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MS. MAJORAS: Good norning, and wel conme to the
third day of the Joint Department of Justice/ FTC Health
Care hearings. Happy to see that we have a nunber of
hearty souls making it in through the snow this norning.
| think we're all probably getting used to it.

My nane is Deborah Majoras. | am Deputy
Assi stant Attorney General in the Antitrust Division and,
as such, have supervisory responsibility over Litigation
One, anmobng ot her sections. And, of course, Litigation
One has our health care | awyers.

This morning we're going to exam ne in detail
t he performance of the health care marketplace in Boston,
Massachusetts. Now, as you know, we had also planned to
exam ne the Little Rock, Arkansas, marketplace. And,
thus, with apol ogies to Charles Dickens, our title, A
Tale of Two Cities. But our friends in Little Rock,
unfortunately, were iced in earlier in the week and, so,
we're going to reschedul e that session for a later tine.

And while |I doubt that today's session wll be
as nelodramatic as our eponym | don't know that we're
going to start in on "The best of tinmes and the worst of
times," but | believe it will provide us a useful |ens

within which to exanmine the i ssues that we intend to
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4

exam ne on a going-forward basis in the com ng nont hs.

Boston and Little Rock represent two different
poi nts on the spectrum of health care marketplaces in the
United States. Now we selected these cities not because
we sonehow t hought that they were end points on a
spectrum or because we thought they were absolutely
typi cal or atypical of marketplaces in metropolitan areas
in the U S. Rather, we just wanted to select a couple of
cities where we could provide a real-world frane of
reference for nore narrowy targeted sessions later on in
t he hearings.

Naturally a |l ot of our future sessions wll
focus on cl ose-up exam nations of various sectors divided
by, say, providers, payers and, w thin providers,
hospi tal s, physicians and so forth. You' ve seen the
agenda. But today's session -- and, of course, our
reschedul ed session -- allows us to discuss issues in al
of these sectors within the context of Boston today,
Little Rock later, permtting us to explore how these
various conponents interact and interrelate with each
ot her in actual nmarkets.

Antitrust analysis, of course, is highly fact-
specific, and as nmuch as we can all agree on that, we
have to continually rem nd ourselves of that, |est we get

hi j acked by naked theory. We can't appropriately enforce
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5
the Federal antitrust |aws or even advocate or set sound
conpetition policy if we don't carefully exam ne facts
that are presented to us by markets. So, as we begin
t hese joint hearings, we thought this could be an

appropriate way to set the franmeworKk.

Now t he panelists thenselves will decide -- and
have decided, |'msure -- what they think will be
i nportant to discuss, but I'll just say a few words about

sone things we can expect to hear about.

We're particularly interested in hearing the
panel i sts' perspectives on whether conpetition is working
or not in the particular market here today, Boston; their
assessnents of quality and price trends in the market;
their views on consolidation anong providers and payers
in the market; and what inpact, if any, that has had on
cost, quality and price; and their thoughts on how t hey
beli eve enforcenment of the Federal antitrust |laws -- and
per haps other regulatory requirenents -- contributes, or
not, to the delivery of better quality and | ower prices
for health care in these nmarkets.

There are specific market characteristics in

the two cities that we anticipate discussing, and | feel

this need to give you a caveat now. First of all, when |
say market, | obviously am not defining an antitrust
mar ket for any purpose in ny remarks. It's just a
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6
shorthand way to tal k about these geographic regions, and
when | say something to you about this market has this or
that, I'm not saying that these are absolutely the facts
if we had a future investigation ever or an enforcenent
action. So, I'mafraid | must say that to you.

So, first thinking about in Boston, the HMO
penetration, which, as | understand, is around 50 percent
and ranks anong the highest in the country, although even
in that city there has been sonme shift away from HMO
heal th coverage. And HMO penetration is less in Little
Rock.

And, so, as we | ook at these devel opnents it
may assi st us in understanding the roles that HMOs,
traditional insurance, coverage plans, and self-insurance
pl ay and how we ought to be defining health care markets
-- health care coverage narkets.

Anot her mar ket characteristic to think about in
Little Rock, |later on, there have been indications that
t he expansion of specialty hospital services may be
threatening the revenues of general, acute care hospitals
and under st andi ng how the openi ng of those single-
specialty hospitals inpacts the revenue and what the
general, acute hospitals are doing to respond also wl|
tell us a bit about how we shoul d be defining nmarkets and

how we shoul d be | ooking at conpetitive effects in
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mar ket s.

Anot her characteristic that is of interest --
and this is sonething that may differentiate Boston and
Little Rock -- is that in Little Rock there's |long been
an alliance between Arkansas Blue Cross/Blue Shield and
the Baptist Health System there, that has existed, |like |
said, for many years. And in Boston, on the other hand,
hospitals have generally negotiated with payers w thout
an alliance.

Under st andi ng the conpetitive inpacts of these
al liances between nultiple providers and al so between
provi ders and payers hel ps us understand how t he
alliances may affect the market power of the nmenbers and
whet her they may produce any conpetitive results in the
form of higher prices or |ower quality.

And in Boston several |arge hospitals have
consol i dated, which provides us with several issues; and,
in particular, issues that we're going to discuss |ater
in the hearings. Parties who propose hospital nergers
frequently indicate that they anticipate considerable
efficiencies fromthe nmerger that will benefit consuners
and, of course, courts have, in sonme instances, accepted
t hose argunents.

And in later hearings we intend to | ook at sone

consummat ed hospital consolidations to assess whether the
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8
nmerged entities achieved the efficiencies. I1f so, why,
why not, and so forth.

Al'l of these issues that |I've just raised wll
be addressed in nore general ternms later in the hearing;
but, again, addressing them here today, through a narrow
| ens, can help frame our discussion and anchor it for
| ater.

