                                                                 69   

 70    Other ICU (Specify)                                                                                                     70   

 71    Other ICU (Specify)                                                                                                     71   

 72    Other ICU (Specify)                                                                                                     72   

 73    Other ICU (Specify)                                                                                                     73   

 74    Other ICU (Specify)                                                                                                     74   

 74.01 Other ICU (Specify)                                                                                                     74.01

 74.02 Other ICU (Specify)                                                                                                     74.02

 74.03 Other ICU (Specify)                                                                                                     74.03

 74.04 Other ICU (Specify)                                                                                                     74.04

 74.05 Other ICU (Specify)                                                                                                     74.05

 75      Subtotal Intensive Care             110,909       207,672        72,562        99,033        -4,390       217,524     75   
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SCHEDULE XIV - STEPDOWN EXPENSES (EXCLUDING CAPITAL)(Continued)

                                               8             9            10            11            12            13           

                                            Plant         Plant         Laundry       House-        Cafeteria     Dietary       

Line     Cost Center Description            Maint.&       Operations    & Linen       keeping                                   

 No.                                        Repairs                                                                             

 76    Newborn Nursery                        21,879        40,968                      19,538        -1,634                   76   

 76.01 Special Care Nursery                   12,633        23,655                      11,275          -510                   76.01

 77    Chronic / Rehabilitation                                                                                                77   

 78      Subtotal Routine Inpat Care         728,985     1,364,992       599,896       651,060       -32,165     3,325,426     78   

       Routine Ambulatory Care Services

 79    Emergency Services                    317,512       594,527       210,422       283,584        -9,597                   79   

 80    Clinic / Ambulatory Services           94,999       177,881        42,319        84,868        -2,042                   80   

 80.01 Clinic / Ambulatory Svcs (Speci        94,999       177,881        42,319        84,868        -2,042                   80.01

 81    Satellite Clinic Services                                                                                               81   

 82    Ambulatory Surgical Services           86,569       162,097                      77,337        -1,429                   82   

 83    Ambulatory Renal Dialysis                                                                                               83   

 84    Home Dialysis Services                                                                                                  84   

 85    Psychiatry                                                                                                              85   

 86    Home Health Services                                                                                                    86   

 87    Observation Beds                                                                                                        87   

 88    Private Referrals                                                                                                       88   

 89    Hospital Licensed Health Center                                                                                         89   

 90    Other Ambulatory (Specify)                                                                                              90   

 91    Other Ambulatory (Specify)                                                                                              91   

 92      Subtotal Routine Ambul Svcs         499,080       934,505       252,741       445,789       -13,068                   92   

 93    Total Patient Care                  1,877,266     3,515,099       983,866     1,676,636       -75,349     3,325,426     93   

 94    Total Pat Care & Overhead           2,761,261     4,510,242       987,543     2,057,299       -86,374     3,325,426     94   

       Non-Patient Care Services

 95    Non-Patient Ancillary                                                                                                   95   

 96    Research                                                                                                                96   

 97    Rental Property Expense                28,356        53,096                      25,318                                 97   

 97.01 Physician Billing Service                                                                                               97.01

 97.02 Grant Program (TP)                                                                                                      97.02

 97.03 Childbirth Education                    2,516         4,710                       2,239          -204                   97.03

 97.04 Fund Raising                                                                                     -204                   97.04

 98      Subtotal Non-Patient                 30,872        57,806                      27,557          -408                   98   

 99    Recovery of Expenses                                                                                                    99   

100    Total Patient/Non-Patient           2,792,133     4,568,048       987,543     2,084,856       -86,782     3,325,426    100   

101    Provision for Bad Debts                                                                                                101   

101.01 Gross Health Safety Net Assessm                                                                                        101.01

102    Total Patient/Non-Patient/Bad D     2,792,133     4,568,048       987,543     2,084,856       -86,782     3,325,426    102   
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SCHEDULE XIV - STEPDOWN EXPENSES (EXCLUDING CAPITAL)(Continued)

                                              14            15            16            17            18            19           

                                            Main-         Nursing       RN and LPN    Medical       Post Grad     Central       

Line     Cost Center Description            tenance of    Adminis-      Education     Staff -       Medical       Service &     

 No.                                        Personnel     tration                     Teaching      Education     Supplies      

       Overhead

  1    Buildings / Fixed Depreciation                                                                                           1   

  2    Fringe Benefits                                                                                                          2   

  3    Administration                                                                                                           3   

  4    Plant Maintenance / Repairs                                                                                              4   

  5    Plant Operations                                                                                                         5   

  6    Laundry and Linen                                                                                                        6   

  7    Housekeeping                                                                                                             7   

  8    Cafeteria                                                                                                                8   

  9    Dietary Services                                                                                                         9   

 10    Maintenance of Personnel                                                                                                10   

 11    Nursing Administration                                                                                                  11   

 12    RN / LPN Education                                                                                                      12   

 13    Medical Staff - Teaching                                                                                                13   

 14    Post Graduate Medical Education                                                                                         14   

 15    Central Services & Supplies                                                                                             15   

 16    Pharmacy                                             79,020                                                     622     16   

 17    Medical Records                                                                                                         17   

 18    Medical Care Review                                                                                                     18   

 19    Social Services                                                                                                         19   

 20    Other Overhead (Specify)                                                                                                20   

 21      Subtotal Overhead                                  79,020                                                     622     21   

       Ancillary Care Services

 22    Surgery                                             239,934                                    48,010        29,114     22   

 23    Labor & Delivery                                    177,127                                                  12,702     23   

 24    Recovery Room                                        63,960                                                     508     24   

 25    Anesthesiology                                                                                               10,035     25   

 26    Intravenous Therapy                                                                                                     26   

 27    Medical Supplies - Special                                                                                              27   

 28    Drugs - Special                                                                                                         28   

 29    Laboratory                                                                                                       20     29   

 30    Blood                                                                                                                   30   

 31    Blood Processing / Storage                                                                                              31   

 32    Electrocardiology (EKG)                              14,380                                                      80     32   

 33    Cardiac Cath Laboratory                                                                                      21,121     33   

 34    Diagnostic Radiology                                                                                         47,006     34   

 35    Therapeutic Radiology                                                                                                   35   

 36    Computerized Tomography                                                                                         331     36   

 37    Nuclear Medicine                                                                                                509     37   

 38    Respiratory Therapy                                  80,117                                                   7,458     38   

 39    Pulmonary Function Test                                                                                                 39   

 40    Electroencephalography                                6,379                                                     129     40   

 41    Electromyography                                                                                                        41   
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SCHEDULE XIV - STEPDOWN EXPENSES (EXCLUDING CAPITAL)(Continued)

                                              14            15            16            17            18            19           

                                            Main-         Nursing       RN and LPN    Medical       Post Grad     Central       

Line     Cost Center Description            tenance of    Adminis-      Education     Staff -       Medical       Service &     

 No.                                        Personnel     tration                     Teaching      Education     Supplies      

 42    Physical Therapy                                     29,284                                                     370     42   

 43    Occupational Therapy                                                                                                    43   

 44    Speech-Language Therapy                                                                                                 44   

 45    Recreational Therapy                                                                                                    45   

 46    Audiology                                                                                                               46   

 47    Psychology / Psychiatry                                                                                                 47   

 48    Renal Dialysis                                                                                                          48   

 49    Organ Acquisition                                                                                                       49   

 50    Ambulance                                                                                                               50   

 51    Exercise Tolerance Test                                                                                         811     51   

 52    Other Ancillary (Specify)                                                                                               52   

 53    Other Ancillary (Specify)                                                                                               53   

 54    Other Ancillary (Specify)                                                                                               54   

 55    Other Ancillary (Specify)                                                                                               55   

 56      Subtotal Ancillary                                611,181                                    48,010       130,194     56   

       Routine Inpatient Care Services

 57    Medical & Surgical Acute                          1,053,141                                 1,687,475        23,522     57   

 58    Pediatric Acute                                      81,791                                   313,326         1,164     58   

 59    Obstetric Acute                                     176,344                                 1,818,602          -793     59   

 60    Psychiatric Acute                                                                                                       60   

 61    Ventilator Unit                                                                                                         61   

 62    Skilled Nursing Facilities                                                                                              62   

 63    Other Acute (Specify)                                                                                                   63   

 64    Other Acute (Specify)                                                                                                   64   

 65    Other Acute (Specify)                                                                                                   65   

 66      Subtotal Acute                                  1,311,276                                 3,819,403        23,893     66   

       Med-Surg Intensive Care

 67    Med/Surg Intensive Care                              73,894                                   152,890         2,924     67   

 68    Coronary Intensive Care                             150,039                                                   3,675     68   

 69    Neonatal Intensive Care                                                                                                 69   

 70    Other ICU (Specify)                                                                                                     70   

 71    Other ICU (Specify)                                                                                                     71   

 72    Other ICU (Specify)                                                                                                     72   

 73    Other ICU (Specify)                                                                                                     73   

 74    Other ICU (Specify)                                                                                                     74   

 74.01 Other ICU (Specify)                                                                                                     74.01

 74.02 Other ICU (Specify)                                                                                                     74.02

 74.03 Other ICU (Specify)                                                                                                     74.03

 74.04 Other ICU (Specify)                                                                                                     74.04

 74.05 Other ICU (Specify)                                                                                                     74.05

 75      Subtotal Intensive Care                           223,933                                   152,890         6,599     75   
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SCHEDULE XIV - STEPDOWN EXPENSES (EXCLUDING CAPITAL)(Continued)

                                              14            15            16            17            18            19           

                                            Main-         Nursing       RN and LPN    Medical       Post Grad     Central       

Line     Cost Center Description            tenance of    Adminis-      Education     Staff -       Medical       Service &     

 No.                                        Personnel     tration                     Teaching      Education     Supplies      

 76    Newborn Nursery                                      84,718                                                   3,961     76   

 76.01 Special Care Nursery                                 26,934                                    38,933         1,631     76.01

 77    Chronic / Rehabilitation                                                                                                77   

 78      Subtotal Routine Inpat Care                     1,646,861                                 4,011,226        36,084     78   

       Routine Ambulatory Care Services

 79    Emergency Services                                  489,858                                   252,520        20,301     79   

 80    Clinic / Ambulatory Services                        102,919                                                  29,422     80   

 80.01 Clinic / Ambulatory Svcs (Speci                     102,919                                                  29,422     80.01

 81    Satellite Clinic Services                                                                                               81   

 82    Ambulatory Surgical Services                         72,013                                                   3,286     82   

 83    Ambulatory Renal Dialysis                                                                                               83   

 84    Home Dialysis Services                                                                                                  84   

 85    Psychiatry                                                                                                              85   

 86    Home Health Services                                                                                                    86   

 87    Observation Beds                                                                                                        87   

 88    Private Referrals                                                                                                       88   

 89    Hospital Licensed Health Center                                                                                         89   

 90    Other Ambulatory (Specify)                                                                                              90   

 91    Other Ambulatory (Specify)                                                                                              91   

 92      Subtotal Routine Ambul Svcs                       664,790                                   252,520        53,009     92   

 93    Total Patient Care                                2,922,832                                 4,311,756       219,287     93   

 94    Total Pat Care & Overhead                         3,001,852                                 4,311,756       219,909     94   

       Non-Patient Care Services

 95    Non-Patient Ancillary                                                                                                   95   

 96    Research                                                                                                                96   

 97    Rental Property Expense                                                                                                 97   

 97.01 Physician Billing Service                                                                                               97.01

 97.02 Grant Program (TP)                                                                                                      97.02

 97.03 Childbirth Education                                                                                                    97.03

 97.04 Fund Raising                                                                                                            97.04

 98      Subtotal Non-Patient                                                                                                  98   

 99    Recovery of Expenses                                                                                                    99   

100    Total Patient/Non-Patient                         3,001,852                                 4,311,756       219,909    100   

101    Provision for Bad Debts                                                                                                101   

101.01 Gross Health Safety Net Assessm                                                                                        101.01

102    Total Patient/Non-Patient/Bad D                   3,001,852                                 4,311,756       219,909    102   
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SCHEDULE XIV - STEPDOWN EXPENSES (EXCLUDING CAPITAL)(Continued)

                                              20            21            22            23            24            25           

                                            Pharmacy      Medical       Medical       Social        Other         Total Exp     

Line     Cost Center Description                          Records       Care          Services      Overhead      After         

 No.                                                                    Review                                    Stepdown      

       Overhead

  1    Buildings / Fixed Depreciation                                                                                           1   

  2    Fringe Benefits                                                                                                          2   

  3    Administration                                                                                                           3   

  4    Plant Maintenance / Repairs                                                                                              4   

  5    Plant Operations                                                                                                         5   

  6    Laundry and Linen                                                                                                        6   

  7    Housekeeping                                                                                                             7   

  8    Cafeteria                                                                                                                8   

  9    Dietary Services                                                                                                         9   

 10    Maintenance of Personnel                                                                                                10   

 11    Nursing Administration                                                                                                  11   

 12    RN / LPN Education                                                                                                      12   

 13    Medical Staff - Teaching                                                                                                13   

 14    Post Graduate Medical Education                                                                                         14   

 15    Central Services & Supplies                                                                                             15   

 16    Pharmacy                                                                                                                16   

 17    Medical Records                                                                                                         17   

 18    Medical Care Review                                                                                                     18   

 19    Social Services                         2,149                                                                           19   

 20    Other Overhead (Specify)                                                                                                20   

 21      Subtotal Overhead                     2,149                                                                           21   

       Ancillary Care Services

 22    Surgery                                 3,501                                                             6,231,957     22   

 23    Labor & Delivery                       37,076                                                             5,634,025     23   

 24    Recovery Room                           8,854                                                             2,006,888     24   

 25    Anesthesiology                      1,055,187                                                             1,546,671     25   

 26    Intravenous Therapy                                                                                         764,805     26   

 27    Medical Supplies - Special                                                                                7,226,005     27   

 28    Drugs - Special                                                                                           5,397,423     28   

 29    Laboratory                                                                                               10,123,813     29   

 30    Blood                                                                                                                   30   

 31    Blood Processing / Storage                                                                                1,298,862     31   

 32    Electrocardiology (EKG)                                                                                     941,233     32   

 33    Cardiac Cath Laboratory               152,480                                                             1,139,431     33   

 34    Diagnostic Radiology                   48,746                                                             8,298,022     34   

 35    Therapeutic Radiology                                                                                                   35   

 36    Computerized Tomography                21,832                                                             2,093,832     36   

 37    Nuclear Medicine                       16,775                                                             1,597,452     37   

 38    Respiratory Therapy                     2,167                                                             1,689,215     38   

 39    Pulmonary Function Test                                                                                     665,710     39   

 40    Electroencephalography                                                                                      214,168     40   

 41    Electromyography                                                                                                        41   
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SCHEDULE XIV - STEPDOWN EXPENSES (EXCLUDING CAPITAL)(Continued)

                                              20            21            22            23            24            25           

                                            Pharmacy      Medical       Medical       Social        Other         Total Exp     

Line     Cost Center Description                          Records       Care          Services      Overhead      After         

 No.                                                                    Review                                    Stepdown      

 42    Physical Therapy                       82,550                                                             1,340,460     42   

 43    Occupational Therapy                                                                                                    43   

 44    Speech-Language Therapy                                                                                     131,788     44   

 45    Recreational Therapy                                                                                                    45   

 46    Audiology                                                                                                               46   

 47    Psychology / Psychiatry                                                                                                 47   

 48    Renal Dialysis                                                                                                          48   

 49    Organ Acquisition                                                                                                       49   

 50    Ambulance                                                                                                               50   

 51    Exercise Tolerance Test                90,212                                                               842,680     51   

 52    Other Ancillary (Specify)                                                                                               52   

 53    Other Ancillary (Specify)                                                                                               53   

 54    Other Ancillary (Specify)                                                                                               54   

 55    Other Ancillary (Specify)                                                                                               55   

 56      Subtotal Ancillary                1,519,380                                                            59,184,440     56   

       Routine Inpatient Care Services

 57    Medical & Surgical Acute              403,964     1,027,002       521,505     1,730,818                  33,548,887     57   

 58    Pediatric Acute                        22,030        31,121        18,171        13,157                   2,907,946     58   

 59    Obstetric Acute                        11,392       124,485        73,592       141,930                   8,002,810     59   

 60    Psychiatric Acute                                                                                                       60   

 61    Ventilator Unit                                                                                                         61   

 62    Skilled Nursing Facilities                                                                                              62   

 63    Other Acute (Specify)                                                                                                   63   

 64    Other Acute (Specify)                                                                                                   64   

 65    Other Acute (Specify)                                                                                                   65   

 66      Subtotal Acute                      437,386     1,182,608       613,268     1,885,905                  44,459,643     66   

       Med-Surg Intensive Care

 67    Med/Surg Intensive Care                50,401        62,243        39,068        10,049                   2,603,266     67   

 68    Coronary Intensive Care                46,468        62,243        38,159        10,981                   4,807,402     68   

 69    Neonatal Intensive Care                                                                                                 69   

 70    Other ICU (Specify)                                                                                                     70   

 71    Other ICU (Specify)                                                                                                     71   

 72    Other ICU (Specify)                                                                                                     72   

 73    Other ICU (Specify)                                                                                                     73   

 74    Other ICU (Specify)                                                                                                     74   

 74.01 Other ICU (Specify)                                                                                                     74.01

 74.02 Other ICU (Specify)                                                                                                     74.02

 74.03 Other ICU (Specify)                                                                                                     74.03

 74.04 Other ICU (Specify)                                                                                                     74.04

 74.05 Other ICU (Specify)                                                                                                     74.05

 75      Subtotal Intensive Care              96,869       124,486        77,227        21,030                   7,410,668     75   
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SCHEDULE XIV - STEPDOWN EXPENSES (EXCLUDING CAPITAL)(Continued)

                                              20            21            22            23            24            25           

                                            Pharmacy      Medical       Medical       Social        Other         Total Exp     

Line     Cost Center Description                          Records       Care          Services      Overhead      After         

 No.                                                                    Review                                    Stepdown      

 76    Newborn Nursery                        13,911       155,606                                               2,791,156     76   

 76.01 Special Care Nursery                                                                                      1,763,468     76.01

 77    Chronic / Rehabilitation                                                                                                77   

 78      Subtotal Routine Inpat Care         548,166     1,462,700       690,495     1,906,935                  56,424,935     78   

       Routine Ambulatory Care Services

 79    Emergency Services                     89,058       715,790        49,062        60,294                  20,245,681     79   

 80    Clinic / Ambulatory Services           42,670       933,639                       5,284                   4,769,439     80   

 80.01 Clinic / Ambulatory Svcs (Speci        42,670       933,639                       5,284                   4,769,439     80.01

 81    Satellite Clinic Services                                                                                               81   

 82    Ambulatory Surgical Services            3,495                                                             1,763,933     82   

 83    Ambulatory Renal Dialysis                                                                                               83   

 84    Home Dialysis Services                                                                                                  84   

 85    Psychiatry                                                                                                              85   

 86    Home Health Services                                                                                                    86   

 87    Observation Beds                                                                                                        87   

 88    Private Referrals                                                                                                       88   

 89    Hospital Licensed Health Center                                                                                         89   

 90    Other Ambulatory (Specify)                                                                                              90   

 91    Other Ambulatory (Specify)                                                                                              91   

 92      Subtotal Routine Ambul Svcs         135,223     1,649,429        49,062        65,578                  26,779,053     92   

 93    Total Patient Care                  2,202,769     3,112,129       739,557     1,972,513                 142,388,428     93   

 94    Total Pat Care & Overhead           2,204,918     3,112,129       739,557     1,972,513                 142,388,428     94   

       Non-Patient Care Services

 95    Non-Patient Ancillary                                                                                                   95   

 96    Research                                                                                                                96   

 97    Rental Property Expense                                                                                     126,763     97   

 97.01 Physician Billing Service                                                                                     1,260     97.01

 97.02 Grant Program (TP)                                                                                          155,539     97.02

 97.03 Childbirth Education                                                                                        352,897     97.03

 97.04 Fund Raising                                                                                                308,885     97.04

 98      Subtotal Non-Patient                                                                                      945,344     98   

 99    Recovery of Expenses                                                                                      3,072,666     99   

100    Total Patient/Non-Patient           2,204,918     3,112,129       739,557     1,972,513                 146,406,438    100   

101    Provision for Bad Debts                                                                                   8,285,763    101   

101.01 Gross Health Safety Net Assessm                                                                           1,154,640    101.01

102    Total Patient/Non-Patient/Bad D     2,204,918     3,112,129       739,557     1,972,513                 155,846,841    102   
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SCHEDULE XV - STEPDOWN EXPENSES (INCLUDING CAPITAL)

                                               2             3             4             5             6             7           

                                            Direct Exp    Allocated     Total         Bldg and      Fringe        Adminis-      

Line     Cost Center Description            (Sch IX,      Expense       Exp for       Fixed         Benefits      tration       

 No.                                        Col.13)                     Stepdown      Deprec                                    

       Overhead

  1    Buildings / Fixed Depreciation      4,150,503                   4,150,503                                                1   

  2    Fringe Benefits                    15,812,539                  15,812,539                                                2   

  3    Administration                     15,639,040     2,960,338    18,599,378     1,019,349     1,940,989                    3   

  4    Plant Maintenance / Repairs         2,415,248       479,908     2,895,156        90,805       166,167       222,936      4   

  5    Plant Operations                    3,734,744     1,245,770     4,980,514       383,872       211,970       284,388      5   

  6    Laundry and Linen                     839,594       200,426     1,040,020        43,204        14,981        20,099      6   

  7    Housekeeping                        1,340,624       847,188     2,187,812        71,426       245,056       328,778      7   

  8    Cafeteria                            -336,131       321,625       -14,506        57,441        22,366        30,007      8   

  9    Dietary Services                    2,483,586       959,819     3,443,405        78,935       252,066       338,182      9   

 10    Maintenance of Personnel                                                                                                10   

 11    Nursing Administration              2,206,079       844,330     3,050,409        19,259       322,120       432,170     11   

 12    RN / LPN Education                                                                                                      12   

 13    Medical Staff - Teaching                                                                                                13   

 14    Post Graduate Medical Education     4,129,122       246,460     4,375,582        51,746                                 14   

 15    Central Services & Supplies            56,477       221,550       278,027        47,265                                 15   

 16    Pharmacy                            1,512,467       760,105     2,272,572        40,284       209,435       280,986     16   

 17    Medical Records                     1,947,629     1,352,267     3,299,896       131,786       313,878       421,112     17   

 18    Medical Care Review                   500,579       255,060       755,639         7,064        94,824       127,220     18   

 19    Social Services                     1,274,679       755,639     2,030,318        30,300       261,193       350,427     19   

 20    Other Overhead (Specify)                                                                                                20   

 21      Subtotal Overhead                57,706,779    11,450,485    69,157,264     2,072,736     4,055,045     2,836,305     21   

       Ancillary Care Services

 22    Surgery                             4,275,688                                   119,820       509,879       684,075     22   

 23    Labor & Delivery                    3,454,224                                   117,032       684,121       917,844     23   

 24    Recovery Room                       1,250,151                                    19,451       272,197       365,191     24   

 25    Anesthesiology                        439,918                                     7,749         6,543         8,778     25   

 26    Intravenous Therapy                   649,524                                     6,151        41,582        55,788     26   

 27    Medical Supplies - Special          7,226,005                                                                           27   

 28    Drugs - Special                     5,397,423                                                                           28   

 29    Laboratory                          7,772,940                                   140,929       825,116     1,107,009     29   

 30    Blood                                                                                                                   30   

 31    Blood Processing / Storage          1,166,814                                     5,683        49,771        66,775     31   

 32    Electrocardiology (EKG)               829,966                                     5,070        34,130        45,790     32   

 33    Cardiac Cath Laboratory               744,546                                    16,243        72,198        96,863     33   

 34    Diagnostic Radiology                5,941,196                                   148,666       752,745     1,009,913     34   

 35    Therapeutic Radiology                                                                                                   35   

 36    Computerized Tomography             1,644,817                                    16,111       164,121       220,192     36   

 37    Nuclear Medicine                    1,227,665                                    27,189       111,068       149,014     37   

 38    Respiratory Therapy                   995,865                                    35,082       213,312       286,189     38   

 39    Pulmonary Function Test               530,261                                     2,391        58,480        73,124     39   

 40    Electroencephalography                147,935                                     6,860        15,922        21,362     40   

 41    Electromyography                                                                                                        41   
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SCHEDULE XV - STEPDOWN EXPENSES (INCLUDING CAPITAL)(Continued)

                                               2             3             4             5             6             7           

                                            Direct Exp    Allocated     Total         Bldg and      Fringe        Adminis-      

Line     Cost Center Description            (Sch IX,      Expense       Exp for       Fixed         Benefits      tration       

 No.                                        Col.13)                     Stepdown      Deprec                                    

 42    Physical Therapy                      845,291                                    23,440       133,385       178,955     42   

 43    Occupational Therapy                                                                                                    43   

 44    Speech-Language Therapy               131,788                                                                           44   

 45    Recreational Therapy                                                                                                    45   

 46    Audiology                                                                                                               46   

 47    Psychology / Psychiatry                                                                                                 47   

 48    Renal Dialysis                                                                                                          48   

 49    Organ Acquisition                                                                                                       49   

 50    Ambulance                                                                                                               50   

 51    Exercise Tolerance Test               613,346                                     9,047        45,380        60,884     51   

 52    Other Ancillary (Specify)                                                                                               52   

 53    Other Ancillary (Specify)                                                                                               53   

 54    Other Ancillary (Specify)                                                                                               54   

 55    Other Ancillary (Specify)                                                                                               55   

 56      Subtotal Ancillary               45,285,363                                   706,914     3,989,950     5,347,746     56   

       Routine Inpatient Care Services

 57    Medical & Surgical Acute           15,273,745                                   460,355     3,164,493     4,245,612     57   

 58    Pediatric Acute                     1,421,796                                    58,750       305,199       409,467     58   

 59    Obstetric Acute                     3,232,693                                   116,335       697,030       935,164     59   

 60    Psychiatric Acute                                                                                                       60   

 61    Ventilator Unit                                                                                                         61   

 62    Skilled Nursing Facilities                                                                                              62   

 63    Other Acute (Specify)                                                                                                   63   

 64    Other Acute (Specify)                                                                                                   64   

 65    Other Acute (Specify)                                                                                                   65   

 66      Subtotal Acute                   19,928,234                                   635,440     4,166,722     5,590,243     66   

       Med-Surg Intensive Care

 67    Med/Surg Intensive Care             1,285,254                                    48,202       271,257       363,929     67   

 68    Coronary Intensive Care             2,767,519                                    72,567       589,173       790,459     68   

 69    Neonatal Intensive Care                                                                                                 69   

 70    Other ICU (Specify)                                                                                                     70   

 71    Other ICU (Specify)                                                                                                     71   

 72    Other ICU (Specify)                                                                                                     72   

 73    Other ICU (Specify)                                                                                                     73   

 74    Other ICU (Specify)                                                                                                     74   

 74.01 Other ICU (Specify)                                                                                                     74.01

 74.02 Other ICU (Specify)                                                                                                     74.02

 74.03 Other ICU (Specify)                                                                                                     74.03

 74.04 Other ICU (Specify)                                                                                                     74.04

 74.05 Other ICU (Specify)                                                                                                     74.05

 75      Subtotal Intensive Care           4,052,773                                   120,769       860,430     1,154,388     75   
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SCHEDULE XV - STEPDOWN EXPENSES (INCLUDING CAPITAL)(Continued)

                                               2             3             4             5             6             7           

                                            Direct Exp    Allocated     Total         Bldg and      Fringe        Adminis-      

Line     Cost Center Description            (Sch IX,      Expense       Exp for       Fixed         Benefits      tration       

 No.                                        Col.13)                     Stepdown      Deprec                                    

 76    Newborn Nursery                     1,684,798                                    23,825       338,348       453,942     76   

 76.01 Special Care Nursery                1,321,745                                    13,756       146,719       190,917     76.01

 77    Chronic / Rehabilitation                                                                                                77   

 78      Subtotal Routine Inpat Care      26,987,550                                   793,790     5,512,219     7,389,490     78   

       Routine Ambulatory Care Services

 79    Emergency Services                 13,480,855                                   345,738     1,627,563     2,183,606     79   

 80    Clinic / Ambulatory Services        2,516,284                                   103,444       326,790       438,434     80   

 80.01 Clinic / Ambulatory Svcs (Speci     2,516,284                                   103,444       326,790       438,434     80.01

 81    Satellite Clinic Services                                                                                               81   

 82    Ambulatory Surgical Services          932,375                                    94,265       188,787       253,284     82   

 83    Ambulatory Renal Dialysis                                                                                               83   

 84    Home Dialysis Services                                                                                                  84   

 85    Psychiatry                                                                                                              85   

 86    Home Health Services                                                                                                    86   

 87    Observation Beds                                                                                                        87   

 88    Private Referrals                                                                                                       88   

 89    Hospital Licensed Health Center                                                                                         89   

 90    Other Ambulatory (Specify)                                                                                              90   

 91    Other Ambulatory (Specify)                                                                                              91   

 92      Subtotal Routine Ambul Svcs      16,929,514                                   543,447     2,143,140     2,875,324     92   

 93    Total Patient Care                 89,202,427                                 2,044,151    11,645,309    15,612,560     93   

 94    Total Pat Care & Overhead         146,909,206                                 4,116,887    15,700,354    18,448,865     94   

       Non-Patient Care Services

 95    Non-Patient Ancillary                                                                                                   95   

 96    Research                                                                                                                96   

 97    Rental Property Expense                19,993                                    30,877                                 97   

 97.01 Physician Billing Service               1,260                                                                           97.01

 97.02 Grant Program (TP)                    103,729                                                  22,843        30,647     97.02

 97.03 Childbirth Education                  229,915                                     2,739        50,139        67,269     97.03

 97.04 Fund Raising                          220,172                                                  39,203        52,597     97.04

 98      Subtotal Non-Patient                575,069                                    33,616       112,185       150,513     98   

 99    Recovery of Expenses                3,072,666                                                                           99   

100    Total Patient/Non-Patient         150,556,941                                 4,150,503    15,812,539    18,599,378    100   

101    Provision for Bad Debts             8,285,763                                                                          101   

101.01 Gross Health Safety Net Assessm     1,154,640                                                                          101.01

102    Total Patient/Non-Patient/Bad D   159,997,344                                 4,150,503    15,812,539    18,599,378    102   



PROVIDER NO. 2099         LAWRENCE GENERAL HOSPITAL                                   KPMG COMPU-MAX SYSTEM        VERSION: 2008.12

PERIOD FROM 10/01/2007 TO 09/30/2008                     State of Massachusetts - D403             Page 28     02/24/2010  15:40:32

SCHEDULE XV - STEPDOWN EXPENSES (INCLUDING CAPITAL)(Continued)

                                               8             9            10            11            12            13           

                                            Plant         Plant         Laundry       House-        Cafeteria     Dietary       

Line     Cost Center Description            Maint.&       Operations    & Linen       keeping                                   

 No.                                        Repairs                                                                             

       Overhead

  1    Buildings / Fixed Depreciation                                                                                           1   

  2    Fringe Benefits                                                                                                          2   

  3    Administration                                                                                                           3   

  4    Plant Maintenance / Repairs                                                                                              4   

  5    Plant Operations                      365,540                                                                            5   

  6    Laundry and Linen                      41,141        81,001                                                              6   

  7    Housekeeping                           68,015       133,913                                                              7   

  8    Cafeteria                              54,698       107,693                      49,420                                  8   

  9    Dietary Services                       75,165       147,991                      67,958          -478                    9   

 10    Maintenance of Personnel                                                                                                10   

 11    Nursing Administration                 18,339        36,108                      16,573          -239                   11   

 12    RN / LPN Education                                                                                                      12   

 13    Medical Staff - Teaching                                                                                                13   

 14    Post Graduate Medical Education        49,275        97,016         3,872        44,551                                 14   

 15    Central Services & Supplies            45,007        88,614                      40,664                                 15   

 16    Pharmacy                               38,360        75,527                      34,684          -256                   16   

 17    Medical Records                       125,492       247,080                     113,448          -529                   17   

 18    Medical Care Review                     6,727        13,245                       6,065           -85                   18   

 19    Social Services                        28,853        56,809                      26,098          -256                   19   

 20    Other Overhead (Specify)                                                                                                20   

 21      Subtotal Overhead                   916,612     1,084,997         3,872       399,461        -1,843                   21   

       Ancillary Care Services

 22    Surgery                               114,097       224,644        73,306       103,112          -785                   22   

 23    Labor & Delivery                      111,443       219,419                     100,720          -580                   23   

 24    Recovery Room                          18,522        36,468                      16,744          -205                   24   

 25    Anesthesiology                          7,379        14,529                       6,663           -17                   25   

 26    Intravenous Therapy                     5,858        11,533                       5,297           -51                   26   

 27    Medical Supplies - Special                                                                                              27   

 28    Drugs - Special                                                                                                         28   

 29    Laboratory                            134,199       264,221                     121,308        -1,331                   29   

 30    Blood                                                                                                                   30   

 31    Blood Processing / Storage              5,411        10,654                       4,912           -85                   31   

 32    Electrocardiology (EKG)                 4,828         9,506         2,293         4,357           -51                   32   

 33    Cardiac Cath Laboratory                15,468        30,454         1,875        13,967           -68                   33   

 34    Diagnostic Radiology                  141,566       278,728        48,309       127,971        -1,041                   34   

 35    Therapeutic Radiology                                                                                                   35   

 36    Computerized Tomography                15,342        30,206                      13,882          -188                   36   

 37    Nuclear Medicine                       25,890        50,975         7,661        23,407          -119                   37   

 38    Respiratory Therapy                    33,407        65,774                      30,199          -256                   38   

 39    Pulmonary Function Test                 2,277         4,483                       2,050           -68                   39   

 40    Electroencephalography                  6,533        12,862                       5,895           -17                   40   

 41    Electromyography                                                                                                        41   
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SCHEDULE XV - STEPDOWN EXPENSES (INCLUDING CAPITAL)(Continued)

                                               8             9            10            11            12            13           

                                            Plant         Plant         Laundry       House-        Cafeteria     Dietary       

Line     Cost Center Description            Maint.&       Operations    & Linen       keeping                                   

 No.                                        Repairs                                                                             

 42    Physical Therapy                       22,321        43,947                      20,161          -102                   42   

 43    Occupational Therapy                                                                                                    43   

 44    Speech-Language Therapy                                                                                                 44   

 45    Recreational Therapy                                                                                                    45   

 46    Audiology                                                                                                               46   

 47    Psychology / Psychiatry                                                                                                 47   

 48    Renal Dialysis                                                                                                          48   

 49    Organ Acquisition                                                                                                       49   

 50    Ambulance                                                                                                               50   

 51    Exercise Tolerance Test                 8,615        16,962         4,759         7,774           -68                   51   

 52    Other Ancillary (Specify)                                                                                               52   

 53    Other Ancillary (Specify)                                                                                               53   

 54    Other Ancillary (Specify)                                                                                               54   

 55    Other Ancillary (Specify)                                                                                               55   

 56      Subtotal Ancillary                  673,156     1,325,365       138,203       608,419        -5,032                   56   

       Routine Inpatient Care Services

 57    Medical & Surgical Acute              438,371       863,099       416,959       396,257        -3,434     2,778,075     57   

 58    Pediatric Acute                        55,945       110,148        28,289        50,573          -273        87,772     58   

 59    Obstetric Acute                       110,780       218,112       110,108       100,122          -580       352,316     59   

 60    Psychiatric Acute                                                                                                       60   

 61    Ventilator Unit                                                                                                         61   

 62    Skilled Nursing Facilities                                                                                              62   

 63    Other Acute (Specify)                                                                                                   63   

 64    Other Acute (Specify)                                                                                                   64   

 65    Other Acute (Specify)                                                                                                   65   

 66      Subtotal Acute                      605,096     1,191,359       555,356       546,952        -4,287     3,218,163     66   

       Med-Surg Intensive Care

 67    Med/Surg Intensive Care                45,900        90,371        43,553        41,475          -239       108,413     67   

 68    Coronary Intensive Care                69,101       136,053        32,865        62,448          -495       116,829     68   

 69    Neonatal Intensive Care                                                                                                 69   

 70    Other ICU (Specify)                                                                                                     70   

 71    Other ICU (Specify)                                                                                                     71   

 72    Other ICU (Specify)                                                                                                     72   

 73    Other ICU (Specify)                                                                                                     73   

 74    Other ICU (Specify)                                                                                                     74   

 74.01 Other ICU (Specify)                                                                                                     74.01

 74.02 Other ICU (Specify)                                                                                                     74.02

 74.03 Other ICU (Specify)                                                                                                     74.03

 74.04 Other ICU (Specify)                                                                                                     74.04

 74.05 Other ICU (Specify)                                                                                                     74.05

 75      Subtotal Intensive Care             115,001       226,424        76,418       103,923          -734       225,242     75   
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SCHEDULE XV - STEPDOWN EXPENSES (INCLUDING CAPITAL)(Continued)

                                               8             9            10            11            12            13           

                                            Plant         Plant         Laundry       House-        Cafeteria     Dietary       

Line     Cost Center Description            Maint.&       Operations    & Linen       keeping                                   

 No.                                        Repairs                                                                             

 76    Newborn Nursery                        22,687        44,668                      20,503          -273                   76   

 76.01 Special Care Nursery                   13,100        25,791                      11,832           -85                   76.01

 77    Chronic / Rehabilitation                                                                                                77   

 78      Subtotal Routine Inpat Care         755,884     1,488,242       631,774       683,210        -5,379     3,443,405     78   

       Routine Ambulatory Care Services

 79    Emergency Services                    329,227       648,209       221,603       297,589        -1,604                   79   

 80    Clinic / Ambulatory Services           98,504       193,942        44,568        89,059          -341                   80   

 80.01 Clinic / Ambulatory Svcs (Speci        98,504       193,942        44,568        89,059          -341                   80.01

 81    Satellite Clinic Services                                                                                               81   

 82    Ambulatory Surgical Services           89,763       176,733                      81,157          -239                   82   

 83    Ambulatory Renal Dialysis                                                                                               83   

 84    Home Dialysis Services                                                                                                  84   

 85    Psychiatry                                                                                                              85   

 86    Home Health Services                                                                                                    86   

 87    Observation Beds                                                                                                        87   

 88    Private Referrals                                                                                                       88   

 89    Hospital Licensed Health Center                                                                                         89   

 90    Other Ambulatory (Specify)                                                                                              90   

 91    Other Ambulatory (Specify)                                                                                              91   

 92      Subtotal Routine Ambul Svcs         517,494     1,018,884       266,171       467,805        -2,184                   92   

 93    Total Patient Care                  1,946,534     3,832,491     1,036,148     1,759,434       -12,595     3,443,405     93   

 94    Total Pat Care & Overhead           2,863,146     4,917,488     1,040,020     2,158,895       -14,438     3,443,405     94   

       Non-Patient Care Services

 95    Non-Patient Ancillary                                                                                                   95   

 96    Research                                                                                                                96   

 97    Rental Property Expense                29,402        57,890                      26,568                                 97   

 97.01 Physician Billing Service                                                                                               97.01

 97.02 Grant Program (TP)                                                                                                      97.02

 97.03 Childbirth Education                    2,608         5,136                       2,349           -34                   97.03

 97.04 Fund Raising                                                                                      -34                   97.04

 98      Subtotal Non-Patient                 32,010        63,026                      28,917           -68                   98   

 99    Recovery of Expenses                                                                                                    99   

100    Total Patient/Non-Patient           2,895,156     4,980,514     1,040,020     2,187,812       -14,506     3,443,405    100   

101    Provision for Bad Debts                                                                                                101   

101.01 Gross Health Safety Net Assessm                                                                                        101.01

102    Total Patient/Non-Patient/Bad D     2,895,156     4,980,514     1,040,020     2,187,812       -14,506     3,443,405    102   
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SCHEDULE XV - STEPDOWN EXPENSES (INCLUDING CAPITAL)(Continued)

                                              14            15            16            17            18            19           

                                            Main-         Nursing       RN and LPN    Medical       Post Grad     Central       

Line     Cost Center Description            tenance of    Adminis-      Education     Staff -       Medical       Service &     

 No.                                        Personnel     tration                     Teaching      Education     Supplies      

       Overhead

  1    Buildings / Fixed Depreciation                                                                                           1   

  2    Fringe Benefits                                                                                                          2   

  3    Administration                                                                                                           3   

  4    Plant Maintenance / Repairs                                                                                              4   

  5    Plant Operations                                                                                                         5   

  6    Laundry and Linen                                                                                                        6   

  7    Housekeeping                                                                                                             7   

  8    Cafeteria                                                                                                                8   

  9    Dietary Services                                                                                                         9   

 10    Maintenance of Personnel                                                                                                10   

 11    Nursing Administration                                                                                                  11   

 12    RN / LPN Education                                                                                                      12   

 13    Medical Staff - Teaching                                                                                                13   

 14    Post Graduate Medical Education                                                                                         14   

 15    Central Services & Supplies                                                                                             15   

 16    Pharmacy                                             80,298                                                     787     16   

 17    Medical Records                                                                                                         17   

 18    Medical Care Review                                                                                                     18   

 19    Social Services                                                                                                         19   

 20    Other Overhead (Specify)                                                                                                20   

 21      Subtotal Overhead                                  80,298                                                     787     21   

       Ancillary Care Services

 22    Surgery                                             243,815                                    48,721        36,808     22   

 23    Labor & Delivery                                    179,993                                                  16,058     23   

 24    Recovery Room                                        64,995                                                     642     24   

 25    Anesthesiology                                                                                               12,687     25   

 26    Intravenous Therapy                                                                                                     26   

 27    Medical Supplies - Special                                                                                              27   

 28    Drugs - Special                                                                                                         28   

 29    Laboratory                                                                                                       25     29   

 30    Blood                                                                                                                   30   

 31    Blood Processing / Storage                                                                                              31   

 32    Electrocardiology (EKG)                              14,612                                                     101     32   

 33    Cardiac Cath Laboratory                                                                                      26,703     33   

 34    Diagnostic Radiology                                                                                         59,430     34   

 35    Therapeutic Radiology                                                                                                   35   

 36    Computerized Tomography                                                                                         418     36   

 37    Nuclear Medicine                                                                                                644     37   

 38    Respiratory Therapy                                  81,413                                                   9,429     38   

 39    Pulmonary Function Test                                                                                                 39   

 40    Electroencephalography                                6,482                                                     163     40   

 41    Electromyography                                                                                                        41   
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SCHEDULE XV - STEPDOWN EXPENSES (INCLUDING CAPITAL)(Continued)

                                              14            15            16            17            18            19           

                                            Main-         Nursing       RN and LPN    Medical       Post Grad     Central       

Line     Cost Center Description            tenance of    Adminis-      Education     Staff -       Medical       Service &     

 No.                                        Personnel     tration                     Teaching      Education     Supplies      

 42    Physical Therapy                                     29,758                                                     468     42   

 43    Occupational Therapy                                                                                                    43   

 44    Speech-Language Therapy                                                                                                 44   

 45    Recreational Therapy                                                                                                    45   

 46    Audiology                                                                                                               46   

 47    Psychology / Psychiatry                                                                                                 47   

 48    Renal Dialysis                                                                                                          48   

 49    Organ Acquisition                                                                                                       49   

 50    Ambulance                                                                                                               50   

 51    Exercise Tolerance Test                                                                                       1,026     51   

 52    Other Ancillary (Specify)                                                                                               52   

 53    Other Ancillary (Specify)                                                                                               53   

 54    Other Ancillary (Specify)                                                                                               54   

 55    Other Ancillary (Specify)                                                                                               55   

 56      Subtotal Ancillary                                621,068                                    48,721       164,602     56   

       Routine Inpatient Care Services

 57    Medical & Surgical Acute                          1,070,176                                 1,712,454        29,739     57   

 58    Pediatric Acute                                      83,115                                   317,964         1,472     58   

 59    Obstetric Acute                                     179,196                                 1,845,522        -1,003     59   

 60    Psychiatric Acute                                                                                                       60   

 61    Ventilator Unit                                                                                                         61   

 62    Skilled Nursing Facilities                                                                                              62   

 63    Other Acute (Specify)                                                                                                   63   

 64    Other Acute (Specify)                                                                                                   64   

 65    Other Acute (Specify)                                                                                                   65   

 66      Subtotal Acute                                  1,332,487                                 3,875,940        30,208     66   

       Med-Surg Intensive Care

 67    Med/Surg Intensive Care                              75,089                                   155,153         3,696     67   

 68    Coronary Intensive Care                             152,465                                                   4,646     68   

 69    Neonatal Intensive Care                                                                                                 69   

 70    Other ICU (Specify)                                                                                                     70   

 71    Other ICU (Specify)                                                                                                     71   

 72    Other ICU (Specify)                                                                                                     72   

 73    Other ICU (Specify)                                                                                                     73   

 74    Other ICU (Specify)                                                                                                     74   

 74.01 Other ICU (Specify)                                                                                                     74.01

 74.02 Other ICU (Specify)                                                                                                     74.02

 74.03 Other ICU (Specify)                                                                                                     74.03

 74.04 Other ICU (Specify)                                                                                                     74.04

 74.05 Other ICU (Specify)                                                                                                     74.05

 75      Subtotal Intensive Care                           227,554                                   155,153         8,342     75   
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SCHEDULE XV - STEPDOWN EXPENSES (INCLUDING CAPITAL)(Continued)

                                              14            15            16            17            18            19           

                                            Main-         Nursing       RN and LPN    Medical       Post Grad     Central       

Line     Cost Center Description            tenance of    Adminis-      Education     Staff -       Medical       Service &     

 No.                                        Personnel     tration                     Teaching      Education     Supplies      

 76    Newborn Nursery                                      86,089                                                   5,007     76   

 76.01 Special Care Nursery                                 27,369                                    39,510         2,062     76.01

 77    Chronic / Rehabilitation                                                                                                77   

 78      Subtotal Routine Inpat Care                     1,673,499                                 4,070,603        45,619     78   

       Routine Ambulatory Care Services

 79    Emergency Services                                  497,782                                   256,258        25,666     79   

 80    Clinic / Ambulatory Services                        104,584                                                  37,198     80   

 80.01 Clinic / Ambulatory Svcs (Speci                     104,584                                                  37,198     80.01

 81    Satellite Clinic Services                                                                                               81   

 82    Ambulatory Surgical Services                         73,178                                                   4,155     82   

 83    Ambulatory Renal Dialysis                                                                                               83   

 84    Home Dialysis Services                                                                                                  84   

 85    Psychiatry                                                                                                              85   

 86    Home Health Services                                                                                                    86   

