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The Morning Session 

Richard H. Egdahl 
Moderator 





The Bay State Foundation 

Richard Kahan 

Richard H . Egdahl: I w o u l d l ike to welcome y o u to Boston U n i v e r s i t y 
M e d i c a l Center to hear and participate i n this p r o g r a m , "Peer Review 
Components of the H e a l t h Care Sys tem," the f i r s t of an extended series of 
symposia relat ing to the var ious i m p o r t a n t problems of health-care 
del ivery. 

Th i s audience w i l l be par t i c ipat ing i n one of the c u r r e n t l y most active 
and creative areas i n health-care del ivery — peer review. T he f o r m a t w i l l 
permi t questions f r o m the var ious experts, and I t h i n k we w i l l perhaps 
discern the complex problems i n a w a y that w i l l a l low us a better u n ­
derstanding for f u t u r e effective action. 

The Foundations for M e d i c a l Care movement , w h i c h started i n C a l i f o r ­
nia and w i t h w h i c h most of y o u are fami l iar , has been a leader i n 
p r o m o t i n g peer review. W e have several foundat ions i n this state, and y o u 
are al l aware also of the H e a l t h Maintenance O r g a n i z a t i o n ( H M O ) move­
ment and the very t imely Professional Standards Review Organizat ions 
(PSROs) that are w i t h us n o w . These three movements are closely con­
nected i n our discussion of this m o r n i n g ' s p r o g r a m , w h i c h is devoted to 
the organizat ional aspects of the physic ian's practice and the methods 
employed to contend w i t h cost and q u a l i t y problems. 

I w o u l d l ike to start the p r o g r a m b y i n t r o d u c i n g to y o u M r . Richard 
Kahan , w h o was w i t h Blue Cross as research director for several years and 
w h o has a b a c k g r o u n d i n computers and management. He is an M I T 
graduate, and recently he assumed the pos i t ion of executive director of the 
Bay State H e a l t h Care Foundat ion . M r . K a h a n is go ing to tel l us 
something about this Bay State F o u n d a t i o n — w h a t i t is d o i n g and w h a t i t 
plans to do i n the f u t u r e . 
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Richard K a h a n : I w o u l d l ike to d i v i d e m y presentation in to three parts. 
First , I w o u l d l ike to spend a f e w minutes m a k i n g some general comments 
about f o u n d a t i o n s and peer reviews. T h e n I should l ike to spend some 
time discussing Bay State, its h i s tory and current status. F inal ly , I w o u l d 
l ike to give some thoughts about the f u t u r e of the Bay State Foundat ion . 

I t h i n k i t is appropriate that this seminar o n foundat ions and peer-
review organizations is being held d u r i n g the Boston U n i v e r s i t y School of 
Medic ine ' s centennial year. W h i l e the centennial year is an o p p o r t u n e t ime 
to l o o k back and t r y to see where one has been, it 's also an appropriate 
t ime to take stock of our problems and see h o w we may move f o r w a r d . 

I f we l o o k back, we see not o n l y h o w 100 years ago a medical school 
was f o u n d e d , that has since t u r n e d o u t to be a major medical school, b u t 
also we can see other major changes i n the improvements of the heal th­
care system. Exc luding obvious medical advances, w h i c h I am not compe­
tent to discuss, we can see where the advent of the Flexner Report in i t ia ted 
major improvements i n medical educat ion; where the f o u n d i n g of the Joint 
C o m m i s s i o n o n Accred i ta t ion of Hospi ta ls , an e f f o r t w h i c h has been 
remarkably successful, helped develop standards and criteria for s tructure , 
processes, and outcome measurements of hospitals . Led b y the " B l u e s , " 
we have seen the g r o w t h of a major and, b y and large, successful at tempt 
to develop f i n a n c i n g mechanisms for the health-care system. The advent 
and g r o w t h of the speciality societies has had a major impact u p o n 
physic ians ' ef forts to increase their ski l ls , and the i n t r o d u c t i o n of 
Medicare and M e d i c a i d has denoted a serious at tempt to p r o v i d e the 
avai labi l i ty of health-care services to more of our nation's p o p u l a t i o n . 

I do not , however , believe i n a V o l t a i r i a n at t i tude of " a l l is for the best 
i n this best of possible w o r l d s . " I n the last 20 years we have experienced 
s k y r o c k e t i n g increases i n health-care costs. M o r e o v e r , i t has become ap­
parent that all the care p r o v i d e d our p o p u l a t i o n is not o n l y expensive, b u t 
that some of i t is unnecessary as w e l l as being of d o u b t f u l qua l i ty . A n d 
w h i l e we could argue and disagree as to the appropriate percentages to be 
ascribed to these phenomena, al l must agree that these phenomena do ex­
ist. I f we take stock n o w , however , I believe we w i l l perceive this t ime as 
the s tar t ing p o i n t of w h a t may w e l l t u r n o u t to be a major organizat ional 
change w i t h i n the health-care system. 

W h i l e the f o u n d a t i o n movement had its genesis 20 years ago o n the 
West Coast w i t h the development of San Joaquin F o u n d a t i o n for M e d i c a l 
Care, the move across the c o u n t r y has been remarkably s low. Th is is 
despite the val iant e f for ts of a f e w fars ighted m e n w h o , w i t h almost 
evangelical f e rvor , have tr ied to awaken their colleagues. H o w e v e r , w i t h 
the discussions since 1969-70 of nat ional health insurance, professional 
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review organizat ions, and health maintenance organizat ions, more and 
more medical leaders are recognizing that the f o u n d a t i o n is the 
organizat ional too l whereby needed changes i n the health-care system can 
be effected, and that changes can be made f r o m w i t h i n the system. 

W i t h the advent of Public L a w 92-603 (the P SR O legislation) i n O c ­
tober, 1972, the health-care scene has been t rans formed; f r o m o n l y 20 
foundat ions i n 1970, the A m e r i c a n Associat ion of Foundat ions for 
M e d i c a l Care i n 1973 n o w has 77 member organizat ions, and its 
membership is g r o w i n g r a p i d l y . I expect that b y the end of 1974 there w i l l 
be approx imate ly 200 f o u n d a t i o n - l i k e organizat ions. 1 have used the 
phrase " f o u n d a t i o n - l i k e " organizations because the term " f o u n d a t i o n " is 
not w e l l def ined. The best available d e f i n i t i o n that I k n o w of appears i n 
D r . R ichard Egdahl's article i n the M a r c h 8, 1973 New England Journal of 
Medicine, i n w h i c h he describes and defines "comprehens ive f o u n ­
da t ions" and "c la ims review f o u n d a t i o n s . " U n d e r the impetus of the 
PSRO legislation, however , the f o u n d a t i o n m ov e m ent is m o v i n g so r a p i d ­
ly that Egdahl's model is becoming classical. W e n o w have a neoclassical 
model , and Bay State H e a l t h Care F o u n d a t i o n is an example of such a 
m o d i f i c a t i o n . 

Before I describe Bay State and its h i s t o r y , I w o u l d l ike to deal exp l i c i t ly 
w i t h w h a t 1 al luded to earlier. I stated that " t h i s t ime is the s tart ing p o i n t 
of w h a t may w e l l t u r n o u t to be a major organizat ional change w i t h i n the 
health-care sys tem." 1 believe that this w i l l be the case. B u t w h i l e the f e w 
well-established foundat ions for medical care appear to have been 
successful, i t w o u l d be foo l i sh to believe that their experience can ipso fac­
to be dupl icated n a t i o n w i d e , and I w o u l d be the last to argue that f o u n ­
dations are the panacea for the nation's health-care problems. Indeed, 
there are some w h o quest ion whether the goals of cost conta inment and 
qua l i ty care are i n fact compatible . A s D r . Charles Edwards [ H E W ' S assis­
tant secretary for health] has stated ( i n a s l ight ly d i f f e r e n t context) , 
" N e i t h e r the Congress nor I k n o w where we are go ing or w h a t we can 
achieve. W e w o u l d l ike to upgrade the level of health care i n the c o u n t r y , 
b u t the quest ion is, ' H o w do y o u do that? ' " But I do not w i s h to be 
perceived as a Jeremiah, and 1 do approach the f o u n d a t i o n movement w i t h 
enthusiasm. I also t r y to retain a heal thy skeptic ism or agnosticism. 

Let me t u r n to Bay State H e a l t h Care Foundat ion . T h e f o u n d a t i o n was 
f o u n d e d w i t h i n the Middlesex ( C o u n t y ) South and East D i s t r i c t M e d i c a l 
Societies i n January, 1971 b y D r . Robert J. Brennan and some other 
physicians i n that area, i n an at tempt to : 

1 . promote the avai labi l i ty of h i g h - q u a l i t y health care; 
2. insure accessibility to h i g h - q u a l i t y health care; 
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3. organize peer-review activities i n order to deal w i t h q u a l i t y at a 
reasonable cost; 

4. encourage experimental models of health-care del ivery and the 
u t i l i z a t i o n of a m b u l a t o r y care as an alternative to hospi ta l izat ion ; 

5. promote comprehensive health-care p l a n n i n g ; and 
6. develop and promulgate acceptable standards of comprehensive 

health- insurance coverage. 
S t imulated b y these va l iant plans, S u f f o l k and N o r f o l k D i s t r i c t M e d i c a l 

Societies jo ined Bay State i n February, 1972, and other areas soon f o l ­
l o w e d , so that our membership is g r o w i n g b y leaps and bounds . A t last 
count , we have nearly 800 members f o r the 12 dis tr ic t medical societies i n 
greater Boston. 

A b o u t a year ago, i n an a t tempt to meet these ends, Bay State started 
negotiations w i t h Blue Shield of Massachusetts to see whether together 
they could def ine a comprehensive package of health-care benefits and 
determine whether this package could be marketed. W h i l e Bay State d i d 
not p lan to do its o w n claims review, i t d i d p l a n to do its o w n peer review 
and pay its o w n doctors f o r i t (a devia t ion , albeit s l ight , f r o m D r . Egdahl's 
model) . A f t e r l engthy discussions i t became apparent that Bay State lacked 
peer and u t i l i z a t i o n review experience and, i f the physicians i n Bay State 
w o u l d be at r i sk , they had a need to at ta in such experience before 
m a r k e t i n g success b a n k r u p t e d them. W h i l e this same p r o b l e m faced 
b u t d i d not faze D r . Fdarrington of San Joaquin, I do not believe one 
should ascribe Bay State's at t i tude merely to the innate conservatism of 
N e w England versus the bravado or bravery of C a l i f o r n i a . Let me p o i n t 
o u t that Bay State faced s ign i f i cant ly d i f f e r e n t problems f r o m those of San 
Joaquin and other C a l i f o r n i a foundat i ons . Massachusetts Blue Cross/ 
Blue Shield is m u c h stronger organizat ional ly and market ing-wise t h a n its 
counterpar t i n C a l i f o r n i a . A l s o , the benefits n o w being sold i n 
Massachusetts i n 1972 and 1973 are s ign i f i cant ly more comprehensive 
t h a n those sold i n C a l i f o r n i a i n 1954. 

T h u s , Bay State and Blue Shield decided and started to negotiate a peer-
review demonstra t ion project . The contract was signed o n September 18, 
1973 and w e n t i n to effect October 1 ,1973. T h i s contract serves several 
purposes: 

1 . I t provides f i n a n c i a l s tabi l i ty to Bay State. 
2. I t provides v i s i b i l i t y to Bay State. 
3. I t demonstrates Blue Shield's c o m m i t m e n t to the concept of peer 

review. 
4. I t w i l l p rov ide Bay State w i t h needed expertise. 
5. I t w i l l h o p e f u l l y be cost-effective via t w o mechanisms: 
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a. ) direct cost savings, and 
b. ) the educational impact u p o n physicians. 

A b o u t this t ime, Bay State also made recommendations to H E W as to 
area designations of PSROs. I n that presentation we argued that i n order 
to ef fect ively pursue the goals of Public L a w 92-603, i.e., q u a l i t y care at 
reasonable cost i n the appropriate place, boundaries that encompass u n i ­
f ied medical-service areas should be designated as PSRO regions. O n l y i n 
this w a y is there a chance of developing comprehensive data to describe 
the health-care system and determine its strengths and weaknesses. I n this 
w a y , PSROs w i l l develop more effective and comprehensive health-care 
p l a n n i n g than has prev ious ly been possible. Before someone corrects me, 
let me hasten to add that I , too, recognize the necessity for u n i f o r m i t y of 
statewide data and the gather ing of statewide data. I t was fe l t , however , 
that our p lan , w h i l e congruent w i t h plans of the C o m m o n w e a l t h Ins t i tute 
of Medic ine ( C I M ) , d i d not have to rest solely u p o n C I M or a statewide 
professional-services review committee. 

T o d a y , Bay State H e a l t h Care F o u n d a t i o n is an o n g o i n g organizat ion . I t 
has a contract under w h i c h we are d o i n g retrospective peer review; we 
have f u n d i n g , an of f ice , a staff , and nearly 800 members. W h e r e do we go 
f r o m here? 

We are conf ident that we have a good chance of being designated as the 
PSRO for the greater Boston area, and we have begun to p l a n for this 
event. W e are t r y i n g to develop suhregional izat ion of the greater Boston 
area to insure local par t i c i pa t i on , enthusiasm and knowledge . W e are 
rev iewing the various guidelines and criteria presently available to deter­
mine their adaptabi l i ty , completeness and su i tab i l i ty to our patterns of 
practice. T h i s is being done i n c o n j u n c t i o n w i t h the appropriate speciality 
societies as w e l l as w i t h our o w n peer-review and guidelines committees. 
W e have begun to l o o k at the pros and cons of preadmission cer t i f i ca t ion , 
concurrent review, and retrospective review. W e are t r y i n g to evaluate the 
various systems and develop our plans for an embryonic PSRO. A s there 
are no guidelines available f r o m H E W , this is made easy or d i f f i c u l t — 
depending u p o n one's p o i n t of v i e w . 

I t is clear, however , that i f an effective peer-review organizat ion can he 
developed, and I believe i t can he, then the other health insurers, especially 
the Blues — the largest health insurer i n this state — m u s t c l i m b aboard. 
Cer ta in ly hospi ta l u t i l i z a t i o n - r e v i e w committees w i l l f i n d i t d i f f i c u l t to 
w o r k w i t h a PSRO f o r T i t l e X V I I I and T i t l e X I X patients and ignore the 
other patients i n the hospi ta l . T h u s , i f all patients undergo the same 
review process irrespective of whether the locus of a c t i v i t y be the 
u t i l i z a t i o n - r e v i e w committee or the PSRO, then the Blues and other 
carriers must w o r k w i t h the same system. 
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Therefore , Bay State's f u t u r e plans regarding experimental models of 
health-care del ivery , the use of a m b u l a t o r y care, and comprehensiveness 
of health- insurance coverage are dependent u p o n the farsightedness of 
Blue Cross/Blue Shield. T h e y could w e l l preempt our a im to sponsor f u l l y 
comprehensive health-care coverage and stop us i n effect f r o m being a 
"comprehens ive f o u n d a t i o n , " h u t they could also help the Bay State 
F o u n d a t i o n b u i l d a "c la ims review f o u n d a t i o n . " I do not see that as being 
necessarily had. Indeed, I w o u l d hope that our presence or threat, i f y o u 
w i l l , w i l l p u s h Blue Cross/Blue Shield in t o f u l f i l l i n g their role more effec­
t ive ly and comprehensively . W e do see ourselves as sponsoring a f u l l y 
comprehensive, prepaid , fee-for-service benef i t package i n whatever f o r m 
that sponsorship takes. 



