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Executive Department,

State House, Boston, March 27,
To the HonorableSenate and House of Representatives:

The uncontrolled costs of the Medicaid program have presented
the Commonwealth with an alarming crisis—but one which does
not lend itself to easy solutions undertaken in an atmosphere of
panic.

The federal statutes, regulations and administrative procedures
governing the program are unusually complex and do not give the
states very much flexibility.

In part, the fiscal problems under Medicaid are inherent in the
very nature of the federal program. Medicaid is a mechanism for
direct governmental payment for the medical care provided by our
free enterprise system which affords little opportunity to control
either the cost or the delivery of services. Moreover, under the
mandate of federal law, eligibility is open-ended. The income limits
only identify those recipients who are eligible to have all of their
medical expenses paid. Above those limits each family—even the
wealthy family—can qualify for partial payment if its medical
expenses are unusually large.

When the Commonwealth adopted Medicaid, as authorized by
Chapter 874 of the Acts of 1965, it undertook a very ambitious
program. Benefits were extended not only to all welfare recipients
and those categorically related to the various welfare programs, but
also to all children under 21 of medically indigent families. We

-#jere faced, therefore, with both the inherent open-endedness of the
Medicaid concept and the added burden of one of the most liberal
programs of any state in the country. To make matters even more
difficult, the Department of Public Welfare, the single state agency
designated to administer the program pursuant to Section 1902 (a)
(5) of Title XIX of the Social Security Act, had the concurrent
and added task of administering a newly reorganized, state-wide
welfare system.
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The overwhelming problems have taken their toll. Current
methods of administering the Medicaid program in Massachusetts
are completely inadequate to assure that each tax dollar is used
properly and efficiently. From the day I took my oath of office my
staff and I have been constantly at work exploring all possible
methods to control costs and establish efficiency without sacrificing
the beneficial aspects of the program. Whether this goal can be
achieved is not at all certain, but, before we turn our backs on the
thousands of our children and our elderly who have, for the first
time in their lives, received adequate medical care, we must do
we can to try to achieve this goal.

It is my firm opinion that, in order to make Medicaid work, we
must have a comprehensive attack on four serious deficiencies in
our program:

(1) Inadequate procedures for establishing and monitoring
eligibility,

(2) Inadequate procedures to detect and punish fraud,
(3) Inadequate standards and review procedures for the services

of professional providers, and
(4) Regulations which result in payment for medically unneces-

sary services.
I have set out below the steps which I have taken towards solving
the problems which exist in these areas:

1. I have designated a Medicaid Task Force to report to me
within one month on the measures that need to be taken:

(a) to assure that all recipients are actually eligible for the
program ;

(6) to assure that all providers are qualified to receive payments
under the program;

(c) to assure that providers are neither paid twice for the same
service nor paid in amounts above fee schedule or other applicable
limits, and w

( d) to establish the fiscal procedures and data processing systems
necessary for the achievement of those objectives.

Members of the Task Force are the Chairman of the Medical
Assistance Advisory Council, the Commissioner of Administration,
the Director of the Bureau of Accounts, and the Commissioner of
Public Welfare. I have asked the Task Force to work in close
harmony with the Regional Director of the United States Depart-

A. Establishing and Monitoring Eligibility.
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ment of Health, Education and Welfare in an effort to establish
proper fiscal control over Medicaid. The Regional Director in turn
has promised me his closest cooperation in this work, as well as that
of his staff. I have asked the Task Force to include in its study an
exploration of the possibility and desirability of relieving the
Department of Public Welfare of some of its burden by using a
fiscal intermediary who can provide the staff and the equipment
required to monitor the program effectively. I have also asked them
to weigh the arguments for and against shifting the administrative
responsibility for the entire program.

In addition, I have asked that the Director of Accounts continue
his productive efforts in gathering reliable data on the present and
projected costs of the Medicaid program. One of the major admin-
istrative problems, along with the delays attendant on the bill
paying process, has been the difficulty in accurately predicting the
program’s future costs.

2. I have directed the Commissioner of Public Welfare to
lenghten the period of time in which income is taken into account
for the payment of hospital bills from one month to six months.
This order, which will affect hospitalizations commencing after
May 1, 1969, closes one of the most glaring of the open-ended
features of the Medicaid program. As previously administered, the
Department used a one-month period for taking income into
account. Because the expenses of hospitalization are usually very
high, the one-month standard produced benefits for many people
whose annual income was sufficient for them to afford to pay their
own hospital bill. The new six-month period will eliminate the
possibility that an extraordinary expense or a small income in any
one month would result in Medicaid assistance to recipients who do
not need it.