Just a few words on the format for today's
session. W will present for you a panel of five
partici pants in or observers of the Boston health care
mar ket pl ace. Each of those panelists, as | understand,
wi ||l speak for about 10 m nutes and give us their
perspectives. And then both before and after those
panel i sts speak we have two academ c experts who are
going to provide you nore in-depth background on market
dynam cs and try to frame the panel discussion. And,
then, we'll have two noderators who will noderate our
panel discussion for the remainder of the tinme, and we
intend to end today at about 12:15 p. m

| would very much like to thank the panelists,
the academ c experts today for their participation and,
of course, all of you for being here. W greatly
appreciate the time that you're taking fromyour busy
schedul es to be here and share with us your perspectives,

it's very useful.
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9

So, with that, I'"'mgoing to turn your attention
over to the noderators, and thank you, again.

MR. HYMAN: Thank you, Debbie. As Debbie said,
we're going to start with the fram ng presentation by
Prof essor Stuart Altman, then we're going to do
presentations fromthe panelists, who will all cone up
after Stuart's done speaking, and then we'll do anot her
fram ng presentation by Professor Fran MIler. Then
we'll take about a 10-m nute break, and then we'll have
nmoder at ed panel di scussi on.

Just so you have a sense of where we're going,
and our rule is short introductions, so, Stuart is the
Sol C. Chaikin professor of National Health Policy at the
Hel l er School for Social Policy and Managenent at
Brandei s, and he's got only one page here filled with his
accompli shnments, but they go on nuch |onger than that --
we forced himto constrain it to one page, which you can
read in our biography book. So, Professor Altmn.

PROFESSOR ALTMAN: Thank you very nmuch. 1It's a
great pleasure to be here, and | |ook forward to this
opportunity to tal k about health care costs, both
nationally and in the Boston and Massachusetts market.
Forgive nme for re-introducing nyself, but | have spent
nost of my career worrying about national health care

i ssues and the issue of rising health care costs has been
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10
on ny plate since the early 1970s.

But about two years ago the Governnent of
Massachusetts and the State Legislature |eadership asked
me to co-chair a task force about the problens of
Massachusetts health care system and, as a result of that
effort, which took about 15 nonths, | becanme quite well
aware of the special issues around Massachusetts. And
much of what | will talk about this norning comes from
that task force.

Two things | put in -- by the way, | tried to
send many of you a copy of ny presentation and there wl
be copies outside. In addition to the presentation |
prepared today | have two appendices: one is the
detailed task force report, for those of you who want to
get a nore in-depth understandi ng of the Massachusetts
health care system and marketplace, | comend you to | ook
at that; and the second is an article that | and ny
col | eagues at Brandeis wote and was published in the
Health Affairs Website in January.

And | et me say at the outset | do think that
rising health care cost is as serious a problemtoday as
it's been in our 30 years that |'ve been involved in it,
and so |I'mvery concerned about how to get this under
control, but the question that you've asked nme to address

today is to what extent is Boston unique and what are the
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11
characteristics of Boston and Massachusetts in conparison
to the U S

| don't think it's possible to talk about
rising health care costs or what's going on in
Massachusetts without doing a little history |esson, and
very quickly I want to go back to the late 1980s and the
nm ddl e ' 80s, which was a decade | call Hal fway
Conpetitive Markets and I neffective Regul ati on.
Essentially, it was an environnent where sort of anything
went .

We had a health care system that was grow ng
rapidly. The insurance markets, while we had a | ot of
words called HVMOs, effectively nost of them were fee-for-
service, very little constraints. This allowed a
hospital system in particular, which had substanti al
overcapacity to continue to function quite nicely because
they were able to raise their rates to make up for the
shortfalls. And one of the ways they were able to do it,
even though the governnment, both at the Medicare/ Medicaid
| evel, was putting serious constraints on what they were
spendi ng, the private sector was just paying for
what ever, essentially, the systemfelt it needed.

And those of us who have spent tinme in this
i ndustry -- and one of the things I did for 13 years was

chair the Perspective Paynent Assessnment Comm ssion -- we
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12
| ooked at these hospital paynent-to-cost ratios, which
appear here. You'll see that the yellow and green |ines,
which is Medicare and Medi caid, were paying, essentially,
ei ther at or below what the average cost of care in the
hospital. It was being nmade up by the private sector,
whi ch by 1992 was paying at 131 percent of their costs,
whi ch was giving the system a nice cushion

And one can draw a simlar conclusion in Boston
and Massachusetts, although when we tal k about
Massachusetts you'll see that the private payer cost
rati os were nuch | ower than they were in the rest of the
country.

Well, the good or bad old days of the 80s cane
to an end and by the m d-90s we had a bunch of things
happening. W had the Clinton Health Care Plan. W had
a |l ot of excitenment about that, but nore fundanental was
a substantial shift in the insurance market. Enployers
faced with continued double-digit inflation during the
80s either forced, cajoled, incentivized -- did anything
they could to get their enployees into managed care --
and no place was that nmore successful than in the Boston,
Massachusetts marketplace. Overall, depending on how you
count it, sonme place between a third and 50 percent of
the market nmoved into what we call tightly managed care.

Partly as a result of that, the nmarketpl ace
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13
substantially changed. Most inportantly the fl ow of
dollars in inpatient care, which had been rising
consistently during the '80s, took a sharp drop. You can
see on this chart in that green checkered worl d,

i npati ent spending went from plus four percent a year in
1993 to al nost a negative over five percent by 1997.
Junpi ng ahead a little bit, you'll see that this trend
has changed substantially since 1997, and we're, again,
seei ng upticks -- substantial in sonme cases -- upticks in
i npati ent care.

When we add that to outpatient care, which had
grown significantly and continuously during the '90s,
you'll see that that continues to grow and we've had sone
i ncreased spendi ng for physicians and, then, finally, we
had the big granddaddy, which is prescription drug
spendi ng.