Comprehensive Foundations for Medical Care 

E. Langdon Burwell 

Egdahl: O u r second speaker, D r . E . L a n g d o n B u r w e l l , is an internis t 
f r o m F a l m o u t h . He attended the H a r v a r d M e d i c a l School and trained at 
the Peter Bent B r i g h a m H o s p i t a l , and he has been very active i n the f o u n ­
dat ion movement . D r . B u r w e l l is one of the people w h o have been t a l k i n g 
about foundat ions for several years and to w h o m physicians are b e g i n n i n g 
to l isten. He serves o n the Board of Directors of the A m e r i c a n Associat ion 
of Foundations for M e d i c a l Care, and is a member of the Ins t i tute of 
Medic ine of the N a t i o n a l Academy of Sciences. 

E . Landon B u r w e l l : 1 t h o u g h t i t m i g h t he appropriate before this rather 
heterogeneous audience to go hack t h r o u g h the h i s tory and fundamentals 
of the w h o l e f o u n d a t i o n concept, because I ' m sure we v a r y a good deal i n 
our knowledge of w h a t i t 's al l about. I t h i n k there's a good deal of c o n f u ­
sion as to just w h a t foundat ions , per se, are, and w h a t they do. D o they 
take care of people? A r e they a management system? A r e they a computer 
system? I t m i g h t be w e l l to review f r o m the b e g i n n i n g , s tart ing w i t h f a i r l y 
s imple principles . 

O n e of the stories y o u may have heard, w h i c h I t h i n k il lustrates h o w 
foundat ions were started, was D r . D o n a l d H a r r i n g t o n ' s experience i n 1954 
w h e n he f i r s t conceived and developed the San Joaquin Foundat ion i n 
C a l i f o r n i a . He k n e w that the Kaiser-Permanente O r g a n i z a t i o n was p l a n ­
n i n g to establish a closed-panel prepaid g r o u p practice i n S tockton , and 
that the In tera t ional Longshoremen's U n i o n under H a r r y Bridges was con­
s idering s igning u p its members w i t h the Kaiser Plan. D r . H a r r i n g t o n then 
heard the crit icisms that were being voiced b y the u n i o n against medical 
practice i n the area. He noticed posted o n the u n i o n b u l l e t i n hoard , along 
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w i t h the schedules of shiploadings , a l ist of physic ians ' names and the 
comment , " D o n ' t go to these physicians. T h e y cheat the b r o t h e r s . " 

Even more s tar t l ing was the fact that inc luded o n this l ist of names were 
some of his more respected colleagues. I t seems that some of the cr i t i c i sm 
was engendered b y physicians w h o practiced good medicine h u t may have 
neglected other aspects, such as, h o w long the patients were kept i n the 
hospi ta l or h o w the hospi ta l h i l l was ever pa id . Some physicians had no 
idea of w h a t their patients ' health-insurance plans were. T h a t some 
health- insurance policies covered o n l y 10 per cent of the tota l h i l l was a 
fact of w h i c h doctors were unaware. W h e n the patient became angry 
about such th ings , i t was usual ly directed at the phys ic ian . 

D r . f d a r r i n g t o n began to contemplate developing a means to meet these 
crit icisms — to add to the exist ing system improvements that were 
necessary, at the same t ime preserving w h a t was good about the practice of 
medicine. T h i s was really the genesis of the comprehensive health-care 
f o u n d a t i o n . T h i s p r o t o t y p e , as y o u al l w e l l k n o w , was called the San Joa­
q u i n F o u n d a t i o n of C a l i f o r n i a . A s D i c k K a h a n ment ioned earlier, there are 
m a n y neoclassic f o r m s of f o u n d a t i o n s that have developed since that t ime. 
T h e y are no t all l ike the San Joaquin F o u n d a t i o n ; m a n y have taken o n l y a 
part of the ac t iv i ty of the comprehensive health-care f o u n d a t i o n and 
developed one part icular aspect. 

W h a t were the reasons f o r the problems w h i c h D r . H a r r i n g t o n ac­
counted? 

These are m y v iews , no t his . O r i g i n a l l y , the phys i c ian was the manager 
of the health-care del ivery system. H e practiced i n a l i t t le t o w n or even a 
b i g t o w n ; he k n e w his patients ; he k n e w their social s i tuations; he k n e w 
their jobs; and he k n e w the famil ies . W h e n he prescribed a treatment or an 
operat ion , he k n e w whether or no t they could a f f o r d i t , where they were 
g o i n g to get their care, w h o was g o i n g to do the n u r s i n g care i f i t meant 
being k e p t at home. He really managed the w h o l e health-care del ivery 
system. I f he k n e w they c o u l d n ' t a f f o r d the medications, he o f t e n gave 
them some o u t of his o w n s u p p l y . G r a d u a l l y , as medicine became more 
specialized, more technical ly competent , the doctor w i t h d r e w f r o m the 
managerial f u n c t i o n . H e d i d " h i s t h i n g , " whether i t was open heart sur­
gery or gynecology or whatever he was d o i n g , competent ly ; h u t gradual ly , 
he said, " A s far as p a y i n g f o r health insurance, cost of hospi ta l iza t ion and 
e v e r y t h i n g , somebody else w i l l have to take care of that . I haven ' t got the 
t i m e . " — w h i c h was true . I t was h a r d enough to keep u p w i t h the r a p i d l y 
exp lodin g technical advances i n his f i e l d . A l l of a sudden the w h o l e system 
began to f a l l apart because n o b o d y was managing the system. O t h e r 
managers came i n to f i l l the v o i d . These managers, w h i l e o f t e n w e l l -
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in tent ioned, saw o n l y a part of the p r o b l e m and made decisions that were 
really not based o n a f u l l unders tanding of the whole system. 

D r . f i a r r i n g t o n and several of the rest of us concluded that the o n l y 
so lu t ion is for the doctor to be re introduced i n to the managerial system. 
The d e f i n i t i o n of the comprehensive f o u n d a t i o n f o r medical care that 
appears i n D r . Egdahl's paper i n the New England Journal of Medicine — 
that the f o u n d a t i o n is a mechanism f o r the management of health-care ser­
vices — is pre t ty close to a good d e f i n i t i o n of w h a t a f o u n d a t i o n is. W e 
physicians mus t r e t u r n to the managerial system, b u t o b v i o u s l y we can't 
do i t al l . W e are not f inanciers , computer experts, systems engineers, or 
business managers. W e m u s t w o r k w i t h the people w h o are very compe­
tent i n these areas; we m u s t be part of a team, and we must be among the 
leading members of the team. I n d o i n g so, the f o u n d a t i o n managerial 
mechanisms seem to m a n y of us the best w a y of accomplishing this p u r ­
pose. 

The development of the San Joaquin F o u n d a t i o n was a p r o t o t y p e f o u n ­
dat ion . There have been other such foundat ions i n C a l i f o r n i a , among them 
the T r i - C o u n t y F o u n d a t i o n and the Fresno Foundat ion . T h e n , as the con­
cept began to spread east, we saw the development of the N e w M e x i c o 
M e d i c a l Care Fo undat i on , w h i c h concentrated p r i m a r i l y o n m o n i t o r i n g the 
M e d i c a i d p r o g r a m . Colorado developed a statewide p r o g r a m , w i t h 
regional subdivis ions , for m o n i t o r i n g hospi ta l care for M e d i c a i d patients. 
I n I l l ino i s , the H o s p i t a l Admiss ions Surveil lance Program ( H A S P ) 
developed, and concentrated also o n hospi ta l izat ion of M e d i c a i d ' 
beneficiaries. I n Massachusetts, the C o m m o n w e a l t h Ins t i tu te of M e d i c i n e , 
sponsored b y the Massachusetts M e d i c a l Society, has signed a contract 
w i t h the state to review concurrent ly M e d i c a i d hospital izat ions. T h e C I M 
is not a comprehensive medical-care f o u n d a t i o n , b u t an overal l manage­
ment system designed to encourage the development of f o u n d a t i o n s and 
PSROs. Recently, the amalgamation of the Barnstable F o u n d a t i o n w i t h the 
physicians i n the P l y m o u t h D i s t r i c t M e d i c a l Society has led to the f o r m a ­
t i o n of the P i l g r i m F o u n d a t i o n for M e d i c a l Care. Th i s organizat ion , as w e l l 
as the Bay State H e a l t h Care F o u n d a t i o n and the Western Massachusetts 
H e a l t h Care Fo undat ion , is s imi lar ly not a true comprehensive f o u n d a t i o n , 
b u t they al l have been derived f r o m and have learned f r o m the o r i g i n a l 
p r o t o t y p e started i n C a l i f o r n i a 20 years ago. 

T h e comprehensive health-care f o u n d a t i o n should cover a broad spec­
t r u m of medical and surgical services. A peer-review f o u n d a t i o n , such as 
the Bay State Fo undat i on , f u n c t i o n s b y p e r f o r m i n g peer-review claims 
referred to i t b y an insurance carrier. These peer-review f u n c t i o n s i n v o l v e 
decisions about the appropriateness and necessity of hospi ta l care, the 
criteria b y w h i c h j u d g m e n t is made. 
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Comprehensive f o u n d a t i o n s can appl y certain standards to heal th-
insurance benef i t packages and insist u p o n these standards i f the f o u n d a ­
t i o n is g o i n g to contract w i t h t h i r d - p a r t y insurers f o r claims review. 

A n o t h e r f u n c t i o n of comprehensive f o u n d a t i o n s involves assuring 
remunera t ion to the physicians de l iver ing services. M a n y physicians had 
been u n h a p p y b y the manner they were re imbursed b y t h i r d - p a r t y 
carriers. T h e C a l i f o r n i a Relative Value System was developed to relate ,̂ 
var ious medical services to one another: A relative value for d i f f e r e n t 
medical procedures was developed, expressed i n uni t s , to w h i c h a conver­
sion factor was appl ied (depending u p o n the economics of a part icular 
geographic area); e.g., an of f ice call was one u n i t , a cardioversion — f o u r 
uni t s , an appendectomy — 10 un i t s . O t h e r suggestions and evaluations of 
the Relative Value System have been developed, b u t that method of u n i t 
measurement was the basic w a y foundat ions paid their physicians, and, o n 
a fee-for-service basis, physicians k n e w h o w m u c h they w o u l d be earning 
for any g i v e n procedure. T h i s was guaranteed b y the f o u n d a t i o n , w i t h no 
quest ion o f payment i f the service was approved as a necessary service. 
T h e physicians then agreed that , i f they were paid this reasonable fee 
guaranteed to them b y the f o u n d a t i o n and the carrier, they w o u l d not b i l l 
over and above the reasonable fee. T h i s bi lateral agreement m u t u a l l y 
satisfied the providers and the consumers. 

A n o t h e r possible feature of the comprehensive f o u n d a t i o n for medical 
care is the ab i l i ty to p r o v i d e peer review not o n l y of phys i c ian services b u t 
of physician-generated services, as w e l l . Physic ian services account for 
r o u g h l y 15 to 20 per cent of the $84 b i l l i o n that was spent last year o n 
heal th care i n this c o u n t r y ; the remainder applies to physician-generated 
services — the hospi ta l b i l l , the n u r s i n g - h o m e b i l l , the d r u g b i l l , the 
prosthesis, and other medical items that the phys ic ian prescribes b u t for 
w h i c h he is no t pa id . I t is i n the peer review of these physician-generated 
services that the b i g cost savings occur; the estimate is that the savings, as 
far as cost c o n t r o l goes, have been r o u g h l y 1.5 to 2 per cent. 

T h e preoccupat ion that heal th insurers have w i t h physic ians ' fees is a 
source of concern to me. T h i r d - p a r t y payers argue about whether a 
hysterectomy is w o r t h $200 or $275 or $499.99, b u t the w h o l e p o i n t is 
whether the hysterectomy was needed i n the f i r s t place. I f i t weren ' t 
needed i n the f i r s t place, there is no p o i n t i n p a y i n g a n y t h i n g . The hospi ta l 
days p r o v i d e d — were they necessary? D i d that pat ient need to stay i n the 
hospi ta l at $150 per day f o r 20 days, or cou l d he have been taken care of i n 
an extended-care fac i l i t y f o r ha l f the price? C o u l d he have been taken care 
of at home? T h i s type of approach to the p r o b l e m is jus t missed complete­
l y b y the actuaries of t h i r d - p a r t y carriers. Peer-review f u n c t i o n comprises 
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review of the necessity of care, the q u a l i t y of care according to certain 
preset criteria, and the appropriateness of care — i n the hospi ta l emergency 
r o o m , i n the doctor 's o f f i ce , or at home. The appropriateness of the fee is 
also par t of the concern of some comprehensive foundat ions . 

I n p e r f o r m i n g peer review, the foundat ions noted that once guidelines 
were established for the average length of stay b y disease category and for 
anci l lary and diagnostic services, approx i mate l y 85 per cent or more of the 
cases for review passed w i t h n o n p h y s i c i a n review and were pa id . A b o u t 
15 per cent or less w o u l d go to peer review, and, of those, about t w o or 
three per cent w o u l d end u p go i ng to a f u l l peer-review committee. T h e 
others w e n t to a peer-review phys ic ian . These physic ians, chosen b y their 
peers i n the f o u n d a t i o n , were paid for their w o r k — payment anywhere 
f r o m the o r i g i n a l $25 an h o u r to $50 an h o u r . I n San Joaquin, D r . 
H a r r i n g t o n has stated that the average peer-review physicians spend about 
three or f o u r hours a m o n t h p e r f o r m i n g peer review. Cer ta in physicians 
and the key members of the peer-review committee o b v i o u s l y spend more 
t ime i n supervis ion and admi n i s t ra t i on . 

Presenting a complete pic ture of all of the finances i n v o l v e d i n a g iven 
span of illness is another concern of a comprehensive f o u n d a t i o n . There is 
a b i l l f r o m the hospi ta l , f r o m the a t tending phys ic ian , f r o m the surgeon, 
f r o m the anesthetist; there are bi l ls for drugs , f o r wheelchairs, fo r a m ­
bulance service — all go i ng to d i f f e r e n t carriers. N o b o d y has a tota l picture 
of w h a t this illness costs. A comprehensive f o u n d a t i o n tries to organize 
the processing of claims so that we may arr ive at the tota l cost and review 
the pat tern of treatment. I t is i m p o r t a n t that we be able to judge b o t h the 
q u a l i t y and the cost of care. 