My staff, in consultation with the United States Department of
Health, Education and Welfare, and the Department of Public
Welfare, are currently exploring the feasibility of establishing
longer income periods for other unusually costly medical services.

K There are serious administrative problems in switching to a long
'period, especially because computerization in the welfare depart-
ment is not yet in operation. Other states that have tried longer
periods have not been entirely successful. In order to administer
efficiently an income period of more than one month, the depart-
ment would need sophisticated, computerized profiles and running
accounts for all recipients and all vendors. However, establishing
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these profiles only for those recipients who have hospitalization
expenses and for those vendors who are hospitals, is not as great a
task. In addition, it will provide an ideal means to test the
practicability of using a longer time period for other services.

The Medicaid Task Force will explore the advisability of using a
period longer than one month and the various ways in which it
would be effectively administered.

3. Last month I ordered two reductions in the income eligibility-
level in order to effect an immediate cost saving in a program not
under fiscal control, in such a manner as to ensure that only those
who could not afford their own medical care would be eligible for
maximum benefits. I directed the Commissioner of Public Welfare'
to eliminate a blanket $65 monthly exemption from gross income
which was granted to every applicant for Medicaid in determining
the amount of net income which need not be used for medical
expenses. In addition, I directed the Commissioner to replace the
deduction from gross income, which was equal to an applicant’s
actual work related expenses, and which has averaged $65 per
month per applicant, with a blanket $ll per month deduction for
each working applicant. Those orders went into effect on February
18, 1969.

No one genuinely interested in furthering the aims of the
Medicaid program will, I am certain, disagree with this proposi-
tion : Every reasonable means must be taken to eliminate from the
program any opportunity for unscrupulous persons—whether pro-
viders or recipients of medical services—to enrich themselves by
fraudulent practices, at the expense both of the taxpayer and those
who cannot otherwise afford the cost of needed medical care. Our
present laws against fraud are not adequate to accomplish this
purpose. For this reason I recommend the speedy passage of the
attached legislation, designated Appendix “A”, which will have the
following effects:

1. Our statutes do not now establish criminal penalties for
fraudulent statements by professional providers of services undaflF
Medicaid. The first section of the accompanying legislation would
provide criminal penalties against vendors who knowingly make
false reports to the Department of Public Welfare.

2. Our statutes do not clearly label as a crime the making of

B. Eliminating Fraud.
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fraudulent statements by applicants or recipients of Medicaid. The
second section of the accompanying legislation would establish
criminal penalties for any false statement made to establish Medi-
caid eligibility or to procure Medicaid benefits.

3. The Fraudulent Claims Board of the Department of Public
Welfare, as established by Section 5A of Chapter 658 of the Acts of
1967, is limited to investigating complaints of alleged fraud. It does
not now have authorization to initiate investigations on its own
and to turn the results of its investigations over to the Attorney
'General for criminal prosecution or pursuance of civil remedy. The
third section of the accompanying legislation gives the Board those
powers in order that it may effectively root out fraud and wrong-
doing.

1. We do not now have a clear set of minimum qualifications and
standards with which professional providers of services must
comply in order to receive Medicaid payments. It is imperative
that such standards be established along with effective enforcement
procedures to assure that only those providers who are qualified
and who adhere to all applicable rules may participate in the
program. Toward that end, I have taken the following steps:

(a) I have directed the Commissioner of Public Health, in
conjunction with the Medical Assistance Advisory Council, to
expedite the preparation of standards for providers of services in
order that they may clearly understand what is expected of them
and in order that the taxpayer’s dollars spent on medical assistance
will purchase the highest possible quality of medical services.

(b) I have directed the Commissioner of Public Welfare to
institute administrative sanctions, including possible suspension of
the right to receive Medicaid payments, against professional pro-
viders who are determined to be guilty of fraudulent practices or
who knowingly or frequently circumvent applicable rules and

fstandards. In addition, I have asked him to establish a program of
coordination with professional societies to ensure the imposition of
appropriate sanctions against these fraudulent practices.

2. The Department of Public Welfare does not have procedures
to assure that services billed for by professional vendors were
provided in the proper way or even that they were provided at all.
This is a glaring flaw which leaves room for blatant abuse of the
program.

