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INTRODUCTION

Over the past several years, the Administration of Public Welfare has 
been the number one political issue facing the taxpayers and elected officials 
of the Commonwealth of Massachusetts. Much has been written concerning 
this problem and many recommendations and/or solutions have been pro
posed, yet the problem continues.

This Committee has been in existence since June of 1970. We have studied 
the problem in many ways. We have held public hearings. We have visited 
many 'Welfare Service Offices’ around the Commonwealth. We have talked 
to many people who have dealt with the Department of Public Welfare. We 
have enlisted the aid and advice of experts, both in and out of government in 
an attempt to develop some rational solutions to a problem which is growing 
in magnitude and threatens the fiscal stability of the state itself.

In June of 1971, this Committee issued its Preliminary Report. Among 
other things the Report stated that the Administration of Public Welfare 
was a multi-faceted problem. Being mindful of this fact, the Preliminary 
Report confined its initial investigation to:

. ascertaining the extent of the administration s implementation of 
the legislative enactments, its duties and responsibilities thereunder; 
the Department’s directives to the various social welfare offices outlin
ing these duties and responsibilities; the rules and regulations adopted 
to carry out these functions; the general attitude and response of the 
social workers regarding these rules and regulations; and the overall 
existing conditions presently found within the Welfare Department re
sulting from administrative conduct at all levels.

In a word, the Committee’s preliminary concern was with the ability of 
the Department to follow the letter of the law as mandated by the Massa
chusetts General Court with regard to the administration of our public 
welfare programs. The Preliminary Report of this Committee attempted to 
paint as vivid a picture as possible depicting what this Committee encoun
tered in this regard. In general, this picture was one of total chaos. It was a 
picture of failure. Failure to implement changes mandated by the General 
Court. And failure to develop a systematic aproach to monitor programs 
that cost the taxpayers of this state upwards of $ 1 billion per year.

This is the Third Interim Report of the Joint Special Committee Investi
gating the Administration of Public Welfare. The primary concern of this 
report and this Committee has been one of an analytical note. We have 
attempted to ask ourselves why this situation, depicted most clearly in the 
Preliminary Report, has been allowed to exist. We have asked ourselves how 
we have come to find ourselves in the position that we are in today.



This report shall attempt to analyze what has come to be known as the 
“welfare mess”. It shall attempt to explain what factors have come to cause 
the problems with which we are now faced. And, it shall attempt to propose 
meaningful solutions to these problems so that we might restore the confi
dence of both the public and the Legislature in our public welfare programs.

The Problem:
The Department of Public Welfare spends more money than any other 

state agency. In fiscal 1971, for example, direct state expenditures for public 
welfare amounted to 32% of the $2.5 billion spent by the Commonwealth. 
This includes monies spent and recovered under the federal financial partic
ipation (F .F .P .), provisions of all ‘Welfare’ programs, except General 
Relief. (Money recovered under F.F.P. must be first appropriated by the 
Legislature and then recovered from the federal government and treated 
as ‘revenues’).

When viewed in a historical context the recent fiscal impact of the welfare 
programs is even more staggering. As Chart I indicates, welfare expenditures 
by the state have increased dramatically over the past several years. The 
tremendous jump between 1968 and 1969 was due largely to the fact that 
the state took over full financial responsibility for the non-federal funding 
of welfare. Until that date, the primary responsibility for the cost-administra- 
tion of these programs had been left to each city and town.

CHART I

TOTAL COSTS —  ALL W ELFARE PROGRAMS —  INCLUDING 
MA COSTS AND CASELOADS

FY TOTAL COST M A COST* TOTAL CASELOAD
1966 $222,342,038 $ 69,429,256 $128,038
1967 258,681,901 112,691,656 240,032
1868 358,817,331 189,918,779 314,470
1969 452,498,633 226,921,568 362,263
1970 563,952,274 252,931,893 378,212
1971 724,234,115 304,840,298 411,492
1972 812,682,213 348,829,157 N.A.

Excluding medical expenditures under totally state funded General Relief Program.

The rapid increase since 1968, however, is the area of concern to this 
Committee, the General Court and the Taxpayer. As Chart I indicates, this 
growth has been tremendous. While some of this increase must necessarily 
be attributed to increased welfare rolls as a consequence of a declining 
economy, this Committee shall attempt to show that a large portion is due



to the inefficiencies within the Department and to inflationary pressures 
beyond the immediate control of the D.P.W.

The most obvious example of these inefficiencies and inflationary pres
sures can be found within the Medical Assistance Program (Medicard) 
which the state began operating September, 1966. As Chart I illustrates, the 
cost of this program has increased tremendously each year since its inception. 
However, as Chart II indicates, not all of this increase can be attributed to 
increased utilization of services. Between 1966 and 1971 the per capita 
expenditure for the Medical Assistance program increased some 58% from 
$78.60 to $124.41. Most remarkable was the accelerated increase between 
1970 and 1971, from $91.83 to $124.41.

Given the tremendous impact had by Medical Assistance expenditures 
upon the total budget of the Department of Public Welfare, the Committee 
—  at a very early date —  determined that we should concentrate our ener
gies upon a determination of the factors which would account for this un- 
precendented increase.

A second area of concern with regard to the Medical Assistance Program 
which soon became apparent to this Committee was the efficiency and 
promptness with which the so-called ‘medical vendors’ were being reim
bursed for services rendered. In hearings held May 31, 1971, Dr. John 
Knowles, then General Director, Massachusetts General Hospital, informed 
members of this Committee of a situation that heretofore had not been

AVERAG E PAYM ENT  
PER CASE

N.A.
$ 89.30 

77.87 
79.70 
91.83 

108.92 
N.A.

. . .  I think that it is imcumbent upon this state first and foremost, to 
clean out its own styngian stables . . . your present Department of 
Public Welfare is mired down under tons of paper work; it is inad
equately staffed, it spends most of its time not paying bills . . . There 
are some 17 hospitals now in the greater Boston Area owed some $30 
million dollars.
The Welfare Department needs help; they are not getting it. They are

mentioned:

CHART
FY M A - DIRECT

E X PEN D ITU R ES

1966 $ 69,429,256
1967 112,691,656
1968 189,918,779
1969 226,921,568
1970 252,931,893
1971 304,840,298
1972 348,829,157



unable to process our bills at the present time and we cannot go on 
much longer with the present Department of Public Welfare —  it needs 
both administrative help (in the long run) the laws of welfare must 
b ' rew ritten. . .

Dr. Knowles then went on to describe how the inability of the Department 
to reimburse nursing home vendors really added to the total cost of providing 
health care to those eligible for Medical Assistance:

You see when the Welfare Department refuses to pay nursing homes 
then we cannot discharge our patients (which cost the Department 
$120 per day) to nursing homes because the Department will not pay 
them the $60 or $40 or $20 that they require to keep their doors open.

Having been sufficiently impressed with Dr. Knowles remarks, this Com
mittee has attempted over the past year to gain a better understanding of this 
aspect of the welfare problem. Indeed, we have found that Dr. Knowles had 
caused us to examine what we have come to believe to be the very heart of 
the Commonwealth’s “welfare mess” —  the lack of an effective bill process
ing operation. This report shall attempt to highlight our findings in this re
gard and proffer a meaningful solution to this often ignored crisis.

A third area of real concern of this Committee has been the success, or 
lack of it, had by the Department in the area of social service delivery. It 
has been often stated that money is not the only solution to the problems of 
the poor. For this reason, the General Court in its enabling legislation creat
ing the existing Department of Public Welfare included broad directives to 
the Commissioner for the provision of needed social services available to the 
poor and indigent of the Commonwealth.

A final point which the members of the General Court should keep in 
mind in reviewing this Report is the fact that the Department of Public 
Welfare operates within a political test tube. As mentioned earlier, welfare 
is the most ‘political’ problem within the Commonwealth. As such the Com
missioner and the Department are subject to pressures which do not fall upon 
other agencies or its administrators.

While this is not intended as an apology for neither the Department nor 
its Commissioner, it is felt by this Committee that this fact has had a great 
impact upon the Department and its operation. As the Report shall attempt 
to illustrate, it has had an impact upon the operational priorities of the 
Department. At the very least, it is a point which this Committee has at
tempted to keep in mind throughout the course of its deliberations.

FINDINGS AND OBSERVATIONS

General A dministration:
(1) The rapid and unprecented growth of the Department’s administrative



responsibilities (particularly those associated with the Medical Assistance 
Program) during the early days of ‘state take-over’ has prevented the De
partment from solving the many, elementary administrative problems asso
ciated with state take-over and prevented the Department from becon mg a 
uniformly operated, ‘state-wide’ administrative agency.
(2) The Department of Public Welfare has been adversely affected by the 
many demands placed upon it by the many ‘outside forces’ interested in the 
administration of our public welfare programs —  the General Court, the 
Governor’s Office, the Department of Health, Education and Welfare, citizen 
lobbing groups, etc. —  all of whom have effected the priority determinations 
of the Department and prevented the Department from addressing itself to 
the more basic administrative problem areas.
(3) As the direct result of the lack of a truly, uniform, state-wide adminis
trative system, the Department has been forced to approach the administra
tion of the Medical Assistance Program —  in particular —  and its welfare 
programs —  in general —  on a ‘crisis-oriented’ basis; reacting to problem 
areas with a concern for the ‘immediate’ and with little concern for the long 
range needs of the Department.
(4) As a direct result of the Medical Assistance Program, the Department 
of Public Welfare is beginning to resemble a mammoth, yet, fragmented, 
‘fiscal intermediary’ for medical vendors and those eligible for support pay
ments. At the same time, there is a decided lack of concern for the delivery 
of ‘social services’ despite the fact that the Department employs 2,992 
personnel trained in the delivery of social services.
(5) The Department of Public Welfare has, in part, been prevented from 
developing the long promised computer capability by the lack of standardiza
tion and uniformity found througout the state in administering M.A. and its 
‘welfare’ programs.
(6) Chapter 719 (Acts of 1971) requiring that all ‘employable’ recipients 
of General Relief pick-up their checks at the local office of the Division of 
Employment Security has forced the Department to gain greater control over 
its G.R. Program utilization and expenditures by standardizing its operation.
(7) The Department has recently embarked upon a program designed to 
provide a computer capability. The experiences gained in implementing the 
so-called GR-DES Project have been of direct benefit to the Department in 
instituting the computerized Financial Management Control System on a 
phased basis.
(8) Total annual expenditures for AFDC have increased approximately 
38% each year since state take-over. In fiscal 1972, AFDC expenditures will 
exceed the prior years costs by only 9.8% , indicating to this Committee that 
the Commonwealth’s economic decline is stabilizing.



(9) Expenditures for the totally state-funded General Relief Program have 
seen an annual rate of increase of greater than 50% since fiscal 1968. Due 
in part to the factor mentioned above, the reform measures passed by this 
Legislature and the GR-DES Project (mandated by the General Court) the 
rate of increase for fiscal 1972 was less than 3 %.
(10) Faced with increasing administrative responsibilities, the Department 
was forced to replace a program designed to meet ‘emergency’ or ‘special' 
financial needs of eligible recipients (the ‘Special Needs’ Program) with a 
more easily administered program with assumes that all recipients have the 
same ‘emergency’ or ‘special’ needs (the ‘Flat Grant’ Program).
(11) The Department’s inability to compile utilization and expenditure 
data on a regular basis has caused the Commonwealth to be denied $18 
million in federal reimbursement and has forced the Department to under
take special information retrieval drives, necessary for the administration 
of its programs.

FINDINGS AND OBSERVATIONS

Medical Assistance Program:
(1) The Medical Assistance Program is —  first and foremost —  a medical 
insurance program with the federal and state governments as co-insurer. As 
such, the administrative responsibilities are similar to those found with any 
private, “third-party, fiscal intermediary” (health insurance company).
(2) As separately identifiable groups, the two largest users of the Medical 
Assistance Program (in terms of expenditures) are:

(a) The elderly —  those over 65 (both recipients of OAA and “non
welfare” recipients; who account for more than 55% of total M.A. 
expenditures.
(b) ‘non-welfare recipients' —  persons who receive M.A. health in
surance benefits but do not participate in any of the Commonwealth’s 
assistance grants welfare programs, account for 65% of total M.A. 
expenditures.

(3) The administration of the Medical Assistance Program by the Depart
ment of Public Welfare has been that of ‘continuing crisis’ as each unmet 
responsibility has reached a crisis stage and forced the Department to react 
out of expediency with little concern for the long range administrative needs.
(4) The Commonwealth of Massachusetts is losing from $25 to 50 million 
in unnecessary expenditures each year, as a consequence of the inability of 
the Department to institute adequate “cost containing" review procedures 
(i.e., ‘quality control’ and ‘utilization review’).
(5 ) The Department is prevented from instituting economy inducing



‘quality control’ and ‘utilization review’ procedures by the inability — on 
its part -— to develop a systematic bill processing operation on a state-wide 
basis.
(6) It will take the Department of Public Welfare (and the state) from 18 
to 24 months to develop the administrative capability necessary to effectively 
manage the M.A. Program. Ihrough the use of ‘fiscal ir ermediary’ such a 
capability can be realized in less than one ( 1) year.
( ,)  The Massachusetts Medical Society, the Massachusetts Hospital Asso
ciation, the Massachusetts Federation of Nursing Homes, the Massachusetts 
State Pharmaceutical Association and the Massachusetts Dental Society have 
all endorsed the use of a recognized ‘fiscal intermediary’ to perform the ‘day 
to day’ administrative details of processing medical vendor bills accompany
ing the M.A. Program.
(8) Our ‘medical delivery system' has become entrapped within an infla
tionary spiral greater than any other sector of the economy.
(9) Since fiscal 1967, 17.78% (234.4 million) of total M.A. expenditures 
can be attributed to inflationary pressures within the medical delivery system.
(10) National Health Insurance may be fiscally unfeasible unless we can 
affect economies and efficiency in the delivery of medical care which will 
ensure that quality medical care be efficiently delivered on a mass-scale.

SUMMARY OF THE REPORT

Since July 1, 1968, when the responsibility for the administration of the 
Commonwealth’s "welfare programs" were delegated to the Department of 
Public Welfare, total expenditures have increased 61.2% from $565 million 
to over $91 1 million for fiscal 1972. This $91 1 million appropriated by the 
General Court for the Department of Public Welfare represents more than 
1/3 of the Commonwealth’s total fiscal 1972 expenditure of $2.5 billion.

The most expensive program administered by the Department of Public 
Welfare is not, in fact, a ‘welfare’ program. It is the "mini-national health 
insurance’’, Medicaid Program which cost the taxpayers over $345 million 
for fiscal 1972. This represents an increase of $52.6% over the $225 million 
expenditure in fiscal 1969. It makes sense to this Committee that if econ
omies are to be realized in the operating budget of the Commonwealth, it 
will be through an attempt to reduce the unnecessary increases in the cost 
of our welfare programs, in general, and the non-welfare, Medical Assistance 
Program, in particular.

The Department of Public Welfare has a well-documented history of 
difficulty in the administration of programs under its mandated responsi
bility. Since ‘state take-over’ in 1968, this inability has contributed, in part,



to the Commonwealth’s escalating welfare budget. The Committee feels that 
a solution to this crisis of increasing costs will emerge from a better under
standing of those factors which have prevented the implementation of ‘cost- 
effective’, economy procedures in the administration of our ‘welfare’ pro
grams and the Medical Assistance Program.

The Committee has come to learn that such an understanding can be had 
by tracing and comprehending the impact had by two inter-related de
velopments:

(1) State Take-Over: The difficulties had by the Department of Public 
Welfare in attempting to take over the direct administrative responsibility for 
the Commonweaith’s welfare programs which prior to July 1, 1968, had 
been the responsibility of each local city and town.

(2) The Growth of the Medical Assistance Program: The unprece
dented and totally unanticipated growth in the cost of the Common

wealth’s health insurance program for the elderly and medically indigent.
/ 1 is our conclusion that the difficulties had by the Department in ad

ministering the programs under its jurisdiction can be traced to the failure 
of state take-over (the inability to implement a truly state-wide adminis
trative system) and, that this failure can be attributed to the demands being 
placed upon the Department’s limited administrative resources by the rapid, 
unexpected, unprecedented growth of the Commonwealth’s Medical Assis
tance Program.

More specifically, it is the conclusion of this Committee that a significant 
portion of increased welfare expenditures since July 1, 1968, can be attribu
ted —  directly and indirectly —  to the difficulties and failures had in ad
ministering the Medical Assistance Program.
These are:

(1 ) The direct increases in the cost of providing medical care to 
eligible, Medicaid recipients, resulting from the inefficient, ineffective 
administration of the Medical Assistance Program; and,
(2) The indirect increases resulting from the adverse impact upon the 
over-all administration of the Department had by the demands placed 
by the Medical Assistance Program upon the Department’s limited 
administrative resources. This has prevented the Department from 
directing its efforts towards long range planning necessary to solve 
the more basic administrative problems, accompanying state take-over.

State Take-Over (The Administration of Public Welfare):
The Department of Public Welfare has never really achieved the level 

of administrative sophistication necessary in a true state-wide agency. The 
tremendous increases in work-load responsibilities immediately following



the effective date of state take-over (July 1, 1968) prevented the application 
of resources necessary to develop an efficiently operated state-wide welfare 
agency.

Many of the administrative procedures followed at the local Welfare 
Service Office level have been carried over from the days prior to state 
take-over. As a result, the Department lacks the standardization in operating 
procedures that one would expect from a state-wide agency. The ‘modus 
operandi’ of the Department of Public Welfare has, since July 1, 1968, 
been that of ‘crisis-administration’. The Department has been compelled to 
approach many of its mandated responsibilities almost on a ‘day to day’ 
basis, reacting to critical problem areas on a ‘crisis’ basis. This can be 
seen in many ways, including:

(1) The So-Called GR-DES Project: Two years after its passage, the 
Department was forced to implement (on a crash program basis) the 
mandated requirement that “employable” recipients of General Relief 
benefits must register with the Division of Employment Security, when 
the General Court passed Chapter 719 (Acts of 1971) requiring that 
these recipients pick their checks up at the DES.
(2) The Flat Grant System: In order to relieve the administrative pres
sures accompanying the “Special Needs” Program, the Department had 
to replace this program (which recognized that welfare recipients had 
special or ‘emergency’ needs requiring additional money grants) with 
the ‘Flat Grant’ system which assumes that all recipients have the 
same ‘special’ needs and provides for an equal quarterly payment to 
all eligible recipients.
(3) Recipient Information Drives: The Department, which in 1971, 
lost $18 million in federal financial participation by the Federal Gov
ernment because of an inability to provide sufficient statistical infor
mation, has twice had to undertake recipient information drives in 
order to satisfy administrative eligibility needs.

The responsibility for the handling and processing medical vendor bills 
(10-12,000/yr.) has been the number one administrative headache facing 
the Department of Public Welfare. It is a responsibility for which many other 
states have utilized the talents of a ‘fiscal intermediary’ (third-party, private 
insurance company) in performing. The Department of Public Welfare has 
never had the luxury of seriously considering the use of a fiscal intermediary, 
because it has never possessed the central eligibility file required by a fiscal 
intermediary nor the capability to effectively monitor the activities of an 
intermediary. As a result, the Department has had to attempt to perform 
these tasks “in-house” .



This is an undertaking which the Department has had little success in 
performing, efficiently or effectively. It has been largely a fragmented, some
times ‘day to day’ operation with little overall quality control and with no 
economy-inducing ‘utilization review’. The average billing cycle (the time 
it takes a medical vendor to be reimbursed from the date of receipt of the 
request for payment) varies from 60 to 120 days, with (3) three months 
being average. This compares very unfavorably, for example, with the State 
of California which utilizing the services of a fiscal intermediary can reim
burse medical vendors in 15 days with a significant degree of quality control 
and utilization review.

Medical Assistance Program:
The Medical Assistance Program (MA ) is not a welfare program or public 

assistance program; it is a health insurance program. The federal and state 
governments have stepped in where private industry has left a void and 
provided a health insurance program for those who are unable to qualify 
for a private health insurance program and who are otherwise unable to 
pay for adequate medical care.

In terms of total expenditures, the two largest separately identifiable 
groups participating in the Medical Assistance Program are:

(1) non-welfare recipients: those who do not receive benefits under 
one of the Commonwealth’s cash assistance programs; amount to 
approximately 65% of all Medicaid expenditures (of th e ‘welfare’ 
recipients receiving Medicaid, an additional 20% of expenditures 
are for recipients of OAA and Disability Assistance).

(2) the elderly: 56% of the gross expenditures for Medical Assistance 
are used to provide medical care for those over 65, with slightly 
more than 10% going to recipients who also receive Old Age 
Assistance benefits from the State.

In the past ten (10) years, the proliferation of both public and private 
insurance programs (Medicaid and Blue Cross-Blue Shield, respectively) has 
acted to eliminate ‘cost’ as a deterrent to those who seek medical services. 
This has resulted in an increased demand for medical services, as the ‘cost’ 
of medical care no longer functioned as a limit upon the demand. Unfortu
nately, this country’s fragmented, disorganized, medical delivery system has 
been unable to respond to this increased demand in an ‘elastic manner.’ The 
result has been an inflationary spiral which has virtually entrapped the entire 
medical delivery system, artificially increasing the cost of providing that 
care some 33% in the past five (5) years.

It is the conclusion of this Committee, based on the experiences had with 
the limited-participation, Medicaid Program —  that the inflationary spiral



which has entrapped our medical delivery system may very well threaten the 
ability of this country to provide quality medical care on a mass-scale if it is 
not brought under control.

This inflationary spiral affects all ‘consumers’ of medical care. The Com
monwealth of Massachusetts, through the Medicaid Program is one such 
consumer. Based on an annual rate of inflation of approximately 7% (sup
plied by the Department of Labor), since 1967, the Commonwealth has 
spent some $235 million to pay for the increased costs of medical care 
resulting from inflation. More specifically, for fiscal year 1971, the cost of 
the Medical Assistance Program would have been $260 million rather than 
$345 million, if there had been no inflation in the past 5 years.

It is true, of course, that not all of this increase in costs can be attributed 
to inflationary pressures within the medical delivery system itself. The 
economy as a whole has been subjected to excalating costs. The rate of 
inflation in the delivery of medical care, however, has been much higher than 
in any other segment of the consumer’s budget.

Given the demonstrated availability of measures to curb the impact of 
this inflationary spiral, the Committee must conclude that the Common
wealth could have saved a significant portion of that $235 million if a pro
gram of ‘cost containment’ had been implemented and meaningful steps 
taken to increase the efficiency and economy with which quality medical 
care is being delivered to Medicaid recipients and the health consumers 
of this State.

To reduce these inflationary pressures acting entirely within the ‘medical 
delivery system’, we must begin to apply 'utilization review procedures’ de
signed to curtain the well-documented over and unnecessary utilization of 
medical services (especially inpatient hospital services).

This over and unnecessary utilization of services results from many 
factors including:

(1) economic incentives found within the existing delivery system 
which place the incentive on the delivery of services rather than 
the maintenance of health;

(2) decreases in the availability of primary care capabilities in our 
urban areas and the resulting over-reliance upon our hospital 
facilities;

(3 ) the lack of organizational relationships amount the various com
ponents of the delivery system which has prevented the most 
‘cost-effective’ utilization of our medical resources.

It is a conclusion of this Committee that the Commonwealth of Massa
chusetts as a consumer of medical services and as a spokesman for the health



consumer-taxpayer-citizen\ of this state, has a legitimate role to play in 
ensuring that the medical delivery system is held accountable to the needs 
of to dry’s modern society and in affecting changes within that system which 
would provide to it the capability to deliver quality medical care on a
mass-scale.

In affecting these changes, the Commonwealth need not resort to 
direct intervention in the delivery of services. It can utilize the economic 
power made available through the Medical Assistance Program and other 
publicly-funded health insurance programs to encourage innovation com
petition in the cost-effective delivery of medical services. To perform this 
task most effectively, the Commonwealth must organize the agencies and 
departments which affect the delivery of medical care in the most effective 
manner. To this end the Committee recommends the transfer from the Office 
of Administration and Finance to the Office of Human Services, the Massa
chusetts Rate Setting Commission and the Office of Comprehensive Health 
Planning established pursuant to the 1966 Federal Partnerships In Health 
Act.

In sum, if the Commonwealth is to affect the cost of providing quality 
medical care to the elderly and medically indigent in the Commonwealth, it 
must begin to look at four areas of specific concern and reduce those pres
sures which are artificially boosting the cost of providing that care. Based 
upon what this Committee has learned, these four areas of concern are:

(1) bill paying cycle: inordinate delays in reimbursing medical vendors 
for services rendered to Medicaid recipients adds to the infla
tionary spiral by forcing these vendors to  borrow monies. The 
Commonwealth reimburses, on the average, between 60 and 120 
days from receipt of the bill. This compares very unfavorably, for 
example, with the state of California which, utilizing the services 
of a ‘fiscal intermediary’ can reimburse vendors in less than two 
weeks.

(2) quality control: not only must we reimburse vendors promptly, 
but also we must institute ‘quality control’ mechanisms which 
ensure that all administrative errors (e.g., duplicate billing, over
charges, etc.) and vendor fraud have been eliminated.

(3) utilization review: we must institute review programs to reduce 
the well-documented over and unnecessary utilization of medical 
services, especially in-patient hospital services.

(4) inflation in the cost of medical delivery: not only must we concern 
ourselves with the immediate problems associated with the 
Medical Assistance program, we must also attempt to affect 
meaningful changes within the medical delivery system (through



the implementation of system-wide utilization review procedures) 
to reduce the unnecessary inflation in medical costs.

To this end, it is the primary recommendation of this Committee that 
THE RESPONSIBILITY FO R THE ADMINISTRATION OF THE 
MEDICAL ASSISTANCE PROGRAM  BE DELEGATED TO A SEP
ARATE AGENCY WHOSE ONLY CONCERN IS THE DELIVERY 
OF MEDICAL SERVICES AND THE ‘COST-EFFECTIVENESS’ OF 
THAT DELIVERY.

The proposed Department of Health Care Delivery would have the follow
ing primary responsibilities:

(1) to administer all publically funded health (medical) insurance 
programs;

(2) to coordinate the performance of the Commonwealth's role in 
the development of an effective, efficient, medical delivery system;

(3 ) to monitor the Commonwealth’s medical delivery system so as 
to provide a ‘data bank’ necessary to long range planning in order 
that we might prepare for our future medical needs.

Recent Department Initiatives:
In recent months the Department of Public Welfare has become con

cerned with the long range needs of an agency responsible for the admini
stration of the state’s public assistance programs. It has embarked upon a 
federally mandated program to ‘separate’ the functions involved in the over
all administration of these programs from those involved in the delivery 
of social services. While the Department will be several months behind the 
schedule of implementation approved by the Department of Health, Edu
cation and Welfare, the Committee has been sufficiently impressed with its 
efforts to comment that the Department may be emerging out of the “crisis 
administration” stage which has characterized its activities since July 1,
1968. We would, however, recommend a continued monitoring of these 
activities, as their completion will mean increased federal financial partici
pation in the delivery of social services and over all administrative costs.

The Department has embarked, also, upon a program calling for the 
implementation of the long promised computer system, so necessary in ad
ministering an agency whose total budget will exceed $1 billion of fiscal 
1973. As proposed, the computer system will consist of two distinct 
capabilities:

(1 ) The Financial Management Control System would computerize 
the overall management responsibilities of the Department, includ
ing the creation of a central eligibility file (completed as of 
1 0 /1 /7 2 ).



(.;) The Vendor Payment System: consists of several “phases” of 
implementation, with the degree of sophistication and automation 
increased with each “phase” . As proposed, would eventually pro
vide to the Department the capability to handle and process 
vendor bills.

It is the opinion of this Committee that this latter capability is not a 
proper undertaking of the Department at this time. With the new found 
computer capability available with the FMCS program (i.e., the central 
eligibility file), the Department now possesses the ability to monitor the 
activities of a fiscal intermediary which would be retained to perform these 
‘paper shuffling’ responsibilities. It is the recommendation of this Com
mittee that the Commonwealth of Massachusetts should begin immediate 
negotiations with interested parties and that the direct responsibility for the 
handling and processing of medical vendor bills should be contracted out to 
a third-party fiscal intermediary.

This recommendation is made with the following factors in mind:
(1) the public sector (government) need not unnecessarily be in 

competition with the private sector if the private sector demon
strates a willingness and ability to be responsive to the needs of 
society;

(2) the private sector (third party fiscal intermediaries) has expressed 
to this Committee a willingness and ability to provide these ser
vices to the Commonwealth in a manner which is consistent with 
its needs;

(3 ) the success had by the state of California with the use of ‘fiscal 
intermediary’ indicates to this Committee that the responsibility 
can be better passed along to those professionals trained to per
form these tasks, thus leaving the resources of the administering 
agency free to perform the more important job of overall plan
ning and system monitoring;

(4 ) there is no arrangement that the state could obtain through the 
decision to do the job ‘in-house’ that it could not achieve through 
negotiations with a third-party intermediary.

LEGISLATIVE RECOMMENDATIONS

(1) The Committee recommends that the responsibility for the Common
wealth’s Medical Assistance program be delegated to a new state agency 
which is concerned only with the delivery of medical care and the relative 
efficiency of that delivery. Legislation to create a Department of Health 
Care Delivery is included with this Report.



(2) The Committee recommends that the Commonwealth contract with 
interested and recognized private, fiscal intermediaries for the provision 
of the elementary administrative services necessitated by the Medical As
sistance program. Legislation to this end is included with this Report.
(3) The Committee recommends that the Office of Comprehensive Health 
Planning established pursuant to P.L.. 89-749 become mo e directly involved 
in the long range planning necessary to the future health needs of the 
Commonwealth. Legislation to affect this change is included with this 
Report.
(4) The Committee recommends that a closer working relationship be 
established between the Massachusetts Rate Setting Commission and the 
proposed Department of Health Care Delivery. Legislation to this end is 
included with this Report.



Se c t io n  II

THE PROBLEM: 
AN OVERVIEW



CHAPTER 1.

HISTORICAL BACKGROUND

The purpose of this section will be to provide to the members of the 
General Court a perspective from which to view the problems faced by the 
Department of Public Welfare. It is our intent that you will be able to view 
the problem as we do; with an understanding that the problems have been 
with us for a while and that they are rooted in the experiences of the past. 
These experiences which, while they may not have made the existing situa
tion inevitable, have certainly contributed to a significant degree.

When viewed from the context of the experiences of the past five years, 
it will be seen that the Commonwealth’s “welfare mess’ is best understood 
with two related developments in mind:

(1) state take over (the creation of a state welfare agency);
(2) the rapid unexpected growth of the Medical Assistance Program.

The Committee has chosen to summarize four (4 ) Reports issued by
different agencies over the past few years in an attempt to provide a view 
of these two developments in their historical context. In addition, we would 
refer the members of the General Court to the Preliminary Report of this 
Committee which documents significant areas of concern and the many 
‘mini-reports’ issued by the Office of State Auditor (several of which are 
summarized for the reader’s convenience in the Appendices of this Report).

Because they most effectively trace the dual areas of concern with which 
this Committee has been examining —  the problems of ‘state take-over’ and 
the growth of the Medical Assistance Program —  the Committee has chosen:

(1) “THE REPORT OF THE DEPARTM ENT UNDER NEW 
LEGISLATION”, Department of Public Welfare.

(2) “Audit Report of the HEW Audit Agency”, Department of 
Health, Education and Welfare (#90131-01), June, 1969.

(3 ) “Audit Report of the HEW Audit Agency”, Department of 
Health, Education and Welfare (#20006-01), December. 1971.

(4) “Reconnaissance Report of the Vendor Payment Pipeline in the 
Department of Public Welfare”, General Services Administration, 
June, 1971.

From the standpoint of efficient administration, all of the Reports to 
which we shall refer have one central message to offer, best summarized by 
an Audit Report issued by the HEW Audit Agency of December, 1971.

Based upon the results of our review, the state agency needs sig
nificant improvements in its systems of identifying, recording account-



mg and reporting expenditures of State and Federal funds for assistance 
payments and for administrative expenses.
In a word, the Department of Public Welfare lacks an effective fiscal 

management operation, necessary to administer the programs under its con
trol. This is an intolerable situation when it is realized that last year the 
Department had the responsibility for nearly $1 billion in state and federal 
monies. It is, hov c er, a situation which can be readily understood when 
viewed with these dual concerns in mind: state take-over and the unpre
cedented growth of the Medical Assistance Program.

That the Department was not fully prepared for state take-over is an 
undeniable fact. The HEW Audit Agency Report of December 1971 makes 
this point quite clearly:

In our opinion, many of the deficiencies disclosed in our review of 
the state s financial administration of the public assistance programs 
are attributable to the reorganization of the state agency on July 1, 
1968 . . . During the three (3) year period since the reorganization, 
very few, if any, improvements were made to effectively manage ex
penditures. (p. 4-5).

The specific reasons for the failure of the Department in this regard are 
not the central concern of this Committee. A re-examinaion of those events 
surrounding the creation of a state-wide Public Welfare Agency will, how
ever, contribute to an understanding of this aspect of the problem and to 
the development of meaningful solutions. It is the Committee’s intent that 
the Reports contained herein should suffice as background material neces
sary to an understanding of the events surrounding state take-over. For a 
more detailed discussion, the Committee would refer the reader to the 
original documents.