 87    Observation Beds                                                                                                        87   

 88    Private Referrals                                                                                                       88   

 89    Hospital Licensed Health Center                                                                                         89   

 90    Other Ambulatory (Specify)                                                                                              90   

 91    Other Ambulatory (Specify)                                                                                              91   

 92      Subtotal Routine Ambul Svcs                       675,544                                   256,258        67,019     92   

 93    Total Patient Care                                2,970,111                                 4,375,582       277,240     93   

 94    Total Pat Care & Overhead                         3,050,409                                 4,375,582       278,027     94   

       Non-Patient Care Services

 95    Non-Patient Ancillary                                                                                                   95   

 96    Research                                                                                                                96   

 97    Rental Property Expense                                                                                                 97   

 97.01 Physician Billing Service                                                                                               97.01

 97.02 Grant Program (TP)                                                                                                      97.02

 97.03 Childbirth Education                                                                                                    97.03

 97.04 Fund Raising                                                                                                            97.04

 98      Subtotal Non-Patient                                                                                                  98   

 99    Recovery of Expenses                                                                                                    99   

100    Total Patient/Non-Patient                         3,050,409                                 4,375,582       278,027    100   

101    Provision for Bad Debts                                                                                                101   

101.01 Gross Health Safety Net Assessm                                                                                        101.01

102    Total Patient/Non-Patient/Bad D                   3,050,409                                 4,375,582       278,027    102   
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SCHEDULE XV - STEPDOWN EXPENSES (INCLUDING CAPITAL)(Continued)

                                              20            21            22            23            24            25           

                                            Pharmacy      Medical       Medical       Social        Other         Total Exp     

Line     Cost Center Description                          Records       Care          Services      Overhead      After         

 No.                                                                    Review                                    Stepdown      

       Overhead

  1    Buildings / Fixed Depreciation                                                                                           1   

  2    Fringe Benefits                                                                                                          2   

  3    Administration                                                                                                           3   

  4    Plant Maintenance / Repairs                                                                                              4   

  5    Plant Operations                                                                                                         5   

  6    Laundry and Linen                                                                                                        6   

  7    Housekeeping                                                                                                             7   

  8    Cafeteria                                                                                                                8   

  9    Dietary Services                                                                                                         9   

 10    Maintenance of Personnel                                                                                                10   

 11    Nursing Administration                                                                                                  11   

 12    RN / LPN Education                                                                                                      12   

 13    Medical Staff - Teaching                                                                                                13   

 14    Post Graduate Medical Education                                                                                         14   

 15    Central Services & Supplies                                                                                             15   

 16    Pharmacy                                                                                                                16   

 17    Medical Records                                                                                                         17   

 18    Medical Care Review                                                                                                     18   

 19    Social Services                         2,215                                                                           19   

 20    Other Overhead (Specify)                                                                                                20   

 21      Subtotal Overhead                     2,215                                                                           21   

       Ancillary Care Services

 22    Surgery                                 3,608                                                             6,436,788     22   

 23    Labor & Delivery                       38,214                                                             5,838,488     23   

 24    Recovery Room                           9,126                                                             2,053,282     24   

 25    Anesthesiology                      1,087,565                                                             1,591,794     25   

 26    Intravenous Therapy                                                                                         775,682     26   

 27    Medical Supplies - Special                                                                                7,226,005     27   

 28    Drugs - Special                                                                                           5,397,423     28   

 29    Laboratory                                                                                               10,364,416     29   

 30    Blood                                                                                                                   30   

 31    Blood Processing / Storage                                                                                1,309,935     31   

 32    Electrocardiology (EKG)                                                                                     950,602     32   

 33    Cardiac Cath Laboratory               157,158                                                             1,175,407     33   

 34    Diagnostic Radiology                   50,242                                                             8,557,725     34   

 35    Therapeutic Radiology                                                                                                   35   

 36    Computerized Tomography                22,502                                                             2,127,403     36   

 37    Nuclear Medicine                       17,290                                                             1,640,684     37   

 38    Respiratory Therapy                     2,234                                                             1,752,648     38   

 39    Pulmonary Function Test                                                                                     672,998     39   

 40    Electroencephalography                                                                                      223,997     40   

 41    Electromyography                                                                                                        41   
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SCHEDULE XV - STEPDOWN EXPENSES (INCLUDING CAPITAL)(Continued)

                                              20            21            22            23            24            25           

                                            Pharmacy      Medical       Medical       Social        Other         Total Exp     

Line     Cost Center Description                          Records       Care          Services      Overhead      After         

 No.                                                                    Review                                    Stepdown      

 42    Physical Therapy                       85,083                                                             1,382,707     42   

 43    Occupational Therapy                                                                                                    43   

 44    Speech-Language Therapy                                                                                     131,788     44   

 45    Recreational Therapy                                                                                                    45   

 46    Audiology                                                                                                               46   

 47    Psychology / Psychiatry                                                                                                 47   

 48    Renal Dialysis                                                                                                          48   

 49    Organ Acquisition                                                                                                       49   

 50    Ambulance                                                                                                               50   

 51    Exercise Tolerance Test                92,980                                                               860,705     51   

 52    Other Ancillary (Specify)                                                                                               52   

 53    Other Ancillary (Specify)                                                                                               53   

 54    Other Ancillary (Specify)                                                                                               54   

 55    Other Ancillary (Specify)                                                                                               55   

 56      Subtotal Ancillary                1,566,002                                                            60,470,477     56   

       Routine Inpatient Care Services

 57    Medical & Surgical Acute              416,359     1,088,965       532,846     1,781,540                  34,665,611     57   

 58    Pediatric Acute                        22,706        32,999        18,566        13,543                   3,018,031     58   

 59    Obstetric Acute                        11,741       131,996        75,193       146,089                   8,260,814     59   

 60    Psychiatric Acute                                                                                                       60   

 61    Ventilator Unit                                                                                                         61   

 62    Skilled Nursing Facilities                                                                                              62   

 63    Other Acute (Specify)                                                                                                   63   

 64    Other Acute (Specify)                                                                                                   64   

 65    Other Acute (Specify)                                                                                                   65   

 66      Subtotal Acute                      450,806     1,253,960       626,605     1,941,172                  45,944,456     66   

       Med-Surg Intensive Care

 67    Med/Surg Intensive Care                51,947        65,998        39,917        10,344                   2,700,259     67   

 68    Coronary Intensive Care                47,893        65,998        38,989        11,303                   4,957,813     68   

 69    Neonatal Intensive Care                                                                                                 69   

 70    Other ICU (Specify)                                                                                                     70   

 71    Other ICU (Specify)                                                                                                     71   

 72    Other ICU (Specify)                                                                                                     72   

 73    Other ICU (Specify)                                                                                                     73   

 74    Other ICU (Specify)                                                                                                     74   

 74.01 Other ICU (Specify)                                                                                                     74.01

 74.02 Other ICU (Specify)                                                                                                     74.02

 74.03 Other ICU (Specify)                                                                                                     74.03

 74.04 Other ICU (Specify)                                                                                                     74.04

 74.05 Other ICU (Specify)                                                                                                     74.05

 75      Subtotal Intensive Care              99,840       131,996        78,906        21,647                   7,658,072     75   
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SCHEDULE XV - STEPDOWN EXPENSES (INCLUDING CAPITAL)(Continued)

                                              20            21            22            23            24            25           

                                            Pharmacy      Medical       Medical       Social        Other         Total Exp     

Line     Cost Center Description                          Records       Care          Services      Overhead      After         

 No.                                                                    Review                                    Stepdown      

 76    Newborn Nursery                        14,337       164,995                                               2,858,926     76   

 76.01 Special Care Nursery                                                                                      1,792,716     76.01

 77    Chronic / Rehabilitation                                                                                                77   

 78      Subtotal Routine Inpat Care         564,983     1,550,951       705,511     1,962,819                  58,254,170     78   

       Routine Ambulatory Care Services

 79    Emergency Services                     91,790       758,976        50,128        62,061                  20,875,447     79   

 80    Clinic / Ambulatory Services           43,980       989,969                       5,438                   4,991,853     80   

 80.01 Clinic / Ambulatory Svcs (Speci        43,980       989,969                       5,438                   4,991,853     80.01

 81    Satellite Clinic Services                                                                                               81   

 82    Ambulatory Surgical Services            3,602                                                             1,897,060     82   

 83    Ambulatory Renal Dialysis                                                                                               83   

 84    Home Dialysis Services                                                                                                  84   

 85    Psychiatry                                                                                                              85   

 86    Home Health Services                                                                                                    86   

 87    Observation Beds                                                                                                        87   

 88    Private Referrals                                                                                                       88   

 89    Hospital Licensed Health Center                                                                                         89   

 90    Other Ambulatory (Specify)                                                                                              90   

 91    Other Ambulatory (Specify)                                                                                              91   

 92      Subtotal Routine Ambul Svcs         139,372     1,748,945        50,128        67,499                  27,764,360     92   

 93    Total Patient Care                  2,270,357     3,299,896       755,639     2,030,318                 146,489,007     93   

 94    Total Pat Care & Overhead           2,272,572     3,299,896       755,639     2,030,318                 146,489,007     94   

       Non-Patient Care Services

 95    Non-Patient Ancillary                                                                                                   95   

 96    Research                                                                                                                96   

 97    Rental Property Expense                                                                                     164,730     97   

 97.01 Physician Billing Service                                                                                     1,260     97.01

 97.02 Grant Program (TP)                                                                                          157,219     97.02

 97.03 Childbirth Education                                                                                        360,121     97.03

 97.04 Fund Raising                                                                                                311,938     97.04

 98      Subtotal Non-Patient                                                                                      995,268     98   

 99    Recovery of Expenses                                                                                      3,072,666     99   

100    Total Patient/Non-Patient           2,272,572     3,299,896       755,639     2,030,318                 150,556,941    100   

101    Provision for Bad Debts                                                                                   8,285,763    101   

101.01 Gross Health Safety Net Assessm                                                                           1,154,640    101.01

102    Total Patient/Non-Patient/Bad D     2,272,572     3,299,896       755,639     2,030,318                 159,997,344    102   













exhibit c

Division of Health Care Finance and Policy
Letter dated:  02/12/10

Exhibit C:

Question:

1.

Internal Costs 2004 2005 Chg 2006 Chg 2007 Chg 2008 Chg

Total Salary Expense 61,865,000 64,696,000 4.6% 67,303,000 4.0% 73,541,000 9.3% 77,851,000 5.9%
Debt Service 15,000 - -100.0% 317,000 - 705,000 122.4% 477,000 -32.3%

Bad Debt 9,214,000 8,959,000 -2.8% 7,175,000 -19.9% 7,397,000 3.1% 8,286,000 12.0%
Health Safety Net 1,032,876 896,219 -13.2% 943,627 5.3% 1,038,007 10.0% 1,154,640 11.2%

Depreciation 4,008,000 4,035,000 0.7% 4,483,000 11.1% 5,101,000 13.8% 5,422,000 6.3%
Stop-loss Insurance - - - - -

Advertising 80,150 89,344 11.5% 51,095 -42.8% 152,276 198.0% 52,225 -65.7%
Malpractice Insurance 796,455 835,945 5.0% 885,870 6.0% 979,669 10.6% 1,229,442 25.5%

Fundraising 41,023 51,077 24.5% 36,428 -28.7% 34,826 -4.4% 42,150 21.0%
Academic 4,601,269 4,552,027 -1.1% 4,104,700 -9.8% 4,040,503 -1.6% 4,128,814 2.2%

Administration 1,232,812 1,222,258 -0.9% 2,645,514 116.4% 3,857,643 45.8% 1,330,762 -65.5%



Lawrence General Hospital

Cost and Non-Patient Revenue Reconciliations

FY2009

As- Filed Financial
Sch II, Col 2 Statements

Overhead 79,717,228
Ancillary 33,754,615
Routine Inpatient Care 27,835,700
Routine Ambulatorty Care 17,012,880
Non-Patient Care 771,095
Provision for Bad Debt 10,266,837
GP UCP Assessment 1,340,093
Total 170,698,448 169,358,000
Variance 1,340,448

Reconciliation of Variances:

GP UCP Assessment 1,340,093
Variance (due to rounding) (355)

As- Filed Financial
Sch VII, Col 2 Statements

Other Revenue 4,680,000
Net Nonoperating Gains/Losses 247,000
Total 5,019,571 4,927,000
Variance 92,571

Reconciliation of Variances:

Bad Debt Recoveries 92,437
Variance (due to rounding) (134)

Cost Reconciliation

Non-Patient Revenue Reconciliation
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February 12, 2010

Peter Slavin, MD.
President
Massachusetts General Hospital
55 Fruit Street
Boston, MA 02114

Dear Dr. Slavin:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office (AGO), is required by state law to hold annual public hearings concerning health
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative
sample of health care providers and payers as witnesses for such hearing. In accordance with these
provisions, Mass General Hospital has been identified as a witness and is hereby requested to submit
written testimony to the questions in “Exhibit B” and “Exhibit C” in accordance with this notice
and exhibits.

The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit
additional information that explains the premium and cost increases, to gather your perspective on
the dynamics driving the trends observed, and to obtain your recommendations for short and long
term solutions to such dynamics.

Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b)
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be
the subject of these hearings. Based on the findings of that Preliminary Report, the Attorney
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends
http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf


that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

Massaachusetts General Hospital is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday,
February 26, 2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Massachusetts General Hospital no later than March 5th and determine whether you will be
required to provide oral testimony at the hearings, and if so, the time period for which you must be
present.  Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures:
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and DHCFP Questions for Written Testimony
Exhibit C: Instructions and AGO Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and DHCFP Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data, or finding that differs from your organization’s experience and
the potential reasons therefore.

2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially
from these aggregate trends with respect to:

a. The rate of change in outpatient facility prices and faster revenue growth compared
with inpatient revenues;

b. The growth of revenues for outpatient imaging services;
c. Price changes versus other sources of growth in revenues, for inpatient and

outpatient services.

3) What are the one or two most important underlying causes of your experience, as described
above? Provide any information you have that will support your assertions. In particular:

a. What accounts for the growth in inpatient facility prices? What accounts for the
growth of hospital outpatient facility price per service?  What accounts for the
growth in utilization of outpatient hospital facility services? Do you foresee the same
factors continuing to drive the growth in total facility revenues in future years?

b.  How does your relative market position or market share affect your cost or revenue
trends?

4) The concentration of teaching hospitals in Boston means that tertiary hospitals effectively serve
as the “community hospital” for many patients.  If your hospital is located in Boston, what
reasonable solutions could your organization develop to provide routine care in less expensive –

mailto:costtrends@hcf.state.ma.us
mailto:Nordahl@state.ma.us
www.mass.gov/dhcfp/costtrends


but appropriate - settings? If your hospital competes for patients with a teaching hospital
outpatient facility, how has this impacted your revenues, costs and service mix?

5) Overall, we found an increase in the proportion of services being provided in more expensive
settings. Is this trend occurring in your market area? What is driving this trend and what
solutions would moderate this trend without impacting quality?

6) From 2006-2008, what was your average annual increase in labor costs compared with your
average annual increase in patient revenue? What are the major factors driving change in labor
costs? What are the major factors driving change in patient revenues?

7) Are the costs of acquiring medical equipment and technologies increasing, decreasing, or staying
the same? Why and how do you think this is the case? What contribution is this having on your
overall costs?

The following questions relate specifically to your experience in service prices and mix of
services provided:

8) What factors do you consider when negotiating payment rates for inpatient care and outpatient
services?  Please explain each factor (e.g., labor costs) and rank them in the order of impact on
negotiated rates.

9) Do you generally negotiate contracts with carriers as part of a larger system or as an individual
facility? Is there a material difference in how you approach contracts when you are contracting
as part of a system vs. as an individual facility?

10) If applicable, do the services provided in your outpatient facilities in suburban areas differ from
those in Boston? If so, how? For those services offered in both locations, do you charge the
same or similar rates for all locations? If not, how do the rates – or price paid per person - differ
and based on what factors? Are these facilities competing with community physicians or
hospitals, or both for the same patients?

11) How has the expansion of outpatient facilities impacted the composition of surgical and medical
admissions to your institution? How has the expansion of outpatient facilities impacted the price
or cost paid per person of your institution?

12) How does the variation in prices among different providers in your peer group (e.g.,
teaching/community hospitals, providers in your geographic area, your key competitors) affect
the payment rate increase you seek in negotiations with health plans?  Please provide an
explanation of how you define your “peer group”.

With respect to the aggregate trends, please comment:

13) What specific actions has your organization taken already to address these trends in the short
term or long term? What current factors limit the ability of your organization to execute these
strategies effectively?

14) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think



would encourage or help health care providers to operate more efficiently? What changes would
you suggest to encourage treatment of routine care at less expensive, but appropriate settings?

15) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding quality
and the reimbursement rates paid by each carrier to each hospital or system in a manner
that identifies all relevant organizations?  What is the advantage or disadvantage to your
organization of the current confidential system?

With respect to future years’ Cost Trends Reports:

16) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

17) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Exhibit C: Instructions and AGO Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax).

Questions

1) Please explain and submit a summary table showing your internal costs and cost trends from
2004 to 2008 broken out to show categories of aggregate direct costs (e.g., labor costs for all cost
centers) and categories of indirect costs including, but not limited to, debt service, depreciation,
advertising, bad debt, stop-loss insurance, malpractice insurance, health safety net,
development/fundraising, administration, research, academic costs.  Please explain and submit
supporting documents to show the methodologies you use to allocate the categories of indirect
costs to cost centers (operating units).

2) Please explain and submit supporting documents that show any steps you have taken to reduce
or control the growth of your internal direct or indirect costs in the last 5 years.

3) Please explain and submit a summary table showing your annual operating margins (positive or
negative) from 2004 to 2008 for your entire commercial, government, and all other business (and
please identify the carriers or programs included in each of these three aggregate margins). Please
explain and submit supporting documents to show the mechanics of how you calculate your
margin from your accounting system and identify whether you exclude any direct costs or
indirect costs, or include any grants, donations, or non-patient revenue, in calculating your
margins.

4) Please explain and submit supporting documents that show how your DHCFP-403 Cost Report
submission differs from your own internal cost information including any difference in direct
costs, indirect costs, or non-patient revenue.

mailto:costtrends@hcf.state.ma.us
mailto:Reid@state.ma.us


5) Please explain and submit a summary table showing your annual capital ratio, debt service
coverage ratio, and cash on hand for fiscal years 2004 to 2008 and include any target ratios and
cash position you have set to obtain bond or bank financing.  Please explain how your capital
expenditures (property and equipment), restricted capital donations, and changes in cash
position (endowment) have increased or decreased your internal costs and margin calculations.

6) Please explain and submit supporting documents that show your internal costs, including any
stop-loss coverage, for any risk you currently bear related to your contracts with commercial
insurers.  Please include any analysis you have conducted on how much your costs and risk-
capital needs would change based on increases or decreases in risk you bear in relation to your
business with commercial insurers.





 

  
      

  
  

  

     
   

    
    

   

      

  

            
           

            
          

             
           

                 
             

             
               

                
             

              
              

           
           

            
             

           
              

             

             

           



DHCFP Questions for Written Testimony 

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends 
please provide commentary on any data, or finding that differs from your organization’s 
experience and the potential reasons therefore. 

 
We would like to acknowledge the comprehensive and thoughtful work of the Division of Health 
Care Finance and Policy in producing these reports.  Taking a balanced and nuanced view of the 
issue of rising health care costs is critical in understanding and framing the debate about what 
factors may be driving trends in cost growth and developing potential solutions to help mitigate 
those trends. 

That being said, we have recommendations for further analysis in some areas that we believe would 
improve the ability of policymakers to appropriately diagnose the source of the problem and 
develop appropriate remedies.  See our response to question 16 for more detail. 

 
 
2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ 

materially from these aggregate trends with respect to: 
a. The rate of change in outpatient facility prices and faster revenue growth 

compared with inpatient revenues; 
b. The growth of revenues for outpatient imaging services; 
c. Price changes versus other sources of growth in revenues, for inpatient and 

outpatient services. 
 
2a. Our aggregate trends with respect to the rate of change in outpatient facility prices and faster 
revenue growth compared with inpatient revenues do not differ materially from the trends in the 
DHCFP report. 
 
2b. Our aggregate trends with respect to the growth of revenues for outpatient imaging services do 
not differ materially from the DHCFP report. 
 
2c. Our inpatient and outpatient hospital trends do not differ materially with respect to the 
contribution of price change versus other sources of growth in revenues. 
 
 
3) What are the one or two most important underlying causes of your experience, as 

described above? Provide any information you have that will support your assertions. In 
particular: 
  

a. What accounts for the growth in inpatient facility prices? What accounts for 
the growth of hospital outpatient facility price per service?  What accounts for 
the growth in utilization of outpatient hospital facility services? Do you 
foresee the same factors continuing to drive the growth in total facility 
revenues in future years?  
 

b.  How does your relative market position or market share affect your cost or 
revenue trends?  

 
3a. Our prices are driven by our costs.  We would point to a number of factors as being significant 
factors in driving cost growth: 

− Medical progress and new technology; 
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DHCFP Questions for Written Testimony 

− Rising nursing costs; 
− Public payer shortfall; 
− Regulatory requirements and unfunded mandates; and 
− Under-reimbursement and subsequent cross-subsidization of services. 

Looking at the future, outpatient services will continue to grow, driven by the aging of the 
population and increased prevalence of some diseases, such as diabetes.  In addition, technological 
advances and improved care management will shift inpatient services to the outpatient setting.1  The 
nursing shortage has eased, but nursing advocates still request higher than inflation wage increases 
and for increased staffing levels.  Shortfalls in public payments compared to medical inflation are 
continuing and are getting more severe.  Technological development continues – examples include 
advances in the application of genetic information and the use of CT scans in Emergency Rooms.  
We have worked very hard to manage our costs (see responses to questions 7 and 13), and our cost 
per Case Mix Adjusted Discharge has been flat over the last decade when adjusted for health 
inflation. 

See Appendix 1 for additional detail. 
 
3b. We do not base our prices on our market share position – we base our prices on our costs.  
From FY06-FY08, our system inpatient Eastern Massachusetts market share was essentially flat at 
22%.  There is no industry-accepted standard method for measuring outpatient care; therefore, we 
cannot estimate our outpatient market share.  For example, a single outpatient visit at one hospital 
could be recorded as four incidents at another hospital if MRI, blood tests, etc. are counted as 
separate outpatient encounters. 
 
 
4) The concentration of teaching hospitals in Boston means that tertiary hospitals 

effectively serve as the “community hospital” for many patients.  If your hospital is 
located in Boston, what reasonable solutions could your organization develop to provide 
routine care in less expensive – but appropriate - settings? If your hospital competes for 
patients with a teaching hospital outpatient facility, how has this impacted your 
revenues, costs and service mix?  

 
We have a number of different efforts underway to ensure that our patients get the right care in the 
right place at the right time, which includes moving patients to less resource-intensive settings when 
clinically appropriate. 

Creating Less Resource-Intensive Care Settings 
− Partners has a history of taking on and stabilizing struggling community hospitals, helping to 

ensure that these lower-cost settings are available for our patients who do not need to be treated 
in our academic medical centers.  Partnering with Faulkner Hospital was part of Brigham and 
Women’s Hospital strategy to move care to lower-cost settings.  Faulkner Hospital lost $4M in 
1998, the year it joined with Brigham and Women’s Hospital, and continued to lose $24M over 
the next five years.  Now, Faulkner’s finances have stabilized, and it provides important, less 
expensive community hospital capacity for patients who live in the area but do not require 
tertiary care at Brigham and Women’s – indeed, Brigham and Women’s Hospital PCPs have 
moved approximately 30% of their general admissions to Faulkner Hospital over the past several 
years.  

                                                 
1 Danzon et al, "Insurance and New Technology: From Hospital to Drugstore,"  Health Affairs, Vol. 20 No. 5, 2001 

 2



DHCFP Questions for Written Testimony 

− Likewise, we have moved significant cardiac surgery and interventional cardiology volume from 
MGH to North Shore Medical Center. 

− We are committed to providing the full continuum of care for our patients, including those who 
have significant post acute care needs.  Examples include Youville Hospital, which provides care 
for patients with complex medical needs requiring extended hospital stays.  Youville, which was 
financially unstable, recently joined Partners and will provide needed capacity for many patients 
who would have otherwise stayed at the MGH and BWH at higher cost. 

Offering Emergency Room Alternatives 
− We operate alternatives to expensive Emergency Department care, including the MGH Walk-in 

clinic and NWH’s Waltham Urgent Care.  Each of these programs is designed to provide a 
lower-cost alternative for patients who have urgent, but not emergent, health care needs. 

Investing in Community Health Centers 
− We have made substantial investments in community health center capacity over the past fifteen 

years – over $77m in capital expenditures and an average of over $27m in annual operating 
support.  For example, in 2004 Lynn Community Health Center and NSMC began a pilot 
project to reduce unnecessary ER utilization by developing a robust system for referring patients 
without primary care providers to the Health Center for follow up care. The project included a 
strong nurse case management service at the Health Center and the 2 hospitals ERs.  The Health 
Center has been seeing over 400 new patients a year as a result of follow up referrals from the 
Salem or Union Hospital ER. 

Expanding Access to Primary Care 
− The Primary Care Loan Repayment Program is designed to attract primary care providers to 

community health centers. 

− Our Primary Care Access Project has been successful in connecting emergency room patients 
from our teaching hospitals with primary care providers in community settings. 

Please see Appendix 2 for more detail. 
 
 
5) Overall, we found an increase in the proportion of services being provided in more 

expensive settings. Is this trend occurring in your market area? What is driving this 
trend and what solutions would moderate this trend without impacting quality?  

 
We do not have access to adequate data to evaluate this assertion, and therefore do not know 
whether this trend is occurring in our market.  Inpatient AMC market share is our only measure of 
this issue, and represents only part of the overall picture. 
 
 
6) From 2006-2008, what was your average annual increase in labor costs compared with 

your average annual increase in patient revenue? What are the major factors driving 
change in labor costs? What are the major factors driving change in patient revenues?   

 
Between 2006 and 2008, our annual average increase in total labor costs for our acute hospitals was 
about 10%. In this period, there were multiple variables that led to cost increases. These include the 
following: 
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DHCFP Questions for Written Testimony 

−  Inflation:  National Inflation is part of the increase in total labor costs and local inflation is 
generally at least a point higher than national inflation due to wages, energy and other factors 
influenced by the local economy. 

− Nursing costs: Nurses have received higher than inflation increases during these years – in the 7-
8% range, much more than non-nurse employees.  In addition, nurses are highly trained, many 
with advanced degrees.  Our hospitals also have a high “skill mix,” with a high percentage of 
RNs needed for the complexity of our patients.  

− Shortages in technicians/nurses:  During this period we experienced shortages in areas such as 
radiology technicians and RNs, which impacted wages and training costs for new employees.  

− Increased demand for special equipment/skills: In some areas, such as the Operating Rooms and 
Radiology, more specialized equipment requires more highly trained technicians.  This 
specialized training commands higher salaries. 

− Staffing mandates: The mandated 80 hour work week for residents, in many cases, has required 
the hiring of additional staff. Physician assistants, hospitalists, and other physician extenders are 
examples of the type of personnel hired to supplement reductions in resident hours. 

− Benefits: Our own health care costs, pension requirements, union negotiated benefits, etc. have 
led to significant increases in fringe benefits, which is consistent with the market. 

Net Patient Service Revenue increased about 10% per year between 2006-2008. Change in patient 
revenue is, in large part, attributable to volume increases and the increase in the complexity of our 
patients. It is also affected by rates negotiated with commercial payers and those paid by 
government.  During the FY06-08 timeframe, Inpatient Volume at our hospitals increased 
approximately 2.5% for our AMCs and 4.2% for the Community Hospitals along with a steady 
uptick in the Case-Mix Index (intensity) of those inpatients (1% and 4% growth, respectively).  The 
AMCs have also seen 6-8% increases in their outpatient volume over this timeframe. 
 
 
7) Are the costs of acquiring medical equipment and technologies increasing, decreasing, 

or staying the same? Why and how do you think this is the case? What contribution is 
this having on your overall costs?  

 
The costs of acquiring medical equipment and technologies are increasing. Despite Partners’ drive to 
automate procurement and drive our supply costs down, the pricing of capital equipment and 
medical devices/implants continues to rise. Enhanced technologies improve patient access and 
outcomes in many ways, but they do increase provider costs. Patients/consumers request new 
technology and techniques that they read and hear about. To some extent, this also drives increases 
in labor costs discussed above under question 6, as new equipment often requires higher skilled 
technicians. Examples of advances in technology include: 

Wireless Implants 
Wireless implantable cardioverter defibrillators (ICDs), cardiac resynchronization therapy (CRT) 
devices, pacemakers and implantable cardiac monitors (ICMs) are becoming more prevalent. This 
new technology remotely alerts physicians via the internet when an negative patient event occurs 
offsite. These individual devices are significantly more expensive to purchase than prior generations 
of technology and involve additional equipment in the electrophysiology (EP) lab where the 
procedure to implant the device occurs including computer hard and software etc.  

Minimally Invasive Surgery (MIS) 
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MIS is a growing trend that involves surgery done with only a small incision or no incision at all, 
such as through a cannula with a laparoscope or endoscope. MIS can mean that a patient has less 
post operative pain and in many cases may resume their normal activities of daily living more 
quickly. In many cases, MIS involves more expensive perioperative equipment as well as implantable 
devices or other products. The benefits to the patient are clear and desired but add more cost for 
providers.  

Pharmaceuticals 
Our hospitals’ pharmaceutical expenditures (the cost of the drugs that we purchase and dispense) 
grew during this period by approximately 17.5% on a base of about $185m. This continues to 
increase each year as new drugs come on line and the number of existing drugs with newly approved 
uses grows.  Cancer drugs drive a significant portion of the expense growth in Pharmacy. They are 
expensive and we are seeing the increase in the number of patients both from new incidences of 
cancer and the fact that survival rates are better and people are living longer with cancer, requiring 
subsequent treatment.  In response, we have established a Center for Drug Policy that sets 
guidelines for the use of existing drugs and the introduction of new ones.   

Changes in Standard Practice 
MRIs for mammography; higher resolution in 64 slice CTs, etc.  

Information Technology 
As in many industries, information technology improvements come with upfront development and 
ongoing maintenance costs.  The electronic medical record and its important role in quality have 
required significant investment. Data storage requirements for genomics are still in early stages 
during this period. As all facets of our business become more reliant on computers, costs for 
maintaining security and patient privacy; software, operating systems and software licensing costs; 
and clinical decision support have all contributed to our cost structure. 

 
 
8) What factors do you consider when negotiating payment rates for inpatient care and 

outpatient services?  Please explain each factor (e.g., labor costs) and rank them in the 
order of impact on negotiated rates.  

 
We do not look at individual cost factors, but rather look at our overall costs.  We utilize actual 
internal cost data from our decision support system (TSI) which we then use to evaluate our overall 
hospital margin experience by payer.  We benchmark our cost data to that of our Academic Medical 
Center (AMC) peers nationwide, and to other Massachusetts community hospitals.  This baseline is 
then projected forward through a multi-year planning process where we project operating expenses 
for a five year period.  We account for public payer shortfalls and then propose rates that allow us to 
achieve a modest overall margin of 2-3%.  We do not negotiate differential rates for individual 
inpatient and outpatient services but rather we focus on overall hospital rate increases to support the 
margin target noted above.  As a note, when we have benchmarked MGH and BWH against their 
national peers, they have consistently fallen no higher than the middle on both costs and margin. 
 
 
9) Do you generally negotiate contracts with carriers as part of a larger system or as an 

individual facility? Is there a material difference in how you approach contracts when 
you are contracting as part of a system vs. as an individual facility?  

 
We generally negotiate contracts with carriers as an integrated delivery system.  There are, however, 
instances where we negotiate agreements on behalf of individual facilities or portions of our overall 
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network.  There is no material difference in how we approach contracts when negotiating as part of 
a system versus as an individual facility. 
 
 
10) If applicable, do the services provided in your outpatient facilities in suburban areas 

differ from those in Boston? If so, how? For those services offered in both locations, do 
you charge the same or similar rates for all locations? If not, how do the rates – or price 
paid per person - differ and based on what factors? Are these facilities competing with 
community physicians or hospitals, or both for the same patients?   

 
Our suburban outpatient ambulatory facilities provide a number of the same services that are 
provided at our Boston hospitals but in locations that are more convenient to our patients.  For 
many patients our suburban facilities offer a choice they want, and for established patients easier 
access to diagnostic and follow-up services that relate through the electronic medical record to their 
downtown internist or specialist.  

Our outpatient facilities in Danvers and Foxboro are operated under the licenses of Massachusetts 
General Hospital and Brigham and Women’s Hospital, respectively, and services must meet the 
same quality and operational standards required of the main institutions.  We negotiated materially 
lower rates for these facilities with the three large commercial HMOs in Massachusetts.  The result is 
we are providing MGH and BWH services in more convenient locations at lower costs than at our 
downtown campuses.  

 
 
11) How has the expansion of outpatient facilities impacted the composition of surgical and 

medical admissions to your institution? How has the expansion of outpatient facilities 
impacted the price or cost paid per person of your institution?  

 
As a general rule, outpatient care is less expensive than inpatient care.  Therefore, as the percentage 
of care delivered in outpatient settings goes up (vs. inpatient), there is a net cost reduction.  Moving 
care to the outpatient setting allows us to care for sicker and more medically complex patients in the 
inpatient setting, which is reflected in our inpatient case mix going up. 
 
 
12) How does the variation in prices among different providers in your peer group (e.g., 

teaching/community hospitals, providers in your geographic area, your key 
competitors) affect the payment rate increase you seek in negotiations with health plans?  
Please provide an explanation of how you define your “peer group”.  

 
We do not have information about the prices charged by providers in our peer group.  Variation in 
prices among different providers in our peer groups does not affect the payment rate increases we 
seek in our negotiations with health plans.  The framework we follow is outlined in our response to 
question 8, as is the definition of our peer group. 
 
 
13) What specific actions has your organization taken already to address these trends in the 

short term or long term? What current factors limit the ability of your organization to 
execute these strategies effectively?  
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− We have moved aggressively to develop a clinically integrated network, including broad 
development of electronic medical records.  One hundred percent of our physicians who record 
outpatient notes use an electronic health record, all of our hospitals are using Computerized 
Physician Order Entry systems, and all of our hospitals are in the process of implementing 
electronic bar coding systems to manage the administration of medications. 

− We have payment reform projects underway in several areas: pay for performance, medical 
homes, bundled payments, and shared savings. 

− MGH is in year three of a successful Medicare Demonstration Project managing 2,500 high risk 
Medicare patients under a shared savings model, and we are extending that program to our other 
hospitals.  MGH embedded case managers in primary care offices who follow these patients and 
try to help them solve problems before they become medical emergencies.  MGH invested in 
this and other care coordination infrastructure and agreed to pay for it out of savings achieved 
by more efficient, effective care of their patients.  They have succeeded in both improving care 
and saving significant dollars. 

− We have a number of process improvement initiatives underway in areas as diverse as managing 
our food services, improving the operations of our radiology and surgery services, and 
streamlining our billing and claims processes, among others. 

− We face two major challenges as we work on reducing costs: public payer shortfalls and 
administrative complexity due to insurer requirements. 

 
Please see Appendix 2 for additional detail. 
 
 
14) What types of systemic changes would be most helpful in reducing cost trends without 

sacrificing quality and consumer access? What other systemic or policy changes do you 
think would encourage or help health care providers to operate more efficiently? What 
changes would you suggest to encourage treatment of routine care at less expensive, but 
appropriate settings?  

 
Please see our responses to questions 4, 7, and 13 for detailed recommendations. 
 
A relatively small proportion of the population accounts for a relatively large proportion of spending 
– 10% of patients account for 70% of costs.  Therefore, we strongly recommend developing and 
implementing innovative approaches to managing these most expensive patient populations, with an 
emphasis on chronic illnesses, very high cost acute patients, and end of life care.  Even modest 
reductions in the cost of caring for these expensive populations would have a relatively large dollar 
impact and important systemic effects.  Examples of initiatives would include rapidly scaling 
programs such as the extant Senior Care Options programs, the MGH’s Medicare demonstration 
project (see question 13 and Appendix 2), and our first efforts in the Prevention and Access to Care 
and Treatment (PACT) program, which employs tightly supervised community health workers to 
provide and coordinate care for isolated low income HIV/AIDS patients struggling with the daily 
care their illness requires.  Different models may be more or less effective for different populations.  
Implementing these types of programs could reduce the cost shifting/risk sharing that is indirectly 
causing rapid increases in commercial insurance rates as well as Medicaid. 

In addition, we recommend greater commitments to and investments in comparative effectiveness 
research, especially at the national level.  In the meantime, we suggest the Commonwealth create a 
clearinghouse of existing comparative effectiveness information for payers and clinicians.  The 
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clearinghouse could also help develop evidenced based guidelines both for clinicians and payers as 
well as decision-making tools for patients. 

We also recommend that the state consider establishing a reinsurance pool that would pay a portion 
of the expenses for very high-cost patients, since taking these patients out of the general risk pool 
will make premiums more affordable for the rest of the population. 

We have made numerous efforts to ensure our patients get the right care in the right place at the 
right time.  These include the Primary Care Loan Repayment Program and our Primary Care Access 
Project, as well as investments in capacity at community health centers. 

Please see Appendix 3 for additional detail. 
 
 
15) Could enhanced competition or government intervention or a combination of both 

mitigate the cost trends found in the Divisions report? Please describe the nature of the 
changes you would recommend.  In addition, please address the following: 

 
a. What would be the impact on your organization of making data public regarding 

quality and the reimbursement rates paid by each carrier to each hospital or 
system in a manner that identifies all relevant organizations?  What is the 
advantage or disadvantage to your organization of the current confidential 
system?   

 
Health care is already one of most heavily regulated industries both at the state and federal level, and 
it is far too complex and constantly evolving to be easily amenable to rate regulation.  Previous 
efforts attempting rate setting have been shown to be unsustainable and may affect patient care.2,3,4,5  
It will take a multifaceted approach sustained over time in order to have meaningful and sustainable 
reductions in health care cost growth. 

We need to identify steps to help make the market more efficient.  The government can have a role 
in this, especially as a payer for Medicaid and for its own employees.  In our responses to the 
previous questions we have laid out many of our suggestions including investing in health IT, 
piloting various payment reforms, and supporting primary care.  One specific area in which the 
government may be in unique position is to help provide technical assistance and loans/grants to 
smaller providers and physicians who may not have the resources or expertise to readily adapt to 
changes in the marketplace.  

We support efforts aimed at bringing greater transparency around quality and cost to the 
marketplace so that consumers and payers can make better and informed decisions about their 
treatment options.  However, it is important to be realistic about the relative effect of such 
transparency efforts, given these measures are still in their infancy and the fact that pricing is 
fundamentally different in the public and private markets.  Still, it can be an important element, 
especially as part of larger strategy, to reduce costs. 

 
 

                                                 
2 Antel et al, “State Regulation and Hospital Costs,” The Review of Economics and Statistics,” 1995. 
3 Melnick, et al, “State Health Expenditures Under Competition and Regulation, 1980 through 1991,” American Journal 
of Public Health, 1995. 
4 Shortell, et al, “The Effects of Regulation, Competition, and Ownership on Mortality Rates Among Hospital 
Inpatients,” JAMA, 1988. 
5 Gaumer et al, “Effects of State Prospective Reimbursement Programs on Hospital Mortality,” Medical Care, 1989. 

 8



DHCFP Questions for Written Testimony 

 9

16) Please identify any additional cost drivers that you believe should be examined in 
subsequent years and explain your reasoning.  

 
The shifting of unreimbursed costs from the public sector to the private sector is a significant factor 
affecting private sector premiums, and should be explored in greater detail.  We estimate that the 
rates we charge commercial payers could have been 18% lower in 2008 if Medicare and Medicaid 
paid rates that simply covered costs.  This number continues to grow.   As was noted in Part I of the 
DHCFP report, commercial payers nationally pay hospitals 132% of costs in order to cover this 
shortfall.  While this issue was discussed briefly in this year’s reports, it requires more detailed study 
and analysis to quantify the impact of this cost shift on payers and providers as well as on employers 
and consumers. 

We recognize that this is the first time that the Division has conducted this analysis, and that it plans 
to include Medicaid and Medicare in its analysis next year.  We would like to emphasize that it is 
very difficult to look at these issues in isolation – one cannot consider the private sector without 
considering the public sector. 

We also believe that more attention should be paid to understanding how hospitals cross-subsidize 
across service lines– in other words, how services reimbursed at more than costs, such as 
orthopedics, support services that are reimbursed at less than costs, such as psychiatry – and 
investigating the impact that this has on variation in prices among providers.  Differing decisions 
made by individual hospitals about how to cross-subsidize among services are important factors in 
the variation in price among services at different institutions, since different hospitals make different 
strategic decisions about how to distribute these unreimbursed costs.  Indeed, many hospitals have 
decided to entirely abandon these services, such as child psychiatry.  Our continuing commitment to 
providing these essential services is a fundamental part of our mission – but it means that we must 
shift these costs to other service lines. 

 
 
17) Please provide any additional comments or observations you believe will help to inform 

our hearing and our final recommendations.  
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1) Please explain and submit a summary table showing your internal costs and cost trends 
from 2004 to 2008 broken out to show categories of aggregate direct costs (e.g., labor 
costs for all cost centers) and categories of indirect costs including, but not limited to, 
debt service, depreciation, advertising, bad debt, stop-loss insurance, malpractice 
insurance, health safety net, development/fundraising, administration, research, 
academic costs.  Please explain and submit supporting documents to show the 
methodologies you use to allocate the categories of indirect costs to cost centers 
(operating units).  

 

We submit our costs on the DHCFP-403 cost report.  Please see our response to question #4, 
below, for our description of how our internal cost reporting differs from the DHCFP-403. 
 
 
2) Please explain and submit supporting documents that show any steps you have taken to 

reduce or control the growth of your internal direct or indirect costs in the last 5 years.  
 
We have undertaken a number of different initiatives in a wide variety of areas over the past five 
years as part of an aggressive effort to reduce costs.  We must note, however, that significant 
underpayment by government programs has muted the impact that these initiatives have on our 
commercial rates.   When we are unable to make up for these underpayments by receiving higher 
increases from commercial payers, the savings generated by these initiatives largely end up simply 
reducing the gap between our payments from government payers and our costs, and do not accrue 
to our commercial payers. 
 
Examples of these initiatives include the following: 
 
− Supply Chain Cost Management 
− Developing Standard Clinical Policies 
− Standardization in Purchasing 
− Back Office Automation 
− Physical Plant Efficiencies and Energy Conservation 
− Reduction of Human Resources Costs 
− External Benchmarking 
− Continuous Process Improvement 
 
See Appendix 4 for additional detail. 
 
 
3) Please explain and submit a summary table showing your annual operating margins 

(positive or negative) from 2004 to 2008 for your entire commercial, government, and all 
other business (and please identify the carriers or programs included in each of these 
three aggregate margins). Please explain and submit supporting documents to show the 
mechanics of how you calculate your margin from your accounting system and identify 
whether you exclude any direct costs or indirect costs, or include any grants, donations, 
or non-patient revenue, in calculating your margins.  
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PHS Total Operating  Margin FY 2005 - FY 2009 

  Margin 
Medicaid Medicare

Commercial/ 
Other 

Total 

$ (123.622) (183.201) 382.802  75.979 2005 
% -45.6% -15.7% 9.8% 1.4%
$ (133.999) (255.840) 522.710  132.871 2006 
% -43.8% -21.3% 11.8% 2.2%
$ (143.544) (330.120) 579.613  105.949 2007 
% -40.5% -26.5% 11.9% 1.6%
$ (149.673) (397.950) 667.117  119.494 2008 
% -38.0% -30.2% 12.4% 1.7%
$ (177.046) (466.710) 808.205  164.449 2009 
% -44.4% -33.2% 13.9% 2.2%

Note: Margin in $Ms.          

Total margin is calculated as follows: Revenue less Total Costs. 
 
Medicaid and Medicare are defined as “Government Patient Care Revenue”.  The margins for those 
payers are calculated as follows: 

 
Government Patient Care Revenue = (Government Payer Revenue + Secondary Insurance 
+ Patient Liability  + Health Safety Net Receipts) - ( Bad Debt + Denials + Settlements) 
 
Government Total Costs = Direct Costs + Indirect Costs 

 
The “Other” (non-government) payer category margin calculation is as follows: 

 
Other Revenue = (Commercial Payers + Secondary Insurance + Grants + Self Pay + 
International + Health Safety Net Receipts + Indirect/Direct Research +  Indirect/Direct 
Academic + Operating Investment Income + Other) - (Health Safety Net Tax + Free Care 
+ Bad Debt + Denials + Settlements) 
  
Other Total Costs = Direct Costs + Indirect Costs + Indirect/Direct Research +  
Indirect/Direct Academic + Depreciation and Amortization + Interest 

 
% Margin is calculated as follows:  Revenue – Total Costs 

Revenue 
 
 
4) Please explain and submit supporting documents that show how your DHCFP-403 Cost 

Report submission differs from your own internal cost information including any 
difference in direct costs, indirect costs, or non-patient revenue.  

 
Our internal cost reporting system (TSI) and the DHCFP-403 are comparable for total patient care 
costs.  However, TSI costs at a service and payer line level are different than those reported on the 
403.  Our TSI system classifies some of these patient care expenses differently (i.e. direct vs. 
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indirect) as well as allocates them at a more precise, unit of service level.  TSI more accurately 
reflects activity and use of resources at the patient level. 
 
It should be noted that using 403 reports for comparisons across hospitals is reasonable on 
Inpatient Cost per case-mix adjusted discharge.   Comparisons using Adjusted Total Cost per 
CMAD, which attempts to capture outpatient activity using an inpatient to outpatient charge ratio, 
are imperfect.  
 
Beyond the aggregate level, 403 cost report results are not readily comparable across hospitals.    
Other providers’ costs may not be comparable because hospitals have discretion in their reporting 
practices on the 403 report.  Valid cost comparisons at the level of a service or service line or on a 
payer line basis are very difficult to make using 403 data. 
 
 
5) Please explain and submit a summary table showing your annual capital ratio, debt 

service coverage ratio, and cash on hand for fiscal years 2004 to 2008 and include any 
target ratios and cash position you have set to obtain bond or bank financing.  Please 
explain how your capital expenditures (property and equipment), restricted capital 
donations, and changes in cash position (endowment) have increased or decreased your 
internal costs and margin calculations.   