A n o t h e r concept i n t r o d u c e d , and this is b y no means c o m m o n to a l l 
comprehensive f o u n d a t i o n s , is the concept of r i sk shar ing. Risk sharing 
means that the phys ic ian is actually economical ly i n v o l v e d i n h o w w e l l the 
system runs . I n a closed-panel, prepaid g r o u p practice (Kaiser, for i n ­
stance), i t is part of the selling p i t c h that , w h e n aware of the tota l cost of 
health care, the phys ic ian is no t go i ng to hospital ize unnecessarily and he 
is not go ing to p e r f o r m unnecessary procedures; i f he does, his p a y m e n t at 
the end of the year is g o i n g to be less. T h i s has led to c r i t i c i sm of under -
u t i l i z a t i o n , w h e n the physicians deliver no care at al l and d i v i d e u p the 
total p r e m i u m s . T h e idea of h a v i n g the phys ic ian partially i n v o l v e d f i n a n ­
cial ly so that he realizes the tota l cost of the medical system was i n ­
troduced b y the f o u n d a t i o n s . I f he manages this system w e l l , he makes 
more money ; and i f he doesn't , he cou l d lose m o n e y b u t w o u l d n ' t become 
b a n k r u p t . U s u a l l y the phys i c i an shares perhaps 10 per cent of the r i sk , 
and the insurance c o m p a n y carries the remainder. I f total responsibi l i ty 
were forced u p o n the physic ians, they, i n al l p r o b a b i l i t y , w o u l d not 
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assume the r isk . T h e f o u n d a t i o n s , then, have ef fect ively amalgamated the 
q u a l i t y of care of patients w i t h the economics of health care, and have 
re introduced the physicians to the management system. 

T h e p r o b l e m of accessibility — access to q u a l i t y care — has always been 
one of the points o n w h i c h foundat ions have been a l i t t le weaker t h a n 
closed-panel, prepaid g r o u p practice. People need to ask questions: H o w 
m a n y new patients are y o u t a k i n g care of? A r e y o u t a k i n g care of the 
poor? W h e r e are y o u r clinics? A r e y o u p u t t i n g something in to the ghetto? 
T h e f o u n d a t i o n s were rearranging the exist ing elements of the health-care 
de l ivery system, b u t were not b u i l d i n g new hospitals or cl inics. T h e y rose 
to this challenge, however , and i n m a n y places i n C a l i f o r n i a they es­
tablished mobi le centers for the m i g r a n t f a r m w o r k e r s . T h e y also es­
tablished health-care screening centers i n areas where patients, par t i cu lar ly 
M e d i c a i d patients, cou ld go f o r a good phys ic ia l examinat ion . These 
centers have i m p r o v e d health-care access. 

T h e f i n a l p r o b l e m to w h i c h the comprehensive foundat ions have ad­
dressed themselves is q u a l i t y c o n t r o l . Q u a l i t y of medical care has been 
measured not b y structure and process studies b u t b y outcome 
measurements. W e could ask, f o r instance: H o w m a n y people surv ive the 
m y o c a r d i a l in farc t ion? H o w m a n y people r e t u r n to w o r k ? W h a t was the 
l ength of disabi l i ty? These are fe l t to be more pract ical measurements than 
whether care was delivered b y a board-cer t i f ied surgeon. 

I have presented a short s u m m a r y of w h a t foundat ions can accomplish. 
I n i t i a l l y , n o t a great deal was done, b u t gradual ly i t became evident that 
f o u n d a t i o n s were reducing the total cost of health care, they were d e f i n i n g 
and m o n i t o r i n g the q u a l i t y of care, and they were c u t t i n g d o w n the i n ­
cidence of unnecessary hysterectomies and other procedures. I n the 
Federal Employees' Program i n C a l i f o r n i a , the days of hospi ta l izat ion 
d r o p p e d f r o m something over 1,000 days annual ly per 1,000 subscribers 
to less t h a n 500. I n fact, d o w n i n the San Joaquin area, the f igures d r o p p e d 
to 390 days per 1,000 subscribers, w h i c h was even better t h a n the Kaiser 
f igures for that area. T h e y were able to reduce unnecessary u t i l i z a t i o n of 
h igh-cost faci l i t ies . 

The concepts generated b y the C a l i f o r n i a f o u n d a t i o n s spread 
t h r o u g h o u t the c o u n t r y and were i n t r o d u c e d , as I ment ioned , in to the 
M e d i c a i d Management Program i n N e w M e x i c o , I l l i n o i s , and n o w the 
C o m m o n w e a l t h H o s p i t a l Admiss ions M o n i t o r i n g Program ( C H A M P ) i n 
Massachusetts. F inal ly , p r o b a b l y the greatest success achieved was the i n ­
t r o d u c t i o n of the basic p h i l o s o p h y of the f o u n d a t i o n movement i n t o the 
PSR O legislat ion. W i t h P SR O legislat ion, the physicians have been r e i n ­
troduced to the managerial system, and we're al l w o r k i n g to set u p f o u n ­
dations that w i l l act as umbre l la organizations for PSROs. 



The Commonwealth institute of Medicine 
and the CHAMP System 

H. Thomas Ballantine Jr. 

Egdahl : B o t h previous speakers have ment ioned the C o m m o n w e a l t h 
Ins t i tute of Medic in e . T h e y haven ' t really def ined i t as a f o u n d a t i o n , b u t i t 
is o b v i o u s l y a very s trong force i n Massachusetts. T h e president of the 
C o m m o n w e a l t h Inst i tute of M e d i c i n e , D r . H . Thomas Ballantine Jr., is 
here to talk w i t h us today. H e attended the Johns H o p k i n s School of 
M e d i c i n e and has been a neurosurgeon at the Massachusetts General 
H o s p i t a l for m a n y years. H e is a past president of the Massachusetts 
M e d i c a l Society and a recipient of m a n y honors . D r . Bal lantine w i l l tel l us 
about the C o m m o n w e a l t h Ins t i tute of M e d i c i n e and its new C H A M P 
p r o g r a m . 

H . Thomas Ballantine Jr.: O n e of the problems w i t h a s y m p o s i u m , i t 
seems to me, is that i t is sometimes d i f f i c u l t to p l a n y o u r presentat ion since 
w h a t y o u have decided to cover may have been covered b y the preceding 
speaker. O r , the previous speaker may have b r o u g h t to m i n d something 
that takes o n a great deal more importance t h a n w h a t y o u had planned to 
say about i t . 

I am g o i n g to t r y to in t roduce y o u to the concept of the C o m m o n w e a l t h 
Ins t i tute of M e d i c i n e ( C I M ) , h o w i t began and w h a t was presumed to be 
its role. I happened to reread a l i t t l e brochure that we had p u t together 
about six or seven m o n t h s ago, and i t sounded pre t ty good. I t was sent to 
m a n y people, b u t , fo r the benefi t of those w h o m a y no t have read i t , I am 
g o i n g to read excerpts f r o m i t . T h i s describes the C o m m o n w e a l t h Ins t i tute 
of M e d i c i n e at the t ime the brochure was w r i t t e n : 

Medical-care expenditures in the United States exceed $80 bill ion an­
nually. Our current health system has become one of the top "industries" 
in our economy. Because the fundamental aspect of medical care in the 
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United States is freedom of choice, the system has grown with no overall 
coordination or concise structure. A n d no $80-billion business or i n - , , 
dustry can operate effectively without adequate management. T h e 
challenge lies in preserving the freedom of choice and the personal nature 
of our medical-care system, while applying much-needed modern 
management techniques to the problems of cost and quality assurance of 
medical care. I n 1969, the Massachusetts Medical Society began to study 
the formation of a nonprofit organization for the evaluation of the quality 
of medical care and its cost-effectiveness directed toward several varying 
systems for the delivery of medical care. I n 1972, the council of the 
Massachusetts Medical Society made these plans a reality by establishing 
and providing the intitial funding for the Commonweal th Institute of 
Medicine. T h e Corporation of the Commonwealth Institute is managed 
by a Board of Directors with representation from the physicians of 
Massachusetts, the Governor , the federal government. Blue Cross , Blue 
Shield, private insurance carriers, consumer input, labor, and the 
Massachusetts Hospital Association. T h e Institute is strictly nonprofit. It 
wil l not itself engage in any form of medical-care delivery but will offer to 
give assistance to and provide objective review of accomplishments of 
both proposed and currently operating medical-care delivery 
organizations. 

A p r i m a r y responsib i l i ty of the C o m m o n w e a l t h Ins t i tute is to evaluate 
and m o n i t o r the q u a l i t y and cost-effectiveness of medical-care del ivery 
organizat ions. W e use this t e rm i n order to have a broad generic 
f r a m e w o r k f r o m w h i c h we m a y l o o k at H e a l t h Maintenance Organizat ions 
( H M O s ) , w h i c h are really n o t w e l l - d e f i n e d and sometimes are used as a 
euphemism for capi ta t ion (prepayment) salaried-physician systems; so 
that we can l o o k at the medical-care del ivery system f r o m the s tandpoint 
of w h a t foundat ions can do w i t h i t and for i t ; and i n order to examine the 
s t r ic t ly fee-for-service, solo practice of medical-care de l ivery . I w i l l address 
myself to w h a t I have spoken of f r e q u e n t l y as the essential ingredients i n 
the de l ivery of medical care: (1) the q u a l i t y of care; (2) its cost; (3) its 
ava i lab i l i ty ; (4) its acceptabil i ty to patient and phys ic ian alike ( I f y o u have 
an unacceptable system, y o u are g o i n g to have an unacceptable q u a l i t y of 
medical care, as anyone w h o reads the New England Journal of Medicine 
has seen documented again and again i n the studies f r o m Bal t imore) ; and 
(5) h o w best to c o n t r o l this m u l t i b i l l i o n - d o U a r i n d u s t r y f r o m a manage­
ment s tandpoint , and h o w i t could perhaps be ideally organized. 

T h e C I M wanted to set u p a system that could evaluate and m o n i t o r 
medical-care de l ivery organizat ions. W e wanted to w o r k w i t h other 
organizat ions , p a r t i c u l a r l y the f o u n d a t i o n s , i n deve loping guidelines f o r 
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evaluat ing all avenues of medical-care del ivery . W e wished to look at the 
cost, and object ively m o n i t o r the cost and q u a l i t y of medical care i n 
Massachusetts i n order to produce credible data — data that people could 
really believe. D r . B u r w e l l to ld y o u about the one to t w o per cent reduc­
t i o n i n physic ians ' charges b y the f o u n d a t i o n s , and the 12 to 15 per cent 
reduct ion i n hospi ta l expenses i n San Joaquin. Y o u w i l l f i n d that these 
f igures have been challenged and are said to be part isan. W h e t h e r they are, 
i n fact, correct, we do not k n o w ; b u t we do k n o w that we need data. 
Management has learned this the hard w a y , and that is w h y i t is spending 
so m u c h m o n e y o n computers . W e need data i f we are to have any sort of a 
sensible management system. 

The C o m m o n w e a l t h Ins t i tute of M e d i c i n e directed its e f for ts to act ing 
as a l iaison among the medical c o m m u n i t y , insurers and government i n ­
terests. A m o n g its f i r s t actions, the C I M proposed to ini t iate comparat ive 
studies of var ious medical-care del ivery organizations w i t h the idea that 
they were to be evaluated relative to q u a l i t y , cost effectiveness and ap­
propriateness of care. T o this end, we appl ied for a grant f r o m the federal 
government , and we were not successful i n o b t a i n i n g the f u n d s . T h e n , act­
i n g o n the results of a feasibi l i ty s tudy that had its genesis o r i g i n a l l y f r o m 
the Massachusetts M e d i c a l Society, the C o m m o n w e a l t h Inst i tute of 
M e d i c i n e developed a p lan to cope w i t h the challenge of c o n t r o l l i n g the 
cost of medical care. T h e y proposed i n i t i a l l y that this be accomplished 
t h r o u g h on-site, concurrent m o n i t o r i n g of hospi ta l admissions and length 
of stay, i n an at tempt to reduce unnecessary hospi ta l izat ion and hospi ta l 
days. A s a beg inning , C I M proposed that this new p r o g r a m , called the 
C o m m o n w e a l t h H o s p i t a l Admiss ions M o n i t o r i n g Program ( C H A M P ) , be 
u t i l i zed to m o n i t o r the cost of M e d i c a i d hospital izat ions i n Massachusetts. 

W h a t this al l means is that the C o m m o n w e a l t h Ins t i tute of M e d i c i n e is 
t r y i n g to preserve the values of our t rad i t iona l pa t ient -phys ic ian 
relat ionship and the things that are good about our medical-care system, 
w h i l e m a i n t a i n i n g q u a l i t y and u p g r a d i n g i t wherever possible. W e are 
s t r i v i n g for cost-effectiveness, not so m u c h to lower the costs of del ivery 
of medical care, b u t to spread more effect ively the medical-care dol lar so 
that more people can get better care. 

I n this l i t t le brochure , we said we w o u l d a l low for the establishment of 
statewide guidelines b u t the actual review of cost and performance i n peer 
review processes w o u l d be conducted at the local level, where , as D r . , 
B u r w e l l has emphasized, there is f a m i l i a r i t y w i t h local faci l i t ies , records 
and problems. I t seemed to us that i f we cou l d derive credible data and 
have them published, the f indings f r o m such programs as I have outlined 
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should p r o v i d e s o u n d , much-needed guidelines for social and pol i t i ca l 
po l i cy as i t concerns any res t ruc tur ing of our present medical-care del ivery 
system. A n d a restructured medical-care de l ivery system w i l l be a certain­
t y , ladies and gentlemen, w i t h i n the next t w o or three years, maybe sooner. 
I t h i n k i t is readily apparent that neither the physic ians, nor the planners, 
nor the pol i t ic ians , nor the publ i c have the i n f o r m a t i o n that is essential to 
make any radical changes. W e may f i n d that i f we get good data, radical 
changes w i l l no t be necessary, and this w o u l d be, I believe, a great c o m f o r t 
to a great m a n y of us. 

T h e C I M b r o u g h t the C H A M P proposal before the state and, o u t of the 
proposal , there f i n a l l y came a contract o n July 19, 1973 to m o n i t o r 
M e d i c a i d hospi ta l admissions f o r necessity of admission and length of 
hospi ta l stay. There was a hard barga in ing session w i t h the state, its ad­
visors and the off icers of the C o m m o n w e a l t h Ins t i tu te of M e d i c i n e before 
we f i n a l l y ar r ived at the C H A M P contract . N o w there is a contract 
between the state and the C o m m o n w e a l t h Ins t i tute of M e d i c i n e . These are 
the t w o parties, and they are b o t h b o u n d b y this contract . I w o u l d l ike to 
go i n t o the w a y the contract w i l l w o r k , the w a y this is to be set u p , b u t I 
w o u l d l ike to r e m i n d y o u that cu rrent l y neither the C o m m o n w e a l t h 
Ins t i tu te of M e d i c i n e , nor the state, nor the hospitals , nor the physicians 
have any choice as to whether they w i l l or w i l l no t accept the C H A M P 
concept. T h e o n l y choice f r o m a hospi ta l s tandpoint is one of par t i c ipa­
t i o n . T h a t is, i f the hospi ta l wishes not to part ic ipate (and no hospi ta l has 
refused), then , of course, i t receives no payment for M e d i c a i d , i t gets no 
payment for its Medicare , and i t mu st r e t u r n al l its H i l l - B u r t o n f u n d s . 
O t h e r than that i t has perfect f reedom of choice. 

H o w is the system designed to w o r k ? T h i s is the i m p o r t a n t element. I t is 
designed to w o r k b y means of the peer-review mechanism. I t is designed 
a r o u n d the concept that o n l y a phys ic ian can l o o k at the performance of 
another phys ic ian , and that o n l y physicians w h o are aware of w h a t is 
h a p p e n i n g i n their o w n localities are really i n a pos i t ion to make 
judgments . T h i s , then , is a phys ic ian-or iented p r o g r a m . The o n l y quest ion 
is: C a n the physicians rise to the challenge? 

