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House, No. 2651.

Ordered, That the time within which the unpaid special committee established
by an order adopted by the Senate on May 22, 1957, and by the House on May 27,
1957, to investigate and study the proposed increase in premiums contemplated by
Massachusetts Hospital Service, Inc. and Massachusetts Medical Service, Inc.,
operators and owners of the hospital and medical plans known as “Blue Cross”
and “Blue Shield” and also of the management, control, fiscal policies and methods
of operation of said “Blue Cross” and “Blue Shield”, shall report to the General
Court is hereby extended to the last Tuesday in December, nineteen hundred and
fifty-eight. Said committee may expend the balance available in item 0110-69 of
section two of chapter four hundred and two of the acts of nineteen hundred and
fifty-seven and item 0110-69 of section two of chapter seven hundred and eleven
of said year.

Idopted by House of Representativei
January 22, 1958.

Adopted by the Senate, January 22, 1958.

House, No. 2824.

Ordered, That the unpaid special committee established under an order adopted
by the Senate on May 22, 1957, and by the House of Representatives on May 27,
1957, and which was extended by an order adopted by the Senate on January 22
and by the House of Representatives on January 22 in the current year, for the
purpose of making an investigation and study of the proposed increase in premiums
contemplated by Massachusetts Hospital Service, Inc., and Massachusetts Medical
Service, Inc., known as “Blue Cross” and “Blue Shield”, respectively, and also
of the management, control, fiscal policies and methods of operation of said “Blue
Cross” and “Blue Shield”, shall, in the course of said investigation and study,

insider the subject matter of current senate document numbered 24 and current
house documents numbered 1939 and 1940

Adopted by House of Representatives,
April 9, 1958.

Adopted by the Senate, April 10, 1958.

No. 2938,House

Ordered, That the unpaid special committee established by an order adopted by
the Senate on May 22, 1957, and by the House on May 27, 1957, and continued by
an order adopted by the Senate and House on January 22, 1958, to investigate
and study the proposed increase in premiums contemplated by Massachusetts
Hospital Service, Inc. and Massachusetts Medical Service, Inc., operators and
owners of the hospital and medical plans known as “Blue Cross” and “Blue
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Shield” and also of the management, control, fiscal policies and methods of op-
eration of said “Blue Cross” and “Blue Shield”, shall, in the course of its inves-
tigation and study, consider the subject matter of the investigation and study pro-
posed by current house document numbered 740, relative to fees charged by hos-
pitals, with special attention to aged persons of limited income who are not receiv-
ing public welfare assistance

Adopted by House of Representatives,
April 21, 1958.

Adopted by the Senate, April 22, 1958.

House, No. 3003.

Ordered, That the unpaid special committee establishedby an order adopted by
the Senate on May 22, 1957, and by the House on May 27, 1957, and continued
by an order adopted by the Senate and House on January 22, 1958, to investigate
and study the proposed increase in premiums contemplated by Massachusetts Hos-
pital Service, Inc., and Massachusetts Medical Service, Inc., operators and owners
of the hospital and medical plans known as “Blue Cross” and “Blue Shield,” and
also of the management, control, fiscal policies and methods of operation of said
“Blue Cross”, “Blue Shield” shall, in the course of its investigation and study,
consider the subject matter of current house document numbered 2941, relative to
authorizing medical service corporations to contract for and pay for surgical
chiropody service:

Adopted by House of Representative
May 12, 1958.

Adopted by the Senate, May IS, 1958.
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Appointed by the President.
Sen. Silvio 0. Conte of Pittsfield, Chairman.
Sen. Charles W. Hedges of Quincy.
Sen. Joseph F. Gibney of Webster.

Appointed by the Speaker.

John F. Thompson of Ludlow, Speaker of the House of Representatives
Loins H. Glaser of Malden, Vice Chairman and Acting Chairman.
Frank S. Giles of Methuen.

Rep,
Rep,
Rep
Rep,
Rep,

Charles F. Holman of Norwood. (Resigned.)
Charles lannello of Boston.

MEMBERSHIP OF THE COMMITTEE.
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January 28, 1959.

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

mits its final report.

Respectfully submitted

JOHN F. THOMPSON,
Speaker of the House of Representatives,
LOUIS H. GLASER,

'J

Vice Chairman and Acting Chairman.
CHARLES lANNELLO.
FRANK S. GILES.
CHARLES W. HEDGES.
JOSEPH F. GIBNEY.

LETTER OF TRANSMITTAL.
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Method of Procedure.H
Carrying out its mandate, the Committee interviewed representa-

tives of the Department of Administration, Department of Insur-
ance, Blue Cross and other interested agencies and held several
public hearings. In addition, the Committee reviewed the Blue
Cross hearings and adjudications that took place in a number of
other States during the year 1958 with particular emphasis on the
State of Pennsylvania.