 
      Targets 
       Framework Bond 

 FY08 FY07 FY07 FY06 FY05 FY04 Threshold Covenant
Ratios         
Debt to Capitalization (%) 31.6 30.8 37.0 28.9 33.5 32.0 40.0 N/A 
Debt Service Coverage Ratio (x) 4.46 8.11 4.93 9.18 5.53 5.44 3.30 1.00 
Unrestricted Cash on Hand (days) 207 244 244 219 214 204 200.0 N/A 
 
At Partners we have developed and implemented a “Financial Framework” tool that is used to 
manage investment and cash flow demands on a system-wide basis, both annually and on a multi-
year basis, and maintain our strong AA bond rating. The Framework provides a platform for 
internal decision making, which allows senior management to clearly understand what tradeoffs 
must be made to stay within the boundaries. 
 
The Framework includes targets for the following key ratios: 
− Days of total cash on hand 
− Operating margin 
− Debt service coverage ratio 
− Debt to capital ratio 
 
Our capital expenditures have been in line with other similarly-rated hospitals, and have had no 
unusual effect on our cost structure.  Restricted donations and changes in cash are balance sheet 
transactions that do not impact cost or margin calculations. 
 
 
6) Please explain and submit supporting documents that show your internal costs, 

including any stop-loss coverage, for any risk you currently bear related to your contracts 
with commercial insurers.  Please include any analysis you have conducted on how 
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much your costs and risk-capital needs would change based on increases or decreases in 
risk you bear in relation to your business with commercial insurers.  

 
During the period in question (2006-2008), Partners had approximately $60-70 M, at risk in its pay 
for performance contracts with the major commercial HMOs. 
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Appendix 1 
 

Question 3:  What are the one or two most important underlying causes of your experience, 
as described above? Provide any information you have that will support your assertions. In 
particular: 

  
a. What accounts for the growth in inpatient facility prices? What accounts for the 

growth of hospital outpatient facility price per service?  What accounts for the 
growth in utilization of outpatient hospital facility services? Do you foresee the 
same factors continuing to drive the growth in total facility revenues in future 
years?  

 

Medical progress and new technology are major sources of health care cost increases with respect to 
both unit price and utilization.  New diagnostic technologies, new drugs and other new treatments 
offer an improving product – better outcomes and quality of life for patients – but at a cost.  Studies 
have shown that as much as 40-60% of increasing costs can be attributed to technological advances.  
See question 7.  One effect of technological progress has been the ability to perform more services 
in an outpatient setting, which has led to a sharp increase in outpatient procedures.   

The rising cost of nursing has been another important factor that has affected both inpatient and 
outpatient unit prices over the last 10 years.  With a labor shortage and our more sophisticated 
treatment settings, today’s nurse earns higher wages.  For example, the average hourly rate increase 
between FY06-08 for staff nurses was 14.4% and 8.3% at the BWH and MGH respectively.  This 
has caused nursing costs, which are a major portion of hospital costs, to rise more quickly than 
inflation, and this has had a major impact on overall cost trends. 

The shortfall in payments from public payers also has a significant impact on the unit prices we 
negotiate with commercial payers for both inpatient and outpatient services.  Since the Balanced 
Budget Act in 1997, Medicare changed from paying rates that more than covered costs to rates that 
are falling further and further short of costs.  Medicaid payments are even lower.  We have made up 
at least a portion of the shortfalls in these payments by seeking higher rates on the services we 
provide to commercially insured patients.  We estimate that the rates we charged commercial payers 
in 2008 could have been 18% lower if Medicare and Medicaid paid rates that simply covered costs.  
As the DHCFP report notes, the actuarial firm Milliman studied hospital rates across the country 
over the last 10 years and found this pattern repeated everywhere – as public payer rates declined, 
commercial rates increased.  And as the DHCFP report also noted, commercial payers nationally pay 
hospitals 132% of costs in order to cover this shortfall. 

The need to cross-subsidize across services is another important factor to consider.  As care has 
evolved and patients are able to live longer with what used to be considered incurable or terminal 
diseases, more care is devoted to managing chronic illness – yet the reimbursement system has not 
caught up, and in many cases the revenue generated by procedures is supporting chronic care 
management.  

Looking at the future, outpatient services will continue to grow, driven by the aging of the 
population and increased prevalence of some diseases, such as diabetes.  In addition, technological 
advances and improved care management will shift inpatient services to the outpatient setting.  The 
nursing shortage has eased but nursing advocates still press for higher than inflation wage increases 
and for increased staffing levels.  Shortfalls in public payments compared to medical inflation are 
continuing and are getting more severe.  Technological development continues – examples include 
advances in the application of genetic information and the use of CT scans in Emergency Rooms. 
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Prior to CT scans, appendicitis was diagnosed by clinical exam and with less precision. CT scan 
improves the diagnostic accuracy of appendicitis and other abdominal disorders. The cost impact is 
complex – more CTs in the emergency rooms and fewer unnecessary surgeries. Like many new 
technologies, better quality with higher initial costs and some, often substantial, cost offsets. 
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Question 4: The concentration of teaching hospitals in Boston means that tertiary hospitals 
effectively serve as the “community hospital” for many patients.  If your hospital is located 
in Boston, what reasonable solutions could your organization develop to provide routine 
care in less expensive – but appropriate - settings? If your hospital competes for patients 
with a teaching hospital outpatient facility, how has this impacted your revenues, costs and 
service mix?  
 
Question 13: What specific actions has your organization taken already to address these 
trends in the short term or long term? What current factors limit the ability of your 
organization to execute these strategies effectively? 
 
First, we believe that the clinical integration of care, through electronic medical records, other 
electronic infrastructure and other common protocols and standards, provides the foundation for 
providing quality and efficient care.  100 percent of Partners physicians who record outpatient notes 
use an electronic health record; all of our hospitals utilize Computerized Physician Order Entry 
systems; and all of our hospitals are in the process of implementing electronic bar coding systems to 
manage the administration of medications.   

Second, we believe that we must move away from unfettered fee for service as the dominant method 
of payment, but this must be done with great care to ensure that our health system is not 
destabilized.  We have been working on piloting a number of new payment models that we think 
will improve on simple fee for service, and provide more value to our patients.   

– Pay for Performance – Starting in 2000, we began collaborating with Harvard Pilgrim, Tufts 
Health Plan and Blue Cross Blue Shield putting a portion of our negotiated rates at risk based on 
the achievement of quality and efficiency targets.  We set targets on the appropriate rates of 
hospital admissions, high cost radiology tests, and pharmacy.  We incentivized our physicians to 
implement electronic records.  We set targets to improve the care of patients with diabetes, 
asthma, hypertension, and other conditions.  In 2008 Partners had more than $70 million in 
incentives at risk on these kinds of measures. 

– High Performance Medicine – This major initiative is focused on improving quality, safety, and 
efficiency across our system.  In many, cases, we compare our performance to national 
benchmarks. These are practices widely accepted as "best" for certain types of care. But, in some 
cases, no benchmarks exist. In those cases, we set our own best practice standards or goals, and 
use these as our points of reference.  Through this initiative we have been able to see where we 
are succeeding, see where we need improvement, and identify and implement strategies to make 
care better for our patients. 

– Bundled payments – In the mid 1980’s, DRGs were implemented to bundle all inpatient 
hospitals costs for the same type of condition in to a single payment.  We are working to extend 
that concept to include the care of an episode including services beyond the initial 
hospitalization, such as physician services, rehabilitation services and readmissions for the same 
condition.   

– Medicare Demonstration Project – MGH is in year three of a successful Medicare 
Demonstration Project managing 2500 high risk Medicare patients under a shared savings model, 
and we are extending that program to our other hospitals.  MGH embedded case managers in 
primary care offices who follow these patients and try to help them solve problems before they 
become medical emergencies.  MGH invested in this and other care coordination infrastructure 
and agreed to pay for it out of savings achieved by more efficient, effective care of their patients.  
They have succeeded in both improving care and saving significant dollars. 
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– Medical Homes – A number of our primary care practices are reorganizing along a medical home 
model.  In these practices, we are enhancing our staffing model to create an environment where 
patients are cared for by a team including physicians, nurse practitioners, social workers, and 
paraprofessionals.  We are encouraging innovation in practice including the use of interactive 
technologies like patient portals, with the goal of promoting better overall health of our patients.  
We are talking with insurers about modifying payments to support coordination and illness 
prevention activities, not just fees for office visits.   

Third, we have several process improvement teams working on re-engineering processes throughout 
our institutions.  The intent of these efforts is to improve our patients’ outcomes, improve their 
experience of care in the system, and to make the delivery of that care more efficient.  We have 
teams working on everything from managing our food services, to improving the operations of our 
radiology and surgery services, to streamlining our billing and claims processes.  We have applied 
various techniques that other industries have used to improve their efficiency and effectiveness.   

There are two major challenges we face in reducing costs – public payer shortfalls and administrative 
burden due to insurer requirements.  First, as the DHCFP report correctly showed, the public payer 
shortfalls are growing annually as these payments fail to keep up with the real cost of providing 
medical services.   Currently, we make up for a portion of these shortfalls by charging higher prices 
than we otherwise would to commercial payers, and we make up for the rest by managing our 
operations more efficiently.  Second, we could reduce our administrative costs if health plans 
developed more common payment rules and billing logic.  Transparency should be required so that 
providers know clearly at the time of service what the rules and payment logic are and all relevant 
medical and payment policies. 
 

  17 



Appendices 

Appendix 3 
 
Question 14: What types of systemic changes would be most helpful in reducing cost trends 
without sacrificing quality and consumer access? What other systemic or policy changes do 
you think would encourage or help health care providers to operate more efficiently? What 
changes would you suggest to encourage treatment of routine care at less expensive, but 
appropriate settings? 
 
A relatively small proportion of the population accounts for a relatively large proportion of spending 
– 10% of patients account for 70% of costs.  Therefore, we strongly recommend developing and 
implementing innovative approaches to managing these most expensive patient populations, with an 
emphasis on chronic illnesses, very high cost acute patients, and end of life care.  Even modest 
reductions in the cost of caring for these expensive populations would have a relatively large dollar 
impact and important systemic effects.  Examples of initiatives would include rapidly scaling 
programs such as the extant Senior Care Options programs, the MGH’s Medicare demonstration 
project (see question 13 and Appendix 2), and our first efforts in the Prevention and Access to Care 
and Treatment (PACT) program, which employs tightly supervised community health workers to 
provide and coordinate care for isolated low income HIV/AIDS patients struggling with the daily 
care their illness requires.  Different models may be more effective for different populations.  
Implementing these types of programs could reduce the cost shifting/risk sharing that is indirectly 
causing rapid increases in commercial insurance rates as well as Medicaid. 

Medical technology and new discoveries have led to significant gains in life expectancy and quality of 
life, yet the use of new technology is not without costs.  Most economists agree that new medical 
technology and techniques account for nearly 50 percent of the growth in health care costs.  The 
question is not how to limit access to technology, but rather to make sure technology is being used 
appropriately.  We recommend that a greater commitment and investment be made to comparative 
effectiveness research, especially at the national level.  

In meantime, we suggest that Massachusetts create a clearinghouse of existing comparative 
effectiveness information for payers and clinicians.  The clearinghouse could also help develop 
evidence-based guidelines both for clinicians and payers as well as decision making tools for 
patients.   

At Partners, we have created a Center for Drug Policy that studies the effectiveness of new drugs 
before they are introduced to the market.  This helps our doctors to learn whether costly new drugs 
are worth it.  The Center works with pharmacy directors to develop guidelines about the use of new 
drugs and is also beginning to review and create guidelines for existing drugs. 

We also recommend that the state consider establishing a reinsurance pool that would pay a portion 
of the expenses for very high-cost patients, since taking these patients out of the general risk pool 
will make premiums more affordable for the rest of the population. 

We suggest the state also implement a robust pay-for-performance program across all payers with a 
core set of standard measures.  We recognize that pay-for-performance is not an end in itself, but 
rather an important first step toward getting physicians and hospitals to think differently about the 
way in which they provide care.  In addition, other payment reforms will likely include pay-for-
performance as a component.  

We suggest the state find ways to encourage all provider groups to test at least one new payment 
model.  There are various payment models that physicians and hospitals can try, such as medical 
homes, disease management programs, bundled payments, etc.  Every provider should have some 
obligation to participate in testing at least of these approaches.  
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With regard to encouraging care at more appropriate settings, we have made numerous efforts to 
ensure our patients get the right care in the right place.  We believe many of these efforts could be 
replicated on a larger scale. 

– Loan Repayment Program – In 2007, Partners joined with Bank of America and the 
Massachusetts League of Community Health Centers to increase the number of primary care 
physicians in low-income Boston neighborhoods.  The Bank announced a $5 million loan 
repayment program to encourage doctors to choose careers in primary care and work in 
community health centers where the shortage is most acute.  Following the Bank’s leadership, 
the Commonwealth of Massachusetts agreed to provide matching funds to expand the program 
statewide and allow nurse practitioners to participate as well.  Neighborhood Health Plan and the 
Blue Cross Blue Shield Foundation of Massachusetts also have provided significant financial 
support.  As of October 2009 the program has provided loans to 73 physicians and 28 advanced 
practice nurses, serving an estimated 180,000 patients.  We believe this program is making a real 
difference in providing access to primary care services to some of our most vulnerable patients.  

– Primary Care Access Project – Since 2005, Brigham and Women’s Hospital, Massachusetts 
General Hospital, and North Shore Medical Center have linked over 8,000 patients with primary 
care physicians through our Primary Care Access Project.  The project identifies patients through 
the hospitals’ emergency departments and connects them with primary care physicians in their 
local communities. A cohort of patients at Brigham and Women’s Hospital were tracked over 
time and showed a 6% reduction in hospital admissions and a 21% decrease in emergency room 
visits.   

– Community Health Centers – A total of five community health centers operate under the license 
of Partners hospitals. Each of these operates in new or renovated facilities and together they care 
for 75,000 patients.  Partners has affiliations with sixteen other community health centers in the 
Greater Boston area, which serve an additional 275,000 patients.   Over the past 15 years, 
Partners has committed over $77 million to build health center capacity and improve quality.  
During that same time period, Partners has provided nearly $27 million annually to strengthen 
community health centers through annual operating subsidies and funds to support clinical 
enhancements to improve patient care. 
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Appendix 4 
 
Question 2: Please explain and submit supporting documents that show any steps you have 
taken to reduce or control the growth of your internal direct or indirect costs in the last 5 
years.  

We have undertaken a number of different initiatives in a wide variety of areas over the past five 
years as part of an aggressive effort to reduce costs.  We must note, however, that significant 
underpayment by government programs has muted the impact that these initiatives have on our 
commercial rates.   When we are unable to make up for these underpayments by receiving higher 
increases from commercial payers, the savings generated by these initiatives largely end up simply 
reducing the gap between our payments from government payers and our costs, and do not accrue 
to our commercial payers. 

Examples of these initiatives include the following: 

Supply Chain 
As noted above, implant costs and pharmaceuticals are significant drivers of overall supply costs for 
Partners. The Partners Supply Chain Cost Management group created teams of surgeons, clinicians 
and administrators by service line to collaborate on cost management projects, including.  

 RN Products  
 Implants: Cardiology (EP and Drug Eluting Stents); Spinal Implants; Orthopedic implants  

Other Supply Chain efforts were focused on contracts and using group purchasing and 
standardization of products. Examples: 

 Limit supply catalogs 
 Packaging and distributing (branding) efficiencies 
 Contract clauses, e.g. Volume rebates 
 Service contracts 
 Policies and Procedures aimed at putting in controls/accountability on spending 
 Automation of purchasing and accounts payable functions 

Clinical Policy 
The Center for Drug Policy was created to reduce high cost drug utilization and set guidelines at the 
system level for the introduction of new drugs into the formulary. Managing this utilization has 
resulted in savings for all our acute hospitals.  

Standardization 
Standardization of instrumentation in other areas such as the clinical labs has moved forward 
resulting in vendor contract savings. The hospital clinical labs have also come together to achieve 
system synergies and reductions in costs by utilizing the same external source for the bulk of their 
reference testing. 

Back Office Automation 
We have continued to further automate back office processes as we have done over the life of the 
Partners system, e.g. centralizing back office functions, standardizing transactional information 
systems (Finance, HR, Purchasing) and eliminating paper processing when possible. 

Physical Plant Efficiencies and Energy Conservation 
We have also focused efforts on making our plants energy efficient both in terms of efficient 
equipment and working with the utilities companies. We continue to work on this front as 
equipment needs replacement, new technology is available and grants become available. In fact, the 
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Shapiro building, our new building at the BWH, received the prestigious Silver Leadership in Energy 
and Environmental Design (LEED) award for its commitment to energy efficiency and “green” 
technology.  

Human Resources Costs 
Like the energy savings, selected investments reap multiple benefits. One example of this is the 
installation of ceiling lifts in many of our patient rooms used for moving patients. This has proven 
better for our patients, but just as importantly, this effort has reduced the number of work related 
injuries and the extent of the injuries for our employees on patient floors. Work related injuries are 
costly and as our workforce ages, having the lifts become more critical.    

Each of our hospitals actively seeks opportunities to achieve efficiencies and reduce costs. There 
have been efforts to reduce overtime, agency costs and some reduction in existing positions.  In 
addition, as volumes have grown, we have held down fixed costs which result in reducing unit costs 
by spreading fixed costs over greater volume. Transactional areas benchmark trends each year to 
gain efficiencies. 

External Benchmarking 
Other external benchmarking tools have been implemented at our acute hospitals to monitor 
expense and provide access to best practice internally and nationally. “Action OI”, a software 
product of Thomson-Reuters, is employed to compare labor and supply metrics at a detailed cost 
center level with other comparable hospitals across the country. In addition, we have set up internal 
benchmarking groups to compare best practice in areas such as the Operating Room.  

Continuous Process Improvement 
The benchmarking often leads to Process Improvement (PI) work. Many of our managers and other 
personnel have gone through training in established process improvement methodologies. PI 
projects are active in both our acute and non-acute facilities resulting in efficiencies and improved 
quality. We have also established a system wide forum for the sharing of results and common 
training.  
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Michael Jellinek, MD
President
Newton Wellesley Hospital
2014 Washington Street
Newton Lower Falls, MA 02462

Dear Dr. Jellinek:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office (AGO), is required by state law to hold annual public hearings concerning health
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative
sample of health care providers and payers as witnesses for such hearing. In accordance with these
provisions, Newton Wellesley Hospital has been identified as a witness and is hereby requested to
submit written testimony to the questions in “Exhibit B” and “Exhibit C” in accordance with this
notice and exhibits.

The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit
additional information that explains the premium and cost increases, to gather your perspective on
the dynamics driving the trends observed, and to obtain your recommendations for short and long
term solutions to such dynamics.

Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b)
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be
the subject of these hearings. Based on the findings of that Preliminary Report, the Attorney
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised
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http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf


that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

Newton Wellesley Hospital is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday,
February 26, 2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Newton Wellesley Hospital no later than March 5th and determine whether you will be
required to provide oral testimony at the hearings, and if so, the time period for which you must be
present.  Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures:
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and DHCFP Questions for Written Testimony
Exhibit C: Instructions and AGO Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and DHCFP Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data, or finding that differs from your organization’s experience and
the potential reasons therefore.

2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially
from these aggregate trends with respect to:

a. The rate of change in outpatient facility prices and faster revenue growth compared
with inpatient revenues;

b. The growth of revenues for outpatient imaging services;
c. Price changes versus other sources of growth in revenues, for inpatient and

outpatient services.

3) What are the one or two most important underlying causes of your experience, as described
above? Provide any information you have that will support your assertions. In particular:

a. What accounts for the growth in inpatient facility prices? What accounts for the
growth of hospital outpatient facility price per service?  What accounts for the
growth in utilization of outpatient hospital facility services? Do you foresee the same
factors continuing to drive the growth in total facility revenues in future years?

b.  How does your relative market position or market share affect your cost or revenue
trends?

4) The concentration of teaching hospitals in Boston means that tertiary hospitals effectively serve
as the “community hospital” for many patients.  If your hospital is located in Boston, what
reasonable solutions could your organization develop to provide routine care in less expensive –
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but appropriate - settings? If your hospital competes for patients with a teaching hospital
outpatient facility, how has this impacted your revenues, costs and service mix?

5) Overall, we found an increase in the proportion of services being provided in more expensive
settings. Is this trend occurring in your market area? What is driving this trend and what
solutions would moderate this trend without impacting quality?

6) From 2006-2008, what was your average annual increase in labor costs compared with your
average annual increase in patient revenue? What are the major factors driving change in labor
costs? What are the major factors driving change in patient revenues?

7) Are the costs of acquiring medical equipment and technologies increasing, decreasing, or staying
the same? Why and how do you think this is the case? What contribution is this having on your
overall costs?

The following questions relate specifically to your experience in service prices and mix of
services provided:

8) What factors do you consider when negotiating payment rates for inpatient care and outpatient
services?  Please explain each factor (e.g., labor costs) and rank them in the order of impact on
negotiated rates.

9) Do you generally negotiate contracts with carriers as part of a larger system or as an individual
facility? Is there a material difference in how you approach contracts when you are contracting
as part of a system vs. as an individual facility?

10) If applicable, do the services provided in your outpatient facilities in suburban areas differ from
those in Boston? If so, how? For those services offered in both locations, do you charge the
same or similar rates for all locations? If not, how do the rates – or price paid per person - differ
and based on what factors? Are these facilities competing with community physicians or
hospitals, or both for the same patients?

11) How has the expansion of outpatient facilities impacted the composition of surgical and medical
admissions to your institution? How has the expansion of outpatient facilities impacted the price
or cost paid per person of your institution?

12) How does the variation in prices among different providers in your peer group (e.g.,
teaching/community hospitals, providers in your geographic area, your key competitors) affect
the payment rate increase you seek in negotiations with health plans?  Please provide an
explanation of how you define your “peer group”.

With respect to the aggregate trends, please comment:

13) What specific actions has your organization taken already to address these trends in the short
term or long term? What current factors limit the ability of your organization to execute these
strategies effectively?

14) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think



would encourage or help health care providers to operate more efficiently? What changes would
you suggest to encourage treatment of routine care at less expensive, but appropriate settings?

15) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding quality
and the reimbursement rates paid by each carrier to each hospital or system in a manner
that identifies all relevant organizations?  What is the advantage or disadvantage to your
organization of the current confidential system?

With respect to future years’ Cost Trends Reports:

16) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

17) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Exhibit C: Instructions and AGO Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax).

Questions

1) Please explain and submit a summary table showing your internal costs and cost trends from
2004 to 2008 broken out to show categories of aggregate direct costs (e.g., labor costs for all cost
centers) and categories of indirect costs including, but not limited to, debt service, depreciation,
advertising, bad debt, stop-loss insurance, malpractice insurance, health safety net,
development/fundraising, administration, research, academic costs.  Please explain and submit
supporting documents to show the methodologies you use to allocate the categories of indirect
costs to cost centers (operating units).

2) Please explain and submit supporting documents that show any steps you have taken to reduce
or control the growth of your internal direct or indirect costs in the last 5 years.

3) Please explain and submit a summary table showing your annual operating margins (positive or
negative) from 2004 to 2008 for your entire commercial, government, and all other business (and
please identify the carriers or programs included in each of these three aggregate margins). Please
explain and submit supporting documents to show the mechanics of how you calculate your
margin from your accounting system and identify whether you exclude any direct costs or
indirect costs, or include any grants, donations, or non-patient revenue, in calculating your
margins.

4) Please explain and submit supporting documents that show how your DHCFP-403 Cost Report
submission differs from your own internal cost information including any difference in direct
costs, indirect costs, or non-patient revenue.
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5) Please explain and submit a summary table showing your annual capital ratio, debt service
coverage ratio, and cash on hand for fiscal years 2004 to 2008 and include any target ratios and
cash position you have set to obtain bond or bank financing.  Please explain how your capital
expenditures (property and equipment), restricted capital donations, and changes in cash
position (endowment) have increased or decreased your internal costs and margin calculations.

6) Please explain and submit supporting documents that show your internal costs, including any
stop-loss coverage, for any risk you currently bear related to your contracts with commercial
insurers.  Please include any analysis you have conducted on how much your costs and risk-
capital needs would change based on increases or decreases in risk you bear in relation to your
business with commercial insurers.



 

 

 

 

 

 

 

 

 

March 3, 2010 

 

Commissioner David Morales 

Division of Health Care Finance and Policy 

2 Boylston Street 

Boston, MA 02116 

 

Dear Commissioner Morales: 

 

Enclosed you will find the written testimony that the Division of Health Care Finance and 

Policy and the Office of the Attorney General have requested from Newton Wellesley 

Hospital in connection with the hearings to be held on March 16-19, 2010.  Please note 

that since Newton Wellesley Hospital is a member entity of Partners HealthCare System 

(“Partners”), the requested responses are provided from the standpoint of the system as a 

whole, and therefore are answered in the aggregate. 

 

By my signature below, I certify that I am legally authorized and empowered to represent 

Newton Wellesley Hospital for the purposes of this testimony, and acknowledge that it is 

signed under the pains and penalties of perjury. 

 

Please direct all follow-up questions or comments to Beth Gies, Director of Policy and 

Research, Government Relations for Partners, at bgies@partners.org or 617-278-1014. 

 

Sincerely, 

 

 
 

Michael S. Jellinek, M.D. 

President, Newton Wellesley Hospital 

2014 Washington Street 

Newton, MA  02462 

Telephone:  617-243-6250 

 



 

  
      

  
  

  

     
   

    
    

   

      

  

            
           

            
          

             
           

                 
             

             
               

                
             

              
              

           
           

            
             

           
              

             

             

           



DHCFP Questions for Written Testimony 

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends 
please provide commentary on any data, or finding that differs from your organization’s 
experience and the potential reasons therefore. 

 
We would like to acknowledge the comprehensive and thoughtful work of the Division of Health 
Care Finance and Policy in producing these reports.  Taking a balanced and nuanced view of the 
issue of rising health care costs is critical in understanding and framing the debate about what 
factors may be driving trends in cost growth and developing potential solutions to help mitigate 
those trends. 

That being said, we have recommendations for further analysis in some areas that we believe would 
improve the ability of policymakers to appropriately diagnose the source of the problem and 
develop appropriate remedies.  See our response to question 16 for more detail. 

 
 
2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ 

materially from these aggregate trends with respect to: 
a. The rate of change in outpatient facility prices and faster revenue growth 

compared with inpatient revenues; 
b. The growth of revenues for outpatient imaging services; 
c. Price changes versus other sources of growth in revenues, for inpatient and 

outpatient services. 
 
2a. Our aggregate trends with respect to the rate of change in outpatient facility prices and faster 
revenue growth compared with inpatient revenues do not differ materially from the trends in the 
DHCFP report. 
 
2b. Our aggregate trends with respect to the growth of revenues for outpatient imaging services do 
not differ materially from the DHCFP report. 
 
2c. Our inpatient and outpatient hospital trends do not differ materially with respect to the 
contribution of price change versus other sources of growth in revenues. 
 
 
3) What are the one or two most important underlying causes of your experience, as 

described above? Provide any information you have that will support your assertions. In 
particular: 
  

a. What accounts for the growth in inpatient facility prices? What accounts for 
the growth of hospital outpatient facility price per service?  What accounts for 
the growth in utilization of outpatient hospital facility services? Do you 
foresee the same factors continuing to drive the growth in total facility 
revenues in future years?  
 

b.  How does your relative market position or market share affect your cost or 
revenue trends?  

 
3a. Our prices are driven by our costs.  We would point to a number of factors as being significant 
factors in driving cost growth: 

− Medical progress and new technology; 
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DHCFP Questions for Written Testimony 

− Rising nursing costs; 
− Public payer shortfall; 
− Regulatory requirements and unfunded mandates; and 
− Under-reimbursement and subsequent cross-subsidization of services. 

Looking at the future, outpatient services will continue to grow, driven by the aging of the 
population and increased prevalence of some diseases, such as diabetes.  In addition, technological 
advances and improved care management will shift inpatient services to the outpatient setting.1  The 
nursing shortage has eased, but nursing advocates still request higher than inflation wage increases 
and for increased staffing levels.  Shortfalls in public payments compared to medical inflation are 
continuing and are getting more severe.  Technological development continues – examples include 
advances in the application of genetic information and the use of CT scans in Emergency Rooms.  
We have worked very hard to manage our costs (see responses to questions 7 and 13), and our cost 
per Case Mix Adjusted Discharge has been flat over the last decade when adjusted for health 
inflation. 

See Appendix 1 for additional detail. 
 
3b. We do not base our prices on our market share position – we base our prices on our costs.  
From FY06-FY08, our system inpatient Eastern Massachusetts market share was essentially flat at 
22%.  There is no industry-accepted standard method for measuring outpatient care; therefore, we 
cannot estimate our outpatient market share.  For example, a single outpatient visit at one hospital 
could be recorded as four incidents at another hospital if MRI, blood tests, etc. are counted as 
separate outpatient encounters. 
 
 
4) The concentration of teaching hospitals in Boston means that tertiary hospitals 

effectively serve as the “community hospital” for many patients.  If your hospital is 
located in Boston, what reasonable solutions could your organization develop to provide 
routine care in less expensive – but appropriate - settings? If your hospital competes for 
patients with a teaching hospital outpatient facility, how has this impacted your 
revenues, costs and service mix?  

 
We have a number of different efforts underway to ensure that our patients get the right care in the 
right place at the right time, which includes moving patients to less resource-intensive settings when 
clinically appropriate. 

Creating Less Resource-Intensive Care Settings 
− Partners has a history of taking on and stabilizing struggling community hospitals, helping to 

ensure that these lower-cost settings are available for our patients who do not need to be treated 
in our academic medical centers.  Partnering with Faulkner Hospital was part of Brigham and 
Women’s Hospital strategy to move care to lower-cost settings.  Faulkner Hospital lost $4M in 
1998, the year it joined with Brigham and Women’s Hospital, and continued to lose $24M over 
the next five years.  Now, Faulkner’s finances have stabilized, and it provides important, less 
expensive community hospital capacity for patients who live in the area but do not require 
tertiary care at Brigham and Women’s – indeed, Brigham and Women’s Hospital PCPs have 
moved approximately 30% of their general admissions to Faulkner Hospital over the past several 
years.  

                                                 
1 Danzon et al, "Insurance and New Technology: From Hospital to Drugstore,"  Health Affairs, Vol. 20 No. 5, 2001 
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− Likewise, we have moved significant cardiac surgery and interventional cardiology volume from 
MGH to North Shore Medical Center. 

− We are committed to providing the full continuum of care for our patients, including those who 
have significant post acute care needs.  Examples include Youville Hospital, which provides care 
for patients with complex medical needs requiring extended hospital stays.  Youville, which was 
financially unstable, recently joined Partners and will provide needed capacity for many patients 
who would have otherwise stayed at the MGH and BWH at higher cost. 

Offering Emergency Room Alternatives 
− We operate alternatives to expensive Emergency Department care, including the MGH Walk-in 

clinic and NWH’s Waltham Urgent Care.  Each of these programs is designed to provide a 
lower-cost alternative for patients who have urgent, but not emergent, health care needs. 

Investing in Community Health Centers 
− We have made substantial investments in community health center capacity over the past fifteen 

years – over $77m in capital expenditures and an average of over $27m in annual operating 
support.  For example, in 2004 Lynn Community Health Center and NSMC began a pilot 
project to reduce unnecessary ER utilization by developing a robust system for referring patients 
without primary care providers to the Health Center for follow up care. The project included a 
strong nurse case management service at the Health Center and the 2 hospitals ERs.  The Health 
Center has been seeing over 400 new patients a year as a result of follow up referrals from the 
Salem or Union Hospital ER. 

Expanding Access to Primary Care 
− The Primary Care Loan Repayment Program is designed to attract primary care providers to 

community health centers. 

− Our Primary Care Access Project has been successful in connecting emergency room patients 
from our teaching hospitals with primary care providers in community settings. 

Please see Appendix 2 for more detail. 
 
 
5) Overall, we found an increase in the proportion of services being provided in more 

expensive settings. Is this trend occurring in your market area? What is driving this 
trend and what solutions would moderate this trend without impacting quality?  

 
We do not have access to adequate data to evaluate this assertion, and therefore do not know 
whether this trend is occurring in our market.  Inpatient AMC market share is our only measure of 
this issue, and represents only part of the overall picture. 
 
 
6) From 2006-2008, what was your average annual increase in labor costs compared with 

your average annual increase in patient revenue? What are the major factors driving 
change in labor costs? What are the major factors driving change in patient revenues?   

 
Between 2006 and 2008, our annual average increase in total labor costs for our acute hospitals was 
about 10%. In this period, there were multiple variables that led to cost increases. These include the 
following: 
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−  Inflation:  National Inflation is part of the increase in total labor costs and local inflation is 
generally at least a point higher than national inflation due to wages, energy and other factors 
influenced by the local economy. 

− Nursing costs: Nurses have received higher than inflation increases during these years – in the 7-
8% range, much more than non-nurse employees.  In addition, nurses are highly trained, many 
with advanced degrees.  Our hospitals also have a high “skill mix,” with a high percentage of 
RNs needed for the complexity of our patients.  

− Shortages in technicians/nurses:  During this period we experienced shortages in areas such as 
radiology technicians and RNs, which impacted wages and training costs for new employees.  

− Increased demand for special equipment/skills: In some areas, such as the Operating Rooms and 
Radiology, more specialized equipment requires more highly trained technicians.  This 
specialized training commands higher salaries. 

− Staffing mandates: The mandated 80 hour work week for residents, in many cases, has required 
the hiring of additional staff. Physician assistants, hospitalists, and other physician extenders are 
examples of the type of personnel hired to supplement reductions in resident hours. 

− Benefits: Our own health care costs, pension requirements, union negotiated benefits, etc. have 
led to significant increases in fringe benefits, which is consistent with the market. 

Net Patient Service Revenue increased about 10% per year between 2006-2008. Change in patient 
revenue is, in large part, attributable to volume increases and the increase in the complexity of our 
patients. It is also affected by rates negotiated with commercial payers and those paid by 
government.  During the FY06-08 timeframe, Inpatient Volume at our hospitals increased 
approximately 2.5% for our AMCs and 4.2% for the Community Hospitals along with a steady 
uptick in the Case-Mix Index (intensity) of those inpatients (1% and 4% growth, respectively).  The 
AMCs have also seen 6-8% increases in their outpatient volume over this timeframe. 
 
 
7) Are the costs of acquiring medical equipment and technologies increasing, decreasing, 

or staying the same? Why and how do you think this is the case? What contribution is 
this having on your overall costs?  

 
The costs of acquiring medical equipment and technologies are increasing. Despite Partners’ drive to 
automate procurement and drive our supply costs down, the pricing of capital equipment and 
medical devices/implants continues to rise. Enhanced technologies improve patient access and 
outcomes in many ways, but they do increase provider costs. Patients/consumers request new 
technology and techniques that they read and hear about. To some extent, this also drives increases 
in labor costs discussed above under question 6, as new equipment often requires higher skilled 
technicians. Examples of advances in technology include: 

Wireless Implants 
Wireless implantable cardioverter defibrillators (ICDs), cardiac resynchronization therapy (CRT) 
devices, pacemakers and implantable cardiac monitors (ICMs) are becoming more prevalent. This 
new technology remotely alerts physicians via the internet when an negative patient event occurs 
offsite. These individual devices are significantly more expensive to purchase than prior generations 
of technology and involve additional equipment in the electrophysiology (EP) lab where the 
procedure to implant the device occurs including computer hard and software etc.  

Minimally Invasive Surgery (MIS) 
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MIS is a growing trend that involves surgery done with only a small incision or no incision at all, 
such as through a cannula with a laparoscope or endoscope. MIS can mean that a patient has less 
post operative pain and in many cases may resume their normal activities of daily living more 
quickly. In many cases, MIS involves more expensive perioperative equipment as well as implantable 
devices or other products. The benefits to the patient are clear and desired but add more cost for 
providers.  

Pharmaceuticals 
Our hospitals’ pharmaceutical expenditures (the cost of the drugs that we purchase and dispense) 
grew during this period by approximately 17.5% on a base of about $185m. This continues to 
increase each year as new drugs come on line and the number of existing drugs with newly approved 
uses grows.  Cancer drugs drive a significant portion of the expense growth in Pharmacy. They are 
expensive and we are seeing the increase in the number of patients both from new incidences of 
cancer and the fact that survival rates are better and people are living longer with cancer, requiring 
subsequent treatment.  In response, we have established a Center for Drug Policy that sets 
guidelines for the use of existing drugs and the introduction of new ones.   

Changes in Standard Practice 
MRIs for mammography; higher resolution in 64 slice CTs, etc.  

Information Technology 
As in many industries, information technology improvements come with upfront development and 
ongoing maintenance costs.  The electronic medical record and its important role in quality have 
required significant investment. Data storage requirements for genomics are still in early stages 
during this period. As all facets of our business become more reliant on computers, costs for 
maintaining security and patient privacy; software, operating systems and software licensing costs; 
and clinical decision support have all contributed to our cost structure. 

 
 
8) What factors do you consider when negotiating payment rates for inpatient care and 

outpatient services?  Please explain each factor (e.g., labor costs) and rank them in the 
order of impact on negotiated rates.  

 
We do not look at individual cost factors, but rather look at our overall costs.  We utilize actual 
internal cost data from our decision support system (TSI) which we then use to evaluate our overall 
hospital margin experience by payer.  We benchmark our cost data to that of our Academic Medical 
Center (AMC) peers nationwide, and to other Massachusetts community hospitals.  This baseline is 
then projected forward through a multi-year planning process where we project operating expenses 
for a five year period.  We account for public payer shortfalls and then propose rates that allow us to 
achieve a modest overall margin of 2-3%.  We do not negotiate differential rates for individual 
inpatient and outpatient services but rather we focus on overall hospital rate increases to support the 
margin target noted above.  As a note, when we have benchmarked MGH and BWH against their 
national peers, they have consistently fallen no higher than the middle on both costs and margin. 
 
 
9) Do you generally negotiate contracts with carriers as part of a larger system or as an 

individual facility? Is there a material difference in how you approach contracts when 
you are contracting as part of a system vs. as an individual facility?  

 
We generally negotiate contracts with carriers as an integrated delivery system.  There are, however, 
instances where we negotiate agreements on behalf of individual facilities or portions of our overall 
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network.  There is no material difference in how we approach contracts when negotiating as part of 
a system versus as an individual facility. 
 
 
10) If applicable, do the services provided in your outpatient facilities in suburban areas 

differ from those in Boston? If so, how? For those services offered in both locations, do 
you charge the same or similar rates for all locations? If not, how do the rates – or price 
paid per person - differ and based on what factors? Are these facilities competing with 
community physicians or hospitals, or both for the same patients?   

 
Our suburban outpatient ambulatory facilities provide a number of the same services that are 
provided at our Boston hospitals but in locations that are more convenient to our patients.  For 
many patients our suburban facilities offer a choice they want, and for established patients easier 
access to diagnostic and follow-up services that relate through the electronic medical record to their 
downtown internist or specialist.  

Our outpatient facilities in Danvers and Foxboro are operated under the licenses of Massachusetts 
General Hospital and Brigham and Women’s Hospital, respectively, and services must meet the 
same quality and operational standards required of the main institutions.  We negotiated materially 
lower rates for these facilities with the three large commercial HMOs in Massachusetts.  The result is 
we are providing MGH and BWH services in more convenient locations at lower costs than at our 
downtown campuses.  

 
 
11) How has the expansion of outpatient facilities impacted the composition of surgical and 

medical admissions to your institution? How has the expansion of outpatient facilities 
impacted the price or cost paid per person of your institution?  

 
As a general rule, outpatient care is less expensive than inpatient care.  Therefore, as the percentage 
of care delivered in outpatient settings goes up (vs. inpatient), there is a net cost reduction.  Moving 
care to the outpatient setting allows us to care for sicker and more medically complex patients in the 
inpatient setting, which is reflected in our inpatient case mix going up. 
 
 
12) How does the variation in prices among different providers in your peer group (e.g., 

teaching/community hospitals, providers in your geographic area, your key 
competitors) affect the payment rate increase you seek in negotiations with health plans?  
Please provide an explanation of how you define your “peer group”.  

 
We do not have information about the prices charged by providers in our peer group.  Variation in 
prices among different providers in our peer groups does not affect the payment rate increases we 
seek in our negotiations with health plans.  The framework we follow is outlined in our response to 
question 8, as is the definition of our peer group. 
 
 
13) What specific actions has your organization taken already to address these trends in the 

short term or long term? What current factors limit the ability of your organization to 
execute these strategies effectively?  
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− We have moved aggressively to develop a clinically integrated network, including broad 
development of electronic medical records.  One hundred percent of our physicians who record 
outpatient notes use an electronic health record, all of our hospitals are using Computerized 
Physician Order Entry systems, and all of our hospitals are in the process of implementing 
electronic bar coding systems to manage the administration of medications. 

− We have payment reform projects underway in several areas: pay for performance, medical 
homes, bundled payments, and shared savings. 

− MGH is in year three of a successful Medicare Demonstration Project managing 2,500 high risk 
Medicare patients under a shared savings model, and we are extending that program to our other 
hospitals.  MGH embedded case managers in primary care offices who follow these patients and 
try to help them solve problems before they become medical emergencies.  MGH invested in 
this and other care coordination infrastructure and agreed to pay for it out of savings achieved 
by more efficient, effective care of their patients.  They have succeeded in both improving care 
and saving significant dollars. 

− We have a number of process improvement initiatives underway in areas as diverse as managing 
our food services, improving the operations of our radiology and surgery services, and 
streamlining our billing and claims processes, among others. 

− We face two major challenges as we work on reducing costs: public payer shortfalls and 
administrative complexity due to insurer requirements. 

 
Please see Appendix 2 for additional detail. 
 
 
14) What types of systemic changes would be most helpful in reducing cost trends without 

sacrificing quality and consumer access? What other systemic or policy changes do you 
think would encourage or help health care providers to operate more efficiently? What 
changes would you suggest to encourage treatment of routine care at less expensive, but 
appropriate settings?  

 
Please see our responses to questions 4, 7, and 13 for detailed recommendations. 
 
A relatively small proportion of the population accounts for a relatively large proportion of spending 
– 10% of patients account for 70% of costs.  Therefore, we strongly recommend developing and 
implementing innovative approaches to managing these most expensive patient populations, with an 
emphasis on chronic illnesses, very high cost acute patients, and end of life care.  Even modest 
reductions in the cost of caring for these expensive populations would have a relatively large dollar 
impact and important systemic effects.  Examples of initiatives would include rapidly scaling 
programs such as the extant Senior Care Options programs, the MGH’s Medicare demonstration 
project (see question 13 and Appendix 2), and our first efforts in the Prevention and Access to Care 
and Treatment (PACT) program, which employs tightly supervised community health workers to 
provide and coordinate care for isolated low income HIV/AIDS patients struggling with the daily 
care their illness requires.  Different models may be more or less effective for different populations.  
Implementing these types of programs could reduce the cost shifting/risk sharing that is indirectly 
causing rapid increases in commercial insurance rates as well as Medicaid. 

In addition, we recommend greater commitments to and investments in comparative effectiveness 
research, especially at the national level.  In the meantime, we suggest the Commonwealth create a 
clearinghouse of existing comparative effectiveness information for payers and clinicians.  The 
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clearinghouse could also help develop evidenced based guidelines both for clinicians and payers as 
well as decision-making tools for patients. 

We also recommend that the state consider establishing a reinsurance pool that would pay a portion 
of the expenses for very high-cost patients, since taking these patients out of the general risk pool 
will make premiums more affordable for the rest of the population. 

We have made numerous efforts to ensure our patients get the right care in the right place at the 
right time.  These include the Primary Care Loan Repayment Program and our Primary Care Access 
Project, as well as investments in capacity at community health centers. 

Please see Appendix 3 for additional detail. 
 
 
15) Could enhanced competition or government intervention or a combination of both 

mitigate the cost trends found in the Divisions report? Please describe the nature of the 
changes you would recommend.  In addition, please address the following: 

 
a. What would be the impact on your organization of making data public regarding 

quality and the reimbursement rates paid by each carrier to each hospital or 
system in a manner that identifies all relevant organizations?  What is the 
advantage or disadvantage to your organization of the current confidential 
system?   

 
Health care is already one of most heavily regulated industries both at the state and federal level, and 
it is far too complex and constantly evolving to be easily amenable to rate regulation.  Previous 
efforts attempting rate setting have been shown to be unsustainable and may affect patient care.2,3,4,5  
It will take a multifaceted approach sustained over time in order to have meaningful and sustainable 
reductions in health care cost growth. 

We need to identify steps to help make the market more efficient.  The government can have a role 
in this, especially as a payer for Medicaid and for its own employees.  In our responses to the 
previous questions we have laid out many of our suggestions including investing in health IT, 
piloting various payment reforms, and supporting primary care.  One specific area in which the 
government may be in unique position is to help provide technical assistance and loans/grants to 
smaller providers and physicians who may not have the resources or expertise to readily adapt to 
changes in the marketplace.  

We support efforts aimed at bringing greater transparency around quality and cost to the 
marketplace so that consumers and payers can make better and informed decisions about their 
treatment options.  However, it is important to be realistic about the relative effect of such 
transparency efforts, given these measures are still in their infancy and the fact that pricing is 
fundamentally different in the public and private markets.  Still, it can be an important element, 
especially as part of larger strategy, to reduce costs. 

 
 

                                                 
2 Antel et al, “State Regulation and Hospital Costs,” The Review of Economics and Statistics,” 1995. 
3 Melnick, et al, “State Health Expenditures Under Competition and Regulation, 1980 through 1991,” American Journal 
of Public Health, 1995. 
4 Shortell, et al, “The Effects of Regulation, Competition, and Ownership on Mortality Rates Among Hospital 
Inpatients,” JAMA, 1988. 
5 Gaumer et al, “Effects of State Prospective Reimbursement Programs on Hospital Mortality,” Medical Care, 1989. 
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16) Please identify any additional cost drivers that you believe should be examined in 
subsequent years and explain your reasoning.  

 
The shifting of unreimbursed costs from the public sector to the private sector is a significant factor 
affecting private sector premiums, and should be explored in greater detail.  We estimate that the 
rates we charge commercial payers could have been 18% lower in 2008 if Medicare and Medicaid 
paid rates that simply covered costs.  This number continues to grow.   As was noted in Part I of the 
DHCFP report, commercial payers nationally pay hospitals 132% of costs in order to cover this 
shortfall.  While this issue was discussed briefly in this year’s reports, it requires more detailed study 
and analysis to quantify the impact of this cost shift on payers and providers as well as on employers 
and consumers. 