Now, along with the increase -- the reduction,
particularly, in use of the inpatient hospitals based on
serious financial pressure on them began to consolidate
and began to cut back their bed capacity. Overall in the
U S., you saw al nost 11 percent reduction between 1990
and 1999. The reduction in Massachusetts and in Boston
was substantially greater at 25 percent in Massachusetts
and 28 percent in Boston

By the way, | will talk al nost interchangeably
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14
bet ween Massachusetts and Boston. | don't want to give
you the inpression for those of you who are not from
Massachusetts or Boston that everything that happens in
Massachusetts is in Boston. On the other hand, having
lived there now for 25 years, |I'mnot yet -- | don't yet
qualify as a native -- | still get lost a third of the
time, but |'ve learned that the health care marketpl ace

in Massachusetts is attracted very sharply to Boston

It's not surprising for people who are 20-30-40
m |l es outside of Boston to bypass a half a dozen

community hospitals to cone into the inner city of

Boston. Miuch different than -- 1've lived in New York
Los Angel es, San Franci sco, Washington -- it's a
different marketplace. So, tal king about -- sonetines |

feel the need to tal k about Massachusetts as well as
Bost on.

Now, we are -- and | know it's an inportant
i ssue for you -- is the whole issue of mergers. There's
no question that during the m d-1990s around the United
States nergers becane a very active parlor gane around
the country. You can see on this chart that in 1996 we
hit a high of 776 hospitals were involved with about 235
deal s, and you can see in this chart that the merger
activity has substantially sl owed as we nove through this

decade.
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And we al so saw this nerger activity hit
Massachusetts, as well. Again, reaching a high point in
1996, and in this you can see that there were a whole
bunch of activities going on. There were closures, there
were nergers, there was contract affiliation. And, so,
Bost on and Massachusetts paralleled the country. Again,
what's inmportant to notice is that that activity has
substantially | essened since the m d-1990s.

So, that -- well, let's go back. W're in the
m d- 1990s, bed capacity is being reduced, hospitals are
feeling a pinch and, just to show that we do recogni ze
that there are physicians in this country and we shoul d
take theminto account, we at the task force heard from
t he Massachusetts Medical Society about the situation of

physi ci ans.

And we have a -- if not a unique situation --
it's pretty close to being interesting -- it's clearly
very interesting -- on the one hand there are |ots of

physi ci ans practicing in Massachusetts. W have a |ot of
very fine nedical schools and many physicians don't want
to | eave Mother Church too far away, and, so, not only do
they get trained in Massachusetts but they stay and
practice. As a matter of fact, we have nore physicians
per capita than any other state which I'll show you in a

m nut e.
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Now, the Massachusetts Medical Society, on the
ot her hand, nmade it very clear that our physicians are
not happy and fat and content, and that their incone is
declining, particularly when you adjust it for the fact
t hat we have a very significant cost of living. They
showed us that their incone is declining, but, as I
poi nted out, our task force |ooked at it and said, yes,
that's true, but it's also true that we have a very ready
supply of physicians in the state. And while we didn't
take a position one way or the other, except to be
concerned about what Medicaid was payi ng physicians, we
didn't choose to make that a high priority in ternms of
changi ng the situation.

Now, let me turn to hospital bed capacity in
Boston. If you look in 1993, we had 35 hospitals -- by
t he way, Boston, which is Suffol k County, but as I
poi nted out, you just think of Boston as being this
little enclosed capsule isn't the right way, in ny view,
to look at it. Now, | know there are very sophisticated
nodel s that one can use, but | didn't do that. |Instead,
| just conbined, for purposes of this analysis, two
counties -- Mddlesex and Suffolk -- and, for those of
you who are not famliar with it, Mddlesex is a
substantial community and it involves a nunber of

communi ties that surround Boston and everyone divvies it
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up a little differently. So, this includes Suffol k and
M ddl esex.

There were 35 hospitals in those two counties
in 1993, with a total of about 9,600 beds. O that
9, 600, about 48 percent were teaching hospital beds and
t he remai ni ng were nonteaching beds. And one of the nost
dramatic -- there were several things that happened
bet ween 1993 and 2000, today, 2001. One, the nunber of
hospitals declined by 10, from35 to 25; the nunber of
beds declined from9,600 to 6,900 or 7,000, but there was
a substantial shift. While there was a 48 percent
decline in the nunber of nonteaching hospital beds, there
was only a five percent reduction in teaching hospitals,
so that the teaching hospital beds in the Boston area has
gone from 48 percent to 63 percent.

We are in love with our teaching hospitals. W
use them for everything, and when | say "we," |'mtalking
about "we" as consuners. And this is -- it's just the
nature of Massachusetts health care, and if you are
| ooki ng at teaching hospitals' spending per capita in
1998, which our task force | ooked at, we spent $168 per
capita, where the rest of the country spent $42 per
capita.

And, so, one cannot talk, at all, about Boston,

Massachusetts, wi thout talking about teaching hospitals,
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and we have a lot of them And, as a matter of fact, in
t hat period, we had 10 separate, full-service teaching
hospitals at the beginning of the decade, and through a
series of mergers the nunber was reduced to six.

So, six is still substantial, it's not like
t hey have one gigantic teaching hospital or teaching
hospital system we have a nunber, and you're going to
hear from several of them today.

Now, with all this going on and with our |ove
for teaching hospitals and hospitals in general, you
woul d have thought Massachusetts hospitals were just

raking in the bucks. And, depending on how you | ook at

it, the answer is, well, alittle bit, but in ternms of
margi ns -- now, of course, in the world of not-for-
profits, I'mwell enough to know that margins are a

tricky issue, and I"mnot here to give you a long |lecture
on margins, but this is what we have to look at in terns
of the difference between revenue and expenses.