T h e second i m p o r t a n t element that m u s t be understood is that medical 
necessity is the p r i m a r y ingredient to be considered at al l times b y all 
elements of the C H A M P p r o g r a m , and this has been agreed to b y the state. 
N o patient w h o needs to stay i n a hospi ta l is g o i n g to be denied the r i g h t to 
stay i n the hospi ta l i f medical necessity demands i t or i f adminis t ra t ive 
necessity demands i t , p r o v i d i n g there is a medical necessity that supports 
" a d m i n i s t r a t i v e necessity." These are v i t a l l y i m p o r t a n t concepts for us to 
unders tand and carry f o r w a r d . 
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T he same thing is true when it comes to questions about length of stay. 
Lengths of stay will have target dates set up, based on the statistical 
Professional Activity Study (PAS) guidelines at the 50th percentile of 
length of stay by diagnosis and age. But these are target dates, and what 
we are setting up is a "management by exception" system. T h e target date 
indicates that the length of stay for a hernia might be six days, and, if 
everything goes well, the patient will be out of the hospital at the end of 
five or six days. However, on the fourth day, 48 hours before the expected 
date of discharge, the coordinator in this situation will put on the front of 
the patient's chart a reminder to the physician stating, in effect: " W e will 
expect this patient to be discharged the day after tomorrow. If it is im­
possible for this patient to leave within two days, will you please indicate 
that in the hospital record as part of your progress notes?" 

It is not an unreasonable request that if a complication has occurred, 
quality of care would require that this finding be documented in the 
progress notes. T h e nurse coordinator, on her own initiative, may extend 
the length of stay to the 75th percentile. Beyond that length, she must con­
sult her physician advisor, who will make a ruling concerning further 
hospitalization. 

W h o is the physician advisor going to be? T h e physician advisor is 
selected by the hospital's utilization-review committee. Th e name is 
forwarded to a regional review. (There are to be eight regions in this state, 
initially.) T he regional committee forwards the name to the state C H A M P 
committee, and that committee appoints the physician advisor. T o avoid 
this cumbersome mechanism, the hospital utilization-review chairmen are 
in the process of setting up criteria by which the committees themselves 
will be granted certification to appoint their own physician advisors. 

What safeguards are there for the practicing physician, and for the 
public? A physician who differs with the advisor in any instance can 
appeal to the utilization-review committee, and then to the regional com­
mittee. These regional committees are to be set up by local foundations. 
There is, therefore, a local and out-of-hospital appeals procedure. T h e 
public is protected by this mechanism because the state committee includes 
two consumer representatives; the hospitals are protected because two of 

f; their top administrative people are on the committee. Committee 
membership also includes four physicians chosen by C I M , since the state 
has placed C I M at considerable financial risk on this program. It is going 
to take a great deal of money to make this program work. T h e state had a 
mandate from the federal government to establish a monitoring program 
or else lose federal funding for Medicaid. It seemed to the physicians of 
Massachusetts that we had better help the state accomplish this; if we did 
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not , the state w o u l d establish a completely state-oriented, state-controlled, 
in-house m o n i t o r i n g system, certain to be unacceptable to us. 

There is a lot of w h a t I call the " F e a r - o f - t h e - D a r k S y n d r o m e " g o i n g 
a r o u n d concerning this w h o l e p r o g r a m . First , i t supposedly w i l l create 
more w o r k f o r the physicians. A s I see i t , the p r o g r a m should make less 
w o r k for the physicians i n the da i ly care of their patients. 

Secondly, i t supposedly w i l l create more w o r k for the u t i l i z a t i o n - r e v i e w 
committee. I believe that this is l i k e l y to be true. There is a call f r o m al l 
segments of the medical-care del ivery system f o r more intensive u t i l i z a t i o n 
review i n hospitals . The Trustees, A d m i n i s t r a t o r s , Physicians ( T A P ) 
p r o g r a m of the Joint C o m m i s s i o n o n Accre d i ta t i on of fdospitals and the 
Qual i ty Assurance Program (QAP) of the American Hospital Association — 
b o t h call f o r more expanded hospi ta l u t i l i z a t i o n - r e v i e w activities. 

F ina l ly , there is the fear — the silliest of al l — that "some nurse is go ing 
to tell me h o w to take care of m y pat ients . " 

T h e p r o g r a m is one of management b y exception. The coordinator i d e n ­
tifies the exceptions, the reasons for the exceptions; then peer review 
becomes operative. I t h i n k i t is g o i n g to w o r k . O n e of the things that en­
couraged us to enter in to this p r o g r a m is the fact that the coordinator f i l l s 
o u t a f o r m at the end of the patient 's hospi ta l stay. T h i s f o r m goes in to a 
computer base, f r o m w h i c h we get data. G o i n g back to C I M ' s or ig ina l 
concern about h a v i n g reliable data about the medical-care del ivery system, 
i f we can present credible i n f o r m a t i o n to the publ i c , then I t h i n k we w i l l 
have made a tremendous social c o n t r i b u t i o n . 



Blue-Shield Sponsored HMOs; 
The Cape Ann Plan 

John Larkin Thompson 

Egdahl: W e have heard i n f o r m a t i o n concerning H M O s , the H a r v a r d 
C o m m u n i t y H e a l t h Plan and the Kaiser-Permanente Plan. W e have heard 
about the comprehensive foundat ions o u t i n C a l i f o r n i a , h o w the San Joa­
q u i n and Sacramento foundat ions have a broad range of f u n c t i o n s , some 
similar to those of H M O s . There are some really exc i t ing things o c c u r r i n g 
i n Massachusetts that are progressive and i n t r i g u i n g i n terms of H M O 
development . 

W e have w i t h us today M r . John L a r k i n T h o m p s o n , president of 
Massachusetts Blue Shield. H e is a graduate of Boston U n i v e r s i t y School 
of L a w , and he has a master's degree f r o m the C o l u m b i a U n i v e r s i t y 
Graduate School of Business A d m i n i s t r a t i o n . M r . T h o m p s o n is i n v o l v e d 
i n m a n y activities i n Boston; he comes to us today, however , as the presi ­
dent of Blue Shield. M r . T h o m p s o n is g o i n g to talk to us about one of the 
exci t ing new H M O s w i t h w h i c h Blue Shield is w o r k i n g . 

John L a r k i n T h o m p s o n : I t is nice to have some good news for a change. 
I was a l i t t le b i t late get t ing here this m o r n i n g . The reason f o r the delay is 
that I was observing a presentation b y Blue Cross and Blue Shield con­
cerning the operat ion of the M e d i c a i d p r o g r a m for persons over 65 years 
of age. I t is rather s tar t l ing news: W e w i l l be h a n d l i n g that part of the 
state's M e d i c a i d c la im system, and we expect we may be p a y i n g claims i n 
another eight or nine days. I am sure that is s tar t l ing news. U n f o r t u n a t e l y , 
the p r o g r a m is jus t for the over-65. M a y b e someday we can handle the 
w h o l e t h i n g f o r the state. 

I am somewhat concerned about be ing u p here to represent the Cape 
A n n p r o g r a m ; i n the audience today is the gent leman w h o has made this 
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w h o l e t h i n g w o r k . H i s name is M r . Gary Janko, and he is a par t i cu lar ly 
s igni f icant person i n the dynamics of this p r o g r a m . F r a n k l y , i t is the 
remarkable dynamics of the Cape A n n p r o g r a m that I w o u l d l ike to ex­
plore w i t h y o u this m o r n i n g . I do not t h i n k that I am the person or this is 
the f o r u m f o r a discussion o n the benefits and detr iments of H M O s versus 
other health-care del ivery systems, or that i t is even appropriate . I t h i n k I 
can, however , b r i n g ins ight to the dynamics of one part icular s i tuat ion , 
and, h o p e f u l l y , the lessons learned f r o m that experience w i l l have 
ramif icat ions for s imilar developments w i t h i n the state. 

T h e Cape A n n H e a l t h Plan is the t e rm we use for the p r o g r a m 
developed b y a number of communi t ies o n the N o r t h Shore — specif ical ly, 
the t o w n of Essex, the c i ty of Gloucester, the t o w n of Manchester , 
R o c k p o r t Center, and the t o w n of R o c k p o r t . W e are t a l k i n g about a p o p ­
u l a t i o n of some 45,000 people clustered o n the coast of the Gloucester 
area. W e are t a l k i n g about a p o p u l a t i o n of rather s igni f icant homogenei ty 
as far as its age, f inanc ia l b a c k g r o u n d , and m i n o r i t y relat ionships are con­
cerned. I t is an area that can be analyzed for the p r o v i s i o n of special 
medical services and programs — p r o b a b l y the ideal s i tuat ion . 

1 t h i n k that 1 should also give y o u a l i t t le b a c k g r o u n d o n the Cape A n n 
M e d i c a l Center because this was the spark that b r o u g h t about the 
development of the health p l a n itself. T h e M e d i c a l Center is a licensed 
cl inic w i t h f u l l laboratory and x - ray services as w e l l as an emergency r o o m 
that can handle m i n o r surgical problems. The creation of the Center led to 
a possible serious spl i t w i t h i n the medical c o m m u n i t y of that area. W h e n 
the Center was completed, i n July , 1971 , m a n y physicians i n the c o m ­
m u n i t y expressed concern that i t w o u l d g r o w and prosper o n l y at the ex­
pense of the local hospi ta l . Since the Center was o w n e d b y the physicians 
w h o practiced therein, m a n y people were of the o p i n i o n that p r o f i t s f r o m 
the lab and x - ray uni t s were essentially f u n d s that w o u l d have supported 
the local hospi ta l . Some of m y staff members, as far as that part icular 
c o m m u n i t y goes, were somewhat unclear as to whether the local hospi ta l 
cou ld even have developed some of the a m b u l a t o r y programs operat ing 
w i t h i n the M e d i c a l Center. I n any event, the m a j o r i t y of physicians i n that 
c o m m u n i t y v iewed the development of the Cape A n n M e d i c a l Center w i t h 
substantial skeptic ism. 

Physicians i n that par t icular area are operat ing i n very def ined groups , 
along single-specialty, group-pract ice lines. T h e pediatricians, the in ter ­
nists, the obstetricians, the gynecologists , the general surgeons have a l l 
organized i n this fash ion i n that c o m m u n i t y ; we are t a l k i n g about ap­
p r o x i m a t e l y 23 physicians i n al l w h o reside and practice i n the c o m m u n i ­
ty-
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T h e Cape A n n M e d i c a l Center, as d is t inc t f r o m the H e a l t h Plan, is an 
of f ice composed of var ious facilit ies and i n v o l v i n g the par t i c ipa t io n of 
eight of the 11 internists w h o practice i n that area. (The three internists of 
the Gloucester c o m m u n i t y w h o do not part ic ipate i n the Center were ex­
tended the o p p o r t u n i t y to j o i n . ) T h i s is no t a n o n p r o f i t organizat ion ; i t is a 
p r o f i t organizat ion . 

I n October , 1972, Blue Cross/Blue Shield began to discuss the poss ib i l i ­
ty of a prepaid heal th p lan i n the Gloucester area. These discussions 
started w i t h M r . K e v i n D y e r , the adminis trator of the Cape A n n M e d i c a l 
Center. A t this t ime, M r . D y e r , representing the staff of the Center, ex­
pressed the desire to include al l o f the physicians pract ic ing i n the 
Gloucester -Rockport area w i t h i n the p r o g r a m . T h e u l t imate p l a n for c o m ­
prehensive health benefits w o u l d be to a l low p a r t i c i p a t i o n to all physicians 
i n that c o m m u n i t y . T h a t was a basic assumpt ion f r o m w h i c h no one ever 
wavered. 

By December, 1972, a benefits package had been established, and i n 
January, 1973, a budget s u p p o r t i n g the p r o g r a m was completed b y the 
staff of Blue Cross/Blue Shield, again i n c o n j u n c t i o n w i t h the ad­
minis t ra tor of the Center. I n a d d i t i o n , as the major elements of the 
p r o g r a m were being developed, potent ia l organizat ional structures were 
considered. 

I n M a r c h , 1973, an organizat ional s t ructure was agreed u p o n . W i t h 
these factors i n m i n d — a benefits s t ructure , a budget p r o g r a m , and an 
organizat ional ent i ty w i t h w h i c h Blue Cross/Blue Shield c o u ld contract — 
it became apparent that i t was n o w t ime to go o u t and discuss the w h o l e 
matter f u r t h e r w i t h the medical c o m m u n i t y . 

Eight basic assumptions underl ie the p r o g r a m : 
1 . T h e basic m e t h o d of re imbursement w o u l d be t h r o u g h capi ta t ion 

to the Plan. . . , 
2. Blue Cross w o u l d pay al l hospi ta l claims. 
3. T h e H e a l t h Plan w o u l d assume a level of r i sk commensurate w i t h 

the size of the enrol led p o p u l a t i o n . 
4. Blue Cross/Blue Shield w o u l d direc t ly u n d e r w r i t e the cost of 

emergency services o c c u r r i n g o u t o f the geographical area, e.g., 
hemodialysis and organ transplants . 

5. Blue Cross/Blue Shield w o u l d assume responsib i l i ty f o r al l 
m a r k e t i n g f u n c t i o n s i n v o l v i n g their o w n subscribers. 

6. A consumer advisory board w o u l d be established to p r o v i d e an 
effective voice for the Plan membership as w e l l as the lay c o m m u n i t y at 
large. 

7. A l l physicians w i t h i n the Plan w o u l d remain p a r t i c i p a t i n g 
physicians w i t h Blue Shield. 
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8. T h e p r i m a r y inpat ient f a c i l i t y w o u l d be the A d d i s o n Gi lber t 
H o s p i t a l . 

There are t w o opt ions available as methods of r e c r u i t i n g the staff to 
p r o v i d e these services. First , physicians f r o m o u t of the area may be 
b r o u g h t i n and establish residence, thereby increasing the number of 
physicians pract ic ing i n that area. 1 t h i n k everyone i n this r o o m can ap­
preciate the concern this approach w o u l d cause among the resident 
physicians i n the Cape A n n area. 1 am sure y o u can al l remember some of 
the very u n f o r t u n a t e conf l ic ts that developed i n communi t ies no t too far 
f r o m here over the i n f l u x of outsiders c o m i n g i n to p r o v i d e medical care. 
T h i s al ternative was never seriously considered. O b v i o u s l y , the second o p ­
t i o n — that of b r i n g i n g al l physic ians in t o the p r o g r a m — was most sensi­
ble. 

The president of the hospital 's medical service. D r . Wal ter E. 
O ' D o n n e l l , started o n the p r o g r a m i n M a r c h , 1973. A series of meetings 
was held w i t h al l the physic ians i n the Cape A n n area to explain the 
general proposal , h o w the p l a n w o u l d w o r k , its advantages, its risks and 
al l of the concerns about the p r o g r a m . I t was repeatedly made clear at each 
of these meetings that even t h o u g h Blue Cross/Blue Shield and the Center 
itself had been i n v o l v e d i n protracted discussions for a per iod of almost a 
year, this was not an at tempt to force a part icular p r o g r a m o n the com­
m u n i t y . 