We recognize that this is the first time that the Division has conducted this analysis, and that it plans 
to include Medicaid and Medicare in its analysis next year.  We would like to emphasize that it is 
very difficult to look at these issues in isolation – one cannot consider the private sector without 
considering the public sector. 

We also believe that more attention should be paid to understanding how hospitals cross-subsidize 
across service lines– in other words, how services reimbursed at more than costs, such as 
orthopedics, support services that are reimbursed at less than costs, such as psychiatry – and 
investigating the impact that this has on variation in prices among providers.  Differing decisions 
made by individual hospitals about how to cross-subsidize among services are important factors in 
the variation in price among services at different institutions, since different hospitals make different 
strategic decisions about how to distribute these unreimbursed costs.  Indeed, many hospitals have 
decided to entirely abandon these services, such as child psychiatry.  Our continuing commitment to 
providing these essential services is a fundamental part of our mission – but it means that we must 
shift these costs to other service lines. 

 
 
17) Please provide any additional comments or observations you believe will help to inform 

our hearing and our final recommendations.  
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1) Please explain and submit a summary table showing your internal costs and cost trends 
from 2004 to 2008 broken out to show categories of aggregate direct costs (e.g., labor 
costs for all cost centers) and categories of indirect costs including, but not limited to, 
debt service, depreciation, advertising, bad debt, stop-loss insurance, malpractice 
insurance, health safety net, development/fundraising, administration, research, 
academic costs.  Please explain and submit supporting documents to show the 
methodologies you use to allocate the categories of indirect costs to cost centers 
(operating units).  

 

We submit our costs on the DHCFP-403 cost report.  Please see our response to question #4, 
below, for our description of how our internal cost reporting differs from the DHCFP-403. 
 
 
2) Please explain and submit supporting documents that show any steps you have taken to 

reduce or control the growth of your internal direct or indirect costs in the last 5 years.  
 
We have undertaken a number of different initiatives in a wide variety of areas over the past five 
years as part of an aggressive effort to reduce costs.  We must note, however, that significant 
underpayment by government programs has muted the impact that these initiatives have on our 
commercial rates.   When we are unable to make up for these underpayments by receiving higher 
increases from commercial payers, the savings generated by these initiatives largely end up simply 
reducing the gap between our payments from government payers and our costs, and do not accrue 
to our commercial payers. 
 
Examples of these initiatives include the following: 
 
− Supply Chain Cost Management 
− Developing Standard Clinical Policies 
− Standardization in Purchasing 
− Back Office Automation 
− Physical Plant Efficiencies and Energy Conservation 
− Reduction of Human Resources Costs 
− External Benchmarking 
− Continuous Process Improvement 
 
See Appendix 4 for additional detail. 
 
 
3) Please explain and submit a summary table showing your annual operating margins 

(positive or negative) from 2004 to 2008 for your entire commercial, government, and all 
other business (and please identify the carriers or programs included in each of these 
three aggregate margins). Please explain and submit supporting documents to show the 
mechanics of how you calculate your margin from your accounting system and identify 
whether you exclude any direct costs or indirect costs, or include any grants, donations, 
or non-patient revenue, in calculating your margins.  
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PHS Total Operating  Margin FY 2005 - FY 2009 

  Margin 
Medicaid Medicare

Commercial/ 
Other 

Total 

$ (123.622) (183.201) 382.802  75.979 2005 
% -45.6% -15.7% 9.8% 1.4%
$ (133.999) (255.840) 522.710  132.871 2006 
% -43.8% -21.3% 11.8% 2.2%
$ (143.544) (330.120) 579.613  105.949 2007 
% -40.5% -26.5% 11.9% 1.6%
$ (149.673) (397.950) 667.117  119.494 2008 
% -38.0% -30.2% 12.4% 1.7%
$ (177.046) (466.710) 808.205  164.449 2009 
% -44.4% -33.2% 13.9% 2.2%

Note: Margin in $Ms.          

Total margin is calculated as follows: Revenue less Total Costs. 
 
Medicaid and Medicare are defined as “Government Patient Care Revenue”.  The margins for those 
payers are calculated as follows: 

 
Government Patient Care Revenue = (Government Payer Revenue + Secondary Insurance 
+ Patient Liability  + Health Safety Net Receipts) - ( Bad Debt + Denials + Settlements) 
 
Government Total Costs = Direct Costs + Indirect Costs 

 
The “Other” (non-government) payer category margin calculation is as follows: 

 
Other Revenue = (Commercial Payers + Secondary Insurance + Grants + Self Pay + 
International + Health Safety Net Receipts + Indirect/Direct Research +  Indirect/Direct 
Academic + Operating Investment Income + Other) - (Health Safety Net Tax + Free Care 
+ Bad Debt + Denials + Settlements) 
  
Other Total Costs = Direct Costs + Indirect Costs + Indirect/Direct Research +  
Indirect/Direct Academic + Depreciation and Amortization + Interest 

 
% Margin is calculated as follows:  Revenue – Total Costs 

Revenue 
 
 
4) Please explain and submit supporting documents that show how your DHCFP-403 Cost 

Report submission differs from your own internal cost information including any 
difference in direct costs, indirect costs, or non-patient revenue.  

 
Our internal cost reporting system (TSI) and the DHCFP-403 are comparable for total patient care 
costs.  However, TSI costs at a service and payer line level are different than those reported on the 
403.  Our TSI system classifies some of these patient care expenses differently (i.e. direct vs. 
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indirect) as well as allocates them at a more precise, unit of service level.  TSI more accurately 
reflects activity and use of resources at the patient level. 
 
It should be noted that using 403 reports for comparisons across hospitals is reasonable on 
Inpatient Cost per case-mix adjusted discharge.   Comparisons using Adjusted Total Cost per 
CMAD, which attempts to capture outpatient activity using an inpatient to outpatient charge ratio, 
are imperfect.  
 
Beyond the aggregate level, 403 cost report results are not readily comparable across hospitals.    
Other providers’ costs may not be comparable because hospitals have discretion in their reporting 
practices on the 403 report.  Valid cost comparisons at the level of a service or service line or on a 
payer line basis are very difficult to make using 403 data. 
 
 
5) Please explain and submit a summary table showing your annual capital ratio, debt 

service coverage ratio, and cash on hand for fiscal years 2004 to 2008 and include any 
target ratios and cash position you have set to obtain bond or bank financing.  Please 
explain how your capital expenditures (property and equipment), restricted capital 
donations, and changes in cash position (endowment) have increased or decreased your 
internal costs and margin calculations.   

 
      Targets 
       Framework Bond 

 FY08 FY07 FY07 FY06 FY05 FY04 Threshold Covenant
Ratios         
Debt to Capitalization (%) 31.6 30.8 37.0 28.9 33.5 32.0 40.0 N/A 
Debt Service Coverage Ratio (x) 4.46 8.11 4.93 9.18 5.53 5.44 3.30 1.00 
Unrestricted Cash on Hand (days) 207 244 244 219 214 204 200.0 N/A 
 
At Partners we have developed and implemented a “Financial Framework” tool that is used to 
manage investment and cash flow demands on a system-wide basis, both annually and on a multi-
year basis, and maintain our strong AA bond rating. The Framework provides a platform for 
internal decision making, which allows senior management to clearly understand what tradeoffs 
must be made to stay within the boundaries. 
 
The Framework includes targets for the following key ratios: 
− Days of total cash on hand 
− Operating margin 
− Debt service coverage ratio 
− Debt to capital ratio 
 
Our capital expenditures have been in line with other similarly-rated hospitals, and have had no 
unusual effect on our cost structure.  Restricted donations and changes in cash are balance sheet 
transactions that do not impact cost or margin calculations. 
 
 
6) Please explain and submit supporting documents that show your internal costs, 

including any stop-loss coverage, for any risk you currently bear related to your contracts 
with commercial insurers.  Please include any analysis you have conducted on how 
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much your costs and risk-capital needs would change based on increases or decreases in 
risk you bear in relation to your business with commercial insurers.  

 
During the period in question (2006-2008), Partners had approximately $60-70 M, at risk in its pay 
for performance contracts with the major commercial HMOs. 
 
 



Appendices 

Appendix 1 
 

Question 3:  What are the one or two most important underlying causes of your experience, 
as described above? Provide any information you have that will support your assertions. In 
particular: 

  
a. What accounts for the growth in inpatient facility prices? What accounts for the 

growth of hospital outpatient facility price per service?  What accounts for the 
growth in utilization of outpatient hospital facility services? Do you foresee the 
same factors continuing to drive the growth in total facility revenues in future 
years?  

 

Medical progress and new technology are major sources of health care cost increases with respect to 
both unit price and utilization.  New diagnostic technologies, new drugs and other new treatments 
offer an improving product – better outcomes and quality of life for patients – but at a cost.  Studies 
have shown that as much as 40-60% of increasing costs can be attributed to technological advances.  
See question 7.  One effect of technological progress has been the ability to perform more services 
in an outpatient setting, which has led to a sharp increase in outpatient procedures.   

The rising cost of nursing has been another important factor that has affected both inpatient and 
outpatient unit prices over the last 10 years.  With a labor shortage and our more sophisticated 
treatment settings, today’s nurse earns higher wages.  For example, the average hourly rate increase 
between FY06-08 for staff nurses was 14.4% and 8.3% at the BWH and MGH respectively.  This 
has caused nursing costs, which are a major portion of hospital costs, to rise more quickly than 
inflation, and this has had a major impact on overall cost trends. 

The shortfall in payments from public payers also has a significant impact on the unit prices we 
negotiate with commercial payers for both inpatient and outpatient services.  Since the Balanced 
Budget Act in 1997, Medicare changed from paying rates that more than covered costs to rates that 
are falling further and further short of costs.  Medicaid payments are even lower.  We have made up 
at least a portion of the shortfalls in these payments by seeking higher rates on the services we 
provide to commercially insured patients.  We estimate that the rates we charged commercial payers 
in 2008 could have been 18% lower if Medicare and Medicaid paid rates that simply covered costs.  
As the DHCFP report notes, the actuarial firm Milliman studied hospital rates across the country 
over the last 10 years and found this pattern repeated everywhere – as public payer rates declined, 
commercial rates increased.  And as the DHCFP report also noted, commercial payers nationally pay 
hospitals 132% of costs in order to cover this shortfall. 

The need to cross-subsidize across services is another important factor to consider.  As care has 
evolved and patients are able to live longer with what used to be considered incurable or terminal 
diseases, more care is devoted to managing chronic illness – yet the reimbursement system has not 
caught up, and in many cases the revenue generated by procedures is supporting chronic care 
management.  

Looking at the future, outpatient services will continue to grow, driven by the aging of the 
population and increased prevalence of some diseases, such as diabetes.  In addition, technological 
advances and improved care management will shift inpatient services to the outpatient setting.  The 
nursing shortage has eased but nursing advocates still press for higher than inflation wage increases 
and for increased staffing levels.  Shortfalls in public payments compared to medical inflation are 
continuing and are getting more severe.  Technological development continues – examples include 
advances in the application of genetic information and the use of CT scans in Emergency Rooms. 
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Prior to CT scans, appendicitis was diagnosed by clinical exam and with less precision. CT scan 
improves the diagnostic accuracy of appendicitis and other abdominal disorders. The cost impact is 
complex – more CTs in the emergency rooms and fewer unnecessary surgeries. Like many new 
technologies, better quality with higher initial costs and some, often substantial, cost offsets. 
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Question 4: The concentration of teaching hospitals in Boston means that tertiary hospitals 
effectively serve as the “community hospital” for many patients.  If your hospital is located 
in Boston, what reasonable solutions could your organization develop to provide routine 
care in less expensive – but appropriate - settings? If your hospital competes for patients 
with a teaching hospital outpatient facility, how has this impacted your revenues, costs and 
service mix?  
 
Question 13: What specific actions has your organization taken already to address these 
trends in the short term or long term? What current factors limit the ability of your 
organization to execute these strategies effectively? 
 
First, we believe that the clinical integration of care, through electronic medical records, other 
electronic infrastructure and other common protocols and standards, provides the foundation for 
providing quality and efficient care.  100 percent of Partners physicians who record outpatient notes 
use an electronic health record; all of our hospitals utilize Computerized Physician Order Entry 
systems; and all of our hospitals are in the process of implementing electronic bar coding systems to 
manage the administration of medications.   

Second, we believe that we must move away from unfettered fee for service as the dominant method 
of payment, but this must be done with great care to ensure that our health system is not 
destabilized.  We have been working on piloting a number of new payment models that we think 
will improve on simple fee for service, and provide more value to our patients.   

– Pay for Performance – Starting in 2000, we began collaborating with Harvard Pilgrim, Tufts 
Health Plan and Blue Cross Blue Shield putting a portion of our negotiated rates at risk based on 
the achievement of quality and efficiency targets.  We set targets on the appropriate rates of 
hospital admissions, high cost radiology tests, and pharmacy.  We incentivized our physicians to 
implement electronic records.  We set targets to improve the care of patients with diabetes, 
asthma, hypertension, and other conditions.  In 2008 Partners had more than $70 million in 
incentives at risk on these kinds of measures. 

– High Performance Medicine – This major initiative is focused on improving quality, safety, and 
efficiency across our system.  In many, cases, we compare our performance to national 
benchmarks. These are practices widely accepted as "best" for certain types of care. But, in some 
cases, no benchmarks exist. In those cases, we set our own best practice standards or goals, and 
use these as our points of reference.  Through this initiative we have been able to see where we 
are succeeding, see where we need improvement, and identify and implement strategies to make 
care better for our patients. 

– Bundled payments – In the mid 1980’s, DRGs were implemented to bundle all inpatient 
hospitals costs for the same type of condition in to a single payment.  We are working to extend 
that concept to include the care of an episode including services beyond the initial 
hospitalization, such as physician services, rehabilitation services and readmissions for the same 
condition.   

– Medicare Demonstration Project – MGH is in year three of a successful Medicare 
Demonstration Project managing 2500 high risk Medicare patients under a shared savings model, 
and we are extending that program to our other hospitals.  MGH embedded case managers in 
primary care offices who follow these patients and try to help them solve problems before they 
become medical emergencies.  MGH invested in this and other care coordination infrastructure 
and agreed to pay for it out of savings achieved by more efficient, effective care of their patients.  
They have succeeded in both improving care and saving significant dollars. 
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– Medical Homes – A number of our primary care practices are reorganizing along a medical home 
model.  In these practices, we are enhancing our staffing model to create an environment where 
patients are cared for by a team including physicians, nurse practitioners, social workers, and 
paraprofessionals.  We are encouraging innovation in practice including the use of interactive 
technologies like patient portals, with the goal of promoting better overall health of our patients.  
We are talking with insurers about modifying payments to support coordination and illness 
prevention activities, not just fees for office visits.   

Third, we have several process improvement teams working on re-engineering processes throughout 
our institutions.  The intent of these efforts is to improve our patients’ outcomes, improve their 
experience of care in the system, and to make the delivery of that care more efficient.  We have 
teams working on everything from managing our food services, to improving the operations of our 
radiology and surgery services, to streamlining our billing and claims processes.  We have applied 
various techniques that other industries have used to improve their efficiency and effectiveness.   

There are two major challenges we face in reducing costs – public payer shortfalls and administrative 
burden due to insurer requirements.  First, as the DHCFP report correctly showed, the public payer 
shortfalls are growing annually as these payments fail to keep up with the real cost of providing 
medical services.   Currently, we make up for a portion of these shortfalls by charging higher prices 
than we otherwise would to commercial payers, and we make up for the rest by managing our 
operations more efficiently.  Second, we could reduce our administrative costs if health plans 
developed more common payment rules and billing logic.  Transparency should be required so that 
providers know clearly at the time of service what the rules and payment logic are and all relevant 
medical and payment policies. 
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Appendix 3 
 
Question 14: What types of systemic changes would be most helpful in reducing cost trends 
without sacrificing quality and consumer access? What other systemic or policy changes do 
you think would encourage or help health care providers to operate more efficiently? What 
changes would you suggest to encourage treatment of routine care at less expensive, but 
appropriate settings? 
 
A relatively small proportion of the population accounts for a relatively large proportion of spending 
– 10% of patients account for 70% of costs.  Therefore, we strongly recommend developing and 
implementing innovative approaches to managing these most expensive patient populations, with an 
emphasis on chronic illnesses, very high cost acute patients, and end of life care.  Even modest 
reductions in the cost of caring for these expensive populations would have a relatively large dollar 
impact and important systemic effects.  Examples of initiatives would include rapidly scaling 
programs such as the extant Senior Care Options programs, the MGH’s Medicare demonstration 
project (see question 13 and Appendix 2), and our first efforts in the Prevention and Access to Care 
and Treatment (PACT) program, which employs tightly supervised community health workers to 
provide and coordinate care for isolated low income HIV/AIDS patients struggling with the daily 
care their illness requires.  Different models may be more effective for different populations.  
Implementing these types of programs could reduce the cost shifting/risk sharing that is indirectly 
causing rapid increases in commercial insurance rates as well as Medicaid. 

Medical technology and new discoveries have led to significant gains in life expectancy and quality of 
life, yet the use of new technology is not without costs.  Most economists agree that new medical 
technology and techniques account for nearly 50 percent of the growth in health care costs.  The 
question is not how to limit access to technology, but rather to make sure technology is being used 
appropriately.  We recommend that a greater commitment and investment be made to comparative 
effectiveness research, especially at the national level.  

In meantime, we suggest that Massachusetts create a clearinghouse of existing comparative 
effectiveness information for payers and clinicians.  The clearinghouse could also help develop 
evidence-based guidelines both for clinicians and payers as well as decision making tools for 
patients.   

At Partners, we have created a Center for Drug Policy that studies the effectiveness of new drugs 
before they are introduced to the market.  This helps our doctors to learn whether costly new drugs 
are worth it.  The Center works with pharmacy directors to develop guidelines about the use of new 
drugs and is also beginning to review and create guidelines for existing drugs. 

We also recommend that the state consider establishing a reinsurance pool that would pay a portion 
of the expenses for very high-cost patients, since taking these patients out of the general risk pool 
will make premiums more affordable for the rest of the population. 

We suggest the state also implement a robust pay-for-performance program across all payers with a 
core set of standard measures.  We recognize that pay-for-performance is not an end in itself, but 
rather an important first step toward getting physicians and hospitals to think differently about the 
way in which they provide care.  In addition, other payment reforms will likely include pay-for-
performance as a component.  

We suggest the state find ways to encourage all provider groups to test at least one new payment 
model.  There are various payment models that physicians and hospitals can try, such as medical 
homes, disease management programs, bundled payments, etc.  Every provider should have some 
obligation to participate in testing at least of these approaches.  
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With regard to encouraging care at more appropriate settings, we have made numerous efforts to 
ensure our patients get the right care in the right place.  We believe many of these efforts could be 
replicated on a larger scale. 

– Loan Repayment Program – In 2007, Partners joined with Bank of America and the 
Massachusetts League of Community Health Centers to increase the number of primary care 
physicians in low-income Boston neighborhoods.  The Bank announced a $5 million loan 
repayment program to encourage doctors to choose careers in primary care and work in 
community health centers where the shortage is most acute.  Following the Bank’s leadership, 
the Commonwealth of Massachusetts agreed to provide matching funds to expand the program 
statewide and allow nurse practitioners to participate as well.  Neighborhood Health Plan and the 
Blue Cross Blue Shield Foundation of Massachusetts also have provided significant financial 
support.  As of October 2009 the program has provided loans to 73 physicians and 28 advanced 
practice nurses, serving an estimated 180,000 patients.  We believe this program is making a real 
difference in providing access to primary care services to some of our most vulnerable patients.  

– Primary Care Access Project – Since 2005, Brigham and Women’s Hospital, Massachusetts 
General Hospital, and North Shore Medical Center have linked over 8,000 patients with primary 
care physicians through our Primary Care Access Project.  The project identifies patients through 
the hospitals’ emergency departments and connects them with primary care physicians in their 
local communities. A cohort of patients at Brigham and Women’s Hospital were tracked over 
time and showed a 6% reduction in hospital admissions and a 21% decrease in emergency room 
visits.   

– Community Health Centers – A total of five community health centers operate under the license 
of Partners hospitals. Each of these operates in new or renovated facilities and together they care 
for 75,000 patients.  Partners has affiliations with sixteen other community health centers in the 
Greater Boston area, which serve an additional 275,000 patients.   Over the past 15 years, 
Partners has committed over $77 million to build health center capacity and improve quality.  
During that same time period, Partners has provided nearly $27 million annually to strengthen 
community health centers through annual operating subsidies and funds to support clinical 
enhancements to improve patient care. 
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Appendix 4 
 
Question 2: Please explain and submit supporting documents that show any steps you have 
taken to reduce or control the growth of your internal direct or indirect costs in the last 5 
years.  

We have undertaken a number of different initiatives in a wide variety of areas over the past five 
years as part of an aggressive effort to reduce costs.  We must note, however, that significant 
underpayment by government programs has muted the impact that these initiatives have on our 
commercial rates.   When we are unable to make up for these underpayments by receiving higher 
increases from commercial payers, the savings generated by these initiatives largely end up simply 
reducing the gap between our payments from government payers and our costs, and do not accrue 
to our commercial payers. 

Examples of these initiatives include the following: 

Supply Chain 
As noted above, implant costs and pharmaceuticals are significant drivers of overall supply costs for 
Partners. The Partners Supply Chain Cost Management group created teams of surgeons, clinicians 
and administrators by service line to collaborate on cost management projects, including.  

 RN Products  
 Implants: Cardiology (EP and Drug Eluting Stents); Spinal Implants; Orthopedic implants  

Other Supply Chain efforts were focused on contracts and using group purchasing and 
standardization of products. Examples: 

 Limit supply catalogs 
 Packaging and distributing (branding) efficiencies 
 Contract clauses, e.g. Volume rebates 
 Service contracts 
 Policies and Procedures aimed at putting in controls/accountability on spending 
 Automation of purchasing and accounts payable functions 

Clinical Policy 
The Center for Drug Policy was created to reduce high cost drug utilization and set guidelines at the 
system level for the introduction of new drugs into the formulary. Managing this utilization has 
resulted in savings for all our acute hospitals.  

Standardization 
Standardization of instrumentation in other areas such as the clinical labs has moved forward 
resulting in vendor contract savings. The hospital clinical labs have also come together to achieve 
system synergies and reductions in costs by utilizing the same external source for the bulk of their 
reference testing. 

Back Office Automation 
We have continued to further automate back office processes as we have done over the life of the 
Partners system, e.g. centralizing back office functions, standardizing transactional information 
systems (Finance, HR, Purchasing) and eliminating paper processing when possible. 

Physical Plant Efficiencies and Energy Conservation 
We have also focused efforts on making our plants energy efficient both in terms of efficient 
equipment and working with the utilities companies. We continue to work on this front as 
equipment needs replacement, new technology is available and grants become available. In fact, the 
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Shapiro building, our new building at the BWH, received the prestigious Silver Leadership in Energy 
and Environmental Design (LEED) award for its commitment to energy efficiency and “green” 
technology.  

Human Resources Costs 
Like the energy savings, selected investments reap multiple benefits. One example of this is the 
installation of ceiling lifts in many of our patient rooms used for moving patients. This has proven 
better for our patients, but just as importantly, this effort has reduced the number of work related 
injuries and the extent of the injuries for our employees on patient floors. Work related injuries are 
costly and as our workforce ages, having the lifts become more critical.    

Each of our hospitals actively seeks opportunities to achieve efficiencies and reduce costs. There 
have been efforts to reduce overtime, agency costs and some reduction in existing positions.  In 
addition, as volumes have grown, we have held down fixed costs which result in reducing unit costs 
by spreading fixed costs over greater volume. Transactional areas benchmark trends each year to 
gain efficiencies. 

External Benchmarking 
Other external benchmarking tools have been implemented at our acute hospitals to monitor 
expense and provide access to best practice internally and nationally. “Action OI”, a software 
product of Thomson-Reuters, is employed to compare labor and supply metrics at a detailed cost 
center level with other comparable hospitals across the country. In addition, we have set up internal 
benchmarking groups to compare best practice in areas such as the Operating Room.  

Continuous Process Improvement 
The benchmarking often leads to Process Improvement (PI) work. Many of our managers and other 
personnel have gone through training in established process improvement methodologies. PI 
projects are active in both our acute and non-acute facilities resulting in efficiencies and improved 
quality. We have also established a system wide forum for the sharing of results and common 
training.  
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Gary W. Gibbons
President and CEO
Quincy Medical Center
114 Whitwell Street
Quincy, MA 02169

Dear Mr. Gibbons:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office (AGO), is required by state law to hold annual public hearings concerning health
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative
sample of health care providers and payers as witnesses for such hearing. In accordance with these
provisions, Quincy Medical Center has been identified as a witness and is hereby requested to
submit written testimony to the questions in “Exhibit B” and “Exhibit C” in accordance with this
notice and exhibits.

The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit
additional information that explains the premium and cost increases, to gather your perspective on
the dynamics driving the trends observed, and to obtain your recommendations for short and long
term solutions to such dynamics.

Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b)
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be
the subject of these hearings. Based on the findings of that Preliminary Report, the Attorney
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised

www.mass.gov/dhcfp
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that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

Quincy Medical Center is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday,
February 26, 2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Quincy Medical Center no later than March 5th and determine whether you will be required
to provide oral testimony at the hearings, and if so, the time period for which you must be present.
Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures:
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and DHCFP Questions for Written Testimony
Exhibit C: Instructions and AGO Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and DHCFP Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data, or finding that differs from your organization’s experience and
the potential reasons therefore.

2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially
from these aggregate trends with respect to:

a. The rate of change in outpatient facility prices and faster revenue growth compared
with inpatient revenues;

b. The growth of revenues for outpatient imaging services;
c. Price changes versus other sources of growth in revenues, for inpatient and

outpatient services.

3) What are the one or two most important underlying causes of your experience, as described
above? Provide any information you have that will support your assertions. In particular:

a. What accounts for the growth in inpatient facility prices? What accounts for the
growth of hospital outpatient facility price per service?  What accounts for the
growth in utilization of outpatient hospital facility services? Do you foresee the same
factors continuing to drive the growth in total facility revenues in future years?

b.  How does your relative market position or market share affect your cost or revenue
trends?

4) The concentration of teaching hospitals in Boston means that tertiary hospitals effectively serve
as the “community hospital” for many patients.  If your hospital is located in Boston, what
reasonable solutions could your organization develop to provide routine care in less expensive –
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but appropriate - settings? If your hospital competes for patients with a teaching hospital
outpatient facility, how has this impacted your revenues, costs and service mix?

5) Overall, we found an increase in the proportion of services being provided in more expensive
settings. Is this trend occurring in your market area? What is driving this trend and what
solutions would moderate this trend without impacting quality?

6) From 2006-2008, what was your average annual increase in labor costs compared with your
average annual increase in patient revenue? What are the major factors driving change in labor
costs? What are the major factors driving change in patient revenues?

7) Are the costs of acquiring medical equipment and technologies increasing, decreasing, or staying
the same? Why and how do you think this is the case? What contribution is this having on your
overall costs?

The following questions relate specifically to your experience in service prices and mix of
services provided:

8) What factors do you consider when negotiating payment rates for inpatient care and outpatient
services?  Please explain each factor (e.g., labor costs) and rank them in the order of impact on
negotiated rates.

9) Do you generally negotiate contracts with carriers as part of a larger system or as an individual
facility? Is there a material difference in how you approach contracts when you are contracting
as part of a system vs. as an individual facility?

10) If applicable, do the services provided in your outpatient facilities in suburban areas differ from
those in Boston? If so, how? For those services offered in both locations, do you charge the
same or similar rates for all locations? If not, how do the rates – or price paid per person - differ
and based on what factors? Are these facilities competing with community physicians or
hospitals, or both for the same patients?

11) How has the expansion of outpatient facilities impacted the composition of surgical and medical
admissions to your institution? How has the expansion of outpatient facilities impacted the price
or cost paid per person of your institution?

12) How does the variation in prices among different providers in your peer group (e.g.,
teaching/community hospitals, providers in your geographic area, your key competitors) affect
the payment rate increase you seek in negotiations with health plans?  Please provide an
explanation of how you define your “peer group”.

With respect to the aggregate trends, please comment:

13) What specific actions has your organization taken already to address these trends in the short
term or long term? What current factors limit the ability of your organization to execute these
strategies effectively?

14) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think



would encourage or help health care providers to operate more efficiently? What changes would
you suggest to encourage treatment of routine care at less expensive, but appropriate settings?

15) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding quality
and the reimbursement rates paid by each carrier to each hospital or system in a manner
that identifies all relevant organizations?  What is the advantage or disadvantage to your
organization of the current confidential system?

With respect to future years’ Cost Trends Reports:

16) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

17) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Exhibit C: Instructions and AGO Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax).

Questions

1) Please explain and submit a summary table showing your internal costs and cost trends from
2004 to 2008 broken out to show categories of aggregate direct costs (e.g., labor costs for all cost
centers) and categories of indirect costs including, but not limited to, debt service, depreciation,
advertising, bad debt, stop-loss insurance, malpractice insurance, health safety net,
development/fundraising, administration, research, academic costs.  Please explain and submit
supporting documents to show the methodologies you use to allocate the categories of indirect
costs to cost centers (operating units).

2) Please explain and submit supporting documents that show any steps you have taken to reduce
or control the growth of your internal direct or indirect costs in the last 5 years.

3) Please explain and submit a summary table showing your annual operating margins (positive or
negative) from 2004 to 2008 for your entire commercial, government, and all other business (and
please identify the carriers or programs included in each of these three aggregate margins). Please
explain and submit supporting documents to show the mechanics of how you calculate your
margin from your accounting system and identify whether you exclude any direct costs or
indirect costs, or include any grants, donations, or non-patient revenue, in calculating your
margins.

4) Please explain and submit supporting documents that show how your DHCFP-403 Cost Report
submission differs from your own internal cost information including any difference in direct
costs, indirect costs, or non-patient revenue.

mailto:costtrends@hcf.state.ma.us
mailto:Reid@state.ma.us


5) Please explain and submit a summary table showing your annual capital ratio, debt service
coverage ratio, and cash on hand for fiscal years 2004 to 2008 and include any target ratios and
cash position you have set to obtain bond or bank financing.  Please explain how your capital
expenditures (property and equipment), restricted capital donations, and changes in cash
position (endowment) have increased or decreased your internal costs and margin calculations.

6) Please explain and submit supporting documents that show your internal costs, including any
stop-loss coverage, for any risk you currently bear related to your contracts with commercial
insurers.  Please include any analysis you have conducted on how much your costs and risk-
capital needs would change based on increases or decreases in risk you bear in relation to your
business with commercial insurers.
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February 12, 2010 
 
Gary W. Gibbons 
President and CEO 
Quincy Medical Center 
114 Whitwell Street 
Quincy, MA 02169 
 
Dear Mr. Gibbons: 

 
The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney 
General’s Office (AGO), is required by state law to hold annual public hearings concerning health 
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)  
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative 
sample of health care providers and payers as witnesses for such hearing. In accordance with these 
provisions, Quincy Medical Center has been identified as a witness and is hereby requested to 
submit written testimony to the questions in “Exhibit B” and “Exhibit C” in accordance with this 
notice and exhibits.    

 
The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the 
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and 
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research 
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to 
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit 
additional information that explains the premium and cost increases, to gather your perspective on 
the dynamics driving the trends observed, and to obtain your recommendations for short and long 
term solutions to such dynamics.   
 
Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of 
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b) 
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be 
the subject of these hearings.  Based on the findings of that Preliminary Report, the Attorney 
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”  
 
While this testimony must be in writing, you may also be called for oral testimony on one or 
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised 

http://www.mass.gov/dhcfp/costtrends


that additional dates the following week may be necessary to accomplish the Division’s statutory 
directives.    

 
With your assistance and active participation, the Division seeks to develop tangible policy 
recommendations to mitigate health care cost growth and to develop an integrated health care 
delivery system in a final report to the Legislature.  
 
Quincy Medical Center is required to: 

1. electronically submit to the Division written testimony, signed under the pains and 
penalties of perjury, responding to the areas of inquiry identified on the attached 
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday, 
February 26, 2010; and  

2. be prepared to appear at a public hearing to provide oral testimony at some time during, 
but not limited to, the following days: March 16, 18, and 19. 

 
The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written 
testimony will be a public record and will be posted on the Division’s website.  The Division will 
contact Quincy Medical Center no later than March 5th and determine whether you will be required 
to provide oral testimony at the hearings, and if so, the time period for which you must be present.  
Thank you for your attention to this important and timely matter. 

 
 

 
Sincerely, 

 
David Morales  
Commissioner 
 
 
 
cc:  Thomas O’Brien, Office of the Attorney General 
 
Enclosures: 
Exhibit A: Public Notice of Hearing 
Exhibit B: Instructions and DHCFP Questions for Written Testimony 
Exhibit C: Instructions and AGO Questions for Written Testimony 
 

mailto:costtrends@hcf.state.ma.us


Exhibit A 
 

NOTICE OF PUBLIC HEARING 
 

 
Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy 
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie 
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter 
regarding: 
 

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS 
 
Commissioner David Morales will preside over the hearings, which may be expected to continue 
through March 31, 2010. The Division shall call as witnesses a representative sample of providers 
and payers, including but not limited to those specified by the statute, who shall provide testimony 
under oath and subject to examination and cross examination by the Division and the Attorney 
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to 
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship 
between provider costs and payer premium rates.  The Division reserves the right to call other 
witnesses in furtherance of the statutory purpose of the hearings. 
 
Testimony may include without limitation: (i) in the case of providers, testimony concerning 
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology 
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer 
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts 
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public 
payers, testimony concerning factors underlying premium cost and rate increases, the relation of 
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that 
enhance product affordability and encourage efficient use of health resources and technology, 
efforts by the payer to increase consumer access to health care information, and efforts by the payer 
to promote the standardization of administrative practices, and any other matters as determined by 
the Division.  
 
The Division will schedule and accept oral testimony only from witnesses called by the Division; any 
member of the public may submit written testimony.  All written testimony provided by witnesses or 
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.  
 
Additional information regarding the hearings may be posted from time to time on the Division’s 
website. 

http://www.mass.gov/dhcfp


Exhibit B: Instructions and DHCFP Questions for Written Testimony 
 
Instructions 
 
1) On or before the close of business February 26, 2010, electronically submit written testimony 

signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.   
 
2) Answer all questions that apply to your organization’s experience, limiting your response to no 

more than 500 words per each numbered question.  Please begin all questions with a brief 
summary not to exceed 120 words.  If necessary, please include supporting testimony in an 
Appendix. 

 
3) The testimony must contain a statement that the person who signs it is legally authorized and 

empowered to represent the named organization for the purposes of this testimony, and that the 
testimony is signed under the pains and penalties of perjury.  An electronic signature will be 
sufficient for this submission.   

 
4) If you have any questions regarding this process or regarding the following questions, please 

contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax). 

 

mailto:costtrends@hcf.state.ma.us
mailto:Kate.Nordahl@state.ma.us


 
Below is the written testimony of Quincy Medical Center.  This testimony has the signature of the person who is legally 
authorized and empowered to represent Quincy Medical Center for the purposes of this testimony, and that the 
testimony is signed under the pains and penalties of perjury.   
 
Gary W. Gibbons, MD, FACS 
President and CEO 
 
 
Introduction: 
Quincy Medical Center is a private, non-profit, 196-bed acute care hospital and a teaching 
affiliate of BUSM. More than 98,000 patients depend on Quincy Medical Center, including more 
than 38,000 visits to our emergency room – all provided to patients regardless of ability to pay, 
language or cultural differences or any other barrier to accessing high quality care. QMC is a 
major employer in the City of Quincy and partners with local providers and agencies to improve 
our community’s health and well-being. QMC is a leader in the region’s emergency preparedness 
and key to its response to any disaster. Quincy Medical Center is a community DSH, in dire 
financial straits from systematic underpayment from public payer sources including Medicaid.  
 
Questions 
 
1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please 

provide commentary on any data, or finding that differs from your organization’s experience and 
the potential reasons therefore.  

 
Based on our initial review, these preliminary reports for the most part reflect the experience of  

Quincy Medical Center. There are some exceptions noted below. We will continue to review the 
reports so we can provide more in-depth feedback if the Division is interested. We would reserve 
the right to amend these observations based on more detailed review. 
 
2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially 

from these aggregate trends with respect to:  
a. The rate of change in outpatient facility prices and faster revenue growth compared 

with inpatient revenues; 
b. The growth of revenues for outpatient imaging services; 
c. Price changes versus other sources of growth in revenues, for inpatient and 

outpatient services. 
 

More care is moving towards an outpatient basis. The one exception to our experience is (b). Quincy 
Medical Center is losing volume and therefore revenue to outpatient imaging centers that are placed 
in our market either by tertiary hospital affiliates or physician groups.  

 
 

3) What are the one or two most important underlying causes of your experience, as described 
above? Provide any information you have that will support your assertions. In particular:  
 

a. What accounts for the growth in inpatient facility prices? What accounts for the 
growth of hospital outpatient facility price per service? What accounts for the growth 
in utilization of outpatient hospital facility services? Do you foresee the same factors 
continuing to drive the growth in total facility revenues in future years? 

http://www.mass.gov/dhcfp/costtrends


 
QMC is typically given a cost of living adjustment of 3% to 5% increases for inpatient 
and outpatient facility price per service.  More care is moving towards an outpatient 
basis. The one exception is outpatient imaging. Quincy Medical Center is losing volume 
and therefore revenue to outpatient imaging centers that are placed in our market either 
by tertiary hospital affiliates or physician groups. Yes, insurance payers drive the growth 
in facility revenue increases and QMC seems to only receive cost of living adjustments. 

 
b.  How does your relative market position or market share affect your cost or revenue 

trends?  
 
In the eyes of the insurance payers, QMC is on the lower level of the relative market 
position because it does not command the bargaining clout of other larger hospitals or 
systems. Therefore it has a direct impact on our market share, which definitely impacts 
our revenue trends by the way of lower reimbursement and annual increases. A typical 
response from payers is based on internal analysis QMC is given a range for increases 
and payers will not move above the range even if the range doesn’t provide QMC with 
adequate reimbursement to cover costs.  

 
4) The concentration of teaching hospitals in Boston means that tertiary hospitals effectively serve 

as the “community hospital” for many patients.  If your hospital is located in Boston, what 
reasonable solutions could your organization develop to provide routine care in less expensive – 
but appropriate - settings? If your hospital competes for patients with a teaching hospital 
outpatient facility, how has this impacted your revenues, costs and service mix? 

 
Quincy Medical Center is located in Quincy, MA,  a short distance from many of the Boston 
teaching hospitals. QMC competes for patients for both inpatient and outpatient care with those 
teaching hospitals despite the fact that the vast majority of care could be provided in this community 
hospital with comparable or better quality outcomes and lower costs. QMC has lost inpatient market 
share to the Boston hospitals impacting revenue. It has not impacted our costs and our service mix 
has remained relatively stable.  
 
5) Overall, we found an increase in the proportion of services being provided in more expensive 

settings. Is this trend occurring in your market area? What is driving this trend and what 
solutions would moderate this trend without impacting quality? 

 
As stated, Quincy Medical must compete for patients from our own service area with many Boston 
teaching hospitals, despite the fact that QMC can provide care with comparable or better quality 
outcomes and lower costs. Supporting the viability of an appropriate community setting such as 
QMC would moderate this trend. 
 
6) From 2006-2008, what was your average annual increase in labor costs compared with your 

average annual increase in patient revenue? What are the major factors driving change in labor 
costs? What are the major factors driving change in patient revenues?   

 
Labor – 2006 = 3.21%^ - 2007 = 3.48%^ - 2008 = 3.50%^ 
Revenue – 2006 = 5.00%^ - 2007 = 2.00%^ - 2008 = 0.00%^ 
 



7) Are the costs of acquiring medical equipment and technologies increasing, decreasing, or staying 
the same? Why and how do you think this is the case? What contribution is this having on your 
overall costs? 

 
The cost of acquiring medical equipment and technologies is increasing because of what QMC calls 
“a medical arms race” where there is lack of collaboration between providers. This results in a 
situation where there is duplication of services, imaging services being a prime example. A 
community hospital like QMC has great difficulty keeping up with this because of lack of access to 
capital resources and systematic underpayment by public payers.  

 
The following questions relate specifically to your experience in service prices and mix of 
services provided: 
 
8) What factors do you consider when negotiating payment rates for inpatient care and outpatient 

services?  Please explain each factor (e.g., labor costs) and rank them in the order of impact on 
negotiated rates 

 
QMC considers cost of living adjustments when negotiating rate increase. QMC also tries to 
negotiate carve outs for high cost drugs, high cost implants and high cost procedures which are 
sometimes necessary. We do not rank them in order of importance. 
 
9) Do you generally negotiate contracts with carriers as part of a larger system or as an individual 

facility? Is there a material difference in how you approach contracts when you are contracting 
as part of a system vs. as an individual facility?   

 
We negotiate contracts with carriers as an individual facility, we do not have current 
experience negotiating contracts as part of a system. 
 

10) If applicable, do the services provided in your outpatient facilities in suburban areas differ from 
those in Boston? If so, how? For those services offered in both locations, do you charge the 
same or similar rates for all locations? If not, how do the rates – or price paid per person - differ 
and based on what factors? Are these facilities competing with community physicians or 
hospitals, or both for the same patients?  

 
This is not applicable to Quincy Medical Center as we do not have outpatient facilities off campus. 
 
11) How has the expansion of outpatient facilities impacted the composition of surgical and medical 

admissions to your institution? How has the expansion of outpatient facilities impacted the price 
or cost paid per person of your institution?  

 
This is not applicable to Quincy Medical Center as we do not have outpatient facilities off campus. 
 
 
12) How does the variation in prices among different providers in your peer group (e.g., 

teaching/community hospitals, providers in your geographic area, your key competitors) affect 
the payment rate increase you seek in negotiations with health plans? Please provide an 
explanation of how you define your “peer group”. 

 
There is very little variation in pricing among the different providers in our peer group. Most of the 
Mass Health Plans pay the same, most of the Medicare Preferred payers pay the same for 



community DSH hospitals. We believe it is different for Boston DSH hospitals, but do not have 
access to that data. QMC’s peer group is community DSH hospitals. 
 
With respect to the aggregate trends, please comment: 
 
13) What specific actions has your organization taken already to address these trends in the short 

term or long term? What current factors limit the ability of your organization to execute these 
strategies effectively?  

 
Quincy Medical Center is a hospital in grave financial distress. QMC is a disproportionate share 
hospital which means it has a public payer reimbursement mix of greater than 63%. Years of 
systematic underpayment by public payers has resulted in operating losses for the medical center and 
an inability to fund capital improvements without incurring large debt. Incursion into the 
community by tertiary hospitals and by community hospitals supported by tertiary hospitals has 
resulted in loss of market share and revenue. This is despite the fact that the medical center has 
comparable or better quality outcomes than many Boston and nearby hospitals. We have entered 
into a clinical affiliation with South Shore Hospital to develop a local system of healthcare intended 
to provide a patient-centered, high quality, cost effective network of community of care. However, 
this type of regional system takes time to develop and has impacted QMC positively as of yet. 
 
14) What types of systemic changes would be most helpful in reducing cost trends without 

sacrificing quality and consumer access? What other systemic or policy changes do you think 
would encourage or help health care providers to operate more efficiently? What changes would 
you suggest to encourage treatment of routine care at less expensive, but appropriate settings?   

 
Much research has demonstrated that the formation of Accountable Care Organizations and other 
collaborative networks can impact cost trends. However, there is little to no support to help 
community hospitals like QMC either lead or be part of such an organization. Support of low cost 
hospitals such as Quincy Medical Center is critical otherwise care will continue to migrate to high 
cost teaching hospitals. Fair and equitable support of disproportionate share hospitals in 
Massachusetts is required. Use of federal stimulus or FMAP funding resources should not be used 
to plug state budget gaps but rather directed to support critical providers in the community 
including Quincy  Medical Center. 
 

 
15) Could enhanced competition or government intervention or a combination of both mitigate the 

cost trends found in the Divisions report? Please describe the nature of the changes you would 
recommend.  In addition, please address the following: 

a. What would be the impact on your organization of making data public regarding quality 
and the reimbursement rates paid by each carrier to each hospital or system in a manner 
that identifies all relevant organizations?  What is the advantage or disadvantage to your 
organization of the current confidential system?   

 
Government intervention could help stem the “medical arms race” however, it is likely it would be 
too little too late. Tertiary centers have moved into the communities with apparently little regulation 
in the past decade and have established a foothold. Government intervention in the form of fair and 
equitable reimbursement for services provided to patients with public insurance would be a start in 
the right direction, but with the fiscal environment as it stands now, unlikely. Transparency in the 
system would overall be helpful, if it leads to a rationalization of how payers develop contracts. But 



without real rate reform it would have little impact on Quincy Medical Center because of a lack of 
market clout.  
 
With respect to future years’ Cost Trends Reports:  
 
16) Please identify any additional cost drivers that you believe should be examined in subsequent 

years and explain your reasoning. 
 
The cost drivers identified seem reasonable based on our initial review, we would reserve the right to 
amend that statement as we continue to review the documents. 
 
17) Please provide any additional comments or observations you believe will help to inform our 

hearing and our final recommendations.  
 
Quincy Medical Center is trying to find a way to survive. Without reform that supports the 
important work that community hospitals like Quincy Medical Center provide to our communities, 
the discussion will likely be a moot point since many of us will not be here in two to three years.   



Exhibit C: Instructions and AGO Questions for Written Testimony 
 
Instructions 
 
1) On or before the close of business February 26, 2010, electronically submit written testimony 

signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.   
 
2) Answer all questions that apply to your organization’s experience, limiting your response to no 

more than 500 words per each numbered question.  Please begin all questions with a brief 
summary not to exceed 120 words.  If necessary, please include supporting testimony in an 
Appendix. 

 
3) The testimony must contain a statement that the person who signs it is legally authorized and 

empowered to represent the named organization for the purposes of this testimony, and that the 
testimony is signed under the pains and penalties of perjury.  An electronic signature will be 
sufficient for this submission.   

 
4) If you have any questions regarding this process or regarding the following questions, please 

contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax). 

 
Questions 

1) Please explain and submit a summary table showing your internal costs and cost trends from 
2004 to 2008 broken out to show categories of aggregate direct costs (e.g., labor costs for all cost 
centers) and categories of indirect costs including, but not limited to, debt service, depreciation, 
advertising, bad debt, stop-loss insurance, malpractice insurance, health safety net, 
development/fundraising, administration, research, academic costs.  Please explain and submit 
supporting documents to show the methodologies you use to allocate the categories of indirect 
costs to cost centers (operating units).  

