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To The Honorable Senate and House of Representatives:

I submit to you the attached legislation which is designed
to provide for the restructuring of the Massachusetts Medicaid
program into a managed health care system for the Commonwealth's
low income citizens.

Massachusetts has long been and is today a leader among the
fifty states in its commitment to assisting low income citizens
in meeting their needs. But the combination of inflation-ravaged
dollars and the federal government's decision to limit federal
reimbursement for a number of programs makes it impossible for the
state to meet all of the demands on its resources in a
business-as-usual fashion. We will either find innovative, cost
effective ways of providing human services, or we will be unable
to continue providing all of the services we currently offer

This is particularly true of the Medicaid program.
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to eligible recipients 28 of the 32 federally reimt
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To understand why far-reaching reform is necessary, one must
realize the dimensions of the problem. During the next fiscal year,
without managed care, rate increases in the Commonwealth's Medicaid
program would cost $lO2 million, or more than the entire growth in
the AFDC program for the last seven years. The Medicaid program
that cost $508.2 million in 1975 will nearly double in cost by 1982.
The rising cost of health care has hurt all payors insurance
companies, Medicare, and private payors, as well as Medicaid. But
cost increases in the Medicaid program have hit Massachusetts taxpayers
at a time when they were particularly ill-prepared for an additional
burden. Between 1960 and 1978, Massachusetts dropped from ninth to
eighteenth in per capita health and welfare expenditures. This
growing "ability to pay gap" has helped create a fiscal crisis for
both the state and its individual tax-paying citizens.

Health care costs are a national problem. More than thirty
states are currently experiencing severe fiscal problems related at
least in part to the cost of their Medicaid programs. Federal Medicaid
expenditures quadrupled from $5.3 billion to $24.6 billion between
1970 and 1980. We have implemented a number of successful cost saving
and management improvement efforts, including a pilot managed care
program. Because of these efforts, growth in the Commonwealth's
Medicaid expenditures, while dramatic, lags behind growth in
program costs nationally. Finding as we have, however, that existing
methods of controlling costs do not achieve large enough savings, other
states have chosen to sharply limit both services and eligibility.
But such reductions do not deal with the underlying cause of the
growth in Medicaid costs.

The cause of the growth in Medicaid costs is the very nature of
the fee-for-service payment system. Under this arrangement, the state
pays most of its providers a cost-plus rate for each service rendered.
The system thus creates a perverse incentive: high cost, high volume
providers are rewarded with high reimbursement while providers who try
to reduce costs by providing care in a more efficient manner receive
less in total reimbursement. There are no incentives for providers
to provide cost-effective care, and in fact there is every incentive
for them to claim every expense which can possibly be justified. To
be sure, the regulatory constraints which the federal government imposes
on the states and which Massachusetts has imposed on the providers
have in fact discouraged providers from controlling costs and driven
many providers out of the program.

This proposal would, in FY 82, begin to solve these problems.
The plan, simply, is this: recipients will enroll for their medical
care with primary care providers or intermediaries who will be
responsible for providing all of the recipients' health care
within an agreed upon budget or capitation rate. Each primary
care provider will manage the care of the enrolled recipients
meeting their ordinary medical needs and authorizing, as needed,
specialist and inpatient hospital care as well as long term care
and related services. The primary care providers, as "gatekeepers,"
will ensure that recipients receive the care that they need.
Overutilization will be reduced and care will be provided in the
least costly setting. The case managers or intermediaries will
control costs not only within individual types of service but also
across types of service. This is because the state will contract 0
with the providers and fiscal intermediaries to provide a total
package of quality health care for a negotiated price. The provider
will retain the savings if care is provided for less than the
agreed amount and providers, in turn, will bear the risk of absorbing
any costs in excess of the contract.