A model had been b u i l t , and the model w o u l d be seriously investigated 
and discussed. A number of proposals were made m o d i f y i n g that or ig ina l 
model , and these meetings cont inued f o r some t ime. 1 t h i n k the M e d i c a l 
Center showed remarkable ins ight i n recognizing the necessity of b r i n g i n g 
together the medical c o m m u n i t y . I t is interest ing and encouraging that , 
o u t of this series of meetings, 25 physicians — 95 per cent of the tota l 
" p r i m a r y p h y s i c i a n s " of that area — decided to j o i n this p lan . T o date, the 
p l a n has over 95 per cent p a r t i c i p a t i o n b y the resident physicians of al l 
specialties w i t h i n that c o m m u n i t y . 

A t these meetings i t was also decided that the p r i m a r y physicians, w h i c h 
we w i l l f o r the m o m e n t def ine as those persons i n the specialties of inter ­
nal medicine, general practice, obstetrics and gynecology, pediatrics, 
general surgery and radio logy, w o u l d be re imbursed o n a capi ta t ion basis. 
T h i s decision was made b y the physicians themselves. O t h e r specialties 
w o u l d be re imbursed o n a fee-for-service basis since i t was expected that 
encounters w i t h these other specialties w o u l d occur less f requent ly . T h e 
other specialties inc luded psychia t ry , u r o l o g y , dermatology, al lergy, etc. 

A board of directors was established and inc luded representatives of 
each of the major p r i m a r y specialties. These are the people w h o are being 
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compensated o n a capi ta t ion basis, w i t h no one specialty, regardless of the 
number of physicians i n that specialty, h a v i n g more votes t h a n any other 
p r i m a r y specialty. Th e board w o u l d be responsible to the incorporators of 
the p l a n and w o u l d be const i tuted b y physicians representing the 
physicians being re imbursed o n a capi ta t ion basis. T h e y also decided that 
the adminis trator of the Cape A n n M e d i c a l Center w o u l d serve as the ex­
ecutive director of the H e a l t h Plan itself. Committees were then estab­
lished w i t h i n the phys ic ian c o m m u n i t y to l o o k i n far greater detail at the 
budget that Blue Cross/Blue Shield had prepared, the benefi t package 
itself, the p u b l i c i t y , the brochures and a l l other aspects of the p r o g r a m 
before i t w e n t to the publ i c . 

I t was t h r o u g h this committee e f f o r t that these physicians began w o r k ­
i n g together i n a dyn a mic sett ing, someth ing they had never done before. 
F r o m the i n p u t 1 have received f r o m m y staff and f r o m the physicians 1 
have met i n that area, 1 t h i n k 1 can test i fy that even i f the H e a l t h Care Plan 
had not amounted to a n y t h i n g , the need to discuss this p l a n achieved 
w i t h i n the medical c o m m u n i t y a degree o f cooperat ion that had never ex­
isted before. 

C o m m o n g r o u n d was f o u n d o n every single one of the points that 1 
have ment ioned thus far . T h e issues regarding a d m i n i s t r a t i o n of the p l a n , 
its general tone and its benefits were ef fect ively resolved, as were methods 
employed b y the medical c o m m u n i t y to present itself to subscribers. A 
peer-review and a u t i l i z a t i o n - r e v i e w committee w i l l , as a result , be set u p 
to m o n i t o r a l l medical care rendered b y the p r o g r a m . T h i s committee w i l l 
be representative of al l major specialties i n v o l v e d i n the p r o g r a m . A cen­
tral medical-records retr ieval system is n o w being developed and w i l l be 
f u l l y effective b y the t ime the p r o g r a m is o f fe red to the publ i c at large. I t is 
this u n i q u e system that w i l l s u p p o r t the peer-review and q u a l i t y - c o n t r o l 
mechanisms. T h e system w i l l y i e l d summaries of the patient 's complete 
medical records. A l l inpat ient and outpat ient encounters w i l l be recorded 
i n one place. T h e summaries of these encounters w i l l inc lude the 
procedures p e r f o r m e d , as w e l l as related diagnoses. 

W h i l e the Cape A n n M e d i c a l Center w i l l serve as the headquarters of 
the p lan itself, the p a r t i c ipa t ing physicians w i l l s t i l l use their o w n off ices , 
l i n k e d together b y a special telephone system and , of course, b y the cen­
tral ized data-retr ieval system. 

1 should l ike to p o i n t o u t that the subscribers to the Cape A n n H e a l t h 
Plan choose their p r i m a r y phys ic ian f r o m among the par t i c ipa t ing 
physicians i n that c o m m u n i t y . U s u a l l y , he w i l l be someone w i t h w h o m 
they already have a substantial re la t ionship . 

A consumer advisory panel w i l l be established w i t h i n six m o n t h s after 
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the Plan has been p u t i n t o operat ion . I t w i l l consist of 10 subscribers to the 
p r o g r a m and f i v e representatives of the c o m m u n i t y at large. T o insure this 
i m p l e m e n t a t i o n , this consumer panel w i l l i n i t i a l l y be appointed b y the 
board of directors of the Plan; thereafter, i t w i l l elect its o w n members. 

I t s h o u l d interest y o u to k n o w h o w the f u n d s f l o w w i t h i n such an 
organizat ion . U n d e r the agreement between the Cape A n n Plan and Blue 
Cross/Blue Shield, a direct medical capi ta t ion is pa id to the p lan . Inc luded 
under the services covered b y this medical capi ta t ion are the costs of a l l 
medical and surgical services — outpat ient , a m b u l a t o r y , x - r a y , physical 
therapy, home health care, and emergency services. T h e capi ta t ion levels 
are based o n an expected f o u r doc tor -o f f i ce visi ts per person per year. A 
ba nd , so to speak, has been established above and be low that , and w i t h i n 
this part icular band the Plan is at r i sk . 

I ment ioned earlier that there are some services for w h i c h the Plan has 
no r i sk whatsoever, and these are hemodialysis , organ transplants , and 
emergency services outside of the area. These services are covered b y Blue 
Cross/Blue Shield. 

I have been to a numbe r of meetings w i t h i n the last three years since I 
have been associated w i t h Blue Shield, and at almost al l of them a speaker 
is addressing the g r o u p i n terms of an analysis of a part icular health-care 
system, whether i t be H M O , a f o u n d a t i o n or the l ike . I am always 
somewhat distressed, since, i t seems to me, everyone is t r y i n g to define a 
s ingular and ident i f iable e n t i t y that stands separate and apart f r o m some 
other p l a n that may be just d o w n the street. T h e Cape A n n H e a l t h Plan, I 
t h i n k , absolutely refutes that n o t i o n : Here we have a s i tuat ion where w h a t 
was o r i g i n a l l y an open panel became a de facto closed panel because so 
m a n y people jo ined ; and where there is capi ta t ion , b u t fee-for-service is 
also mainta ined w h e n appropriate . M a y b e the Cape A n n H e a l t h Plan 
should be noted for its schizophrenic approach to the de l ivery of health 
care. I t bothers me somewhat that we cannot classify this Plan, b u t maybe 
there is a lesson to be learned f r o m that . Perhaps we al l spend too m u c h 
time t r y i n g to classify these i ns t i tu t i ons rather t h a n d e t e r m i n i n g h o w they 
can better serve the publ i c . 

There are a number of par t icular advantages to this Plan that I w o u l d 
l ike to review at this p o i n t . O n e is the u t i l i z a t i o n of al l in-place faci l i t ies ; 
y o u are no t always l o o k i n g f o r substantial capital grants to b u i l d new 
facil i t ies. A second p o i n t is the m i n i m i z a t i o n of requirements for ad­
d i t i o n a l capital i n order to p r o v i d e the system of de l iver ing comprehensive 
health care. T h i r d l y , and most s i gn i f i cant l y , there is a tota l u t i l i z a t i o n of 
in-place medical m a n p o w e r ; I ment ioned earlier that some 95 per cent of 
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the physicians i n that c o m m u n i t y had decided, i n fact, to create their o w n 
H M O . F o u r t h , subscribers have a total f reedom of choice i n re lat ion to 
c o m m u n i t y physic ians, w h o w i l l be ident i f iable to subscribers since we are 
no t t a l k i n g about new people, new faces, b u t about exist ing relat ionships 
and exist ing reputat ions. T h e f i f t h p o i n t is the comprehensive health-care 
benefi t package that w i l l be o f fered to al l subscribers i n that area; substan­
t ia l ly broader i n benefits than the exist ing Master M e d i c a l p r o g r a m , the 
price w i l l be w i t h i n eight to 10 per cent of the latter. A n d f i n a l l y , as D r . 
Ballantine discussed earlier, there is cost conta inment and q u a l i t y enhance­
ment t h r o u g h local peer review and u t i l i z a t i o n review. 

W e t h i n k this is a pre t ty exci t ing p r o g r a m . I am sure y o u can take this 
package and t ransport i t to some similar e n v i r o n m e n t i n the C o m ­
m o n w e a l t h . I hope y o u are aware that , a l t h o u g h we argue the merits and 
demerits of var ious alternative health-care del ivery systems, we w i l l o f t e n 
be unable to determine the so lu t ion . W e must extract the best elements of 
al l w o r l d s . I t h i n k that the Cape A n n Plan of fers a good model f o r y o u to 
t h i n k about and t r y to develop. > 



Decentralization of HEW Programs 

Robert E. Fulton 

Egdahl: T h e f i n a l speaker this m o r n i n g is M r . Robert F u l t o n , w h o is 
director of Region O n e , D e p a r t m e n t of H e a l t h , Educat ion, and Wel fare . 
M r . F u l t o n is g o i n g to ta lk to us about decentral izat ion of H E W programs. 
1 t h i n k that we are all v e r y m u c h interested i n w h a t is go ing to happen. W e 
have heard about decentral izat ion. W h a t does i t mean? 

Robert E . Fulton: 1 am not g o i n g to make a speech; 1 am go ing to make a 
couple of comments . 1 w o u l d rather part ic ipate i n the panel discussion. 1 
w i l l jus t say a v e r y f e w things about the decentral izat ion push w i t h i n 
H E W . T h i s is par t of a federal e f f o r t of this present A d m i n i s t r a t i o n to 
move p r o g r a m a u t h o r i t y and personnel o u t of W a s h i n g t o n and in to 
regional settings. I n early 1969, s h o r t l y after President N i x o n came in to 
of f i ce , a po l i cy was stated p r o v i d i n g for movement o n decentral izat ion, for 
c o m m o n regional boundaries , f o r establishment of federal regional c o u n ­
cils, and f o r a w h o l e series o f other activities aimed at a m p l i f y i n g and i m ­
p r o v i n g federal adminis t ra t ive processes. Y o u may no t have seen the 
effects of some of those s i m p l i f i c a t i o n moves, b u t a great m a n y things 
have happened and a great m a n y more are s t i l l i n the w o r k s . 

W i t h i n H E W , the p u s h f o r decentral izat ion was not very s trong u n t i l 
early this year, w h e n Secretary Caspar Weinberger ar r ived o n the scene. 
O n e of the f i r s t th ings he d i d was issue a direct ive that al l agencies o f 
H E W prepare decentral izat ion plans, and he stated that the b u r d e n of 
proof w o u l d be o n each agency and each p r o g r a m to establish the necessi­
ty for rema in ing under central a d m i n i s t r a t i o n at a nat iona l level. H e gave 
some general cri teria f o r programs that m i g h t q u a l i f y f o r that cont inued 
centralized approach. Since then, a great m a n y decentral izat ion plans have 
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been developed w i t h i n the department . T h e y are under v a r y i n g stages of 
review. 

I n the health area, the f i r s t really major result of the Secretary's p u s h 
was the movement of hea l th -manpower programs to the regions. There is 
some quest ion about the f u t u r e of some of these programs. D e v e l o p i n g 
them at the regional level may t u r n o u t to be a mixed blessing. W e may be 
a l lowed to handle o n l y close-out audits and the sort of t h i n g that is no t 
par t i cu lar ly exci t ing f r o m an adminis t ra t ive s tandpoint . I n any case, there 
are m a n y lines of act ion u n d e r w a y o n this , and i n the regional of f ice our 
staff and responsibil it ies are g r o w i n g . W e must c o n f r o n t space problems, 
personnel-service problems, and the l ike , i n our attempts to satisfy jus t the 
adminis t ra t ive requirements. 

1 t h i n k decentral ization is i m p o r t a n t o n l y i f i t results i n better services 
and more ef f ic ient use of resources. M y a m b i t i o n , as regional director , is 
f u n d a m e n t a l l y to b r i n g about the better use of resources: to effect 
management improvements and strengthen the l i n k s of the var ious H E W 
resources, b o t h w i t h i n H E W and w i t h other e f for ts that may be federal , 
state, or pr ivate i n nature. 

There are m a n y exci t ing th ings o c c u r r i n g o n w h i c h 1 w o n ' t d w e l l , and 
we have a terr i f ic challenge. H E W is the largest federal department . I t has 
n o w outs t r ipped the D e p a r t m e n t of Defense i n spending money . W e have 
about o n e - t h i r d of the federal budget . W e handle money that totals i n 
N e w England alone something o n the order of $5 b i l l i o n a year. These 
monies have major social and economic impact , obv ious ly . 1 have been o n 
the job n o w for six m o n t h s , and 1 am t r y i n g to f i g u r e o u t the highest 
prior i t ies and w h a t 1 can do about them. 

1 w a n t to comment o n jus t a couple of th ings i n the health area. W e are 
about to have a reorganizat ion of the regional components of the Public 
H e a l t h Service. There w i l l be a s t rengthening of the role of the regional 
health adminis trator , over w h o m 1 have no a u t h o r i t y ; b u t 1 do have coor­
d i n a t i o n responsibi l i ty f o r health programs. 

" H e a l t h " is the first w o r d of the title designated to the Department of 
H e a l t h , Educat ion, and Wel fare , and I have discovered since I have been 
here h o w appropriate a placement that is; heal th programs and health 
problems permeate the w h o l e D e p a r t m e n t , even the O f f i c e of Educat ion . 
T h a t O f f i c e interacts w i t h the health f i e l d i n a number of areas, i n c l u d i n g , 
of course, s tudent a id, and every other major part of the regional of f ice has 
involvements w i t h health. I have f o u n d that a great deal o f m y o w n t ime 
and that of m y immediate staff is spent i n v o l v e d w i t h health matters. W e 
are n o w m a k i n g major e f for ts , as some of y o u k n o w f r o m reading the 
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papers, to effect better enforcement o f standards, par t i cu lar ly the f i r e - and 
l i fe-safety standards of n u r s i n g homes. A great deal of energy is g o i n g i n t o 
these projects i n H E W and i n the var ious state agencies that share these 
responsibil i t ies . 

I w i l l close w i t h w h a t I feel is indicat ive o f some of the problems we 
have i n b r i n g i n g about change. W e are n o w t a l k i n g i n this region about 
sett ing u p a new u n i t that w o u l d p o o l the staffs of a l l the agencies that are 
responsible for s u r v e y i n g and c e r t i f y i n g heal th facil i t ies. T h a t respon­
s i b i l i t y is presently f ragmented a m o n g the Public H e a l t h Service, the 
Social Security A d m i n i s t r a t i o n i n regard to Medicare , the Social and 
Rehabi l i ta t ion Service i n regard to M e d i c a i d , and the Federal Engineering 
and C o n s t r u c t i o n A g e n c y i n regard to cons t ru c t i on standards. There are 
p r o b a b l y a f e w others that I can't t h i n k of o f f hand. I n any case, we have 
developed a p l a n that consolidates the staffs i n v o l v e d w i t h the survey and 
cer t i f i ca t ion w o r k . H o w e v e r , we have had some i n s t i t u t i o n a l resistance to 
this move , m u c h o f w h i c h shows a s u r p r i s i n g intens i ty of feel ing regard­
i n g adminis t ra t ive matters o f t e n considered mu ndane . I have i n m i n d , i n 
part icular , the comments of one of o u r Public H e a l t h Service physicians 
w h o disagreed w i t h the p lan . H e fe l t that locat ing the cer t i f i ca t ion process 
is f u n d a m e n t a l l y a p r o b l e m of medical ethics. 1 am t r y i n g to absorb this 
and understand w h a t i t means f r o m an adminis t ra t ive s tandpoint . 