And you'll see in this chart 9 that the margins
in the US., for hospitals in general, decline quite
substantially fromfiscal 1996 through fiscal 2000, in
part because of managed care pressures, but nore
i nportantly because of the Bal anced Budget Act, which was
passed by the Federal Governnent in 1997 and began to

operate, and now has sort of crawmed up a little bit
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around the country to soneplace between 2.4 and -- the
2.2 is an approximate for 2002 -- we're still sort of --
not we, the AHA is getting clearer data on that.

But what is dramatic is the difference in
mar gi ns bet ween Massachusetts and the rest of the
country. Massachusetts has traditionally been a | ow
margin state in terns of hospital margins, and you'll see
here it went froma +.6 in 1996 to a -1.5 by 1998, and it
sort of bopped around at those negative nunbers. And, by
t he way, that was one of the reasons why the task force
was established in 2000. And, now, you know, has had a
very dramatic rise and is now at .02 percent.

So, yes, our hospitals are in better shape
today than they were in 1998, but hospitals in
Massachusetts are not sort of putting away | arge anounts
of nmoney in terns of excess margins.

Now, what's happened to the insurance narket?
The nost dramatic inpact -- and, by the way, the staff
asked me to look at the U.S. as well as Massachusetts --
is in nmy view a substantial shift in preferences away
from managed care, particularly fromwhat we think of as

tightly formed managed care, which we call HMOs. PPOs

will tell you they do a little managed care, but | woul d
call it managed care light; sone would say they would
call it service in drag. It depends on which side of the

For The Record, |Inc.
Wal dorf, Maryl and
(301)870-8025



© 00 N o o b~ W N P

[ERN
o

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

20
i ssue you look at it. But no question about it -- | ook
what happened -- between 1993, where PPOs were around 25
percent of the market, they are now 50 or nore percent of
the market. HMOs, which reached a high point of 30 or 33
percent for the first time in 2002, has fallen.

And this is a very dramatic change. We in
Massachusetts have had a much | arger percentage of our
i nsurance market in HMOs. But here, too, the world has
changed in ternms of how they operate and you have two of
our best known, Tufts Health Plan and Harvard Pilgrim
the presidents fromboth, and I'll let them speak for
t hemsel ves.

So, the market has changed. Now, one chart |
didn't show you, and I will put it in nmy final, is the
HMO net profit margins. The reason why the task force
began -- and | know this is painful for Charlie Baker to
hear, to rem nd himof the past -- but one of our nost
bel oved and | arger HMOs, the Harvard Pilgrim Health Pl an,
reached very sizable negative margins in 1999 and was --
| don't know what the technically correct word -- whether
t hey were bankrupt -- Charlie used another termfor us --
but they were not in great financial shape. The state
was very worried about it. The Governor was very worried
about it. Everybody was very worried about it, including

the Attorney General in our state, and that's what led to
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t he task force.

In my chart, which I will put on the web, the
margins was a -8.7 for Harvard Pilgrim Fallon was at -
2.3 and Tufts was sort of -- and HMO Blue, which is the
other two -- were sort of barely making it. Things in
t he HMO nmar ket have turned around. But, again, the
mar gi ns are not super high, but they are much better than
they were then. So, that's the nmarket.

And, again, why are we here today? One of the
reasons why we're here today is that prem uns have, after
reaching a ow point in terms of growth in 1996, are
growi ng at double digit. Wile a lot of my other
econom st friends |like to believe this is all very
tenporary, |I'm not super optimstic that it's so
tenporary unl ess sonething is done to change it.

And we in Massachusetts, while we didn't hit
the 15 percent, are equal, you know, are seeing double-
digit increases, as well, 10, 11, 5 and 12, esti mted,
for 2003.

Now, with all this going on and all this noney
flowing into hospitals and the system the question is,
what's going on with respect to hospital margins. And
let's focus on Boston. Again, this is the Suffolk and
M ddl esex markets. And you'll see here in this chart

that if you |l ook at Boston their hospital nmargins have

For The Record, |Inc.
Wal dorf, Maryl and
(301)870-8025



© 00 N o o b~ W N P

[ERN
o

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

22
been consistently below zero, -2.5 in 1998 to -3 and so
on, and in 2002 was about zero, -0.4.

Agai n, breaking it into the nonteaching/
teaching, and this is a serious issue, our teaching
hospital s have sort of a slightly above zero at .67. Qur
nont eachi ng hospitals, while they've inproved
substantially froma -5.3, are still in the negative
category of 1.8.

So, now we cone to where we're headi ng. Now,
these low margins are really quite surprising because the
general inpression that one would have is that
Massachusetts and Boston is a very high cost, high
spendi ng, health care system and it's worth spendi ng
just a few mnutes to ook at it. The task force spent a
ot of time on this issue. |If we're such a -- why aren't
our margins better for both our hospitals and our
i nsurance conpanies? Are our costs so much higher? And,
so, we | ooked at it.

Now, there's a |l ot of controversy about this.

If you |l ook at health care expenses per capita in
Massachusetts and the U.S., you'll see that on a per
capita basis we were about al nost $4,900 in 1998 and the
U.S. was about $3,760, $3,800.

Now, there's a |l ot of reasons why these

unadj usted figures are not the right nunbers to | ook at.
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First of all, Massachusetts is the |largest, on a per
capita basis, benefactor of bionedical research funding,
funded primarily by NIH. We are also a mmjor teaching
activity here in Massachusetts in ternms of particularly
graduat e nmedi cal education, where the Federal Governnent,
t hrough its Medicare program pays substantial anounts of
nmoney for it.

So, it's really not correct just to use those
unadj usted rates because those include this Federal
money. Because what you're trying to do, it seens to ne,
is to |l ook at what we as citizens of Massachusetts pay
for our health care. So, one should adjust for that.

There's al so a question of other expenses and
t he question of whether one should adjust, and |I believe
you should, for a differential cost of living. And, so,
this is a very crude adjustnment for all health
expenditures, and | wouldn't want you to sort of hold ny
fam |y hostage to these exact nunbers because trying to
adjust themis tricky.