This state has a great and varied health care delivery system
To deliver Medicaid services in a cost-effective way, we must free
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that system, the health care marketplace, to serve the needs of tV
Commonwealth's low income citizens. This proposal and legislati
will free the providers of restraints which have prevented them

om operating cost effectively. Moreover, the proposal andoposa
ation are designed to en< i facilitate th<

possible range of health care pro- iders* participat

srs and intere as case managers and intermediaries. This st
‘sources are unparalleled. Thi proposal will allow them

aeratively with the state t jr

Because our managed care proposal is the first
the nation, and because of the need for more economical he
and the concomitant national attention this initiative is receivi
nanaged care offers the Commonwealth's provider community an
historic opportunity. Through the medical providers' participat
in implementing managed care, they will be in a position to reshape
health care delivery for the balance of this decade and beyond an
not only for this state's Medicaid recipients. The managed care plan
innovative nature will provide a model for the reform of Met
Medicare, and other health programs throughout the United States

The managed care approach clearly benefits all concerned
the first time, recipients will be assured that there is on<
provider coordinating their care, a provider with strong in<

assist recipients in staying healthy and wi s
minimize duplicative services. The providers will benefit from

a more regular reimbursement flow and from sharing in the sav
resulting from the cost-effective delivery of services. Additionally
providers will bear a less onerous regulatory burden and will be fre

lo what they do best: manage and provide care. Through
contracts it negotiates, the Commonwealth will keep Medicaid
expenditures within the state's ability to pay while still maintainir

>mmitment to provide health care to the needy

you know, while states administer their own Medicaid program
hose programs qualify for partial federal reimbursement only so lon

as they are run in accordance with federal regulation
as innovative as the managed care plan requires waive
existing federal Medicaid regulations. Section 1315 of 42 U.S.C.
empowers the Secretary of Health and Human Services to grant such
waivers. We have applied under Section 1315 for approval of managed
:are as a three year demonstration project waivers we have

requested will permit the Commonwealth the flexibility necessary to
restructure the Medicaid program while still continuing operations of
the existing program during the transition period. The waivers are
consistent with those granted earlier for our managed care pilot
project. Moreover, the waivers requested are also consistent with
the Reagan administration's commitment to eliminating costly and
counterproductive government regulation of health care.

We have worked closely with federal officialsals in designin

xtensive proposal, which is available for your review, so that
will meet federal rules, governing projects of this kind whi

ichieving the change we must have. The Secretary of Heal
ind Human Services can give final approval of the managed care planiman

\ only after you have approved the necessary changes in state law
Because we have worked closely with federal officials in develo
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before you, while brief, is supported by a two-volume proposal
which includes more than 500 pages describing the managed care
proposal and providing background documents which I am filing as
appendices to this message. It reflects several months of planning
and development by a number of top level staff working closely with
federal officials and nationally known health care experts.

The managed care proposal will change the focus of state Medicaid
program management from regulation and claims processing to contract
negotiation, contract monitoring, and enrollment of recipients in
managed care. In addition, I am proposing several measures designed
to improve the cost effectiveness of the existing program, both as
a way of achieving substantial short-term savings and to underscore
our determination to bring Medicaid expenditures under control.

Because for a time we will be managing the old program
as well as developing the new one, and because the short-term
savings we seek cannot all be achieved through changes in
reimbursement methodologies, I recommend an appropriation of
$4.8 million for the administrative expenses associated with these
initiatives. I request that these funds be appropriated as an
addition to .the Department of Public Welfare's Medical Administration
account, $2.8 million for the FY 82 costs of implementing the
managed care proposal and $2.0 million for improving the cost
effectiveness of the existing program. Outlines of plans for the
use of these funds are included as appendices to this legislation.
While this is very clearly a time for avoiding increased administra-
tive costs in so far as possible, the investment to reform the Medicaid
program is small indeed compared to the savings of up to 20% of
program costs which the reforms will achieve once all recipients
are enrolled. In addition, it is important to understand that
Massachusetts is 44th of 49 states in percentage of Medicaid
expenditures spent on administration. Medicaid administrative
costs are less than 4% of the cost of the total program. Indeed,
if one subtracts costs for eligibility determination, actual
management of the program amounts to less than 1% of total
expenditures. Even with the additional appropriation I am
requesting, the administration of the Massachusetts program will
remain proportionately one of the least costly in the nation.