The second element necessary to an understanding of the problems which 
have plagued the Commonwealth and the Department of Public Welfare 
is the rapid, unexpected growth of the Medical Assistance Program. In this 
regard, it must be first understood that the Medical Assistance Program is 
little more than a health insurance program with the state and federal gov
ernment as the co-insurers. As such, the administration of the program re
quires the handling and processing of millions of medical bills submitted 
each year by the thousands of medical vendors (doctors, hospitals, pharma
cists, nursing homes, etc.) which have provided medical services to the 
tens of thousands of recipients declared eligible by the Department.

Hie Committee has come to view the administrative problems asso
ciated with the Medical Assistance program and the over-all growth of the 
program as the central factors in an understanding of the administrative



problems encountered by the Department of Public Welfare. Accordingly, 
we have spent much effort in attempting to develop a better understanding of 
the program, its implications for the Commonwealth and its impact upon 
the Department of Public Welfare.

Report of the Department Under New Legislation:
The Report of the Department under New Legislation was issued by the 

then Commissioner of the Department of Public Welfare, Robert Ott. It 
was an attempt to describe the situation faced by the Department as a con
sequence of Chapter 658, Acts of 1967 which created the existing State 
Department of Public Welfare, between July 1, 1967 and June 30, 1968. In 
the introduction to that Report it was stated:

Chapter 658 (of the Acts of 1967) was a mandate to the Department 
to correct the inadequacies and failures of a localized welfare system 
and to establish a range of services to people which would insure for 
the Commonwealth’s utilizers the dignity and fulfillment of a sound 
family living. It is the tool with which the goals of a modern public 
welfare system may be realized in Massachusetts, if the Commonwealth 
will support the Department with necessary resources to fulfill its 
objectives.

The Report goes on to indicate that under this new Legislation the scope 
of services offered by the Department was to be broadened, thus expanding 
the responsibility of the Department in the care of the poor and indigent 
of the Commonwealth. Services to be included in the expanded social
services program were:

1. protective services for children, unmarried mothers, the aged, and
other adults;

2. foster care for children, the aged, disabled and handicapped;
3. residential care and treatment;
4. adoption services;
5. homemaker services;
6. casework and counselling;
7. day care for children, the aged, disabled and handicapped;
8. sheltered work;
9. training in responsible parenthood and home management;

10. referral service for health, legal, employment and other problems.
The Report describes other requirements listed in Chapter 658, including 

the establishment of ‘community service centers’ and ‘community service 
boards’ to replace the old local welfare boards and offices. In this regard, 
the First Interim Report of the Committee made note of the fact that little 
had been accomplished respecting the establishment of a network of com-



munity service centers. In the past year the Committee has not been made 
known of any further developments and must assume that this mandate of 
the General Court is still a lesser priority of the Commissioner and the 
Department.

In meeting the requirements of the New Legislation, the Department had 
three preliminary goals in mind:

1. the orderly transfer of personnel and offices to state control;
2. devising uniform administrative and fiscal procedures to be fol

lowed state wide;
3. preparing to make this transition without any disruption in services.

To this end, the Department had established a number of task forces to
prepare to meet these priority goals. By the end of fiscal 1968, each had 
reported back with a qualified optimism that the Department should be 
able to make the transition with as little pain as possible.

In May, 1968, the Department retained the systems consulting firm of 
Peat, Marwick and Livingston to study the problem of state take-over. 
According to the Department’s Report, the purpose of this study was to: 

Assist the Department to establish a solid administrative structure once 
the orderly transition to centralized administration is achieved.

In August, 1968, Peat, Marwick and Livingston submitted a report to
gether with recommendations. These recommendations can be viewed as 
‘priorities’ of system. By way of summary these priorities (recommendations) 
were:

(1 ) reassess the administrative structure and the methods and pro
cedures of communication to lead to a standardization of policies 
and procedures across the Commonwealth;

(2 ) evaluate the training program requirements for a professional staff 
and to design and implement a competent training program by 
July, 1969;

(3 ) design and implement an automated system to process vendor 
payments.

With regard to this latter point, and of direct interest to the primary 
concern of this Committee, the central conclusion to be drawn from this 
Consultants Report was that “the orderly transition to centralized admini
stration”, had not been achieved, and “the burden of the Medical Assistance 
Program” had risen to crippling proportions. In this regard, the Departments 
Report concluded:

The major shortcomings of the Department in fiscal 1968 occurred 
because of the lack of a total electronic data processing system. The 
need for such equipment showed up in many areas . . . but it was



most painfully obvious in the backlog of medical vendor payments 
. . . the medical vendor payments that results from Medicaid Legisla
tion of 1966 were several months in arrears on June 30, 1968. The 
bulk of the Department’s present equipment is semi-manual and unless 
it is replaced, the backlog will continue to increase . . .
THE IM PACT OF MEDICAL ASSISTANCE PROGRAM  WHICH, 
BECAUSE, OF THE RAPIDITY OF ITS GROWTH, HAD INSUF
FICIENT PROVISIONS FOR STAFF, ALSO IMPOSED TRE
MENDOUS BURDENS, (emphasis added —  ed.)

Unstated in the Department’s Report is the fact that the Department was 
able to achieve the switch from local administration to state administration 
without any meaningful delays in services to recipients. This had been a 
major goal of the Department as it considered state take-over (See page 7). 
Unfortunately, the need to be concerned with the day to day details involved 
in the delivery of services to eligible recipients has remained as a top priority 
of the Department, reflecting the lack of a systematic administrative ap
proach. The Committee bothers to point out this fact to the members of 
the General Court, because it is a factor which will continually reappear as 
we examine the operations of the Department.

Audit Report #90131-01 of the H EW  Audit Agency, Department of Health, 
Education and Welfare, June 1969:

The preliminary conclusion of the “Report of the Department Under 
New Legislation” was further documented in HEW Audit Agency Report 
of June, 1969. This Report was the result of a comprehensive study of the 
Department of Public Welfare’s involvement with the Medicaid Program. 
In a real sense it can be viewed as a status report on the activities of the De
partment vis-a-vis state take-over and the implementation of the priority 
recommendations contained in the Report submitted by Peat, Marwick and 
Livingston.

The HEW Audit study dealt primarily with three regional finance units 
created by the Department in pursuit of the dictates of Chapter 658 (Boston, 
Springfield, and Attleboro). Together these three finance units had handled 
27% of all Title X IX  (Medicaid) monies spent within the Commonwealth.

The Report noted the fact that the consulting firm (Peat, Marwick and 
Livingston) had been hired to assist the Department in establishing sound 
administrative guidelines, including organizational structure. It pointed out 
that one of the initial recommendations was for the establishment of a 
centralized data processing system for all welfare programs. The Report went 
on to concern itself, primarily, with existing internal controls had over 
vendor payments. It stated that:



Based upon the results of our review, we believe that the State 
Agency has not fulfilled the management responsibilities, required by 
the State Plan, to establish adequate controls over the processing and 
review of vendor claims. We found that the State Agency has not is
sued complete written procedures to be followed by the welfare service 
offices, and has not made adequate independent tests of transactions 
o" otherwise satisfactorily monitored practices of welfare service offices 
(273 in September 1966 and 254 in March 1969) to control vendor 
claims, (p. 6-7).

More specifically, the Report cited the lack of ‘management’ control in 
checking duplicate payments, excessive fees by physicians and dentists, over, 
pricing of drugs and failure to have a copy of the original prescription as 
required by state regulation. The Report went on to comment:

It should be noted that due to incomplete record files and difficulties 
stemming from inadequate record retrieval systems, it was not feasible 
for us to perform fully-controlled sampling techniques that could be 
used to accurately project the extent to which deficient vendor claims 
were processed by the three offices. Nevertheless, we were able to 
obtain sufficient examples as shown in the following paragraphs, to 
demonstrate various types of deficiencies relating to duplicate pay
ments, excessive fees, excessive drug prices, lack of controls over pre
scriptions, possible over-servicing and other drug deficiencies.

The Report goes on to note that the Department is making strides in its 
attempt to computerize the vendor processing procedures necessitated by 
the Medical Assistance Program.

The data processing system is expected to be in operation no later 
than July 1, 1969, for 14 communities whose payments amount to over 
50% of the Commonwealth’s total Medicaid payments. The remain
ing communities are scheduled to come under the system by December,

1969. (emphasis added —  ed.)
The HEW Audit Agency officials were informed by representatives of 

the Department and of the consulting firm that the proposed data processing 
system would have the capability to “control duplicate payments, check 
eligibility, fees, drug prices, preauthorizations for medical services, pre
scriptions over 90 days old and over servicing.”

In sum, the Report stated that the lack of written guidelines resulted in 
local welfare offices making INDIVIDUAL DETERMINATIONS IN 
PROCESSING VENDOR CLAIMS, THUS UNDERMINING THE AT
TEM PT AT STANDARDIZED PROCEDURES THROUGHOUT THE 
STATE. The Report concluded that BECAUSE OF THE IMPACT OF



MEDICAID UPON THE OPERATIONS OF THE DEPARTM ENT that 
the Department was accelerating its efforts to design and install the Medi
caid portion of the data processing system. (Again, this has not been 
accomplished, thus the impact had by the Medicaid Program upon the opera
tions of the Department have not been alleviated).

Report of the General Services Administration, June, 197i:
In June, 1971, the General Services Administration, U.S.A., issued a 

report of its study that had been requested by the new Commissioner of the 
Department of Public Welfare, Steven A. Minter. The focal point of the 
study was the paperwork processing machinery within the Department.

The G.S.A. Study Team found that there was apparently a very limited 
knowledge or understanding of the rudimentary elements of a state-wide 
administrative system. While the Report was able to note that employees 
throughout the Department were very cooperative, they also found it neces
sary to point out that this fact often “resulted in some embarrassment for 
the employee when the information we sought was not available at that level 
of organization”.

Requests at all levels visited for organizational charts, task, function, 
or mission statements drew a blank . . The existence and use of at 
least functional statements for each level of organization was expected 
as a bare minimum. Each office should have in its essential records a 
description of why it exists and what it is expected to do. (p. 2)

The Report continues by noting that there was a complete lack of co
ordinated communication within the Department. It made specific reference 
to the many State Letters and the Policy Manual issued by the Department, 
but pointed out that “these were, in most instances, poorly maintained, since 
updating supplements had not been received by the supervisor of the 
operation”.

The Committee would like to underscore this point. In the many months 
that we have been involved with our examination of the Department of 
Public Welfare, it has been our primary contention that THE DEPART
MENT LACKS EVEN THE MOST RUDIMENTARY ELEMENTS OF 
COMMUNICATION THAT ONE WOULD EXPECT FROM A STATE
WIDE ADM INISTRATIVE STRUCTURE. The essence of administration 
is the ability to transfer information from one level of the organization to 
another and back again. It has been our experience that the Department 
has never possessed this ability on a state-wide basis, thus indicating to this 
Com m ittee the continued  lack of a truly state-w ide adm inistrative 
system.

In continuing, the Report found numerous examples of slovenly and “fire



hazardous” conditions in welfare service offices. It was particularly con
cerned with the lack of office space, filing procedures, and inefficient controls 
had with regard to vendor processing in the various welfare offices.

“The present work areas used for medical payment processing are 
without a doubt the worst office environment we have encountered.”

They were referring specifically to a situation in which they found doc
uments (e.g., medical bills submitted by vendors) stored in all types of 
paper boxes, piled on the floor, tables, desks, bookcases, etc. (The Com
mittee would like to again comment that this situation is exactly what we 
have encountered, as we mentioned in the Preliminary Report of June, 
1971).

Requests for how-to-do-it operating procedures were made at all 
paperwork processing levels visited, with no results whatever. Neither 
clerks nor their supervisors could produce written instructions used to 
do the work or train new employees.

The Report goes on to comment that there appeared to be little uniformity 
in approach resulting from the lack of written directives to supervisory per
sonnel. In sum, the Report states:

OUR TOTAL IMPRESSION OF WORK PROCESSING IS ONE 
OF A MASSIVE PAPERWORK PIPELINE WITHOUT STAN
DARD PROCEDURES, STANDARDS OF PRODUCTION, IN
FORMED SUPERVISION, OR ADEQUATE CONTROLS.

The G.S.A. Study Team noted that no “overall plan for processing vendor 
pipeline documents” had been developed, but that they had encountered 
members of a consulting firm retained by the Department to solve the vendor 
payment problems (a new firm, Booz, Allen & Hamilton). The Report notes 
that there apparently was a great deal of activity with regard to ADP (Auto
mated Data Processing) Systems, but was quick to point out that “THIS 
APPEARS TO BE WASTEFUL OF THE LIM ITED RESOURCES 
AVAILABLE TO THE DEPARTM ENT.”

Without a total plan of action, the manual and semi-automated 
processing procedures cannot be successfully developed. Before ex
tensive computer software (programming) development can be an 
accomplished fact, the Department must recognize the necessity for a 
master plan of a system . . . Starting in the middle of a system design 
with wholly ADP oriented specialists will not produce a satisfactory 
solution to the payments processing problem, (p 3-4)

The Committee would like to make note of this final point, as we feel 
that it is crucial to an understanding of the problems encountered by the



Department of Public Welfare. The continued difficulty had by the Depart
ment in developing an effective computer capability is a well-documented 
fact. It is a conclusion of the lack of a truly organized administrative system. 
A computer capability must, necessarily, follow the development of a system
atic approach to administration. It will not cause the development of such 
a systematic approach. In sum, the Department must attain the latter before 
it will have the capability to implement the former.

Audit Report # 20006-01 of the H EW  Audit Agency, Department of Health, 
Education and Welfare, December, 1971:

The most recent study performed by the HEW Audit Agency on the op
erations of the Department of Public Welfare continued the documentation 
of the Department’s inability to administer the programs within its area of 
responsibility. The area of primary concern of this Report was “financial 
reporting operations for claiming federal participation” for expenditures 
incurred in administering programs authorized by the Congess of the United 
States.

The Report covered the period from state take-over (July 1, 1968) 
through June 30, 1971 and touched upon a number of continuing problems 
respecting the administration of the Commonwealth’s welfare programs.

Again, the primary conclusions offered by this Report involved the “lack 
of uniform procedures and practices,” at the Finance Unit level (distinct 
from the welfare service offices), for:

1. reporting of assistance payments which were subsequently can
celled;

2. the identification, recording, and reporting of payments ineligible 
for federal participation;

3. identifying, recording, and reporting of assistance payments by 
program category, and

4. the development of accurate and reliable “case count” information 
which is necessary to allocate administrative costs between and 
among the various state and Federally-aided categorical programs.

The HEW Audit Report itself is rather technical in nature, being con
cerned with the various record keeping procedures required by the Federal 
Government. This Committee did not concern itself with the details of their 
findings, except to note that as a result of the administrative failings of the 
Department that the Report recommended that some $35 million in ad
ministrative costs be disallowed for federal financial participation (federal 
share in excess of $ 18 m illion).



Of more immediate concern to this Committee is the related findings of 
the HEW Audit Agency that:

During the 3 year period since the reorganization (state take-over) 
very few, if any improvements were made to effectively manage ex
penditures. (p. 5)

The Report then goes on to say that the Department has begun to move 
in this direction, however, and lists several steps which were being initiated 
by the Department in an attempt to improve the capabilities of its financial 
management system. At the time of the issuance of this Report (December, 
1971), however, little had been accomplished in this regard and the Depart
ment’s initiatives were largely in the planning stage.

The Committee bothers to highlight this Report, not only because it 
provides a greater insight into the problems faced by the Department of *
Public Welfare because, (1) it is relatively recent, and (2) it provides |
further documentation of the inability of the Department to standardize the 
operations found throughout the State.

One of the primary problems found with regard to the direct administra- | 
tive responsibilities of the Department (e.g., handling and processing of 
vendor bills, record keeping, etc.) was the lack of uniformity from one office 
to another. Here, the internal operations of the Department are examined 
(the procedures followed for recording administrative expenses) and the 
same basic failing is encountered. Further, as the Report indicates, this is 
a failing which can be traced back to the initial operating days of the De- |
partment, again underlining the fact that the Department had not properly i
prepared for State take-over.

SU M M A R Y:
The Committee has bothered to summarize these reports because, in our 

opinion, they represent a composite picture of the primary problem areas 
faced by the Department of Public Welfare since the early days of state 
take-over. They highlight the principle areas of concern that this Committee 
has come to learn to be of importance as we attempt to gain a better under
standing of those factors which have prevented the Department of Public 
Welfare from becoming a truly effective, state-wide agency.

In the compiling pages, the Committe will attempt to provide a more 
detailed description of each of the two primary areas of concern around 
which our activities of recent months have focused. In Chapter II, the Com
mittee shall attempt to examine ‘state take-over’, the reasons behind this 
move, problem areas encountered and the implications of these areas of dif- | 
ficulty for the effective administration of the Commonwealth’s welfare 
programs.



In Chapter III, the Committee attempts to posit a brief description of the 
Medicaid program as a basis for the more detailed analysis that is contained 
in Section II of this Report. Some of the conclusions drawn and some of the 
criticisms offered are detailed more distinctly in the latter stages of this 
Report.



CHAPTER II

STATE TAKE-OVER

The need for ‘State Take-Over' was clear to all who were involved in the 
study of and the delivery of welfare services in the Commonwealth. Among 
the problems faced under the old system with its locally controlled and 
funded welfare programs were:

(1 ) the lack of uniformity in the application of the various standards 
of eligibility and the computation of individual budgets as you moved 
from one town to another;
(2 ) the lack of uniformity with regard to the social services which were 
being provided to eligible recipients;
(3 ) an inability to control eligibility in an increasingly mobile society 
(in this regard, this Committee has heard on several occasions of 
instances in which individuals were receiving benefits from several dif
ferent towns at the same tim e);
(4 ) an inability to qualify for federal reimbursement for many adminis
trative costs because the federal government would only reimburse 
for those expenses incurred by a ‘state-wide’ agency; and
(5) the increasing financial burden which was being placed upon local 
cities and towns as a consequence of the expanding welfare programs 
which were being passed by the Congress of the United States.

For these and other reasons, the General Court determined in 1967, that 
it would be advantageous to establish an expanded, State Department of 
Public Welfare which would have direct administrative responsibility for the 
welfare programs being provided within the Commonwealth.

The willingness of the Department to take on this monumental task was 
made clear in the “Report of the Department Under New Uegislation” :

July 1, 1967, through June 30, 1968, was a year of preparation for 
massive changes within the Department of Public Welfare. The 
changes, which were brought about by Chapter 658 of the Acts of 
1967, reflecting broad community concern, WERE SORELY NEED
ED AND IN FULL ACCORD WITH THE PHILOSOPHY OF THE 
DEPARTM ENT (emphasis added) . . .

Chapter 658 was a mandate to the Department to correct the in
adequacies and failures of a localized welfare system and to establish 
a range of services to people which would insure for the Common
wealth’s citizens the dignity and fulfillment of sound family living. It 
is the tool with which the goals of a modern public welfare system may 
be realized in Massachusetts . . .



Despite these lofty goals and the restrained optimism which is ound 
throughout the “Report of the Department Under New Legislation'' it is 
obvious that the Department has failed to meet the mandates of Chapter 
658. The reports summarized above provide a brief synopsis of this failure 
from a historical perspective. They paint the picture of an agency which is 
unable to control the use and cost of the programs under its jurisdiction; an 
agency which is unable to develop a uniform, systematic approach to the 
administration of these programs: and, an agency which is unable to monitor 
the activities being performed at any and all levels of administration.

The most obvious indication of the inability of the Department to fully 
implement Chapter 658 can be seen through a reference to the Department’s 
continuing concern with the ‘basic elements of a state-wide administrative 
system’. The priority goals listed by the Department’s consultant (page 8) 
and/or the priorities listed by the Department in the “Report of the Depart
ment Under New Legislation” can and should be viewed as the most basic, 
elementary requirements of a state-wide administrative agency. Throughout 
the text of this report, the Committee will make constant reference to the 
Department’s continuing concern with :

(1 ) the over-all administrative structure of the Department and at
tempts to develop an acceptable state-wide communications network;
(2 ) personnel problems, including the development of an effective 
state-wide training program and regularized procedures for handling 
new personnel;
(3 ) standardization of operating procedures so that the Department 
might develop an over-all management capability and the computer 
systems necessary to efficiently operate that management capacity.

The Committee would like to provide here a few brief comments respect
ing each of these points as they relate to the Department of Public Welfare 
in the past few years. In general, the Committee has not concerned itself with 
the Department’s problems respecting the personnel and the personnel 
shortages with which it is faced. We include reference to it here because we 
feel that it is an integral element necessary to an understanding of the over-all 
problems faced by the Department.

—  the need for a state-wide administration system —
As has been stated, the essence of administration is the ability to com

municate information from one level of an organization to another. Lacking 
an ability to communicate or transfer information, an agency cannot be 
expected to  administer. It cannot be expected to provide a factual account 
of its activities and endeavors. It cannot be expected to provide the degree of 
accountability and control that one would expect from a modem business 
operation.



The most obvious example of the type of information transfer that is 
found in any agency, is the issuance of directives by the central office or 
management office (in this case, the Commissioner’s office, or that of his 
Assistant Commissioners). The ability to transfer information detailing 
instructions does not, however, ensure that they will be carried out. Assum
ing tl it the directives are sufficiently clear to allow interpretation at the 
local dministrative level, there is still the problem of monitoring the activ
ities at these local administrative levels (Welfare Service Offices and Finance 
Offices) to determine if the directives have been properly implemented.

Based upon the findings detailed in the First Interim Report of this 
Committee, based upon the findings detailed in the Reports summarized 
above and based upon the most recent findings of this Committee, it is clear 
that the Department of Public Welfare has not yet mastered the techniques 
required to ensure the smooth flow of information throughout the ‘state
wide’ agency.

Throughout the text of this report, the Committee shall make continued 
reference to the lack of standardization found throughout the Department 
as you move from one local welfare service office (W SO) to another. This, 
in the Committee’s opinion, is the direct result of the inability of the Depart
ment to develop an effective internal communications system consistent with 
the needs of a state-wide egency.

—  computer capability —
The inability of the Department to standardize its operations is the crucial 

reason why the Department has had difficulties in developing the computer 
capability to manage its over-all affairs and process medical vendor invoices 
in a more timely manner. This is a central concern of this report and con
stant reference will be made throughout. Suffice it to quote here these com
ments of the Government Services Administration:

An overall plan for processing vendor pipeline documents (medical 
vendor bills) has not been developed. However, evidence of a great 
deal of work in the ADP (Automated Data Processing) could be seen. 
This appears to wasteful of the limited resources available to the 
Department. Without a total plan of action, the manual and automated 
processing procedures cannot be successfully developed. Before exten
sive computer software (Programming) development can be an accom
plished fact, the Department must recognize the necessity for a master 
plan of a system . . . Starting in the middle of a system design with 
wholly AD P oriented specialists will not produce a satisfactory solution 
to the payments problem. ( emphasis added —  ed.)

In a word, you cannot begin to apply computerized techniques until you



have first developed the capacity to perform tasks in a totally systematic 
manner. Further, you cannot begin to undertake the transition to a com
puterized system until you have developed a detailed plan of implementation. 
The Department, however, despite the fact that it has lacked the standard
ization of approach which is a prerequisite to computerization, has spent 
a great deal of time, effort and money in pursuit of a com- uter capability.

According to information provided by Commissioner Steven A. Minter in 
public testimony before this Committee, the Department of Public Welfare 
has spent $3,458,060.00 from 1969 to 1973 in an attempt to develop a 
computer capability. For fiscal year 1973, the Department estimates that it 
will spend an additional $3,226,550.00 for the development of a computer 
capability. However, as will be made clear in Chapter V III of this Report, 
these recent initiatives on the Departments part have been based upon a 
more comprehensive approach, one which includes a greater concern for 
the development of a standardization of procedures.

—  personnel —
As has been suggested the Committee has not devoted as much of its 

energies towards an exploration of the problems faced by the Department 
in this regard, as it would have liked. However, that which we have learned 
is sufficient to warrant our concluding that the Department has encountered 
a great deal of difficulty in the development of regularized procedures in this 
regard. The most obvious illustration of this fact, is the over-reliance upon 
the ‘special draw payroll’ (’03 account) during the crucial years of state 
take-over. The ’03 account was begun in November of 1969 to help alleviate 
some of the chaos which was caused by the Department’s personnel demands 
and the inability of the state’s civil service system to respond to those de
mands. The intent of the ’03 account was to allow the Department to place 
employees who had not yet been cleared by the Division of Civil Service on 
the payroll on a temporary basis, until clearance had been received.

As of June, 1971, 1,634 of the Department’s employees were being 
retained on a ‘temporary’ basis utilizing the ’03 account. While in recent 
months this trend has been reversed, this existence of this situation during 
the years crucial to the success of state take-over, only further underlines 
the continual state of flux which characterized the Department at this time. 
The continued lack of full time staff compliments at many levels of adminis
tration (see Commissioner’s testimony in the Appendix) indicates to the 
members of this Committee that the problems in this regard have not 
been rectified.



CHAPTER III.

THE MEDICAL ASSISTANCE (MEDICAID) PROGRAM.

The most expensive single program in the Commonwealth and the largest 
program designed to provide aid to the poor and indigent in the country, 
Medicaid (Title XIX of the Social Security Act) has been the subject of 
intense controversy both locally and nationally since its inception in 1966. 
In order that the members of the General Court might be more familiar with 
the problems and controversy which surround this program, the Committee 
would like to first offer some background observations and facts which have 
compiled under the heading —  Federal Considerations. The Report then 
discusses the Medicaid Program from a unique perspective: that of a health 
consumer. This Chapter will conclude with a compilation of general obvser- 
vations with regard to the specifics of the Commonwealth’s Medicaid Pro
gram together with the main recommendation of this Committee. The Report 
will then concern itself with a more detailed discussion (Section II) of the 
impact had by the Medical Assistance Program upon the Commonwealth 
and the Department of Public Welfare with specific recommendations for 
positive action.

F E D ERA L CONSIDERATIONS:
The Medicaid Program was designed to provide to the individual states 

a program whereby they might offer a program of health insurance to the 
low income residents of each state. The program authorized each state to 
pay for services rendered to individuals declared eligible by a ‘single state 
agency’ which had been designated to administer the program. The federal 
government reimburses each state a percentage of monies spent. The per
centage varies, but usually amounts to approximately 50% .

Forty-eight states (all, except Arizona and Alaska) and four territories 
(District of Columbia, Guam, Puetro Rico and Virgin Islands) now partake 
in the program. According to the provisions of the enabling Legislation, each 
state must provide certain basic services, (e.g., in-patient hospitalization, 
physicians services), in order to be eligible for federal reimbursement. The 
remainder of the services available are offered at the determination of the 
individual state.

Since states have the freedom to establish eligibility criteria and the 
number of ‘extra’ benefits, there is considerable variance among the many 
state programs. Massachusetts has one of the most ambitious Medicaid 
Programs in the country. It ranks third behind New York and California in 
terms of total dollars spent in the provisions of medical services. Further,



these three states combined, account for more than Vi of all monies spent 
nationally by the Federal Government for the Medicaid Program.

Since the beginning, the Medicaid has enjoyed enormous popularity in 
this country. From an initial cost of $1.7 billion in fiscal 1966, the program 
has expanded to an expenditure of $6.5 billion nationally in fiscal 1971. 
Primarily as a result of the increasing costs of this and its ‘sister’ program 
(Medicare, Title XVIII), government at all levels is increasingly becoming 
concerned with the cost involved in the purchase of medical services. It is 
beginning to examine its role as a ‘consumer’ of medical care services.

MEDICAID A S A H E A L T H  CONSUMER:
With the passage of Medicare and Medicaid in 1965-66, government 

opted a new role in society. Due primarily to the failure of the private sector 
to provide for the health security of the many millions of low income Amer
icans who did not fall within the umbrella of private insurance, the Congress 
enacted two health insurance programs designed to provide for this security. 
The Medicaid program is, essentially, a medical (health) insurance program 
with the federal and state governments in the role of co-insurers and ad
ministrators. As such, government has been thrust into the ‘medical delivery 
system’ as a purchaser of health care services.

In a real sense government can be viewed as being a health consumer; 
and, a very large and powerful health consumer. In fiscal 1971, for example, 
$67.2 billion was spent for the provision of personal medical care in this 
country. Federal, state, and local government accounted for $23 billion, or 
slightly more than 35% through its various medical insurance programs. 
Medicaid accounted for slightly over $6.5 billion of these expenditures.

As a large consumer of medical care (a role which would be greatly 
expanded by the advent of National Health Insurance) government has a 
legitimate right to be concerned with the cost of providing these services. As 
a co-insurer in the Medicaid program, the Commonwealth of Massachusetts 
has a legitimate right to be concerned with the cost of providing these ser
vices to those declared eligible for the Medical Assistance Program by the 
Department of Public Welfare.

Chart III 
(Billion Dollars)

Total Medicaid Expenditures
New York ..........................
California.............................
Massachusetts ....................

Fiscal 1970 

$4,897,702 
1,195,404 

974,204 
265,016



From a very early date, this Committee has been aware that the accelerat
ing costs of the Medical Assistance Program was the result of factors beyond 
the immediate control of the Department of Public Welfare. We were aware 
of the presence in this country of an inflationary spiral which had entrapped 
our ‘medical delivery system’. We were aware that many of the increased 
costs of providing for the health needs of Medicaid recipients were the 
result of the inefficiencies and the lack of ‘cost-effectiveness’ found through
out the medical delivery system itself.

In May of 1971, this Committee began a series of hearings in which we 
attempted to develop a better understanding of the ‘medical delivery system’ 
and the implications this had for the Medical Assistance Program. (As these 
hearings proceeded, it soon became apparent that the subject matter involved 
was far more comprehensive than the limited concerns of this Committee. 
As a result, the activities begun by this Committee were continued by the 
Special Senate Committee on Community Medical Delivery created by 
Senate Order #1484 of 1971. That Committee has since issued its First 
Report.)

In general, the expert testimony offered before this Committee painted 
the picture of a medical delivery “non-system”. It was the picture of a frag
mented, inefficient, poorly organized system which is incapable of the de
livery of quality medical care on a mass scale. It is a system which retains 
the last evidence of the true “entrepreneurial ethic” in this country, a system 
which is based upon the primacy and individuality of the private family 
physician.

It is, also, a system which is increasingly being asked to provide for the 
effective, efficient delivery of comprehensive medical care on a mass scale. 
The demands of mass-consumption which has forced entrepreneurialism to 
give way to large scale corporate organization in other sectors of the private 
economy, has brought the medical delivery system under the close scrutiny 
of economists and efficiency experts.

The proliferation of ‘third-party’ insurance programs has spurred on the 
increase demand for medical services and, as a result, added a new dimension 
to the problems associated with medical delivery. By providing the means 
to pay for medical service delivery, public and private health insurance 
programs (Medicaid and Blue Cross-Blue Shield, respectively) have elimin
ated ‘cost’ as a deterrent to those who would seek medical care. The resulting 
impact upon the deliver}' system as a whole was described in the First Report 
of the Special Senate Committee on Community Medical Delivery:

The existing medical delivery system is incapable of providing 
quality comprehensive medical care on a mass scale . . .



In the years prior to the decade of the sixties, the cost of medica' care 
had functioned as a limit upon the demand for medical care . . . 'hird- 
party insurance mechanisms (health insurance programs) have ef
fectively eliminated this rationing mechanism for a majority of the 
population . .  .

As a result of the availability of insurance monies to pay for medical 
services, the demand for these services has increased . . .

The resulting increase in demand for medical services is the central im
petus behind the inflationary spiral which has entrapped our medical delivery 
system. The Senate Committee Report goes on to discuss at far greater 
length the nature of this inflationary spiral, its specific causes and suggests 
ways in which the spiral can be curtailed. This Committee need only be 
concerned at this time with the existence of the inflationary spiral, the im
pact it has on the cost of delivering medical services and the impact that this 
has upon the Medical Assistance Program paid for by the taxpayers of 
this state.

Chart IV outlines the impact had by this inflationary spiral upon the cost 
of providing medical care in this country. From it can be seen that the 
‘medical dollar’ is purchasing less and less. In relation to other ‘dollars’ in 
the economy it is dwindling in relative value at a far greater rate. This 
means that the cost of operating the Medical Assistance Program increases 
each year merely to maintain the same level of services.

As a consumer of medical services, the government must have a real 
interest in the cost of these services. It must have a real interest in the 
efficiency with which these services are being provided. This is a responsi
bility which the State had better take seriously or the delivery of quality 
medical care on a mass scale may become fiscally impossible.

These observations are made in full knowledge that the Congress of the 
United States is now considering a National Health Insurance Program. 
While it is difficult to speculate as to which form such a program would take, 
it is logical for this Committee to suggest that if it is modelled after the 
limited-participation Medicaid (or Medicare) Programs then we can expect 
that the problems encountered to date would be greatly increased.