But | think the general conclusion is that when
you do the adjustnments, two things happen: the gap
bet ween Massachusetts and the U.S. shrinks substantially.
Massachusetts is still above, but it's now above in the
10 to 15 percent range, not the 30 percent range that is

suggested there. MW own viewis that not only does the
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Federal Government pay for research and education but
t hat sunms of noney, unknown to nost of us, is put into
the bills of Massachusetts residents.

And, so, the question is, do we want that? And
what | believe and watch, whether you like it or not, is
t hat Massachusetts residents and politicians and
enpl oyers, while they would not |like to pay as much, are
filled with a trenmendous amount of pride and actually see
a lot of economi c advantage to this engine that we get
out of our teaching hospitals and our bionedical
educati on.

And, so, | don't see -- and the task force
grappled with this a lot -- and by the way, it was a | ot
of people fromall over the state, it included all the
i ndustries, and | didn't hear a lot of testinony that
says, you know, we would be better off, you know, with
all due respect, since they're not here, if we becane
Little Rock. There was just not a lot of tal k about
that, and the question was, well, okay, we are what we
are, but can't we do it better?

And we did tal k about whether, in fact, it made
sense for -- you can see, by the way, you can see us
using this. Look at Massachusetts outpatient hospital
utilization. |Is that we use our hospitals and our

out patient like many other parts of the country use their
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physician offices and clinics. You can see our
out pati ent busi ness per thousand, first of all, is
significantly higher than the U.S. and is junmping. In
2001 | had a very sharp rise.

So, it's a nmarketplace that we use.
Nevert hel ess, the question is whether we could do a
better job. And the issue is going to be whether we can
deal with this.

So, on the one hand we are spendi ng nore noney
for teaching and research. W are a high cost area in
general. One of the mtigating factors, though, that
needs to be taken into account, is the fact that our
paynent -to-cost ratios are lower. And | ook at them
Where in Massachusetts Medicaid paid $.75 on the $1.00;
Medicare is $.99 on the $1.00 and, nobst inportantly,
private payers in 1999 paid | ess than 100 percent.

Now, you can't make it up in volunme when
everybody's paying you |l ess than your costs, so that was
a problem and particularly when you're conparing
Massachusetts to the rest of the country -- 96 versus
112.

Agai n, Massachusetts’ prem uns, just to show
the other side of the coin, also are higher than the rest
of the country, but they're in the same ballpark as that

10 to 15 percent. You can see these are HMO prem um
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rates and this shows you the prem uns that were paid in

metropolitan areas. |f you conpare Massachusetts to the
U.S. average, you will see that in conparison there is a
di fference of about 10 percent, which -- so we have a | ot

of convening evidence to say that Massachusetts, on a per
capita basis, when you nmake the appropriate adjustnents,
is about 10 to 15 percent higher.

And, as | said, the reason is is that we do --
our market for a very long tinme has been dom nated by our
mor e expensi ve and many of us, many of our citizens
bel i eve, higher quality health system And we al so have
a lot of specialists. And, so, it's a different market
than the rest of the country.

In our task force, we strongly urged both the
state government, through Medicaid, private enployers and
anybody who would listen to us, that we needed, where
possible, to shift patients into the community hospitals.
Qur problemis the follow ng, and | hope you've gotten a
flavor of it. Qur comunity hospital systemin
Massachusetts is in very poor shape. Financially, it's -
- it's -- as | showed you, the nunmbers are not positive.
The nunber of beds that have closed, in -- during the
period of tinme that the task force was in operation,
three community hospitals were on the verge of

bankr upt cy.
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And in every case, the governnent, and through
the help of other hospitals cane in and saved them |In
the case of one hospital in Everett, it was incorporated
into the Canbridge Health Alliance and allowed to get a
hi gher reinmbursenent rate. Qut in Salem there was a
conbi ning of hospitals; out in Waltham a real estate
devel oper.

My concern is that the governnment, at the state
level, is not in a financial position to help them
anynore. | don't know what's going to happen, so that if
we are going to see a better bal ance between comunity
hospitals and teaching hospitals, it can only occur if
t he community hospitals get stronger. Qur managed care -
- and | don't want to speak for them and | appreciate
what -- if -- be interested what they say. | do think
our managed care conpanies, during the "90s, tried to
shift patients. | think they ran into a buzz saw of
opposition, fromus as patients and from our physicians.

And we did not see the enployers in our system
react in ways -- you have to understand the enpl oyer
mar ket in Massachusetts. It is not dom nated by big
manuf acturi ng conpani es: Ceneral Electric, General
Motors and so on. It is a small high-tech industry and
wr apped around an insurance and an academ c institution.

And it's -- for the nost part, it's been an enpl oyer
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popul ation that is nore concerned about produci ng, you
know, whatever, bionedical breakthroughs and educati on
than it is telling their enployees where to go. And, so,
when the managed care industry tried to shift us out of
our teaching hospitals, they got bl asted.

So, the bottomline here is Boston is unique in
a |lot of ways, and |I've tried to give you a flavor for
that. The Massachusetts health market and its consuners
are unique, and ny sense is that the forces that are
pressing health care costs around the country are
pressing themin Massachusetts.

And our article goes into great detail.

Technol ogy, the fact that our managed care industry has
seriously deteriorated, partly -- mainly because we as
consuners and politicians beat them up so nuch, they want
to tell their kids what they do. And, so, they finally
deci ded they were going to sort of, you know, becone

ni cer and gentler and smle nore.