For purposes of comparison the Committee reviewed the benefit
structures and enrollment regulations of several Blue Cross and
Blue Shield Plans. One of these (Columbus, Georgia, with 154,000
members) was a relatively small Plan which served only a portion
of the State. It had adopted several features of the Massachusetts
plans including their prolonged illness contract. Another was a
considerably larger Plan (Florida, with 821,000 members) which
served the entire State. Here income limits under Blue Shield
were being increased from $2,400 to $3,000 for an individual and
from $3,600 to $5,000 for a family. Group contracts were of two
kinds franchise and master. Some experience rating was being-
done under the master contracts and in this respect interest was
shown in the Massachusetts refund and surcharge program. For
persons ineligible for group coverage a non-group contract was
available through satisfactory completion of a long form health
statement. Initially, limited to persons less than 65 years of age,
applications are now accepted regardless of age.

The Committee in its investigation of Llouse, No. 2938 was in-
formed by counsel for the Massachusetts Hospital Service, Inc.,
that beginning early in 1959, age barriers will be eliminated from
all Massachusetts Blue Cross and Blue Shield contracts.

All of the Blue Cross Plans reviewed exhibited a common appre-
hension over rising hospital costs and most of the Blue Shield Plans
exhibited concern over the probable effect of inflation upon their
income limits and schedules of fees.

Cftc Commontoealtl) of Massachusetts
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Blue Cross Subscription Charges (Premiums).

On July 1, 1957, Blue Cross increased its subscription charges.
Although much of this increase was due to greater use of hospitals
by Blue Cross members and to rising hospital costs, some of it was
due to the addition of new benefits.

1. The allowance for a normal obstetrical delivery was raised
from $7O to $lOO.

2. The $lOO allowance for a normal obstetrical delivery was added
to the non-group contract which previously provided no allowance.

3. Benefits for diagnostic X-ray services in the hospital outpatient
department were added.

4. The scope of surgical coverage in the hospital outpatient de-
partment was expanded.

5. Full room and board credit under group contracts was in
creased from 60 to 120 days.

Blue Cross subscription charges are made up of four main ele
ments. These are:

1. Administrative expenses (4.5 per cent).
2. Reserves required by law (2 per cent).
3. The level of payments to hospitals (average cost per case)
4. The rate at which benefits are utilized (incidence per 1,000

members).
In 1950, Blue Cross in Massachusetts covered about 1,800,000

persons and paid hospitals $19,700,000 for 240,000 cases at an
average cost of $B2 per case. The rate at which benefits were
utilized was 133 per 1,000 members. In 1958, Blue Cross covered
about 2,290,000 persons and paid hospitals $57,000,000 for 525,700
cases at an average cost of $108.50 per case. The rate at which
benefits were utilized was 230 per 1,000 members.

It is clear from the foregoing that both the level of Blue Cross
payments to hospitals and the rate at which Blue Cross benefits
were' utilized increased considerably during the period 1950 through
1958. However, in respect to utilization it should be said that some
of the increase was due to the addition of new benefits.

The main problem facing Blue Cross and its subscribers stems
from the fact that Blue Cross has virtually no conti ol over the level
of its payments to hospitals or the rate at which its benefits are
utilized. However, this problem is not unique in Massachusetts.
During the year 1958, Insurance Commissioners have held heatings
and made adjudications in respect to requests for higher Blue Cross
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subscription charges in Maryland, Pennsylvania, New Jersey, New
York, Michigan and elsewhere. In all of these hearings and adjudi-
cations, extended attention was given to the impact of rapidly rising
hospital costs and the ever-increasing utilization of hospital services.

Outstanding experts on hospital care agree that in the foreseeable
future the cost of hospitalization will undoubtedly continue to in-
crease at the rate of at least 5 per cent per year. The reasons for
this expected increase can be given as follows:

1. Inflation with its impact upon wages, salaries and the cost of
supplies and equipment.

2. Increasing specialization in medicine and the development of
new and more effective techniques for the cure and alleviation of
disease.

3. Changing characteristics of the population.
(a) Larger families mean more children and more births.
(5) More people over age 65 means more illness in this age group.
(c) Increasing life expectancy means more illness in the 55-64

upper middle age group.
4. Growing accident rate.
5. Working wives becoming more and more common which mean

no one to take care of sick children.
6. Smaller houses and apartments mean no extra room for sick

people.
7. Better education, higher incomes and prepayment plans make

hospitalization more acceptable and easy.
The root of our problem lies in the cost of hospital services.

Hence, the Committee recommends the creation of a commission
for a broad study of the utilization of hospital services and hospital
costs in Massachusetts.