We must begin to prepare for the day when health care will be the right of 
every citizen within the Commonwealth and in the country. Government, in 
general, and Massachusetts, in particular, as health consumers must begin 
to affect changes within the medical delivery system which will allow for the 
efficient delivery of medical care on mass scale. This means the government 
must begin to demand that our medical delivery system be concerned with 
such issues as ‘cost containment’ and ‘efficiency’. Government can do this
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through the use of the purchasing power that it has within the system by 
encouraging innovation and competition within the system in the delivery 
of medical services.

These few brief paragraphs are meant to serve as a background for the 
discussion of the Medical Assistance Program which follows. This Report 
shall return to this topic in much greater detail below: “Medicaid and the 
Medical Delivery System” —  when the Committee shall offer a few mean
ingful suggestions of ways in which we can combat this inflationary spiral 
and ensure that the delivery of quality medical care on a mass scale is 
possible from a cost standpoint.

MEDICAL ASSISTANCE, (G E N E R A L O B SE R V A TIO N S  
& CONCLUSIONS):

—  legal basis —
In January of 1966, His Excellency the Governor of the Commonwealth, 

John A Volpe, signed Executive Order NO. 49 establishing the Medical 
Assistance Program in the Commonwealth of Massachusetts. Recognizing 
existing areas of responsibility”, the Governor directed that the Department 

of Public Welfare and the Department of Public Health share the responsi
bilities of the state outlined in Section 1901-02 of Title XIX, with the 
Department of Public Welfare being designated as the “State Agency”;

Whereas, despite the requirement of Title XIX, fulfillment of the 
full potential of the program cannot be achieved by any single Massa- 
chusettes agency working alone; and

Whereas, there is necessary to this end a close working partnership 
between the Department of Public Welfare and the Department of 
Public Health, these being the two agencies most closely concerned; and 

Whereas, such a partnership must rest on a firm definition of the 
separate roles of each department and the specific allocation between 
them of those responsibilities not clearly belonging to either;

. . .  I thereby order as follows:
1. Pursuant to Section 1902 (a) (5) of Title XIX of the Social 

Security Act, as added by Section 121 (a) of Public Law 89-97 of 
the 98th Congress, the Department of Public Welfare shall be the 
State Agency to administer the State Plan for medical assistance 
called for by Sections 1901 and 1902 of said Title

2. . . . the Department of Public Health shall be the State 
authority responsible for establishing and maintaining standards 
for public and private institutions in which recipients of medical 
assistance under the State Plan may receive care or services

3. The Commissioner of Public Welfare and the Commissioner



of Public Health shall (a) develop by mutual agreement a defini
tion of the primary roles of their respective departments under 
Title XIX, (b) develop methods of cooperating in the fulfillment 
of joint functions . .  .

Having been placed primarily within the Department of Public Welfare, 
the Medical Assistance Program was viewed in much the same manner as 
other ‘public assistance’ programs administered by the Department. The day 
to day administrative details, as well as large portion of the costs were left 
to the local cities and towns.

When the General Court enacted into law Chapter 658 in 1967, the 
Medical Assistance Program was included and primary responsibility for the 
day to day administration passed from local to centralized state control. 
However, it was not until 1969 that the Commonwealth enacted a firm legal 
basis for the creation of a Medicaid Program.

Chapter 800 Acts of 1969 was the first attempt to provide a statutory 
basis for the Medicaid Program in Massachusetts. It was the first time that 
the General Court had put down the objectives of the program, the parameter 
of its operation and the specific responsibilties of the agency responsible 
for its administration.

As outlined in Chapter 800, the Commonwealth’s Medical Program was 
one of the most ambitious in the country:

The benefits of the Program shall be available to all persons eligible 
for financial assistance under the provisions of Chapter 118 (establish
ing AFDC), 118A (establishing OAA), and 118D (establishing Dis
ability Assistance); to all others who would be eligible for financial 
assistance under the same chapters, provided they meet the require
ments of financial eligibility under the program hereinafter set forth, 
to all persons under twenty-one years of age whose income and 
resources are insufficient to meet the costs of their medical care . . .  and 
to the spouse of a recipient of assistance.

Chapter 800 details the responsibilities of the Department of Public 
Welfare, including:

Section. 4 In administering the program the Department shall formu
late such method, policies, procedures, standards and criteria, as may 
be necessary for the proper and efficient operation of the plan in a 
manner consistent with simplicity of administration and the best inter
ests of the recipients.
The Department may take such further action, consistent with law and 
within the limits of available funds appropriated for the purposes of 
this chapter, as may be necessary for carrying out the purposes of this



program in conformity with all requirements governing the allowance 
of federal grants-in-aid to the Commonwealth under Title XIX, in
cluding said provisions relative to notice and reimbursements, a uniform 
system of records and accounts to be kept by the welfare service offices 
and the manner and form of making reports to the Department.
Section 7. The Department shall establish methods of approving serv
ices to be performed as a prerequisite to extending medical assistance. 
The Department shall establish methods of random post-treatment ex
amination of recipients of medical care or services under this chapter in 
order to assure that the care or services for which the Department is 
billed were actually performed as described.
Section 11. The Department shall issue a numbered identification card 
to persons receiving benefits under this chapter.
Section 25. To the extent feasible the Department may contract with one 
or more corporations authorized to do business in the Commonwealth, 
including non-profit hospital and medical service corporations, to carry 
out the necessary administrative functions of the Medical Assistance 
Program established under the provisions of this chapter. The Depart
ment may contract for the underwriting of all or any part of the Medical 
Assistance Program with such cooperation.

The Committee bothers to highlight the provisions of Chapter 800, be
cause it provides a greater insight into the breadth of the Department’s 
responsibilities necessitated by the Medical Assistance Program. The Com
mittee would especially like to make note of Section 25 which provided to 
the Department the legal right to contract with a “non-profit hospital and 
medical services corporation’’ (i.e., a medical insurance company) for the 
provision of necessary administrative services. This is an alternative provided 
by the General Court that the Department has never been able to pursue.

The Committee would like, also, to provide to the members of the General 
Court a brief sketch of the type of person being ‘insured’ by the Medical 
Assistance Program. The Chart on the next page provides a compilation of 
recipient profile information. From it can be seen that the primary beneficiary 
of the Medical Assistance Program are non-welfare recipients and those over 
the age of 65.

In fiscal year 1971, 80,810, or more than 1/3 of those eligible for Medical 
Assistance are over 65. Of even more significance is the fact that more than 
50% of total expenditures for the Medical Assistance program are for recipi
ents over the age 65.

Approximately 50% of those eligible for M.A. are non-welfare recipients 
(i.e., those who do not receive a cash assistance grant from the Department



of Public Welfare). This consists of the state’s “working poor” who do not 
qualify for the many private health insurance programs and those over 65 
who do not participate in the Commonwealth’s Old Age Assistance Program. 
These non-welfare recipients account for almost two-thirds (2 /3) of total 
Medical Assistance expenditures.

In fact, the only ‘welfare’ program which accounts for a significant portion 
of total Medical Assistance expenditures is the Disability Assistance program 
($25 million, or sightly over 8% of total expenditures). Those eligible for 
AFDC (Aid for Families with Dependent Children) account for less than 
4% of total M.A. expenditures.

In sum, it is obvious to this Committee that the Medical Assistance Pro
gram is not a “welfare program.” It serves primarily non-welfare recipients. 
Of those ‘welfare’ recipients that it does serve, they are most usually recipi
ents of the less controversial Disability Assistance or Old Age Assistance 
Programs, where eligibility and need is seldom at issue.
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Costs
Since its inception in 1966, the Commonwealth’s Medical Assistance Pro

gram has been subjected to increasing costs. As the Chart below indicates, 
however, these increased costs were not the result of increased utilization in 
the sense that the number of eligible recipients had increased, but the result 
of an increasing cost per recipient encounter.

C H A R T  VI

FY
TOTAL MA 

CASELOADS
TOTAL MA 

PAYMENTS**

AVERAGE 
PAYMENT 

PER MONTH
1967 138,973 $112,691,655 $89.30
1968 203,954 189,918,779 77.87
1969 237,263 226,921,568 84.34
1970 229,526 252,931,893 91.83
1971 233,208 304,840,298 108.93
1972 226,350 348,829,157 NA
1973 — 345,000,000*** NA
IZxc 1 udes annual expenditures for GR-MA program for medical services to those 
eligible for totally state-funded General Relief Program but ineligible for Medicaid 
program. These 100% state-funded expenditures amounted to $9,854,311 million 
1972 and $18 ,521 , 349 in fiscal 1971 and 52 2 ,3 8 8 , 106 million for fiscal

* * * Appropriation, FY  73 (Chapter 514, Acts 1973)

This situation can be compared with that had in the state of California 
where increasing eligibility roles was prime cause of the increasing costs of 
the program. In Massachusetts, increasing eligibility roles have not been a 
primary force in the accelerating costs. This factor takes on added signifi
cance when it is noted that the eligibility roles for the Departments other 
programs have seen significant increases in recent years. The Committee 
must conclude, therefore, that the increasing expenditures for Medical As
sistance are primarily the result of the increased costs of providing services 
on a per recipient basis.

Based upon the available evidence and the similar findings had by others 
when examining Medicaid expenditures, it is the conclusion of this Com
mittee that the increased per capita expenditures for the Medical Assistance 
Program reflects the fact that the Commonwealth’s Medicaid Program is 
being subjected to the same inflationary pressures which plague the medical 
delivery system as a whole. In a word: AS A RESULT OF THE INFLA
TIONARY SPIRAL WHICH HAS ENTRAPPED OUR MEDICAL



DELIVERY SYSTEM, THE COMMONWEALTH OF MASSAC HU- 
SETTS MUST PAY MORE MONEY TO PURCHASE THE S vME 
L EV EL O F  M ED IC A L C A R E FO R  T H E  SAM E NUM BEF OF 
RECIPIENTS.

It is obvious to this Committee that if we are to return fiscal sanity to 
our welfare programs, we must begin with the largest, the Medical Assistance 
Program. It is, also, obvious to this Committee that if we are to bring the 
rapidly escalating cost of that program under control, we must exert pres
sure upon the medical delivery system so as to improve the efficiency and 
‘cost-effectiveness’ with which these medical services are being provided. 
That is, we must act to curtail the inflationary spiral which is unnecessary 
boosting the cost of providing that care.

Based upon these general observations, the Committee would like to offer 
its primary conclusion and recommendation, together with a synopsis of 
the underlying reasons for this recommendation.

Section III of this report will then concern itself with a more thorough 
discussion of the reasoning behind this recommendation, together with a 
more detailed analysis of the operations of the Medical Assistance Program 
as administered by the Department of Public Welfare.
By way of summary, the primary recommendation of this Committee is:

THE ADMINISTRATIVE RESPONSIBILITY FOR THE MEDICAL 
ASSISTANCE PROGRAM SHOULD BE REMOVED FROM  THE 
DEPARTMENT OF PUBLIC WELFARE AND DELEGATED TO AN 
AGENCY WHOSE PRIM ARY CONCERN IS WITH THE EFFICIENT 
AND ECONOMICAL DELIVERY OF HEALTH CARE SERVICES 
AND THE ADMINISTRATION OF PUBLICLY-FUNDED MEDICAL 
PROGRAMS, AND WHOSE ONLY RESPONSIBILITY WILL BE WITH 
THE DELIVERY OF MEDICAL CARE SUCH THAT THE NEW 
STATE A G EN CY  W ILL BE ABLE TO ESTA B LISH  ITS OWN 
‘HEALTH-ORIENTED’ PRIORITIES AND NOT BE SUBJECTED TO 
OTH ER P R IO R IT IE S  AND N O T BE SU B JECTED  TO O TH ER  
PRIORITY PRESSURES.

Further,
IT  IS THE RECOMMENDATION OF THIS COMMITTEE THAT 

THIS NEW STATE AGENCY NOT UNNECESSARILY COMPETE 
WITH PRIVATE INDUSTRY, THAT THE NEW STATE AGENCY 
CONTRACT WITH AN EX ISTIN G ‘THIRD-PARTY INTERM EDIARY’ 
FOR THE PROVISION OF NECESSARY ADMINISTRATIVE SER
VICES, THUS FREEING THE RESOURCES OF THE DEPARTM ENT



FO R THE M ORE ESSENTIAL ACTIVITIES SUCH AS MONITORING 
T H E  A C T IV IT IE S  O F B O TH  PR O V ID E R S AND T H E  IN TER 
M EDIARY (S) WITH AN EYE TO IMPROVING EFFICIENCY AND 
COST-EFFECTIVENESS.

This recommendation is made with the following considerations in mind:
(1 ) the administration of the Medical Assistance Program has been 

haphazard and ineffective from a cost and service standpoint. The Depart
ment of Public Welfare has not been able to solve the very basic problem 
of how to handle and process medical bills;

(2 ) the need to develop meaningful fiscal controls over the Medical 
Assistance Program has adversely affected the Department of Public Welfare 
in its attempt to meet its other responsibilities mandated by the General 
Court;

(3 ) the Medical Assistance Program has placed the state in the role of 
a health consumer. The Commonwealth should use its purchasing power to 
affect improvements within the medical delivery system by encouraging 
innovation and competition throughout the system. This is, however, a task 
which will require the talents of health planners and other health experts 
unfettered by the needs and priority determinations of an agency which 
should be concerned with social service delivery.
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SECTION III

THE NEED FOR A NEW DEPARTM ENT OF 
HEALTH CARE DELIVERY

It is the primary conclusion and recommendation of this Committee that 
the Commonwealth of Massachusetts should create a new State Agency 
with responsibility for the Medical Assistance Program. In addition, this 
newly-created agency should have the responsibility for the coordination of 
the performance of the Commonwealth’s role in the development of an 
effective, efficient medical delivery system and for the compilation of em
pirical data necessary for the long range planning to meet our health needs.

As has been pointed out above, the Committee makes this recommenda
tion for three basic reasons:

(1) The Department of Public Welfare has demonstrated an inability 
to perform the necessary administrative tasks in its four (4) years 
as the “single state agency” for the Medicaid Program.

(2) The responsibility for the administration of the Medical Assistance 
Program has had an adverse impact upon the Department.

(3) There is a legitimate need —  unrelated to the administrative needs 
of the Medical Assistance Program for a state agency with totally 
‘health delivery-oriented’ priorities.

In the following pages, this Committee shall offer a more detailed expla
nation of each of these points as they relate to our primary recommendation. 
We shall attempt to document the failure of the Department to administer 
the M.A. program with the view in mind that our observations and argu
ments will better substantiate the feasibility of our second recommendation 
that the day to day administrative responsibilities for the Medical Assistance 
Program be contracted out to a third-party fiscal intermediary.

We shall attempt to document our contention that over the past four 
years, the Medical Assistance Program has adversely affected the ability 
of the Department to meet its mandated responsibilities in significant areas 
and has resulted in the total realignment of the administrative priorities of 
the Department. We shall attempt to illustrate how the rapid, unexpected 
growth of Department’s responsibilities has forced the Department to ap
proach many of its responsibilities on a ‘crisis basis’, and how the Depart
ment’s resulting concern for short range goals often has caused it to ignore 
the more basic ‘long range’ needs of state-wide administration.

Finally, we shall attempt to offer a cursory view of the many problems 
associated with the ‘medical delivery system’ and how an effectively ad
ministered Medical Assistance Program can help to alleviate some of the



many inflationary pressures acting upon that system. We shall offer recom
mendations designed to allow the Commonwealth to play a more meaningful 
role in the development of a more efficient, cost-effective medical delivery 
system necessary' for the delivery of quality medical care on a mass-scale.



CHAPTER IV

ADMINISTRATION OF THE MEDICAL ASSISTING PROGRAM

As a ‘health insurance program’, the Medical Assistance program requires 
the administrative capabilities which can be found with any well-run, private 
insurance program. Jn  this regard, the Committee has come to learn that 
the most ‘elementary’ administrative requirement in administering a medical 
insurance program is the capacity to systematically process the millions of 
individual medical bills submitted for services rendered. Once the ‘paper 
shuffling’ problems have been solved, the administering agency can begin 
to apply economy inducing review procedures designed to reduce unneces
sary expenditures.

Economy-inducing review procedures are of two basic types. They are:
(a) those quality control procedures necessary to ensure that the bills 

being submitted are being systematically processed (the ‘paper 
shuffling’ responsibility) in a timely and ‘cost-effective’ manner.

(b ) Those utilization review procedures necessary to ensure that the 
services being provided to eligible recipients represents the most 
efficient, economical use of our medical resources.

The efficient, effective performance of either type of review procedures 
is dependent upon a capacity to process bills in a totally systematic manner. 
Without first solving the ‘paper shuffling’ problems, the administering agency 
cannot begin to attempt to contain costs through the application of the 
basic ‘quality control’ procedures nor the more sophisticated ‘utilization 
review’ procedures.

Quality control procedures are concerned primarily with the paperwork 
necessitated by the program. The number of variable for which the ad
ministering agency must check will increase with the degree of sophistica
tion of the administrative system being used. In general, the primary ‘quality 
control procedures are concerned with such factors as administrative errors 
(clerical errors, duplicate payments, excess charge for services rendered, 
attempted vendor fraud, etc.)

Utilization review procedures are far more sophisticated (in terms of the 
expertise required and the complexity of the administrative systems which 
must be applied) attempts to ensure that the medical services being rendered 
are, in fact, medically necessary. This Committee has been made aware of 
the need for review procedures of this type by the well documented over 
and unnecessary utilization of our nation’s in-patient hospitals. A situation 
which has artificially boosted the cost of all medical care delivery and the 
cost of the M.A. Program, in particular.



That the Department of Public Welfare has not been able to apply either 
type of control in a systematic manner is a fact which can be noted in the 
reports summarized above. This Committee does not wish to add unneces
sarily to this documentation except in the context of providing an explanation 
for this failure and for the purpose of developing a firm empirical base for 
the recommendations which we have to offer.

Nor is it the intent of this Committee that the Department of Public Wel
fare should be unduly chastized for this failure. Rather, we have come to 
share the opinion expressed by many that the responsibility for the Medical 
Assistance Program is one which is completely alien to the resources and 
talents found within the Department and —  as a result —  it is a respon
sibility which should never have been left to the Department of Public 
Welfare.

As we have attempted to make quite clear, the Committee has come to 
share the opinion that the Medicaid Program is little more than a health 
insurance program. The Federal Government (Office of Social and Re
habilitation Services, Department of Health, Education and Welfare) ap
parently recognizing this fact, has utilized the services of local insurance 
companies or ‘fiscal intermediaries’ for the performance of the ‘day to day’ 
administrative details for the federally operated Title XVIII (Medicare) 
Program. The experiences nationally with the Medicaid Program, however, 
have been somewhat different.

It was, first of all, the intent of Congress that the Medicaid Program be 
the responsibility of the individual states and not controlled by the Federal 
Government. According to the provisions of Title XIX, each participating 
state (or territory) was required to designate an agency to have overall 
administrative control for the program.

The performance of the ‘day to day’ administrative details was left to 
the state agency. It could perform these responsibilities itself or it could 
contact with a private, fiscal intermediary. As of June, 1971, of the 52 
recognized Medicaid programs, 33 utilize the services of a private fiscal 
intermediary to one degree or another. In the Commonwealth of Massachu
setts this responsibility has, at the option of the executive branch remained 
that the Department of Public Welfare (with the exception of that portion 
of the program administered by the Commission for the Blind. It, too, 
utilizes the services of a fiscal intermediary —  Blue Cross-Blue Shield).

Based upon what this Committee has come to learn about the administra
tion of medical insurance programs, we can report that the ‘ideal’ inter
mediary would be capable of performing the following procedures under the 
direction of and in conjunction with the administering agency:



(1 ) paying the bills rapidly (because slow payment means that the  ̂
provider must borrow money to meet its own costs; this increases
the operating costs of the provider, and further adding to the in- J
flationary pressures at work within the system ); \

(2 ) check for and reject bills submitted by vendors or patients who 
are ineligible to partake in the program;

(3 ) check for and reject bills which have been submitted at an earlier j 
date and already paid (i.e. duplicate payments);

(4 ) maintain a medical record of the individual patient for the purpose I 
of effectively monitoring the medical delivery system as a whole 
and of the individual subscriber-patient;

(5 ) ensure that the insurer is paying the correct rate of reimbursement 
for each service being rendered; |

(6 ) cross check with other insurance carriers to ensure that the finan- \ 
cial responsibility cannot be shared with others;

(7 ) perform utilization control procedures, thereby eliminating for | 
reimbursement medical services which are medically unnecessary 
and only add to the inflationary pressures (this is potentially the 
area of greatest savings to the Commonwealth and will be ex- I 
amined in greater detail below);

(8 ) wherever possible, act to encourage efficiency and cost-effective- 
ness medical delivery system as a whole (this is a new role which 
‘third-party intermediaries are being asked to play as health 
planners realize the implications of third-party involvement; again, 
greater detail below).

Whether it be a private insurance carrier or the Department of Public 
Welfare, a fiscal intermediary cannot begin to apply the economy-inducing, 
monitoring techniques (i.e. ‘utilization review’ and ‘quality control until 
it has solved the problem of handling the volumes of paper which ac
companies medical insurance programs. You must first have the capability 
to handle and process these medical bills in a systematic manner which 
ensures that the medical vendors are being reimbursed for services rendered, 
before you can attempt to effect economies.

It almost goes without saying that the Department of Public Welfare has 
never developed this elementary capability. There are a number of ways in 
which the Committee can illustrate this failing. We have chosen to examine 
two general areas.

(1 ) billing cycle and billing backlog: the most obvious measure of the 
success of a bill paying system is the time that it takes to reimburse 
medical vendors and how up-to-date is that system in reimburs
ing these vendors;



(2 ) uniformity of procedures being applied at local Welfare Service 
Office Level; if the approach is to be systematic, it must be 
relatively similar in each Welfare Service Office (where the ma
jority of the processing occurs).

BILLING CYCLE 
The most illustrative aspect of the problem faced by the Department of 

Public Welfare in the handling and processing of medical bills is the time 
that it takes to pay the medical vendors from the day of receipt of the bill. 
In general, it takes the Department anywhere from 60 to 120 days to handle 
and process regular bills submitted by medical vendors. This compares very 
unfavorably v/ith experiences had, for example, by the State of California, 
which —  through the use of a fiscal intermediary —  is able to reimburse 
medical vendors within 11 days of the receipt of a bill. And, has recently 
implemented a system which will pay bills in as few as two days.

Of all the problems encountered by this Committee while examining the 
Medical Assistance Program, this inability to reimburse medical providers 
in a reasonable period of time has received the most recent notoriety. During 
the past several months there have been countless charges and counter
charges in the media with regard to the time that it takes the Department 
to meet its financial obligations. There have been reports of hospitals and 
nursing homes which had not been reimbursed for services already rendered.

On several occasions the Committee had requested from the Department 
of Public Welfare information which would clarify this situation. On each 
occasion, including public testimony by the Commissioner before this Com
mittee, the Department replied that it was unable to provide detailed infor
mation. It was unable to inform this Committee of exactly how much money 
was owed to medical providers, except to claim that the total figure was less 
than the $100 million figure which was being used in the public media.

Accordingly, on July 11, 1972, this Committee held a public hearing to 
which we invited members from each of the professional societies repre
senting each of the major medical providers. On that day the Committee 
heard testimony from :

Mr. William T. Robinson, President,
Massachusetts Hospital Association.

Dr. Louis F. Alfano, Chairman, Subcommittee on
Tax-supported Medical Care, Massachusetts Medical Society.

Mr. Charles Kelley, President, Massachusetts Federation of 
Nursing Homes.

Mr. Charles Sharek, President,
Massachusetts State Pharmaceutical Association.



In addition, Dr. James Connolly, D.D.S., President of the Massachusetts 
Dental Society submitted a statement together with a study recently con
ducted by his organization which were presented to the Committee.

The testimony presented at these hearings is provided in Appendix IV 
of this Report. The following is a summary of each with highlight of those 
remarks which the Committee feels to be of most interest in understanding 
the situation.

Massachusetts Dental Society:
In January of 1971, the Massachusetts Dental Society conducted an in- 

depth examination of the bill paying practices of the Department of Public 
Welfare. In as much as the information provided in this study was somewhat 
dated Dr. Connolly also provided to this Committee an update of specific 
communities within the Commonwealth showing the average billing cycles 
for “some of the larger communities still experiencing unbelievable delays 
in payments for Medicaid Services”, ( source: Memorandum Accompanying 
updated study).

In general, the information provided by the Massachusetts Dental Society 
showed that the billing cycles for dental payments exceeded three (3) months 
in most cases. In the updated study the range was from 4 to 8 months for 
the communities of Cambridge, Somerville, Belmont, Waltham and 6 to 15 
months for the city of Boston.

The larger, earlier study conducted by the Society provided much detailed 
information including the average billing cycles for those communities with 
delays in excess of over 60 days. All told, there were 39 communities listed 
with the average length of delay varying from 4 to 10.4 months with the 
maximum length of delay equalling 36 months. In addition, the Society 
provided a list of other communities which had delays exceeding 3 months.

In the remarks which were read to the Committee, Dr. Connolly noted 
that “four years have passed since the State take-over of the Title XIX Pro
gram and improvements in the fiscal operations are still neither forthcoming 
nor recognizable”.

Dr. Connolly continued:
Therefore, the Society once again strongly recommends the uniliza- 

tion of a recognized fiscal intermediary for processing provider pay
ment in this day and age of enlightened, modernized, computer 
technology.

Massachusetts Pharmaceutical Association:
Testifying before the Committee were Leonard Permut, Executive Sec

retary and Charles Sharek, President. Several days prior to the hearing, Mr. 
Permut provided to this Committee the results of a survey that his office



had conducted in anticipation of this Committees’ concern with the Medical 
Assistance Program.

A questionnaire (included in the Appendix) had been submitted to 
participating pharmacists around the Commonwealth. Specifically asked 
were questions designed to find out how much money was owed by the De
partment for services billed before and after January 1, 1972. Based upon 
the 460 (out of a total of 1,600) pharmacies that replied, Mr. Permut 
estimated that from $7.5 to 8 million was owed by the Department to 
Pharmacies.

Of further interest to this Committee were some of the comments included 
on the questionnaires made by participating pharmacists which were re
turned to Mr. Permut. It would be too exhaustive to include a complete 
listing of the results of this survey but the Committee feels that printing 
several of these comments will provide a view on the problem which is 
seldom considered —  that of the providers.

While some of the comments were complimentary of the recent activities 
of the Department and others had, “no complaints”, many were critical of 
the time lag in receiving reimbursement for services rendered.

(1) “It would be of great benefit to receive checks monthly or 
regularly.”

(2) “If payments are not received promptly, I can no longer fill welfare 
prescriptions nor can I afford to stay in business any longer.”

Most were concerned about the impact that this delay in being paid had 
upon the financial end of the business:

(1) “Difficult to meet expenditures if non-payment continues.”
(2) “With increased costs of operating, it is most difficult to maintain 

current expenses having this amount ($1,500) outstanding to 
one account.”

(3) “Cannot pay our bills on time due to waiting period.”
(4) “Money urgently needed to continue business.”
(5) “Have to borrow money at interest to pay current bills.”

Some were willing to offer suggestions to the Commonwealth as to what 
should be done:

“This is the reason why so many stores are failing. The government 
charges interest on fines on unpaid bills, so why shouldn’t it be legal 
to charge interest for unpaid bills that go back so many months.”

And,
“I have cut the welfare business in half over the past several months, 
as I cannot afford to have this amount ($7,500) outstanding. If pay
ment does not improve, I will have to cut out all welfare business.”



Still others were concerned with the lack of control had by the Department 
over eligibility and utilization on a day to day basis.

(1 ) “With us it appears that there is an urgent need for instant
I.D. authority for purchases. We have actually lost hundreds of 
dollars because we hear: ‘Sorry, this case is closed, etc., etc.’ 
. . .  It is a shame that we should have to suffer these losses.”

(7 ) “Welfare bills up to January, 1972, were tom  up because Welfare 
refused to pay. These bills were by people who were taken off 
welfare and still had papers that were in order. Naturally, we 
gave them their medicines . . . There must be some way we can 
be notified whose Medicaid had been terminated.”

(3 ) “My only complaint is the slowness with which the Department 
notifies me that a person has been taken off welfare, sometimes, 
it takes 8 weeks.”

(4 ) “I’m sure that I am not the only one in this boat. I though we 
had the problem of no payments under control. Are we going 
to have to threaten to stop filling prescriptions again, as we did 
last year?”

The representatives of the Massachusetts State Pharmaceutical Associa
tion were quite informative. Mr. Sharek had been quite active in the past 
few years in an attempt to correct the disadvantageous situation that phar
macists found themselves. He told this Committee of several instances when 
the solution appeared to have been attained only to see it prove to be a “false 
hope”.

One example of this was the apparent decision by the administration to 
seek a ‘fiscal intermediary’ to handle and process pharmacy bills back in 
1970. Mr. Sharek, provided to the Committee a copy of a letter he received 
from the Governor informing him of this decision. (See Appendix IV ). This 
project was abandoned however, after bids had been received, because the 
Department did not possess the necessary ‘central eligibility file’ nor the 
capability to monitor the activities of the fiscal intermediary. This is a 
subject to which this Committee shall return in greater detail below.

Massachusetts Hospital Association:
Representing the Massachusetts Hospital Association before this Com

mittee was Mr. William T. Robinson, President. In his remarks, Mr. Robin
son highlighted the results of a recent study which had been completed by 
the Association. The study, conducted as a result of this Committee’s activi
ties and our desire for empirical information, concluded that $48,740,000. 
in welfare accounts receivable were owed to hospitals in the Commonwealth 
of Massachusetts.



In order to account for the Department’s claim that it takes “60 days” to 
process a claim, the Association eliminated those bills which had been 
submitted within a sixty day period. This still left some $26,730,000. in 
accounts receivable to participating hospitals in the Commonwealth.

Mr. Robinson attempted to provide an indication of the hardship that 
such an extended delay in payment had upon this state’s hospitals by point
ing out that, “several hospitals are forced to borrow monc (to meet normal 
expenses). The Interest charges of that money, you can understand, cause 
an increase in hospital costs”. As the Committee has noted elsewhere, this 
added hospital cost is but one more element in the inflationary spiral which 
has entrapped our medical delivery system and is artificially boosting the 
cost of providing medical care.

Mr. Robinson concluded his remarks by proposing two recommenda
tions for the Committee’s consideration:

(1) The acceptance of the federal rules and regulations of the Medi
care Program, thus bringing about uniformity in the Medicare 
and Medicaid Programs in this state.

(2) The appointment of the present Medicare fiscal intermediaries as 
the financial administrators of the Medicaid Program in the 
Commonwealth.

The Committee has not had the opportunity to examine the specifics 
of the differences between the rules and procedures between the Medicaid 
and Medicare Programs. We are, therefore, unable to comment on the first 
recommendation. We are, however, able to suggest that further study should 
be undertaken in this regard so that we might standardize, as much as 
possible, the administration of both the Medicare and Medicaid Program.

As to the Association’s second recommendation, it remains as one of this 
Committee’s principle recommendations, that at a ‘fiscal intermediary’ be 
appointed to administer the Medicaid program ‘a day to day’ basis.

Massachusetts Medical Society:
Representing the President of the Massachusetts Medical Society at these 

hearings was Dr. Louis Alfano, Chairman of the Society’s sub-committee 
on Tax Supported Medical Care. Dr. Alfano was primarily concerned with 
the economics of the Medicaid Program, especially as it related to the rates 
of reimbursement to participating physicians. In as much as the responsibility 
for rate determination does not rest with the Department (it is the mandated 
responsibility of the Massachusetts Rate Setting Commission) this subject 
was not the proper concern of this Committee. Accordingly, we have for
warded information provided by Dr. Alfano to the Joint Special Committee 
on Health Care Delivery for their consideration.



Of concern to this Committee however, were the related points alluded 
to by Dr. Alfano, including his description of the processes and procedures 
within the Department of Public Welfare followed in the administration of 
the Medicaid Program:

My second point is that the methods of administering payments to 
physicians by the Department of Public Welfare prevent the establish
ment of adequate levels of payment. Essentially, the Department of 
Public Welfare administers payments under the Medicaid Program 
using crowds of clerks. Modern methods of administration, including 
the use of computers, have made very little headway within the Depart
ment. As one result there have been massive delays in payment within 
the Department.

Dr. Alfano estimated that upwards of $9 million was owed to participating 
physicians for services rendered to eligible Medicaid recipients. While this 
figure is not particularly great when compared to the amounts owed to 
nursing homes and in-patient hospitals, the figure is quite large when it is 
noted that physicians, in fiscal, 1971, accounted for only $22.7 million or 
6.6% of total, Medical Assistance expenditures.

Dr. Alfano concluded his remarks by endorsing the Committee’s pub
licized interest in the use of a fiscal intermediary:

I know there has been considerable discussion about a suggestion 
that the Department of Public Welfare should also use a fiscal inter
mediary to administer the Medicaid Program in Massachusetts. I would 
be in agreement with this suggestion, since it would make possible the 
use of a usual and customary approach which I believe would repre
sent a significant improvement to the Medicaid Program in the Com
monwealth. (emphasis added —  ed.).