Labor costs have increased by an average of 6% per year from 2004 to 2008.  Depreciation has 
remained relatively flat.  Malpractice costs have increased by an average of 33% per year.  Expenses 
for Development have remained relatively constant.  The HSN assessment has remained flat, 
although it should be noted that the change in reimbursement methodology from a block grant to a 
claims basis has adversely impacted revenues.  Bad debt expenses have increased by an average of 
7% per year.   

While overall expenses have increased by approximately 4% per year over the past 4 years, please 
note that our percentages in this section have taken into account the discontinuance of the 
Transitional Care Unit during 2007.  Such a change can make year-to-year comparisons complex. 

 

 

 

 

mailto:costtrends@hcf.state.ma.us


2) Please explain and submit supporting documents that show any steps you have taken to reduce 
or control the growth of your internal direct or indirect costs in the last 5 years.  

Since 2004, Quincy Medical Center has evaluated its operations with ten different outside analyses 
intended to ensure the hospital operates at peak efficiency without negative impact on the highest 
quality, safe care. These have included staff benchmarking analyses, supply chain analyses, revenue 
cycle reviews and operations reviews. 

Quincy Medical Center  

Improvement Analyses  
   
   

Firm Focus Area  Time Period 
   
AMS Benchmarking Survey May-04
AMS Supply Chain Assessment Jul-04
PWC Revenue Cycle Review Nov-04
Yankee Alliance Benchmark Survey Jun-05
AMS Benchmarking - Updated Jul-05
AMS Benchmarking - Updated Mar-06
FTI Cambio Operations Review Jul-06
AMS Benchmarking Survey Jan-09
Alvarez Operations Review Mar-09
AMS Supply Chain Assessment Mar-09

 

3) Please explain and submit a summary table showing your annual operating margins (positive or 
negative) from 2004 to 2008 for your entire commercial, government, and all other business (and 
please identify the carriers or programs included in each of these three aggregate margins). Please 
explain and submit supporting documents to show the mechanics of how you calculate your 
margin from your accounting system and identify whether you exclude any direct costs or 
indirect costs, or include any grants, donations, or non-patient revenue, in calculating your 
margins. 

 

QMC does not have a Decision support system @ this time - 
all ratios are calculated from QMC's Audited Financial Statements

 

   FY 2004    FY 2005   FY 2006   FY 2007  FY 2008 

         

Operating Margin                   (0.051)                   (0.046)                   (0.078)                  (0.033)                  (0.023)



 

 

 

4) Please explain and submit supporting documents that show how your DHCFP-403 Cost Report 
submission differs from your own internal cost information including any difference in direct 
costs, indirect costs, or non-patient revenue.  

 

QMC does not have a Decision support system @ this time - 
all ratios are calculated from QMC's Audited Financial Statements

 

 

5) Please explain and submit a summary table showing your annual capital ratio, debt service 
coverage ratio, and cash on hand for fiscal years 2004 to 2008 and include any target ratios and 
cash position you have set to obtain bond or bank financing.  Please explain how your capital 
expenditures (property and equipment), restricted capital donations, and changes in cash 
position (endowment) have increased or decreased your internal costs and margin calculations.   

   FY 2004   FY 2005   FY 2006   FY 2007  FY 2008 
      Days Cash On Hand 

       
       

 

Days Cash On Hand                          -                           -                       50.8                     59.5                     58.8 
       

       
      Debt to Capitalization Ratio 

       
Long Term Debt   $      45,504,841  $      41,900,005 $      38,168,261 $      34,227,903 $      57,978,610 
Net Assets:       

Unrestricted   $       (3,006,566)  $       (6,049,926) $        4,028,143 $        4,573,797 $        2,591,856 
Temporarily Restricted   $        1,158,688  $           709,247 $           809,969 $        1,041,599 $        1,100,960 
Permanently Restricted   $           920,105  $           930,177 $           869,335 $           874,849 $        1,021,845 

       
Debt to Capitalization Ratio                    1.021                   1.118                   0.870                   0.841                   0.925 
       
       

      Debt Service Coverage Ratio 
       
       
Debt Service Coverage Ratio                    1.470                   0.570                   2.830                   1.190                   1.700 
       
       



 

 
6) Please explain and submit supporting documents that show your internal costs, including any 

stop-loss coverage, for any risk you currently bear related to your contracts with commercial 
insurers.  Please include any analysis you have conducted on how much your costs and risk-
capital needs would change based on increases or decreases in risk you bear in relation to your 
business with commercial insurers. 

We do not have any capitated contracts and are not at risk so do not need stop-loss coverage. 
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February 12, 2010

Richard Aubut
President and CEO
South Shore Hospital
55 Fogg Road @ Route 18
South Weymouth, MA 02190

Dear Mr. Aubut:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office (AGO), is required by state law to hold annual public hearings concerning health
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative
sample of health care providers and payers as witnesses for such hearing. In accordance with these
provisions, South Shore Hospital has been identified as a witness and is hereby requested to submit
written testimony to the questions in “Exhibit B” and “Exhibit C” in accordance with this notice
and exhibits.

The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit
additional information that explains the premium and cost increases, to gather your perspective on
the dynamics driving the trends observed, and to obtain your recommendations for short and long
term solutions to such dynamics.

Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b)
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be
the subject of these hearings. Based on the findings of that Preliminary Report, the Attorney
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends
http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf


that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

South Shore Hospital is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday,
February 26, 2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact South Shore Hospital no later than March 5th and determine whether you will be required to
provide oral testimony at the hearings, and if so, the time period for which you must be present.
Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures:
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and DHCFP Questions for Written Testimony
Exhibit C: Instructions and AGO Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and DHCFP Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data, or finding that differs from your organization’s experience and
the potential reasons therefore.

2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially
from these aggregate trends with respect to:

a. The rate of change in outpatient facility prices and faster revenue growth compared
with inpatient revenues;

b. The growth of revenues for outpatient imaging services;
c. Price changes versus other sources of growth in revenues, for inpatient and

outpatient services.

3) What are the one or two most important underlying causes of your experience, as described
above? Provide any information you have that will support your assertions. In particular:

a. What accounts for the growth in inpatient facility prices? What accounts for the
growth of hospital outpatient facility price per service?  What accounts for the
growth in utilization of outpatient hospital facility services? Do you foresee the same
factors continuing to drive the growth in total facility revenues in future years?

b.  How does your relative market position or market share affect your cost or revenue
trends?

4) The concentration of teaching hospitals in Boston means that tertiary hospitals effectively serve
as the “community hospital” for many patients.  If your hospital is located in Boston, what
reasonable solutions could your organization develop to provide routine care in less expensive –
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but appropriate - settings? If your hospital competes for patients with a teaching hospital
outpatient facility, how has this impacted your revenues, costs and service mix?

5) Overall, we found an increase in the proportion of services being provided in more expensive
settings. Is this trend occurring in your market area? What is driving this trend and what
solutions would moderate this trend without impacting quality?

6) From 2006-2008, what was your average annual increase in labor costs compared with your
average annual increase in patient revenue? What are the major factors driving change in labor
costs? What are the major factors driving change in patient revenues?

7) Are the costs of acquiring medical equipment and technologies increasing, decreasing, or staying
the same? Why and how do you think this is the case? What contribution is this having on your
overall costs?

The following questions relate specifically to your experience in service prices and mix of
services provided:

8) What factors do you consider when negotiating payment rates for inpatient care and outpatient
services?  Please explain each factor (e.g., labor costs) and rank them in the order of impact on
negotiated rates.

9) Do you generally negotiate contracts with carriers as part of a larger system or as an individual
facility? Is there a material difference in how you approach contracts when you are contracting
as part of a system vs. as an individual facility?

10) If applicable, do the services provided in your outpatient facilities in suburban areas differ from
those in Boston? If so, how? For those services offered in both locations, do you charge the
same or similar rates for all locations? If not, how do the rates – or price paid per person - differ
and based on what factors? Are these facilities competing with community physicians or
hospitals, or both for the same patients?

11) How has the expansion of outpatient facilities impacted the composition of surgical and medical
admissions to your institution? How has the expansion of outpatient facilities impacted the price
or cost paid per person of your institution?

12) How does the variation in prices among different providers in your peer group (e.g.,
teaching/community hospitals, providers in your geographic area, your key competitors) affect
the payment rate increase you seek in negotiations with health plans?  Please provide an
explanation of how you define your “peer group”.

With respect to the aggregate trends, please comment:

13) What specific actions has your organization taken already to address these trends in the short
term or long term? What current factors limit the ability of your organization to execute these
strategies effectively?

14) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think



would encourage or help health care providers to operate more efficiently? What changes would
you suggest to encourage treatment of routine care at less expensive, but appropriate settings?

15) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding quality
and the reimbursement rates paid by each carrier to each hospital or system in a manner
that identifies all relevant organizations?  What is the advantage or disadvantage to your
organization of the current confidential system?

With respect to future years’ Cost Trends Reports:

16) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

17) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Exhibit C: Instructions and AGO Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax).

Questions

1) Please explain and submit a summary table showing your internal costs and cost trends from
2004 to 2008 broken out to show categories of aggregate direct costs (e.g., labor costs for all cost
centers) and categories of indirect costs including, but not limited to, debt service, depreciation,
advertising, bad debt, stop-loss insurance, malpractice insurance, health safety net,
development/fundraising, administration, research, academic costs.  Please explain and submit
supporting documents to show the methodologies you use to allocate the categories of indirect
costs to cost centers (operating units).

2) Please explain and submit supporting documents that show any steps you have taken to reduce
or control the growth of your internal direct or indirect costs in the last 5 years.

3) Please explain and submit a summary table showing your annual operating margins (positive or
negative) from 2004 to 2008 for your entire commercial, government, and all other business (and
please identify the carriers or programs included in each of these three aggregate margins). Please
explain and submit supporting documents to show the mechanics of how you calculate your
margin from your accounting system and identify whether you exclude any direct costs or
indirect costs, or include any grants, donations, or non-patient revenue, in calculating your
margins.

4) Please explain and submit supporting documents that show how your DHCFP-403 Cost Report
submission differs from your own internal cost information including any difference in direct
costs, indirect costs, or non-patient revenue.
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5) Please explain and submit a summary table showing your annual capital ratio, debt service
coverage ratio, and cash on hand for fiscal years 2004 to 2008 and include any target ratios and
cash position you have set to obtain bond or bank financing.  Please explain how your capital
expenditures (property and equipment), restricted capital donations, and changes in cash
position (endowment) have increased or decreased your internal costs and margin calculations.

6) Please explain and submit supporting documents that show your internal costs, including any
stop-loss coverage, for any risk you currently bear related to your contracts with commercial
insurers.  Please include any analysis you have conducted on how much your costs and risk-
capital needs would change based on increases or decreases in risk you bear in relation to your
business with commercial insurers.
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February 12, 2010

John O’Brien
CEO
UMASS Medical Center
119 Belmont St.
Worcester, MA 01605

Dear Mr. O’Brien:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office (AGO), is required by state law to hold annual public hearings concerning health
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative
sample of health care providers and payers as witnesses for such hearing. In accordance with these
provisions, UMASS Medical Center has been identified as a witness and is hereby requested to
submit written testimony to the questions in “Exhibit B” and “Exhibit C” in accordance with this
notice and exhibits.

The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit
additional information that explains the premium and cost increases, to gather your perspective on
the dynamics driving the trends observed, and to obtain your recommendations for short and long
term solutions to such dynamics.

Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b)
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be
the subject of these hearings. Based on the findings of that Preliminary Report, the Attorney
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised

www.mass.gov/dhcfp
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http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf


that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

UMASS Medical Center is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday,
February 26, 2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact UMASS Medical Center no later than March 5th and determine whether you will be required
to provide oral testimony at the hearings, and if so, the time period for which you must be present.
Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures:
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and DHCFP Questions for Written Testimony
Exhibit C: Instructions and AGO Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and DHCFP Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data, or finding that differs from your organization’s experience and
the potential reasons therefore.

2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially
from these aggregate trends with respect to:

a. The rate of change in outpatient facility prices and faster revenue growth compared
with inpatient revenues;

b. The growth of revenues for outpatient imaging services;
c. Price changes versus other sources of growth in revenues, for inpatient and

outpatient services.

3) What are the one or two most important underlying causes of your experience, as described
above? Provide any information you have that will support your assertions. In particular:

a. What accounts for the growth in inpatient facility prices? What accounts for the
growth of hospital outpatient facility price per service?  What accounts for the
growth in utilization of outpatient hospital facility services? Do you foresee the same
factors continuing to drive the growth in total facility revenues in future years?

b.  How does your relative market position or market share affect your cost or revenue
trends?

4) The concentration of teaching hospitals in Boston means that tertiary hospitals effectively serve
as the “community hospital” for many patients.  If your hospital is located in Boston, what
reasonable solutions could your organization develop to provide routine care in less expensive –
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but appropriate - settings? If your hospital competes for patients with a teaching hospital
outpatient facility, how has this impacted your revenues, costs and service mix?

5) Overall, we found an increase in the proportion of services being provided in more expensive
settings. Is this trend occurring in your market area? What is driving this trend and what
solutions would moderate this trend without impacting quality?

6) From 2006-2008, what was your average annual increase in labor costs compared with your
average annual increase in patient revenue? What are the major factors driving change in labor
costs? What are the major factors driving change in patient revenues?

7) Are the costs of acquiring medical equipment and technologies increasing, decreasing, or staying
the same? Why and how do you think this is the case? What contribution is this having on your
overall costs?

The following questions relate specifically to your experience in service prices and mix of
services provided:

8) What factors do you consider when negotiating payment rates for inpatient care and outpatient
services?  Please explain each factor (e.g., labor costs) and rank them in the order of impact on
negotiated rates.

9) Do you generally negotiate contracts with carriers as part of a larger system or as an individual
facility? Is there a material difference in how you approach contracts when you are contracting
as part of a system vs. as an individual facility?

10) If applicable, do the services provided in your outpatient facilities in suburban areas differ from
those in Boston? If so, how? For those services offered in both locations, do you charge the
same or similar rates for all locations? If not, how do the rates – or price paid per person - differ
and based on what factors? Are these facilities competing with community physicians or
hospitals, or both for the same patients?

11) How has the expansion of outpatient facilities impacted the composition of surgical and medical
admissions to your institution? How has the expansion of outpatient facilities impacted the price
or cost paid per person of your institution?

12) How does the variation in prices among different providers in your peer group (e.g.,
teaching/community hospitals, providers in your geographic area, your key competitors) affect
the payment rate increase you seek in negotiations with health plans?  Please provide an
explanation of how you define your “peer group”.

With respect to the aggregate trends, please comment:

13) What specific actions has your organization taken already to address these trends in the short
term or long term? What current factors limit the ability of your organization to execute these
strategies effectively?

14) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think



would encourage or help health care providers to operate more efficiently? What changes would
you suggest to encourage treatment of routine care at less expensive, but appropriate settings?

15) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding quality
and the reimbursement rates paid by each carrier to each hospital or system in a manner
that identifies all relevant organizations?  What is the advantage or disadvantage to your
organization of the current confidential system?

With respect to future years’ Cost Trends Reports:

16) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

17) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Exhibit C: Instructions and AGO Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax).

Questions

1) Please explain and submit a summary table showing your internal costs and cost trends from
2004 to 2008 broken out to show categories of aggregate direct costs (e.g., labor costs for all cost
centers) and categories of indirect costs including, but not limited to, debt service, depreciation,
advertising, bad debt, stop-loss insurance, malpractice insurance, health safety net,
development/fundraising, administration, research, academic costs.  Please explain and submit
supporting documents to show the methodologies you use to allocate the categories of indirect
costs to cost centers (operating units).

2) Please explain and submit supporting documents that show any steps you have taken to reduce
or control the growth of your internal direct or indirect costs in the last 5 years.

3) Please explain and submit a summary table showing your annual operating margins (positive or
negative) from 2004 to 2008 for your entire commercial, government, and all other business (and
please identify the carriers or programs included in each of these three aggregate margins). Please
explain and submit supporting documents to show the mechanics of how you calculate your
margin from your accounting system and identify whether you exclude any direct costs or
indirect costs, or include any grants, donations, or non-patient revenue, in calculating your
margins.

4) Please explain and submit supporting documents that show how your DHCFP-403 Cost Report
submission differs from your own internal cost information including any difference in direct
costs, indirect costs, or non-patient revenue.
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5) Please explain and submit a summary table showing your annual capital ratio, debt service
coverage ratio, and cash on hand for fiscal years 2004 to 2008 and include any target ratios and
cash position you have set to obtain bond or bank financing.  Please explain how your capital
expenditures (property and equipment), restricted capital donations, and changes in cash
position (endowment) have increased or decreased your internal costs and margin calculations.

6) Please explain and submit supporting documents that show your internal costs, including any
stop-loss coverage, for any risk you currently bear related to your contracts with commercial
insurers.  Please include any analysis you have conducted on how much your costs and risk-
capital needs would change based on increases or decreases in risk you bear in relation to your
business with commercial insurers.
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Testimony to  
Division of Health Care Finance and Policy 

 
Provided by 

 
UMass Memorial Medical Center 

 
March 3, 2010 

 
 
 
Questions 
 
1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends 

please provide commentary on any data, or finding that differs from your organization’s 
experience and the potential reasons therefore.  

 
Answer:  We have reviewed the reports and find them to be a good starting point 
for the discussion around health care provider and insurer costs and trends.   
 
We would, however, caution that the solution to “bending the cost curve” is 
complex and multi-factorial. As noted in the recently released preliminary report 
by the Massachusetts Attorney General, a shift to global payments will not 
necessarily bend the cost curve.  As the reports point out, there are a number of 
drivers to the trends and a singular “solution” is not feasible.  The delivery of 
health care and how it is insured and financed has been a process that has 
evolved over the past sixty years. As such, it is not possible to point to a single 
point in time, a single policy or a single reimbursement mechanism that can be 
adjusted.  
 
For example, the report points out that the rate of emergency room visits in 
Massachusetts is 23% higher than in the U.S.   Many have argued that health 
insurance coverage and higher deductibles for emergency room visits would 
provide coverage and incentives to patients not to utilize the emergency room.  
 
Clearly, the facts are demonstrating something else. Emergency room visits have 
increased. For UMass Memorial, the number of emergency visits increased 4.2% 
from FY’08 to FY’09.  This happened in spite of the fact that 97% of the 
population now has health insurance. Clearly there are not sufficient resources for 
these patients to obtain care, particularly after hour care. 
 
The report also points out that deductibles in Massachusetts have risen more 
slowly than in the U.S. as a whole.  It would seem that neither strategy has had 
much impact on lowering the rate of use of emergency rooms. 
 
One hypothesis is that patients utilize the emergency room because they do not 
have access to a primary care physician, regardless of whether or not  
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they have insurance. While the report points out that Massachusetts has the 
highest rate of physicians to population in the country,  the report also points out 
that Massachusetts has a lower proportion of primary care physicians than in 
other states and the distribution of primary care physicians is not equal 
throughout the state. That is, there is a greater concentration of  primary care 
physicians in the greater Boston area.  
 
At UMass Memorial, of the 140 employed primary care physicians, 67% of the 
adult primary care practices have full panels and are unable to accept new 
patients.    
 
We cite this one example only to point out that these issues are multi-factorial, 
where conclusions should not be drawn quickly without thorough examination of 
the drivers of cost and utilization which, in fact, could and do vary by geography 
and by individual providers in the State and, therefore,  do not lend themselves to 
singular one dimensional solutions. 
 
The reports also point out that rates of both inpatient and outpatient services 
have increased and suggests that capitated or global payments may be a method 
to curb these increases.  As we note above, even that is not at all clear (See AG 
Preliminary Report).   
 
While we agree that some type of bundled payment may be appropriate and may 
be a factor in mitigating some of these increases, we would, again, caution, any 
precipitous change in reimbursement without a more robust pilot program, and 
review of the data.  
 
In order to manage any type of bundled payment methodology, insurers must be 
able to provide to providers much more robust and contemporary data than had 
been available under previous risk type contracts.  We would also stress the 
importance of IT implementation before moving to a new payment system.  Both 
the state and federal governments have recognized that it will take several years 
before the health care system will be up and running with an electronic medical 
and health record.  UMMMC is spending over $90 Million over the next several 
years to meet this objective.  It is generally recognized that the full benefits of 
bundled or global payment systems cannot be realized without electronic medical 
records and HIT, whereby information is far more accessible and shared.  It 
causes us concern to implement a transformative change in the payments system 
prior to the time at which HIT is largely implemented across providers.  It 
certainly has the potential to set the system up to fail. 
 
We certainly agree that all sectors of the health care industry (providers and 
insurers) need to be more efficient in what they do. We will discuss this further in 
answers to other questions.  
 
As the reports point out, the rates of utilization and the rates of payments are 
increasing, as is the administrative costs for health insurers (7.5% annually). 
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Another issue with a wholesale change of hospital finances is the relationship of 
the various critical, yet non-financially sustainable services that a hospital 
provides to a community.  For UMMMC these include trauma services, 
behavioral health services, etc. UMMMC together with Community Health Link 
(a UMMHC owned mental health facility financially supported by UMMMC) is 
the largest provider of behavioral health services outside of Boston. These 
services are critical to the community and yet, UMMMC loses over $15 million 
per year providing these services.  
 
UMMMC is also the only level one trauma center outside of Boston. 
 
In addition, over twenty percent (20%) of UMMMC‘s charges are for services 
provided to low income patients (defined as Medicaid, Medicaid managed care, 
Commonwealth Care, Health Safety Net and Uninsured).  UMMMC is the third 
largest provider to low income patients in the state. UMMMC accepts all patients 
without regard to their ability to pay and has one of the most progressive and 
generous discount policies in the country.  
 
As Central Massachusetts’ safety net provider, over 40 percent (and growing) of 
the patients that receive care at our emergency departments are low income 
patients.  See chart below: 
 

 
 
 
UMMMC reimbursements from payers for these low income programs do not 
cover the costs of providing this care.  The reports point out the increase in 
payment rates from private payers since 2000 as a percentage of cost and note the 
decrease in Medicare payment rates to 90% on average of cost.  As important and 
in particular for UMMMC serving a high population of low income patients 
(Safety Net provider) have been the declining payments from Medicaid which 
cannot be overlooked or understated particularly in these current times of  rising 
Medicaid enrollment. 
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UMMMC works diligently to enroll patients in the various state and federal 
programs. For example, UMMMC is number one in the state in taking 
applications for the WIC program, number two in the state in taking applications 
for the SNAP program and number three in taking applications for health 
insurance. 
 
 
In conclusion, we would urge caution in making decisions based upon average 
and overall data which may not reflect the specific cost drivers of a particular 
organizations.  We caution against dramatic changes and would recommend 
incremental changes that can be proven to be effective and then spread. 
 
Please see responses to other questions for specifics on rates, costs, etc. 
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2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ 

materially from these aggregate trends with respect to: 
a. The rate of change in outpatient facility prices and faster revenue growth 

compared with inpatient revenues; 
b. The growth of revenues for outpatient imaging services; 
c. Price changes versus other sources of growth in revenues, for inpatient and 

outpatient services. 
 

FY 06 to FY 08 Trend Data

Total Price Volume Service Mix Total Price Volume Total Price Volume
(incl Svc Mix) (incl Svc Mix)

Outpatient facility services 12.1% 6 6% 7 3% -1.8% 9.7% 5 3% 4.4% 9.9% 6 5% 3.4%

Outpatient Imaging 12.9% 6 0% 7.9% -1.0% 2 8% 1 3% 1 5% 2.1% 0.7% 1.4%

Teaching hospital inpatient 8.5% 8 8% 0.4% -0.7% 10 8% 8.7% 2.1% 14.4% 13.4% 1.0%

DHCFP - Statewide Data FY06-FY07 UMMMC Experience FY07-FY08UMMMC Experience FY06-FY07

 
 

 
Answer:  See chart above. UMass Memorial Medical Center has seen lower price 
and volume increases for outpatient services and imaging and higher inpatient  
price and volume increases than the statewide trends noted in the reports.  We 
were only able to compare UMMMC FY06-FY07 trends to the statewide trends 
reports as the DHCFP reports only provided FY06 to FY07.  However we 
provided UMMMC FY07-FY08 trends as well. 
 

3) What are the one or two most important underlying causes of your experience, as 
described above? Provide any information you have that will support your assertions. In 
particular: 
 

a. What accounts for the growth in inpatient facility prices? What accounts for 
the growth of hospital outpatient facility price per service?  What accounts 
for the growth in utilization of outpatient hospital facility services? Do you 
foresee the same factors continuing to drive the growth in total facility 
revenues in future years? 
 

b.  How does your relative market position or market share affect your cost or 
revenue trends? 

 
Answer:   Growth in the facility prices (costs/payments) are primarily related 
to growth in expenses. As described in questions 5 and 8, the UMMMC 
market share actually decreased from 2007 to 2008. Market share really has no 
bearing on the costs or revenue trends other than being an indicator of 
volume that leads to revenue. 
 
Again, as described in subsequent answers, salaries, benefits and supplies are 
the primary factors that drive costs and the resulting prices.  However, multi-
year contracting and other factors often result in price increases falling below 
the pace of cost growth. While we anticipate that these same factors will 
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continue to drive costs, we have put into place plans and contracts that 
mitigate some of the slope of the increase. These include reducing the rate of 
wage increases.   Unfortunately, there are number of costs that are beyond the 
control of the hospital (e.g. drug and other supply prices). As such, it is 
incumbent upon UMMMC to ensure that it is judicious in its use of drugs 
and other supplies without compromising patient safety or the quality of care. 
See question 13 for more specifics. 
 

 
 
 
 
The chart above shows that wages grew by 11% FY07 to FY08 and supplies 
and other expenses by 17%.  This is in line with the growth noted above and 
consistent with an increase in the volumes noted above.  It is important to 
note that this is an overall increase in wages and supplies and that the 
majority of the increase is due to an increase in volume. That is, as volume 
increases, the total cost of labor and expenses increases, not necessarily the 
costs per unit.  In fact, we experienced these increases despite the fact that we 
have implemented very aggressive strategies over the past several years to 
reduce cost and increase efficiency in our purchases of supplies. 
 
See question 5 for information regarding the growth in utilization. 
 
 

4) The concentration of teaching hospitals in Boston means that tertiary hospitals 
effectively serve as the “community hospital” for many patients.  If your hospital is 
located in Boston, what reasonable solutions could your organization develop to provide 
routine care in less expensive – but appropriate - settings? If your hospital competes for 
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patients with a teaching hospital outpatient facility, how has this impacted your revenues, 
costs and service mix? 

 
Answer:   Not Applicable 

 
5) Overall, we found an increase in the proportion of services being provided in more 

expensive settings. Is this trend occurring in your market area? What is driving this trend 
and what solutions would moderate this trend without impacting quality? 

 
Answer:  For the period 2007 to 2008 (most recent period for data is available), 
UMass Memorial Medical Center (UMMMC) overall market share decreased 
by 1.8%,  while the market share at community hospitals with which 
UMMMC shares clinical programs increased 2%. Clearly, we have been 
successful in diverting lower level care to lower cost settings.  In addition, the 
acuity at the Medical Center has been rising, demonstrating that it is treating 
sicker patients in the tertiary settings, as it should be.   
 
Overall, volume at UMMMC increased from 2008 to 2009. As such, we are not 
confident that we can say anything about the proportion of services moving to 
a more expensive setting as the data seem to contradict each other. 
 
If there is a trend of services being provided in more expensive settings, there 
are a number of hypotheses that might explain the trend.  
 
First, there can be a perception, by patients, that the quality of care is better at 
the larger academic institutions.  In addition, there is a wider range of 
services available at larger academic institutions including many of the more 
advanced services and specialties.  Patients looking for “one stop shopping” 
are also more likely to find a larger array of services at a larger institution and 
therefore, may opt to receive their care there. 
 
Using a monetary incentive to encourage patients to utilize certain providers 
only goes so far and we know that we have not experienced any significant 
decline in volumes as a result of any financial incentives to patients. Patients 
seem to be willing to pay for what they perceive as higher quality or more 
convenient services. 
 
UMMMC does strive to provide many of its’ services in less expensive 
settings. For example, many of our physicians provide services at our own 
community hospitals or at community hospitals and health centers with 
which we are affiliated. These services include oncology, neurology, 
rheumatology, diabetes, surgery, and many others that are provided at the 
community hospitals.  As such, any clinic visits, ancillary testing/imaging, 
surgical procedures, etc are all provided at the community 
hospital/community health center rates, rather than at the academic medical 
center rates. 
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By doing this, patients are able to be treated by the “academic” physicians 
but in a lower cost setting. 
 
There is clearly a shortage of primary care physicians as discussed in  the 
reports. This is particularly acute in central Massachusetts. UMMMC 
undertook a study to determine the extent of the shortage and found that in 
Worcester County, there is a current shortage of 87 primary care physicians. 
By 2013, the shortage is expected to reach 170. 
 
We point this out because it appears that academic medical centers seem to 
be more successful in recruiting primary care physicians and thus, patients 
seeking primary care, by necessity gravitate to the medical centers.   
 
UMMMC works closely with UMass Medical School in the training and 
recruitment strategy with regard to primary care physicians. Both institutions 
have made major investments in a Center for Primary Care. The purpose of 
the center is to promote, recruit, train and change the practice model for 
primary care in order to attract and retain more primary care physicians. 
UMass Medical School is consistently ranked in the top ten medical schools 
in the country for training primary care physicians. 
 
Finally, UMMMC does have some financial burden with regards to its’ 
teaching costs. It is the primary teaching site for the state’s only public 
medical school. 
 

 
6) From 2006-2008, what was your average annual increase in labor costs compared with 

your average annual increase in patient revenue? What are the major factors driving 
change in labor costs? What are the major factors driving change in patient revenues?  

 
Answer:  Our average annual increase in labor costs from FY06 to FY08 was 
8.4% while our average annual increase in net patient service revenue was 
9.7%.  Supplies & Other expenses are up 9.8% for that same time period.  The 
major factors driving the change in labor costs have been an increase in 
volume, including increases emergency department volume, increased nurse 
staffing to meet optimal ratios, and increases in financial counseling and 
interpreter services.  Labor costs at UMMMC are likely higher than some 
peers due to the high penetration of labor unions.  As noted above, 77.3% of 
UMMMC’s salary costs are for unionized employees.    
 
We believe that while the economy may slowly be changing that, until and 
unless we increase the supply of qualified clinical professionals, it will be 
difficult to lower these costs, particularly if faced with mandated nursing 
staffing ratios and the like.      
 
Net patient service revenue has increased over this time period primarily due 
to the increases in inpatient, outpatient and ancillary volumes coupled with 
price increases noted above. 
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7) Are the costs of acquiring medical equipment and technologies increasing, decreasing, or 

staying the same? Why and how do you think this is the case? What contribution is this 
having on your overall costs? 

 
Answer:    First, we would point out that the vast majority of capital expenses 
are to replace old and outdated facilities and to replace equipment in order to 
ensure patient safety.  Much of the UMMMC campus is forty years old and 
had not had adequate investment over most of that time. 
 
The attached graph demonstrates UMMMC’s current status with regard to 
capital investments.  As the graph show, UMMMC has not kept pace with the 
optimal benchmark capital investments and this causes the accumulated gap 
in capital investments.   
 

Capital Investment 

 
 
Having said that, the costs of buying medical equipment is not rising at the 
rates that it had in previous years. Clearly, the economy has affected the 
vendors’ pricing and inventory. As such, the trends for these costs have 
decreased and therefore UMMMC’s rate of increase for equipment and 
technology has decreased. Any decrease in these costs are reflected in rates 
and pricing by UMMMC. 

 
The following questions relate specifically to your experience in service prices and mix of 
services provided: 
 
8) What factors do you consider when negotiating payment rates for inpatient care and 

outpatient services?  Please explain each factor (e.g., labor costs) and rank them in the 
order of impact on negotiated rates.  

 
Answer:  Payment rates are based upon the following factors: 
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• The actual costs to provide care to the insurer’s members 
• The un-reimbursed costs to care for Medicaid patients, Medicare 

patients, free care patients and bad debt (as discussed, UMMMC 
treats a high proportion of low income patients) 

• An inflation factor that takes into account future (term of the contract) 
cost increases 

• A reasonable margin to ensure that the health system remains 
sustainable. 

 
UMMMC does not engage in positional bargaining but rather 
negotiates its’ rates based upon the actual cost of caring for the 
patient. 
 
We do not specifically rank each factor, but rather take them in the 
aggregate. Implicitly, this does rank all of our actual costs. In general, 
UMMMC’s cost breakdown is as follows: 
 

• Labor     44% 
• Supplies and expenses  46% 
• Depreciation and amortization 5% 
• Interest    2% 
• Bad Debt    3% 

 
 
9) Do you generally negotiate contracts with carriers as part of a larger system or as an 

individual facility? Is there a material difference in how you approach contracts when 
you are contracting as part of a system vs. as an individual facility? 

 
Answer:  In general, we negotiate with carriers as a system. There is no 
material difference in how we approach the contracts. It is as described in 
question 8. We calculate the cost of providing care to the insured’s members 
at each hospital and negotiate individual rates at each hospital based upon 
that hospital’s costs.   
 

10) If applicable, do the services provided in your outpatient facilities in suburban areas 
differ from those in Boston? If so, how? For those services offered in both locations, do 
you charge the same or similar rates for all locations? If not, how do the rates – or price 
paid per person - differ and based on what factors? Are these facilities competing with 
community physicians or hospitals, or both for the same patients?  

 
Answer:  Not applicable 

 
11) How has the expansion of outpatient facilities impacted the composition of surgical and 

medical admissions to your institution? How has the expansion of outpatient facilities 
impacted the price or cost paid per person of your institution?  
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Answer:  Other than expansion of the emergency department, UMass 
Memorial Medical Center has not had a significant expansion of outpatient 
facilities in the past five years. Medical and surgical admissions over that past 
five years have been as follows: 
 

 
 
 
 
Prior to the Lakeside expansion in 2006, the emergency room at the university 
campus of UMass Memorial Medical Center had not had any significant 
update in over 10 years.  Over the past five years, the emergency rooms at 
UMMMC experienced a 17% increase in visits. The emergency room had 
been built to service 35,000 visits and was seeing over 78,000 visits. 
 
As such, this Lakeside expansion project was necessitated by the volume, 
quality and patient safety issues.  It is a critical resource to our community 
and we viewed it as fundamental to meeting our community’s need.  This was 
not a project that looked to expand or build volume in other geographies.   
 
Labor and depreciation costs of approximately $6/visit associated with the 
expansion are included in the overall cost calculations for outpatient services 
used in rate negotiations.   
 

 
12) How does the variation in prices among different providers in your peer group (e.g., 

teaching/community hospitals, providers in your geographic area, your key competitors) 
affect the payment rate increase you seek in negotiations with health plans?  Please 
provide an explanation of how you define your “peer group”.  

 
Answer:  As stated above, UMMMC does not engage in positional bargaining 
based upon payment rates for its “peer group”.  UMMMC calculates the costs 
of caring for the insurer’s members and bases it rate requests on this data. 
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We realize that there is a “peer group” and assume that our rates are 
comparable to theirs but have no way of confirming this. We would define our 
“peer group” as other academic medical centers in Boston and Springfield. 
 
We would also point out that insurance companies with more market share 
than others, utilize that market share in order to secure lower payment rates 
with providers. 

 
With respect to the aggregate trends, please comment: 
 
13) What specific actions has your organization taken already to address these trends in the 

short term or long term? What current factors limit the ability of your organization to 
execute these strategies effectively? 

 
Answer:  UMass Memorial Medical Center realizes that the current pace of 
health care inflation is not sustainable in the long term. We have undertaken a 
number of projects in order to enhance the delivery of high quality and safe 
care. A safe and high quality environment necessarily leads to lower cost care.  
 
For example, UMMMC has: 
 
• Established a Medical Home Model and pilots but the current resources 

are insufficient to fund more than a small pilot. 
• Begun building an Episode Treatment Group organization and already 

are working on reducing variation in prescribing practices 
•  Worked on improving generic prescribing percentage 
• Begun to build a model for establishing an accountable care organization 
• Significantly reduced costs associated with surgical and orthopedic 

procedures by standardizing protocols and instruments 
• Annual supply chain cost reduction efforts yielding an average of $5M 

savings per year 
• Substantially reduced the rate of hospital acquired infections, including 

central line infections and ventilator associate pneumonia 
• Been working on addressing surgical complications, as identified by the 

AHRQ PSO, such as iatrogenic pneumothorax 
• Multiple teams piloting projects to improve transitions of care and reduce 

readmissions for CHF and other conditions 
• Been participating in the INTERACT pilot, designed to reduce nursing 

home readmissions 
• An active palliative care program which improves transitions of patients 

from hospital to home or hospice and reduces length of stay 
• Implemented Theradoc, a tracking system which will identify infections 

and trends in infections for earlier action 
• An electronic pharmacy system which reduce medication errors and 

interactions. 
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• Pharmacists on all inpatient units and the emergency department to 
facilitate medication safety and efficiency 

• Major fall and pressure sore prevention initiatives underway. 
• Implemented a state-of-the art electronic ICU systems (eICU) that has 

reduced morbidity and mortality, standardized critical care and allowed 
patients to remain at primary hospitals, rather than be transferred to 
tertiary settings 

• Focused FTE management yielded a reduction of 200 positions during 
FY09 

• Created sustainability projects that take out costs of episodes of care, 
reduce costs for purchasing, provide economies of scale and standardize 
processes and purchases. 

 
In addition, UMMMC is investing more than $90M in upgrading its’ 
information systems in order to have a fully installed and integrated electronic 
medical record. There is abundant literature that demonstrates that use of a 
fully integrated electronic medical record results in both higher quality and 
lower cost care. 
 
As stated in question 5, above, UMMMC strives to provide the right care in 
the right place at the right time. This is the underlying concept in providing 
community hospitals with sub-specialist physicians that are difficult for a 
community hospital to recruit. In this way, we are able to provide services at 
the community level that might otherwise have to be provided at the tertiary 
medical center.  As we stated, this results in lower costs for all of the facility 
costs associated with patients being seen by these physicians. 
 
Finally, UMMMC has installed eICU in its community hospitals. This eICU 
allows physicians and other providers to electronically monitor patients in the 
community hospital ICUs. Most community hospitals cannot find or cannot 
afford to have intensivists staff their ICUs 24/7. As such, eICU can resolve 
this issue.  
 
It has been very successful and allows patients to remain closer to home, at a 
lower cost facility while not sacrificing the quality of care. 
 
There are also a number of factors that limit the ability of UMMMC or other 
hospitals to execute some of these strategies.  For example: 
 

• 44% of UMMMC costs are wages and of that number 77.3% 
are related to collective bargaining agreements. As such, the ability to 
mitigate wage increases and/or have staffing flexibility is limited 

• UMMMC has almost 250 FTEs spending more than 518,000 hours at a 
cost of over $16.4M devoted to claims administration, billing, 
authorizations and problem claims.  This amount is in addition to lost 
revenues for non-payment due to the inability to resolve the claim 
disputes in a timely manner due to the sheer volume of administrative 
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and erroneous payer systems denials.  Our ability to reduce any of 
these costs is directly dependent upon insurer’s voluminous and 
inconsistent requirements for payments. 

• UMMMC estimates that it spends over $2M reporting various data to 
various government and private agencies, much of this redundant, but 
in formats different enough that it requires additional FTEs to 
complete the tasks. 

• As described above, UMMMC has developed telemedicine capabilities 
that both save lives and save dollars. However, insurance companies 
do not pay for this service. 

 
• The Board of Trustees recently adopted, after a year long effort, the 

first system strategic plan that has as its highest priority putting the 
patient squarely at the center of our new, seamless model of health 
care delivery.  The plan, which we are now implementing, is our 
blueprint for providing greater value to our patients throughout our 
system by increasing the effectiveness and efficiency of care through a 
number of strategic initiatives, many of which are listed above.   

• Patients are rightfully demanding higher levels of service. However, 
maintaining these service levels come with a cost. 

 
 

 
 
14) What types of systemic changes would be most helpful in reducing cost trends without 

sacrificing quality and consumer access? What other systemic or policy changes do you 
think would encourage or help health care providers to operate more efficiently? What 
changes would you suggest to encourage treatment of routine care at less expensive, but 
appropriate settings? 

 
Answer:  Changes that would be helpful in reducing costs trends fall into two 
categories; clinical and non-clinical areas. 
 
Within the clinical/process/funding areas, the following systemic and/or 
policy changes would lead to reductions in cost trends: 
 

• Tort reform- Based on a survey of 46% of the physicians in 
Massachusetts, the Massachusetts Medical Society estimates that 
more than $1.4B is spent each year on health care because of the 
practice of “defensive medicine”.  As our state focuses on all aspects 
of bringing health care costs down, we think it is wholly inappropriate 
to not focus on this key areas as well.   

• Insurer and government investment in medical home and ACO pilots 
to establish their infrastructure 

• In order for new models of payment and cost control to be effective, 
providers need to be protected from inappropriate claims of 
withholding of treatment and testing in order to gain “profits”. This 
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should be done by instituting both good quality measurement by the 
government as well as transparent partnership between providers and 
payers to both explain and justify appropriate reductions in service.  

• The U.S. is 37th in the world in measurements of healthcare status. 
Much of this is due to the lack of attention and emphasis on healthy 
lifestyle, obesity, smoking, etc. The government needs to invest in 
actionable efforts in this regard.  UMass Memorial is undertaking 
significant efforts in these area – working with medical school on 
obesity initiative in community; hunger initiative, etc, etc, , but we 
cannot do it alone.   

• Patients should have appropriate positive incentives to engage in 
healthy behaviors, adhere to recommended care, and obtain the most 
cost-effective treatments.  More consumer education.  

• Funding for technology like eICU's which allow sicker patients to 
remain in primary hospitals, and telemedicine for stroke care and 
other disorders can do the same. 

• Shared savings models, where clinicians have a financial incentive to 
make cost effective choices and share in the arbitrage. 

• Encourage provider involvement in the benefit design process and 
flexibility to modify benefit design  

• Greater standardization of health benefit design across payers and 
consumer groups  

• Engage employers to understand the ramifications of the decisions 
they make regarding number of customized offerings,  network size, 
cost sharing, covered benefits, flexibility, wellness programs, etc.  

• Member cost sharing should be designed carefully to balance the 
affordability of premiums with maintaining access to needed care and 
ensuring financial protection against the costs of serious illness, 
particularly for people with lower incomes.  

• Benefits packages should be developed based on the principles of 
value-based insurance design, meaning that it is appropriate for 
consumers to have lower cost-sharing for more clinically beneficial 
services and higher cost sharing for services with little or no proven 
clinical benefit.                 

• Give providers the tools (data) they need to manage care; information 
must be accurate and timely in order to be effective and meaningful. 

• Make cost and quality information easily available to consumers in a 
user friendly format; to be meaningful, it would have to be provider 
and health plan specific and corrected for accuracy after review by 
affected providers. 

 
 
  Within the administrative areas, we would note the following: 
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• While there is reasonable consistency from insurer to insurer in how 
claims must be submitted, there is great variety in how claims are 
adjudicated, and the administrative hurdles that must be cleared in 
order for a claim to be paid. Referral requirements, authorization 
requirements, modifier usage, diagnosis/medical necessity criteria, 
etc. all vary widely from insurer to insurer, and change frequently. This 
lack of consistent standards results in Providers needing additional 
staff to maintain systems, process claims and appeal denials to insurer 
specific specifications. 

 
• Referral and Authorization requirements add tremendous expense to 

Providers' overhead, and presumably to Insurers' overhead as well. Yet 
they seem to do little to manage care as was their original intent. 
Rather, they have devolved into costly “reimbursement management“ 
tools that serve more often to deny reimbursement for appropriate, 
medically necessary services in those instances when providers falter 
in obtaining a perfunctory insurer approval  

 
Insurers are increasingly “bridging” two admissions for a single 
patient for reimbursement purposes (effectively reducing 
reimbursement for care provided), without any clinical review 
suggesting that the second admission was in some way preventable, 
inappropriate or caused by something not done during the first 
admission. Rather, time between the two admissions is being applied 
as the sole criteria. This results in Providers needing to utilize clinical 
resources (RNs and physicians) in order to be paid for appropriate 
treatment. Insurers are increasingly denying inpatient reimbursement 
for patients they retrospectively deem could have been cared for in an 
observation status. This is too often based on a positive outcome 
achieved for the patient, as opposed to the condition and diagnostic 
needs of the patient at the time of admission. In fact, in most cases the 
insurer authorized the admission initially. Again, this results in 
providers needing to utilizing clinical resources (RNs and physicians) 
in order to be appropriately reimbursed for the level of care provided. 

 
• As part of their efforts to reduce insurance premiums, health insurers 

and employers have created insurance plans that include significant 
employee out-of pocket costs. Most commonly these are in the form of 
larger co-insurance and deductible amounts. When a deductible or co-
insurance amount applies, the insurer reduces its payment to the 
provider, and requires the provider to pursue the patient for the 
remaining balance. The insurer benefits because the cost is less. The 
employer and the employee (patient) also benefit by paying a lower 
premium for health insurance. However, the providers of care assume 
the additional cost of collecting the co-insurance/deductible amounts 
from patients, and suffer a significant and growing bad debt expense 
when patients are unable to pay.  
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• Insurers are increasingly delaying payment, denying payment or 
paying incorrectly due to problems with their claims adjudication 
systems and/or internal edits they have created to require manual 
review before a claim can be processed. The examples of such 
instances are numerous and represent another layer of effort, and 
therefore expense, that providers must bear in order to pursue delayed 
or inappropriately denied claims. 

 
•  Finally, the hospitals bear the costs of multiple and duplicative audits 

by each payer.  
 
15) Could enhanced competition or government intervention or a combination of both 

mitigate the cost trends found in the Divisions report? Please describe the nature of the 
changes you would recommend.  In addition, please address the following: 

a. What would be the impact on your organization of making data public regarding 
quality and the reimbursement rates paid by each carrier to each hospital or 
system in a manner that identifies all relevant organizations?  What is the 
advantage or disadvantage to your organization of the current confidential 
system?   

 
Answer:  While we believe that competition between hospitals can stimulate 
and perhaps mitigate cost trends, there is also a danger of duplication of 
services.  That is, if hospitals are more incentivized to compete, the business 
case for each service line will need to be examined. Clearly, each hospital will 
conclude that certain service lines produce a greater margin than others. And, 
the tendency will be to enhance, invest in and market those lines.  
 
Two things will result from this. First, hospitals will continue to duplicate 
each other’s services for the reasons stated above.  That is, each will conclude 
that they need and want to have the higher margin services. Second, those 
service lines that do not produce a high enough margin may not receive the 
same resources and/or may actually be closed. As stated earlier in the 
testimony, many of the services that are critical to the community (e.g. 
behavioral health, trauma) do not produce margins and therefore, without 
some ability to cross fund these, will not be sustainable. 
 