C. Establishing Standards for ProfessionalProviders.
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In order to immediately remedy this situation in the areas of
prime concern, I have directed the Commissioner of Pubic Welfare
to institute procedures for random post-treatment examination of
recipients of dental services, and such other services as the Com-
missioner feels warrant it. This will significantly improve chances
of discovering both fraudulent claims and claims for services which
were not medically required.

In addition, I have asked the Commissioner of Public Welfare to
explore and develop procedures for recipient certification of his
receipt of the services for which the provider bills the welfare
department.

We can no longer tolerate the loose provisions of our state
program which result in payments for services which have no sound
medical justification. In order to close those loopholes I have taken
the following steps:

1. I have directed the Commissioner of Public Welfare to
discontinue the practice of paying for taxi rides for Medicaid
recipients without a letter from a physician stating that taxi
transport is necessary due to a medical disability.

2. I have directed the Commissioner of Public Welfare to
reimburse pharmacists only for drugs which by law require a
prescription unless a written statement from a physician certifies
that a non-prescription item is necessary for the treatment of a
specific illness or disability.

3. I have directed the Commissioner of Public Welfare to
eliminate orthodontic services from the list of services available in
the program except for extreme cases where individual treatment
may be medically necessary. Orthodontia is considered by most
people as a luxury and is foregone because of its very limited effect
on general good health and its very great cost. When even
professional orthodontists do not agree on the medical necessity of
their service, there is little reason to continue to offer it in a
publicly funded program with serious fiscal problems.

4. I have asked the Commissioner of Public Plealth, and the
members of the Medical Assistance Advisory Council, in conjunc-
tion with regional officials of the United States Department of
Health, Education and Welfare, to scrutinize our entire program in

D. Limiting Medicaid to Medically Necessary Services.
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order to determine whether there are other services which do not
satisfy real medical needs—and therefore should be eliminated
from the program.

E. General Problems.

1. A major cause of the fiscal problems of Medicaid faced by
Massachusetts and its sister states has been the rising costs of
medical services, especially hospital and nursing home care. Over
two-thirds of our Medicaid costs are in these areas.

The simultaneous implementation of Medicare and Medicaid
resulted in drastic expansion in demand for hospital and nursing
home services, and any effective attempts to control costs must
center on those services.

The Executive Department and the Rate Setting Commission
have been studying methods of cost control. I am hopeful that
they, in cooperation with the Departments of Public Health and
Public Welfare, will be able to report progress along three lines:

(a) establishment of reimbursement formulas with built-in in-
centives for cost reduction and efficiency.

(b) establishment of alternatives to long periods of hospitaliza-
tion and nursing home care, and

(c) establishment of regional hospital planning and more effi-
cient means of delivering health care on the local community
level.

I shall continue to coordinate efforts toward these ends and
shall submit proposals to you if legislative solutions are determined
to be necessary.

2. The experience of Massachusetts and of the rest of the nation
indicates that Medicaid may be only a temporary approach to the
problem of financing medical services. It is time to focus attention
on new methods of providing and paying for adequate health care
for everyone.

I am in the process of forming a Task Force on Universal Health
Insurance, composed of various departmental officials concerned
with problems of both health care and economics, together with
consultants on health planning. Their role will be to examine the
feasibility of a medical care plan for all the citizens of the
Commonwealth which could avoid the problems we now face under
Medicaid.
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With the technical and intellectual resources available in Massa-
chusetts, it is appropriate for us to take the lead in planning for the
new methods which the Medicaid experience indicates will be
required in the future, both on a state and national level.

3. I am convinced that, aside from Massachusetts’ administrative
problems and the inherent costliness of the Medicaid concept, a
major burden to this state is the unfair method of determining the
federal share of the costs of our program.

There is little justification for the fact that Massachusetts, with
our very liberal program, in terms of both services and eligibility, is
reimbursed at a 50% rate, whereas states with meager programs
may be reimbursed at rates up to 83%.

I have personally travelled to Washington in order to point out
to the Secretary of Health, Education and Welfare, to other
members of the Nixon administration, and to members of Congress,
the serious inequity in not taking into account the scope and
generosity of a state’s Medicaid program when establishing the
federal reimbursement percentage. That percentage should not be
based solely on a state’s per capita income.

I have also urged federal officials to move in the direction of a
complete federal takeover of public assistance costs; and finally, I
have urged them to explore the feasibility of a comprehensive
health insurance program on a national scale for all our citizens.

The problems in Medicaid are not amenable to easy or drastic
solutions. They take careful study, consideration of all available
alternatives and appreciation of all likely consequences.