The Morning Panel 

Egdahl : Everybody appears to view risk-sharing differently. D o you 
think it is essential, M r . Kahan , that the physician be at risk in order to 
have maximum economy in our health-delivery system? 

K a h a n : Yes, 1 think it is essential that the physician or the foundation be 
at a certain amount of risk. 1 know we wil l have arguments about what 
that amount should be — five per cent? 10 per cent? 15 per cent? 20 per 
cent? But certainly, the concept of the physician's being at risk is quite im­
portant. 

Egdahl : D o you envision this for the near future or later, after ex­
perience with claims review has been obtained by your various foundation 
activities? In other words, is this something that is imminent? 

K a h a n : T h e reason that the Bay State Foundation did not immediately 
give full support for a sponsored comprehensive health-care package was 
that we felt that the physicians should be at risk. Because the physicians 
lacked the peer-review and utilization-review experience, we bought that 
experience. We are buying that experience through the pilot peer-review 
demonstration project, in which we are not at risk except in terms of a 
contract being cancelled or discontinued. If the physicians are willing, and 
1 think they all are, to go for a comprehensive health-care coverage, then 
through better use of ambulatory services they can cut hospitalization 
costs. That is where the action is in terms of finance. T h e y must be at risk 
and put their money where their mouths are. 

Egdahl : D r . Burwell , do you agree with that? 



32 B O S T O N U N I V E R S I T Y M E D I C A L C E N T E R 

B u r w e l l : Yes. I t h i n k that , i n m a n y ventures , i f a f i n a n c i a l stake i n the 
outcome is arranged, there w i l l be more e f f o r t expended to make i t w o r k . 
O f o u r better health- insurance plans, physicians tend to appreciate Blue 
Shield because i t has not i n v o l v e d them i n any f inanc ia l r i sk . I f Blue 
Shield w e n t b a n k r u p t , they c o u l d n ' t care less. I f physic ians, however , are 
" p a r t of the a c t i o n , " they w i l l be forced to realize that the success of the 
system depends o n their e f forts . T h i s i n v o l v e m e n t s h o u l d prov ide the 
m o t i v a t i o n to do a m u c h better job . I t h i n k a certain a m o u n t of r isk is a 
prod uct ive incent ive i n the system. 

Egdahl : M r . T h o m p s o n , y o u ment ioned the w o r d " r i s k " w i t h respect to 
Cape A n n . I f the physicians have too m a n y of f ice visi ts made to them d u r ­
i n g the year — eight, fo r instance, instead of f o u r — do they receive less i n ­
come or does Blue Shield cover those extra visi ts so the physicians d o n ' t 
lose personal income? 

T h o m p s o n : T o the extent that the u t i l i z a t i o n exceeds the level that they 
have agreed to, they stand at r i sk for a negotiated percentage over the 
agreed baseline. W h e n we exceed that band , then Blue Cross and Blue 
Shield come back in to par t i c ipa t ion . 

Egdahl : A r e n ' t y o u worr ied? 

T h o m p s o n : I t is a reasonable r i sk p u t u p o n them. W h a t we are t r y i n g to 
do is to develop a level of awareness among the phys ic ian part ic ipants as 
to the cost ramif icat ions of care, and the best w a y to make people aware of 
the cost is to have them share i t . 

Egdahl : A r e n ' t y o u a f ra id that w h e n the pat ient asks, " W h e n do y o u 
w a n t me to see y o u again, d o c t o r ? " , the phys ic ian may reply , " W e l l , 10 
years f r o m n o w . " T h a t is called " u n d e r u t i l i z a t i o n . " 

T h o m p s o n : O n e of the things we i n t e n d to do, and we have been 
seriously s t u d y i n g this f o r some t ime, is to establish mechanisms deter­
m i n i n g whether the very serious p r o b l e m of u n d e r u t i l i z a t i o n exists. I 
w o u l d l ike to believe, subject to dissent b y everybody i n the r o o m , that 
physicians w i l l determine the necessity of a patient 's level of care o n the 
basis of need. 

Egdahl : D r . B u r w e l l wants to add to that . 



P E R S P E C T I V E S O N H E A L T H P O L I C Y 33 

B u r w e l l : N o , I w o u l d jus t l ike to ask another quest ion, i f I may , i n 
regard to r i s k - sh a r in g . I f the reduct ion i n u t i l i z a t i o n of hospi ta l beds saves 
money f o r Blue Cross, w h o benefits? W h e r e does this money go? 

Egdahl : D o y o u spl i t the savings w i t h the doctor? 

T h o m p s o n : W e l l , no , there is a sp l i t capi ta t ion : one capi ta t ion for the 
medical services and another capi ta t ion f o r m u l a for the hospi ta l services. 
B u t to the extent that the u t i l i z a t i o n is be low the hospi ta l capi ta t ion , then 
the Plan — and I d o n ' t mean Blue Cross/Blue Shield — the H e a l t h Plan 
does share i n that savings. 

Egdahl : D r . Bal lantine, y o u said that the C o m m o n w e a l t h Inst i tute 's role 
is to promote h i g h - q u a l i t y medical care and cost effectiveness. D o y o u 
t h i n k i t is possible to be t r u l y cost-effective w i t h o u t h a v i n g the phys ic ian 
at some r i sk , or are y o u espousing a t - r i sk programs? 

Bal lant ine: N o , as I said earlier, we are no t g o i n g to engage i n the 
del ivery of medical care. T h e C o m m o n w e a l t h Ins t i tute of M e d i c i n e does 
n ot conern itself w i t h physic ians ' fees i n any w a y , shape or f o r m . T h e 
C H A M P p r o g r a m is p u r e l y a h o s p i t a l - u t i l i z a t i o n p r o g r a m . Where i t w i l l 
go i n the f u t u r e I do not k n o w . I t h i n k that we w o u l d l ike to s tudy things 
l ike the Cape A n n Plan i n compar ison to other programs — the H a r v a r d 
C o m m u n i t y H e a l t h Plan, f o r instance. B u t I must plead w i t h M r . T h o m p ­
son and the rest of y o u to use the t e rm "medical-care del ivery 
o r g a n i z a t i o n " ( M C D O ) , rather then " H M O " or something of that sort, i n 
reference to these heal th-del ivery plans. W e w o u l d call the Cape A n n 
p r o g r a m an M C D O . W e can i d e n t i f y the features of such plans and then 
contrast and compare them object ively. 

T h o m p s o n : D r . Bal lantine, no t to take exception to that part icular name, 
this m o r n i n g , i n an at tempt to describe Cape A n n , 1 came u p w i t h the term 
" H M O S F " - an H M O o n Sol id F o u n d a t i o n ! 

Egdahl : D r . Bal lantine, i sn ' t i t y o u r p r i n c i p a l f u n c t i o n to get data and 
use i t product ive ly? A r e y o u i n d i c t i n g the data q u a l i t y of Blue Shield/Blue 
Cross, the data that n o w exist? W h a t are y o u g o i n g to do w i t h this data? 
W i l l y o u use a newer and bigger computer? 
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Bal lant ine : I t h i n k that the type of data we are interested i n , neither Blue 
Cross nor Blue Shield has addressed itself to . W e w o u l d l ike to have a data 
base that uti l izes al l i n p u t , whether i t comes f r o m g o v e r n m e n t or pr ivate 
sources, related to cost effectiveness and q u a l i t y of medical care. A n d jus t 
h o w compatible are cost effectiveness and q u a l i t y ? T h e t w o are in ter ­
t w i n e d . 

Let us say that y o u i d e n t i f y a hospi ta l where the l ength of stay for her­
n i o r r h a p h y is consistently 10 per cent higher t h a n that i n any other 
hospi ta l i n the C o m m o n w e a l t h . I sn ' t i t t ime n o w to examine the practice 
patterns of the physic ians, see the w a y the hospi ta l is set u p , and f i n d o u t 
w h y the longer l ength of stay? W e m i g h t discover, i n this case, for exam­
ple, that the staff was not aware that there was i n that hospi ta l an u n ­
acceptable i n f e c t i o n rate for clean cases. T h e y ' r e no t h i d i n g a n y t h i n g . I t 
was jus t never b r o u g h t to their a t tent ion . By d e l v i n g f u r t h e r in to such 
problems as length of stay, we may be able to i d e n t i f y q u a l i t y problems. 

I t h i n k that we need to b r i n g this data together; as yet , there has never 
been anyone able to do that. W e w a n t this gathered data to have an 
a u t h o r i t y that clearly indicates: " T h i s is no t Blue Cross data; i t is not 
government data: I t is Ins t i tute d a t a . " T h e Ins t i tu te has broad enough 
representation that i f i t s h o u l d say, " T h i s is the w a y i t l o o k s , " then that is 
the w a y i t is. 

Egdahl : D r . Bal lantine, let me ask y o u this quest ion. There w i l l be a 
great deal of data f r o m the P S R O State C o u n c i l , f r o m the Bay State and 
other PSROs, f r o m the C o m m o n w e a l t h Ins t i tu te , Blue Shield and Blue 
Cross, John Hancock and other insurance companies, the federal g o v e r n ­
ment , and f r o m W a s h i n g t o n agencies. D o y o u envis ion the C o m ­
m o n w e a l t h Ins t i tute as being a sort of reposi tory of the generic data f r o m 
w h i c h decisions about prof i les and standards are made? D o y o u t h i n k a 
statewide PSRO C o u n c i l w i l l p e r f o r m these f u n c t i o n s , or do y o u envis ion 
them all d u p l i c a t i n g one another? 

Bal lant ine: I n the b e g i n n i n g there w i l l be m a n y dupl ica t ions , I believe, 
and we m u s t w a i t to see h o w this shakes out . I t h i n k i t w o u l d be u n ­
reasonable to expect every f o u n d a t i o n to gather its o w n data o n its o w n i n ­
i t ia t ive . There should be one, central , data-gather ing base — possibly a 
statewide PSRO C o u n c i l , i n w h i c h case C I M cou l d fade i n t o the 
b a c k g r o u n d . I d o n ' t see a u n i f o r m method set u p yet, however . 

Egdahl : M r . K a h a n , w h a t are y o u r thoughts o n this p r o b l e m w i t h data? 
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K a h a n : I f i n d i t rather l ike the parson's egg: part good and par t bad. I 
disagree w i t h y o u , D r . Bal lantine, that i t should not be the local or regional 
PSRO's job to collect data. H o w e v e r , I agree w i t h y o u that terms used b y 
all PSROs w i t h i n the C o m m o n w e a l t h and, h o p e f u l l y , t h r o u g h o u t the na­
t i o n , should be u n i f o r m , and I w o u l d look f o r w a r d very m u c h to C I M 
d e f i n i n g the terms. W e s t i l l d o n ' t k n o w h o w to define outpat ient vis i ts ; we 
st i l l do not even k n o w h o w to def ine m o r t a l i t y rates. I t was i n y o u r 
hospi ta l some years ago, I believe, where they used to discharge a l l dead 
patients to the morgue , so y o u could never f i n d o u t h o w m a n y patients 
died at the Massachusetts General H o s p i t a l . 

H o w e v e r , I t h i n k i t is i m p o r t a n t that we s t i l l p rov i de , w i t h i n a u n i f o r m 
data set, enough f l e x i b i l i t y i n the state that var ious PSROs — maybe f o u r , 
f i ve or six PSROs — could experiment w i t h the d i f f e r e n t potent ia l systems 
that m i g h t be developed. W e st i l l do not k n o w enough about prospective 
pre-admission cer t i f i cat ion, or concurrent rev iew or retrospective review. I 
t h i n k there is a place for each and a d i f f e r e n t approach to each. 

Egdahl : M r . Kahan , where do y o u believe the b u l k of data w i l l reside? 
W i t h the fiscal intermediaries l ike Blue Cross and Blue Shield? W i t h the 
PSROs? W i t h the PSRO state councils us ing that data? O r , do y o u see 
these i n terms of dupl icat ion? 

K a h a n : I t h i n k they were t a l k i n g about d i f f e r e n t sets of data. 
A n o t h e r matter , however , of practical concern, is that i f the federal 

government is g o i n g to f u n d PSROs as they are obligated to do ( they've 
also already f u n d e d Blue Cross/Blue Shield w i t h a larger computer system 
or port ions of their computer systems), I can h a r d l y imagine them g i v i n g 
us money or addi t ional f u n d s to C I M or the statewide PSRO to develop 
separate computer systems. I t h i n k there w i l l be pressure p u t u p o n us to 
ut i l ize exist ing computer capabilities that have already been f u n d e d b y the 
state. 

Egdahl : Blue Shield has a large computer operat ion whose capabilities 
are broad. H o w do y o u v i e w this , M r . T h o m p s o n ? 

T h o m p s o n : 1 t h i n k D i c k K a h a n has p u t his f inger o n a p r o b l e m that 
deserves more discussion — that is, the t e rm " d a t a " means d i f f e r e n t things 
to each person i n the r o o m . 1 f i n d i t hard to believe that any other 
organizat ion — C I M , H M O , take y o u r choice — w o u l d really w a n t to get 
20,000 claims every day and go over them again. I t seems to me there is a 
tremendous need for the part ic ipants i n this w h o l e process to better u n -
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derstand w h a t k i n d of data and w h a t part icular shape, whether i t be s u m ­
m a r y or some other, w i l l be sensible for the d i f f e r e n t levels of organizat ion 
i n v o l v e d . A s I said earlier and ment ioned to one of the gentlemen this 
m o r n i n g , " W h e n there is a s n o w s t o r m and they can't deliver m a i l fo r t w o 
or three days, we get o n l y 60,000 or 70,000 c la ims . " T o t r y to duplicate the 
capacity necessary to handle that type of load w o u l d be patent ly s t u p i d . 
Blue Shield spends about $7 m i l l i o n a year o n just computer services alone, 
and 1 d o n ' t believe i t is i n anybody 's interest just to t r y to duplicate these 
services. 

Egdahl : Y o u d o n ' t seem to agree w i t h D r . Burwel l ' s statement, M r . 
K a h a n , that the phys ic ian s h o u l d c o n t r o l the claims-processing situation? 

K a h a n : W e l l , i f they w a n t to, f ine . T h e n I am g o i n g o u t to practice 
medicine. 