This study should include consideration of the following:
1. Uniform system of accounting for hospitals.
2. Duplication of hospital facilities and equipment.
3. Joint, mass purchasing of hospital supplies and equipment.
4. Graded care units, i.e., recovery room, intensive care units,

convalescent care units, etc.
5. Hospital-oriented home care programs particularly for the

aged and chronically ill.
6. Relationship between charges
7. Effect of governmental and

and costs as among hospitals,
non-governmental subsidies for

free or part-pay hospital patients.
8. Relationship between hospitals and nursing homes.
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In this connection, consideration should also be given to the plan
in use in Jacksonville, Florida, which is now experimenting exten-
sively with the pooling of house officers and internes; also the re-
gional co-ordination of hospitals, facilities and personnel as in the
Rochester, New York, area, and the Progressive Care Program at
the Manchester (Connecticut) Memorial Hospital.

The Committee views with alarm the proposal by some mis-
guided citizens, that because of rising costs, the famous Boston City
Hospital be closed. The proposed commission might well investi-
gate what steps have been taken by hospitals in Metropolitan Bos-
ton towards co-operation and pooling in order to cut down expenses.

Blue Shield Subscription Charges (Premiums).

Although the order establishing the Committee referred to a
proposed increase in premiums contemplated by Massachusetts
Hospital Service, Inc. (Blue Cross) and Massachusetts Medical
Service (Blue Shield), the Committee was informed that no increase
in premiums was then being contemplated by Blue Shield.

Like Blue Cross, Blue Shield subscription charges are made up
of four main elements. These are:

1. Administration expenses (6 per cent).
2. Reserves required by law (5 per cent).
3. The level of payments to doctors (the Blue Shield Fee Sche-

dule) .

4. The rate at which benefits are utilized (incidence per 1,000
members).

In 1950, Blue Shield in Massachusetts covered about 1,071,000
persons and paid doctors $6,983,000 for 200,000 services at an
average cost of $35 per service. The rate at which benefits were
utilized was 224 per 1,000 members. In 1958, Blue Shield covered
about 2,033,000 persons and paid doctors $34,200,000 for 810,700
services at an average cost of $42.25 per service. The rate at which
benefits were utilized was 399 per 1,000 members.

It is clear from the foregoing that the level of Blue Shield pay-
ments to physicians increased somewhat during the period 1950
through 1958 and that the rate at which Blue Shield benefits were
utilized increased considerably. However, in respect to the level
of payments it should be said that most of the increase came about
through the transfer of subscribers from Blue Shield Plan A with
its low income limits and schedule of fees to Plan B with its higher
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income limits and schedule of fees. As for utilization, some of the
increase was again attributable to the addition of new benefits.

Like Blue Cross, Blue Shield has virtually no control over the rate
at which its benefits are utilized. Unlike Blue Cross, however, it
is not subject to continuous and persistent pressure to increase the
level of its payments. This comes about because of the service-
benefit feature of Blue Shield.

Through contractual arrangements between Blue Shield and some
$7,500 physicians and dentists, Blue Shield members with annual

incomes less than certain stated amounts are spared additional
charges for most of the services covered by Blue Shield. As a
result, increases in income merely place more and more members
in the over-income category where they are subject to additional
charges.

Since the inception of Blue Shield in 1942, its income limits have
been increased in 1947, 1950 and 1957. For Plan B, the most wide-
spread plan, the limits are currently $5,000 for an individual, $6,000
for a family of two persons and $7,500 for a family of three or more
persons.

The findings that result from the study of hospital utilization
referred to above in connection with Blue Cross will apply with equal
force to Blue Shield. In addition, the Committee has been informed
that the Blue Shield Board of Directors has requested the President
of Blue Shield to take such action as may be necessary to stimulate
the appointment by the Council of the Massachusetts Medical
Society of a committee to examine or cause to be examined, the
utilization of Blue Shield benefits and such other matters as may be
pertinent thereto.

In view of these actions the Committee offers no recommendation
in respect to the level of Blue Shield payments to physicians and
dentists or to the rate at which Blue Shield benefits are utilized.
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In the Year One Thousand Nine Hundred and Fifty-Nine.

Resolve providing for the establishment op a special com-
mittee TO STUDY UTILIZATION AND COST OF HOSPITAL FACILITIES.

1 Resolved, That an unpaid special commission consisting of
2 two members of the senate to be designated by the president
3 thereof, five members of the house of representatives to be
4 designated by the speaker thereof, and five persons to be ap-
-5 pointed by the governor, is hereby established for the purpose
6 of making an investigation and study of the utilization and
7 cost of hospital facilities in the commonwealth of Massachu-
-8 setts. Said commission shall be provided with suitable quarters
9 in the state house or elsewhere, may hold hearings, may require

10 by summons the attendance and testimony of witnesses and the
11 production of books and papers, may travel within and without
12 the commonwealth, and may expend for clerical and other
13 services such sums as may be appropriated therefor. Said com-
-14 mission shall report to the general court the results of its in-
-15 vestigation and study, and its recommendations, together with
16 drafts of legislation necessary to carry such recommendations
17 into effect, by filing its report with the clerk of the house of
18 representatives on or before the first Wednesday of December|
19 in the current year.

Appendix A.

PROPOSED LEGISLATION.
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