As a consequence of the public hearing with provider representatives the 
Committee has developed a better understanding of the magnitude of prob
lems encountered by the Department in this regard. We can report to the 
members of the General Court that it appears that ‘accounts receivable’ 
owed by the Department for services rendered prior to 60 days (the De
partment’s professed bill paying cycle) would appear to be approximately 
$65 million.*

This inability to reimburse medical providers in a timely manner is an 
embarrassment to the Department and the Commonwealth. It means that 
many providers must function under additional financial stress. It may mean

♦With, of course, another $60 million outstanding as ‘bills still being processed’. This 
means that on any given day, the Departm ent owes to eligible vendors approximately 
$120 million in over-due bills and bills which are still being processed.



that Medicaid recipients will be refused by providers who have not been 
reimbursed for many months and can no longer operate with large receiv
ables outstanding to the Commonwealth.

The Committee has come to learn that not all the blame for this inability 
to reimburse medical vendors in timely manner can be placed upon the 
Department. Responsibility, too, must be shared with the long delays in 
establishing rates of reimbursement for services rendered. This responsi
bility is delegated to the Massachusetts Rate Setting Commission (Chapter 
30, G .L.). The Committee has been impressed with the need for a closer 
working relationship between that agency •— now located in the Office of 
Administration and Finance —  and administering agency for the Medical 
Assistance program. As a result it is our recommendation that the Massa
chusetts Rate Setting Commission be transferred from the Office of Ad
ministration and Finance to the Office of Human Services where the Secre
tary may establish the necessary administrative relationships between it 
and the proposed Department of Health Care Delivery.

In addition to the problems associated with the delay is establishing rates 
of reimbursements, the inability of the Department to handle and process 
medical bills in a systematic manner has had an impact upon the long delays 
in reimbursing medical providers. In order to gain a better understanding of 
this situation, the Committee decided to examine the activities at the local 
Welfare Service Office level, where the bulk of the ‘paper shuffling’ occurs.

ACTIVITIES AT W ELFARE SERVICE OFFICE LEVEL
Included in this section is an analysis of the procedures performed at the 

local Welfare Service Office (WSO) level. It should be first noted that the 
“crowds of clerks” alluded to in the testimony of Dr. Louis Alfano (see 
above, “Massachusetts Medical Society” ) can be found at the WSO level. 
It is here that the primary responsibility for the direct administration of the 
Medicaid program rests. It is at the local WSO that the bulk of the work 
involved in the day to day responsibilities of the Medicaid program must 
be performed.

The most important elements in the process at the WSO level are the 
Junior Clerks who have direct responsibility for handling and processing 
the medical vendor bills as they are received from participating vendors. 
The Committee has learned that these Junior Clerks are generally, unskilled 
and untrained in the proper techniques of processing medical vendor bills; 
many of the procedures followed having been carried over from the days 
prior to state take-over and not subject to a state-wide training program.

The following data, compiled by members of this Committee and its 
staff, attempts to provide an illustration of the procedures followed at the



local WSO level. Considered are the usual procedures, when handling bills 
from the day they arrive in the ofhce, the amount of resources required to 
perform this task, the length of the average “billing cycle’’ and any special 
problem areas of importance to the local administrators.

In reading through this data, the members of the General Court should 
be concerned with fhe variances in approaches used in regard to:

(1 ) initial distribution of bills: several offices visited sorted bills ac
cording to ‘welfare category’ others by vendor category, still 
others by recipient. This is an important point as the lack of 
uniformity will impede date collection and the development of a 
computer capability.

(2) processing priorities: the Committee attempted to ascertain if there 
were any processing ‘priorities’ established at the local level, which 
would give evidence of favorable treatment of one vendor over 
another. In general, we could find little evidence except the often 
stated fact that nursing home bills were easier to process and were 
thus done first.

(3) posting of bills: perhaps the most specific example of the pres
sures of a rapidly growing program having an adverse impact 
upon mechanics of effective administration was the Department’s 
decision in (1970) to take the advice of its consultant (Booz, 
Allen, and Hamilton) and eliminate the requirement that vendor 
purchases be posted because it was time consuming. (Posting of 
vendor payments on either recipient or vendor ledger cards is the 
only effective check for duplicate payments available under a 
Manual system). As the reader can see in the provided data, even 
this directive was followed with varying degrees of compliance.

(4) billing cycle: it has been the experience of this Committee that the 
average billing cycle for the payment of Medical Assistance bills 
is between 60-120 days.

SAMPLING OF VENDOR PAYMENT 
PROCESSING SYSTEM IN SELECTED 

W ELFARE SERVICE OFFICES

W S O -101*
(1) Bills are sorted according to welfare category; one clerk, assigned to 

each category; clerk checks identity and verifies recipients address, category.

*The WSO numbers used in this section have been arbitrarily applied and do not cor
respond to designated WSO numbers used by the Department of Public Welfare.



(2) Bookkeeping clerks for each category then sort out the bills accord
ing to vendors and under each vendor, recipients are filed alphabetically.

(3) There are no processing priorities; this is not necessary because 
bills are current; (i.e., they are paid within 60 days) there have been no 
administrative or local directives to process any special vendors in a prefer
red way.

(4) There is no posting of bills; checking for duplicate payments is a 
problem; to do so, it is necessary to go back over all payrolls (listed by 
vendor). With 10,000 bills a month being received and processed, this is 
almost impossible.

(5) Some problems cited:
—  backlog of bills dating to 1969 recently received from a local

hospital.
— standstill on backlog on drug bills from a druggist under indict

ment.
(6) Eight billing clerks handle the workload; fifteen social workers 

handle the following caseload:
OA —  827
GR —  307
DA —  248
MA —  1325
AFDC —  1026

(7) The bill processing period, when current, is 60 days. Ten thousand 
bills are processed monthly for the single monthly payroll.

(8 ) The Director stated that the placing of MA in the hands of a third- 
party intermediary would facilitate handling of all other aspects of the work 
and that all workers would still have sufficient work.

WSO-011
(1) Upon arriving in the WSO. bills are stamped and sorted according

to welfare categories.
(2) Workers assigned to each category go through their bills and check 

for error: ineligible names, wrong billing offices:
  fee schedules and eligibility are checked
  ledger cards are not used because the machine does not work

(3) There are no processing priorities in this office as regarding specific 
categories.

(4) Posting of bills is not done. Check for duplicate payment is done 
through reference to prior payroll ‘work sheets.

(5 ) Time of processing is estimated to be 30 days, by the Local WSO
Director.



(6 ) In ........
MA-OA
GR
DA

there are 8 billing clerks. Their workload varies, 
carried 17,240 bills from 1 July to 29 September.
379 bills for the same period.
703 bills (separated into two payrolls, MA-DA and DA)

Current Status —  Vendor Processing 
(as of September)

Category’ W orking On In Regional F.U. Paid

OAA Prior to April June for May April
July for June

MA-DA Separating March June for May February

and April bills
February

DA May Services May for April
(completed 8-21)

GR June Services June for May April

AFDC Prior to April 
and June Bills

May for April February

for May services
MayMA-AFDC Prior to April Drug 

bills for July
June Services

WSO-012 . .
(1 ) Bills are seperated into vb catagories; unique to this office; the tirs

division is according to protective payments and utility payments, such as
hospitals, ambulances, drugs.

—  The priorities used for payment in , were decided on within the
local office for local reasons.

(2) There is no posting of bills; there has been no posting since t e 
Booz-Allen Report —  1970. Information sheets verifying the payroll are
attached to the payroll sheets.

(3) Eligibility checks and fee schedule checks are routinely done by
eaCh clerk

(4 ) There are twelve (12) billing clerks and 13 clerical vacancies.
OA —  4 clerks ( 1,377 active cases)
MA —  1 clerk (1,763 cases)
AFDC —  3 clerks (2,052 cases)
DA — 2 clerks (742 cases
GR — 1 clerk (459 cases)

(5) At the present time, 80% of the bills have been processed and are in

the payrolls. , ^
(6 ) Average processing period is 30 days, according to the Director.



WSO-013
(1) Bills are sorted by type of vendor and the applicable category is 

stamped on each bill.
—  an eligibility clerk (1) checks each bill
—  fee schedules are checked by the clerks handling the specific categories.
(2) No posting is done; duplicate copies of bills are kept for payroll 

checks.
(3) There are no processing priorities in this office. Everyone is paid at 

the same time; the entire payroll goes out at once.
(4) Usual time of processing a bill is 30 days.
(5) Five billing clerks handle the work. In the month of August 8,411 

bills were processed and paid. Billing is in process now for bills received in 
September. These bills arrived in the WSO during the past few weeks.

(6) Fourteen (14) Social Workers handle the following caseloads:
OA —  955
MA —  1675
DA —  328

• A F D C — 710
GR — 120

(7) The supervisor contacted stated that if MA were placed under a 
third-party intermediary, there would still be ample work for all workers, 
social and clerical,and that many areas would be greatly secured and 
brought up-to-date.

WSO-014
(1) Bills are sorted into welfare categories —  OA, MA, etc. One (1) 

clerk does the sorting but the responsibilities are rotated among all clerks.
(2) Sorted bill are then checked for eligibility and fee schedules by 

verifying clerks. Should a bill require special approval from the Regional 
Office, it is dispatched at this point.

(3) No posting is done in this office. This practice ceased in 1968. At 
that time, the posting machine had broken down. The city of
was about to purchase a new one when the State took over. Under State 
control, the old machine was repaired for $4,000. When returned, the 
machine did not function. It still does not.

The director stated that the WSO cannot tell, in a given case, how much 
money has been spent, except by going through all the past payrolls —  an 
obviously impossible operation.

(4) No processing priorities are observed for specific vendors. Bills are 
paid by categories and everything is paid at the same time.



Processing Problems Encountered:
(a ) communications between Regional Finance Unit and local WSO 

regarding the availability of money in the local bank. The WSO is 
notified by the R.F.U. that the money is available but the time lag 
before it is cleared by the bank varies. The WSO must hold the 
payroll until clearance is received.

(b) Due to the volume of bills to be processed, four clerks are working 
three hours a night on pricing bills, in addition to the pricing done 
by four clerks for one hour each day.

(5) The usual processing cycle is 60 days; the vendor payroll is set for 
the 20th of each month; bills received prior to the 15th of the month pro
ceeding would be included on the payroll for the following month;

Payment does not always follow immediately; August services are being
paid in October. .........

Bills for services prior to April 1, are being held; eligibility and price
schedules have been verified but the bills have not been put on a payroll yet.

While the usual processing cycle is 30 days, the billing process is 60-90
days behind.

(6 ) This office is processing about 20,000 bills per month during the
heavier seasons.

Billing clerks and one (1 ) junior accountant handle this work.
(7 ) Social workers number 55 when all positions are filled. Currently 51

positions are filled: 2 vacancies
1 educational leave 
1 maternity leave

Caseload (July figures)

MA c. 1,800 
OA 1,694
AFDC 2,348
DA 614
GR-DES NA (in Computer)

(8 ) Implications of removing MA from the DPW for this office. There 
would be more than sufficient work for the staff, both social and fisca. 
Greater efficiency would be achieved and all fiscal operations could become

current.

WSO-015
(1) Bills are sorted according to vendor names; recipients are a lp h ab e tic  

under vendor name.



(2) Rollodex files are used for eligibility checks; fee schedules are com 
pletely checked.

(3) Posting is done in this WSO. There are recipient ledger cards. Bills 
are checked for duplication.

(4) There are no processing priorities observed.
(5) The usual processing cycle has been two months until recently. They 

are working toward a 30 day cycle now.
(6) In the WSO, one (1 ) senior clerk and four (4) junior clerks handle 

the work, currently running to 3,000 bills per month (4,700 thus far in 
FY 73).

(7) The current billing schedule includes:
 nursing homes: October payroll for September bills —  drugs: July

and August bills in October payroll: Bills received after October 1st are 
being held. All bills received prior to April 1, are on payroll now.

(8) Five social workers and one supervisor handle the workload.

Caseload 
MA 500 (handled separately)
DA 118 
OA 298 

AFDC 242 
GR 28

Special Note: This office is working under the separated system.
One social worker handles INTAKE 
Two social workers handle service 
Two social workers handle payments 
There are no social service technicians.

Separation seems to be working well, probably because of the long-term 
experience of the social workers involved.

(9) The removing of MA from (DPW ) Department of Public Welfare 
would help this office enormously. Currently, drug bills constitute over half 
of the total administrative responsibility.

WSO-016
(1) Two mail room clerks sort bills alphabetically by vendor category 

within the vendor files, bills are sorted by welfare category.
(2) Recipient ledger cards are used for eligibility checks;

—  fee schedules are checked in the billing room
 one clerk is assigned to drug bills which are carefully screened.

(3) No posting has been lone since 1969 and the Booz-Allen-Hamilton 
Report.



(4 ) There are no processing priorities observed, except that used in the 
general process, i.e., hospital first, nursing homes next, followed by doctors, 
druggists, etc. 'Otis is local practice occasioned by custom.

(5 ) The usual processing period is 90 days. Currently, it is more; On the
current October payroll are: 

drug bills for June 
homemakers for July

(6) For bills prior to April 1, the policy is to process and place on pay
rolls to be sent to the Regional Finance Unit.

(Note: There is a very small number of these.)
(7) Seven billing clerks and one senior clerk, with one vacancy, handle

the work.
Using figures from Project GRABB (Gather, Report and Batch Backlog; 

ADM. Letter 186A —  October 6, 1972), this staff processed 31,520 bills
amounting to $1,221,891.

(8) Social Workers number 30 with 1 vacancy.

Caseload: (July figure)
MA 1,861
OA 1,755
AFDC 1,624
DA 598
GR 340

(9 ) Implications in removing MA from the DPW Department of Public 
Welfare for this WSO were the same as for other offices surveyed; greater 
efficiency and bill processing current to 30 days.

WSO-017
(1) Vendor bills are stamped upon receipt and all nursing home bills 

( “they are the easiest to process” ) are removed for individual processing. 
Remainder of the bills are filed for processing at a later date.

(2) In their turn, bills are taken by Junior Clerks and sorted by rec ip ien t. 

They are then checked against recipient ledger cards (which are still being 
used despite Booz-Allen-Hamilton’s recommendation) for duplicate payment
and date of service.

(3 ) Bills are then broken down by category and vendor and checked for
other factors: cost of service, etc.

(4) Bills are then recorded by category for federal financial reporting
requirements.

(5 ) A list of checks to be printed is then forwarded to the Finance Unit.
(6 ) Payment cycle 60-90 days. Billing is not current.



(7 ) Some problems cited:
—  too much responsibility upon the shoulders of a Junior Clerk
—  insufficient staff

(8) Six Junior Clerks involved in the handling and processing of vendor
bills

11 Social Workers
(9) They were unable to provide an accurate determination of the number 

of vendor bills processed.

(10) Obervations:
A. Processing is very systematic for what is being done. The use of the 

recipient ledger cards is the most effective means of curtailing dupli
cate payments which accompany the tremendous backlog but it is very 
time consuming.

B. The Director cited the example of a young Jnior Clerk who uncovered 
a case of alleged fraud by a pharmacist because she knew that a 
patient could not receive the quantity of drugs for which the pharma
cist was billing. The Director was quick to point out that this Junior 
Clerk was their best and merely happened to know something about 
drugs. The ensuing conversation yielded the conclusion that the dis
covery was accidental and that many other examples of vendor fraud 
could be passing by the untrained eyes of the Department’s Junior 
Clerks.

VENDOR BILLING CYCLE —  PHARMACIES
In order to confirm the information received at these Welfare Service 

Offices in reference to the vendor billing cycle during the periods from 
April 1, 1972 to September 30, 1972, (payment frozen prior and subsequent 
to such dates) several pharmacies were contacted secure their status as 
of October 20, 1972.

Pharmacy—  WSO&014 Area
Owner confirmed the information provided by the WSO #016  Area 

pharmacy in that his billing cycle is running about ninety days but that G.R 
payments are behind at least six months, and that at times they fall back to 
nine months, (this is in disagreement with the contention of the local WSO 
Director). However, these payments represent about 5%  of total. He is 
owed approximately $10,000 with about onc-half of this amount or $5,000 
due during the April 1, 1972 to September 30, 1972 period. He confirmed 
the information received regarding C.O.D. payments for medicine to all 
people including welfare recipients.



Pharmacy —  #015 Area
Owner stated that his billing cycle is approximately ninety days with G.R. 

bills running about nine months in arrears (again, this is in disagreement with 
the contention of the Local WSO Director). However, again, these bills are 
approximately 5%  of total bills outstanding. His back payments over a two 
year period average about $10,000 with approximately $4,000 due during 
the period from Apnl 1, 1972 to Septmeber 30, 1972. Although he is noton 
a C.O.D. basis, he believed that over 50% of the pharmacies are currently on 
this basis. He is strongly in favor of a separation of the fiscal and social 
services. He believed a third-party intermediary would help to solve the
problem.

Pharmacy— WSO #106 Area
Owner stated that the billing cycle was at least ninety days, but now they 

are running one hundred and twenty days behind, since his pharmacy has 
only been paid through May, 1972. It was learned that the pharmacy is owed 
approximately $48,000 for medical supplies with about $8,000 due dunng 
the period from April 1, 1972 through September 30, 1972. He stated that 
several pharmacies are eliminating credit totally and requiring cash on 
delivery. He said that G.R. (General Relief) payments are running behind 
from six to twelve months. However, he maintained that the G.R. payments 
constituted but a small portion of the total program (5%  of the bills 
outstanding).

Vendor Billing Cycle —  Hospital

In order to verify the findings of the members of this Committee at the 
WSO level, the Committee contacted several hospitals in each of the areas 
concerned. The following is an example of the types of responses that we 
encountered in this regard.

Hospital ‘A ’ (WSO #014)
In a discussion between a staff member of this committee and a top offi

cial of this hospital, it was determined that at this time approximately 
$375,000 was due to the hospital. The billing cycle was running from 90-120 
days on welfare programs with some billing extending to ten months (This 
was in disagreement with the contentions of the local WSO Director.). Ihe 
official stated (and was supported by the administrative officers of the other 
hospitals) that it was impossible for non-profit corporations to exist with 
substantial accounts receivable since this situation causes borrowing at hig 
rates of interest in order that the hospital might meet payroll, interest on 
mortages, overhead, etc. The long delays in reimbursement, he contended,



caused a curtailment of employment, freezing of wages, diminuation of re
search and required the hospitals to exist on the bare minimum.

Hospital ‘B ’ (WSO #015)
This hospital is owed approximately $410,000 with the billing cycle 

running generally from 90 to 120 days with numerous back payments run
ning beyond this period. Its situation is very similar to Hospital A with 
regard to the curtailment of services because of monies owed by the Depart
ment. A breakdown of the accounts receiveable for this hospital is a follows:

Days Dollars (approximately)

0-30 $ 65,000
31-60 41,000
61-90 51,000
91-120 50,000
over 120 $193,000 with approximately $108,000

due prior to April 1, 1972
As the figures show, almost as much is due this hospital for bills incurred 

after 120 days as before that number of days.

Hospital 'C  (WSO #106)
This hospital is also in a serious economic condition regarding its payment 

for services, interest on mortgage, etc. As a result, it is heavily in debt 
because of borrowing for payment of current and past due bills. It is owed 
approximately $320,000 in back bills, with the cycle running 60-90 days 
(disagreement with contention of Local WSO D irector).

Days Dollars (approximately)

0-30 $100,000
31-60 98,000
61-90 38,000
90-120 15,000

120-150 8,000
over 150 $ 60,000

Summary and Conclusions

In general, it is the finding of this Committee that the procedures being 
followed at the local Welfare Service Cfilce level for the handling and pro
cessing of medical vendor bills are highly ineffective with to much direct 
responsibility falling upon untrained and unskilled Jr. Clerks. In each in
dividual WSO that we examined, the approach was systematic, in (hat what 
they attempted to do, was accomplished through the use of regularized pro-



ceduri s. However, the variances from one office to another are illustrative 
of the fact that the responsibility for the handling and processing of medical 
vendo. bills has not, as yet, been subjected to state-wide controls and — as 
a result —  cannot be classified as being part of a systematic bill reviewing 
procedure.

The significance of this fact is obvious. If the Commonwealth hopes to 
take meaningful steps to control the expanding cost of its Medical Assistance 
Program, it must begin to apply those cost saving mechanisms which have 
proven to be of most importance. It must begin to apply the control mecha
nisms which have been referred to as “quality control and ultization re
view”. These procedures, however, cannot be systematically applied until 
the Department has solved the more basic problems associated with the day 
to day administration of the program. The variance in procedures applied, 
the over-independance upon untrained and unskilled Jr. Clerks, the continu
ing delays in the billing cycle, and the general inability to perform the neces
sary task to accomplish this goal is sufficient indication to this Committee 
that the Department has not solved this the most elementary administrative 
problem.

The Committee has been told by the Commissioner that the Department 
is developing a computerized system (Vendor Payment System — VPS) 
which will enable it to solve its bill processing problems. This Report will 
discuss this new development at greater length below (see “Recent Depart
ment Initiatives” ). Suffice it to note at this point that any agency, given the 
proper resources, can eventually solve the ‘paper passing’ problems accom
panying the Medical Assistance Program. The central question is whether 
this is a responsibility which should be performed directly by the State? 
Should the state be allowed to spend valuable resources for the computer 
system necessary to perform these tasks?

These are questions which the Committee will examine in greater depth 
throughout these pages.



CHAPTER V

IMPACT HAD BY THE MEDICAL ASSISTANCE PROGRAM  U .’ON 
THE ADMINISTRATION OF THE DEPARTM ENT OF 

PUBLIC W ELFARE

It is difficult to empirically establish a clear relationship between the 
administrative demands of the Medical Assistance Program and the ability 
of the Department to meet its other mandated responsibilities. In general, 
the relationship between the two factors is one of an ‘indirect’ nature which 
can be illustrated only partially. This vagueness can be directly related, in 
part, to the fact that the Department of Public Welfare does not provide 
sufficient empirical data as to administrative costs to allow detailed, em
pirical analysis.

Based on the evidence which is available, however, it is the conclusion of 
this committee that the Medical Assistance Program has placed resource 
demands upon the Department of Public Welfare which have adversely affec
ted the ability of the Department to meet its other mandated responsibilities.

In terms of the annual rate of growth in program expenditures, the Medical 
Assistance Program is not the fastest growing program administered by the 
Department of Public Welfare. As the accompanying chart will illustrate 
(Chart V II), during the crucial years of the state take-over (1968-70), the 
growth rate of the M.A. Program has not been as great ae that, for example, 
of the General Relief and AFDC Programs. (See *** at the end of Chart 
V II).

In terms of total growth since state take-over in 1968, the M.A. program 
has had a significant impact upon the total increased Department expendi
tures during the same period. Once again, however, the percentage increase 
is not as great as that had by the AFDC program. In fiscal 1968 M.A. expen
ditures were $190 million; in fiscal 1972 they were $343 million for an in
crease of $158 million. This $153 million represents 27.5% of the total 
increased expenditures of the Department during that period. AFDC, on the 
other hand, increased some $177 milion, or 32.2% of the total increased 
welfare expenditures. (Measured since September, 1966, of course, M.A. 
expenditures amount to a more significant portion of total welfare increases
expenditures —  almost 50% ).

Measured in monetary terms, therefore, the growth of the M.A. program 
does not appear to have had that significant an impact upon the operations 
of the Department. This is misleading. The administrative demands of the 
Medical Association program are far greater than a view of comparable ex
penditures would indicate. It requires a level of administrative effort which



C H A R T  VII

PROGRAM  EXPENDITURES*
(R ate of Increase)

(Figures rounded to nearest thousand)

Program 1968 1969

G.R. 13,737 21,375

% increase +  55.6%

AFDC 91,675 128,097
% increase +  39.7%

D A . 15,850 19,698
% increase +  24.3%
D.A.A. 47,636 56,407
% increase +  18.4%

M.A. 189,919 226,622
% increase +  19.5%
Sub Total 358,817 452,499 

+  26.1%
Total Dept.**

507,590Expenditures

1970 1971 ,972***

36,078 56,622 60,324
+  68.8% +  56.9% 6.3%
172,766 254,096 265,569
+  34.9% +  41.9% +  7.7%
25,190 32,360 40,417

+  27.9% +  28.5% +  25.0%
76,987 85.315 97,542

+  36.5% +  10.8% +  14.2%
252,932 304,840 348,829
+  11.5% +  20.5% +  14.4%
563,952 734,234 812,682
+  24.6% +  28.4% +  11.0%

663,733 796,868 912,109

♦Expenditures according to Comptrollers Office will vary with those recorded here 
(reported by the Department) for reasons outlined in Appendix 1.

♦♦Includes expenditures for administration, Division of Child Guardianship, M. . 
direct expenditures to  state hospitals and other programs. * c n r

♦♦♦The decline in the rate of growth of the General Relief program and the AFDC 
program are indication to this Committee that the economic decline which has 
inflated our public welfare rolls may have stabilized m the past year. Further th 
tremendous decline in the G.R. program growth rate has, most probably been 
helped by the increased controls passed by the General Court in the past year 
i.e., the GR-DES registration requirement and other eligibility restrictions.

is not found in other programs. The handling and processing of medical bills, 
the need to establish working relationships with medical providers, the need 
to account for millions of dollars in expenditures to thousands of medical 
vendors for services rendered to tens of thousands of eligible recipients, and 
the need to effectively monitor the activities of medical providers (which 
otherwise have a ‘blank check’ from the Commonwealth) are responsibilities 
not found with the Department’s other ‘assistance’ programs.

The most obvious illustration of the real impact had by the Medical Assis
tance program can be seen through reference to the growth in M.A. caseload 
responsibilities in comparison to available administrative resources. From 
the chart (Chart V II I) it can be seen that the total M.A. caseload increased 
most dramatically during the early days of state take-over. During the exact



time when the Department would be expected to have encountered the great
est difficulty and trauma with state take-over, the M.A. case load reached 
its approximate maximum. (Increased M.A. expenditures since 1969 have 
been more the result of increased medical costs than increased utilization or 
eligibility —  see below, “Medicaid and the Medical Delivery System’’.)

A second obvious conclusion to be drawn from the information provided 
in Chart VIII is that the Medical Assistance program accounted for the 
largest percentage increase in the growth of the Department’s responsibilities 
(expressed as caseloads) during this period. In terms of increased caseload 
the Medical Assistance program accounted for 94,235 or 55% of the total 
increased caseload responsibility.

That the resourses of the Department could not keep abreast of its rapidly 
increasing responsibilities can be seen through reference to the last column, 
measuring the administrative ‘cost per case’. In 1966, the year before 
Medicaid, the administrative cost per case expended by the department was 
$166.77. Yet, in 1968, and 1969, the most crucial to the success of state 
take-over, the cost per case dropped to $91.59 and $80.52 respectively. Thus 
during a period when the Department needed the most assistance, it was 
forced to function with a less intensive application of administrative re
sources, due to the unexpected ‘increase’ in utilization of ‘welfare’ and 
‘non-welfare’ programs.

Chart VIII

FY Total Caseload 
All Categories

Total MA 
Caseload

Total 
Administrative 
Expenditures 

All Categories

Admin.
Cost
Per

Case

1966 128,038 29,971 $21,353,000 $166.77
1967 240,032 138,973 24,278,000 101.14
1968 314,470 203,954 28,802,000 91.59
1969 362,263 237,263 29,168,000 80.52
1970 378,212 229,526 38,816,932 102.75
1971 411,592 233,208 52,864,000 130.87

Source: DPW, Division of Statistics and Analysis

The Committee cannot underline this point enough. During a period of 
dramatic change, the Department’s responsibilities increased dramatically. 
The M.A. caseload, while it may have had a great impact upon the Depart
ment’s social services staff, it had an even greater impact upon the clerical 
and administrative staff. While it is difficult to directly relate the effect that 
this rapid growth had upon the overall administration of the Department, one 
indication can be seen through reference to the ‘priority goals’ which guided



the new Commissioner of Public Welfare, Steven Minter, when he took 
office in July, 1970. (See Appendix II).

In testimony before this committee, Commissioneer Minter outlined the 
tasks which he set as priority goals for the Department from the day he took 
office and still continue to guide his administrative and policy decisions. The 
list offered is a compilation of tasks and respnnsibffities which one would 
expect to have been accomplished during the early days of state take-over, 
(compare to consultant ‘priority goais listed in August 1968, . age 8 ).

(1) reorganization of the overall, statewide administrative structure
of the Department;

(2 ) reorganization of the personnel and payroll systems;
(3) standardization of procedures used in administering the General

Relief program;
(4 ) creation of a Quality Control Unit to ensure “eligibility and cor

rectness of payment for active cases ;
(5 ) the development of an effective control over fiscal operations.

By referring to the reports summarized above, the reader can note that 
these tasks outlined by the Commissioner are basically the same as those 
listed by the Department and its management consultant firm in the early 
days of state take-over. Together they constitute what this Committee has 
come to learn to be the elementary needs of a state-wide agency. The need 
to communicate information has been discussed elsewhere as the pre
requisite of an agency. Each of the tasks listed above is either dependent 
upon or results directly from an ability to communicate information through
out the agency. The fact they still remain as priority goals is sufficient 
evidence to this Committee to conclude that the Department has not yet 
solved the elementary problems associated with state take-over.

IT  IS THE CONTENTION OF THIS COM M ITTEE THAT THE 
FACT THAT THESE BASIC PROBLEMS W ERE NOT SOLVED IN 
THE EARLY DAYS OF STATE TAKE-OVER CAN BE ATTRIBUTED 
TO MANY FACTORS, BUT MOST PARTICULARLY TO THE RAPID 
UNEXPECTED GROWTH OF THE M EDICAL ASSISTANCE PRO
GRAM WHICH DRASTICALLY ALTERED THE DEPARTMENT’S 
PRIORITY DETERM INATIONS DURING THIS CRUCIAL PERIOD.

The administrative needs of the Medical Assistance program the need 
to pay bills in as rapid a manner as possible, to establish uniform rules of 
eligibility, vendor participation, and bill processing, the need to establish 
rates of reimbursement in conjunction with the Rate Setting Commission, 
etc., were all responsibilities for which the Department of Public Welfare 
was insufficiently prepared during the trying period of state take-over.



To meet these administrative demands, the Department was forced to 
ignore the more elementary problem areas associated with state take-over. 
As its responsibilities increased (i.e., as its caseload increased) the Depart
ment became more and more concerned with meeting the day to day needs 
of administration and less concerned with the ‘longer range’ needs of a state 
agency. Mandated responsibilities were ignored in many areas of adminis
tration as the resource demands upon the Department’s limited administra
tive resources increased.

Expediency became the number one priority and the regular delivery of 
assistance and vendor payments became the number once concern. Making 
the system work became more important than ‘accountability and control’. 
Uniformity and systematic state-wide administration fell to the demands of 
the immediate ‘crisis’.

In a word, the priority determinations of the Department of Public Wel
fare became ‘crisis-oriented’. As each unmet responsibility approached the 
crisis stage, the Department would react with a ‘crisis-oriented’ response 
designed to meet its immediate needs. For example, in many instances 
the Department would be asked (whether by the Executive, the General 
Court, public pressure, the federal government, etc.) to perform a task which 
was already a mandated responsibility, or asked to rectify a problem which 
had resulted from lax administration. The Department would react to this 
‘immediate crisis’ with a goal-oriented program designed to accomplish that 
task or responsibility.

In the following pages the Committee will offer several examples of this 
‘crisis-oriented’ approach to administration which has come to characterize 
the Department of Public Welfare. In most instances it will be shown that 
the Department’s response was necessitated by the inability of the Depart
ment to perform one or more of the tasks which one would expect (and / 
or the law mandates) be performed in administering the programs under 
its jurisdiction. In another, the flat grant program, can be seen the Depart
ment’s crisis-oriented response to the solution of an administrative problem 
area which may have solved the immediate problem but has ignored the 
‘root’ cause of that problem and its long range consequences.

In addition, the Committee would point out to the reader the many prob
lems encountered in the administering the Medical Assistance program to 
which we have reference throughout the report. The lack of uniformity in 
processing medical vendor bills has resulted from the inability to ‘conv 
municate’ between 600 Washington Street and the Department’s many local 
Welfare Service Offices. As a result, the WSO's have been forced to rely 
upon administrative procedures utilized prior to state take-over.



There are a number of specific examples of the crisis-oriented approach 
in the administration of the Medical Assistance program. The Department’s 
decision, for example, to eliminate the ‘posting’ requirement (See the First 
Interim Report of this Committee) was a decision made in reaction to a 
crisis. The decision to handle nursing home vendors on a special basis out 
of the Boston office was another example of the failure of the normal ad
ministrative appro ich and the resulting reliance upon special or ‘cnsis- 
oriented’ administrative procedures.

Whether it was the day to day administrative responsibilities of the Med
ical Assistance program, the flat grant reform of 1970, the GR-DES project 
of 1971, or the data compilation drives of 1971 and 1972, it is clear that 
the Department’s inability to meet the mandates of the law or to establish 
clear lines of administrative authority had caused a crisis which had to be met 
with a single-minded response.