In addition, the responsibility for providing care to low income populations is 
not dispersed evenly amongst hospitals. Typically, there are one or two 
hospitals in a community that provide the bulk of the care to low income 
populations and payment for this treatment rarely covers the cost of the 
treatment. 
 
Over the past 30 years, Worcester has seen four hospitals close. While one 
may have hypothesized that this would lead to more competition and lower 
prices, clearly this did not happen. 
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UMMMC believes that one of the roles of government could be to promote 
competition while also ensuring that all hospitals share in the burden of 
providing unprofitable, yet critically important, community services and that 
those hospitals that provide a disproportionate share of such services to low 
income populations be held harmless for this community work. 
 
UMMMC is in favor of transparency and reporting with regards to quality 
indicators. However, we would urge that the reporting be centralized, 
streamlined and consistent from source to source. Hospitals spend significant 
time and resources to report quality data in different formats to different 
regulatory agencies under different rules, etc. 
 
With regard to making public the reimbursement rates, while we are not 
opposed to this, we would again urge caution. We urge caution for similar 
reasons as described above. That is, not all hospitals provide the same scope 
or level of services to the same patient populations. Mission based services 
that do not cover their costs must be subsidized by other services that do have 
a positive margin. As such, hospitals that provide more mission based 
services, provide services to a greater percentage of low income patients or 
have significant teaching responsibilities will look like they have higher rates 
for similar services because they are forced to subsidize the low income 
populations, the critical services that do not cover their costs and their 
commitment to teaching future health care providers. 
 
We are not confident that these nuances can be well explained in a public 
reporting of cost data and believe that, in order to make any comparison, 
these facts need to be explained in manner that can be understood by persons 
outside the health care industry.  

 
 
16) Please identify any additional cost drivers that you believe should be examined in 

subsequent years and explain your reasoning. 
 

Answer:  While the reports present a good summary of the cost drivers, we would 
urge that the following drivers also be examined: 
 
• Costs related to teaching residents, fellows, nurses and other allied health 

personnel 
• Indirect, standby and fixed costs of academic medical centers (including 

teaching costs) 
• Costs related to providing mission based critical programs (e.g. behavioral 

health, trauma, etc.) that are under-reimbursed 
• Costs related to providing care to low income populations 

 
17) Please provide any additional comments or observations you believe will help to inform 

our hearing and our final recommendations.  
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Answer:  As stated earlier, we would urge caution in proceeding with any major 
policy or payment initiatives. UMMMC does believe that the current system and 
cost drivers are not sustainable and will jeopardize the ability to fund health care 
in the future. 
 
However, the system is very complex and simple and/or one dimensional 
solutions will not work. We saw this in the late 1990s with capitation and 
predictions that inpatient care will be replaced by outpatient care. 
 
Both policy and payment reforms should be piloted and evaluated before they are 
introduced in any widespread fashion as the unintended consequences can be 
devastating to the health care system and to patient care. 
 
As one of the largest providers of health care services in the Commonwealth, 
UMMMC would be pleased to participate in the design, pilot and evaluation of 
new systems for care and new systems for financing.  We are proud of our history 
of innovation, working with the state’s only public medical school, and we very 
much view it as our responsibility to be part of the solution to transform our 
health care delivery and payment system.   
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Exhibit C: Instructions and AGO Questions for Written Testimony 
 
 
Questions 

1) Please explain and submit a summary table showing your internal costs and cost trends 
from 2004 to 2008 broken out to show categories of aggregate direct costs (e.g., labor 
costs for all cost centers) and categories of indirect costs including, but not limited to, 
debt service, depreciation, advertising, bad debt, stop-loss insurance, malpractice 
insurance, health safety net, development/fundraising, administration, research, 
academic costs.  Please explain and submit supporting documents to show the 
methodologies you use to allocate the categories of indirect costs to cost centers 
(operating units).  Answer: 

UMMMC Expenses
FY 04 FY 05 FY 06 FY 07 FY 08

AGO Categories -

Labor Costs (incl benefits) 363,658,287      404,239,987      448,019,856      470,464,832      522,992,782      

Debt Service 14,867,135        12,186,014        17,892,105        19,851,789        18,783,365        
Depreciation 36,377,828        38,508,793        46,474,905        53,461,204        58,093,909        
Advertising n/a n/a n/a n/a n/a
Bad Debt 23,427,886        19,376,738        26,571,963        32,091,970        32,038,698        
Stop-Loss Insurance -                     -                     -                     -                     -                     
Malpractice Insurance (Professional Liability) 7,805,327          9,093,876          7,106,810          3,430,411          7,940,112          
Health Safety Net see below see below see below see below see below
Development/Fundraising -                     -                     -                     -                     -                     
Administration in other lines in other lines in other lines in other lines in other lines
Research -                     -                     -                     -                     -                     
Academic Costs 43,161,592        45,894,947        44,882,262        41,647,239        48,633,959        

Other Expenses 243,165,945      419,228,645      408,008,099      426,088,655      493,159,175      

Total Expenses 732,464,000      948,529,000      998,956,000      1,047,036,100   1,181,642,000   

Revenue Deduction -  
Health Safety Net 57,196,526        75,496,252        73,034,716        80,818,441        69,435,100          

 
 
Indirect Cost Allocation: 

In our cost accounting system, we allocate indirect costs to cost centers using 
standard industry statistics and methods, such as square footage, FTE’s, laundry 
pounds.  This is the same methodology used in Medicare and DHCFP-403 cost 
reports. 

 
2) Please explain and submit supporting documents that show any steps you have taken to 

reduce or control the growth of your internal direct or indirect costs in the last 5 years.  
 

Answer:   UMMMC has  
 
• Established a Medical Home Model and pilots but the current resources 

are insufficient to fund more than a small pilot. 
• Begun building an Episode Treatment Group organization and already 

are working on reducing variation in prescribing practices 
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•  Worked on improving generic prescribing percentage 
• Begun to build a model for establishing an accountable care organization 
• Significantly reduced costs associated with surgical and orthopedic 

procedures by standardizing protocols and instruments 
• Annual supply chain cost reduction efforts yielding an average of $5M 

savings per year 
• Substantially reduced the rate of hospital acquired infections, including 

central line infections and ventilator associate pneumonia 
• Been working on addressing surgical complications, as identified by the 

AHRQ PSO, such as iatrogenic pneumothorax 
• Has multiple teams piloting projects to improve transitions of care and 

reduce readmissions for CHF and other conditions 
• Is participating in the INTERACT pilot, designed to reduce nursing 

home readmissions 
• Has an active palliative care program which improves transitions of 

patients from hospital to home or hospice and reduces length of stay 
• Implemented Theradoc, a tracking system which will identify infections 

and trends in infections for earlier action 
• An electronic pharmacy system which reduce medication errors and 

interactions. 
• Has pharmacists on all inpatient units and the emergency department to 

facilitate medication safety and efficiency 
• Has major fall and pressure sore prevention initiatives underway. 
• Found that the eICU has reduced morbidity and mortality, standardized 

critical care and allowed patients to remain at primary hospitals, rather 
than be transferred to tertiary setting 

• Focused FTE management yielded a reduction of 200 positions during 
FY09 

• Created sustainability projects that take out costs of episodes of care, 
reduce costs for purchasing, provide economies of scale and standardize 
processes and purchases. 
 

 
UMMMC is investing more than $90M in upgrading its’ information systems 
in order to have a fully installed and integrated electronic medical record. 
There is abundant literature that demonstrates that use of a fully integrated 
electronic medical record results in both higher quality and lower cost care. 
 
UMMMC strives to provide the right care in the right place at the right time. 
This is the underlying concept in providing community hospitals with sub-
specialist physicians that are difficult for a community hospital to recruit. In 
this way, we are able to provide services at the community level that might 
otherwise have to be provided at the tertiary medical center.  As we stated, 
this results in lower costs for all of the facility costs associated with patients 
being seen by these physicians. 
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Finally, UMMMC has installed an electronic ICU (eICU)in its community 
hospitals. This eICU allows physicians and other providers to electronically 
monitor patients in the community hospital ICUs. Most community hospitals 
cannot find or cannot afford to have intensivists staff their ICUs 24/7. As 
such, this eICU can help with that issue.  
 
It has been very successful and allows patients to remain closer to home, at a 
lower cost facility while not sacrificing the quality of care. 
 
There are also a number of factors that limit the ability of UMMMC or other 
hospitals to execute some of these strategies.  For example: 
 

• 44% of UMMMC costs are wages and of that number 77.3% 
are related to collective bargaining agreements. As such, the ability to 
mitigate wage increases and/or have staffing flexibility is limited 

• UMMMC has almost 250 FTEs spending more than 518,000 hours at a 
cost of over $16.4M devoted to claims administration, billing, 
authorizations and problem claims.  This amount is in addition to lost 
revenues for non-payment due to the inability to resolve the claim 
disputes in a timely manner due to the sheer volume of administrative 
and erroneous payer systems denials.  Our ability to reduce any of 
these costs is directly dependent upon insurer’s requirements for 
payments. 

• UMMMC estimates that it spends over $2M reporting various data to 
various government and private agencies, much of this redundant but 
in formats different enough that it requires FTEs to complete the 
tasks. 

• As described above, UMMMC has developed telemedicine capabilities 
that both save lives and save dollars. However, insurance companies 
do not pay for this service. 

• Patients are rightfully demanding higher levels of service. However, 
maintaining these service levels come with a cost. 

 
 

 

 
3) Please explain and submit a summary table showing your annual operating margins 

(positive or negative) from 2004 to 2008 for your entire commercial, government, and all 
other business (and please identify the carriers or programs included in each of these 
three aggregate margins). Please explain and submit supporting documents to show the 
mechanics of how you calculate your margin from your accounting system and identify 
whether you exclude any direct costs or indirect costs, or include any grants, donations, 
or non-patient revenue, in calculating your margins. 

 
Answer:    
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Operating Margin Percentage 
FY Private Pay Government Other 

2008 12% -13% -10% 
2007 11% -13% -4% 
2006 10% -12% -19% 
2005 8% -9% -28% 
2004 6% -5% -37% 

 

• The above data was derived from the UMMMC cost accounting/decision 
support system.  Certain non patient miscellaneous revenues are netted 
against costs in this system (e.g. cafeteria, gift shop revenues, etc.)  
Additionally this system is designed to calculate hospital patient service cost 
and net revenues and therefore excludes certain non hospital based services 
included in the UMMMC financial and cost reports such as Hospice, Home 
Health and other non-operational revenue and expenses.  

• Private Pay includes Blue Cross, Harvard Pilgrim, Tufts, Fallon, other 
commercial payers; Government includes Medicare (incl. managed), 
Medicaid (incl. managed), Commonwealth Care, Health Safety Net; Other 
includes Uninsured and misc contracts. 

 
4) Please explain and submit supporting documents that show how your DHCFP-403 Cost 

Report submission differs from your own internal cost information including any 
difference in direct costs, indirect costs, or non-patient revenue.  

 
Answer:   There are no material differences other than those noted above in 
Question 3. 

 
5) Please explain and submit a summary table showing your annual capital ratio, debt 

service coverage ratio, and cash on hand for fiscal years 2004 to 2008 and include any 
target ratios and cash position you have set to obtain bond or bank financing.  Please 
explain how your capital expenditures (property and equipment), restricted capital 
donations, and changes in cash position (endowment) have increased or decreased your 
internal costs and margin calculations.   

 
Answer:       

            Moody's Rating* 
  2004  2005  2006  2007  2008  Baa1  A3 
Capital Spending % Deprec  220.8% 234.6%  207.2% 142.8% 133.1%  140.0% 160.0%
Capital Expense % 7.0% 5.3%  6.4% 7.0% 6.5%  8.4% 7.0%
Avg Age of Plant 13.9 13.4  11.3 10.0 9.6  10.0 9.9
Debt Service Coverage Ratio  2.71 2.79  3.89 2.21 3.51  3.1 4.1
Days Cash on Hand  57.9 59.1  48.0 71.3 56.7  121.5 139.6 
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* Moody's Ratings published on August 2009.           
               
Explanations               
               
Capital Spending:               
It was unclear in the request for information the definition of capital spending, therefore we have 
supplied UMMMC's capital spending as a percentage of depreciation .  Capital spending ratio is the 
comparison of additions to PPE to total Depreciation on the statement of operations.  After many years 
of under investing in capital, as evidenced by the Average Age of Plant of 13.9 years in 2004, the Medical 
Center incurred a major investment in the years 2004‐2006 in building a new Emergency department,  
inpatient rooms and surgical suites at the University campus.  Even with this major capital investment, 
the average age of plant has only decreased to the average benchmark whereas the capital expense 
(depreciation and interest as a % of operating expenses), continue to below the benchmark. The hospital 
also routinely spends capital to reinvest in current property and plant renovations as well as the creation 
of new programs to meet the demands of the community.  See chart below 
 
 

Capital Investment 
 

 
               
               
               
Debt Service Coverage 
Ratio:               
UMMMC EBIDA has changed from a low of $66m in 2004 to a high of $133.6m in 2007.  The change in 
EBIDA has contributed to the fluctuations in the debt services coverage ratio between 2004 and 2008.  In 
addition, UMMMC made higher payments of debt in fiscal years 2005 ($25m) and 2007 ($30m).  Interest 
expense has also fluctuated depending on additions of new debt and based on the terms of the current 
and new debt signed agreements. 
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Days Cash on Hand Ratio:               
Hospital expenses per days have fluctuated based on volume, incremental interest for new and existing 
debt, labor rates (particularly union contracts), benefits, as well as inflation increases in non‐labor 
expenses such as medical supplies and pharmaceuticals.  Cash also has fluctuated up and down 
throughout the years due to UMMMC's financing activities for the major capital investment, operating 
expenses and capital spending projects.  For a system the size of UMass Memorial Health Care, the 
amount of cash on hand is not consistent with an A rated organization, and does give some concern to 
the rating agencies and credit markets.  The September, 2009 report on UMass Memorial Health Care by 
Moody’s Investors Service said that UMass Memorial’s “balance sheet is weaker than desirable for a 
system of this size” and that the “Cash balances are modest for a system of this size.”  
               
               
 
 
 
 
 
 
 
 
 
 
 
Other Related Questions:               
Additions to UMMMC's capital expenditures (property and equipment) have contributed to a 59% 
growth in depreciation from 2004 to 2008.  UMMMC has also used financing as a means to support the 
addition of capital spending, which has resulted in a 26% increase in interest expense between 2004 and 
2008.  Both depreciation and interest have contributed to the increase in cost.  Because UMMMC has 
invested capital into services that have both positive and negative contribution margins the net effect on 
overall margins is dependent on each capital related project; Restricted donations will impact the 
financials at the point in time when UMMMC has concluded they have met the restriction of the 
donation and can be released to offset operating expenses or capital related costs.  The impact to the 
hospital margins is dependent on the donation as well as the use of fund that has been predetermined 
by the donor; Cash position (endowment).  The endowment for the Medical Center is modest for a large 
academic center and has only provided $5.3 million over this time period (an average of less than 
$1.1million per year).  The Medical Center did a major capital fundraising for the Lakeside project which 
raised $40 million to help offset the $130 million capital expenditure. 

6) Please explain and submit supporting documents that show your internal costs, including 
any stop-loss coverage, for any risk you currently bear related to your contracts with 
commercial insurers.  Please include any analysis you have conducted on how much your 
costs and risk-capital needs would change based on increases or decreases in risk you 
bear in relation to your business with commercial insurers. 
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Answer:  N/A 
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February 12, 2010

Dale M. Dodge
President and CEO
Winchester Hospital
41 Highland Avenue
Winchester, MA 01890

Dear Mr. Dodge:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office (AGO), is required by state law to hold annual public hearings concerning health
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative
sample of health care providers and payers as witnesses for such hearing. In accordance with these
provisions, Winchester Hospital has been identified as a witness and is hereby requested to submit
written testimony to the questions in “Exhibit B” and “Exhibit C” in accordance with this notice
and exhibits.

The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit
additional information that explains the premium and cost increases, to gather your perspective on
the dynamics driving the trends observed, and to obtain your recommendations for short and long
term solutions to such dynamics.

Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b)
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be
the subject of these hearings. Based on the findings of that Preliminary Report, the Attorney
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends
http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf


that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

Winchester Hospital is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday,
February 26, 2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Winchester Hospital no later than March 5th and determine whether you will be required to
provide oral testimony at the hearings, and if so, the time period for which you must be present.
Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures:
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and DHCFP Questions for Written Testimony
Exhibit C: Instructions and AGO Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and DHCFP Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data, or finding that differs from your organization’s experience and
the potential reasons therefore.

2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially
from these aggregate trends with respect to:

a. The rate of change in outpatient facility prices and faster revenue growth compared
with inpatient revenues;

b. The growth of revenues for outpatient imaging services;
c. Price changes versus other sources of growth in revenues, for inpatient and

outpatient services.

3) What are the one or two most important underlying causes of your experience, as described
above? Provide any information you have that will support your assertions. In particular:

a. What accounts for the growth in inpatient facility prices? What accounts for the
growth of hospital outpatient facility price per service?  What accounts for the
growth in utilization of outpatient hospital facility services? Do you foresee the same
factors continuing to drive the growth in total facility revenues in future years?

b.  How does your relative market position or market share affect your cost or revenue
trends?

4) The concentration of teaching hospitals in Boston means that tertiary hospitals effectively serve
as the “community hospital” for many patients.  If your hospital is located in Boston, what
reasonable solutions could your organization develop to provide routine care in less expensive –

mailto:costtrends@hcf.state.ma.us
mailto:Nordahl@state.ma.us
www.mass.gov/dhcfp/costtrends


but appropriate - settings? If your hospital competes for patients with a teaching hospital
outpatient facility, how has this impacted your revenues, costs and service mix?

5) Overall, we found an increase in the proportion of services being provided in more expensive
settings. Is this trend occurring in your market area? What is driving this trend and what
solutions would moderate this trend without impacting quality?

6) From 2006-2008, what was your average annual increase in labor costs compared with your
average annual increase in patient revenue? What are the major factors driving change in labor
costs? What are the major factors driving change in patient revenues?

7) Are the costs of acquiring medical equipment and technologies increasing, decreasing, or staying
the same? Why and how do you think this is the case? What contribution is this having on your
overall costs?

The following questions relate specifically to your experience in service prices and mix of
services provided:

8) What factors do you consider when negotiating payment rates for inpatient care and outpatient
services?  Please explain each factor (e.g., labor costs) and rank them in the order of impact on
negotiated rates.

9) Do you generally negotiate contracts with carriers as part of a larger system or as an individual
facility? Is there a material difference in how you approach contracts when you are contracting
as part of a system vs. as an individual facility?

10) If applicable, do the services provided in your outpatient facilities in suburban areas differ from
those in Boston? If so, how? For those services offered in both locations, do you charge the
same or similar rates for all locations? If not, how do the rates – or price paid per person - differ
and based on what factors? Are these facilities competing with community physicians or
hospitals, or both for the same patients?

11) How has the expansion of outpatient facilities impacted the composition of surgical and medical
admissions to your institution? How has the expansion of outpatient facilities impacted the price
or cost paid per person of your institution?

12) How does the variation in prices among different providers in your peer group (e.g.,
teaching/community hospitals, providers in your geographic area, your key competitors) affect
the payment rate increase you seek in negotiations with health plans?  Please provide an
explanation of how you define your “peer group”.

With respect to the aggregate trends, please comment:

13) What specific actions has your organization taken already to address these trends in the short
term or long term? What current factors limit the ability of your organization to execute these
strategies effectively?

14) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think



would encourage or help health care providers to operate more efficiently? What changes would
you suggest to encourage treatment of routine care at less expensive, but appropriate settings?

15) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding quality
and the reimbursement rates paid by each carrier to each hospital or system in a manner
that identifies all relevant organizations?  What is the advantage or disadvantage to your
organization of the current confidential system?

With respect to future years’ Cost Trends Reports:

16) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

17) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Exhibit C: Instructions and AGO Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax).

Questions

1) Please explain and submit a summary table showing your internal costs and cost trends from
2004 to 2008 broken out to show categories of aggregate direct costs (e.g., labor costs for all cost
centers) and categories of indirect costs including, but not limited to, debt service, depreciation,
advertising, bad debt, stop-loss insurance, malpractice insurance, health safety net,
development/fundraising, administration, research, academic costs.  Please explain and submit
supporting documents to show the methodologies you use to allocate the categories of indirect
costs to cost centers (operating units).

2) Please explain and submit supporting documents that show any steps you have taken to reduce
or control the growth of your internal direct or indirect costs in the last 5 years.

3) Please explain and submit a summary table showing your annual operating margins (positive or
negative) from 2004 to 2008 for your entire commercial, government, and all other business (and
please identify the carriers or programs included in each of these three aggregate margins). Please
explain and submit supporting documents to show the mechanics of how you calculate your
margin from your accounting system and identify whether you exclude any direct costs or
indirect costs, or include any grants, donations, or non-patient revenue, in calculating your
margins.

4) Please explain and submit supporting documents that show how your DHCFP-403 Cost Report
submission differs from your own internal cost information including any difference in direct
costs, indirect costs, or non-patient revenue.

mailto:costtrends@hcf.state.ma.us
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5) Please explain and submit a summary table showing your annual capital ratio, debt service
coverage ratio, and cash on hand for fiscal years 2004 to 2008 and include any target ratios and
cash position you have set to obtain bond or bank financing.  Please explain how your capital
expenditures (property and equipment), restricted capital donations, and changes in cash
position (endowment) have increased or decreased your internal costs and margin calculations.

6) Please explain and submit supporting documents that show your internal costs, including any
stop-loss coverage, for any risk you currently bear related to your contracts with commercial
insurers.  Please include any analysis you have conducted on how much your costs and risk-
capital needs would change based on increases or decreases in risk you bear in relation to your
business with commercial insurers.
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DEVAL L. PATRICK
Governor

TIMOTHY P. MURRAY
Lieutenant Governor

JUDYANN BIGBY, M.D.
Secretary

DAVID MORALES
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The Commonwealth of Massachusetts
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Division of Health Care Finance and Policy
Two Boylston Street
Boston, MA 02116

617-988-3100 • Fax 617-727-7662 • TTY 617-988-3175
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February 12, 2010

Dr. Keith McAteer, MD
Medical Director
The Ambulatory Surgery & Laser Center of Cape Cod
280 Heritage Park
P.O. Box 820
Sandwich, MA 02563

Dear Dr. McAteer:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office, is required by state law to hold annual public hearings concerning health care
provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)  Massachusetts
General Law, chapter 118G §6½ requires the Division to identify a representative sample of health
care providers and payers as witnesses for such hearing. In accordance with these provisions, the
Ambulatory Surgery & Laser Center of Cape Cod has been identified as a witness and is hereby
requested to submit written testimony to the questions in “Exhibit B” in accordance with this notice
and exhibits.

The goals of the written testimony are to examine and verify the findings presented in the Division’s
three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and Methods
Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-2008; and
Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research are
located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to what
extent - if any - your organization’s experience varies from the agency’s findings, to solicit additional
information that explains the premium and cost increases, to gather your perspective on the
dynamics driving the trends observed, and to obtain your recommendations for short and long term
solutions to such dynamics.

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised
that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends


With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

The Ambulatory Surgery & Laser Center of Cape Cod is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” on or before – but no later than - close of business Friday, February 26,
2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact the Ambulatory Surgery & Laser Center of Cape Cod no later than March 5th and determine
whether you will be required to provide oral testimony at the hearings, and if so, the time period for
which you must be present.  Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data or finding that differs from your organization’s experience and
the potential reasons therefore.

2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially
from these aggregate trends with respect to:

a. The rate of change in hospital outpatient facility prices and faster revenue growth
compared with inpatient revenues and freestanding outpatient facility revenues;

b. The growth of revenues for outpatient imaging services;
c. Price changes versus other sources of growth in revenues, specifically for outpatient

facility and imaging services.

3) What are the one or two most important underlying causes of your experience, as described
above? Provide any information you have that will support your assertions. In particular:

a. What accounts for the growth outpatient facility prices per service?  What accounts
for the growth in utilization of outpatient hospital facility services? Do you foresee
the same factors continuing to drive the growth in total facility charges in future
years?

b. How does your relative market position or market share affect your organization’s
cost or revenue trends?

4) Please explain your affiliations with hospitals in your geographic area.  From what kinds of
entities do you receive referrals, and what kinds of formal arrangements, if any, do you have with
them?

mailto:costtrends@hcf.state.ma.us
mailto:Nordahl@state.ma.us
www.mass.gov/dhcfp/costtrends


5) Please comment on the decline in expenditures for freestanding outpatient facilities in general
identified in the Division’s reports.  Has your organization experienced a similar decline in
volume? If so, how has your organization modified its business model in response? For example,
have you considered affiliating or being purchased by a hospital? Have you made any changes in
the service mix you offer?

With respect to the aggregate trends, please comment:

6) What specific actions has your organization taken already to address these trends in the short
term or long term?

a. What current factors limit the ability of your organization to execute these strategies
effectively?

7) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think
would encourage or help health care providers to operate more efficiently?

8) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding quality
and the reimbursement rates paid by each carrier to each hospital or system in a manner
that identifies all relevant organizations?  What is the advantage or disadvantage to your
organization of the current confidential system?

9) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

10) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



       

        
          

   

   

              
               

    

               

 
   



DHCFP Testimony 
 

Introduction 
  

 Brief History of Organization 
 
 
The Ambulatory Surgery and Laser Center of Cape Cod (the “Center”) was incorporated 
in June 1998 by nine physicians.  The goal of the founders was to establish an ambulatory 
surgical center which could make available an environment for high-quality, convenient, 
and cost-effective outpatient surgery to the Cape Cod and Southeastern Massachusetts 
community.  
 
Construction was completed in March of 1999, AAAHC certification was received in June, 
1999, and Medicare accreditation was obtained in May, 1999. From that time, the Center 
has continuously grown, not only in numbers of surgeries performed, but also in scope of 
service. The Center is now owned by sixteen physicians. It offers general, plastic, 
orthopedic, gastrointestinal, ear, nose and throat, gyn, urological and ophthalmological 
surgery.  The Center does not provide imaging services. 
 
 
Since the inception the Center has contracted with Falmouth Hospital and Cape Cod 
Hospital to provide transfer assistance for any patient requiring acute care or an overnight 
stay. Cape Cod Ambulance Services, Inc. has been contracted with to transport any patients 
needing care to these facilities. 
 
The Center is 7,000 square feet with two operating rooms and two procedure rooms. It 
provides an attractive, convenient atmosphere for patients and their families, in addition to 
a highly competent and caring staff. 
 
 
 
 
Question 1. 
  

After reviewing the preliminary reports as directed, we find that all of Report II 
and many parts of Reports I and III do not deal with areas upon which we can comment.  
However, we offer the following comments on questions which are within our area of 
operation.  Report III describes a decrease in spending by 14% on freestanding outpatient 
facilities during the period 2006-2008 with a 26% increase in spending for care provided 
at hospital-based facilites during the same time period. We cannot comment on spending 
by health insurers, but during this same period the Center’s net revenues changed as 
follows: From 2006 to 2007 there was a 13% decrease in revenue for the Center and from 
2007 to 2008 there was a 12% increase in revenue, for a total decrease of 2% for the 
period of 2006-2008. During this same time period the Center’s case volumes saw a 13% 
decrease despite our procedure mix remaining relatively unchanged. We primarily 
attribute the change in the Center’s revenues to the decrease in case volumes and 
speculate that the local hospital-based facilities continue to steer patients to receive their 
medical care at hospital-based facilities instead of freestanding facilities, such as the 



Center. Please refer to the attached letter named “Steerage letter” as well as the data 
submitted by the Massachusetts Association of Ambulatory Surgery Centers. 
 
Question 2. 
 

a. As noted in the cost trends data, outpatient facility revenue, which is almost 
entirely hospital based, increased by 36.8% from 2006-2008. The same report 
stated that freestanding facility revenue decreased by 2.4% for the same time 
period. The Center’s revenues decreased by 2% over the same time period.    

b. The Center does not provide imaging services, so we cannot respond to this 
question. 

c.  As noted in the cost trends data (p.11 of Part III), prices paid to freestanding 
facilities are generally lower than those paid to hospital outpatient facilities.  
Since revenue decreased during the period 2006-2008, the Center cannot 
speak to price changes as a source of growth in revenues. 

 
Question 3. 
 
 The Center believes the decrease in revenue during this period is likely related to 
increased pressure imposed by the hospitals on members of their medical staffs to refer 
patients for procedures offered by the Center to the hospital outpatient department. We 
also suspect that hospitals pressure insurance payers not to contract with freestanding 
facilities such as the Center, in an effort to steer patients away from freestanding facilities 
and back to the hospital, regardless of the fact that freestanding facilities can deliver 
better quality treatment with lower rates of infection all while receiving lower payments 
from insurance payers. We have, however, no means by which to document directly these 
assumptions.   

a.  As a freestanding surgery center, not affiliated with a hospital, we have no 
comment regarding the growth of outpatient hospital facility prices.  We 
foresee no change in the rising cost of labor, supplies, liability insurance, and 
the continuing cost of regulatory compliance.  Other general costs such as 
energy, rent, telephone etc. will no doubt continue to rise.  The growth in 
utilization of hospital outpatient facility services is likely to continue to be 
driven by procedures which can now be done safely on an outpatient rather 
than inpatient basis.  Steerage of patients to hospital, rather than freestanding, 
outpatient facilities is likewise likely to continue as hospitals acquire more 
primary and specialty physician practices and health insurers pay a premium 
for “quality” delivered in closed provider systems that do not include 
freestanding, independent facilities. 

b. We view the greatest threat to our revenue to be the fact that hospitals 
continue to pressure their medical staffs and insurance payers into steering 
cases to the hospital-based outpatient facilities instead of freestanding 
facilities such as the Center. We see that an increasing number of surgeons are 
opting out of private practice and are accepting employed positions with 
hospitals who require them to utilize the higher cost hospital outpatient 
facilities.   



 
 
 
 
 
 
 
 
Question 4. 
  

ASC of Cape Cod is not formally affiliated with either Cape Cod Hospital or 
Falmouth Hospital.  However, as a requirement of privileges at the Center, each surgeon 
must hold a staff membership at a hospital within 50 miles.  This list includes Jordan 
Hospital in Plymouth and Toby Hospital in Wareham.  We also have a formal transfer 
arrangement in the event that any patient needs emergency care.  Referrals come from the 
surgeons who work at the Center as well as from primary care physicians.  Since we are a 
“low cost provider” we are on the “preferred provider” list at two of the local physician 
organizations who engage in “risk” contracts. Despite this apparent competitive 
advantage, we now face an issue in that Cape Cod Hospital, one of the largest employers 
in the region, is requiring that its employees have procedures performed at the Hospital in 
order to take advantage of a lower deductible.  Procedures performed at the Center will 
require these employees to pay significantly higher deductibles.  Please refer to the 
attached “Steerage Letter”. 
 
 
Question 5. 
  

Please refer to the answer to question 3.  We have not added a new “service line” 
but we continually evaluate the appropriateness of doing so.  We are, also, always 
recruiting new surgeons.  Some of the new surgeons bring new skills and disciplines to 
the Center.  We have not solicited a bid from any hospital to buy the Center. 
Cases by physicians at the Center have steadily dropped in the last four years. From 2006 
to 2007 the Center’s case volume decreased 11% and from 2007 to 2008 the Center’s 
case voume decreased 3%, for a total of 14% decrease in 2006 – 2008.  We have not 
changed our business model but are always looking to bring in new physicians to utilize 
the Center. We still continue to provide the same services to the patients the only change 
that has been made is compressing the schedule.   
 
 
Question 6. 
  

Please refer to Questions 3 & 5.  The growing numbers of surgical specialists 
employed by the hospitals continues to be of major concern to the Center.  We continue 
to let area physicians know of the availability of booking cases conveniently at the 
Center, but the hospitals are controlling the decisions about where physicians take their 



cases.   In practice, employed physicians take all their cases to the hospital regardless of 
whether it is the best, or most cost-effective, venue of care for their patients.  
 
Question 7.  
  

Quality and consumer access would only be enhanced by increasing access to 
ASCs.  The mortality, infection, and complication rates of identical procedures are less in 
ASCs than in Hospitals.  The costs are less.  Changes to DoN guidelines would create a 
level playing field for ASCs.  Immediately allowing most ASCs to contract with 
MassHealth would further allow for parity of treatment and cost savings for the state.  
Certainly if both referring providers as well as consumers were able to share in the cost 
savings of selecting the most efficient, least expensive (and highest quality) site of care, 
that would be an important systemic change.   
 
Please refer to the submission by the Massachusetts Association of Ambulatory Surgery 
Centers regarding additional possible systemic or policy changes.   
 
 
Question 8.  
 

Hospitals are the most expensive venue for outpatient care.  If Hospitals continue 
to be protected through government intervention, the state will see no cost savings.  
Enhanced competition on a level playing field would allow for choice based on quality 
and cost.  For example, hospitals are protected by the government in that they can build a 
$25M outpatient surgical facility with no required approval, but freestanding facilities 
require DPH approval. 
 
The Center would overwhelmingly welcome transparency in the public reporting of data 
regarding quality and reimbursement rates if hospital based facilities were held to the 
same standard in reporting as the ASCs.  Those data would reveal that rates of infection, 
complication, and death in ASCs are less than for identical procedures performed in the 
Hospital. Similarly, it would be evident that payors, including taxpayer-supported 
MassHealth, pays 200% more for the same procedure performed in a hospital.     
 
Please refer to the submission by the Massachusetts Association of Ambulatory Surgery 
Centers regarding additional considerations on the impact of enhanced competition or 
government intervention. 
 
 
Question 9.  
 
The increasing dominance of hospitals in the healthcare marketplace is a problem.  
Hospitals are employing physicians and acquiring practices.  Some effectively control the 
payors.  As a result, this concentration of market clout, with an ability to drive high 
reimbursement levels, limits any effective cost controls.  Additionally, shielding patients 
entirely from the costs of their decisions removes a potential opportunity to save money.  



If patients and referring physicians were able to make decisions on the basis of quality 
and cost, there is little doubt that an ASC would typically be the venue of choice for 
offered  procedures. 
 
Please refer to the submission by the Massachusetts Association of Ambulatory Surgery 
Centers regarding the identification of additional cost drivers. 
 
Question 10.    
 
Most hospitals are charitable organizations, yet the rate at which the Center provided 
uncompensated care in 2009 was approximately equal to the Hospitals’ uncompensated 
care rate.  Moreover, the Center contributed to the tax base by paying taxes on all profits, 
which the Hospitals are not required to do.  At present, most ASCs cannot provide 
compensated care to MassHealth patients.  Massachusetts is cash-strapped, yet is paying 
millions of dollars more than necessary by essentially requiring that all Medicaid patients 
receive outpatient procedures in the most expensive venue.    
 
Please refer to the submission by the Massachusetts Association of Ambulatory Surgery 
Centers regarding additional comments. 
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February 12, 2010 
 
Dr. Veronica Deyeso 
Medical Director 
Berkshire Endoscopy Center 
53 Eagle St 
Pittsfield, MA 01201 
 
Dear Dr. Deyeso: 

 
The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney 
General’s Office, is required by state law to hold annual public hearings concerning health care 
provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)  Massachusetts 
General Law, chapter 118G §6½ requires the Division to identify a representative sample of health 
care providers and payers as witnesses for such hearing. In accordance with these provisions, 
Berkshire Endoscopy Center has been identified as a witness and is hereby requested to submit 
written testimony to the questions in “Exhibit B” in accordance with this notice and exhibits.  

 
The goals of the written testimony are to examine and verify the findings presented in the Division’s 
three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and Methods 
Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-2008; and 
Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research are 
located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to what 
extent - if any - your organization’s experience varies from the agency’s findings, to solicit additional 
information that explains the premium and cost increases, to gather your perspective on the 
dynamics driving the trends observed, and to obtain your recommendations for short and long term 
solutions to such dynamics.   
 
While this testimony must be in writing, you may also be called for oral testimony on one or 
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised 
that additional dates the following week may be necessary to accomplish the Division’s statutory 
directives.   

 
With your assistance and active participation, the Division seeks to develop tangible policy 
recommendations to mitigate health care cost growth and to develop an integrated health care 
delivery system in a final report to the Legislature.  
 



Berkshire Endoscopy Center is required to: 
1. electronically submit to the Division written testimony, signed under the pains and 

penalties of perjury, responding to the areas of inquiry identified on the attached 
“Exhibit B” on or before – but no later than - close of business Friday, February 26, 
2010; and  

2. be prepared to appear at a public hearing to provide oral testimony at some time during, 
but not limited to, the following days: March 16, 18, and 19. 

 
The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written 
testimony will be a public record and will be posted on the Division’s website.  The Division will 
contact Berkshire Endoscopy Center no later than March 5th and determine whether you will be 
required to provide oral testimony at the hearings, and if so, the time period for which you must be 
present.  Thank you for your attention to this important and timely matter. 

 
 

 
Sincerely, 

 
 
David Morales  
Commissioner 
 
 
 
cc:  Thomas O’Brien, Office of the Attorney General 
 
Enclosures 
Exhibit A: Public Notice of Hearing 
Exhibit B: Instructions and Questions for Written Testimony 
 



Exhibit A 
 

NOTICE OF PUBLIC HEARING 
 

 
Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy 
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie 
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter 
regarding: 
 

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS 
 
Commissioner David Morales will preside over the hearings, which may be expected to continue 
through March 31, 2010. The Division shall call as witnesses a representative sample of providers 
and payers, including but not limited to those specified by the statute, who shall provide testimony 
under oath and subject to examination and cross examination by the Division and the Attorney 
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to 
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship 
between provider costs and payer premium rates.  The Division reserves the right to call other 
witnesses in furtherance of the statutory purpose of the hearings. 
 
Testimony may include without limitation: (i) in the case of providers, testimony concerning 
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology 
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer 
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts 
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public 
payers, testimony concerning factors underlying premium cost and rate increases, the relation of 
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that 
enhance product affordability and encourage efficient use of health resources and technology, 
efforts by the payer to increase consumer access to health care information, and efforts by the payer 
to promote the standardization of administrative practices, and any other matters as determined by 
the Division.  
 
The Division will schedule and accept oral testimony only from witnesses called by the Division; any 
member of the public may submit written testimony.  All written testimony provided by witnesses or 
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.  
 
Additional information regarding the hearings may be posted from time to time on the Division’s 
website. 



Exhibit B: Instructions and Questions for Written Testimony 
 
Instructions 
 
1) On or before the close of business February 26, 2010, electronically submit written testimony 

signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.   
 
2) Answer all questions that apply to your organization’s experience, limiting your response to no 

more than 500 words per each numbered question.  Please begin all questions with a brief 
summary not to exceed 120 words.  If necessary, please include supporting testimony in an 
Appendix. 

 
3) The testimony must contain a statement that the person who signs it is legally authorized and 

empowered to represent the named organization for the purposes of this testimony, and that the 
testimony is signed under the pains and penalties of perjury.  An electronic signature will be 
sufficient for this submission.   

 
4) If you have any questions regarding this process or regarding the following questions, please 

contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax). 

 
Questions 
 
1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please 

provide commentary on any data or finding that differs from your organization’s experience and 
the potential reasons therefore.  

 
2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially 

from these aggregate trends with respect to: 
a. The rate of change in hospital outpatient facility prices and faster revenue growth 

compared with inpatient revenues and freestanding outpatient facility revenues; 
b. The growth of revenues for outpatient imaging services; 
c. Price changes versus other sources of growth in revenues, specifically for outpatient 

facility and imaging services. 
 

3) What are the one or two most important underlying causes of your experience, as described 
above? Provide any information you have that will support your assertions. In particular: 
 

a. What accounts for the growth outpatient facility prices per service?  What accounts 
for the growth in utilization of outpatient hospital facility services? Do you foresee 
the same factors continuing to drive the growth in total facility charges in future 
years? 

 
b. How does your relative market position or market share affect your organization’s 

cost or revenue trends? 
 
4) Please explain your affiliations with hospitals in your geographic area.  From what kinds of 

entities do you receive referrals, and what kinds of formal arrangements, if any, do you have with 
them?  

 



5) Please comment on the decline in expenditures for freestanding outpatient facilities in general 
identified in the Division’s reports.  Has your organization experienced a similar decline in 
volume? If so, how has your organization modified its business model in response? For example, 
have you considered affiliating or being purchased by a hospital? Have you made any changes in 
the service mix you offer?   

 
With respect to the aggregate trends, please comment: 
 
6) What specific actions has your organization taken already to address these trends in the short 

term or long term?  
a. What current factors limit the ability of your organization to execute these strategies 

effectively? 
 
7) What types of systemic changes would be most helpful in reducing cost trends without 

sacrificing quality and consumer access? What other systemic or policy changes do you think 
would encourage or help health care providers to operate more efficiently? 
 

8) Could enhanced competition or government intervention or a combination of both mitigate the 
cost trends found in the Divisions report? Please describe the nature of the changes you would 
recommend.  In addition, please address the following: 

 
a. What would be the impact on your organization of making data public regarding quality 

and the reimbursement rates paid by each carrier to each hospital or system in a manner 
that identifies all relevant organizations?  What is the advantage or disadvantage to your 
organization of the current confidential system?   

 
9) Please identify any additional cost drivers that you believe should be examined in subsequent 

years and explain your reasoning. 
 
10) Please provide any additional comments or observations you believe will help to inform our 

hearing and our final recommendations.  
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February 12, 2010

Greg Deconciliis
Administrator
Boston Out-Patient Surgical Suites
840 Winter Street
Waltham, MA 02451

Dear Mr. Deconciliis:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office, is required by state law to hold annual public hearings concerning health care
provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)  Massachusetts
General Law, chapter 118G §6½ requires the Division to identify a representative sample of health
care providers and payers as witnesses for such hearing. In accordance with these provisions, Boston
Out-Patient Surgical Suites has been identified as a witness and is hereby requested to submit written
testimony to the questions in “Exhibit B” in accordance with this notice and exhibits.

The goals of the written testimony are to examine and verify the findings presented in the Division’s
three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and Methods
Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-2008; and
Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research are
located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to what
extent - if any - your organization’s experience varies from the agency’s findings, to solicit additional
information that explains the premium and cost increases, to gather your perspective on the
dynamics driving the trends observed, and to obtain your recommendations for short and long term
solutions to such dynamics.

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised
that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends


Boston Out-Patient Surgical Suites is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” on or before – but no later than - close of business Friday, February 26,
2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Boston Out-Patient Surgical Suites no later than March 5th and determine whether you will
be required to provide oral testimony at the hearings, and if so, the time period for which you must
be present.  Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words. If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data or finding that differs from your organization’s experience and
the potential reasons therefore.

2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially
from these aggregate trends with respect to:

a. The rate of change in hospital outpatient facility prices and faster revenue growth
compared with inpatient revenues and freestanding outpatient facility revenues;

b. The growth of revenues for outpatient imaging services;
c. Price changes versus other sources of growth in revenues, specifically for outpatient

facility and imaging services.

3) What are the one or two most important underlying causes of your experience, as described
above? Provide any information you have that will support your assertions. In particular:

a. What accounts for the growth outpatient facility prices per service?  What accounts
for the growth in utilization of outpatient hospital facility services? Do you foresee
the same factors continuing to drive the growth in total facility charges in future
years?

b. How does your relative market position or market share affect your organization’s
cost or revenue trends?

mailto:costtrends@hcf.state.ma.us
mailto:Nordahl@state.ma.us
www.mass.gov/dhcfp/costtrends


4) Please explain your affiliations with hospitals in your geographic area.  From what kinds of
entities do you receive referrals, and what kinds of formal arrangements, if any, do you have with
them?

5) Please comment on the decline in expenditures for freestanding outpatient facilities in general
identified in the Division’s reports.  Has your organization experienced a similar decline in
volume? If so, how has your organization modified its business model in response? For example,
have you considered affiliating or being purchased by a hospital? Have you made any changes in
the service mix you offer?

With respect to the aggregate trends, please comment:

6) What specific actions has your organization taken already to address these trends in the short
term or long term?

a. What current factors limit the ability of your organization to execute these strategies
effectively?

7) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think
would encourage or help health care providers to operate more efficiently?

8) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding quality
and the reimbursement rates paid by each carrier to each hospital or system in a manner
that identifies all relevant organizations?  What is the advantage or disadvantage to your
organization of the current confidential system?

9) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

10) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.
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February 12, 2010

Bryan Ayars
Chief Executive Officer
Community Health Programs
291 Main St, Suite 303, 3rd Floor
Great Barrington, MA 01230

Dear Mr. Ayars:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office, is required by state law to hold annual public hearings concerning health care
provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)  Massachusetts
General Law, chapter 118G §6½ requires the Division to identify a representative sample of health
care providers and payers as witnesses for such hearing. In accordance with these provisions,
Community Health Programs has been identified as a witness and is hereby requested to submit
written testimony to the questions in “Exhibit B” in accordance with this notice and exhibits.

The goals of the written testimony are to examine and verify the findings presented in the Division’s
three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and Methods
Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-2008; and
Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research are
located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to what
extent - if any - your organization’s experience varies from the agency’s findings, to solicit additional
information that explains the premium and cost increases, to gather your perspective on the
dynamics driving the trends observed, and to obtain your recommendations for short and long term
solutions to such dynamics.

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised
that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends


Community Health Programs is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” on or before – but no later than - close of business Friday, February 26,
2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Community Health Programs no later than March 5th and determine whether you will be
required to provide oral testimony at the hearings, and if so, the time period for which you must be
present.  Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data or finding that differs from your organization’s experience and
the potential reasons therefore.

2) Are there any competitive advantages for community health centers to affiliate with academic
medical center? If so, what are they?

3) With respect to the aggregate trends, what specific actions has your organization taken already to
address these trends in the short term or long term?

a. What current factors limit the ability of your organization to execute these strategies
effectively?

4) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think
would encourage or help health care providers to operate more efficiently?

5) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding quality
and the reimbursement rates paid by each carrier to each hospital or system in a manner
that identifies all relevant organizations? What is the advantage or disadvantage to your
organization of the current confidential system?

6) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

mailto:costtrends@hcf.state.ma.us
mailto:Nordahl@state.ma.us
www.mass.gov/dhcfp/costtrends


7) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Division of Health Care Finance and Policy: 

Following is my commentary in response to your request for written testimony concerning the Division’s 
preliminary reports on cost trends and insurer costs. 

Please feel free to contact me at your convenience at the numbers and email below. 