Egdahl : D r . B u r w e l l , w h y do y o u w a n t to c o n t r o l that claims processing? 
Blue Shield has Electronic D a t a Systems, Inc . (EDS), w h i c h is d o i n g a 
good job f o r them. , , : 

B u r w e l l : I am glad y o u asked that quest ion. A c t u a l l y , M r . T h o m p s o n , 
Blue Shield doesn't process the data; EDS processes y o u r data o n a con­
tractual basis. I f y o u w a n t to p i n a name o n i t . D r . P h i l l i p f i e m p t o n of 
Florida has developed the t e rm " f o u r t h p a r t y " i n health-care del ivery . The 
f i r s t par ty is the patient ; the second, the phys ic ian ; the t h i r d p a r t y , the 
f inancier ; and D r . H e m p t o n proposes that the f o u r t h - p a r t y designation 
refer to the data processor, w h o is independent and has representatives 
f r o m al l of the others. 1 am i n t r i g u e d b y the t h o u g h t the phys ic ian w o u l d 
be f a i r l y d o m i n a n t o n the board of this f o u r t h p a r t y , b u t i t w o u l d have 
representation f r o m the other parties as w e l l . 1 t h i n k one of the b i g 
problems we've had i n the past is that those w h o have handled the data 
processing have had special interests. W e m u s t have a c o m m o n data 
system or bank, managed b y an objective g r o u p , w h i c h serves as the 
source of data for everyone interested, whether i t is the federal or state 
government . Blue Cross/Blue Shield, Aetna , PAS, etc. 

T h o m p s o n : I d o n ' t w a n t to be a pessimist, b u t let me jus t m e n t i o n one 
experience of the past t w o or three years. There has been a n a t i o n w i d e 
a t tempt to s tructure a c o m m o n c la im f o r m f o r al l the carriers and also f o r 
the federal government . T h e A m e r i c a n M e d i c a l Associat ion has been i n -
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v o l v e d i n this , and Blue Cross/Blue Shield have spent extensive sums 
t o w a r d this end; i t o b v i o u s l y has some very attractive features. B u t each 
par ty i n v o l v e d is interested i n d i f f e r e n t k i n d s of material and i n f o r m a t i o n . 
Y o u may have f o u n d i n a recent issue of the A M A News the l i t t le squib 
indicat ing that a c o m m o n c la im f o r m has been developed and is n o w 
available; and the price is even g iven . T h a t announcement is absolutely i n ­
correct: A n acceptable f o r m has not yet been developed, par t i culary one 
that w o u l d prove useful to the carriers a r o u n d the c o u n t r y . D r . B u r w e l l is 
correct: There has to be a better unders tanding of w h a t constitutes 
necessary i n f o r m a t i o n . I am somewhat pessimistic as to w h e n this is go ing 
to happen. 

Egdahl : There are several questions relevant to the development of 
PSROs and the area designations that w i l l soon occur. F o l l o w i n g these 
designations, there w i l l be federal monies appropr ia ted to init iate and i m ­
plement PSROs. There w i l l be requirements concerning i m p l e m e n t a t i o n , 
and most of y o u have seen the timetable developed i n this regard. T he 
quest ion is, M r . F u l t o n , w h a t role does y o u r regional of f ice have w i t h 
respect to the local PSROs and the State Counci l? D o y o u of fer con­
sultat ive services? W i l l y o u have an active role? W h a t impl icat ions arise 
f r o m the increasing strength of y o u r of f ice w i t h respect to y o u r respon­
sibilities and the types of things we've been t a l k i n g about today — PSROs, 
federal M e d i c a i d and Medicare monies, etc.? 

F u l t o n : A t present, the staff of the regional of f ice is engaged i n develop­
i n g recommendations of the area designations. There have been a series of 
hearings and meetings i n each state to gather i n p u t f r o m the professionals, 
f r o m state-government people and f r o m citizens. The f i r s t recommen­
dations for N e w England have already gone to W a s h i n g t o n , and they do 
not include Massachusetts; we are no t yet prepared to s u b m i t the 
recommendations for Massachusetts or Connect icut . W e have dealt f i r s t 
w i t h the smaller states because i t is a s impler matter; there seems to be 
f a i r l y u n a n i m o u s agreement that single-state PSROs make sense for the 
other f o u r N e w England states. 

O n questions concerning w h a t recommendat ion w i l l be made for 
Massachusetts, w h e n i t w i l l be made, w h e n the Secretary of H E W w i l l ten­
tat ively approve i t fo r p u b l i c a t i o n and f o r m a l comment , I ' m not really 
clear. The logical sequence of events indicates that this w o u l d have to be 
done b y about the end of N o v e m b e r to meet the January 1 deadline for 
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designation of areas. There m u s t be a per iod for publ i c comment . A f t e r the 
areas are designated and we have begun the process of developing and 
f u n d i n g PSROs, or , I s h o u l d say, once we have achieved a f o r m a l federal 
connect ion ( I k n o w that the process is already at w o r k i n the area), there 
w i l l be a major regional role i n r e v i e w i n g applicat ions and enforc ing 
regulations under development . A s to the quest ion of the State C o u n c i l 
and h o w i t w i l l relate to PSRO organizat ions, i t is m y assumpt ion and m y 
expectation that the regional o f f i ce w i l l do the basic developmental w o r k 
w i t h the medical societies and the state governments . 

I have not yet heard any discussion here about the interactions between 
PSRO and u t i l i z a t i o n - r e v i e w requirements or w i t h comprehensive health 
p l a n n i n g . O n e of m y concerns is that we i n v e n t PSR O structures and 
organizat ions that overlay and supercede structures that already exist. 
Congress invents most of them, the adminis t ra t ive people i n v e n t some 
more , and medical professions have their o w n ; the h a n d l i n g of data is go­
i n g to be f u n d a m e n t a l l y affected b y the w a y these s t ruc tura l relationships 
are evolved. I do not k n o w w h i c h comes f i r s t : I guess it 's a " c h i c k e n - e g g " 
p r o p o s i t i o n . W h e n the Blue Cross data b a n k is spl i t f ive ways for 
Massachusetts, or however m a n y PSROs we have, i t seems to me that may 
create some problems for Blue Cross. B u t they really can't k n o w h o w they 
are going to be called o n f o r data u n t i l we determine the a l ignment of the 
structures. So there is a very i m p o r t a n t per iod ahead for federal , 
professional and state interact ion. The regional of f ice is o b v i o u s l y a key 
part of that. 

Egdahl : I t is i m p o r t a n t to elaborate o n y o u r last p o i n t . A f t e r area 
designations are f inal ized and each regional PSR O i n the state is activated, 
y o u envis ion the I d E W W a s h i n g t o n offices as w e l l as the regional H E W 
offices m a i n t a i n i n g an o n g o i n g re lat ionship w i t h not o n l y the state agen­
cies and rate-setting commissions, b u t also w i t h the statewide PSRO 
C o u n c i l and w i t h each of the PSROs w i t h i n the state. T h i s re lat ionship is 
encouraged t h r o u g h the interact ion of resources and because of the c o m ­
p l e x i t y of o v e r l a p p i n g f u n c t i o n s . 

F u l t o n : W e w o u l d be responsible for p r o v i d i n g the staff and the f u n d i n g 
f o r the staff , and, I assume, also for assuring that the var ious regulations 
issued to i m p l e m e n t the PSRO requirements are carried out . T h a t is one of 
our problems at the moment . There are some 12 or 15 d i f f e r e n t procedural 
regulations i n var ious stages of development , and as m a n y task forces 
w o r k i n g o n PSRO matters, each w i t h a d i f f e r e n t aspect of PSRO. A l l of 
these w i l l soon begin s p i l l i n g o u t of W a s h i n g t o n for comment and then, of 
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course, h u r r y - u p i m p l e m e n t a t i o n . A s we m o v e past January 1 , the p u s h to 
b r i n g PSRO to an operat ional level w i l l certainly be w i t h us. 

T h o m p s o n : I w o u l d l ike to add just one t h i n g to M r . Ful ton 's remarks. 
T h e contract Blue Shield has w i t h the Bay State F o u n d a t i o n is g o i n g to 
b r i n g ins ight in to the w h o l e p r o b l e m concerning w h a t reasonable a m o u n t 
of data can be m e a n i n g f u l l y u t i l i zed b y a rev iew organizat ion . I w i s h the 
contract had been signed maybe a year ago. H a d that happened, the i n f o r ­
m a t i o n they w o u l d n o w have made available w o u l d be extremely h e l p f u l 
i n f u t u r e p l a n n i n g f o r data processing, storage and retr ieval . 

Egdahl : A r e there any other questions for M r . F u l t o n f r o m the panelists? 
A n y reactions as to w h a t constitutes a clearly enlarged role for regional 
H E W i n terms of the tremendous c o m p l e x i t y of this development? 

B u r w e l l : Just a general comment . I t h i n k we are enter ing a per iod of 
regulatory relat ionships u n i q u e i n so m a n y ways that i t is go ing to be a 
challenge to all of us. I d o n ' t k n o w h o w to avoid w o r r y i n g about the i m ­
pact of the next health b i l l i n terms of health f i n a n c i n g . Cer ta in ly , 1974 
and 1975 are go ing to be, I believe, the years of the great debate o n health 
f i n a n c i n g , and, as i f health affairs were not complex enough, we w i l l 
p r o b a b l y change the f i n a n c i n g system i n the m i d d l e of the debate. 

Egdahl : D o y o u t h i n k we have appropriate mechanisms i n terms of 
organizations such as y o u r f o u n d a t i o n , the rate-setting commiss ion, the 
statewide PSRO counc i l , and the medical societies? D o y o u t h i n k we need 
new mechanisms, or w i l l i n d i v i d u a l s jus t be get t ing together to w o r k i t 
out? M r . T h o m p s o n was not very opt imis t i c about that . 

B u r w e l l : I t h i n k we do need new approaches and we need to see the 
w h o l e s t ruc tura l re lat ionship i n some coherent w a y . 

Bal lant ine: I address mysel f to one quest ion that M r . F u l t o n answered i n 
part . I t h i n k we have effective means of c o m m u n i c a t i o n ; there is no d o u b t 
i n m y m i n d about that. T h e p r o b l e m does not concern a c o m m o n data 
base; i t does concern c o m m u n i c a t i o n among i n d i v i d u a l s . 1 t h i n k our 
challenge is to make them w o r k together. W e have the organizat ional 
s tructure , b u t we d o n ' t have people t a l k i n g to one another. W h e n a state 
o f f i c i a l calls the re lat ionship between C I M and his department a s t r ic t ly 
" a r m s - l e n g t h business" and says, " T h e r e are porcupine qui l l s o n either 
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s ide" — w h e n such an at t i tude prevai ls , i t is p r e t t y h a r d , I t h i n k , to look at 
cooperat ion w i t h government . 

A quest ion that y o u had before. D r . Egdahl , regarding bureaucratic i n ­
terference, bears o n this v e r y t h i n g . Ladies and gentlemen, y o u m ay t h i n k 
there is too m u c h bureaucratic interference today, b u t " y o u a in ' t seen 
n o t h i n g y e t . " W e mus t l o o k at these things f a i r l y and squarely. W e ' l l have 
to acknowledge or discover w h a t is to be acknowledged as the legitimate 
r i g h t of the t h i r d parties to i n f o r m a t i o n about the q u a l i t y and cost effec­
tiveness of the services they are p a y i n g for . A n d we cannot deny that 
r i g h t , i n al l fairness. Y o u w o u l d ask i t fo r yourse l f , and y o u do ask i t fo r 
yourse l f i f y o u pay y o u r o w n b i l l . T h a t is p o i n t numbe r one. 

Point n u m b e r t w o , i t seems to me, is whether y o u w i l l be a l lowed this 
pr ivi lege . Y o u are a small voice i n the wilderness; there are m a n y other 
people w h o are saying that the cost of medical-care del ivery is too h i g h , 
that the doctors are m a k i n g too m u c h m o n e y , that the hospitals are m a k ­
i n g a k i l l i n g , and that there is no regulat ion . T h e bureaucracy is here to 
stay. T h i s does n ot bother me too m u c h . T h e quest ion is, w h o w i l l c o n t r o l 
the bureaucracy? 

I n the P S R O legislat ion and i n the C I M contract , the state has said, i n 
effect, " L o o k , we w i l l set d o w n the general rules and regulations b y w h i c h 
y o u w i l l p lay the game, b u t we w i l l not set d o w n i n d i v i d u a l rules and 
regulations for y o u . W e w i l l leave that to y o u yourse lves . " M o s t 
pol i t ic ians w i l l say that the medical profession is g o i n g to f a l l f la t o n its 
face, that i t w i l l be unable to get together, and that , because of the 
resul t ing adminis t ra t ive and managerial chaos, the state w i l l have to step 
i n to establish some semblance of order. T h e challenge to us is to develop a 
system whereby the physicians set policies for the managers, unless y o u 
w i s h the physicians to w o r k for the managers. I t is as s imple as that i n m y 
book . 

Egdahl : D r . Ballantine, w h i l e y o u were t a l k i n g , about seven or eight 
questions arose concerning the C o m m o n w e a l t h Ins t i tu te of M e d i c i n e . 
W h a t do y o u t h i n k w i l l happen to C I M i n terms of its f u n c t i o n s once there 
are f i v e effective PSROs i n this state, w i t h a good PSRO State C o u n c i l and 
a N a t i o n a l Counci l? I f the foundat ions become active i n negot iat ing c o n­
tracts f o r peer review w i t h Blue Shield, w h a t then is the role of the C o m ­
m o n w e a l t h Inst i tute? V 

Bal lant ine : I f that is the case, the C o m m o n w e a l t h Ins t i tu te of M e d i c i n e 
cou ld go back to s t u d y i n g the medical-care del ivery system f r o m the 
s t a n d p o i n t of the ef f ic iency of medical-care del ivery organizations. There 
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is also a s t rong poss ib i l i ty that i t w i l l f u l f i l l the coordinat ing func t ions f o r 
the statewide PSRO C o u n c i l . 

, Egdahl : Y o u look u p o n i t as an educational and research data a rm of the 
statewide Counci l? 

Bal lant ine : T h a t is correct. 

B u r w e l l : I n that the C o m m o n w e a l t h Ins t i tu te has already demonstrated 
its effectiveness, I see the C I M assuming a m u c h larger role. PSROs, even 
i f they have as m a n y as 2,000 physic ians, are go ing to be incompetent i n 
the performance of m a n y required and complicated tasks. Establishing this 
c o m m o n data system and w o r k i n g i t o u t w i t h al l the interested parties 
w o u l d be a proper C I M f u n c t i o n . T h e contrac t ing — whether w i t h the 
state o n something l ike the M e d i c a i d p r o g r a m , or w i t h the federal g o v e r n ­
ment — should not be carried o u t b y i n d i v i d u a l PSROs b u t b y a statewide 
organizat ion , a statewide q u a l i t y - c o n t r o l type p r o g r a m . A l t h o u g h the i n ­
d i v i d u a l PSROs can carry o u t such contracts, the compar ison of one 
PSRO w i t h another has to be evaluated b y an agency or g r o u p l ike the 
C I M . I n this part icular state, where we have a rather i n n o v a t i v e , abrasive 
c i t izenry , w i t h everyone t h i n k i n g he can do a l i t t le better t h a n someone 
else, C I M has a very appropriate place. 

Egdahl : M r . K a h a n , as director of an o n g o i n g f o u n d a t i o n , w h i c h w i l l 
generate the largest PSR O i n Massachusetts, h o w do y o u react to that? 