THE F L A T  G R A N T
The most obvious example of a priority determination being made by the 

immediate needs of the Department and outside forces was the so-called ‘flat 
grant’ program undertaken by the Department in September, 1970. The flat 
grant program replaced the so-called ‘special needs’ category which had 
become an administrative bottleneck and a point of irritation between the 
Department and many recipients in 1969 and early 1970. Further, as the 
First Interim Report of this Committee made clear, the special needs cate
gory was a highly inequitable program with broadly-worded guidelines 
allowing the person or persons who spoke out the loudest to receive the 
majority of its benefits.

In his testimony before this Committee, Commissioner Minter summarized 
the mechanics of both the special needs and flat grant programs:

The flat grant is a quarterly cash allotment based on family size, which 
is in addition to the regular monthly check. The flat grant was devised 
as a partial substitute for the ‘special needs’ or emergency grants system 
under which recipients had to obtain an authorization from their social 
worker each time a hardship arose. (See Appendix III).

The basis for both the special needs and flat grant program is the distinc
tion, made by the Department, between ‘basic needs’ and ‘special needs 
when computing the budget for each recipient. The ‘basic needs allowance 
is provided to the recipient on a regular semi-monthly basis and is intended to 
meet the everyday or normal expenses of living. The ‘special needs’ allow
ance was created through the awareness that emergency, or special needs 
do arise for which additional money would be required.



Under the old ‘special needs’ program, the recipient had to go to his social 
worker and request an additional sum of money to meet such an emergency. 
This proved to be an administrative problem for the Department. It proved 
very difficult to establish criteria for determining the exact nature of a ‘special 
needs’ situation. Further, there was the difficulty that the program generated 
in the Department’s relations with recipient groups and organizations, who 
were more liberal in their interpretation of an ‘emergency situation.’

As a result of these factors, the Department implemented the ‘flat grant’ 
system in September, 1970, to curtail the demand for special needs requests. 
The Department, however, did retain the Emergency Assistance program to 
assist those faced with a specific and obvious emergency situation. Accord
ing to Commissioner Minter, some of the effects of this administrative de
cision have been to cause:

(1) a drastic reduction in the number of recipients who visit Welfare 
Service Offices to request special needs;

(2) a considerable reduction in the amount of paperwork done by 
social workers in connection with special needs authorizations;

(3) problems with and payments to non-medical vendors to be almost 
eliminated.

The program has obviously been an administrative success. It has cer
tainly removed an immediate area of concern and an administrative head
ache from the Department. At the same time, however, this Committee 
wonders what impact it has had upon the recipients who now receive the flat 
grant check every three months. While we must agree witli the Commissioner 
when he points out that, “The Department’s experience indicates that the 
majority of recipients also tends to favor the flat grant, ’ we would point 
out that more recipients benefit from the new program than from the old 
program. In terms of sheer numbers, it would be quite logical for more to 
prefer the new flat grant system.

From the point of view of the average recipient, then, it can be stated 
that the flat grant program is more acceptable because it puts more money 
into his/her hands. The distinction between ‘basis’ and ‘special’ (or emer
gency) needs is one which the Department makes for administrative reasons. 
St is not one which the average recipient makes. Therefore, a program which 
increases the money available to him /her will be applauded, especially by 
those recipients who have not had reasons or desire to utilize the old ‘special 
needs’ program.

In sum, what the Department had done is to replace a program (Special 
Needs) which recognizes the fact that certain recipients have special needs 
or ‘emergency’ needs with a program (Flat Grant) which assumes that all



recipients have the same special or ‘emergency’ needs. The real result has 
been to supplement the ‘basic needs allowance of each recipient with an 
additional payment issued quarterly. The need for an emergency, or special 
need category remains and, in fact, a substitute program continues to exist. 
The Department now utilizes the Emergency Assistance Program to meet 
all special or emergency needs. There has been, however, an increased con
trol placed over the utilization of that program.

In terms of the cost to the Commonwealth and its taxpayers, the new 
flat grant program has not brough any financial relief. In fact, according to 
statistics provided to this Committee by Commissioner Minter, the Depart
ment replaced a program which cost $38 million between September 1969 
and August, 1970 with two programs which cost $43 million between Sep
tember &1970 and August 1971. The charts provided in Commissioner 
Minter’s testimony (Chart IX ) document these expenditures by month.

The pressures, then, of administrative expediency forced the Department 
to implement changes which, on their face, do not make sense from the 
point of view of the recipient, except to increase the amount of money avail
able to him /her. The Committee does not question this decision from an 
administrative standpoint. We have become all too aware of the demands 
upon the Department’s administrative resources and any reform program 
which can alleviate those pressures without adversely affecting the quality 
of services being provided or the control had over the distribution of those 
services is to be commended for its initiative.

However, the Committee does question the long-range feasibility of the 
flat grant program. We would point out to the Department that the need for 
emergency payments has not been arrested or eliminated but merely cur
tailed by the addition of new monies across the board. As inflationary pres
sures continue to eat away this increased allotment, it is the opinion of the 
Committee that the need for special needs allotments, controlled by the 
social worker, will r&-emerge.

The Committee does agree with the Commissioner in his statement that 
the present allowances for a welfare recipient “are not sufficient” to provide 
an adequate standard of living in the Commonwealth ol Massachusetts. The 
obvious solution to this problem would then be an increase in the basic 
allowances made to eligible recipients. It is, however, the opinion of the 
Committee that the Commonwealth should not contemplate additional, large 
increases of allowances until such time as the Department of Public Welfare 
has demonstrated an ability to account for and administer the monies ap
propriated under the Commonwealth’s existing welfare programs (excluding 
the Medical Assistance Program).



CHART IX
I. Extra payments, emergency assistance and vendor maintenance pay

ments from September 1969 through August 1970:
Extra Payments $19,865,870
Emergency Assistance 2,380,422
Vendor Maintenance 16,208,435

TOTAL $38,454,727
II. Flat grant, emergency assistance, hardship fund and vendor main

tenance payments from September 1970 through August 1971:
Flat Grant
Emergency Assistance 
Hardship Fund 
Vendor Maintenance 

TOTAL

$30,695,962
3,184,600

859,646
8,745,518

43,485,726
Caseload increase from September 1970 — September 1971: 11,829
Monthly payments —  Flat Grant and Other * —  September 1970 —
August 1971:

OTHER FLAT G RA NT
September 1970 $1,275,040 $6,505,437
October 1970 1,491,768 341,725
November 1970 1,289,964 278,775
December 1970 1,258,955 7,080,376
January 1971 1,291,201 282,658
February 1971 940,295 219,471
March 1971 967,242 7,417,803
April 1971 679,789 296,819
May 1971 1,155,437 232,011
June 1971 831,382 7,579,496
July 1971 777,838 213,703
August 1971 830,847 247,683

Monthly payments —- Flat Grant and Other * —  September 1971 —
March 1972:

OTHER FL A T G R A N T
September 1971 $779,380 $7,745,514
October 1971 778,114 311,487
November 1971 839,664 222,402
December 1971 841,801 7,844,262
January 1972 816,357 302,075
February 1972 750,315 210,456
March 1972 894,275 7,967,608

♦Emergency Assistance, Vendor Maintenance, Hardship Fund.



PROJECT GR-DES:
General Relief (G .R .) is a category of public assistance in the Common

wealth of Massachusetts provided for in Chapter 117 of the Massachusetts 
General Laws. This category is unique in that it is totally funded from state 
revenues, that is, there is no reimbursement for expenditures in this category 
by the Federal Government. It is a somewhat “catch-all" category which 
provides financial and social assistance to indigent residents of the Com
monwealth who do not qualify for federally aided categories such as Aid 
to Families with Dependent Children (A .F.D .C .), Old Age Assistance 
(O .A .A .), Disability Assistance (D .A .), or Medicaid (M .A.).

Thus, those receiving General Relief are generally males or females be
tween the ages of 18 and 65 who arc unmarried or without children and for 
some reason are unable to sustain themselves independent of state aid.

There has always been a great turnover rate in the rolls of those receiving 
General Relief, thus, making it more difficult to administer. Further, the 
overall cost of the program has been much less than that of other welfare 
programs. These factors, joined with the pressing and more complicated 
problems in handling other assistance categories, resulted in General Relief 
being considered a low priority item by the Department of Public Welfare. 
Eligibility determinations were superficial and ongoing redetermination of 
continuing eligibility became almost non-existent.

With the economic decline of recent years, the rolls of those receiving 
General Relief began to swell tremendously. A category designed to be 
temporary in nature soon began to take the appearance of a long-term 
program.* The Legislature, because General Relief was totally state funded, 
did not concur in the Department of Public Welfare’s assessment of the pro
gram as a low priority item. Increasingly, its administration came under 
criticism from this Committee and others in the General Court.

— BACKGROUND —
In 1969, the Legislature had passed Chapter 885 (Acts, 1969) which 

in part amended Chapter 117 of the General L.aws to provide that all able

•O f particular interest in this regard was the number of people on the GR rolls for 
predominately medical reasons. In one survey of GR conducted by this Committee, 
50% of those cases examined were unable to work because of medical reasons. Hie 
Disability Assistance Program provides aid to those who are physically unable to 
work. Yet many individuals can be found on the GR rolls who are apparently u n a b l e  
to work (see Chart, Page for evidence of this). Inasmuch as GR is totally state 
funded and DA is 50% federally funded, the Commonwealth is losing 50* per dollar 
spent for these individuals, either because the Department had too stringent a defini
tion of eligibility for DA or was not able to properly establish eligibility in each 
individual case.



bodied male recipients of General Relief were to register with the Division 
of Employment Security and show evidence of such continued registration 
in order to remain eligible for General Relief benefits. The aim was obvious. 
The taxpayers, through their Legislature, were demanding that those em
ployable recipients of GR who were temporarily in financial distress should, 
in return for receiving support from the tax revenues, make a good faith 
attempt to obtain employment and alleviate their economic problems.

This mandate, however, was never fully implemented across the state. 
Faced with increasing caseloads and demands upon limited administrative 
resources and the failure to fully prepare for state take-over, the Department 
did not treat this mandated responsibility as a top ‘priority’ item. As the 
caseloads continued to mount and the administrative resources of the De
partment continued to increase less rapidly than did the responsibilities of 
the Department, the registration requirement became an even lesser priority.

As would be the case with a program with eligibility so broadly defined 
and so loosely administered, the General Relief program became fertile 
ground for a variety of abuses which have been documented in the First 
Interim Report of this Committee. In the economic decline of those years, 
the program became the fastest expanding of all ‘assistance’ categories ad
ministered by the Department. As the program increased in size, the control 
had by the Department decreased even further. As one indication of this 
lack of control, the eligibility check performed by the Department in the 
spring of 1971 (itself an example of ‘crisis’ administration —  see below) 
resulted in almost 4,000 G.R. cases being closed.

In an attempt to restore public confidence in the “fairness” of our welfare 
programs and in order to compel the Department of Public Welfare to con
form to its previous mandates, the Legislature enacted Chapter 719 of the 
Acts of 1971. The goal of this legislation was to return ‘employable’ re
cipients who were employable were to report to the Division of Employment 
Security in order to pick up their assistance checks. Those recipients who 
were unemployable would continue to receive their payments through the 
mail. The “employables” would receive job counselling at the Division of 
Employment Security prior to receipt of their checks. It was felt that such 
a program would provide more efficient and concentrated methods of assist
ing recipients in finding jobs suited to their talents as well as serving to 
remove from the rolls those who were fraudulently claiming welfare benefits.

The only “new” requirement involved in this project was the ‘check-pick- 
up” requirement.



—  MECHANICS OF THE PROJECT —

Some $200,000 was appropriated by the Legislature to provide for the 
expense of running this program. The Division of Employment Security 
had the responsibility for assigning one or two persons at each office to 
distribute these checks. All other functions and responsibilities involved in 
the project were already part of the special province of DES with the excep
tion of the responsibility for filling out a new form for each recipient indicat
ing the results of the interview, such as referred to a job, refused counselling, 
failed to keep appointment, etc.

As for the Department of Public Welfare, the project required that each 
recipient of General Relief be classified as employable or unemployable. 
Following this, those classified as employable had to be notified of a time 
and date to report to their local Division of Employment Security office 
for job counselling and check pick-up. The Department also had the respon
sibility for taking action where appropriate based on the data of each form 
number 866 which it received from Division of Employment Security.

While the Committee recognizes that the mandates of Chapter 719 thrust 
upon the Department additional responsibilities, they certainly were not 
new responsibilities. The tasks required on the part of the Department of 
Public Welfare one would expect from a well-run agency: a knowledge of 
the reason for being on General Relief and an ability to communicate with 
those recipients of GR who would have to register with DES. Both, however, 
were capabilities that the Department of Public Welfare did not possess.

PLANNING AND IM PLEM ENTATION

J he bill bringing this Project into existence was enacted in August 1971. 
Various meetings were held throughout September and October 1971 to 
prepare for the Project. These meetings involved top level officials of both 
agencies and included two training conferences for personnel of both who 
would be involved in the operation of the Project.

In this planning stage, the most important and difficult question was the 
definition of “employable.” The fact that the two agencies could not reach 
an operational definition of the term was crucial and caused severe hardship 
and inequities for many recipients unnecessarily involved in the Project. The 
Division of Employment Security considered “employable” to mean any 
individual physically and mentally capable of holding a job which was avail
able and commensurate with the individual’s education, training and skills. 
The Department had a more difficult time arriving at an acceptable and 
compatible definition.



The Committee cannot understand this difficulty, in as much as most 
applicants for General Relief are unemployed and, at the time of application 
for assistance, are supposed to indicate some reason for their unemployment, 
(e.g. no jobs available, temporarily disabled, totally disabled, etc.). There
fore, the basic data to make a determination of “employability” was avail
able to the Department. The Department, however, did not possess the 
ability to process or administer this information in order that it might be 
used in a working program.

In an attempt to establish a department-wide definition of “employ
ability,” on September 1, 1971, Commisioner Minter issued State Letter 
283 which instructed employees of the Department of Public Welfare in the 
manner of classifying General Relief recipients. The criteria established were 
primarily negative in nature, in that they stipulated that all GR recipients 
were to be considered employable unless they fell into one or more of these 
six exceptions:

(1) Those under 21 years of age and full time students in grade, high, 
or vocational school;

(2) Those employed full-time; (with incomes insufficient for needs 
—  ed.)

(3) Those engaged full-time in rehabilitative or training programs;

(4) Those employed part-time to the extent permitted by medical 
verification (a fact which would qualify the recipient for DA and 
federal financial assistance if the Department were to use a less 
stringent eligibility requirement for D A );

(5) Mentally or physically disabled clients whose disability has been 
medically verified;

(6) Females who must remain home to care for incapacited members 
of the immediate household. Such need must be verified.

As would be expected with the use of such broadly-worded definition, 
the sheer numbers of those classified as employable was overwhelming. 
Many of those deemed employable by the Department clearly were not so, 
but because they did not meet one of the six enumerated disqualifications 
(e.g. proof of medical incapacities) many were compelled to report to the 
local office of the Divisions of Employment Security in order to receive their 
assistance checks. A study of the implementation of Project GR-DES per
formed by an outside group (commissioned by the Commissioner of Public 
Welfare) highlighted some of the findings of DES in-take workers who were 
required to interview GR recipients.



—  CHART X —

VISIBLE HANDICAPS OF ALL RESPONDENTS 
AS NOTED BY INTERVIEWERS

Type of Handicap Percent of Respondents

Feeble, Senile, Confused 3
Alcoholic 5
Difficulty walking 9
Back brace 1
Asthma, Emphysema, Labored breathing 4
Injury 3
Old, Infirm, Frail 8
More than one 3
Other 1

Total 37

No Visible Handicap 63

Source: “An Evaluation of the Gr-DES Project,” Institute of Human Sci-
ences, Boston College, January 1972.

Since the outset of the GR-DES Project through September 28, 1972, 
42,544 recipient encounters (including those cited above) have been clas
sified as “non-referables” by the Division of Employment Security. The 
reasons may vary, but the basic inability of the Department to establish a 
workable definition of the term ‘employable’ must be pointed out as being 
the primary cause. Due to this inability of the Department of Public Welfare 
to utilize information which was at its disposal, the division of Employment 
Se jurity was forced to waste time and resources in performing that task for 
tb Department. As a result, the GR-DES Project was nearly sabotaged by 
the sheer volumes resulting from the Department’s inability to determine 
who was on General Relief for reasons of lack of job opportunities.

While the GR-DES Project certainly illuminated the administrative short
comings of the Department of Public Welfare and while it did not accomplish 
its stated goal of providing a job opportunity for every employable recipient 
of General Relief, there have been some positive accomplishments. In his 
remark to the Committee with regard to the project, Commissioner stated 
that the project “has been an administrative success and has led to increased 
efficiency in the General Relief program”.



And while Commissioner Minter had some complaints with regard to the 
requests made by the Legislature:

No additional staff was provided to the Welfare Department to im
plement GR-DES, which meant that the task of classifying more than 
26,000 GR recipients, modifying them and rearranging appointments 
at the Division of employment Security had to be done in addition 
to routine assignments.

Special staff training was required because the program differed 
dramatically from the system heretofore in use, in two important 

■ aspects: first, the GR-DES program involved a statewide check distri
bution system, unlike the previous local mailing of checks; secondly, 
there were problems in orientating staffs towards computer operation.

He could also point out some of the programs positive accomplishments: 
The key benefit has been the centralization of the General Relief 

caseloads at the Boston Regional Office. The computerized recipient 
file registers Social Security numbers and names, and thus prevents 
duplication of payments. For the first time, state-wide payroll figures 
for the General Relief Program are available to the Commissioner 
before the payroll is actually issued.

A system of checks and balances exists between the finance office 
at 600 Washington Street and the Data Processing Unit in the Boston 
Regional Office to ensure financial accountability.

(see Appendix II)

In sum, the GR-DES Project required the Department of Public Welfare 
to implement a requirement for eligibility which had already existed in the 
law. It forced a ‘crisis’ oriented response from the Department of Public 
Welfare and provided further evidence of the lack of control had by the 
Department over its programs.

Nevertheless, the GR-DES reform brought several definite benefits. It 
created an atmosphere which may help restore some of the public’s confi
dence in the Welfare System within the Commonwealth. A more meaningful, 
working relationship was developed between the Welfare Department and 
the Division of Employment Security. Administrative procedures within the 
Welfare Department were developed which, in the long run, will prove 
beneficial as the Department develops its financial management control 
system and, finally, Project GR-DES returned 2,385 individuals to the 
employment rolls.



September Cumulative Total as of 9 /2 8 /7 2

17,919 203,824
13,924 161,369
77.7% 79.2%

2,798 42,544
20.1% 26.4%

9,324 98,141
395 2,090

69 997
1,002 12,051

35 816
122 1,978
272 2,385
237 2,004

83 822
12 118
8 90

9.0%

Jan. 72 Feb. Mar. Apr. May June July Aug.

17,025 17,002 17,446 16,940 17,989 17,435 17,437 18,05
13,634 13,908 13,904 13,765 13,608 13,369 13,660 14,34
80% 82% 80% 80% 75.6% 76.7% 78.7% 79.5
4,035 3,237 2,970 2,988 2,963 2,768 2,751 2,82
30% 23% 2 1 % 22% 21.8% 20.7% 20.1% 19.7
7,297 8,793 9,447 9,393 8,706 9,322 9,622 9,65

107 250 117 87 133 157 138 30
36 64 53 83 91 53 64 11

1,032 874 1,021 1,076 1,170 800 675 98
93 68 83 61 67 49 47 7

234 154 141 94 92 81 82 17
245 169 186 232 197 174 151 22
152 138 143 166 312 156 137 17
58 46 67 73 90 42 62 8

8 10 8 19 10 2 3 1
8 7 8 8 3 9 4 1

11% 8% 9% 10% 10.99% 7.5% 6.2% 8.6



CHART XI

Showing progress of PROJECT GR-DES from 
October 15, 1971 —  September 30, 1972

Oct. 71 Nov. 71 Dec. 71

Scheduled to report 11,507 18,375 16,789

Report 9,106 14,918 13,314

Percent reported 78% 81% 79%

Non-referables 3,929 6,452 4,828

% of non-referables of 
those reported 44% 43% 36%

No suitable jobs 3,946 6,111 6,526

Refused Service 123 185 95

Refused Job Referral 179 150 44

Referred to Employment 930 1,486 999

Referred to Training 49 121 69

Referred to Supportive Services 99 406 229

Placements (verified) 86 256 189

Not Hired 75 209 109

Referred —  Failed to Report 
for Job Interview 60 108 50

Hired — Failed to Report 
for Work 11 17 14

Hired —  Refused Employer’s Offer 5 12 5

% Referred to Jobs 18% 18% 12%

Figures courtesy Division of Employment Security.

DATA COMPILATION DRIVES:
The ability to monitor its own activities is an elementary necessity of 

any well run agency. The Department of Public Welfare, because it does 
not possess an effective computer system, is unable to compile data on costs, 
eligibility, utilization, etc., in a systematic manner. As a result, it is unable 
to monitor its own activities and must rely upon 'quessitmates or special 
retrieval drives’ to compile the information necessary for the administration 
of its program.



This inability to monitor its own activities is a basic failing which has 
plagued the Department since July 1, 1968. It has, for example, prevented 
the De oartment from being able to determine its own rate of growth, neces
sary for immediate and longer range planning. The members of the General 
Court are well familiar with one obvious result of this situation —: the 
inability of the Department to determine anticipated expenditures on an 
annua; basis, which has yielded the repeated reliance upon supplementary 
and deficiency budgets in order that the Department might meet its fiscal 
obligations. (See Appendix I for a detailed list.)

This should be compared with the state of California which, possessing 
an effective computer capability, is able to effectively monitor its own activi
ties, and as a result, can accurately determine its own growth rate. This 
capability is a necessity, because under California law the Department of 
Health Care Services responsible for Medicaid and the Department of Social 
Welfare are not allowed to submit requests for supplementary or deficiency 
budgets. They must live within the limits of their annual appropriations. Due 
in part to their ability to predict growth rates on an annual basis, both have 
been successful in meeting this demand.

A more costly result of this lack of ‘data communication’ was the loss 
in December, 1971, of $ 18.0 million in federal financial participation, as the 
federal government refused to reimburse the Department for expenditures 
because it was unable to provide sufficient data delineating these expendi
tures. This HEW decision is currently being negotiated with the Department 
and a final decision has not been made, (see the HEW Audit Report of 
December 1971.)

Of more direct concern to the purpose of this Committee was the Depart
ment’s need to undertake two distinct information compilation drives in the 
early months of calendar year 1971. The first was necessitated by the De
partments need to develop a better understanding of the utilization patterns 
of the Commonwealth’s General Relief program; the second was the result 
of the contractual obligations with the Social Workers Guild which forced 
the Department to determine the exact case-work-load of the Department’s 
1900 social workers. Both are examples of the failure of the Department to 
meet the normal responsibilities of a well-run state agency on a systematic 
basis and the resulting reliance upon a ‘goal-oriented special project’.

—  Social Service Needs —

In order to determine the number of welfare cases in need of ‘social 
services’ ;md the number which are not in need of ‘social services’, the 
Department had to undertake a special data compilation drive in the early



months of 1971. State Letter 224 (December 11, 1970) outlined the reasons 
for this drive:

(1) to redetermine eligibility in all public assistance cases;
(2) to assure continuing eligibility and the validity of payments;
(3) to justify the large committment of Federal matching funds;
(4) to create specialized intake in order to provide n prompt response 

to requests for assistance;
(5) to evaluate service needs in order to establish service caseloads;
(6) to establish a basis for improved planning of staff distribution and 

workloads; and
(7) to move toward substantial compliance with Article V of the 

Department’s contract with the Social Worker’s Guild.
Of immediate importance to this Committee is the fact that the informa

tion being compiled should have been compiled on a continuing basis by the 
Department. As has been made clear, however, the Department’s lack of an 
effective computer capability had. once again, forced the Department to alter 
operating priorities and undertake this task on a ’crisis’ basis.

This ‘crisis’ had been forced upon the Department by the contract restric
tions with the Social Workers Guild (Local 509, SE IV, AFL-CIO) estab
lishing a limit upon the caseload per social workers. In order that they might 
utilize their limited social worker staff in the most effective manner possible, 
the Department determined that it would redetermine the eligibility of all 
currently active cases. By eliminating ineligible ‘open cases’, the Department 
would ensure the maximum utilization of its social worker resources. The 
aforementioned State Letter established guidelines in this regard:

The eligibility of currently active cases must be redetermined beginning
January 4, 1971:
a. In all AFDC cases not redetermined since October 1, 1970.
b. In all GR cases not redetermined since December 1, 1970.
c. In all MA cases not redetermined since August 1, 1970.
d. In all OAA cases not redetermined since July 1, 1970.
e. In all D A  c a s e s  redetermined since September 1, 1970.
Where it is necessary to establish priorities, redeterminations are to be
completed in the above order.

Eligibility redetermination is a primary task mandated by the General
Court in an attempt to ensure that all those receiving welfare benefits are, in 
fact, still eligibile for these benefits. The Department’s failure to require the 
performance of this ‘key’ control mechanism over eligibility is inexcusable 
from the standpoint of proper administration, ft is, however, understandable, 
given the larger administrative problems faced by the Department.



Eligibility redetermination is a task which has never been a top priority 
item in the Department’s resource allocation. In the priority decisions made 
by the Commissioner and his staff, monitoring the effectiveness with which 
social workers performed eligibility redeterminations has never ranked very 
high. As has been indicated elsewhere, there have usually been more pressing 
problem areas to demand their time and energies.

Eligibility redetermination, then, has never taken place on a systematic 
basis as required by law because a systematic to administration has never 
existed within the Department of Public Welfare on a state-wide basis. It was 
not until a ‘crisis’ situation was thrust upon the Department by an outside 
force —  the Social Workers Guild —  that the Department determined that 
this mandated responsibility had to be performed. Whether (as some have 
contended the Department social workers do have the time to perform these 
tasks or whether they do not is less important —  from the Committee’s 
standpoint —  than the fact that the Department did not really require that 
it be done until a crisis situation was attained.

The Department’s ‘crisis-oriented’ reaction to the problem was to elim
inate all “currenty active cases” which were no longer eligible in order that 
these ineligible cases would not be counted when computing social worker 
caseloads. Recipients who required ‘social work’ were distinguished from 
those requiring only assistance payments (each has a different ‘weight’ in 
computing social worker caseloads).

In his testimony before this Committee, the Commissioner highlighted 
the results of this “eligibility drive” (some of which had been made public 
by the Department). Chart XII on the next page illustrates that 15,965 cases 
were closed by the Department as no longer meeting the specific requirements 
of the program involved.

The Committee concludes consideration of this eligibility drive with these 
general observations:

(1 ) the distinction made between service cases and non-service cases 
(not included in the table) is subjective, being dependent on the 
local interpretation of the welfare service offices. Where the Social 
Workers Union is strongly represented, the distinction will be 
more critically drawn, resulting in further lack of uniformity within 
the Department as a whole:

(2 ) the Department’s eligibilty drive may have eliminated ineligibles 
for the period during which the drive occurred, but it has done 
nothing to affect the reasons why such a ‘crisis-oriented’ response 
has been necessitated.



CHART XII

ELIGIBILITY CHECK JAN-APRIL 1971 
CASES CLOSED, BY REGION AND CATEGORY

Region MA D A A A FD C D A CR

BOSTON 1,241 214 1,192 101 2,297

GR. BOSTON 2,520 70 170 64 230
WORCESTER 1,259 42 79 26 23
SPRINGFIELD 1,726 27 406 22 501

LAWRENCE 1,324 51 131 29 210

NEW BEDFORD 1,608 37 133 29 203

BROCKTON 1,735 52 157 20 70

TOTAL: 15,965

(Figures courtesy Department of Public Welfare
Office of Research and Planning, Div. o f Statistics and Analysis)

—  General Relief Information Drive —

In order to develop a better understanding of the rapidly expanding 
General Relief program which was proving to be a program susceptible to 
outside critics, the Department undertook, in m id-1971, a massive informa
tion drive. As outlined by the Report issued by the Project Task Force, the
Study consisted of three elements:

(1) Compilation and analysis of demographic and other statistical
data;

(2) Field Interviews with Welfare Service Office administrators and 
staff members;

(3) Review of a randomly selected sample of cases in each of the 
communities included in the study.

The study was professionally performed and the results found in the 
Department’s Report is an excellent source of empirical data of recipient 
and demographic characteristics, together with much basis utilization 
information.

The Committee does not wish to concern itself with the specific findings 
of the GR-Task Force, except to note the fact that the largest portion of the 
detailed increases (See Appendix I) occurred since 1966. The most usual 
explanation that this Committee has encountered for the increase in GR 
expenditures has been the pressures accompanying a declining economy. 
While there is obviously much truth in this conclusion, the Committee feels 
that there is more to it. Based upon what the members of the staff have en



countered with regard to GR-eligibility and the findings of the Department’s 
Task Force, it is the conclusion of this Committee, that the less stringent 
eligibility requirement of the totally state-funded General Relief Program 
have made it a ‘catch-all’ category which can be used by local administrators, 
rather than attempting to spend more time to establish eligibility for federally 
mandated and funded programs. This can be seen most clearly by reference 
to the number of eligible recipients of General Relief who may very well 
qualify for the partially state funded Disability Assistance Program (See 
discussion of Project GR-DES).

Of more direct importance to the immediate concern of the Committtee 
is the fact that such a study had to be undertaken by the Department. Once 
again, a crisis situation (the increasingly unfavorable publicity had by the 
Department due to the laxity in administrating the General Relief Program) 
compelled the Department to undertake a massive information retrieval 
drive. The Committee applauds the success had by the Department in ac
complishing this project, but notes that once again the Department has been 
forced to act out of expediency with little concern for the more basic 
administrative problems emanating from state take-over.

S U M M A R Y  A N D  FINDINGS
It is obvious to this Committee that the Department has not yet reached 

the level of administrative sophistication necessary so that it might begin 
to establish priority goals consistent with long range planning. The Depart
ment still reacts to outside priority determinations, or the crisis at hand. In 
this regard Commissioner Minter provided these remarks to the members 
of this Committee:

Since the Department of Public Welfare’s scope of responsibility is 
so broad and its agenda for priority concerns largely determined or 
influenced by forces or events outside the Department, such as Legisla
tive Committees, HEW requirements, special interest groups, fiscal 
pressures, etc., it is difficult to limit priority determinations to just 
a few goals.

The concern with the number of ineligible recipients on our welfare rolls 
has, in recent years, been the number one concern of welfare critics. This 
Committee has pointed to the problems in this area as an example of the 
inability of the Department to perform its mandated responsibilities on a 
regularized basis. In this section the Committee has attempted to illustrate 
how this failure has forced the Department to undertake these mandated 
responsibilities on a ‘crisis-oriented’ basis. The Committee would like to 
underline our concern that this ‘crisis-oriented’ approach to administration 
is inconsistent with the needs of a well administered state agency. The over



bearing concern for the ‘immediate’ acts to the detriment of the long range 
needs of the Department. Unless the Department begins to concern itself 
with the long range needs of developing a smoothly operating agency, it will 
find itself being forced to continually meet its mandated responsibilities on a 
crisis basis. The evidence available suggests that the Department and the 
Administration do not share this opinion.

On August 15, 1972, his excellency, Governor Francis Sargent, an
nounced a plan to enable his administration to live within the constraints 
established by the so-called “Shepard Amendment”. The amendment was an 
attempt to force a degree of fiscal responsibility upon the administration by 
placing a freeze on expenditures (especially ’03 expenditures) which could 
only be removed by the Committee on Ways and Means.

The intent of the 'Shepard Amendment’ was clear: The State Legislature 
was exercising its responsibility as the “overseer of the taxpayer’s money” 
to compel the Administration to develop a more effective control over its 
spending programs. The immediate action on the part of the Administration 
had been to announce in June 1972 that recipient benefits would have to be 
cut in order to live within the new budgetary restrictions. That this was not 
the intent of the General Court was the opinion expressed by the Chairman 
of this Committee, Senator Robert L. Cawley (Democrat 4th Suffolk) to the 
Commissioner in public hearing, Thursday, July 27, 1972:

Well, I don’t speak for all the members of the Legislature but I 
don’t know any legislator that would cut back recipient payments. I 
don’t know of any member of the Legislature who would vote in the 
affirmative to cut back recipient payments.

So, I think it was a very poor mistake in judgement to say categor
ically, “we are going to cut recipients as of August 1st, in their pay
ments;” when, I hope, there should be a sincere attempt to do something 
about the eligibility, and yes, the redetermination of eligibility . . .

On August 15, 1972, the Governor rescinded the aformentioned an
nouncement of pending recipient cuts. The Governor announced, instead, 
a series of programs designed to reduce welfare expenditures by enhancing 
the control had over these programs. Of concern to the Committee at this 
point is the proposed “Special Task Force to Review Welfare” . In order to 
reduce unnecessary expenditures resulting from uncontrolled eligibility, the 
Governor announced the creation o f:

A highly trained force of 60 eligibility investigators (which) will 
begin in October to review uncovered cases and redetermine eligibility 
for Old Age Assistance, Disability Assistance and Aid to Families with 
Disabled Children. They will verify income reports made by recipients, 
adjust grants and close ineligible cases.