It will take time to reform the Medicaid program. But your
approval of the accompanying legislation will provide the Commonwealth
with the authority it needs to make considerable progress
fiscal year 1982 and the years which follow. If the legislation
receives your approval expeditiously, we expect to achieve FY 82
savings of approximately $5O million. The lengthy nature of the
federal approval process has prevented us from moving as quickly
as we had planned. When managed care becomes operational statewide,
we will save 20% of what the present fee-for-service system would
cost annually.

The uncontrolled increase in Medicaid expenditures has become
more than a serious problem: it is a threat to the state's ability
to balance its budget while still providing necessary assistance
to low income citizens. With your help, we can control the growth
of the Medicaid expenditures, not through slashing benefits and
eligibility as other states have, but through implementing a program
which provides care that is not only economical but accessible and of
appropriate quality. I look forward to working with you toward these
goals.

•ectfully submitted
v

Governor



1981] HOUSE -No. 7067 5

In the Year One Thousand Nine Hundred and Eighty-One

An Act RELATIVE TO THE PROVISION OF MEDICAL CARE AND SERVICES

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

1 SECTION 1. Chapter USE of the General Laws is hereby amended by striking

2 out section 25, as most recently amended by chapter 1210 of the Acts of 1973,

3 and inserting in place thereof the following section:-

4 SECTICN 25. Ihe Department may - contract with one or more persons,
5 agencies or organizations, including hospital and medical service

6 corporations, to carry out the necessary administrative functions, and for

7 the underwriting of all or any part of the medical assistance program
8 established under the provisions of this chapter. Further, the Department

9 may develop and administer or contract with one or more persons, agencies or

10 organizations, including hospital and medical service corporations, to develop

11 and administer alternative systems for delivering and financing medical care

12 and services in a manner consistent with efficiency, economy and quality of

13 care, and in accordance with the provisions of Title XIX or as otherwise

• 4 provided by any waiver of such provisions as may be granted by the Secretary.

J 5 The Department shall formulate such policies, procedures,

16 standards, criteria, rules and regulations as it deems necessary to (a)

17 promote the efficiency and economy of medical care and services provided

18 pursuant to this section, (b) assure that the selection of a contractor

or contractors to provide services pursuant to this section shall be

20 fair, equitable and, to the extent practicable, openly competitive.

21 and (c) otherwise carry out the provisions of this section. Each contract

22 entered into pursuant to this section shall include a provision which

23 states that any medical care and services provided by the contractor

24 or a subcontractor shall be of a quality which is consistent with the

25 provisions of Title XIX.

Wfje Commontuealtf) of fflafigadbugetts
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The development, administration and implementation of alter-26

native systems for delivering and financing medical care and services

28 pursuant to this section, whether by the Department or through a contractor

3r subcontractor, shall not be subject to the provisions of the second

30 sentence of the first paragraph of section six of this chapter; section

31 seven of this chapter; the second paragraph of section seventeen of

this chapter; sections eighteen, twenty, twenty-six and twenty-seven

33 of this chapter; sections thirty-one through forty-eight, inclusive.

34 of chapter six A; section thirteen of chapter seven; section five C

35 of chapter eighteen; section twenty-two of chapter twenty-nine; chapter

36 one hundred and seventy-six G; or any other statutes and regulations

37 which are inconsistent with the reasonable exercise by the Department

38 of its authority to act in accordance with this section. The implementation

39 methods for the control of costs of medical care and services provided

40 pursuant to a contract or subcontract hereunder, which methods do not

4j require the obligation of a substantial capital expenditure as defined

42 in section twenty-five B of chapter one hundred and eleven, shall not

43 constitute a substantial change in services as defined in section twenty-

44 five B of chapter one hundred and eleven. No contract entered into

45 pursuant to this section shall be subject to the provisions of chapter

46 thirty A.
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