K a h a n : I certainly t h i n k that C I M has a f u t u r e role, and I t h i n k I u n ­
derstand the concept of that role b y and large. I am not sure that I agree, 
however (but this is really agnosticism rather than disagreement), that 
negotiations w i t h the federal government , say under P S R O legislat ion for 
Tit les X V I I I and X I X (Medica id and Medicare) , w i l l be or should be 
statewide. I t h i n k these contracts may w e l l be negotiated at a local P S R O 
level. I t w o u l d be wise, t h o u g h , for the PSROs to w o r k o u t a re la t ionship 
w i t h C I M so that we do not al l go o f f i n o u r separate ways , d e f i n i n g terms 
d i f f e r e n t l y , fo r instance. I t h i n k i t w i l l be a d i f f i c u l t task. There w i l l be 
some people f r o m the foundat ions and embryonic PSROs w h o w i l l be 
l o o k i n g to C I M for advice. T h e y ' l l w a n t to use C I M , b u t o n their o w n 
terms. 

Egdahl : M r . T h o m p s o n , there are a number of questions here about the 
Cape A n n H e a l t h Plan. E v e r y b o d y is fascinated b y h o w y o u managed to 



42 B O S T O N U N I V E R S I T Y M E D I C A L C E N T E R 

get this rather u n u s u a l H M O developed. Y o u said that people have a dua l 
choice. Let's probe this f u r t h e r : D i d the doctors choose to be o n a capita­
t i o n basis? D i d the doctors choose fee-for-service? W h a t percentage of the 
physic ian's practice is i n v o l v e d i n the Cape A n n prepaid plan? 

T h o m p s o n : T h e person I w o u l d p o i n t to f o r more i n f o r m a t i o n is M r . 
G a r y Janko, the y o u n g m a n w h o made that p r o g r a m w o r k . H e was u p 
there constant ly f o r almost one year. A n y o n e w h o really wants to get 
closer to the specifics s h o u l d contact G a r y Janko^ because he really has 
them. 

I n response to y o u r quest ion : A s i t is related to me, essentially the m e n 
jo ined because o f the approach taken. L i k e the reaction to a n y t h i n g new i n 
l i f e , the i n i t i a l response is o f t e n determined b y the des irabi l i ty of that par­
t icular project . T h e physicians i n that area were receptive. 

Egdahl : D i d they choose fee-for-service instead of capitation? 

T h o m p s o n : T h e y have chosen capi ta t ion i n the " p r i m a r y specialties," 
w h i c h are obstetrics and gynecology, general surgery, in terna l medicine, 
general practice, and radio logy . 

Egdahl : W h y d i d they choose that rather t h a n remain o n fee-for-service? 

T h o m p s o n : W e l l , I really can't answer that one, b u t i t was their decision. 
A s f o r the other specialties, w h i c h we expect cer ta inly w i l l be o n a 
reduced-encounter basis, they decided o n fee-for-service. T h e y made these 
determinat ions , and i t is appropr iate that they s h o u l d . 

E g d a h l : W h a t alternatives do patients have i n the Cape A n n area? 

T h o m p s o n : W h e n the p r o g r a m starts, and we hope to have i t under w a y 
s h o r t l y , the Blue Cross/Blue Shield subscribers i n that area w i l l be o f fered 
a d u a l choice. T h e y can select either to go o n Master M e d i c a l , i f that is 
w h a t their present employer is o f f e r i n g the m t h r o u g h the g r o u p p lan , or 
they can select the Cape A n n H e a l t h Plan. I f they do choose the latter, and 
at some later t ime become disenchanted w i t h i t , they d o have the o p t i o n to 
m o v e back i n to the regular Blue Cross/Blue Shield coverage. 

E g d a h l : B u t Blue Shie ld itself expresses no preference w h e n asked b y the 
subscriber? 
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Thompson: W e w i l l marke t i t b y o f f e r i n g a pure d u a l o p t i o n . A n d this is 
the standard we w i l l f o l l o w t h r o u g h o u t the entire state for whatever we 
may be m a r k e t i n g , whether an H M O - t y p e p l a n , a f o u n d a t i o n - t y p e , etc. 
W e w i l l object ively expla in the similarit ies or differences. I n some areas 
there may be a t r ip le choice; i n the greater Boston area, f o r example, there 
is a H a r v a r d C o m m u n i t y H e a l t h Plan, a Bay State F o u n d a t i o n H e a l t h Care 
Plan, as w e l l as jus t t rad i t iona l Master M e d i c a l . T h e subscriber must make 
the choice, and we w i l l do o u r best to i n f o r m h i m of the relative advan­
tages of al l the d i f f e r e n t systems. Everyone argues that the publ i c s h o u l d 
be o f fe red alternatives. T h i s is the best w a y to present i t to them. 

Ballantine: I t is m y unders tanding that y o u have something l ike 20 o f 
the tota l 23 p r i m a r y physicians i n the Cape A n n area. I f that is t rue, i t 
seems a m a n w o u l d have to have some sort of Blue Shield contract to 
receive any medical care i n that area. 

Thompson: W e l l , 2 1 o f the physicians w i l l be par t i c ipa t ing i n the p l a n ; 
however , this par t i c ipa t ion w i l l no t const i tute their entire practice. T h e y 
have agreed to part ic ipate w i t h subscribers to the p l a n , b u t these 
physicians w i l l s t i l l have their regular, t rad i t iona l practice f o r those 
patients n o t covered b y the p lan . 

Ballantine: Is y o u r general surgeon, for example, o n capi ta t ion for a l l his 
services to a patient? 

Thompson: General surgeons are o n capi ta t ion . 

Ballantine: C a p i t a t i o n f o r appendectomies, herniorrhaphies , as w e l l as 
of f ice visits? 

Thompson: Yes, sir. 

Egdahl : I w o u l d l ike to t u r n this discussion to the matter o f c o n f i d e n ­
t ia l i ty of patient-data prof i les . There have recently been some books 
publ i shed o n this subject, and i t is a very interest ing quest ion. W i t h al l this 
data b e i n g stored and ut i l i zed b y so m a n y groups , h o w are we g o i n g to 
determine where the checkpoints s h o u l d be and w h o is g u a r d i n g c o n f i d e n ­
t ia l i ty? M r . F u l t o n , maybe y o u could start w i t h that . Y o u have regional 
H E W a u t h o r i t y . W e have the C o m m o n w e a l t h Ins t i tu te , w h i c h has a state 
contract f o r r e v i e w i n g M e d i c a i d hospital izat ions. W e have the Bay State 
Fou nd at ion , w i t h a c la ims-review contract w i t h Blue Shield. Blue Shield 
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controls most of the data. W h o is g u a r d i n g c o n f i d e n t i a l i t y , or is i t 
something that cannot be done i f the use of data is to remain funct ional? 

F u l t o n : T h a t is o b v i o u s l y a system-design p r o b l e m . The federal g o v e r n ­
ment , I am sure, w i l l be under pressure to assure that c o n f i d e n t i a l i t y is 
mainta ined. There are gentlemen here at the table w h o are more fami l iar 
t h a n I w i t h methods of assuring pr ivacy , b u t i t does seem to me that a 
great m a n y of the regulatory func t ions and the review f u n c t i o n s that we 
have been t a l k i n g about do not have to i n v o l v e i n d i v i d u a l patient iden­
t i f i c a t i o n at a l l . Systems s i m p l y have to be established so that the con­
f i d e n t i a l i t y is mainta ined. 

K a h a n : I unders tand the p r o b l e m , and I t h i n k we have every reason to 
be concerned. W e must f i r s t recognize that there are d i f f e r e n t types of 
data. I am p a r t i c u l a r l y concerned about c o n f i d e n t i a l i t y of i n d i v i d u a l 
pat ient data; aggregate data is less of a concern. I mysel f have encountered 
v e r y f e w problems i n regard to requests f o r i n d i v i d u a l i z e d data. W h e n I 
was director of research f o r Blue Cross/Blue Shield, I was i n v o l v e d a l i t t le 
w i t h physic ians ' fees. I can recall o n l y one or t w o occasions where Blue 
Shield had to say to a doctor , " I ' m sorry , we can tel l y o u y o u r fees, b u t we 
can't tel l y o u anyone else's." 

Bal lant ine: I n regard to data, the C H A M P contract reads as f o l l o w s ; 
The C I M has the right to possess, maintain and publish such data as it 

deems necessary to its function provided, however, that such reports as 
required hereunder, and data deemed property of the state shall not 
specifically identify individual patients, individual health-care prac­
titioners, or other individuals. A n y data information shall be held in con­
fidence and shall not be disclosed to any person except to the extent 
necessary to carry out the purposes of this agreement or, in such cases 
and under such circumstances as federal regulations provide to assure 
adequate protection of the rights and interests of patients. 
T h e health-care pract i t ioners are providers of health care. I n other 

w o r d s , we are interested i n broad data that w i l l no t be used to i d e n t i f y i n ­
d iv iduals or health-care providers . I t h i n k this is a par t of conf ident ia l i ty . 
T o w h a t extent a federal agency is a l lowed to invade the p r i v a c y of the 
doctor -pat ient re lat ionship is the other aspect. T h e I n t e r n a l Revenue Ser­
vice recently, i n the process of invest igat ing the estate of a pat ient of mine 
w h o d ied , asked me very detailed questions concerning w h a t I had to ld the 
pat ient about his c o n d i t i o n p r i o r to his death, h o w aware of his c o n d i t i o n 
the pat ient seemed to be, and h o w w e l l - i n f o r m e d the relatives were. W h y 
should this be any business of the IRS? I t is this type o f p r o b i n g that 
makes us al l uneasy. 
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F u l t o n : W e l l , I w o n ' t t r y to defend the IRS. T h e y may have had some 
just i f iable reason f o r asking those questions, possibly related to the 
decedent's late medical expenses. I n general, however , I see no reason for 
the federal g o v e r n m e n t to i n v o l v e itself i n the details of the doctor -pat ient 
re lat ionship. 

Egdahl : T h i s is a s y m p o s i u m o n peer review, and we w o u l d n ' t be here i f 
i t weren ' t for the r i s ing cost of health care. Congress became interested i n 
q u a l i t y of care because costs were r i s i n g t remendously . Therefore , m y next 
quest ion is: H o w does peer review cut costs? Please elaborate o n h o w y o u 
expect to cut hospi ta l costs 12 to 15 per cent. Physic ian peer review can cut 
o f f hospi ta l payments , b u t al lows the phys i c i an to order hospi ta l services 
that f o l l o w . Since the phys ic ian generates 85 per cent of the health-care 
costs, h o w are y o u g o i n g to get the phys ic ian i n v o l v e d and break the s low 
circle of r i s ing costs? Can we c o n t r o l heal th costs w i t h o u t h a v i n g 
physicians m a x i m a l l y i n v o l v e d i n the management system? S h o u l d 
physicians share i n the f inanc ia l risks o f de l iver ing heal th care? W h a t are 
the effects of h a v i n g physicians at r isk? 

B u r w e l l : Some of the answers to these questions can be f o u n d i n the data 
generated b y the Ca l i forn i a f o u n d a t i o n s f o r medical care. 

W e can see exactly h o w peer rev iew can reduce the cost of health care 
b y e l i m i n a t i n g unnecessary operations. I f a phys ic ian is p e r f o r m i n g 
hysterectomies o n n o r m a l u t e r i , he is soon t o l d , " D o c t o r , y o u r peers d o n ' t 
practice gynecology the w a y y o u do, and i f y o u w a n t to keep d o i n g i t , y o u 
w i l l have to expla in to the pat ient w h y paym e nt w i l l be denied y o u . " H e ' l l 
soon get the message. W e have an example here i n our o w n state. Blue 
Shield was h o n o r i n g surgical claims f o r var ious thoracic procedures 
because the surgeon coded the m acceptably. H o w e v e r , most of the claims 
were f o r inoperable cancer patients. Peer review revealed that the 
procedures should not have been p e r f o r m e d i n the f i r s t place. I t ' s v e r y 
hard for the computer to spot aberrant phys ic ian practice. Professional 
peer review, i f p e r f o r m e d e f f i c i e n t l y , w i l l spot i t and reduce the cost o f 
care accordingly . 

Egdahl : A n y other comments f r o m the panelists o n this issue? 

T h o m p s o n : Massachusetts Blue Shield is i n the process of ins ta l l ing a 
new and extremely sophisticated computer system, w h i c h is qui te expen-
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sive. T h i s new system w i l l increase somewhat the state's health-care costs. 
H o w e v e r , the computer w i l l prov ide the capabi l i ty f o r m o n i t o r i n g and 
developing the k i n d of i n f o r m a t i o n D r . B u r w e l l was t a l k i n g about. 1 am 
t roubled w h e n we speak about peer review o n l y i n terms of cost. I t h i n k 
this stance is u n f o r t u n a t e and not ent irely fair to the phys ic ian . T h e publ i c 
is concerned w h e n they hear about the " p o o r q u a l i t y of care." T h e y hear 
this so f r e q u e n t l y that they are not w i l l i n g to accept higher costs. 

Egdahl : M r . K a h a n , w o u l d y o u l ike to conclude our discussion of this 
subject? 

K a h a n : W e have been t a l k i n g about peer review i n a g lobal sense, b u t 
our focus should be o n inpat ient peer rev iew and outpat ient or 
ambulatory-care peer review. T h e f o r m e r is done concurrent ly , and the 
latter retrospect ively. C o n c u r r e n t inpat ient peer review could discover, for 
example, that patients are be ing k e p t i n the hospi ta l longer t h a n necessary; 
costs cou ld be reduced. Compl ica ted circumstances, however , m i g h t be 
over looked us ing concurrent review. Retrospective review for ambula tory 
care is c u r r e n t l y i n practice i n c o n j u n c t i o n w i t h Blue Shield and the Bay 
State Foundat ion . Its advantage is that we are able to look at general 
patterns of practice. I t w o u l d be impossible to take one specific Blue Shield 
c la im and say, " F o r this diagnosis, the services p r o v i d e d were or were not 
necessary." There jus t aren't the necessary data available to make this k i n d 
of j u d g m e n t . T h e medical record w o u l d be unavailable and precise j u d g ­
ment impossible . B u t f r o m a phys i c i an p r o f i l e , we m i g h t f i n d , for example, 
that D r . John D o e has 50 patients, al l of w h o m he is treat ing s imi lar ly . 
W h i l e each specific case cou l d be correct i n appropriateness of care, the 
total practice pat tern is inappropr ia te . I t is h i g h l y u n l i k e l y that every 
patient has to have b o t h the le f t and r i g h t f o o t x - rayed, or that every 
pat ient m u s t have at least three EKGs a m o n t h . I t just doesn't make sense, 
and the p r o p e r l y p r o g r a m m e d computer can i d e n t i f y these practice 
patterns. I f this review is effect ive, I t h i n k a c o n t r i b u t i o n to the qua l i ty of 
care w i l l be made. T he m o n e y saved may n o t be s igni f icant , b u t i d e n ­
t i f y i n g the phys ic ian w h o exhibits such behavior is s igni f icant . 

Egdahl : T h i s m o r n i n g we have concentrated o n health-care f i n a n c i n g 
mechanisms. T h e panelists have made m a n y excellent po ints that w i l l 
s t imulate our t h i n k i n g f o r some t ime to come. Fur thermore , our speakers 
have ident i f i ed the p r o b l e m of aberrant phys ic ian practice, w h i c h does not 
relate s ign i f i cant ly to cost reduct ions, b u t is h i g h l y relevant to the q u a l i t y 
of care problems. 
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