To illustrate the need for careful analysis:
I recently received proposals to affect cost reductions in Medi-

caid by reducing the personal property allowance used in deter-
mining eligibility and by limiting the number of services made
available to children of medically needy families.

These are but a few of the many kinds of steps which my staff
had been scrutinizing over the past two months. Apart from the
question whether those can be considered desirable steps, it became
clear to us that a reduction in the personal property allowance
would place the Commonwealth in danger of losing federal reim-
bursement for the entire Medicaid program. Such a step would
violate the regulation of the United States Department of Health,
Education and Welfare which requires that personal property
limits be no lower than those in the most liberal money payment
program, which, for Massachusetts is Aid to the Blind. (34 Federal
Register No. 18, Sec. 248.21 (a) (1) (iv)).
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Similarly, we also had determined that services cannot be denied
only to the children of medically needy families. Section 1902 (a)
(10) (B) (ii) of the Social Security Act requires that services must
be equal in amount, duration, and scope for all those Medicaid
recipients who do not receive assistance in one of the money
payment categories.

Let me assure you, however, that I do not intend to tolerate the
continued uncontrolled nature of the Medicaid program.

I do intent to make sure that the program is run economically
and efficiently. I will take all necessary measures to assure that the
Commonwealth does not allow the limited dollars available for this
program to be used either to make undeserved payment to pro-
viders or to pay the medical expenses of those recipients who are
able to pay their own way.

My intention is to bring the program into control without
denying health care to those who need it and cannot afford it.

I urge your support of the attached legislation and your coopera-
tion in helping to attain these goals.

Respectfully submitted,

FRANCIS W. SARGENT,
Acting Governor of the Commonwealth.
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In the Year One Thousand Nine Hundred and Sixty-Nine.

An Act imposing criminal penalties foe wilfully making

FALSE REPORT OR FALSE REPRESENTATIONS TO THE DEPARTMENT OF
PUBLIC WELFARE AND STRENGTHENING THE AUTHORITY OF THE
FRAUDULENT CLAIMS BOARD.

2 hereby amended by striking out said section and inserting in
3 place thereof the following section:—
4 Section 6. Except as provided in sections forty-eight and
5 forty-nine of chapter one hundred and fifty-five, whoever
6 shall wilfully make false report to the department of public
7 welfare, the department of public utilities, the department of
8 public works, the department of banking and insurance, or
9 the commissioner of corporations and taxation, or who, before

10 any such department or commissioner, shall testify or affirm
11 falsely to any material fact in any matter wherein an oath or
12 affirmation is required or authorized, or who shall make any
13 false entry or memorandum upon any book, report, paper or
14 statement of any company making report to any of the said
15 departments or said commissioner, with intent to deceive the
16 department or commissioner, or any agent appointed to
17 examine the affairs of any such company, or to deceive the
18 stockholders or any officer of any such company, or to injure
19 or defraud any such company, and any person who with like
20 intent aids or abets another in any violation of this section
21 shall be punished by a fine of not more than one thousand
22 dollars or by imprisonment for not more than one year, or
23 both.

1

Be it enacted by the Senate and House of Representatives in
General Court assembled, and by the authority of the same, as
follows:

1 Section 1. Section 6of chapter 268 of the General Laws is
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Section 2. Section 29 of chapter 117 of the General Laws,
as most recently amended by section 24 of chapter 658 of the
acts of 1967, is hereby further amended by striking out said
section and inserting in place thereof the following sec-
tion:—

2
3
4
5
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6 Section 29. Whoever knowingly and wilfully makes any
7 false written representations to the department of public
8 welfare or its agents, for the purpose of causing any person,
9 including the maker, to be supported in whole or in part by

10 the commonwealth, or for the purpose of procuring a pay-
-11 ment under any assistance program administered by the
12 department, shall be punished by a fine of not more than two
13 hundred dollars or by imprisonment for not more than one
14 year.

1 Section 3. Section 5A of chapter 18 of the General Laws is
2 hereby amended by striking out the second paragraph and
3 inserting in place thereof the following new paragraphs:—
4 The board shall investigate complaints which indicate the
5 possibility of either a fraudulent claim for payment under
6 any assistance program administered by the department or a
7 receipt of such payment by a person not entitled thereto.
8 The board shall initiate investigations and review pro-
-9 cedures in order to discover any fraudulent claims or wrong-

-10 ful receipts under any assistance program administered by
11 the department.
12 As a result of its investigations, the board shall, wherever
13 appropriate, prepare cases for criminal prosecution or pursu-
-14 ance of civil remedy by the attorney general.