And the third part of the puzzle, which is
troubling, is that our comunity hospitals, who |I woul d
have counted on to see a better balance, are in serious
financial shape. And I do -- the one good news about
this whole thing is that the key reason why | believe
hospital s have generated market power over the last five

years i s because of the substantial decline in bed
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capacity, and that occurred in every market. Yes, it
occurred partly as a result of nergers, but it just --
there was an inplosion of the nmarketplace. So, if you're
sitting there at 90, 95 percent capacity, you can afford
to be a little nore aggressive in terns of your pricing.
| see that turning around. There is an
i ncreased capacity boom ng around this country. | have
other slides, which I didn't bring with nme, that shows
nunber of beds in this country are growing. Also, the
nunber of inpatient, as | showed you, is growing. And it
woul d not surprise ne, like the real estate market, five
years from now we could wind up with an environnment of
over-capacity and a nmuch nore robust market pl ace.

But right now, the bal ance of power has
definitely shifted in favor of the providers. And, you
know, with all due -- I'"'mnot a |lawer and |I'm not an
anticonpetitive expert, but | don't think it's a result
of anticonpetitive forces as the result of ten years of
declining capacity. And, as | said, over tinme that
probably will even itself out, but right now, we're sort
of still in the mddle of it.

Thank you very nuch.

(Appl ause)

MR. HYMAN:. Thank you. 1'd like to call up the

rest of the panel now and we can get started with that.
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MR. KRAMER: Good norning. |'m Steve Kraner.
|'"'ma staff |lawer with the Antitrust Division,
representing the Departnent of Justice. Wth nme is a
counterpart at the FTC, M ke Cowi e, who is an assi stant
branch director there, representing that organization
t oday.

We have a distinguished group here, and 1'd
like to introduce themin the order in which | chose them
to speak, | guess violating one of the precepts that
generally speakers here speak in al phabetical order. |
t hought that we'd try to interweave the perspectives a
little, rather than hearing fromtwo health care planners
first and going upstreamthen to the providers.

First, I'"d like to introduce Dr. Janes Mongan,
President and CEO of Partners Health Care in Boston.

Next 1'd like to introduce Charl es Baker, President and
CEO of Harvard PilgrimHealth Care Group. Third I'd |ike
to introduce Charles Welch, MD., representing the Mass
Medi cal Society as its President. Next I'd like to
introduce J. Mark Waxman. M. Waxman is President and
General Counsel of CareGroup, Inc. Next I'd like to
introduce Dr. Harris Berman, who is CEO of Tufts Health
Plan. And, finally, as David nentioned, Professor Fran
MIler of the Boston University School of Law will offer

sonewhat of a retrospective on sonme of the remarks nade.
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And then Mke and I will start up asking sone
guestions after -- | think we'll take a break before
Professor MIller to give her a chance to organi ze sonme of
her thoughts. And then after she's done, Mke and | wll
ask sonme questions after we give the panelists an
opportunity to respond to any remarks that they m ght
like to respond to. And | would ask the panelists, in
the interest of time, to try not to exceed ten m nutes.

So, with that, let me ask Dr. Mongan, please,
on behalf of Partners, to present his statenent.

DR. MONGAN: Thank you, Steve. 1'mDr. Jim
Mongan, President of Partners Health Care. And |
appreciate the opportunity to appear today to give you
our thoughts on Boston health care and on Partners.

Partners is an integrated academ c health care
system which was forned to add value to the patient
care, teaching, research and conmunity m ssions of our
founding institutions, the Brigham and Whnen's Hospital
and Massachusetts General. This norning, I'd like to
revi ew what Partners has acconplished over the past nine
years. And then |I'I|l address two issues: nmarket
dynam cs in Boston and health care costs in Boston.

But let nme start with a brief history of the
formati on of Partners. A decade ago, we began to see the

tradi tional academ c/ nmedical centers no | onger provided
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the best structure for care, teaching and research.
Services were shifting rapidly to an outpatient basis and
i npatient stays were growi ng shorter. Qur hospitals
| ooked |ike giant intensive care units. Although anong
the very best in the world at providing conplex care,

t hese hospitals were no | onger an adequate platformfor
the range of care our patients need. They gave students
only a quick glinpse of the sickest patients and they
provi ded a very narrow base for inportant research. And
t hey were becom ng less relevant to their surroundi ng
nei ghbor hoods.

We believed that we needed a new nodel of care
to address these shifts. It would include not only great
| CUs, but also a small nunber of community and specialty
hospitals and a network of physicians. This nodel, which
we' ve adopted, has allowed us to protect and enhance our
under | ying m ssion.

Wth regard to patient care, we are better able
to neet the range of our patients' needs, from acute
t hrough chronic illness. W're working cooperatively to
i mprove the quality of care, and we're addressing the
cost of care by efficiencies of scale and by use of the
nost appropriate settings for treatnment.

In the cost area, by consolidating back office

operations, pooling our purchasing and benchmarki ng
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staffing and | ength of stay across our hospitals, we've
held the increase in our cost-per-case to an average of
just under 3 percent per year. Adjusted for inflation,
we' ve actually reduced cost-per-case by an average of 2.3
percent per year.

We're noving care to | ower-cost | ocations
t hrough partnerships |ike the one between Bri gham and
Wonen's Hospital and Faul kner Hospital and through the
cardi ac surgery partnership between Mass General and
Sal em Hospi tal.

Now, as far as quality is concerned, both
Bri gham and Wonen's and Mass General are worl d-fanpous for
very high-end care, or "great saves", as one physician
said. But having a system and not just an acute
hospital, provides an opportunity to manage the care of
our patients over time. In areas |ike diabetes,
hypertensi on and congestive failure, we're beginning to
take this long view of our patients' health and to nmake
significant advances in di sease managenent.

Wth regard to teaching, having a system has
all owed us to build even stronger residencies and
fell owshi ps, nmerging 23 training progranms, to expose
trainees to a broader variety of faculty and patients.
We' ve al so devel oped new communi ty-based training

settings that are nore relevant to the world many of our
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trainees will practice in.

Wth regard to research, having a broad and
stronger base has allowed us to make a $50 mllion
i nvestnent in genetics research, which over the next
decade we hope will benefit every person in this room
Qur prep program spreads research to the community,
gi ving nore than 200 community patients access to new
treatnments previously available only at academ c centers.