The Committee questions very seriously the feasibility of this most recent 
‘crisis-oriented’ response to the mandated responsibilties of the Department 
of Public Welfare. In as much as an eligibility drive had been completed a 
little more than one year earlier, can we expect that a similar drive will have 
to be undertaken next year. The Committee suggests that the Administra
tion’s decision in this regard is ill-conceived and would suggest that the 
Department's limited resources and time would be better spent in attempting 
to provide for the performance of the mandated responsibilities affecting 
welfare eligibilty on a more systematic basis. The Department, the Com
monwealth and the General Court can no longer afford to have these tasks 
performed on a ‘crisis-oriented’ basis by special task forces.

IN CONCLUSION, the Committee must note that we have encountered 
specific indications that the Department is beginning to be concerned with 
the more basic needs of state-wide administration. That is, in addition to 
the day to day administrative demands which are often being met on a crisis 
basis, the Department is devoting a portion of its resources to ‘initiatives’ 
designed to ease the overall administrative burden upon the Department.

The Committee will consider the specifics of these recent Department of 
Public Welfare initiatives in much greater detail in a later report. At this 
time let it be noted that it is the Committee’s opinion that the willingness and 
ability of the Department to concern itself, in part, with the development of a 
Financial Management Control System and with the separation of social 
service responsibilities from administrative responsibilities is an indication 
that the Department is beginning to ‘turn the corner’ and concern itself with 
its more rudimentary administrative problems.

The successes had by the Department in this regard will be the subject of 
the next report of this Committee. At this time, however, we would also 
state that in spite of these recent developments, it is still the conclusion and 
recommendation of the Special Committee that the responsibility for the 
Medical Assistance program be transferred to another state agency.



CHAPTER VI

MEDICAL AND THE MEDICAL DELIVERY SYSTEM

So far this section has detailed two reasons why, in the opinion of the 
Committee, the Medical Assistance Program should be removed from the 
Department of Public Welfare and placed into a separate state agency 
possessing the resources necessary to properly administer a medical insur
ance program. By way of summary, these arguments were:

(1) the Department of Public Welfare has, since the inception of the 
program, failed in its attempts to administer that which is essentially 
a health, insurance program;
(2) the added responsibility of the Medical Assistance Program and 
local economic decline (causing the rapid growth in all program case
loads) at a time when the Department was being asked to perform the 
difficult task of transition to a single state-wide agency, has had an 
adverse impact upon the Department and has prevented the Depart
ment from meeting its other mandated responsibilities.

The Committee would now like to turn its attention to a third reason for 
making this recommendation. It would like to discuss what we have come 
to feel is the single most important reason for offering this recommendation: 

THE MEDICAL DELIVERY SYSTEM, AS PRESENTLY STRUC
TURED, IS FRAGM ENTED, INEFFICIENT AND INFLATION 
RIDDLED. AS SUCH IT IS INCAPABLE OF THE DELIVERY OF 
MEDICAL CARE ON A MASS-SCALE WHICH WOULD BE RE
QUIRED UNDER A PROGRAM OF NATIONAL HEALTH IN
SURANCE, IT IS A SYSTEM WHICH MUST DEVELOP MORE 
EFFICIENT AND COST-EFFECTIVE MODES OF OPERA HON 
AND DELIVERY. THE COMMONWEALTH OF MASSACHU
SETTS AS A HEALTH CONSUMER OF SOME M AGNIIUDF. 
AND AS A REGULATOR OF THE MEDICAL DELIVERY SYS
TEM HAS A ROLE TO PLAY IN THE DEVELOPMENT OF A 
MORE COST-EFFECTIVE MEDICAL DELIVERY SYSTEM.

General Observations:
In truth, our nation’s medical delivery system is not a system, but a highly 

fragmented service industiy comprised of physicians, nurses, dentists, hos
pitals, nursing homes, pharmacies and other health professionals and institu
tions necessary to the delivery of quality medical care. It is a ‘non-system’ 
which is inefficiently organized, having its economic incentives inappropri
ately placed and its resources overly concentrated on the delivery of highly 
expensive, seldom utilized, specialized services.



Further, it is a system which has been plagued by an inflationary spiral 
resulting from the increased demand for services accompanying the prolifer
ation of third-party medical insurance programs and the subsequent inability 
of the system to meet that increased demand. It is worthwhile noting that the 
rate of mflation found within the medical delivery system is greater than that 
found n any other sector of the economy which is of comparable impact 
upon t : e cost of living.

The chart on the following page illustrates this impact most graphically. 
Since 1955, the total annual national exenditure for personal medical care 
in this country has increased 270% from $17.9 billion to $67.2 billion for 
fiscal 1970. While there can be little question that these increased expendi
tures reflect an increased number of medical services being provided and a 
more sophisticated and expensive technology being used in the provision of 
that care; it is also true that a significant portion of these increased expendi
tures were the result of unnecessary inflationary pressures inherent within 
our “medical delivery system”.

While it is not the purpose of this Committee to examine the medical 
delivery system, we have found that we cannot analyze the Medical Assis
tance Program without understanding, somewhat, the nature of the eco
nomics of the delivery of medical care. Accordingly, we have attempted to 
summarize a few factors relating to the “medical delivery system” that we 
have come to learn to be of importance when trying to determine the impact 
had by these inflationary pressures upon the overall cost of the Medical 
Assistance Program and in attempting to propose ways of cutailing un
necessary M.A. expenditures.

CHART XIII

Growth in Health Expenditures 
1950-1970

billions of percent percent
dollars increase GNP

1950 $21.1 NA 4.6%
1955 17.9 47.9% 4.7%
1960 26.4 47.4% 5.3%
1965 38.9 47.3% 5.9%
1970 67.2 72.6% 7.0%



—  ORGANIZATION —

The medical delivery system may represent the last bastion of the true 
‘entrepreneurial ethic’ on a large scale. Each of the primary components — 
the physician, the hospital, the pharmacist, etc. —  is an individual entrepre- 
nuer attempting to provide a service to the consuming public in relation to 
how each interpretes the needs of that consuming public. There are few 
organized controls over any of the components detailing or proscribing how 
these services are to be provided. Each health professional and institution is 
free to individually interpret the needs of the consuming public and act to 
meet those needs.

Traditionally the dominant figure has been the individual physician. It 
is to the physician that an individual health consumer usually turns when he 
(she) is in ill-health. It is the physician who decides which and how much of 
our other medical resources is to be used in the treatment of particular ill
nesses. Her/his judgement is the key component to quality medical care and 
efficiently delivered medical care.

In the Commonwealth of Massachuestts, we have 12,000 physicians, 200 
hospitals, 650 nursing homes, etc. Each of these components acts relatively 
independent of the other in reacting to the needs of the health consumers 
which they service. This situation is not always conductive to efficient and 
effective operation. In his testimony before this Committee on June 2, 1971, 
Dr. Leonard Cronkhite, Director of the Children’s Hospital Medical Center 
attempted to describe how this situation affects the operation of a hospital. 
While suggesting ways in which we can begin to economize in the delivery 
of quality medical care, Dr. Cronkhite offered the following observations:

. . . the third area of cost savings has to do with economies of scale. 
Most of our health providers in this state are really too small to realize 
any economies of scale . . . My hospital (Children’s Medical Center) 
sits in a cluster of seven in less than one half square mile and there are 
seven of everything . . .
Dr. Cronkhite continued:

. . .  in a free-wheeling, entrepreneurial system, everybody would like 
to be all things to all people. This happens to be a very expensive mode 
of operation and it relates to compulsory planning. Some limits and 
controls have to be put on the scope of services that the provider group 
is allowed to accumulate because if you do 500 cardiograms a day in an 
institution, the cost will be down to $8, if you do 30 cardiograms a day, 
the cost can be $ 100 . . .

Dr. Cronkhite’s point of contention was that in our medical delivery 
system, there were no controls over the scope and type of services being



offered in a particular locality. This is an unfortunate situation because it 
often yields unnecessary duplication of services and effort in certain instances 
and gaps in others.

Dr. Cronkhite referred to the system which allowed such a situation to 
occur, one of “volutary planning” in which each institution made determina
tions of medical need for particular services independent of similar deter
minations at neighboring hospitals. Of this point, Dr. Cronkhite has this 
comment:

Right now everybody does precisely what he wants, in a totally 
autonomous way. This is called voluntary planning. VOLUNTARY 
PLANNING HAS BEEN TRIED FOR 300 YEARS AND HASN’T 
WORKED. WE STILL HAVE OVER-LAPPING, DUPLICATION, 
STAND-BY CAPACITY, EXCESSIVE CAPITAL OUTLAY, AND 
THE CREATION OF MUSEUMS OF MARBLE. ONE OF THE 
ADAGES IS THAT ONCE A BED IS CREATED, IT NEVER IS 
TAKEN OUT OF SERVICE, W HETHER IT IS REALLY NEEDED 
OR NOT. (emphasis, Dr. C ronkhite's).
Dr. Cronkhite went on to suggest a solution to the problem:

So one of the routes open to us is that of a few other states which 
have indicated that unless capital facility expenditures and program 
facility expenditures are agreed to by a state planning agency, then 
payments to those providers will not be made . . . We are going to have 
to go that route . . .

—  FUNDING —

Not all the problems encountered with the delivery of medical services 
relate directly to the organization, or lack of it, found throughout the medical 
delivery system. Another primary area of concern encountered by this 
Committee was the approach taken in the funding of the delivery of medical 
services. While this relates somewhat to the organizational problems, a sepa
rate discussion has a message of distinct import.

Historically, the cost of medical care has functioned as a limit upon the 
demand for those services. Stated another way, in the past the cost of 
receiving medical care has prevented individuals from seeking that care. The 
proliferation of third-party health insurance programs in recent years has 
removed this concern for thousands of Americans and has increased the 
demand for specific services (especially in-patient hospital services); some
times artifically, sometimes unnecessarily.

The chart on the next page best illustrates this growth in ‘third-party’ 
expenditures in relation to ‘out of pocket’ expenditures. Since 1960, the



amount of money spent for personal medical care financed through public 
or private insurance programs has increased more than 400% from $9.5 
billion to $39.3 billion. On its face it would appear that insurance programs 
have captured a large portion of the funding of medical care. As further 
evidence of this conclusion, it can be noted that the actual percentage of 
medical care expenditure which have been financed on an ‘out of pocket’ 
basis has actually declined from 55.3% to 37.2% (1971).

However, as the accompanying chart indicates, while that percentage of 
total medical care expenditures which were financed on an ‘out of pocket
basis has declined in the past 10 years, the absolute, dollar figure has in
creased dramatically. In 1960 we spent $12.5 billion for medical care on an 
‘out of pocket’ basis, and $22.5 billion for total medical care expenditures. 
In 1971 we spent $24.2 out on ‘out of pocket’ basis. In other words, in 1971 
we spent more for medical care on an ‘out of pocket’ basis than we did for 
total expenditures for 10 years earlier.

Based upon these figures, this Committee must conclude that the growth 
in third party mechanisms has not yet eliminated cost as a limit upon the 
demand for medical services. This has two implications of great import to 
the Commonwealth:

(1) the need for a program of National Health Insurance program in
order to ensure that all have equal access to medical care irrespec
tive of financial status is only further underlined;

(2) we must assume that the inflationary pressures would be increased 
when the rationing mechanism (i.e. cost of medical care) is totally 
eliminated by a program of National Health Insurance.

The primary mode of reimbursing medical vendors for services rendered 
is the so-called ‘fee-for-service’ system. It is a system in which the health 
professional or institution is paid a particular fee for the provision of a 
specific service. While this may appear to be a legitimate approach to the 
funding of medical services, an unfortunate consequence is that it places the 
financial incentive on the ‘delivery of services rather than the maintenance 
of health’.

This fact is further complicated by the fact that existing private health 
insurance programs pay primarily for in-patient hospital services. The end 
result is that the financial incentive is placed upon the patient and the doctor 
to seek hospitalization even when it may not be medically necessary. Esti
mates of this “for insurance reasons only” hospitalization vary, but this 
Committee has seen estimates as high as 25 to 30% . On June 2, 1971, for 
example, Dr. David Rutstein,* told this Committee that he would estimate

* Professor of Medicine, Harvard Medical School
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that from 10 to 20% of hospital beds in the Boston area are wasted for 
diagnostic services —  “treating people in a horizontal position when they 
ought to be treated in a vertical position simple because we have no way of 
ensuring, on a fee-for-service basis, ambulatory care delivered in a doctor’s 
office”.

While it is impossible to provide specific data as to the amount of un
necessary hospitalization which results from the ‘per service’ funding utilized 
by existing private health insurance programs, Dr. John Knowles was able to 
tell this Committee that the amount could be of significant consequence. 
Based upon the experience of those attempts to reduce unnecessary hospital
ization with the proper financial incentives, Dr. Knowles reported:

If you go into a community and get comparable consumer groups, one 
group served under solo fee for service practitioners under Blue Cross 
Blue Shield arrangements, and contrast them with capitation, pre-paid 
contractural arrangement* for similar services, the level of hospital 
utilization is reduced by as much as 50% in some communities.

The end result of this unnecessary utilization of in-patient hospital care 
has been to artifically and unnecessarily inflate the cost of providing that type 
of service. In general, economic theory tells us that as the demand for a 
particular service or product increases (assuming that the availability re
mains the same) the cost of that service increases. If the availability does 
increase in proportion to demand than the cost should remain constant.

The Special Senate Committee on Community Health Care Delivery 
examined the impact had by this increasing demand for hospital services 
upon the cost of providing these services. The Committee concluded in its 
First Report that:

AS A RESULT OF THE AVAILABILITY OF INSURANCE 
MONIES TO PAY FOR MEDiCAL SERVICES, THE DEMAND 
FOR THESE SERVICES HAS INCREASED. Reflecting this surge, 
the free market delivery system has dramatically expanded its range of 
services —  especially in-patient hospital care . ..

THE ECONOMIC IMPACT OF THIS EXPANSION HAS BEEN 
DECIDEDLY INFLATIONARY. The direct cost (of the cost of 
capitalization) is passed to the consumer as increased rates. The in
direct costs are even more consequential. For example, hospitals are 
now in heightened competition for limited nursing services, thus driving 
up their average costs. (P. xii) .

*A prepaid contractual arrangement (“capitation”) places the incentive on the efficient 
utilization of our medical resources. A set, prepaid fee is charged to interested health



consumer —  subscribers, in exchange for which the program must provide for the 
health needs of those subscribers.

The effect of this reimbursing technique is to place the incentive on health main
tenance —  i.e., keeping the patient well, rather than making him well. This yields 
a greater concern for the delivery of primary and preventive medical care designed to 
curtail an illness before it requires more expensive medical services.

The experiences of this funding approach with the Kaiser-Permenente program in 
California and the H arvard Community Health Plan in Boston, have been decidedly 
favorable in terms of quality of medical care received and the efficiency with which 
it was being delivered.

The increased availability of monies to pay for needed medical services 
has stimulated our entrepreneurial hospitals to pursue an expansion program 
for which there may or may not be a legitimate medical need.

The cost of this expansion is passed along to the health consumer (and 
taxpayer) as increased fees, taxes, and insurance rates. Table XIII below 
provides some indication of this capital expansion over the past several years. 
Note the rapid growth since 1965, when the federal government first em
barked upon a massive health insurance program. It must be kept in mind, 
however, that these represent only the direct costs of expansion. The more 
consequential costs are those of an indirect nature (such as the increased 
cost of hiring nursing personnel) which has resulted from the competition 
for professional health personnel.

TABLE XIII

All Hospitals 
Total Assets in Millions of Dollars

1950 $ 7,791
1955 11,986
1960 17,714
1965 24,502
1970 36,159

Source: American Hospital Association, "Hospital Statistics. Hospitals: Journal of the 
American Hospital Association. 45:15, part 2, 461-2 (August 1, 1971).

Now, there can be no question but that the medical delivery system must 
expand its capacity to deliver medical services. The issue which has been 
left ignored is how this expansion should take place. In general, this Com
mittee has learned that when this expansion has been left to ‘voluntary 
planning’, there has been an over-emphasis placed upon the development 
of expensive, prestige fulfilling ‘secondary’ and ‘tertiary’ medical facilities. 
Those medical experts with whom we have discussed the issue, have con
vinced the members of this Committee that there should he a greater em



phasis placed upon the development of mechanisms to delivery primary and 
preventive medical services, designed to treat patients in the initial stages 
of illness before expensive hospitalization is required.

The State’s Role in the Delivery of Medical Care:
The Committee has bothered to briefly discuss these aspects of the medical 

delivery' system because it is our conclusion that the Medical Assistance 
program cannot be discussed apart from the problems faced throughout the 
medical delivery system. The inflationary pressures found throughout the 
medical delivery system which result, in part, from the factors outlined 
above, combine to artificially boost of the cost of providing medical care 
some 7 % each year.

That is, in order to provide the same level of services each year, we must 
pay 7% more than the prior years expenditures. This is a rate of inflation 
which is greater than any other comparable segment of the consumer’s 
budget. It is a rate of inflation which may very well threaten the ability of 
this country to provide for the delivery of medical care on a mass-scale 
which would be required under a program of National Health Insurance.

The Medicaid program is really little more than a ‘mini-National Health 
Insurance Program’. In terms of comprehensiveness of services and geog
raphy, it is a program of national health insurance. Only in terms ot those 
w'ho are eligible to partake in the program does the Medicaid program fail 
to meet the criteria of a program of National Health Insurance. It is a 
conclusion of this Committee that if a truly ‘national program of health 
insurance were to emerge from the Congress of the United States in the 
next few years, then many of the problems encountered to date with the 
limited-participation Medicaid and Medicare programs would only be greatly 
magnified.

One of the most impactful problem areas —  from the standpoint of the 
Legislatures concern for the cost of governmental programs is the poten
tial cost of such a program. The experience to date with the limited- 
participation Medicaid program has indicated that a program of National 
Health Insurance would be a costly venture. However, as Chart XIV in
dicates not all of these increasing costs were necessary.

Shown in Chart XIV is the cost of the Medical Assistance Program and 
the cost of providing ’in-patient’ hospital care, together with the estimated 
cost of providing that same care without the impact of an inflationary spiral 
(computed by deducting an annual rate of inflation of 7% from the cost 
of the program). From the chart, it can be seen that in the ‘ideal situation’ 
 i.e .5 without inflationary pressures —  that the cost of the M.A. program



would have been dramatically less. In fiscal 1972, for example, the cum
ulative effects of the inflationary pressures had artificially boosted the cost 
of the M. A. program some $85 million. That is, if there had been no inflation 
between 1967 and 1972, then the M.A. program would have cost the tax
payers of the Commonwealth $259 million rather than the $345 million 
which was appropriated.

Now, the Committee is well aware that not all of these increased ex
penditures can be attributed to inflationary pressures found entirely within 
the medical delivery system. Our economy as a whole has been subjected 
to rapidly increasing prices. The rate of inflation acting within the medical 
delivery system, however, is far greater than any comparable segment of 
our economy.

Further, this Committee has been significantly impressed with the success 
had by many medical delivery sub-systems (e.g., the Kaiser-Permanente 
system in California) in controlling the costs of providing quality medical 
care. The Committee must conclude that not all of the approximately $225 
million spent in the past five years by the state to pay for this inflationary 
spiral would have been unnecessary if a systematically applied program of 
cost containment had been implemented five years ago. It would be ad
vantageous to the state and its taxpayers if 5 years from now, we do not find 
it necessary to express a similar ‘ex post facto’ desire.

The conclusion is all too obvious: If National Health Insurance is to have 
any real chance for success, we must solve the problems now encountered 
in the administration of the Medical Assistance Progtam. Of primary con
cern in this regard are two considerations:

(1) the cost of the program must be brought under control so that 
a program of National Health Insurance will be feasible from 
an administrative standpoint.

(2) directly related is rational expansion of the medical delivery sys
tem to meet the demand for quality medical care on a mass-scale, 
which would make a program of National Health Insurance a 
feasible one from a cost standpoint.

There are specific administrative tasks which, when performed, will con
tribute to the solution of the problems of escalating costs of medical de
livery and the ability of the system to meet the increased demand. By way 
of topic heading, these tasks are:

(1) program control;
(2 ) utilization review and control;
(3 ) innovation and competition in the delivery of services.

For purposes of illustration, the Committee would like to discuss the first 
two of these topic headings in the context of a comparison of two state pro



grams —  that of the Commonwealth of Massachusetts and the State of 
California. The third was, in part, the subject matter of the Special Senate 
Health Committee and beyond the immediate concern of this Committee.

The Committee has chosen to refer to the experiences had by the State 
of California in the administration of the Medicaid Program for a number 
of reasons. First, in terms of scope of services, the programs of Massachu
setts and California are very comparable. Second, the California Medicaid 
Program (known as the Medi-Cal Program) is sufficiently large that the 
problems encountered in the Commonwealth with regard to size need not 
be ignored. In fact, the California Program is much larger than that of 
Massachusetts in terms of total dollars spent ($1.1 billion v. $350 million 
for fiscal 1971). It should, therefore, have encountered even greater compli
cations due to size.

The most obvious administrative difference between California and 
Massachusetts is the fact that the program is not administered by the public 
welfare agency. The responsibility rests with a separate agency. That is, 
where the Commonwealth has two state agencies concerned with health 
care-welfare, (Department of Public Welfare and the Department of Public 
Health) the state of California has three agencies (the Department of Social 
Welfare, the Department of Public Health, and the Department of Health 
Care Services).

An equally important distinction between the administrative approaches 
chosen by California and Massachusetts is the fact that California has chosen 
to follow the example of the federally administered Medicare Program. The 
Department of Health Care Services does not concern itself with the day to 
day details of administering the program. It has, since the inception of the 
program, utilized the experience and abilities of a ‘third-party fiscal inter
mediary’ to handle and process the 48 million medical bills submitted each 
year by participating medical vendors.

CHART XIV

Cost Index ^ osi
FY Medical Care MA Total Cost Inflation

1967 100 $112,691,656
1968 106.1 $189,918,799 $178,999,811 $ 10,918,988

1969 113.4 $226,921,568 $200,107,203 $ 26,814,365

1970 120.6 $252,931,893 $209,727,938 $ 43,203,955

1971 128.4 $304,840,298 $237,414,562 $ 67,425,730

1972 133.1 $348,829,157 $262,277,563 $ 86,551,594

$234,914,432



INPA T IE N T  E XPEN D ITU RES  (ACUTE AND CHRONIC HOSPITALS)

Cost of
Cost W / O Inflationary

FY Cost Index Total Cost Inflation Spiral

1967 100 $ 38,871,173
1968 413.2 $ 64,090,753 $56,617,272 $ 7,473,481
1969 127.9 $ 83,150,924 $65,012,450 $ 18,138,474
1970 143.9 $ 96,847,751 $67,302,120 $ 29,545,631
1971 160.8 $124,208,729 $77,244,234 $ 46,964,495
1972* 167.1** $ 78,702,818 $47,159,100* $ 31,543,718

$133,665,799
♦Figures for luly 1, 1971 —  January 1, 1972 

♦♦Index valid until January 1, 1972
Figures from U.S. Dept, of Labor, Bureau of Labor Statistics

This Committee had been thoroughly impressed with the impact had by 
the use of a fiscal intermediary upon the operations and success California 
had in the administration of the Medi-Cal Program. We have been made 
aware that the normal bill paying cycle in California was approximately 11 
days (compared to 60 to 90 days in the Commonwealth). We are aware 
that the administrating agency had been able to implement a massive reform 
program (Medi-Cal Reform Plan) in October of 1971 designed to provide 
a greater control over utilizations and expenditures.*

Of further importance is the fact that the state of California in August, 
1972, embarked upon 2 demonstration projects each utilizing advanced 
computerized techniques. Both programs are designed to improve the con
trol had over the system and in a real sense they are in competition with 
each other to see which shall administer the program in the future. The 
Medi-Cal Intermediary Operation is the full responsibility of the fiscal 
intermediaries with whom California has contracted since the beginning. 
It is an attempt to answer some of the areas of concern expressed by the 
state and to meet the challenge of the more sophisicated techniques proposed 
by the Medi-Cal Management.

♦In order that we might gain a better understanding as to the use of a fiscal inter
mediary, the Chairm an of this Committee instructed two of its staff members to 
travel to  California in order that they might familiarize themselves with the ad
ministrative practices followed in California, especially those involving the fiscal 
intermediary. The staff members have issued a report of their findings and observa
tions. This Committee had made this report available to the members of the General 
Court as the Second Interim Report of the Special Committee Investigating Welfare. 
We refer the members of the General Court to this Report. We feel that it is very 
instructive in tha t it provides significant insight into the operations of an alternative 
approach to administration.



The Medi-Cal Management System is a demonstration project undertaken 
bv the Department of Health Care Service in two counties within California. 
It is controlled to a far greater degree by the state, but still leaves the direct 
administrative responsibilities to private third-party fiscal intermediaries. 
The system is highly sophisticated, and successful implementation will pro
vide California with an even more elaborate health care monitoring me
chanism. In either instance, California is in far better condition than other 
states in the degree of control had over medical expenditures.

Program Control:
The most obvious necessity in controlling and reducing program expendi

tures for the Medical Assistance program is to have control over the me
chanics and operation of the program. The Committee has already detailed 
the failings of the Department in this area. In summary, the Committee 
has concluded that the Department has been prevented from implementing 
meaningful quality control procedures by the fact that the Department had 
not. as yet. solved the paper passing and processing responsibilities required 
for proper administration. The number one priority goal of the Department, 
in this regard, has been to attempt to reimburse medical vendors as rapidly 
as possible. Those quality cpntrol procedures which are used are applied 
in a totally unsystematic manner by untrained personnel at the local WSO 
level.

—  Eligibility Determination —

The most basic and crucial element in any attempt to control program 
expenditures is to develop an effective system for determining and monitor
ing those who will be eligible for the program. According to Section 1902, 
subsection 2 of Title XIX of the Social Security Act, this responsibility for 
eligibility determination must rest with the State Agency responsible for 
the Old Age Assistance Program or the program for the Aid for the Blind 
and Disabled.

In both Massachusetts and California, the responsibility for eligibility 
determination is left to the state welfare agency. In both states, this deter
mination is made at the local welfare office level by the agency s social 
workers.

Here, however, the similarity ends. Since the implementation of the 
Medi-Cal Reform Program California has utilized computerized identifica
tion cards in controlling eligibility. (A  copy of this card is included on the 
Appendix VI for your persual.) These computerized cards are issued 
monthly by the Department of Health Care Services, so that eligibility re
determinations must be made at least every 30 days.
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One of the chief complaints noted by this Committee from the informa
tion provided by the Massachusetts State Pharmaceutical Association was 
the fact that the Department of Public Welfare did not provide sufficient 
updated information on eligibility. As a result, many pharmacists were 
forced to absorb losses as individuals with apparently sufficient documenta
tion of their eligibility were, in fact, not eligible.

In California such an occurrence is highly unlikely. Each monthly I.D. 
card contains 8 removable stickers which must be affixed to any bill sub
mitted by a medical vendor, (See Appendix V I ) . If a person is in possession 
of an I.D. card the vendor will be reimbursed. And, since the cards are 
issued once a month, there is little chance that a person could remain on 
the roles for indefinite period even though he/she is no longer eligible.

The Committee does not wish to elaborate on the comparable role 
played by the Department of Public Welfare, except to note that, as in many 
other areas of administration, there appears to be a decided lack of 
uniformity with regard to eligibility control. In some instances there are
I.D. cards, while in others such proof is left to a letter issued by the Depart
ment. In still others, proof of eligibility is left to an informal process, or 
word of mouth. *"

—  Handling and Processing Bills —

The general failings of the Department of Public Welfare in the handling 
and processing of vendor bills has already been sufficiently detailed in this 
Report. The Committee would, however, like to illustrate ways in which a 
systematic approach to this, “the most elementary aspect of the problem” 
can result in meaningful savings to the Department and the taxpayers of 
the Commonwealth.

It is difficult to accurately estimate the potential savings to be realized 
through a systematic claims processing review approach. However, based 
upon the experiences had in California and the many similarities between 
the two programs, this Committee would estimate that anywhere from 5 
to 10% of the total Medical Assistance expenditures could be eliminated 
through a systematic claims review process which eliminates:

(1 ) duplicate billings: with an extended billing cycle of up to J20 
days, medical vendors often resubmit bills for services rendered; 
it has been documented many times that these resubmitted bills 
are often paid in addition to the original bill because the Depart
ment lacks the computer capability to control such expenditures 
and must rely upon an inefficient manual process.



(2) cost over-charges: again, it is a well documented fact that the 
manual procedures being utilized by the Department often fail 
to uncover every instance of overcharging (whether by accident 
or design) on bills submitted by medical vendors.

(3) fradulent claims: while it is certainly a difficult area to discuss, 
given the lack of information available from the Department, this 
Committee has been sufficiently impressed to conclude that a sig
nificant amount of fradulent use of Medicaid monies is occurring, 
(see pages 216-30 of the First Report to this Committee).

(4) failure to utilize other insurance resources: (Medicare or private 
insurance programs) again, the detailed information is not avail
able, but the Committee has been informed of significant savings 
in the administration of the Med-Cal Program in this regard to 
suggest that the Commonwealth can realize further savings.

In general, this Committee can report that the state of California has had 
far greater success in performing these specific tasks and in providing fiscal 
control over the operations of the program. Based upon evidence provided to 
this Committee we can note that their successes in this regard have gener
ated savings of up to 10% of the total cost of the program. Savings of this 
magnitude have contributed to the fact that the Department of Health Care 
Services must live within the restriction of a budget appropriations, on a 
fiscal year basis.

The Committee feels that it is instructive to underline the fact that the 
prime responsibility for this day to day administration rests with the fiscal 
intermediaries retained by the Department of Health Care Services. This 
Report shall return in greater detail to the role played by the fiscal inter
mediary in the administration of the Medicaid Program because, based upon 
what we have seen, it is our conclusion that the USE OF A FISCAL INTER
MEDIARY MAY VERY WELL HOLD THE “KEY" TO THE SOLU
TION OF THE COM M ONW EALTH’S MEDICAID DILEMMA.

At the same time, the Committee does not wish to leave the impression 
that the control over program expenditures and the direct operation of the 
program will prove to be a panacea to the escalating costs of the delivery of 
medical care. Indeed, in spite of the successes had in California with internal 
administration, until this year their program costs were rising as rapidly as 
those of the Commonwealth. While internal program controls are certainly 
a necessary second step (the first being the development of a systematic 
capability to handle and process bills in such a manner as to allow the 
application of control procedures), the real long range, cost-effective controls 
will involve attempts to reduce the pressures of the inflationary spiral through 
the implementation of a systematic process of utilization review.



It is the opinion of this Committee (shared by the Administrators of the 
Medi-Cal Program ), that because California has utilized the services of a 
fiscal intermediary, they have never had to concern themselves with the 
problems associated with the ‘paper shuffling’ techniques which have plagued 
our Department of Public Welfare. As a result, they have been able to 
institute a meaningful ‘quality control program’ —  the Medi-Cal Reform 
Plan; and, can now consider the application of the more cost-effective, 
utilization review techniques.

Utilization Review and Control:
Utilization of medical services is a new concern in the delivery of medical 

care, ft is being proposed by medical experts across the country in reaction 
to the documented over and unnecessary utilization of specific medical ser
vices, most particularly in-patient hospitalization. The form that utilization 
review takes may vary according to the specifics of the program to which it 
is being applied. In general, however, it involves the use of specified stan
dards to be compared when examining utilization patterns. In those instances 
in which a systematic review has indicated that there may be unnecessary 
utilization of services, the case is usually forwarded to an expert board of 
‘peers’ who make a determination of medical need.

The need for some form of control over utilization of specific services is 
unquestioned. The over and unnecessary utilization of in-patient hospital 
services has been a well-documented fact. This Committee has seen estimates 
of unnecessary utilization as high as 25-30% (for specific programs and 
communities), but the generally accepted view appears to be that a system
atic review program controlling unnecessary utilization would reduce the 
amount of in-patient hospitalization by some 15 to 25 % *. When it is realized 
that in fiscal 1971, the Commonwealth spent some $123 million in the 
provision of in-patient hospital care, it can be seen that the potential for 
savings in this area is indeed significant.

The cost savings which would result from a systematic review program 
would be two-fold. There would be the direct savings which would accom
pany the elimination of specific services in those instances in which a board 
of ‘peers’ had substantiated the findings of a systematic review of utilization

*This estimate is based upon the demonstrated experiences of medical delivery 
“sub-systems” organized and funded with efficiency, as well as quality, in mind. 
Such modes of delivery as those opted by Kaiser-Permanente in California, Harvard 
Community Health Plan of Boston utilize the ‘capitation’ approach to funding to
gether with a more ‘integrated’ delivery system and —  as a result —  have demon
strated an ability to reduce unnecessary utilization of hospital services without 
sacrificing quality.



and indicated that a particular service was not medically necessary. It is 
difficult to estimate the magnitude of this savings for the Medical Assis ance 
Program. The assumption would be that a population group which u ilizes 
the M.A. Program would be in greater need of medical care and, then fore, 
the amount of unnecessary utilization would be less than with the general 
population. Dr. H. Jack Geiger, then of Tufts University School of Medicine, 
proposed such a view to this Committee.