 

Sincerely, 

Bryan Ayars 

Bryan Ayars, CEO 
Community Health Programs 
Great Barrington and Pittsfield, MA 
Office: 413.528.9311  Ext 2115 
Cell Phone: 413.559.7233 
www.communityhealthprograms.org 
 

Exhibit B 

1.  After reviewing the preliminary reports located at www.mass.gov/dhcfp/costrtrends  please 
provide commentary on any data or finding that differs from your organization’s experience 
and the potential reasons therefore. 

Community Health Programs (CHP) is a rapidly growing nonprofit agency offering FQHC and 
non‐FQHC health and human services throughout most of Berkshire County.  CHP ended 2009 
with more than 40,000 patient encounters, which is a growth of more than 300% since 2007.  
Approximately 10% of our almost 10,000 patients are without insurance (self pay or HSN 
coverage), and another 60% are Medicare or Medicaid beneficiaries.  As a largely rural provider, 
managed care and capitated payment plans have a minimal impact on us. 

Including Health Safety Net patients, we have seen our uninsured rate decline to 10% of our 
payor mix, but because there are several venues in the area to seek care for the uninsured, it is 
difficult to truly identify the number with out insurance.  Our commercial insurance rates have 
increased, the coverage seems to have decreased, and more variations in plans manifest as 
barriers to efficient care. 

2.  Are there any competitive advantages for community health centers to affiliate with academic 
medical centers? 

Our mission is to provide access to quality preventive and primary care services to those within 
our service area.  This goal of broad access is best achieved by collaborating with other health 
and social services providers and agencies to utilize limited resources to achieve the shared 



vision of access.  Only by coordinating and collaborating with other agencies to assure that the 
consumers have access to the services they need to provide the service in a coordinated and 
efficacious manner.   If affiliating with an academic medical center furthers that goal, there may 
be advantages with academic medical center affiliations. 

Patients are concerned more with IF they have access to services than they are by WHO is 
providing the service, and the attempt to create a ‘competitive advantage’ ,in the traditional 
sense of winners and losers, further balkanizes the healthcare system that exists, creating 
ineffective and inefficient competition. 

In that academic medical facilities may provide clinical expertise and a level of knowledge in 
healthcare management practices, and other resources, there could easily be advantages to 
some form of affiliation with an academic medical center. However, affiliating with an academic 
medical center at a more formal, organizational level, would likely add overhead costs, decrease 
the flexibility needed to change directions, reduce flexibility, and potentially politicize the 
delivery of healthcare in unintended ways 

3.  With respect to the aggregate trends, what specific actions has your organization taken 
already to address these trends in the short term or long term? 

Healthcare costs continue to rise, and we continue to explore  ways to reduce the costs of 
delivering care.  These overall cost reductions are done through reduction in staffing, changing 
staffing mixes, and encouraging a higher volume of patients in order to reduce the variable 
costs.  As a nonprofit, we pass our cost savings to our community and our users. 

  a). What current factors limit the ability of your organization to execute these strategies 
effectively?    

Resources and Expertise are the major barriers to making the strategies. 

We operate on a very thin financial margin, with little room to make changes that would, or 
should, lower costs, improved quality outcomes, or both.  A very visible example is the need to 
integrate Electronic Health Records (EHR) into our patient care.  There are indirect costs 
connected to evaluating and selecting the proper EHR for our organization and community, and 
very direct and very high costs associated with the purchase of the equipment and software.  
The purchase costs alone are a limiting factor to moving toward what we know would create 
efficiencies and potentially  improve quality. Frequently underestimated in this are the training 
costs, upkeep and upgrade expenses, and the loss of productivity (aka:  loss of revenue) that is 
inevitable when implementing an EHR. 

4.   What types of systemic changes would be most helpful in reducing cost trends without 
sacrificing quality and consumer access”  What other systemic  or policy changes do you think 
would encourage or help health care providers to cooperate more efficiently? 



Standardization of preauthorization, enrollment, and paperwork requirements would create 
great efficiencies in service delivery.  Currently the idiosyncratic differences in forms and and 
changes by each plan create a barrier to receiving care and a barrier to efficiency of staff time 
and resources.   

To encourage collaboration and cooperation, frequently a third party is needed to provide the 
carrot and stick.  The carrot is a resource or funding of some sort; and the stick is the 
requirement to collaboration at a functional level with measurable outcomes. Grant funding, or 
other funding sources, that require collaboration among services with the same service or 
geographic area would improve the potential for collaboration.  Incentives for community 
outcomes that require collaboration and cooperation of provider organizations could also 
improve efficiency and outcomes. 

5.  Could enhanced competition or government intervention or a combination of both mitigate 
the cost trends found in the Divisions report?  Please describe the nature of the changes you 
would recommend.  In addition, please address the following: 

  If enhanced competition  or government intervention that forces the use of limited resources 
into competing for patients is the goal, then the answer is no. 

  a). What would be the impact on your organization of making data public regarding quality 
and the reimbursement rates paid by each carrier to each hospital or system in a manner that 
identifies all relevant organizations?  What is the advantage or disadvantage to your 
organization of the current confidential system? 

  Cost and quality transparency are important factors in creating a consumer driven health care 
purchasing system.  However, a consumer comparing an FQHC’s Medicare reimbursement rate 
to a private practice physician’s Medicare rate does not tell the complete story.   

Price shopping patients may view a face value reimbursement for an FQHC as equal in content 
and meaning to the reimbursement for another healthcare organization.   As a Federally 
Qualified Health Center (FQHC) we receive an enhanced reimbursement for some Medicare and 
Medicaid services.  Along with that reimbursement is the requirement to provide services and 
opportunities that other medical providers and organizations are not required to provide.  Some 
examples of these services are: transportation to and from appointments, nutrition and 
counseling services, translation services, and a sliding fee schedule to all uninsured patients who 
are at or below 200% of the Federal Poverty Level.    

If reimbursements are made public, reimbursement from each and every payor source of the 
agency should be included, otherwise assurances should be in place to explain how, if, or to 
what extent, cost shifting occurs in such a way that the profit or margin is masked from public 
view. 



Making quality data accessible to the public is great concept, if all providers of the services are 
able to provide the same data, based on the same criteria, and anticipated and acceptable 
outcomes are defined. 

6.  Please identify any additional cost drivers that you believe should be examined in subsequent 
years and explain your reasoning. 

  A looming cost driver that may be a result of federal healthcare reform allowing intrastate 
marketing of health insurance.  The current time and resource commitment to assuring 
compliance with each health plan now is a significant organizational expense and while the 
concept of more competition to drive down prices is valid, the result may be many more health 
plans with obscure payment schedules and  and idiosyncratic preauthorizations or 
prequalifications.  These issues would increase the provider cost and discourage participation 
due to the overhead – which will actually decrease access to our residents. 
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February 12, 2010

Dr. Jack Dutzar
President & CEO
Fallon Clinic
630 Plantation St.
Worcester, MA 01605

Dear Dr. Dutzar:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office (AGO), is required by state law to hold annual public hearings concerning health
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative
sample of health care providers and payers as witnesses for such hearing. In accordance with these
provisions, Fallon Clinic has been identified as a witness and is hereby requested to submit written
testimony to the questions in “Exhibit B” and “Exhibit C” in accordance with this notice and
exhibits.

The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit
additional information that explains the premium and cost increases, to gather your perspective on
the dynamics driving the trends observed, and to obtain your recommendations for short and long
term solutions to such dynamics.

Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b)
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be
the subject of these hearings. Based on the findings of that Preliminary Report, the Attorney
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends
http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf


that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

Fallon Clinic is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday,
February 26, 2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Fallon Clinic no later than March 5th and determine whether you will be required to provide
oral testimony at the hearings, and if so, the time period for which you must be present.  Thank you
for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures:
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and DHCFP Questions for Written Testimony
Exhibit C: Instructions and AGO Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and DHCFP Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data, or finding that differs from your organization’s experience and
the potential reasons therefore.

2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially
from these aggregate trends with respect to:

a. The growth of revenues for imaging services;
b. Price changes versus other sources of growth in revenues for imaging services.
c. The growth of revenues for primary care and/or specialty services;
d. Price changes versus other sources of growth in revenues for primary care and

specialty services.

3) What are the one or two most important underlying causes of your experience, as described in
question #2 above? Provide any information you have that will support your assertions. In
particular how does your relative market position or market share affect your cost or revenue
trends?

4) How much of your patient revenue is paid on a per capita basis and how much is based on fee
for service? For fee-for-service patients, what percent of revenues are generated from payments
made based on higher quality?

5) What has been the trend in per capita costs for patients enrolled in your practice and how does it
compare to the results of our analysis?

6) What percentage of physicians in your practice are paid based on a salary and what through
another arrangement?  If you do pay physicians based on a salary, what impact does that have on
your ability to attract new physicians to your practice?

mailto:costtrends@hcf.state.ma.us
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7) What factors do you consider when negotiating payment rate?  Please explain each factor (e.g.,
labor costs) and rank them in the order of impact on negotiated rates.

8) What specific actions has your organization taken already to address the trends presented in the
Division’s reports in the short term or long term? What current factors limit the ability of your
organization to execute these strategies effectively?

9) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think
would encourage or help health care providers to operate more efficiently? What changes would
you suggest to encourage treatment of routine care at less expensive, but appropriate settings?

10) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding quality
and the reimbursement rates paid by each carrier to each hospital or system in a manner
that identifies all relevant organizations?  What is the advantage or disadvantage to your
organization of the current confidential system?

11) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

12) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Exhibit C: Instructions and AGO Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax).

Questions

1) Please explain and submit a summary table showing your internal costs and cost trends from
2004 to 2008 broken out to show categories of aggregate direct costs (e.g., labor costs for all cost
centers) and categories of indirect costs including, but not limited to, debt service, depreciation,
advertising, bad debt, stop-loss insurance, malpractice insurance, medical management
infrastructure, administration, research, academic costs.  Please explain and submit supporting
documents to show the methodologies you use to allocate the categories of indirect costs to cost
centers (operating units) or physician/specialty groups.

2) Please explain and submit supporting documents that show any steps you have taken to reduce
or control the growth of your internal direct or indirect costs in the last 5 years.

3) Please explain and submit a summary table showing your annual operating margins (profit or
loss) from 2004 to 2008 for your entire commercial, government, and all other business (and
please identify the carriers or programs included in each of these three aggregate margins).
Please explain and submit supporting documents to show whether and how your revenue and
margins are different for commercial carriers for your business operated through HMO, PPO,
POS agreements, including any agreements subject to a global per member per month risk
feature.

4) Please explain and submit a summary table showing your physician membership divided by
primary care and major specialty (e.g., obstetrics, oncology, etc.) for each year from 2004 to
2008, and the patient volume and revenue associated with primary care and each major specialty.

5) Please explain how your services are integrated with other health providers through medical
management infrastructure, case management, hospital site personnel, or other forms of care
integration and management.  Please include cost information on a per member per month basis

mailto:costtrends@hcf.state.ma.us
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(or aggregate percent of revenue basis) for your integration infrastructure and how these costs
have been paid.

6) Please explain and submit supporting documents that show your internal costs, including any
stop-loss coverage, for any risk you currently bear related to your contracts with commercial
insurers.  Please include any analysis you have conducted on how much your costs and risk-
capital needs would change based on increases or decreases in risk you bear in relation to your
business with commercial insurers.



 

 
 
March 3, 2010 
 
 
 
David Morales 
Commissioner 
The Commonwealth of Massachusetts 
Executive Office of Health and Human Services 
Division of Health Care Finance and Policy 
Two Boylston Street 
Boston, MA 02166 
 
Dear Commissioner Morales: 
 
Thank you for your letter of February 12, 2010, requesting Fallon Clinic’s testimony in response 
to inquiries from both The Division of Health Care Financing & Policy and the Attorney 
General’s Office.   
 
Attached are Fallon Clinic’s Responses to Exhibit C from the Office of the Attorney General and 
to Exhibit B from the Division of Healthcare Finance and Policy. 
 
I appreciate the opportunity to submit the attached and to participate in these important 
deliberations regarding how healthcare is financed and delivered throughout the Commonwealth. 
 
If you have any questions, please do not hesitate to contact me directly at 508 368 5541. 
 
Sincerely, 

 
Jack Dutzar MD 
President and CEO 



                                         
                                                           Exhibit B 
Division of Healthcare Finance & Policy Questions/Fallon Clinic Testimony 
 
 
1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please 

provide commentary on any data, or finding that differs from your organization’s experience 
and the potential reasons therefore.  

  
Testimony: 

Given the limited period provided to prepare this testimony Fallon Clinic, Inc. (hereinafter 
“Fallon Clinic”) has not had adequate time to do an in depth review of the Commonwealths 
analysis. At the broadest level Fallon Clinic concurs that there appears to be inequities in 
reimbursement among both hospitals and physicians and Fallon Clinic would be supportive of 
the Commonwealth’s efforts to encourage transparency with cost and quality driving 
purchasing decisions. 

 
 
2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially 

from these aggregate trends with respect to: 
a. The growth of revenues for imaging services; 
b. Price changes versus other sources of growth in revenues for imaging services. 
c. The growth of revenues for primary care and/or specialty services; 
d. Price changes versus other sources of growth in revenues for primary care and 

specialty services. 
 
Testimony: 

In an effort to improve imaging service, access and cost to Fallon Clinic patients, Fallon Clinic 
acquired a local imaging center during 2008.  This allowed Fallon Clinic to enhance CAT scan 
capability and provide magnetic resonance imaging at a lower cost than competing hospitals 
and imaging centers.  Consequently, Fallon Clinic’s average annual imaging revenue increased 
by 48 percent during the 2007-2009 period.  The new imaging center significantly altered the 
existing modality mix, thus making comparisons to the Commonwealth’s health care trends 
difficult.  Commercial fee-for-service and capitated professional services revenue increased at 
an annual rate of 7.3 percent during the 2007-2009 period, which is slightly lower than the 
professional services trend noted in Table 1:  Drivers of Spending Growth, 2006-2007.  
Approximately 3.2 percent of the total increase was due to a rise in the number of service units, 
while 1.0 percent and 3.1 percent of the aggregate increase was attributable to service mix and 
price, respectively. 

 
 
3) What are the one or two most important underlying causes of your experience, as described in 

question #2 above? Provide any information you have that will support your assertions. In 
particular how does your relative market position or market share affect your cost or revenue 
trends? 

 
Testimony: 

As noted above, Fallon Clinic’s increase in imaging services revenue was directly related to the 
acquisition of an imaging center in March 2008.  Pricing for imaging services actually declined 
over the 2007-2009 period, as commercial payers instituted Medicare Outpatient Prospective 
Payment System rates.  The annual 7.3 percent increase in total professional services revenue 
was driven primarily by changes in service mix reflecting a rise in the acuity of enrolled 
commercial members.  A 3.1 percent increase in unit cost also contributed to the aggregate 
increase.  



 2

 
While Fallon Clinic’s extensive geographic service area affords some contracting leverage, 
clinical quality, risk management capability and the overall efficiency of an integrated medical 
delivery system are the most appealing qualities to the commercial market. 

 
 
4) How much of your patient revenue is paid on a per capita basis and how much is based on fee 

for service? For fee-for-service patients, what percent of revenues are generated from payments 
made based on higher quality? 

 
Testimony: 

Approximately 66 percent of Fallon Clinic’s total revenue is comprised of capitation or risk-
related revenue.  Thirty (30) percent of total revenue is reimbursed on a fee-for-service basis 
and 4.0 percent is attributable to other revenue sources such as research, rental income and 
physician service agreements.  Approximately $280,000 (0.5 percent) of fee-for-service 
revenue is generated from clinical quality payments based primarily on Healthcare 
Effectiveness Data and Information Set (HEDIS) measures.  The majority of Fallon Clinic’s 
pay-for-performance reimbursement is associated with capitated business. 

 
 
5) What has been the trend in per capita costs for patients enrolled in your practice and how does 

it compare to the results of our analysis? 
 
Testimony: 

Fallon Clinic has various risk arrangements with commercial payers.  The total per-member-
per-month cost associated with commercial members enrolled in these risk contracts has 
increased by an average annual rate of 7.6 percent during the 2006-2009 period.  This 
approximates the annual trend noted in Figure 1 of Massachusetts Health Spending Trends for 
Privately Insured.  Hospital outpatient and inpatient costs comprised over 57 percent of the 
total cost increase, while professional and ancillary medical services represent approximately 
40 percent of the aggregate trend.  Pharmacy expenses increased only 1.6 percent annually over 
the three-year period representing 3.0 percent of the total cost increase.   
 
Fallon Clinic capitation rates have been driven primarily by unit cost increases paid to non-
Fallon Clinic providers, as well as a general increase in the acuity level of patients enrolled in 
risk contracts. 
 
It should be noted that actuaries, commercial payers and other providers indicate the total cost 
of Fallon Clinic patients is considerably below the cost of commercial patients enrolled with 
physicians outside of Fallon Clinic. 

 
 
6) What percentage of physicians in your practice is paid based on a salary and what through 

another arrangement?  If you do pay physicians based on a salary, what impact does that have 
on your ability to attract new physicians to your practice?   
 

Testimony: 
One hundred (100) percent of Fallon Clinic physicians are salaried, with those salaries annually 
determined, in part by productivity and by other factors including quality performance and 
panel management.  Fallon Clinic physicians do not bill independently for their services.  The 
salaried structure does not appear to impair Fallon Clinic’s ability to attract new physicians to 
our practice.  
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7) What factors do you consider when negotiating payment rate?  Please explain each factor (e.g., 
labor costs) and rank them in the order of impact on negotiated rates.  

 
Testimony: 
Fallon Clinic considers many factors when negotiating commercial reimbursement terms as noted 
below: 
 

1) Declining public sector reimbursement places additional pressure on commercial 
reimbursement rates as patient revenue related to governmental products comprise almost 
50 percent of Fallon Clinic’s total revenue. 

2) Unit cost increases associated with professional services purchased outside Fallon Clinic. 
3) Hospital outpatient volume and cost trends. 
4) Acuity level of the enrolled risk population. 
5) Projected gain or loss of commercial membership. 
6) Internal cost increases such as health insurance and labor costs associated with the ability 

to attract and retain professional talent. 
7) Fallon Clinic has averaged a 1.5 percent operating margin during the past three years.  

Minimum operating margins of approximately 3 percent are required to fund capital 
investments in medical facilities, medical equipment and information technology 
(primarily electronic medical record (EMR) systems). 

 
 
8) What specific actions has your organization taken already to address the trends presented in the 

Division’s reports in the short term or long term? What current factors limit the ability of your 
organization to execute these strategies effectively? 

 
Testimony: 

The following comments summarize our most important initiatives in this category: 
 

1. Chronic Disease Management:  More than 50 percent of Fallon Clinic’s costs are driven by 
fewer than five percent of our patients so we have created formal disease management 
programs for diabetes, chronic obstructive pulmonary disease (COPD), congestive heart 
failure (CHF) and HIV embedded into Fallon Clinic’s clinical care sites.  These programs 
have demonstrated cost reductions while at the same time improving quality of care.   

2. Medical Home Initiative:  Fallon Clinic has piloted a medical home site in Leominster and 
are creating an alternative model for chronic disease management, which is patient 
centered rather than disease specific.  Fallon Clinic is initially targeting diabetes, 
hypertension and hyperlipidemia as the disorders to be managed by means of registries 
based on our EMR. 

3. Emergency Department Utilization:  Lists of emergency department (ED) high utilizers are 
shared monthly with Fallon Clinic care coordination staff and PCPs to facilitate more 
appropriate utilization.  Fallon Clinic also maintains three Urgent Care facilities as an 
alternative to the ED. 

4. High Risk Seniors:  Fallon Clinic’s innovative “Home Run” program provides home visits 
for approximately 160 high-risk seniors to help these patients manage their multiple 
chronic diseases.   

5. High Cost Radiology Procedures:  Although Fallon Clinic is predominantly capitated, 
Fallon Clinic has agreed to participate in pre-authorization programs designed to optimize 
the use of CT, MRI, P.E.T. scans and thallium scans.   

6. Prescription Management:  Fallon Clinic’s dedicated clinical pharmacy staff has helped us 
to achieve benchmark levels of utilization for pharmacy. 

7. Effective Inpatient Management:  Fallon Clinic is one of the few independent groups in 
Massachusetts, which employs its own hospitalists, representing more than 20 FTEs.  This 
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helps the clinic appropriately manage inpatient utilization for our capitated patient 
population. 

8. Financial Incentives:  Fallon Clinic’s primary care physicians (PCP) and specialists have a 
financial incentive which rewards them for achieving appropriate levels of inpatient 
utilization, pegged to case mix adjusted inpatient targets for PCP panels and Diagnosis 
Related Group (DRG) bundles for specialists. 

9. Outpatient Migration of Services:  Large cost savings have resulted from Fallon Clinic’s 
outpatient surgical facilities for eye procedures and for endoscopies as well as Fallon 
Clinic’s outpatient thallium scanning unit.   

10. Adverse Event Prevention:  Fallon Clinic’s comprehensive performance improvement and 
patient safety programs help to prevent serious adverse outcomes, which are very 
expensive. 

 
Fallon Clinic’s ability to execute these strategies is limited by Fallon Clinic’s modest capital 
reserves and small operating margins. It is also difficult to succeed without a reliable supply of 
well-qualified adult PCPs who are becoming scarce primarily because of reimbursement 
inequities and workload challenges.  Fallon Clinic’s ability to effectively manage cost of care 
for capitated patients has also been negatively impacted by the migration of high-priced 
Boston-based services into Central Massachusetts.  This is perhaps best exemplified by the new 
Dana Farber Cancer Institute facility in Milford.  Radiation therapy services there are 80 to 100 
percent more expensive than Saint Vincent Hospital in Worcester.           
 
Despite these obstacles, Fallon Clinic’s cost control interventions enable us to offer a narrow 
network “Direct Care” product through FCHP, which is priced 12 percent below the prevailing 
commercial market, with excellent quality performance.  In that sense, Fallon Clinic is already 
functioning as a successful “Accountable Care Organization” (ACO).                     

 
 
9) What types of systemic changes would be most helpful in reducing cost trends without 

sacrificing quality and consumer access? What other systemic or policy changes do you think 
would encourage or help health care providers to operate more efficiently? What changes 
would you suggest to encourage treatment of routine care at less expensive, but appropriate 
settings? 

 
Testimony: 

The following public policy changes in Massachusetts would help to address the problematic 
cost trends, which have been identified. 

 
1. Balance reimbursement rates for hospital care through elimination of “market dominance” 

multiples for care of equal quality. 
2. Closely evaluate the need for state mandated benefits which are not evidence-based and 

which are not documented to improve health and clinical outcomes 
3. Mandate payer support for medical home models, beginning with those certified by the 

National Committee for Quality Assurance (NCQA) as meeting appropriate qualifying 
standards. This would be an important step in the direction of value based payments 

4. Modify the “prudent lay person standard” for emergency department services allowing 
denials for defined minor illnesses.  This would be consistent with several published 
studies documenting that random sample of surveyed lay persons regard more than 50 
percent of presenting diagnoses as inappropriate for the ED (see for example: American 
Journal of Emergency Medicine, Volume 20, Number 1, January 2002, page 10 and The 
Journal of Emergency Medicine, Volume 17, Number 3, May 1999, page 413). 

5. Enact Medical Tort Reform preferably with a no fault system which would ensure that a 
higher percentage of injured patients receive awards, while at the same time reducing the 
impact of defensive medicine and high litigation costs.  In this regard it is important to note 
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that the Massachusetts Medical Society published in November 2008 a survey on defensive 
medicine practices in Massachusetts, revealing that 83 percent of physicians surveyed are 
in the habit of ordering defensive tests for fear of malpractice options.  The study estimated 
an annual cost impact of $1.4 billion in Massachusetts, just for the eight specialties 
surveyed. There is also abundant data available to suggest that the modest tort reform 
enacted in Texas had favorable impact on malpractice premiums, business activity, and 
physician recruitment in that state. 

6. Promote and support the development of integrated ACOs as recommended by the state’s 
payment reform commission. 

7. Promote and implement strategies to engage patients to become more rational and cost-
conscious consumers of health care resources.             

 
10) Could enhanced competition or government intervention or a combination of both mitigate the 

cost trends found in the Divisions report? Please describe the nature of the changes you would 
recommend.  In addition, please address the following: 

 
a. What would be the impact on your organization of making data public regarding 

quality and the reimbursement rates paid by each carrier to each hospital or system in a 
manner that identifies all relevant organizations?  What is the advantage or 
disadvantage to your organization of the current confidential system?   

 
Testimony: 

Fallon Clinic would support a competitive environment in which consumers and others who 
are direct purchasers of services are provided or given access to accurate information regarding 
the price and quality of the services being provided.  The current environment in which each 
provider can align itself with multiple payers, each with unique provider specific contracts and 
arrangements does not provide consumers or direct purchasers with the ability to access and 
evaluate meaningful price and quality of service information. Without this information, 
purchasers of services can not make informed value based decisions that are at the core of any 
competitive model and this applies to both individual consumers, employers and practices like 
Fallon Clinic.  Fallon Clinic is heavily involved in risk arrangements and in some instances 
must purchase significant high-end health care services for its patients that are not available or 
accessible within the risk partnership.  Fallon Clinic would be in a position to make better 
informed care and financial decisions if it could compare cost and quality levels for multiple 
providers.  Fallon Clinic would be well served by more transparency, but such transparency 
would need to be universal. 

   
Government’s role in today’s environment should be focused on making cost and quality the 
determinants that drive purchasing decisions and reimbursement rates.   

 
 
11) Please identify any additional cost drivers that you believe should be examined in subsequent 

years and explain your reasoning. 
 
Testimony: 
 

Fallon Clinic, in its response to Question 9, has provided other areas that it would advise the 
Commonwealth to consider in its efforts to reduce health care costs. 

 
 
12) Please provide any additional comments or observations you believe will help to inform our 

hearing and our final recommendations.  
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Testimony: 
 

Fallon Clinic appreciates the opportunity to respond to Governor Patrick’s request for 
testimony. Fallon Clinic applauds the work and analysis that has been undertaken to date by 
the Division of Health Care Financing and Policy in collaboration with and the Attorney 
General’s office. Fallon Clinic has no additional written comments or observations for 
submission at this time. 

 
 
 
                                             Exhibit C 
Attorney General’s Office Questions/Fallon Clinic Testimony 
 
 

1) Please explain and submit a summary table showing your internal costs and cost trends from 
2004 to 2008 broken out to show categories of aggregate direct costs (e.g., labor costs for all 
cost centers) and categories of indirect costs including, but not limited to, debt service, 
depreciation, advertising, bad debt, stop-loss insurance, malpractice insurance, medical 
management infrastructure, administration, research, academic costs.  Please explain and 
submit supporting documents to show the methodologies you use to allocate the categories of 
indirect costs to cost centers (operating units) or physician/specialty groups. 

 
Testimony: 

Internal costs and cost trends are made up of both direct and indirect costs associated with 
providing care to patients enrolled in Commercial, Medicare, Medicaid and Self Pay.  Fallon 
Clinic experienced an average annual cost trend increase of 3.8 percent for the 2004-2009 
timeframe.  Labor costs, including health insurance expenses, were the principal components 
of the aggregate increase in trend.  Corresponding total annual revenue trends for this same 
period of time approximated 3.9 percent. 

 
2) Please explain and submit supporting documents that show any steps you have taken to reduce 

or control the growth of your internal direct or indirect costs in the last 5 years. 
 
Testimony: 

Fallon Clinic has taken numerous steps during the past five years to control internal and 
external costs as noted below: 
 
1) Formed a malpractice captive and implemented numerous risk mitigation and patient safety 

initiatives resulting in a 50 percent decrease in malpractice expenses. 
2) Implemented a comprehensive electronic medical record (EMR) system, which allowed for 

a significant reduction in medical records, storage, transcription, and charge entry costs. 
3) Increased employee health insurance cost sharing. 
4) Renegotiated major supplier and service contracts resulting in significant cost savings.  
5) Instituted tighter self-pay collection policies and procedures. 
6) Increased the level of scrutiny for all new and replacement positions. 
7) Conducted direct negotiations with several large medical service providers, which yielded 

considerable savings. 
8) Instituted numerous medical management programs as referenced in the response to Exhibit 

B, Question 8. 
9) Converted to tax-exempt status in 2006. 

10)  Implemented continuous process improvement techniques within selected practice 
locations. 
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3) Please explain and submit a summary table showing your annual operating margins (profit or 

loss) from 2004 to 2008 for your entire commercial, government, and all other business (and 
please identify the carriers or programs included in each of these three aggregate margins).  
Please explain and submit supporting documents to show whether and how your revenue and 
margins are different for commercial carriers for your business operated through HMO, PPO, 
POS agreements, including any agreements subject to a global per member per month risk 
feature.  

 
Testimony: 

Fallon Clinic does not allocate internal costs to commercial insurance products.  Consequently, 
operating margins by insurance product are not available. 

 
 
4) Please explain and submit a summary table showing your physician membership divided by 

primary care and major specialty (e.g., obstetrics, oncology, etc.) for each year from 2004 to 
2008, and the patient volume and revenue associated with primary care and each major 
specialty. 

 
Testimony: 

Fallon Clinic physician FTEs have averaged about 205 during calendar years 2007-2009.  
Approximately 54 percent of total FTEs represent primary care physicians.  Patient volume has 
been relatively consistent during this same period.  Total revenue per physician specialty is 
unavailable due to the fixed (capitated) reimbursement methodology.   

 
 
5) Please explain how your services are integrated with other health providers through medical 

management infrastructure, case management, hospital site personnel, or other forms of care 
integration and management.  Please include cost information on a per member per month 
basis (or aggregate percent of revenue basis) for your integration infrastructure and how these 
costs have been paid. 

 
Testimony: 

Fallon Clinic physician FTEs have averaged about 205 during calendar years 2007-2009.  
Approximately 54 percent of total FTEs represent primary care physicians.  Patient volume has 
been relatively consistent during this same period.  Total revenue per physician specialty is 
unavailable due to the fixed (capitated) reimbursement methodology.   

 
 
6) Please explain and submit supporting documents that show your internal costs, including any 

stop-loss coverage, for any risk you currently bear related to your contracts with commercial 
insurers.   Please include any analysis you have conducted on how much your costs and risk-
capital needs would change based on increases or decreases in risk you bear in relation to your 
business with commercial insurers. 

 
Testimony: 

Fallon Clinic does not directly carry stop-loss coverage for the various risk contracts.  Risk 
mitigation is provided by commercial insurers in the form of downside risk limits, aggregate 
reinsurance, per patient stop-loss and reimbursement corridors linked to a percent of Medicare 
RBRVS. 
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I, Jack Dutzar, as President and CEO of Fallon Clinic, am authorized to represent Fallon Clinic for 
the purposes of this testimony in response to inquiries from the Division of Health Care Finance 
and Policy and the Attorney General’s Office and I have signed under the pains and penalties of 
perjury. 
 

 
      
Jack M. Dutzar, MD 
 
President and CEO 
Fallon Clinic 
 
Date: March 3, 2010    



Fallon Clinic Responses to Exhibit C 
Massachusetts Attorney General’s Office 

 
 

Response No. 1 
 
Internal costs and cost trends are made up of both direct and indirect costs associated 
with providing care to patients enrolled in Commercial, Medicare, Medicaid and Self 
Pay.  Fallon Clinic experienced an average annual cost trend increase of 3.8 percent for 
the 2004-2009 timeframe.  Labor costs, including health insurance expenses, were the 
principal components of the aggregate increase in trend.  Corresponding total annual 
revenue trends for this same period of time approximated 3.9 percent. 
 
Response No.  2 
 
Fallon Clinic has taken numerous steps during the past five years to control internal and 
external costs as noted below: 
 
1) Formed a malpractice captive and implemented numerous risk mitigation and patient 

safety initiatives resulting in a 50 percent decrease in malpractice expenses. 
2) Implemented a comprehensive electronic medical record (EMR) system, which 

allowed for a significant reduction in medical records, storage, transcription, and 
charge entry costs. 

3) Increased employee health insurance cost sharing. 
4) Renegotiated major supplier and service contracts resulting in significant cost 

savings.  
5) Instituted tighter self-pay collection policies and procedures. 
6) Increased the level of scrutiny for all new and replacement positions. 
7) Conducted direct negotiations with several large medical service providers, which 

yielded considerable savings. 
8) Instituted numerous medical management programs as referenced in the response to 

Exhibit B, Question 8. 
9) Converted to tax-exempt status in 2006. 

10)  Implemented continuous process improvement techniques within selected practice 
locations. 

 
Response No. 3 
 
Fallon Clinic does not allocate internal costs to commercial insurance products.  
Consequently, operating margins by insurance product are not available. 
 
Response No. 4 
 
Fallon Clinic physician FTEs have averaged about 205 during calendar years 2007-2009.  
Approximately 54 percent of total FTEs represent primary care physicians.  Patient 
volume has been relatively consistent during this same period.  Total revenue per 



physician specialty is unavailable due to the fixed (capitated) reimbursement 
methodology.   
 
Response No. 5 
 
Since Fallon Clinic is predominantly capitated, Fallon Clinic has implemented multiple 
infrastructure components to address the goals of care integration and management.  
Fallon Clinic’s direct investments in these activities on an annual basis exceed $6.7 
million so it is essential that Fallon Clinic’s reimbursement rates support these 
investments. 
 
 Fallon Clinic is one of the few stand-alone medical groups that funds its own hospitalist 
program, representing approximately 22 FTEs.  This is a $4 million annual investment, 
which Fallon Clinic believes is necessary to help Fallon Clinic achieve Fallon Clinic’s 
goals related to efficient use of inpatient resources.  These hospitalists also utilize the 
Fallon Clinic EMR, which is accessible to them during their hospital activities to help 
ensure coordination of care with Fallon Clinic’s primary care physicians and outpatient 
providers.   
 
Fallon Clinic also invests approximately $2.7 million annually in the following medical 
management and care coordination interventions listed in order of their total relative cost: 
 

1. Care Coordination Department:  staffed by six case mangers and five social 
workers to address the needs of patients with complex illness and psychosocial 
challenges. 

2. Diabetes Disease Management Program:  focusing on approximately 1,700 high- 
risk diabetics who have elevated A1C levels or complications of their disease. 

3. Dedicated Medical Director for Quality and Medical Management:  also 
responsible for the integration of Fallon Clinic’s efforts with quality improvement 
and patient safety goals. 

4. Referral Management Department:  six staff members who help to ensure that 
referrals are coordinated and retained within Fallon Clinic’s integrated group 
practice where possible in the interest of continuity of care and effective 
communication. 

5. Division of Drug Management:  includes a clinical pharmacist, pharmacy tech and 
part time director. 

6. Formal Chronic Obstructive Pulmonary Disease (COPD) Management Program 
imbedded into Fallon Clinic’s Pulmonary Department with two dedicated nurse 
care managers. 

7. “Home Run” Program:  provides house calls to approximately 160 high-risk 
seniors with complex medical needs. 

8. Dedicated analyst who reports to the Medical Director for Medical Management. 
9. Formal Disease Management Program for HIV patients, with a dedicated care 

manager who tracks approximately 160 patients. 



10. Dedicated pain specialist who provides consultative support to Fallon Clinic 
physicians and assists with the management of patients with complex pain 
problems, not supported by direct patient billings. 

 
Fallon Clinic has contractual relationships with Fallon Community Health Plan, which 
fund a subset of these activities ($1.7 million or 25 percent of Fallon Clinic’s medical 
management infrastructure) by means of subsidies from Fallon Clinic’s joint hospital risk 
pool.  The programs that receive this support are for care coordination, diabetes, COPD 
and the “Home Run” Program referenced above.  The remainder of the infrastructure 
costs ($5 million) are funded exclusively by Fallon Clinic. 
 
The medical management infrastructure is built to meet the needs of Fallon Clinic’s 
capitated patient population with approximately 72,000 patients now capitated with 
Fallon Community Health Plan and 10,000 with Blue Cross/Blue Shield.  This yields a 
total of 984,000 member months annually.  Fallon Clinic’s medical management costs are 
therefore approximately $6.80 per member per month (PMPM).  
 
  In addition to these direct infrastructure costs Fallon Clinic has also made large 
investments in Fallon Clinic’s electronic medical record and IT and finance support 
services which enable Fallon Clinic to be successful with Fallon Clinic’s medical 
management goals. These indirect costs are not included in the calculations above.    
 
Response No. 6 
 
Fallon Clinic does not directly carry stop-loss coverage for the various risk contracts.  
Risk mitigation is provided by commercial insurers in the form of downside risk limits, 
aggregate reinsurance, per patient stop-loss and reimbursement corridors linked to a 
percent of Medicare RBRVS. 
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February 12, 2010

Bob Ingala
Chief Executive Officer
Greater Lawrence Family Health Center
34 Haverhill Street
Lawrence, MA 01840

Dear Mr Ingala:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office, is required by state law to hold annual public hearings concerning health care
provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)  Massachusetts
General Law, chapter 118G §6½ requires the Division to identify a representative sample of health
care providers and payers as witnesses for such hearing. In accordance with these provisions,
Greater Lawrence Family Health Center has been identified as a witness and is hereby requested to
submit written testimony to the questions in “Exhibit B” in accordance with this notice and exhibits.

The goals of the written testimony are to examine and verify the findings presented in the Division’s
three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and Methods
Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-2008; and
Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research are
located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to what
extent - if any - your organization’s experience varies from the agency’s findings, to solicit additional
information that explains the premium and cost increases, to gather your perspective on the
dynamics driving the trends observed, and to obtain your recommendations for short and long term
solutions to such dynamics.

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised
that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends


Greater Lawrence Family Health Center is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” on or before – but no later than - close of business Friday, February 26,
2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Greater Lawrence Family Health Center no later than March 5th and determine whether you
will be required to provide oral testimony at the hearings, and if so, the time period for which you
must be present.  Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data or finding that differs from your organization’s experience and
the potential reasons therefore.

2) Are there any competitive advantages for community health centers to affiliate with academic
medical center? If so, what are they?

3) With respect to the aggregate trends, what specific actions has your organization taken already to
address these trends in the short term or long term?

a. What current factors limit the ability of your organization to execute these strategies
effectively?

4) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think
would encourage or help health care providers to operate more efficiently?

5) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding quality
and the reimbursement rates paid by each carrier to each hospital or system in a manner
that identifies all relevant organizations? What is the advantage or disadvantage to your
organization of the current confidential system?

6) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

mailto:costtrends@hcf.state.ma.us
mailto:Nordahl@state.ma.us
www.mass.gov/dhcfp/costtrends


7) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



The following testimony is provided by Robert Ingala, CEO, of the Greater Lawrence 
Family Health Center who is legally authorized and empowered to represent GLFHC. 
Such testimony is provided under pains and penalties of perjury. 

1)      After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends 
please provide commentary on any data or finding that differs from your organization’s 
experience and the potential reasons therefore.  

  

After reviewing the reports it appears that our experience with regard to premium 
increases have trended in the same manner as the reports indicate. 

  

2)      Are there any competitive advantages for community health centers to affiliate with 
academic medical center? If so, what are they? 

  

 The Greater Lawrence Family Health Center is an independent FQHC providing care to 
approximately 44,000 patients within the Merrimack Valley. In addition to my 
knowledge GLFHC is the only Health Center in the country that sponsors ,operates and 
has responsibility for all costs of a Family Medicine Residency program. Since its 
inception the Residency program has graduated over 112 primary care physicians who 
have gone on to practice in other underserved communities in Massachusetts and 
elsewhere. Unfortunately, as a result of budget constraints, the Commonwealth 
eliminated all funding for Graduate Medical Education. This budget cut reduced the total 
funding that GLFHC receives for the Residency program by $1 million. As a result the 
future of the Residency program is uncertain.  An affiliation with an academic medical 
center may have mitigated the impact of the GME funding elimination. GLFHC does 
have affiliate agreements with both the University of Massachusetts Medical School and 
Tufts University Medical School for student rotations.   

  

  

   

3)      With respect to the aggregate trends, what specific actions has your organization 
taken already to address these trends in the short term or long term?  

a.       What current factors limit the ability of your organization to execute these 
strategies effectively? 



  

  

As an employer GLFHC has included development of an employee wellness program as 
an initiative in our most recent strategic plan. We believe that offering convenient 
programs for weight reduction, smoking cessation and other preventative programs will 
have long term positive effects. A healthier workforce is more productive and increases 
for health insurance premiums should be lowered over time. However, the initial cost of 
any comprehensive wellness program will be an obstacle to implementation.  

  

As a provider of primary care GLFHC has increased capacity by 55% over the last eight 
years by opening two additional primary care sites and expanding hours of operation to 
9:00pm seven days a week. Yet demand still exceeds our capacity. As a strategic 
initiative ewe also have plans to add an additional 15 exam rooms at our oldest site in 
North Lawrence. 

Space, competition for additional primary care clinicians and the protracted credentialing 
timeframe are issues that limit our ability to meet the demand in a timely manner.     

  

4)      What types of systemic changes would be most helpful in reducing cost trends 
without sacrificing quality and consumer access? What other systemic or policy changes 
do you think would encourage or help health care providers to operate more efficiently? 

  

I believe that movement to the Medical Home model of primary care with meaningful 
payment reform are necessary steps that must be taken. It is well known that more 
primary care providers are needed and any reform must include recognition of the role 
that primary care plays in reducing overall health care costs. Compensation for primary 
care is one factor that drives physicians to specialties. Any policy reform must include 
improved working conditions and compensation for primary care clinicians. 
Credentialing of clinicians also must be reformed and made more efficient. Currently it 
can take as much as six months before a clinician is fully credentialed in Massachusetts. 
During this credentialing process, clinicians cannot provide care to most patients or face 
claim denials.  

  

5)      Could enhanced competition or government intervention or a combination of both 
mitigate the cost trends found in the Divisions report? Please describe the nature of the 
changes you would recommend.  In addition, please address the following: 



  

a.       What would be the impact on your organization of making data public regarding 
quality and the reimbursement rates paid by each carrier to each hospital or system in a 
manner that identifies all relevant organizations? What is the advantage or disadvantage 
to your organization of the current confidential system?   

  

I believe that a system which makes quality outcomes public will eventually drive 
competition. Educated patients will seek care where quality outcomes are high and 
improvements are well published.    

  

6)      Please identify any additional cost drivers that you believe should be examined in 
subsequent years and explain your reasoning 

  

Malpractice reform is another necessary step in reducing health care costs. It is well 
known that clinicians, especially specialists practice defensive medicine , ordering testing 
to protect themselves from malpractice claims that drive up malpractice premiums. 

  

7)      Please provide any additional comments or observations you believe will help to 
inform our hearing and our final recommendations.  

  

  

  

Bob Ingala  

Chief Executive Officer 

Greater Lawrence Family Health Center 

34 Haverhill Street 

Lawrence, MA 01841 

978-725-7400 
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February 18, 2010 
 
H. Eugene Lindsey, MD 
President and CEO 
Harvard Vanguard Medical Associates 
275 Grove Street – Suite 3-300 
Newton, MA 02466 
 
Dear Dr. Lindsey: 

 
This letter is in lieu of the previous request sent to Atrius Health on February 12th.   
 
The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney 
General’s Office (AGO), is required by state law to hold annual public hearings concerning health 
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)  
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative 
sample of health care providers and payers as witnesses for such hearing. In accordance with these 
provisions, Harvard Vanguard Medical Associates (HVMA) has been identified as a witness and is 
hereby requested to submit written testimony to the questions in “Exhibit B” and “Exhibit C” in 
accordance with this notice and exhibits.    

 
The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the 
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and 
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research 
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to 
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit 
additional information that explains the premium and cost increases, to gather your perspective on 
the dynamics driving the trends observed, and to obtain your recommendations for short and long 
term solutions to such dynamics.   
 
Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of 
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b) 
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be 
the subject of these hearings.  Based on the findings of that Preliminary Report, the Attorney 
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”  
 



While this testimony must be in writing, you may also be called for oral testimony on one or 
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised 
that additional dates the following week may be necessary to accomplish the Division’s statutory 
directives.    

 
With your assistance and active participation, the Division seeks to develop tangible policy 
recommendations to mitigate health care cost growth and to develop an integrated health care 
delivery system in a final report to the Legislature.  
 
HVMA is required to: 

1. electronically submit to the Division written testimony, signed under the pains and 
penalties of perjury, responding to the areas of inquiry identified on the attached 
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business 
Wednesday, March 3, 2010; and  

2. be prepared to appear at a public hearing to provide oral testimony at some time during, 
but not limited to, the following days: March 16, 18, and 19. 

 
The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written 
testimony will be a public record and will be posted on the Division’s website.  The Division will 
contact HVMA no later than March 5th and determine whether you will be required to provide oral 
testimony at the hearings, and if so, the time period for which you must be present.  Thank you for 
your attention to this important and timely matter. 

 
 

 
Sincerely, 

 
David Morales  
Commissioner 
 
 
 
cc:  Thomas O’Brien, Office of the Attorney General 
 
Enclosures: 
Exhibit A: Public Notice of Hearing 
Exhibit B: Instructions and DHCFP Questions for Written Testimony 
Exhibit C: Instructions and AGO Questions for Written Testimony 
 



Exhibit A 
 

NOTICE OF PUBLIC HEARING 
 

 
Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy 
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie 
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter 
regarding: 
 

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS 
 
Commissioner David Morales will preside over the hearings, which may be expected to continue 
through March 31, 2010. The Division shall call as witnesses a representative sample of providers 
and payers, including but not limited to those specified by the statute, who shall provide testimony 
under oath and subject to examination and cross examination by the Division and the Attorney 
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to 
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship 
between provider costs and payer premium rates.  The Division reserves the right to call other 
witnesses in furtherance of the statutory purpose of the hearings. 
 
Testimony may include without limitation: (i) in the case of providers, testimony concerning 
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology 
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer 
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts 
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public 
payers, testimony concerning factors underlying premium cost and rate increases, the relation of 
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that 
enhance product affordability and encourage efficient use of health resources and technology, 
efforts by the payer to increase consumer access to health care information, and efforts by the payer 
to promote the standardization of administrative practices, and any other matters as determined by 
the Division.  
 
The Division will schedule and accept oral testimony only from witnesses called by the Division; any 
member of the public may submit written testimony.  All written testimony provided by witnesses or 
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.  
 
Additional information regarding the hearings may be posted from time to time on the Division’s 
website. 



Exhibit B: Instructions and DHCFP Questions for Written Testimony 
 
Instructions 
 
1) On or before the close of business March 3, 2010, electronically submit written testimony signed 

under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.   
 
2) Answer all questions that apply to your organization’s experience, limiting your response to no 

more than 500 words per each numbered question.  Please begin all questions with a brief 
summary not to exceed 120 words.  If necessary, please include supporting testimony in an 
Appendix. 