And finally, with regard to care of the
community, we forged 16 new partnerships with urban
health centers, and we're providing access to care to
200, 000 patients at those centers, or three tines as many
as when Partners was fornmed. OQur overall commtnent to
t he under-served totals $100 mllion each year. Beyond
that, we've stabilized three failing community hospitals,
two of which likely would have cl osed wi thout our
support. And in addition, we've sustained threatened
specialty services by adding 120 psychiatric beds while
others closed theirs and by shoring up fragile hone
health and rehabilitation services.

So, now that |'ve described the rationale
behi nd the formation of Partners and the results we've
achieved so far, let nme turn directly to questions
regardi ng the econom c inpact of health systens in

Bost on.
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First, let ne address the nmarket dynam cs of
Eastern Massachusetts. W' ve |long been a national center
of healthcare and, as such, are hone to three medical
school s, 15 teaching hospitals and 31 community
hospitals. Alnost 50 percent of our insured patients are
covered -- residents are covered by HMOs. CQur caregivers
and payers are overwhelm ngly not for profit. Qur state
officials take an active role in healthcare and both the
current Massachusetts Attorney General and his
predecessor have actively enforced the public charities
and conpetition aspects of healthcare.

Regardi ng mar ket concentration, | point to the
results of a Robert Wod Johnson Foundati on study of
healthcare in 12 U S. cities. This analysis shows that
in terms of hospital concentration, Boston is the | east
concentrated city of the 12. Also, as neasured in this
study by the Herfendahl index, Boston is the only city of
the 12 that is rated non concentrated in terms of
hospitals. Wthin this diverse nedical environnment,
Partners cares for 21 percent of the area's patients.

And, finally, 1'd like to turn to the issue of
heal t hcare costs in Boston. |[|'ll say a word about
hospital costs in two different contexts, and then an
even nore inmportant word about health insurance prem umns.

Wth regards to hospital costs, I'Il deal first with a
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pi ece of data which is widely m sused, that is raw per
capita hospital cost data, as opposed to the overall
heal t hcare cost data Stuart used.

Raw per capita hospital cost data, show ng
Massachusetts' costs to be 40 percent above the national
average. But this raw data wildly exaggerates the burden
of healthcare on Massachusetts' enployers and consuners.
To accurately portray the inpact, this raw nunber shoul d
be adjusted by four factors. First, you should subtract
research costs funded by NI H, industry and national
heal th organi zations. Leaving these dollars in the per
capita cost base inplies that if we succeed in winning a
$10 million AIDS research grant, for exanple, we have
sonmehow beconme nore of a burden to residents of
Massachusetts. And that, of course, is not the case.

Second, on the same rationale, you should take
out Federal graduate education paynents to our
institutions. Third, you should take out dollars paid by
out-of -state patients who bring dollars into
Massachusetts. And the final adjustnment is for the
hi gher wages our state pays across all industries. So,
the bottomline, with these adjustnments, our per capita
hospital expenditures dropped to a nuch nore nodest 12.9
percent above the national average, a differential

arguably offset by the benefits of excellent patient care
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and a burgeoni ng biotech industry.

And even this 12.9 percent is overstated, as
our sonmewhat hi gher use of hospital outpatient services
sinply shifts to another cost category in other states.
And whatever renmains in per capita hospital cost
differential does not relate to hospital inefficiency.
In fact, Medicare data actually shows that conparing
costs per discharge on a wage and case m x adj usted
basis, Massachusetts is |less costly than their national
counterparts. W can take pride in the fact that we
provi de excellent care at no higher cost.

To pull all of this together, the proof of the
i npact of health costs on consunmers should lie in health
i nsurance premuns. As you will see attached to ny
witten testinony, we've conpiled data on Massachusetts'
prem um costs fromfive respective sources: three from
the private sector and two fromthe public. In raw
dol | ars, they show that our prem um costs range from7
percent to 13 percent above average.

But Stuart stopped one step too soon. \Wen
adj usted for wages, our prem uns range from 4 percent
less to 3.6 percent nore than on average. And on
average, there is no difference at all in insurance
prem uns in Boston conmpared to other cities.

And now one final point on narket dynam cs.
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There appears to be an urban | egend that our health
systenms sonmehow beat up the payers in Boston and won huge
increases in paynents. Again, attached to nmy testinony
are two charts. The first shows that private insurer
payments to Massachusetts hospitals in the '90s were far
| ower than the national average. For Partners, from 1996
t hrough 2000, our average annual HMO paynment increase was
just 1.5 percent per year. Despite urban |egend to the
contrary, the fact is that paynent increases under our
new contracts grew an average of only 5.6 percent a year
For private payers overall, we are now just about back to
t he national average, with respect to our paynent-to-cost
ratios.

So, in sumuary, let nme sinply restate ny ngjor
points. Partners denonstrates on a daily basis the val ue
added to its founding hospitals' m ssion of patient care,
t eachi ng, research and conmunity service. Provider
concentration in the Boston area is |low, and the |arge
nunmber of hospitals fosters a healthy |evel of
conpetition. Boston healthcare costs, appropriately
adj usted, are very close to the national average.

Thank you for the opportunity to appear before
you this norning.

MR. KRAMER: | now ask Charl es Baker, please,

to present.
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MR. BAKER: You know, | can just do this from
here. Does it matter?

MR. KRAMER: That's fi ne.

MR. BAKER: Good norning. For the record, ny
name is Charles Baker. | currently serve as the
Presi dent and Chief Executive O ficer of Harvard Pilgrim
Health Care, which is a Massachusetts-based non-profit
health plan. W and our affiliates -- Harvard Pilgrim
Heal th Care of New Engl and and Harvard Vanguard Medi ca
Associ ates -- provide health insurance coverage and
health care services to about 900, 000 people in
Massachusetts, New Hanpshire and Mai ne.