. . . they are identical populations, the poor are the sickest people in 
this country and the sick are the poorest people in this country. And, 
while the problems affect everyone, including the affluent middle class, 
the suburbs and rural areas, (the problem of poor health) is most 
easily seen with the poor . . .

At the same time, a study performed at the Kaiser Permanente’s Portland, 
Oregon, OEO Comprehensive Neighborhood Health Center Program, which 
provides services to both general and Medicaid populations on a capitation 
basis concluded:

. . .  a comparison of medical care utilization by the health plan mem
bership in a prepaid group practice and by those people integrated 
into the program under an OEO neighborhood health center project 
has shown some striking similarities as well as some meaningful 
differences . . .
The overall utilization patterns of total medical services were relatively 
similar.

In addition to those ‘direct savings’ which would result from a system
atically run program of utilization review, it is the view of the Committee 
that even more significant indirect savings would be incurred. While it is 
difficult to generalize in this regard due to the lack of specific empirical 
data, it is the opinion of this Committee that given the size of the M.A. 
Program, such a review program, if applied uniformly to utilization of all 
services, would begin to reduce the inflationary spiral by reducing the de
mand for in-patient services. Further, if properly structured, such a review 
program might serve as a model to be applied by all third-parties in the 
Commonwealth, with even greater impact upon the demand for services.

As has been illustrated above, the increased demand for medical services 
resulting from the proliferation of public and private, third-party insurance 
programs, has boosted —  at times, artificially —  the cost of providing these 
services through the mechanics of supply and demand. A program which 
would reduce the demand for in-patient hospital services by elimin iting 
medically unnecessary requests for hospitalization would have the efft ;t of



reducing the impact of ‘supply and demand' economic pressures. The long 
range effect of such a development would be to reduce the inflationary 
pressures acting upon our medical delivery system, thus, making a program 
of National Health Insurance a fiscally feasible possibility.

A systematic review of utilization of medical services is a necessity if 
national health insurance is to ever become a reality. It is a necessity, if the 
Medical Assistance Program is to ever become fiscally sound. Further, it is 
a necessity if the Commonwealth is to meet its responsibilities mandated by 
the Congress of the United States. Subsection 30 of Section 1902 of the 
Social Security Act states that a state agency must:

Provide such methods and procedures relating to the utilization of, 
and the payment for, care and services available under the plan as may 
be necessary to safeguard against unnecessary utilization of such care 
and services and to assure that payments (including payments for any 
drugs provided under the plan) are not in excess of reasonable charges 
consistent with efficiency, economy, and quality of care.

The Department of Public Welfare surprisingly* has had some success 
in meeting this responsibility. In response to a question dealing with this 
topic, Commissioner Minter told this Committee that the Department “has 
certain quality review mechanisms now in effect” . These utilization control 
mechanism consist of “prior approval procedures for major items of dental 
care, non-legend drug items and expensive optometric services” . In addition, 

Services by physicians and podiatrists are reviewed by the Depart
ment’s medical and podiatric consultants where a problem has been 
identified by a local welfare office.

As has already been suggested, however, the procedures followed at the 
local welfare office level are not conducive to having a great number of re
ferrals to the Department’s medical consultants. The dependence upon un
trained, unskilled Jr. Clerks is contrary to the needs of a systematic, review 
process. Further, as Commissioner Minter told this Committee, the Depart
ment has not even established standards to be applied by local welfare office 
personnel when handling and processing medical vendor bills for the most 
used and costly types of services.

In summary, the Department has not implemented an adequate program 
of utilization and quality control. Nor, could we really expect it to have 
developed such a relatively sophisticated system of review. An effective pro

*The Committee uses the term “surprisingly” not in an attempt to disparage the 
Departm ent’s efforts but as a result of the fact that the Department has implemented 
one element of the more sophisticated ‘utilization control’ technique without first 
solving the more basis administrative problems with which it is faced.



gram of quality and utilization control is dependent upon a systematic bill 
processing capability. The Department, lacking this necessary prerequisite, 
could not be expected to have developed the more sophisticated capability 
to analyze the medical necessity of services submitted for reimbursement.

In order that the members of the General Court might develop a better 
understanding of what can be done in this regard, the Committee would like 
to discuss specific forms of utilization review in the context once again of a 
comparison of the experiences had by the State of California and the Com
monwealth of Massachusetts. For the purposes of this comparison we have 
chosen to concentrate upon specific review procedures which have received 
recognition for their success in controlling unnecessary utilization of services; 
prior authorization for services and the use of ‘Length of stay guidelines’ for 
in-patient hospitalization.

—  Prior Authorization —
As has been suggested earlier, the use of prior authorization procedures 

is an integral part of the California’s Medi-Cal Plan. The Medi-Cal Reform 
Plan, 1971, mandated the issuance of recipient eligibility cards on a monthly 
basis which entitled each recipient to a specific number or amount of medical 
services. If a recipient was in need of services beyond the limitations accom
panying each recipient card, the attending physician (pharmacist, etc.) must 
seek prior authorization from the Department of Health Care Services.

According to information provided to the staff members of this Committee 
who travelled to California, the whole authorization process takes an aver
age of four days and, in instances of emergency, prior approval can be 
waived. Further, according to the administrators of the Medi-Cal Program, 
fully 80% of all recipients eligible for Medi-Cal benefits do not have to seek 
prior authorization for services which they seek.

In summary, the prior approval requirement of the Medi-Cal Reform Plan 
has been an attempt to control the utilization of those services which are 
above or out of the ordinary. There is no attempt to control, through the 
prior authorization technique, procedures which can be considered to be 
normal. The result, from the standpoint of the recipient, has been negligible. 
The Department has implemented a program which places a boundary a- 
round the utilization of services without adversely affecting the legitimate 
utilization of services by recipients.

While the state of California has been able to implement a prior approval 
program for its entire program, the Commonwealth of Massachusetts has 
met with much less success. The one area in which the Department of Public 
Welfare could respond with a degree of enthusiasm was in relation to its 
aforementioned Dental Program. Commissioner Mintcr told this Committee:



The Department's Dental Program is a case example of what can be 
accomplished through a good quality review mechanism. In 1968, the 
Medicaid dental bill was running about $23,000,000. The Department 
instituted a set of conditions of participation which defined exactly what 
Medicaid would pay for and what it would not pay for. In addition, the 
conditions provided that dentures, bridges, crowns and similar items 
could not be provided until the need was reviewed by the Department’s 
own dentists. In  1970, dental expenditures were down to about 
$18,000,000. Part of this drop is attributable to fewer children on the 
program. Each year, however, the Department’s own dentists have cut 
back prior approval by $1.5 million.

The utilization control mechanism applied by the Department was that of 
prior authorization. It required that for special dental services, the attending 
dentist had to receive the approval of dental consultants retained by the 
Department to ensure that dental services being provided were medically 
necessary and not unnecessary utilization of services.

While the California Medi-Cal program has not been operable for a suffi
cient period of time to generate a significant amount of information, the 
experiences had by the Commonwealth’s Dental Program over the past two 
years and the administrative success of the larger California plan are suffi
cient indication to this Committee that the prior authorization technique is a 
very effective way of controlling certain, unnecessary medical services.

—  Length of Stay Guidelines —
In addition to the use of the recipient eligibility cards and the prior 

authorization requirements, the Medi-Cal Reform Plan mandated the devel
opment and use of ‘length of stay guidelines’ to control in-patient hospitaliza
tion. In essence, ‘length of stay guidelines’ involves the determination of 
‘average length of stays’ attributable to each medical service performed on an 
in-patient basis in a hospital. Such a control mechanism requires the admin
istrative capability to systematically examine each hospital bill submitted 
to see whether or not the service provided meets the requirements of the 
‘length of stay guidelines’.

During their tour of the California Medi-Cal operations, the Committee’s 
staff members viewed the operations of the fiscal intermediary including 
the use of these length of stay guidelines. At that time, the process was being 
performed manually by clerks trained for that purpose. Under the new 
M.M.S. and M.I.O. systems this utilization control process will be performed 
entirely by computer.

In the Commonwealth, the use of length-of-stay guidelines is a procedure 
which would require administrative capabilities far in advance of the present 
abilities of the Department. It would place an additional burden upon the



staff at the local welfare service office level that they are not prepared to 
meet. Such a situation would only delay further the average billing cycle or 
— worse still —  cause the operation to break down.

This is an unfortunate situation. Commissioner Minter has estimated that 
a “reducing hospital stays by .5 to .7 days (per in-patient hospital en
counter) would save between 6 and 8 million dollars per year” . The Depart
ment and the Commonwealth could very well use savings of this magnitude, 
but they will not be forthcoming until the Department develops the capa
bility to handle and process medical bills in a totally systematic manner.

The potential for savings of the application of ‘length of stay guidelines’ 
to all in-patient medical procedures is enormous. In Massachusetts the 
variance from the national norm for the average length of stay per recipient 
encounter is sufficiently large to merit a more detailed examination. In gen
eral, according to statistics provided by the Office of Comprehensive Health 
Planning, the average length of stay in hospitals in Massachusetts is 27.1 
days (for all hospitals including chronic) . The national average is only 18.6 
days. For short-term, general hospitals, the Massachusetts average length of 
stay is 9.4 days. This still compares very unfavorably with the national 
average of 8.4 days per patient encounter, (all figures based upon 1969 
utilization rates as compiled by the American Hospital Association).

—  Some Conclusions —
In the opinion of this Committee, the potential for cost savings from 

systematically applied program controls and utilization review procedures 
holds the key to the fiscal and operational control over our Medicaid ex
penditures. Based upon the available evidence, the Committee would esti
mate that if such a dual system of controls had been applied at the time of 
state take-over that the potential savings to the Commonwealth could con
ceivably have been in the area of 15 to 25% of current expenditures (ap
proximately $40-60 m illion).

It is the conclusion of this Committee that if the administration of the 
Medical Assistance Program had been left to an agency whose only re
sponsibility had been the delivery of medical services (including the re
sponsibility for controlling the costs of that delivery) that the effects of 
the inflationary spiral which has entrapped our medical delivery system 
could have been curtailed. This would have necessarily lowered the operat
ing costs of the Medical Assistance Programs and would have also lowered 
the over-all cost of receiving medical care in the Commonwealth.

We have viewed the experiences and the anticipated goals of the Depart
ment of Health Care Services in California and have been greatly impressed. 
It is our conclusion: that the State of California has far greater potential 
than the Commonwealth for bringing the costs of the Medicaid Program



under control and, thus, for making the implementation of a program of 
national health insurance a legitimate possibility.

Based upon these observations, this Committee would like to once again 
state its conclusion that it would be in the best interests of the taxpayers and 
health consumers of the Commonwealth of iVlassachusetts if the responsi
bility for the administration of the Medicaid Program were passed over to a 
separate state agency whose only responsibilities would be the delivery of 
medical services and the monitoring of the medical delivery system. Legis
lation to this end is included in this R eport..

It is a further observation of this Committee that the task of monitoring 
the delivery of medical services requires resources and talents now found 
in the Commonwealth but currently existing in a fragmented state. Accord
ingly, the Committee has also included legislation which would affect the 
transfer of the Commonwealth’s Rate Setting Commission and the Office 
of Comprehensive Health Planning from the Office of the Secretary of 
Administration and Finance into the Office of the Secretary of Human 
Services.

The Committee does not feel that it has to justify this recommendation 
to any great extent except to note the need for coordination between those 
agencies responsible for the monitoring and long range planning for health 
delivery. It is inexplicable in our opinion that these agencies can continue 
to exist in a fragmented situation.

It is a further conclusion of this Committee that the relative sophistication 
of the control techniques being applied by the State of California is not 
the result of accident or greater abilities. It is the conclusion of this Com
mittee that the reason for this situation can be traced to the use of a fiscal 
intermediary to handle the day to day administrative responsibilities of 
the Medicaid Program —  a situation which freed the resources of the 
administrators of the Medi-Cal Program for the more important tasks of 
over-all program development (e.g. the Medi-Cal Reform Plan) and control.

The use of a fiscal intermediary to handle the day to day administrative 
responsibilities of the Medical Assistance Program is not a new idea in 
the Commonwealth. This Committee has received a great deal of publicity 
in the past few months as a result of our explorations into the feasibility 
of this approach. Based upon what we have seen and heard, the Committee 
has become more decisive in its belief that it is an excellent idea and one 
which should have been implemented years ago when first proposed.

The following section is a detailed account of the findings of the Com
mittee with regard to the fiscal intermediary together with our conclusions 
as they relate to the administration of the Medicaid Program and the over-all 
delivery of medical care in the Commonwealth of Massachusetts.



SECTION IV.

FISCAL INTERMEDIARY

CHAPTER VII 

THE FISCAL INTERM EDIARY

In their Report to this Committee, the staff members, who were directed 
to travel to California and report on the experiences had by that state with 
regard to the use of a fiscal intermediary, stated:

Like the Commonwealth of Massachusetts the State of California 
is a state of flux with respect to the administration of its Medicaid 
(Medi-Cal) Program. However, given the current rate of development 
within the Department of Public Welfare, it is our observation that 
California is from two to three years ahead of Massachusetts with 
respect to the relative sophistication and cost-effectiveness of the 
administrative techniques used in administering the Title XIX Program.

The Staff Report goes on:
Because of its unique “federated” structure (which itself yielded 

problems) and because the “bookkeeping” processes have been left to 
the fiscal intermediary, California has been able to concentrate on 
‘more important’ problem areas. They have had the freedom and ability 
to:

—  implement a state-wide reform program . . .
—  experience with innovative attempts to control hospital and 

medical over-utilization . . .
—  develop more sophisticated data processing techniques . . .
—  experiment with innovative approaches to financing the delivery 

of health care, utilizing prepaid, or capitation mechanisms in a 
systematic manner . . .

The use of a fiscal intermediary to handle and process the millions of 
medical bills necessitated by the Medical Assistance Program has been —  
since the outset of this Study —  a possibility which this Committee has been 
aware. In the First Interim Report we found it of sufficient value to conclude.

Since mid-1968, when the State assumed full responsibility for 
administering welfare, the Department of Public Welfare has been 
attempting to initiate a meaningful management system with computer 
capability (for the Medical Assistance Program). Any successes ir this 
area have been relatively modest . . .



For this reason, it is recommended that a substantial portion of the 
Medicaid Program be placed in the hands of a fiscal intermediary . . .

At that time, this Committee had been informed that the Department had 
recently requested bids from fiscal intermediaries for the handling and pro
cessing of those bills accompanying the drug portion of the Medicaid Pro
gram. Since that time, the Committee has learned that the Department had 
to abandon this possibility when it was determined that the Department did 
not possess the capabilities necessary to allow it to contract with an inter
mediary. On the onehand was the lack of a centrally located eligibility file 
necessary to the computerized system used by the fiscal intermediary. Of 
equal importance was the more basic inability of the Department to monitor 
activities of the proposed fiscal intermediary.

(There was an expressed rear that an intermediary would begin to domi
nate the administering agency, the Department, because of its greater so
phistication and control over the system as a whole. The Committee remains 
concerned that the Department of Public Welfare still and will continue to 
lack the administrative sophistication necessary to oversee a fiscal inter
mediary. This concern was a primary reason for this Committee’s recom
mendation respecting the creation of an independent Department of Health 
Care Delivery which would have the managment capability so necessary to a 
well-run Medicaid Program.)

From the point of view of the providers of medical care, the need for a 
fiscal intermediary was clearly established at the Committee’s Public Hearing 
of July 11. 1972, when we heard testimony from the several professional 
societies representing the medical vendors of the Commonwealth of 
Massachusetts.

This added hospital cost (necessitated by the fact that hospitals must 
borrow money because the Department of Public Welfare does not reimburse 
them for services rendered— ed.) could be removed if this Committee would 
consider the implementation of the following two recommendations:

(1) The acceptance of the federal rules and regulations of the Medicare 
and Medicaid Programs in this state . . .
(2) The appointment of the present Medicare fiscal intermediaries as 
the financial administrators of the Medicaid Program in the Common
wealth.

— Mr. William T. Robinson, President 
Massachusetts Hospital Association.

Our profession, along with all other non-institutional professional pro
viders, continues to be seriously plagued with the problem of long overdue



payments for Medicaid services. Four years have elapsed since the State 
takeover of the Title XIX Program and improvements in the fiscal operations 
are still not forthcoming nor recognizable.

Therefore, the Society once again strongly recommends the utilization of 
a recognized fiscal intermediary for processing provider payment in this day 
and age of enlightened, modernized, computer technology.

—  James D. Connolly, D.D.S., President 
Massachusetts Dental Society.

It is our belief that a private insurance carrier with equipment, personnel, 
and expertise will be the final and best answer to handling the volumes of 
paper work made necessary under the Medicaid Program.

—  Mr. Charles Kelley, President
Massachustts Federation of Nursing 
Homes, Inc.

On August 17, 1972, this Committee heard testimony from representatives 
of the Massachusetts Blue Cross-Blue Shield Corporation, which has primary 
responsibility for the administration of the Medicare Program for the Com
monwealth of Massachusetts and from representatives of Health Applications 
Systems/Paid Prescriptions which have a similar responsibility for the ad
ministration of parts of the California Medi-Cal Program.

The formal testimony submitted by each of these two fiscal intermediaries 
is contained in the appendices of this Report (Appendix V). In the following 
pages, the Committee would like to highlight this testimony as well as provide 
further background information for the benefit of the members of the General 
Court.

General Considerations:
As has already been suggested, it is the opinion of this Committee that the 

relative “sophistication and cost-effectiveness of the controls had by the 
State of California over its Medicaid Program can be traced to the fact that 
the administering agency —  the Department of Health Care Services has 
not had to be concerned with the everyday details of operating the program. 
As a result, the Department has been able to apply its energies and resources 
to the development of more cost-effective and economy seeking controls.

The final responsibility for the programs must and does rest with the State 
Agency. It was, however, their option to contract with private industry for 
the provision of those services for which it has demonstrated a skill and a 
willingness to perform. Since the inception of the program in 1966, the State



of California has retained the services of the California Physicians Services 
(Blue Shield), the Hospital Service of California (Blue Cross) for the provi
sion of the day to day administrative responsibilities accompanying the Medi
caid Program. The results have been made available to the members of the 
General Court in the Second Report of this Committee and have been alluded 
to in several instances in the text of this Report.

In-the testimony before this Committee, representatives of the two fiscal 
intermediary groups which attended attempted to illustrate that the use of 
fiscal intermediary would make sense from a purely fiscal standpoint. This 
Report shall attempt to summarize this testimony and then it shall offer some 
of the other considerations which this Committee has deemed important in 
considering this alternative.

Health A pplication Systems /  Paid Prescriptions:
Representing Health Application System s/Paid Prescriptions at the 

August 17, 1972 hearing of the Joint Special Committee Investigating the 
Administration of Welfare were:

Robert E. Abrams, D. Sc. — Health Applications Systems/
Paid Prescriptions

Murray Sherry, Ph.D. — Arthur D. Little, Inc.

The bulk of the testimony was delivered by Mr. Abrams. He began by 
attempting to outline some of the experience had by his firm in the admini
stration of publicly funded health insurance programs. He pointed out that 
they had responsibility for handling and processing of pharmaceutical ven
dor bills for a portion of the Medi-Cal Program in California, covering about
100,000 eligibles in the San Joaquin, Sacramento area.

According to Mr. Abrams the objectives of the Paid Prescriptions in 
meeting their responsibilities were three-fold:

—  effective machine review to detect mis-utilization and assure fiscal 
responsibility

—  prompt and accurate payment of claims 
-— rapid retrieval of information
Mr. Abram noted their success in this regard by pointing out:

During the first year of the program, 400,894 prescription claims 
were processed. The amount billed for these claims was $1,995,000. 
The amount paid was $1,689,000. The difference of $306,000 consists 
of $229,020 for non-payment for duplicate claim submission, non
payment for improper refills, adjustment of improper fee charges, and 
$76,980 in price adjustments based upon improper billings of drug 
charges.



He projected an estimate of cost-savings to the Commonwealth for a 
similar program:

Based on the San Joaquin experience, we are convinced that by 
employing these types of machine programmed utilization controls, 
coupled with meaningful professional review, savings of at least 15%  
and probably more can be achieved in other Medicaid Drug Programs, 
while at the same time improvements can be made in the quality of care.

In terms of the experiences of the Commonwealth, a savings of this 
magnitude would mean approximately $4 million in decreased expenditures. 
(Based upon an annual expenditure of $26 million, as in fiscal 1971.) In 
addition, Mr. Abram attempted to put the cost of the Commonwealth’s 
Medicaid Program in perspective:

As best we can ascertain, about $26 million dollars were spent in 
fiscal 71. This represented about 6 million prescriptions. Massachusetts, 
with a welfare population of over 600,000, spent more on drugs than 
New York City with its welfare population of over 1 million.

Of interest to this Committee, Mr. Abram pointed out that he had been 
involved with the Department before in this regard. He noted that in 1970 
and. again, in June of 1972, he had submitted a proposal to the Department 
for the provision of administrative services for the drug program. Included 
in the second proposal were the following remarks:

In view of the present situation; the rapidly escalating total expendi
tures of your prescription drug program; cost per recipient per year for 
drugs being double over most of the states; the Commonwealth’s data 
processing problems and the critical shortage of professional staff per
sonnel; perhaps a reconsideration of our proposal might be apropos.

According to Mr. Abram the revised proposal reviewed in detail the 
methods to be used and, as outlined, would:

(1) Relieve the Department of the administrative burden of processing 
pharmaceutical claims.

(2) Establish a controlled drug program.
(3) Provide for adequate and effective utilization review.
(4) Improve the quality of care rendered.
(5) Assure prompt payment to providers.
(6 ) Reduce the Commonwealth’s planned expenditures for drugs a 

minimum of 15%.
In concluding his remarks, Mr. Abrams summarized the reasons why the 

Commonwealth and the Department should act favorably on his proposal.



1. A proven fiscal intermediary program backed up by unquestioned 
technical capability and a local resource and capability which could 
be functional in the shortest period of time at the most economical 
cost.

2. Reduced expenditures per recipient.
3. More appropriate utilization of services.
4. Precise anti documented identification of the elements of admini

strative cost in processing claims.
5. Speedy payment of providers.
6. Improved understanding of the purpose, policy, and practice of the 

Massachusetts Medicaid Program.
7. Lower total costs than now being expended.
8. More timely and effective reporting mechanisms to facilitate man

agement of the program.

(For the benefit of the members of the General Court, the Committee has 
included a complete text of Mr. Abrams’ remarks together with an abridged 
copy of a report entitled “ 1970-1971 Report on Administration of the Medi- 
Cal Drug Program” which the representatives of Health Application Systems 
/  Paid Prescriptions provided to this Committee, in Appendix V.)

Massachusetts Blue Cross-Blue Shield Association:
In attendance at the August Public Hearing were the following represen

tatives of the Massachusetts Blue Cross-Blue Shield Association:
— Mr. Henry D. Jones, President, Massachusetts Blue Cross, Inc.
— Mr. Albert L. Giles, Executive Vice-President, Massachusetts 

Blue Shield, Inc.
— Mr. Lee Huston, Assistant Vice-President, Benefits Administra

tion, Massachusetts Blue Cross, Inc.

Mr. Jones opened the testimony by pointing out the impact had by the 
failures of the Department of Public Welfare upon the medical delivery sys
tem as a whole:

The financial problem caused by delayed payment of claims for 
Medicaid patients is having adverse effects on the total health care 
system. It is increasing the costs of health care system. It is increasing 
the costs of health care for all patients. It is forcing an unjust financial 
crisis on all of our health care resources, especially those that are the 
most vulnerable —- the home health agencies, nursing homes, 
pharmacies.

This is a situation —  noted earlier —- which had been pointed out to this



Committee by Dr. John Knowles with regard to the relationship between 
hospitals and nursing homes and the total costs of the Medicaid Program: 

You see, when the welfare department refuses to pay nursing homes, 
then we cannot discharge our patients (paying $1200 per day) to that 
nursing home . . . they won't receive them until the welfare department 
pays the $60, $40. or $20 per day that they require to keep their doors 
open.

Further evidence of this situation was provided by Mr. Charles Kelley, 
President of the Massachusetts Federation of Nursing Homes who, in cor
respondence with this Committee, noted:

I cannot over-emphasize the crisis involving lack of payment for 
current services . . .  If this situation keeps compounding itself, many 
nursing homes will be unable to meet their payrolls and ultimately the 
innocent elderly patients will suffer from the State’s fiscal mismanage
ment.

Mr. Jones went on to provide the Committee with a better understanding 
of the Massachusetts Blue Cross and Blue Shield operations. He pointed out 
the fact that together they have a membership in Massachusetts of over
3,100,000 and that they had evaluated and processed some 5,800,000 claims 
in 1971 with a dollar value of over $695 million.

Mr. Jones further attempted to provide an indication of the ability of the
Blue Cross-Blue Shield operation to meet the responsibilities of a fiscal 
intermediary:

Because of these vast volumes. Blue Cross and Blue Shield maintain 
a highly sensitive control over their operations. One result is that 94.3
cents of the premium dollar is returned for health care.
Mr. Jones continued:

The close relationship with all providers of health care maintained 
by Blue Cross and Blue Shield is based upon the fact that they are a 
very active and essential part of the health care system.

The Committee would like to underline this latter point. Based upon the 
observations made by members of our staff in their trip to California, ease 
of communications between the intermediary (whether the Department of 
Public Welfare or a distinct third party and medical providers) is of absolute 
importance in the administration of the program. During this period of ad
ministrative innovation and experimentation open lines of communication 
between both parties are absolutely essential.

The second spokesman was Mr. Albcr Giles, Executive Vice-President of 
Massachusetts Blue Shield. Mr. Giles began by detailing the involvement had 
by the Blue Cross-Blue Shield Association with government programs as a



fiscal intermediary in the past. He noted that “Blue Cross and Blue Shield 
began their role as fiscal agent for government programs with the Civilian 
Health and Medical Program of the Uniformed Services (CHAMPUS)” in 
1956. They had continued that role in 1966 when they became the inter
mediary for the Medicare Program in Massachusetts and for that portion 
of the Title XIX (Medicaid) Program administered by the Commission for 
the Blind.

Mr. Giles provided further documentation of the qualifications of the 
Massachusetts Blue Cross and Blue Shield by noting:

Periodically, our national associations evaluate the performance of 
each carrier under the Medicare con tract. . . Most recent performances 
place Massachusetts Blue Cross and Blue Shield within the top 25% of 
carriers within the nation. In fact, the SSA’s evaluation for 1971 rates 
Massachusetts Blue Shield as number 2 in the nation.

Mr. Giles then went to outline Blue Shield’s conception of their role in 
the medical delivery system:

The major objective of the Blue Shield is to provide the most com
prehensive medical care with the least expenditure of funds.

In pursuit of this goal, Mr. Giles noted that Blue Shield utilized such 
recognized cost-effective procedures as utilization review.

The objective of utilization review is to attain the highest quality 
of health care at the least cost.

Mr. Giles felt that Blue Shield had some degree of success in this endeavor, 
especially on a “prepayment” basis.

Through a program of pre-payment review, Blue Shield is able to 
control payment of claims before payment of a specific claim ever 
actually leaves the company . . . Between 1 /1 /7 2  and 7 /3 1 /7 2 , 35,417 
claims were analyzed by Utilization Review prior to payment and have 
resulted in savings of $1,253,452.

This Committee does not feel itself fully qualified to comment on the
relative effectiveness of the utilization procedures being applied by the 
Massachusetts Blue Shield Inc. We are aware of the fact that neither of the 
Blues have really played a significant role in cost control over the past 
several years and that it was only until recently that they have begun to move 
in this direction. Yet, without attempting to apologize for either Blue Cross 
or Blue Shield, we would like to make note of the fact that cost containment 
is only recently being recognized as a responsibility of the intermediary! 
Granted, significant savings could have been realized if they had viewed 
this as their role several years ago, but few people really understood the



eventual impact of the third-party insurance program until recently. The 
Report shall return to this point below —  “Summary and Conclusions” .

Mr. Giles concluded his remarks with a final point indicating the capa
bilities of Blue Cross-Blue Shield to handle the responsibilities of the Medical 
Assistance Program;

Our business, simply, is to provide health care benefits. Because this 
is our only business —  and we want to do it well —  our entire resources 
are geared toward that end. Our intense specialization, together with 
our uniquely effective channels of communication, make us eminently 
qualified to administer still another governmental program —  Medicaid 
—  and, to do it economically.

The final spokesman for the Blue Cross-Blue Shield was Mr. Lee Huston. 
Mr. Huston had been assigned to explore possible participation of Blue 
Cross and Blue Shield in the Medicaid Program. His testimony was the most 
detailed, as he dealt with the specifics of what Blue Cross-Blue Shield would 
hope to be able to do if given the responsibility for the program.

Mr. Huston began by underlining what had already been a conclusion of 
this Committee:

We do not view the administrative problems as the only problems nor 
even the major ones facing proper administration of the Medicaid 
Program.

Given enough time, our experience shows that practically any organi
zation can eventually learn how to manage mountainous volumes of 
claims, paper, etc. Massachusetts Blue Cross and Blue Shield has long 
ago licked that problem and found that, although it is important, you 
can drown in it if not properly controlled; the more important issues are 
looking at and influencing the benefit dollars paid out.

He went on to indicate that the objectives of the Massachusetts Blue 
Cross-Blue Shield were not incompatible with the long range needs of the 
Commonwealth, its taxpayers and health consumers:

Frankly, restructuring the health care delivery system to influence 
quality of care at a reasonable cost is a major objective in proper 
administration of the Medicaid Program.

Mr. Huston attempted to provide to the Committee some indication of the 
capability of the Massachusetts Blue Cross and Blue Shield to perform the 
tasks associated with the Medical Assistance Program. He outlined their 
computer capabilities including the possibility that they could utilize the 
system developed by Electronic Data Systems Federal, Inc., which is cur
rently being used by the Medi-Cal Intermediary Operation in California.

Based upon the projected plans of Mr. Huston, the Massachusetts Blue



Cross and Blue Shield would be able to begin the handling and processing 
responsibilities with as little as five (5) months “lead time” from a go ahead 
date. This would leave, according to Mr. Huston, the state free to concentrate 
“on all backlogs without having to worry about current claims”.

He was quick to point out that this proposal does not compete with any 
ongoing project currently being undertaken by the Department of Public 
Welfare to improve their fiscal accountability. (He was referring to the De
partment’s ‘Financial Management Control System’, computerized system 
for controlling the program expenditures of the Department. See below under 
“Recent Department of Public Welfare Initiatives”).

Mr. Huston attempted to touch upon some prerequisites which the Massa
chusetts Blue Cross and Blue Shield would require before they could begin 
to perform the job of administering the Medical Assistance Program. Chief 
among these prerequisites would be the development of an eligibility control 
file.

Without proper control over eligibility, a chaotic and uncontrollable 
situation will prevail. Frankly, Massachusetts Blue Cross and Blue 
Shield would have no part of any program where recipient eligibility 
information is not accurate and up-to-date.

Whether the state was able to develop such a capability on its own or 
whether Blue Cross and Blue Shield would have to provide assistance in the 
development of this file, it is a necessity. At the same time, Mr. Huston was 
clear in his position that the development of a recipient eligibility file would 
not be a panacea to the problems faced by the Department. While he would 
not “understand how any organization could operate without such basic 
information” , he pointed out that such a system “sophisticated as it is, only 
provided a base of information” .

This information needs analysis, close scrutiny, detailed ongoing 
monitoring programs and a staff of well-trained health care professional 
to take it and transfer it from just so much data into dynamic and viable 
programs which not only control, but help shape the proper delivery 
of health care.

Using the informational and data base made available by an effective 
monitoring system (i.e. the use of computers and effective system design), 
Blue Cross and Blue Shield would hope to affect the cost of the delivery of 
medical care by not only utilizing those cost effective controls in use today, 
but “working to develop new and innovative cost reducing concepts”. These 
would include:

( i ) Utilization Review: “Approximately 200 (diagnoses) account for 
95% of Medicaid type claims . . . prepayment utilization review mea



sures will be employed . . . The major thrust of our efforts will be to 
monitor, attack and control overutilization as one of our major goals 
in the administration of the Medicaid Program . . .
(2 ) Physicians Advisory Panel: “This review panel assists our Central 
Medical Review Department in helping us to formulate appropriate 
medical policy and also to review individual cases . . . decisions that 
are rendered by the Physicians Advisory Panel are fair, objective and 
most importantly are explained by a concise statement of facts, rationale 
and conclusions so that all concerned may learn for the future.”
(3) Health Maintenance Organization (HMO): “ . . .  this is a new word 
and it is being touted as the answer to all our problems.
We do not feel it is the single answer, but we are certainly impressed 
with some of the results . . .
Blue Cross and Blue Shield is not idly saying that we think it is a 
good thing and give it our stamp of approval. We are willing to go 
far beyond that, which would include:

—  provide our system, for the administration of a prepaid 
capitation billing system to any prepaid group, free.

  work with groups who are interested and provide counsel,
guidance and active direction, (we have a staff dedicated to 
the HMO concept).

  also willing to provide the most precious ingredient to any
HMO —  that is, a commitment tq the concerned agency that 
we, Blue Cross and Blue Shield, will ensure membership 
through our dual-choice marketing concept.