 
3) The testimony must contain a statement that the person who signs it is legally authorized and 

empowered to represent the named organization for the purposes of this testimony, and that the 
testimony is signed under the pains and penalties of perjury.  An electronic signature will be 
sufficient for this submission.   

 
4) If you have any questions regarding this process or regarding the following questions, please 

contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax). 

 
Questions 

 
1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please 

provide commentary on any data, or finding that differs from your organization’s experience and 
the potential reasons therefore.  

 
2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially 

from these aggregate trends with respect to: 
a. The growth of revenues for imaging services; 
b. Price changes versus other sources of growth in revenues for imaging services. 
c. The growth of revenues for primary care and/or specialty services; 
d. Price changes versus other sources of growth in revenues for primary care and 

specialty services. 
 

3) What are the one or two most important underlying causes of your experience, as described in 
question #2 above? Provide any information you have that will support your assertions. In 
particular how does your relative market position or market share affect your cost or revenue 
trends? 

 
4) How much of your patient revenue is paid on a per capita basis and how much is based on fee 

for service? For fee-for-service patients, what percent of revenues are generated from payments 
made based on higher quality? 

 
5) What has been the trend in per capita costs for patients enrolled in your practice and how does it 

compare to the results of our analysis? 
 
6) What percentage of physicians in your practice are paid based on a salary and what through 

another arrangement?  If you do pay physicians based on a salary, what impact does that have on 
your ability to attract new physicians to your practice?   



 
7) What factors do you consider when negotiating payment rate?  Please explain each factor (e.g., 

labor costs) and rank them in the order of impact on negotiated rates.  
 
8) What specific actions has your organization taken already to address the trends presented in the 

Division’s reports in the short term or long term? What current factors limit the ability of your 
organization to execute these strategies effectively? 

 
9) What types of systemic changes would be most helpful in reducing cost trends without 

sacrificing quality and consumer access? What other systemic or policy changes do you think 
would encourage or help health care providers to operate more efficiently? What changes would 
you suggest to encourage treatment of routine care at less expensive, but appropriate settings? 
 

10) Could enhanced competition or government intervention or a combination of both mitigate the 
cost trends found in the Divisions report? Please describe the nature of the changes you would 
recommend.  In addition, please address the following: 

 
a. What would be the impact on your organization of making data public regarding quality 

and the reimbursement rates paid by each carrier to each hospital or system in a manner 
that identifies all relevant organizations?  What is the advantage or disadvantage to your 
organization of the current confidential system?   

 
11) Please identify any additional cost drivers that you believe should be examined in subsequent 

years and explain your reasoning. 
 
12) Please provide any additional comments or observations you believe will help to inform our 

hearing and our final recommendations.  
 
 
 
 



Exhibit C: Instructions and AGO Questions for Written Testimony 
 
Instructions 
 
1) On or before the close of business March 3, 2010, electronically submit written testimony signed 

under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.   
 
2) Answer all questions that apply to your organization’s experience, limiting your response to no 

more than 500 words per each numbered question.  Please begin all questions with a brief 
summary not to exceed 120 words.  If necessary, please include supporting testimony in an 
Appendix. 

 
3) The testimony must contain a statement that the person who signs it is legally authorized and 

empowered to represent the named organization for the purposes of this testimony, and that the 
testimony is signed under the pains and penalties of perjury.  An electronic signature will be 
sufficient for this submission. 

 
4) If you have any questions regarding this process or regarding the following questions, please 

contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax). 

 
Questions 
 
1) Please explain and submit a summary table showing your internal costs and cost trends from 

2004 to 2008 broken out to show categories of aggregate direct costs (e.g., labor costs for all cost 
centers) and categories of indirect costs including, but not limited to, debt service, depreciation, 
advertising, bad debt, stop-loss insurance, malpractice insurance, medical management 
infrastructure, administration, research, academic costs.  Please explain and submit supporting 
documents to show the methodologies you use to allocate the categories of indirect costs to cost 
centers (operating units) or physician/specialty groups. 

 
2) Please explain and submit supporting documents that show any steps you have taken to reduce 

or control the growth of your internal direct or indirect costs in the last 5 years. 
 
3) Please explain and submit a summary table showing your annual operating margins (profit or 

loss) from 2004 to 2008 for your entire commercial, government, and all other business (and 
please identify the carriers or programs included in each of these three aggregate margins).  
Please explain and submit supporting documents to show whether and how your revenue and 
margins are different for commercial carriers for your business operated through HMO, PPO, 
POS agreements, including any agreements subject to a global per member per month risk 
feature.  

 
4) Please explain and submit a summary table showing your physician membership divided by 

primary care and major specialty (e.g., obstetrics, oncology, etc.) for each year from 2004 to 
2008, and the patient volume and revenue associated with primary care and each major specialty. 

 
5) Please explain how your services are integrated with other health providers through medical 

management infrastructure, case management, hospital site personnel, or other forms of care 
integration and management.  Please include cost information on a per member per month basis 



(or aggregate percent of revenue basis) for your integration infrastructure and how these costs 
have been paid. 

 
6) Please explain and submit supporting documents that show your internal costs, including any 

stop-loss coverage, for any risk you currently bear related to your contracts with commercial 
insurers.   Please include any analysis you have conducted on how much your costs and risk-
capital needs would change based on increases or decreases in risk you bear in relation to your 
business with commercial insurers. 
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Executive Office of Health and Human Services

Division of Health Care Finance and Policy
Two Boylston Street
Boston, MA 02116

617-988-3100 • Fax 617-727-7662 • TTY 617-988-3175
www.mass.gov/dhcfp

February 12, 2010

Lori Abrams Berry
Executive Director
Lynn Community Health Center
269 Union Street
Lynn, MA 01901

Dear Ms. Abrams Berry:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office, is required by state law to hold annual public hearings concerning health care
provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)  Massachusetts
General Law, chapter 118G §6½ requires the Division to identify a representative sample of health
care providers and payers as witnesses for such hearing. In accordance with these provisions, Lynn
Community Health Center has been identified as a witness and is hereby requested to submit written
testimony to the questions in “Exhibit B” in accordance with this notice and exhibits.

The goals of the written testimony are to examine and verify the findings presented in the Division’s
three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and Methods
Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-2008; and
Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research are
located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to what
extent - if any - your organization’s experience varies from the agency’s findings, to solicit additional
information that explains the premium and cost increases, to gather your perspective on the
dynamics driving the trends observed, and to obtain your recommendations for short and long term
solutions to such dynamics.

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised
that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends


Lynn Community Health Center is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” on or before – but no later than - close of business Friday, February 26,
2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Lynn Community Health Center no later than March 5th and determine whether you will be
required to provide oral testimony at the hearings, and if so, the time period for which you must be
present.  Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data or finding that differs from your organization’s experience and
the potential reasons therefore.

2) Are there any competitive advantages for community health centers to affiliate with academic
medical center? If so, what are they?

3) With respect to the aggregate trends, what specific actions has your organization taken already to
address these trends in the short term or long term?

a. What current factors limit the ability of your organization to execute these strategies
effectively?

4) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think
would encourage or help health care providers to operate more efficiently?

5) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding quality
and the reimbursement rates paid by each carrier to each hospital or system in a manner
that identifies all relevant organizations? What is the advantage or disadvantage to your
organization of the current confidential system?

6) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

mailto:costtrends@hcf.state.ma.us
mailto:Nordahl@state.ma.us
www.mass.gov/dhcfp/costtrends


7) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.
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February 12, 2010

Bart Alfano, MD
President
Metrowest Health Care Alliance
67 Union St.
Leonard Morse Hospital
Natick, MA 01760

Dear Dr. Alfano:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office (AGO), is required by state law to hold annual public hearings concerning health
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative
sample of health care providers and payers as witnesses for such hearing. In accordance with these
provisions, Metrowest Health Care Alliance has been identified as a witness and is hereby requested
to submit written testimony to the questions in “Exhibit B” and “Exhibit C” in accordance with this
notice and exhibits.

The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit
additional information that explains the premium and cost increases, to gather your perspective on
the dynamics driving the trends observed, and to obtain your recommendations for short and long
term solutions to such dynamics.

Moreover, the Attorney General’s Office recently released a Preliminary Report on its Investigation of
Health Care Cost Trends and Cost Drivers pursuant to M.G.L. c. 118G, § 6½(b)
(http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf ), which will also be
the subject of these hearings. Based on the findings of that Preliminary Report, the Attorney
General’s Office has provided additional questions requiring written testimony in “Exhibit C.”

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends
http://www.mass.gov/Cago/docs/healthcare/Investigation_HCCT&CD.pdf


that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

Metrowest Health Care Alliance is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday,
February 26, 2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Metrowest Health Care Alliance no later than March 5th and determine whether you will be
required to provide oral testimony at the hearings, and if so, the time period for which you must be
present.  Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures:
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and DHCFP Questions for Written Testimony
Exhibit C: Instructions and AGO Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and DHCFP Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data, or finding that differs from your organization’s experience and
the potential reasons therefore.

2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially
from these aggregate trends with respect to:

a. The growth of revenues for imaging services;
b. Price changes versus other sources of growth in revenues for imaging services.
c. The growth of revenues for primary care and/or specialty services;
d. Price changes versus other sources of growth in revenues for primary care and

specialty services.

3) What are the one or two most important underlying causes of your experience, as described in
question #2 above? Provide any information you have that will support your assertions. In
particular how does your relative market position or market share affect your cost or revenue
trends?

4) How much of your patient revenue is paid on a per capita basis and how much is based on fee
for service? For fee-for-service patients, what percent of revenues are generated from payments
made based on higher quality?

5) What has been the trend in per capita costs for patients enrolled in your practice and how does it
compare to the results of our analysis?

6) What percentage of physicians in your practice are paid based on a salary and what through
another arrangement?  If you do pay physicians based on a salary, what impact does that have on
your ability to attract new physicians to your practice?

mailto:costtrends@hcf.state.ma.us
mailto:Nordahl@state.ma.us
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7) What factors do you consider when negotiating payment rate?  Please explain each factor (e.g.,
labor costs) and rank them in the order of impact on negotiated rates.

8) What specific actions has your organization taken already to address the trends presented in the
Division’s reports in the short term or long term? What current factors limit the ability of your
organization to execute these strategies effectively?

9) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think
would encourage or help health care providers to operate more efficiently? What changes would
you suggest to encourage treatment of routine care at less expensive, but appropriate settings?

10) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding quality
and the reimbursement rates paid by each carrier to each hospital or system in a manner
that identifies all relevant organizations?  What is the advantage or disadvantage to your
organization of the current confidential system?

11) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

12) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Exhibit C: Instructions and AGO Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Ashley Reid, Office of the Attorney General, at Ashley.Reid@state.ma.us, (617) 963-
2488, or (617) 573-5386 (fax).

Questions

1) Please explain and submit a summary table showing your internal costs and cost trends from
2004 to 2008 broken out to show categories of aggregate direct costs (e.g., labor costs for all cost
centers) and categories of indirect costs including, but not limited to, debt service, depreciation,
advertising, bad debt, stop-loss insurance, malpractice insurance, medical management
infrastructure, administration, research, academic costs.  Please explain and submit supporting
documents to show the methodologies you use to allocate the categories of indirect costs to cost
centers (operating units) or physician/specialty groups.

2) Please explain and submit supporting documents that show any steps you have taken to reduce
or control the growth of your internal direct or indirect costs in the last 5 years.

3) Please explain and submit a summary table showing your annual operating margins (profit or
loss) from 2004 to 2008 for your entire commercial, government, and all other business (and
please identify the carriers or programs included in each of these three aggregate margins).
Please explain and submit supporting documents to show whether and how your revenue and
margins are different for commercial carriers for your business operated through HMO, PPO,
POS agreements, including any agreements subject to a global per member per month risk
feature.

4) Please explain and submit a summary table showing your physician membership divided by
primary care and major specialty (e.g., obstetrics, oncology, etc.) for each year from 2004 to
2008, and the patient volume and revenue associated with primary care and each major specialty.

5) Please explain how your services are integrated with other health providers through medical
management infrastructure, case management, hospital site personnel, or other forms of care
integration and management.  Please include cost information on a per member per month basis

mailto:costtrends@hcf.state.ma.us
mailto:Reid@state.ma.us


(or aggregate percent of revenue basis) for your integration infrastructure and how these costs
have been paid.

6) Please explain and submit supporting documents that show your internal costs, including any
stop-loss coverage, for any risk you currently bear related to your contracts with commercial
insurers.  Please include any analysis you have conducted on how much your costs and risk-
capital needs would change based on increases or decreases in risk you bear in relation to your
business with commercial insurers.



I, Bart Alfano MD am president of a 260 member (60PCP's) messenger model for profit 
organization in the Framingham-Natick area. In addition to contracting, we manage efficiency and 
quality data for our members.  

Incorporated in 1997, I have been president since 2000.  

Since our organization does not employ physicians, I cannot answer the questions in Exibit C and 
will focus on Exibit B.  

1) I have reviewed the priliminary reports. I believe our local growth trends mirror those statewide.  

2) Our revenue growth for imaging services have been lower than average, as shown by our Blue 
Cross data in our GPIP incentive. We do not control imaging costs, only utilization. The growth of 
primarycare and specialty revenue has been about average.  

3) Because of our small size, we are in a weak market position. We have informed our physicians 
about imaging costs and, with a grant from Harvard-Pilgrim are studying more efficient ways to 
treat low back pain in the outpatient setting. Since we have no risk contracts, we receive little data 
regarding primary care and specialty costs. I believe that specialty care at Tertiary centers has 
increased significantly over the past few years.  

4) All of our current contracts are fee-for-service. Additional payments for our quality incentives-
virtually all for PCP's- average no more than 1% of their income  

5) Do not know.  

6) About 10% of our members are employed by Metrowest Medical Center. These are mostly 
PCP's the result of an aggressive recruiting effort by the hospital. Both PCP's and specialists in 
private practice have encountered increasing difficulty attracting new physicians. To blame is both 
the lower expected fees in Massachusetts, and inability to match the financial packages offerred 
by Partners Healthcare. In fact we have lost a number of our physicians over the past 2 years to 
Partners and BIDPO, because of their ability to offer select physicians 20-40% higher fees than 
we receive. Examples: one of our small urology groups, unable to attract a third MD, recently 
hired a PA for their office. All of our cardiologists all of our vascular surgeons and our largest GI 
group have joined these large organizations in the past 2 years, and are no longer part of our PO. 
The growth of these large groups have and will continue to increase costs.  

7)Over the past few years as our independent physicians' fees have fallen behind, my negotiating 
tact has changed. My only strength is to ask for higher rates to keep our physicians from leaving 
to join these large groups, something most (but not all) Payors would like to avoid. I have been 
modestly successful.  

8) We are trying to finalize a PHO with MWMC, in the hope that together we can contract more 
successfully, and manage efficiency and quality incentives better. We are limited by the lack of 
infrastructure. Payors want us to practice better but refuse to adequately fund us. Also, some of 
our physicians still do not understand the importance of better cost and quality control. We hope a 
PHO will move us in the right direction. We have convinced over 50 of our MD's to sign up for 
Care360, a new EMR through a grant from Blue Cross. This includes me, after 34 years of 
internal medicine using a paper system!  

9) All physicians should be on the same fee schedule. All hospitals should be paid the same fee 
for the same service as long as quality is comparable.  

10) Making data public would be an advantage for us. Obviously, government intervention would 
be required to level the (fee) playing surface.  

11) Major cost savings will require 2 major changes. a) malpractice reform so we can stop looking 



at each of our patients as a suit in waiting. Typical is our GI group advising colonoscopy every 5 
years although the ACS advises a 10 year interval. It puts me in a difficult situation when my 
patients asks if they need one in 5 years vs 10. b) We will have to accept some form of rationing. 
I do not feel that the return of provider risk, especially capitation will be successful unless patients 
accept rationing. Current evidence suggests they are not ready.  
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February 12, 2010

Neal Stephaney
Practice Manager
Pediatric Health Care Associates
10 Centennial Drive
Peabody, MA 01960

Dear Mr. Stephaney:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office (AGO), is required by state law to hold annual public hearings concerning health
care provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)
Massachusetts General Law, chapter 118G §6½ requires the Division to identify a representative
sample of health care providers and payers as witnesses for such hearing. In accordance with these
provisions, Pediatric Health Care Associates has been identified as a witness and is hereby requested
to submit written testimony to the questions in “Exhibit B” in accordance with this notice and
exhibits.

The goals of the questions in “Exhibit B” are to examine and verify the findings presented in the
Division’s three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and
Methods Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-
2008; and Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research
are located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to
what extent - if any - your organization’s experience varies from the agency’s findings, to solicit
additional information that explains the premium and cost increases, to gather your perspective on
the dynamics driving the trends observed, and to obtain your recommendations for short and long
term solutions to such dynamics.

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised
that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends


Pediatric Health Care Associates is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” and “Exhibit C” on or before – but no later than - close of business Friday,
February 26, 2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Pediatric Health Care Associates no later than March 5th and determine whether you will be
required to provide oral testimony at the hearings, and if so, the time period for which you must be
present.  Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures:
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and DHCFP Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and DHCFP Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data, or finding that differs from your organization’s experience and
the potential reasons therefore.

2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially
from these aggregate trends with respect to:

a. The growth of revenues for imaging services;
b. Price changes versus other sources of growth in revenues for imaging services.
c. The growth of revenues for primary care and/or specialty services;
d. Price changes versus other sources of growth in revenues for primary care and

specialty services.

3) What are the one or two most important underlying causes of your experience, as described in
question #2 above? Provide any information you have that will support your assertions. In
particular how does your relative market position or market share affect your cost or revenue
trends?

4) How much of your patient revenue is paid on a per capita basis and how much is based on fee
for service? For fee-for-service patients, what percent of revenues are generated from payments
made based on higher quality?

5) What has been the trend in per capita costs for patients enrolled in your practice and how does it
compare to the results of our analysis?

6) What percentage of physicians in your practice are paid based on a salary and what through
another arrangement?  If you do pay physicians based on a salary, what impact does that have on
your ability to attract new physicians to your practice?

mailto:costtrends@hcf.state.ma.us
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7) What factors do you consider when negotiating payment rate?  Please explain each factor (e.g.,
labor costs) and rank them in the order of impact on negotiated rates.

8) What specific actions has your organization taken already to address the trends presented in the
Division’s reports in the short term or long term? What current factors limit the ability of your
organization to execute these strategies effectively?

9) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think
would encourage or help health care providers to operate more efficiently? What changes would
you suggest to encourage treatment of routine care at less expensive, but appropriate settings?

10) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding quality
and the reimbursement rates paid by each carrier to each hospital or system in a manner
that identifies all relevant organizations?  What is the advantage or disadvantage to your
organization of the current confidential system?

11) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

12) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Health Care Cost Trends 

The Division of health Care Finance and Policy 

Responses to request for testimony 

Pediatric Health Care Associates, P.C. 

 

Question 1 

Pediatric Health Care Associates is a large group practice which offers appointments in five 
locations on Boston’s north shore.  Our Peabody office is open 365 days a year—including 
weekends and holidays.  Each office has a CLIA certified in-house laboratory and additionally 
the Peabody office has an x-ray facility.  We are committed to seeing our patients whenever 
possible, so that patients might avoid the emergency room for routine pediatric problems.  
Should concerns arise outside of our clinic hours, both a triage nurse and an on-call pediatrician 
are available 24 hours a day for help.  When emergency services are needed, we are happy to 
refer our patients to local emergency departments and will work with them to coordinate the 
child’s care. 

The care provided at Pediatric Health Care Associates is focused on the entire family.  Our 
physicians are certified by the American Board of Pediatrics and most are Fellows of the 
American Academy of Pediatrics.  Our nurse practitioners are certified by the National 
Certification Board of Pediatric Nurse Practitioners & Nurses and/or the American Nurses 
Credentialing Center as Pediatric Nurse Practitioners. 

The services provided at Pediatric Health Care Associates are reimbursed on a fee for service 
basis.  Much comment was made in the reports regarding fee for service payment methodology 
and the impact on services provided.  It is important to realize primary care pediatrics is much 
different than services provided by specialists.  During the busiest months, clinicians are working 
at 120 per cent of capacity.  During the least busy months they are working at ninety to ninety-
five per cent of capacity.  There is a huge incentive to provide care efficiently because patients 
want to be seen by their physician and not wait hours in an emergency department. 

Eighty-five to ninety per cent of practice revenue comes from evaluation and management, 
preventive medicine services and immunization administration.  Preventive medicine visits are 
encouraged and the practice follows guide lines published by the American Academy of 
Pediatrics.  Preventive medicine visits comprise approximately thirty- five to forty per cent of 
our visit total.  The remaining visits are for same day sick, follow-up and urgent visits.  The 
reports suggest a change in reimbursement methodology would decrease utilization and cost but 
I did not see any mention on what the consequences would be.  A capitated reimbursement 
system can easily lead to less care and negative outcomes.  A major shift in patient expectations 
will be required. 

 



 

Question 2 

Less than one per cent of Pediatric Health Care Associates revenue comes from imaging services.  The 
specific services provided are limited and were selected to provide treatment in the most cost effective 
setting. 

Question 3 

The revenue from imaging services at Pediatric health Care Associates is not significant so we have not 
comment. 

Question 4 

One hundred per cent of the patient revenue at Pediatric health Care Associates is paid on a fee for 
service basis.  Approximately four per cent of Pediatric Health Care Associates revenue was generated 
based on higher quality. 

Question 5 

For the period 2006 through 2008 the per capita cost for our patients has remained flat.  During the 
period we have experience an increase in the total number of patients but the costs have remained flat. 

Question 6 

One hundred per cent of the physicians at Pediatric Health Care Associates are paid based on a salary.  
We have experienced difficulty recruiting and retaining physicians because of salaries, directly related to 
reimbursement.  The retention problem is worse if the spouse is also a physician and they have more 
attractive opportunities in another part of the country. 

Question 7 

During the period in question Pediatric Health Care Associates has not negotiated any payment rates.  
The physicians are part of a PHO which negotiates certain contract on their behalf.  Contracts which are 
not part of the PHO have set rates which the practice decides whether or not to participate.  Pediatric 
Health Care Associates as a policy enrolls in all available health insurance plans. 

Question 8 

Pediatric Health Care Associates maintains extended office hours at their Peabody location.  The 
Peabody location is also open 365 days a year.  Pediatric Health Care Associates offers extend hours and 
weekend coverage in an effort to be available for patients and reduce the need for referrals to the 
emergency department.  The practice currently tracks ED visits, asthma hospitalization, specialist 
referrals all in an effort to provide care in the office versus a higher cost alternative.   The practice has a 
long‐term desire to expand behavioral health services.  The physicians feel strongly that the 
pediatrician’s office is a more familiar/ comfortable environment for children to receive services. 



 

Question 9 

Pediatric health Care Associates affiliation with the Partners network is a huge plus in helping to reduce 
costs, improve quality and efficiency.  The availability of accurate and consistent information is 
important to controlling costs.  

Question 10 

Competition among primary care providers already exists.  Patients have many options when it comes to 
selecting a pediatrician. 

Making data regarding reimbursement and quality public is a trend which the market place will demand.  
The biggest problem is in the quality and accuracy of the data.  The systems which I have seen are 
fraught with problems and don’t take into consideration differences among practices.  A large practice 
with hours of operation and number of locations similar to Pediatric Health Care Associates is open to 
criticism of not always receiving care from their primary physician. 

Question 11 

No additional comment. 

Question 12 

None of the reports seems to address patient expectations and demands.  Patient education has to be 
high on the list of areas which need addressing.  As the health care delivery system evolves patients 
need to understand in clear terms what the impact will be on service available to them. 

 

SIGNED UNDER THE PENALTIES OF PERJURY THIS 11th DAY OF March 2010 

 

  

 __________________________________ 

Neal Stephany 
Practice Manager 
Pediatric Health Care Associates 
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February 12, 2010

Thomas S. Shields
Chief Executive Officer
Shields MRI
Crown Colony Park
700 Congress Street
Quincy, MA 02169

Dear Mr. Shields:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office, is required by state law to hold annual public hearings concerning health care
provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)  Massachusetts
General Law, chapter 118G §6½ requires the Division to identify a representative sample of health
care providers and payers as witnesses for such hearing. In accordance with these provisions, Shields
MRI has been identified as a witness and is hereby requested to submit written testimony to the
questions in “Exhibit B” in accordance with this notice and exhibits.

The goals of the written testimony are to examine and verify the findings presented in the Division’s
three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and Methods
Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-2008; and
Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research are
located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to what
extent - if any - your organization’s experience varies from the agency’s findings, to solicit additional
information that explains the premium and cost increases, to gather your perspective on the
dynamics driving the trends observed, and to obtain your recommendations for short and long term
solutions to such dynamics.

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised
that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends


Shields MRI is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” on or before – but no later than - close of business Friday, February 26,
2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Shields MRI no later than March 5th and determine whether you will be required to provide
oral testimony at the hearings, and if so, the time period for which you must be present.  Thank you
for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data or finding that differs from your organization’s experience and
the potential reasons therefore.

2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially
from these aggregate trends with respect to:

a. The rate of change in hospital outpatient facility prices and faster revenue growth
compared with inpatient revenues and freestanding outpatient facility revenues;

b. The growth of revenues for outpatient imaging services;
c. Price changes versus other sources of growth in revenues, specifically for outpatient

facility and imaging services.

3) What are the one or two most important underlying causes of your experience, as described
above? Provide any information you have that will support your assertions. In particular:

a. What accounts for the growth outpatient facility prices per service?  What accounts for
the growth in utilization of outpatient hospital facility services? Do you foresee the same
factors continuing to drive the growth in total facility charges in future years?

b. How does your relative market position or market share affect your organization’s cost
or revenue trends?

4) Please explain your affiliations with hospitals in your geographic area.  From what kinds of
entities do you receive referrals, and what kinds of formal arrangements, if any, do you have with
them?

mailto:costtrends@hcf.state.ma.us
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5) Please comment on the decline in expenditures for freestanding outpatient facilities in general
identified in the Division’s reports.  Has your organization experienced a similar decline in
volume? If so, how has your organization modified its business model in response? For example,
have you considered affiliating or being purchased by a hospital? Have you made any changes in
the service mix you offer?

6) Please describe the difference in revenue, expenditures, and profit between your stand alone
MRI facility and MRIs you provide as part of a contract or agreement with a hospital or medical
center.

With respect to the aggregate trends, please comment:

7) What specific actions has your organization taken already to address these trends in the short
term or long term?

a. What current factors limit the ability of your organization to execute these strategies
effectively?

8) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think
would encourage or help health care providers to operate more efficiently?

9) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding quality
and the reimbursement rates paid by each carrier to each hospital or system in a manner
that identifies all relevant organizations?  What is the advantage or disadvantage to your
organization of the current confidential system?

With respect to future years’ Cost Trends Reports:

10) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

11) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.
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February 12, 2010

Helena Sheusi
Administrator
Southern New England Surgery Center
738 Washington Street
South Attleboro, MA 02703

Dear Ms. Sheusi:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office, is required by state law to hold annual public hearings concerning health care
provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)  Massachusetts
General Law, chapter 118G §6½ requires the Division to identify a representative sample of health
care providers and payers as witnesses for such hearing. In accordance with these provisions,
Southern New England Surgery Center has been identified as a witness and is hereby requested to
submit written testimony to the questions in “Exhibit B” in accordance with this notice and exhibits.

The goals of the written testimony are to examine and verify the findings presented in the Division’s
three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and Methods
Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-2008; and
Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research are
located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to what
extent - if any - your organization’s experience varies from the agency’s findings, to solicit additional
information that explains the premium and cost increases, to gather your perspective on the
dynamics driving the trends observed, and to obtain your recommendations for short and long term
solutions to such dynamics.

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised
that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

www.mass.gov/dhcfp
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Southern New England Surgery Center is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” on or before – but no later than - close of business Friday, February 26,
2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact Southern New England Surgery Center no later than March 5th and determine whether you
will be required to provide oral testimony at the hearings, and if so, the time period for which you
must be present.  Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data or finding that differs from your organization’s experience and
the potential reasons therefore.

2) Do you see trends in your revenues, from 2006 to 2008 or more recently, that differ materially
from these aggregate trends with respect to:

a. The rate of change in hospital outpatient facility prices and faster revenue growth
compared with inpatient revenues and freestanding outpatient facility revenues;

b. The growth of revenues for outpatient imaging services;
c. Price changes versus other sources of growth in revenues, specifically for outpatient

facility and imaging services.

3) What are the one or two most important underlying causes of your experience, as described
above? Provide any information you have that will support your assertions. In particular:

a. What accounts for the growth outpatient facility prices per service?  What accounts
for the growth in utilization of outpatient hospital facility services? Do you foresee
the same factors continuing to drive the growth in total facility charges in future
years?

b. How does your relative market position or market share affect your organization’s
cost or revenue trends?

4) Please explain your affiliations with hospitals in your geographic area.  From what kinds of
entities do you receive referrals, and what kinds of formal arrangements, if any, do you have with
them?

mailto:costtrends@hcf.state.ma.us
mailto:Nordahl@state.ma.us
www.mass.gov/dhcfp/costtrends


5) Please comment on the decline in expenditures for freestanding outpatient facilities in general
identified in the Division’s reports.  Has your organization experienced a similar decline in
volume? If so, how has your organization modified its business model in response? For example,
have you considered affiliating or being purchased by a hospital? Have you made any changes in
the service mix you offer?

With respect to the aggregate trends, please comment:

6) What specific actions has your organization taken already to address these trends in the short
term or long term?

a. What current factors limit the ability of your organization to execute these strategies
effectively?

7) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think
would encourage or help health care providers to operate more efficiently?

8) Could enhanced competition or government intervention or a combination of both mitigate the
cost trends found in the Divisions report? Please describe the nature of the changes you would
recommend.  In addition, please address the following:

a. What would be the impact on your organization of making data public regarding quality
and the reimbursement rates paid by each carrier to each hospital or system in a manner
that identifies all relevant organizations?  What is the advantage or disadvantage to your
organization of the current confidential system?

9) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

10) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.



Southern New England Surgery Center’s (Attleboro, MA), response to the questions 
concerning The Massachusetts Health Care System in Context: Costs, Structure and Methods 
Used by Private Insurance Carriers to Pay Providers, Private Health Insurance Premium 
Trends 2006-2008; and Health Spending Trends for Privately insured 2006-2008. 
 
Question 1.  Commentary on the data and findings of the reports. 
 
After reviewing the preliminary report it is difficult to provide commentary on the data 
and findings of the report. This is mainly due to the fact that this report is focused on 
hospitals and the hospital system (we are a free standing outpatient facility). We would 
like to note that on page 16 of the Massachusetts Health Care Cost Trends Part I, there is 
a statement concerning hospital systems continuing to play a dominant role in the state’s 
health care landscape. We agree with this statement and find that it is likely that 
physicians in Massachusetts are increasingly affiliating with hospitals to be able to reap 
financial and operational benefits provided by such an arrangement.  With hospitals 
employing physicians they are influencing the physician’s referral base to the hospital 
and limiting the patient’s ability to choose and access lower cost delivery systems. 
 
Question 2.  Trends in Revenues from 2006-2008. 
 
As far as trends and revenues from 2006-2008; we are unable to comment on the change 
to hospital outpatient and inpatient revenue and growth.   We can only speak for 
freestanding surgery centers and our revenues have been flat mainly due to poor 
reimbursements from insurance carriers. For example; Medicare currently reimburses 
freestanding surgery centers at only 59% of what hospitals are reimbursed. We are not 
able to comment on outpatient imaging services because we do not provide these 
services. Concerning price changes versus other sources of growth in revenues; we 
(Southern New England Surgery Center) have no other sources of growth or imaging 
services, so we are unable to comment on this question either.  
 
Question 3.  Causes for our experiences. 
 
In our opinion, the growth in outpatient prices per service has increased due mainly to the 
fact that some institutions continually overcharge for their services (relative to the overall 
cost for the procedures). 
In our view, one of the reasons for the increase in utilization of outpatient hospital facility 
services is due to the current trend of hospitals controlling the referrals to their facilities 
(by the hiring of PCP’s and specialists). Some other factors include: the aging population, 
improvements in technology (allowing these cases to be done in an outpatient setting 
versus an inpatient setting) and legislation and regulations restricting freestanding 
outpatient centers from expansion or moving into new markets. Unless these patterns 
change we do not see a decline in facility charges in the future. 
Obviously, as our market share increases our revenues trend upwards and vice versa. Our 
costs at SNESC are pretty much fixed and/or going up slightly year to year, so when 
revenue trends downward, it impacts us financially in an adverse way. 

 



 
 
 
 
Question 4. Affiliations with hospitals in our geographical area. 
 
We are not affiliated with any hospitals and do not receive referrals from or have any 
formal arrangements with hospitals. 
 
Question 5.  Decline in expenditures for freestanding outpatient facilities. 
 

a)  It is our opinion this is probably due to the fact that more hospitals are 
employing PCP’s and specialists, thus influencing the referral market.  
b) Our volume has increased slightly year to year (up 10% in 2009). 
c) Yes, we have contemplated partnering or being purchased by a hospital. 
d) Yes, we have had made changes to our service mix. 

 
Question 6.   Actions taken by our center to address some of these issues. 
 

1. Consistent monitoring of our budget and keeping our costs in check.  
2. Constant negotiations with insurance companies to try to get fair 
reimbursements.  
3. Continuing to recruit new physicians. 

Current factors that limit our ability to execute these strategies are the following: 
1. Payers are unwilling to pay freestanding outpatient facilities anywhere 

close to the HOPD rates (Medicare only pays us 59% of HOPD rates).  
2. Hospitals employing surgeons and PCP’s and influencing them to refer 

to the hospital only. 
 

Question 7.   Systematic changes that would be helpful. 
 

1. Allowing more patient choice to where they get their care. Allow more 
competition in the healthcare system. Have more transparency in 
charges and costs and incentivize physicians to use lower cost, higher 
quality, delivery systems.  

2. Discouraging hospitals from employing PCP’s and influencing 
referrals. 

 
 
 
 
 
 
 
 
 



 
 
 
 
Question 8. Could enhanced competition be helpful? 
 
Yes, the combination of competition and government intervention could mitigate cost 
trends.  
The changes that we would recommend are stated in question 7 above.  
Making data public would have a big impact on our organization (in a positive manner) 
because we are a high quality, low cost provider in our market.  
Not knowing what the hospitals are charging and getting reimbursed by the payers, 
decreases competition and makes it difficult for freestanding surgery centers to compete. 
The more transparent the costs and charges are and the less confidentiality in the system, 
the better for the payors and the patient/consumer. Transparency is an advantage to us 
because we are a low cost, high quality, care giver. 
 
Question 9. Additional cost drivers. 
 
Additional cost drivers that should be examined in subsequent years are the cost of 
medical supplies (implants, medical devices and pharmaceuticals). 
 
  
Question 10. Additional comments. 
 
We have none at this time. 
 
I, Helena Sheusi, am legally authorized and empowered to represent Southern New 
England Surgery Center for the purpose of this testimony and this testimony is signed 
under the pains and penalties of perjury. 
 
Signed, 
 
 
 
 
Helena Sheusi 
Administrator 
Southern New England Surgery Center 
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DEVAL L. PATRICK
Governor

TIMOTHY P. MURRAY
Lieutenant Governor

JUDYANN BIGBY, M.D.
Secretary

DAVID MORALES
Commissioner

The Commonwealth of Massachusetts
Executive Office of Health and Human Services

Division of Health Care Finance and Policy
Two Boylston Street
Boston, MA 02116

617-988-3100 • Fax 617-727-7662 • TTY 617-988-3175
www.mass.gov/dhcfp

February 12, 2010

James M. Ruberto
Mayor
City of Pittsfield
70 Allen Street
Pittsfield, MA 01201

Dear Mayor Ruberto:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office, is required by state law to hold annual public hearings concerning health care
provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)  Massachusetts
General Law, chapter 118G §6½ requires the Division to identify a representative sample of health
care providers and payers as witnesses for such hearing. In accordance with these provisions, the
City of Pittsfield has been identified as a witness and is hereby requested to submit written testimony
to the questions in “Exhibit B” in accordance with this notice and exhibits.

The goals of the written testimony are to examine and verify the findings presented in the Division’s
three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and Methods
Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-2008; and
Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research are
located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to what
extent - if any - your organization’s experience varies from the agency’s findings, to solicit additional
information that explains the premium and cost increases, to gather your perspective on the
dynamics driving the trends observed, and to obtain your recommendations for short and long term
solutions to such dynamics.

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised
that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends


The City of Pittsfield is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” on or before – but no later than - close of business Friday, February 26,
2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact the City of Pittsfield no later than March 5th and determine whether you will be required to
provide oral testimony at the hearings, and if so, the time period for which you must be present.
Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data or finding that differs from your organization’s experience and
the potential reasons therefore.

With respect to the aggregate trends, please comment:

2) What specific actions has your organization taken already to address these trends in the short
term or long term? What current factors limit the ability of your organization to execute these
strategies effectively?

3) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think
would encourage or help health care providers to operate more efficiently? Could enhanced
competition or government intervention or a combination of both mitigate the cost trends, and
describe the nature of the changes you would recommend.

With respect to future years’ Cost Trends Reports:

4) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

5) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.

mailto:costtrends@hcf.state.ma.us
mailto:Nordahl@state.ma.us
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DEVAL L. PATRICK
Governor

TIMOTHY P. MURRAY
Lieutenant Governor

JUDYANN BIGBY, M.D.
Secretary

DAVID MORALES
Commissioner

The Commonwealth of Massachusetts
Executive Office of Health and Human Services

Division of Health Care Finance and Policy
Two Boylston Street
Boston, MA 02116

617-988-3100 • Fax 617-727-7662 • TTY 617-988-3175
www.mass.gov/dhcfp

February 12, 2010

Domenic J. Sarno
Mayor
City of Springfield
36 Court Street
Springfield, MA 01103

Dear Mr. Sarno:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office, is required by state law to hold annual public hearings concerning health care
provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)  Massachusetts
General Law, chapter 118G §6½ requires the Division to identify a representative sample of health
care providers and payers as witnesses for such hearing. In accordance with these provisions, the
City of Springfield has been identified as a witness and is hereby requested to submit written
testimony to the questions in “Exhibit B” in accordance with this notice and exhibits.

The goals of the written testimony are to examine and verify the findings presented in the Division’s
three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and Methods
Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-2008; and
Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research are
located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to what
extent - if any - your organization’s experience varies from the agency’s findings, to solicit additional
information that explains the premium and cost increases, to gather your perspective on the
dynamics driving the trends observed, and to obtain your recommendations for short and long term
solutions to such dynamics.

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised
that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends


The City of Springfield is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” on or before – but no later than - close of business Friday, February 26,
2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact the City of Springfield no later than March 5th and determine whether you will be required to
provide oral testimony at the hearings, and if so, the time period for which you must be present.
Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data or finding that differs from your organization’s experience and
the potential reasons therefore.

With respect to the aggregate trends, please comment:

2) What specific actions has your organization taken already to address these trends in the short
term or long term? What current factors limit the ability of your organization to execute these
strategies effectively?

3) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think
would encourage or help health care providers to operate more efficiently? Could enhanced
competition or government intervention or a combination of both mitigate the cost trends, and
describe the nature of the changes you would recommend.

With respect to future years’ Cost Trends Reports:

4) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

5) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.

mailto:costtrends@hcf.state.ma.us
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DEVAL L. PATRICK
Governor

TIMOTHY P. MURRAY
Lieutenant Governor

JUDYANN BIGBY, M.D.
Secretary

DAVID MORALES
Commissioner

The Commonwealth of Massachusetts
Executive Office of Health and Human Services

Division of Health Care Finance and Policy
Two Boylston Street
Boston, MA 02116

617-988-3100 • Fax 617-727-7662 • TTY 617-988-3175
www.mass.gov/dhcfp

February 12, 2010

Andrew Bisignani
Town Manager
Town of Saugus
298 Central Street
Saugus, MA 01906

Dear Mr. Bisignani:

The Division of Health Care Finance & Policy (Division), in collaboration with the Attorney
General’s Office, is required by state law to hold annual public hearings concerning health care
provider and insurer costs and cost trends. (See the public notice attached as “Exhibit A.”)  Massachusetts
General Law, chapter 118G §6½ requires the Division to identify a representative sample of health
care providers and payers as witnesses for such hearing. In accordance with these provisions, the
Town of Saugus has been identified as a witness and is hereby requested to submit written testimony
to the questions in “Exhibit B” in accordance with this notice and exhibits.

The goals of the written testimony are to examine and verify the findings presented in the Division’s
three preliminary reports: The Massachusetts Health Care System in Context: Costs, Structure, and Methods
Used by Private Insurance Carriers to Pay Providers; Private Health Insurance Premium Trends 2006-2008; and
Health Spending Trends for Privately Insured 2006-2008.   (The Division’s findings and research are
located at www.mass.gov/dhcfp/costtrends.)  Specifically, the Division seeks to understand to what
extent - if any - your organization’s experience varies from the agency’s findings, to solicit additional
information that explains the premium and cost increases, to gather your perspective on the
dynamics driving the trends observed, and to obtain your recommendations for short and long term
solutions to such dynamics.

While this testimony must be in writing, you may also be called for oral testimony on one or
more of the hearing dates scheduled to take place on March 16, 18, and 19, 2010. Please be advised
that additional dates the following week may be necessary to accomplish the Division’s statutory
directives.

With your assistance and active participation, the Division seeks to develop tangible policy
recommendations to mitigate health care cost growth and to develop an integrated health care
delivery system in a final report to the Legislature.

www.mass.gov/dhcfp
www.mass.gov/dhcfp/costtrends


The Town of Saugus is required to:
1. electronically submit to the Division written testimony, signed under the pains and

penalties of perjury, responding to the areas of inquiry identified on the attached
“Exhibit B” on or before – but no later than - close of business Friday, February 26,
2010; and

2. be prepared to appear at a public hearing to provide oral testimony at some time during,
but not limited to, the following days: March 16, 18, and 19.

The written testimony should be submitted to costtrends@hcf.state.ma.us.  Any and all written
testimony will be a public record and will be posted on the Division’s website.  The Division will
contact the Town of Saugus no later than March 5th and determine whether you will be required to
provide oral testimony at the hearings, and if so, the time period for which you must be present.
Thank you for your attention to this important and timely matter.

Sincerely,

David Morales
Commissioner

cc:  Thomas O’Brien, Office of the Attorney General

Enclosures
Exhibit A: Public Notice of Hearing
Exhibit B: Instructions and Questions for Written Testimony

mailto:costtrends@hcf.state.ma.us


Exhibit A

NOTICE OF PUBLIC HEARING

Pursuant to the provisions of M.G.L. c.118G, §6 ½ the Division of Health Care Finance and Policy
(“Division”) will hold a public hearing beginning Tuesday March 16, 2010 at 10:00 AM at the Reggie
Lewis Center, 1350 Tremont Street, Roxbury Crossing, MA 02120, and subsequent days thereafter
regarding:

HEALTH CARE PROVIDER AND PAYER COSTS AND COST TRENDS

Commissioner David Morales will preside over the hearings, which may be expected to continue
through March 31, 2010. The Division shall call as witnesses a representative sample of providers
and payers, including but not limited to those specified by the statute, who shall provide testimony
under oath and subject to examination and cross examination by the Division and the Attorney
General, as authorized by M.G.L. c. 118G, §§ 6 and 6 ½, regarding the factors that contribute to
cost growth within the Commonwealth of Massachusetts’ health care system and to the relationship
between provider costs and payer premium rates.  The Division reserves the right to call other
witnesses in furtherance of the statutory purpose of the hearings.

Testimony may include without limitation: (i) in the case of providers, testimony concerning
payment systems, payer mix, cost structures, administrative and labor costs, capital and technology
costs, adequacy of public payer reimbursement levels, reserve levels, utilization trends, and cost-
containment strategies, the relation of private payer reimbursement levels to public payer
reimbursements for similar services, efforts to improve the efficiency of the delivery system, efforts
to reduce the inappropriate or duplicative use of technology; and (ii) in the case of private and public
payers, testimony concerning factors underlying premium cost and rate increases, the relation of
reserves to premium costs, the payer’s efforts to develop benefit design and payment policies that
enhance product affordability and encourage efficient use of health resources and technology,
efforts by the payer to increase consumer access to health care information, and efforts by the payer
to promote the standardization of administrative practices, and any other matters as determined by
the Division.

The Division will schedule and accept oral testimony only from witnesses called by the Division; any
member of the public may submit written testimony.  All written testimony provided by witnesses or
the public may be posted on the Division’s website: http://www.mass.gov/dhcfp.

Additional information regarding the hearings may be posted from time to time on the Division’s
website.

http://www.mass.gov/dhcfp


Exhibit B: Instructions and Questions for Written Testimony

Instructions

1) On or before the close of business February 26, 2010, electronically submit written testimony
signed under the pains and penalties of perjury to: costtrends@hcf.state.ma.us.

2) Answer all questions that apply to your organization’s experience, limiting your response to no
more than 500 words per each numbered question.  Please begin all questions with a brief
summary not to exceed 120 words.  If necessary, please include supporting testimony in an
Appendix.

3) The testimony must contain a statement that the person who signs it is legally authorized and
empowered to represent the named organization for the purposes of this testimony, and that the
testimony is signed under the pains and penalties of perjury.  An electronic signature will be
sufficient for this submission.

4) If you have any questions regarding this process or regarding the following questions, please
contact: Kate Nordahl, Assistant Commissioner, at Kate.Nordahl@state.ma.us or (617) 727-
7662 (fax).

Questions

1) After reviewing the preliminary reports located at www.mass.gov/dhcfp/costtrends please
provide commentary on any data or finding that differs from your organization’s experience and
the potential reasons therefore.

With respect to the aggregate trends, please comment:

2) What specific actions has your organization taken already to address these trends in the short
term or long term? What current factors limit the ability of your organization to execute these
strategies effectively?

3) What types of systemic changes would be most helpful in reducing cost trends without
sacrificing quality and consumer access? What other systemic or policy changes do you think
would encourage or help health care providers to operate more efficiently? Could enhanced
competition or government intervention or a combination of both mitigate the cost trends, and
describe the nature of the changes you would recommend.

With respect to future years’ Cost Trends Reports:

4) Please identify any additional cost drivers that you believe should be examined in subsequent
years and explain your reasoning.

5) Please provide any additional comments or observations you believe will help to inform our
hearing and our final recommendations.

mailto:costtrends@hcf.state.ma.us
mailto:Nordahl@state.ma.us
www.mass.gov/dhcfp/costtrends
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