  Blue Cross and Blue Shield is willing to commit its adminis
trative organization to make sure these new embryonic 
organizations get on their feet and stay there.

In concluding, Mr. Huston offered some additional benefits which would 
accrue from having Blue Cross and Blue Shield function as a fiscal inter
mediary for the Medical Assistance Program:

We can have even a stronger role in affecting economies within the 
medical delivery system if at a point in time we can together say that 
Blue Cross and Blue Shield Medicare and Medicaid will not reimburse 
unless new facilities have been appropriately planned and are congruous 
with the health care needs of the community they serve.

In addition, he noted an idea of the potential savings that Blue Cross and 
Blue Shield would hope to realize for the Commonwealth through the 
administration of the Medicaid Program.

It is a difficult task to actually project how much money could be saved



through an efficiently organized program of cost control and cost account
ability (primarily because we have no way of knowing how the excesses 
occur except in the general understanding that a large portion is due to 
inefficient utilization of our health care resources). Blue Cross and Blue 
Shield was able to state that they felt that “the benefit dollars flowing out 
could be stabilized and that an additional $10 to $15 million could be 
cut backs” .

Translated into dollars this would mean that it would be the hope of 
Blue Cross and Blue Shield to reduce (“stabilize”) the inflationary pressures 
acting upon the system as a whole and reduce the over all expenditures 
through direct savings attributable to utilization review and other cost- 
effective procedures. The reduction of the rate of inflation would mean a 
saving to the Commonwealth from $15 to $25 million in addition to the 
direct savings of $10 to $15 million mentioned in their statement.

Summary and Conclusions:
It is the opinion of this Committee that the use of a fiscal intermediary 

will— over the long run— prove to be a necessary ingredient in an efficiently 
operated medical delivery system. The primary basis for this conclusion is 
the well documented fact that the public sector is seldom able to perform 
a task more effectively or more efficiently than the private sector. It is only 
when the private sector has demonstrated an unwillingness or inability to 
perform a task consistent^with the needs of society has the public sector 
attempted to perform that task.

The inflationary spiral which has entrapped our medical delivery system 
is not the result of the failure of private sector —  whether that be the hospi
tal, the physician, or the insurance carrier. Rather, it represents the failure of 
a fragmented, entrepreneurial-based system to meet the demands for mass- 
scale delivery resulting from the proliferation of third-party funding mech
anism (public and private insurance programs).

Few people actually understood the long range implications of this growth 
in insurance mechanisms. Few understood that it would lead to the inflation
ary spiral which has resulted. Even when it was realized what was happening, 
it was difficult for an industry so fragmented and so oriented towards entre
preneurial principles to react in the manner necessary to overcome the effects 
of that inflationary spiral —  i.e., the need for a greater degree of horizontal 
and vertical integration of planning, funding and delivery.

It does not make sense, in the judgement of this Committee, for the state 
to over-react to a situation caused less by a demonstrated inability to react to 
society’s needs and more by circumstances affected by historical develop
ment. It does not make sense, in the judgement of this Committee, for the



state to unnecessarily compete with the private sector of the economy for the 
provision of a service which the private sector can provide more effectively 
and more efficiently if given the chance. It does not make sense, in the judge
ment of this Committee, for the state to unnecssarily involve itself in the 
mechanics of health care delivery until such time as the private sector has 
demonstrated an inability or unwillingness to serve the ‘public interest’.

The state does, of course, have a role to play. It is, however, less one of 
direct involvement and delivery and more one of control, monitoring, and 
regulation. The state has responsibility to ensure that the medical delivery 
system is held accountable to the needs of society and its health consumers. 
This does not mean that it should perform those tasks itself; it means that 
it must make sure that the necessary tasks are being performed. The distinc
tion is more than semantical.

The state of California is not the only state which utilizes the services of a 
third-party fiscal intermediary for the provision of necessary administrative 
services. In fact, as of July 1970, 33 of the country’s 52 recognized Medicaid 
Programs utilize the services of a fiscal intermediary for one or more of the 
parts of the Medicaid Program. A Chart illustrating the number of states 
utilizing the services of a fiscal intermediary is included in the Appendix (I) 
for the convenience of the reader.

Based upon the information contained in that Chart, it can be determined 
that as of July, 1970:

— 25 recognized Medicaid Program utilize the services of a fiscal inter
mediary for the handling of bills submitted for in-patient hospital 
care;

—  25 programs utilize an intermediary for the handling of bills sub
mitted by physicians;

—  40 programs handle and process bills submitted by nursing homes 
without the use of a fiscal intermediary;

—  12 programs utilize a fiscal intermediary for the administration of 
the entire program.

Included, also, in the Appendix I is a chart indicating the relative cost of 
contracting with a fiscal intermediary. Listed is the basis of reimbursement 
for intermediaries for each of the states utilizing such services. As has been 
detailed elsewhere, the Committee has not been able to develop specific cost 
estimates which would accompany the use of a fiscal intermediary by the 
Commonwealth. The Committee does feel, however, that the material found 
in Appendix I will provide sufficient information to give a fair indication of 
the cost of such an approach.

In comparing costs, however, the Committee would remind the members



of the Gen^jil Court that the ability of the system to control expensive over 
and unnecessary utilization of services depends upon the relative sophistica
tion of the control mechanisms being applied. The more sophisticated the 
mechanism, the more expensive will be the overall cost of administering the 
program; and we want to spend more money in administrating the Medicaid 
Program. The existence of the nationwide inflationary spiral indicates that 
more sophisticated techniques and a more comprehensive administrative 
system are necessary not only in Massachusetts, but in all other states as well.

The state of California is experimenting with two administrative programs. 
Both are far more sophisticated than that found in the Commonwealth. One, 
however, is highly sophisticated and —  as a result —  far more costly than 
the other. One of the decisions that the state of California will have to make 
in the future months is whether the cost-benefits and related services of the 
more sophisticated system (The Medi-Cal Management System) are suffi
ciently significant to justify its use over the less sophisticated system (The 
Medi-Cal Intermediary Operation). In both instances, however, it must be 
reiterated that the systems are far more sophisticated than that being applied, 
or even contemplated by the Department of Public Welfare and are both 
operated by private fiscal intermediaries.

In meeting that responsibility, the state should make the most effective 
use of those resources at its disposal. It should not attempt to sacrifice the 
opportunities for success by “biting off more than it can chew”. It should 
utilize those talents already available in the private sector which can be made 
to work in coordination with the needs of the public sector.

The use of a fiscal intermediary to administer the Medical Assistance 
Program is, in the opinion of this Committee, consistent with these criteria. 
It would free the resources and energies of the State Agency to concentrate 
on the more basic problems and long-range planning. A fiscal intermediary 
need not be merely a conduit for funds. It can be a viable tool in the restruc
turing of the medical delivery system, but it must be provided the tools and 
the direction necessary to perform that task. The state, through the Depart
ment of Health Care Delivery, can provide those tools and that direction.

In his testimony, Mr. Huston referred to the potential impact which would 
be had by a combination of the Blue Cross-Blue Shield, Medicaid and Medi
care funds. This Committee has been impressed by this logic. We can see 
great possibilities for a working relationship between the private sector (a 
fiscal intermediary) and the public sector (the Department of Health Care 
Delivery). We can envision the possibility of the Department, through its 
consumer dominated health planning agency, providing the general direction 
necessary for the needs of the public sector, while the fiscal intermediary



would be able to translate these priority determinations into meaningful pro
grams and controls.

There will be those who will point to the fact that a few of these states 
have turned away from the use of the fiscal intermediary in the administra
tion of the Medicaid Program. The Committee would suggest that we ex
amine each instance carefully before we attempt to apply these experiences 
to our own situation. It is our observation based —  admittedly, upon cursory 
analysis —  that each will prove to be a situation in which (a) the program is 
much smaller than that of the Commonwealth; and thus, easier to administer;
(b) the use of the fiscal intermediary was poorly implemented because of the 
lack of sufficient criteria on the part of the responsible state agency; or,
(c) a result of “political” considerations which, over the long run, will not 
solve the medical delivery problems in that state.

It is the conclusion of this Committee that the day to day administration 
of publicly funded Health Insurance Programs is a task which the state is 
neither suited, nor capable of performing immediately or over the long range. 
We might develop the capability to make the system function (i.e., we might 
solve the bill processing problems) but it is doubtful that we can make it 
function as effectively as private industry, once they have been provided 
necessary direction. The experiences had by the Department of Public Wel
fare in this regard need not be reiterated.

The weight of evidence is on our side. The public sector has seldom dem
onstrated an ability to perform any task better than the private sector, except 
to be more responsive to the needs of society. We must not complicate and 
detract from the responsibilities of the state in the performance of its proper 
role in requiring public accountability by asking it to perfoim those tasks 
more properly the function of the private sector —  the third-party inter
mediary.

It is, then, a primary recommendation of this Committee that THE DE
PARTMENT OF HEALTH CARE DELIVERY BE INSTRUCTED BY 
THE GENERAL COURT TO RETAIN THE USE OF A FISCAL IN
TERMEDIARY FOR THE DAY TO DAY ADMINISTRATION OF 
THE MEDICAL ASSISTANCE PROGRAM AND THAT WORKING 
RELATIONSHIP BE ESTABLISHED BETWEEN BOTH CONSISTENT 
WITH THE CRITERIA  ESTABLISHED IN THE SO-CALLED “PART
NERSHIPS FOR HEALTH ACT OF 1966 ENACTED BY THE CON
GRESS OF THE UNITED STATES.

In summary, we would offer the following reasons for this recommenda
tion:

(1 ) The public sector should not unnecessarily be in competition with



the private sector and failure to utilize the available resources of 
existing fiscal intermediary operations would unnecessarily place 
the state in competition with the private sector.

(2 ) The provision of these services has already proven to be an ad
ministrative burden to the Department of Public Welfare, need we 
repeat this experience.

(3) The economic incentives which a combined program of Medicaid 
and a private health insurance program would provide to the 
Commonwealth's health planning agency a more effective tool in 
attempting to develop a more cost-effective medical delivery 
system.

(4) There is the demonstrated ability of the several fiscal intermedia
ries to perform those tasks required by the Commonwealth’s 
Medical Assistance Program, as compared to the comparable 
record of unachievement on the part of the Commonwealth’s 
State Agency.

(5) There is the potential for a program of national health insurance 
for which the state must be cognizant. The ability of the private 
sector to plan for such expansion is documented while that of the 
state is poor. As the General Court examines this recommenda
tion, it must remain mindful of the fact that National Health 
Insurance may very well be a reality tomorrow. The state will need 
latitude in preparing for such an eventuality. The use of a fiscal 
intermediary will contribute to this necessary latitude and relieve 
the state of a mammoth problem area.



SECTION V.

RECENT DEPARTMENT INITIATIVES



SECTIO N V.

INTRODUCTION

In recent months, this Committee has been impressed with the activities 
of the Department of Public Welfare in its attempts to solve the more ele
mentary administrative problem areas encountered. More specifically, we 
have been made aware of the Department’s attempts to ‘separate’ the respon
sibility for the delivery of social services from the administrative responsibili
ties accompanying the other mandated responsibilities. We have been made 
aware of the Department’s attempts to develop a meaningful computer capa
bility. Finally, we have been made aware of the Departments attempts to 
upgrade the concern for management techniques and business practices at 
all levels of management.

The Committee applauds these recent initiatives on the part of the Depart
ment of Public Welfare. While they do not alter our concern that the Medical 
Assistance program be removed from the Department, they do provide an 
indication that the Department is beginning to concern itself with the long 
range (as contrasted to the immediate) needs of administering a state-wide 
social service agency.

In later reports, this Committee will concern itself with the Department’s 
initiatives in this and related areas. Here, however, the Committee would like 
to discuss the Department’s activities respecting th development of an effec
tive computer capability. Because it most directly relates to the recommenda
tions contained in this Report, we would like to discuss the Department’s 
Financial Management Control System.



CHAPTER VIII.
RECENT DEPARTM ENT INITIATIVES 

THE F IN A N C IA L  M A N A G E M E N T  C O NTRO L SYSTEM S (FMCS):

Of all the recent initiatives by the Department, none has received the 
publicity and notoriety as the Department’s attempts to computerize its 
management operations. In truth, attempts at computerization cannot really 
be classified as a ‘recent Department initiative’. The desire to develop a 
computer capability can be found to be a top priority item of the Depart
ment of Public Welfare since state take-over in 1968. The HEW Report of 
June 1969, for example, noted anticipated moves by the Department with 
regard to the more specific task of handling Medicaid bills:

The Department has informed us that the proposed data processing 
system scheduled to become operative for processing Medicaid vendor 
claims for certain welfare offices by July 1, 1969, and operative for all 
welfare service offices by December 31, 1969, will control the deficien
cies noted in this Report.

The first Interim Report issued by this Committee in June 1971, made 
quite clear the fact that the Department had not made good its attempts to 
develop a computer capability.

Since mid-1968, when the state assumed full responsibility for admin
istering welfare, the Department of Public Welfare has been attempting 
to initiate a meaningful management system with computer capability. 
Any successes in this area have been relatively modest. The capability 
of processing Medicaid bills in a timely manner and with accurate 
reporting of correlated statistics is virtually non-existent . . .

In recent months, however, the Department has made significant inroads 
towards the development of an effective computer capability. The first posi
tive accomplishment by the Department in this regard resulted from the so- 
called GR-DES Project mandated by the General Court in August 1971 
(Chapter 719. Acts of 1971.) In his testimony before this Committee of June 
15, 1972, Commissioner Minter outlined the experiences had by the Depart
ment with the GR-DES Project and indicated how that experience had con
tributed to the development of an improved computer capability for the 
Department.

The Massachusetts Legislature in August 1971 added to the Depart
ment of Public Welfare appropriation bill a requirement that every 
General Relief recipient determined by the Department to be employ
able would report every two weeks to the nearest office of the Division 
of Employment Security to obtain their checks . . .



Special staff training was required because the program differed 
dramatically from the system heretofore in use, in two important 
respects: first, the GR-ES Program involved a centralized state-wide 
check distribution system, unlike the previous local mailing of checks; 
secondly, there were problems in orienting staff toward a computerized 
operation . . .

While the GR-DES Project has not accomplished one of its stated 
objectives —  which was to secure jobs for a majority of General Relief 
recipients —  the program has been an administrative success and has 
led to increased efficiency in the General Relief Program.

The key benefit has been the centralization of the General Relief 
caseloads at the Boston Regional Office. The computerized recipient 
file registers Social Security numbers and names, and thus prevents 
duplication of payments. For the first time state-wide payroll figures 
for the General Relief Program are available to the Commissioner 
before the payroll is actually issued.

Based, in part, upon the experiences gained in computerizing administra
tive controls had over the GR-DES Project, the Department embarked upon 
a plan to implement a state-wide computerized control system. The Com
missioner went on to describe for the members of this Committee, the De
partment’s activities with the Financial Management Controls System 
(FMCS).

A Financial Management Control System is being installed. The 
Department has developed and is presently implementing a plan to 
effectively control the financial operations of the Department. It is 
important to note that this is not a study but an operational plan which 
has received approval and support of HEW, Governor’s Office, and 
the Legislature to date. The project was started in February 1972, after 
considerable groundwork in 1971. HEW provided a special $100,000 
grant for project staff so that a rapid start could be made.

As proposed by the Department of Public Welfare, the FMCS is the 
broader name for a system which is really composed of two distinct capa
bilities. The FMCS itself will provide to the Department the capacity to apply 
data processing techniques to the management of its over-all administrative 
responsibilities. It will enable the Department to monitor the overall opera
tions of the Department from a financial and data compilation standpoint. 
Second, there is the so-called Vendor Payment System (VPS), a sub-system 
with its proposed capability to computerize the handling and processing 
medical bills resulting from the Medical Assistance Program.

While related in many ways, the two systems are distinct and have been 
treated separately by the Department’s “Project Management Office” . This



is an important point in explaining the Department’s recent success. The 
needs of an overall computer capability are far less stringent than those of 
the more sophisticated VPS. The Department’s decision to treat these projects 
independently has enabled it to implement the FMCS without becoming 
bogged down with many of the problem areas involved with the VPS.

The broader FMCS is being implemented on a phased basis. The first step 
consists primarily of the development of a central eligibility file with memory 
banks and the capacity to issue monthly support checks from one central 
location. As of October 1. 1972, the Department had developed the capacity 
to perform at least a portion of these tasks and, as a result, has taken a giant 
step towards developing the type of financial control that this Committee 
and the members of the General Court have been requesting since state 
take-over.

The Vendor Payment System (VPS) would provide to the Department the 
capacity to manage the Medical Assistance Program. This is a far more com
plex problem, involving the administrative processes that we would expect 
from a ‘health insurance company’. It requires a computer capability which 
is far more sophisticated than that required for the first task. The Report 
shall discuss this portion of the Department s proposal in much greater 
depth below.

SCHEDULE OF IMPLEMENTATION

According to information provided by the Commonwealth on July 26, 
1972, the plan currently being implemented is structured into three phases 
or objectives as follows:

I. Between 12 and 16 months
—  phased implementation of an automated recipient payment sys

tem on a regional basis.
.   phased implementation of a semi-automated vendor payment

system on a regional basis (VPS).
— reduce Finance Units to one (1) per region (there are 7 regions 

and, currently 34 Finance Units).
II. Between 16 and 19 months

  phased implementation of an automated vendor payment system
on a regional basis.

III. Between 19 and 24 months
—  communications network between field offices and regional central

center.
The benefits from the fully implemented FMCS Project that will be ex

perienced over the next 18 months are.



(1) Effective automated recipient payment system.
(2) Effective automated vendor payment system.
(3) Efficient use of Department Staff:

—  decrease requirement for field financial staff
—• reassign personnel to their areas of specialty

(4) Maximize Federal Sharing of Welfare costs.
— obtain 75% for Social Services delivery
—- produce accurate reports instead of estimates

(5) Prepare for Federal Welfare Reform/Take-over.

The Commissioner went on to highlight the accomplishments of the De
partment to date in implementing the more general computer capability 
found with the FMCS system. He pointed out that the Department had been 
able to:

(1) develop and approve an overall system design;
(2) develop and approve procedures and guidelines for Welfare Service 

Offices; Regional Data Control Units; Regional Data Preparation 
Units; Central Data Processing Unit; Department Finance Unit.

(3) develop and produce a new authorization form (SS9A) and an in
struction manual which was distributed state-wide.

(4) procure much of the “software” necessary and installed “mini
computers” at 6 Regional Offices.

This Committee has long been on public record (First Interim Report) in 
our belief that the one of the more basic needs of the Department of Public 
Welfare was the computer capability necessary to monitor the activities of a 
$1 billion agency. Throughout this report we have made reference to specific 
administrative problem areas which have resulted from the lack of such a 
capability (e.g., the federal reporting requirements, the inability to predict 
costs on an annual basis leading to the unprecedented dependence upon 
deficiency and supplementary appropriations, the inability to monitor costs 
on a daily, weekly, monthly or yearly basis). The Committee applauds the 
Department’s success to date in implementing the FMCS.

The Committee, therefore, recommends that all Department requests for 
additional funds necessary for the implementation of the proposed FMCS (as 
contrasted to the proposed VPS) be considered with as much expediency as 
possible by the General Court. It is our general conclusion that the Common
wealth will benefit from the earliest possible implementation of the entire 
system. In considering the proposed Vendor Payment System, however, this 
Committee has serious reservations which we would like to discuss in greater 
detail.



THE VENDOR P A Y M E N T  SYSTE M  (VPS):
This Committee has become aware of the increasing amount of specula

tion concerning the Department’s proposed computerized Vendor Payment 
System. We would like to provide for the members of the General Court an 
analysis of the proposed system together with a number of related factors 
which we have deemed to be of significant import.

It is, first of all, the conclusion of this Committee that the General Court 
should not provide the funds requested for the proposed Vendor Payment 
System.
This recommendation is made with several related factors in mind.

(1) The development of such a system presumes that the Department 
of Public Welfare, or some other state agency, would have the direct 
responsibility for the administration of the Medicaid Program. As we 
have attempted to make clear, this is a responsibility which sjjpuld be 
left to the fiscal intermediary which possesses the capability and willing
ness to perform these tasks on a contractual basis for the Common
wealth. At the very least, the Commonwealth should make the initial 
decision respecting the use of a fiscal intermediary before it begins 
funding a computer system which would have no role to play should 
the use of a fiscal intermediary be the ultimate decision.

(2) The proposed VPS represents a further example of the Depart
ment’s crisis orientation (just as the FMCS illustrated a concern for the 
long range needs of the Department). The Department is once again 
reacting to an immediate need —  the administrative pressures accom
panying its poorly administered Medical Assistance Program. Neither 
the Department (nor this Committee) has any idea as to the real long 
range needs of the Commonwealth with regard to monitoring the activi
ties of the Medical Assistance Program. The Committee would point 
out that the proposed system is a very basic system and can in no way 
be compared to the more sophisticated systems available.

(3) The Department would implement the VPS on a phased basis. 
After 6 months they would have a system which would computerize the 
activities at the Finance Unit level and check for duplicate payment 
of bills. This will require the standardization of those activities per
formed at the local WSO level (without reducing their responsibilities). 
The lack of standardization in the operations of the WSO have long 
been a prime roadblock in the Department’s attempts to computerize. 
It is the opinion of this Committee that the Department will not be able 
to implement Phase I within 6 months due primarily to this lack of 
standardization. Attempts to standardize operations will either increase



the delays in reimbursing medical vendors, or lead to the breakdown 
of the entire system.

(4) Representative of those fiscal intermediaries have testified before 
this Committee and have stated that they could provide management 
capability found with a fully implemented VPS within 6 months of a 
go-ahead from the Commonwealth. The schedule of implementation 
offered by the Department does not provide a time schedule for the full 
implementation of the entire VPS. Given the magnitude of the money 
lost as a result of lax administration (the Committee would estimate 
from $2-4 million lost each month) the Committee feels that it would 
be prudent for the Commonwealth to pursue negotiations with fiscal 
intermediaries with proven track records of accomplishment in order 
that we might bring control over our M.A. expenditures at the earliest 
possible date.

Basdfl' upon the ‘Working Paper’ on a Vendor Payment System (VPS) 
which was recently provided to this Committee, the Committee would like to 
provide a summary of the specifics of that system so that the members of the 
General Court may draw their own conclusions.

General Summary
As proposed, the system (VPS) will have four (4) main objectives or 

purposes:
1) To reimburse or pay providers of health care services and selected 

non-medical vendors for services rendered to Title XIX recipients 
and General Relief recipients as described by the Department Policy 
Manual.

2) To pay or reimburse medicaid and non-medical vendors for supplies 
and services whereby the public funding to make payment is accurately 
identified and whereby the Commonwealth is reimbursed as prescribed 
in Social and Rehabilitation Services and related Agencies’ procedures 
within the Department of Health, Education, and Welfare.

3) Implement prepayment screening to minimize duplicate payments and 
to detect abuses and fraud in the Medical Assistance Program.

4) To maintain records of invoices received and paid that have been 
processed in order to satisfy the requirements of other systems.

In sum the proposed VPS would provide to the Department the capacity 
to systematically process medical vendor bills together with a certain degree 
of ‘quality control’. This has been a responsibility of the Department under 
the mandates of Chapter 800 (Acts of 1969) and Chapter 885 (Acts of 
1969). The difference being that the proposed VPS would eventually give



to the Department the computer capability necessary to discharge these 
responsibilities.

In order to meet the objectives outlined above, the ‘Working Paper’ de
tails ten (10) ‘requirements’ or specific tasks which must be performed by 
a fully operational Vendor Payment System. They are:

1) Accept invoices and adjustments from medical and non-medical ven
dors for services rendered to Title XIX and GR recipients.

2) Determine the validity of invoice claims in relation to recipient eligi
bility, services or supplies provided, and the vendor eligibility.

3) Maintain files for fee schedules, per diem rates, and rates for identi
fiable items for which expenses may be incurred as approved by the 
Department of Public Welfare.

4) Determine the amount to be paid for each invoice line item if a dis
allowance is made, state the amount of disallowance and the reason.

5) Maintain records of invoice line items paid by date or services, pro
cedure or service code, vendor and recipient identification whereby 
checks for duplicated invoiced services can be had from prior pay
ments and prior to the ‘current’ payment cycle.

6) Approve or disapprove invoice line items that are rejected by the 
system as unprocessable, subject to indicated investigation.

7) Provide the Public Welfare Department with detailed records of in
voice payments and non-payments for unvalidated claims and/or 
disallowances.

8) Provide the Commonwealth with reports of vendor payments where
by projected funds may be identified accurately for near-term lia
bility and future payments.

9) Provide an organized data base for medical assistance programs sur
veillance and utilization review to be accomplished by the Depart
ment.

10) Provide organized data base for meeting defined accounting and audit 
controls, and government reporting requirements.

Of the 10 summarized tasks to be performed, numbers 1-4 and 6 are 
currently being performed manually at the local welfare service office level 
to one degree or another, depending on the office involved. Numbers 5-10 
should be the responsibility of the Regional Finance Units, but in general 
are not being performed. (Some of this data is compiled by the Department 
but it is based upon expenditure authorizations listed by the individual 
Welfare Service Office, rather than the Finance Unit.)

In terms of a schedule of implementation, the Department Project 
Management Office has determined that the Vendor Payment System should 
be implemented in six (6) phases. The ‘Working Paper’ provided to this



Committee concerns itself with Phase I, which is to be implemented over 
a period of 6 months from the date of funding by the General Court. The 
entire six phases om implementation, however, are listed with the goal-tasks
of each phase outlined:

Phase I Payment checked against prior payments for duplication 
and computer printed check with remittance statement. 

Phase II Automated pricing of invoices by line item.
Phase III Eligibility automatically established via on-line recipient 

files.
Phase IV Utilization and medical review of vendor invoices by re

cipient case history.
Phase V Medicare “buy-in” premium processing and deductible 

surveillance.
Phase VI Financial accounting and management information re

porting.
In general, the more advanced the Phase, the more sophisticated the 

administrative process. The ‘Working Paper’ provides detailed information 
for Phase I only, so it is impossible to provide an analysis of the system 
when fully implemented. The Committee finds this unfortunate. The General 
Court is being asked to fund a program, yet we are not told what it will do 
over the long range.

Based upon the information provided in the ‘working paper,’ the Com
mittee can provide, however, a relatively detailed analysis of Phase I of 
the VPS. According to the estimates contained in the Department’s ‘working 
paper.’ Phase I of the VPS will be operable six (6) months from the release 
of funds by the Committee on Ways and Means. At that time, the focal point 
of the newly created computer sub-system will be with the activities now 
performed at the Finance Unit level. The tasks to be performed by computer 
are those associated with the issuance of checks and th monitoring of this 
activity. The activities now being performed at the local welfare service 
office level —  the actual processing of the vendor bill —  will not be reduced. 
They will, in fact, be increased.

In sum. Phase I will:
1) computerize the check issuing process and monitor this activity;
2) provide to the Department a ‘master vendor file’ which can be 

used to eliminate duplicate payments by storing information of 
payments made, for later comparison;

3) standardize the operations at the local welfare service office level 
by requiring the same ‘in-put’ for the system’s computers at the 
regional level;



4) not affect the manual operations at the local WSO except to increase 
the responsibilities at that level attributed to the ‘in-put’ require
ments of the computer system and the issuance of eligibility cards;

5) increase the overall control had over the system by providing for 
the issuance of eligibility cards.

—  COM M ITTEE ANALYSIS —
It is the considered opinion of this Committee that the proposed Vendor 

Payment System represents but one more example of the Department of 
Public Welfare’s “crisis-oriented” approach to administration. This is to be 
contrasted to the initiatives taken and the successes had in implementing 
the Financial Management Control System. While there appears to be a 
few problem areas when considering the latter computer system (most 
specifically the failure to coordinate the computerized FMCS with the 
Comptrollers’ Office) by and large the proposal appears to be the result of 
an understanding of the Department’s immediate and long range needs.

The Committee asks the members of the General Court to compare this 
with the total lack of specificity and detail which has surrounded the 
Vendor Payment System since it was first proposed in January of this year.

For example:
(1) Testimony of Commissioner Minter before this Committee on June 

15, 1972, established the fact that the proposed FMCS would be 
capable of handling vendor bills within 18 months. (See Appendix)

(2) A press conference release issued August 15, 1972, from the office 
of His Excellency Governor Francis Sargent stated that the capa
bility to handle and process vendor payments would be had by 
the Department of Public Welfare within 6 months.
“The Financial Management Control System has installed a state
wide recipient payment system RPS. Within 6 months from the 
date of funds being released on a centralized vendor payment 
system will be installed on a phased basis. The system will:
  receive and pay all invoices from central location
—  eliminate all duplicate bills 
  have a state-wide vendor file
  provide a vendor and recipient history file
—  consolidate remittance advice
_  p r o v i d e  to vendors IRS 1099 reports for calendar year 1973 
  screen and reject excessive claims monthly

(3) The “Financial Management Control System Progress Report” 
issued August 24, 1972, from the office of Commissioner Minter 
outlined the accomplishments of the ‘Project Management Office’



and included the following paragraph: (emphasis added —  ed.) 
“The preliminary Vendor Payment System (VPS) has been docu
mented and presented to key user representatives in the Department. 
The initial VPS will be a simplified start-up system designed to 
remove the 34 finance units from the payment loop. The Welfare 
Service Offices will continue to perform the following functions:

—  recipient eligibility
—  fee validation
—  vendor eligibility to provide service

The full VPS will be developed over a period of six months, at 
which time the above functions will be performed by a central 
computer and the Welfare Service Offices will be removed from 
the process.

(4) The “Working Document” prepared by the Project Management 
Office and issued August 7, 1972, however, documents the specifics 
of the proposed VPS. In it the project is broken down into six (6) 
phases. Phase I makes no mention of the removal of the Welfare 
Service Office from the process and, in fact, details the responsi
bilities of the local WSO. Yet, the implementation of the first of 
six (6) phases is to take 6 months.

The Committee is at a loss of words to explain this apparent confusion 
in planning for the VPS project. We are aware that a program of this 
magnitude should encounter many delays and many areas of difficulty but 
we are unable to explain why the Department cannot provide a consistent 
outline of the long range plans for the implementation of this system. 
If this is to be the solution to the Commonwealth M.A. Problems, it would 
seem logical to this Committee that the Department would have developed 
a coordinated, goal oriented plan of attack.

Irrespective of the difficulties encountered by the Department and the 
Administration in its attempts to detail the proposed VPS, it is the con
clusion of this Committee that such an undertaking would not be in the 
best interests of the Commonwealth at this time. The Committee’s recom
mendation respecting the use of a ‘third-party’ fiscal intermediary has been 
spelled out in detail in the previous section. We remain convinced that 
there is no arrangement that could be had by the Commonwealth through a 
decision to develop the necessary computer capability ‘in-house’ that could 
not be achieved through negotiations with interested fiscal intermediaries.

In sum, the Department and the Administration is asking the General 
Court to fund a project which would concommit the state to the performance 
of the vendor processing responsibilities on an in-house basis. By its own 
admission a final decision in this regard (i.e., whether the state should



perform these responsibilities "in-house or contract with a fiscal intermediary) 
has not been made by the Department and/or the Administration. Further, 
your Special Committee Investigating the Administration of Welfare is here 
recommending that the services of a fiscal intermediary should be retained.

The Department would have the General Court fund a project which 
would duplicate a capacity which a fiscal intermediary would bring with it, 
if a favorable decision in this regard is eventually made. It would mean that 
the state would have to employ 174 persons to operate Phase I. What would 
we do with these people if the decision is made to contract with a fiscal 
intermediary?

It would make far more sense from the point of view of this Committee 
if the state would first make the more basic policy decision respecting the 
use of a fiscal intermediary, before we begin to spend money in a ‘piecemeal 
fashion for the development of either alternative.

The Commonwealth, in general, and the Department of Public Welfare 
in particular, have been too long plagued by piecemeal solutions which 
solve our immediate problems but ignore our long range needs. Your Special 
Welfare Investigating Committee has attempted to consider both the im
mediate and long range needs of the state in the administration of its Medi
caid program. As a result of our investigations we have concluded that the 
most feasible path available to the Commonwealth lies with contract nego
tiations with interested private fiscal intermediaries.

The Department's request for $1.5 million for Phase I of the proposed 
Vendor Payment System would concommit the Commonwealth to the de
velopment of an "in-house’ vendor processing capacity without first having 
made the determination that this is the direction in which we should be 
moving as we consider the long range needs of the program.

For these reasons, it is, therefore, the recommendation of this Committee 
that the Department of Public Welfare's request for $1.5 million for Phase I 
be denied and that the Department (Office of Human Services) be instructed 
to open lines of communication with qualified fiscal intermediaries for the 
purposes of determining the feasibility of this approach.