Qur | argest operations are in Massachusetts,
where we represent about 25 percent of the private health
i nsurance market -- or about 12 percent of the covered
popul ation, if you include the Medicaid and Medicare
popul ation, as well. Qur clinical effectiveness and
menber satisfaction scores consistently rank anong the
very best in the United States and we have a | ong history
of clinical and service innovation.

| appreciate the opportunity to be here today
to di scuss conpetition and regulation in health care in
t he Boston marketplace. And while you may or nmay not
have known this when you asked nme to speak today, | do

have sone history on this issue, having served as a state
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official in the early 1990s, when many of these nmergers
t ook place, which was prior to becom ng a narket
participant. Some would say that's the equival ent of
havi ng the grenade that you throw on one end of the boat
roll back down and bl ow up on you when the boat shifts.

As a regulator, | served as Undersecretary of
t he Massachusetts Executive Ofice of Health and Human
Services from 1991 to 1992, and then as Secretary of
Heal t h and Human Services from'92 through '"94. In this
role, I oversaw a nunber of state agencies, including the
Departnment of Public Health, and signed off on the
Departnment's decision to approve the initial hospital
mer ger and Massachusetts General Hospital and Brigham and
Wonen's Hospital that created the Partners Health Care
System | was over at the O fice of Adm nistration and
Fi nance when the Beth Israel and Deaconess Hospital
merger that created CareG oup was consolidated and was
not directly involved in that decision.

We signed off on the Brigham and Mass Gener al
merger in 1994, despite their obvious size and status in
t he Boston health care marketplace for three reasons.
First, the market appeared to be noving toward an
environment in which health plans would affiliate with
one or nore integrated care delivery systens, and then

conpete with each other based on the quality, service and
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cost of their networks. The Brigham Wonen/ Mass Cener al
nmerger seenmed pretty consistent with that overal
di recti on.

Mass General had just recruited several high
profile physicians away fromthe Brigham raising the
possibility of an upward cost spiral, in which each
hospital, rather than sharing talent and technology in a
parti cul ar market pl ace, would feel obligated to build or
buy their own. The Brigham and Mass General nmerger was
deenmed as a way to avoid this "medical arns race."”

And, third, Brighamwas intimtely aligned with
Harvard Community Health Plan -- which was the precursor
to the plan that | represent today -- and it was hard to
i magi ne a nerger with Mass General doing nuch to change
t hat existing relationship.

Partners went on to develop Partners Community
Health Care, Inc., PCH so called, an extensive primary
care and nmulti-specialty care physician network, and al so
acquired several other community and specialty hospitals
and community health centers. In fact, in md 1992,
there was significant discussion that Partners would, at
sone point, seek approval fromstate officials to offer
heal th i nsurance products, using their own network to
conpete with others in the marketplace. Ot her provider

organi zations were considering simlar initiatives.
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Sone eight to ten years later, this seens kind
of quaint, given the direction in which the market's
noved since that time. In between, the consuner decided
that he or she did not want to be constrai ned by network
structures that were institutional in nature, and nmany
i ndi vi dual providers shared and voiced simlar views. 1In
addition, state and federal |aws were enacted that made
it nore difficult for plans -- and even for sonme health
care delivery systens -- to use defined delivery systens
to manage patient care. Health plans responded by
dramatically expanding the size and scope of their
provi der networks and limting their referral and
participation rules. As a result, an industry that was
expected to vertically integrate its value chain by the
end of the 1990s retreated to a structure that today
| ooks a lot nore like it did in the '70s.

I n Massachusetts, the hospitals that nade up
the Partners care delivery systemcontinued to operate on
a stand-alone basis, with little clinical or systens
integration. The CareGroup systemdid, in fact, pursue a
nore i ntegrated operational approach and sonme of its
physi ci ans and departnments actually responded to that by
| eaving the system Health plans in the Massachusetts
mar ket | ost many of the tools that made traditional

managed care work -- either through market refornms or
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outright |legal prohibition -- and noved back into a nodel
that | think Stuart referred to earlier as "indemity in
drag."

Today's market is not the one that we
anticipated -- or that others advised us would be coni ng
-- when we nmade the decisions in the early and m d-90s to
approve many of these hospital nmergers. This inability
to accurately predict the future and where the nmarket
will go will inevitably Ilimt the effectiveness of any
regul atory process. But with this in mnd, | do have
sonme t houghts about how regul ators coul d best perform
their duties and will share those at the conclusion of ny
presentation.

After | left the public sector, | joined
Harvard Vanguard Medi cal Associ ates, which was an
affiliate of Harvard PilgrimHealth Care, as its
Presi dent and Chief Executive in the fall of 1998.
becanme President of Harvard Pilgrim as Stuart also
pointed out, in the mddle of 1999 in a pretty
interesting neltdown. The plan ended up | osing about
$227 million in 1999 and another $10 mllion in 2000. W
generated a $35 mllion operating gain in 2001, which is
about a 1 and a half percent margin, not a big nunber
relative to other sectors of the econony, but not bad by

our standards; and a $31 mllion operating gain in 2002.
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The gains were generated, in part, through a
dramatic inprovenment in operating perfornmance, geographic
and product w thdrawals, significant reductions in
adm ni strative spending and an over-arching conmtnent to
strategic and operational sinplicity.

We al so raised prices. The average prem um
increase in our market has been in the 10 to 15 percent
range per year for the past three years, which is also
consistent with the nunbers that Professor Altnman
di splayed in his presentation. |t was driven by a nunber
of factors -- virtually all of which relate to the rising
cost of health care.

On this point, | do differ alittle with
Professor Altman. There are certainly historic periods
in which insurance carriers raised prices to catch up
with "underwiting cycles.” | don't believe the past
t hree years have been about under and over-pricing. |
believe the vast majority -- well in excess of 90 percent
-- of the increase in health insurance prem uns between
2000 and 2002 has been driven by rising nedical costs.

I n our particular case, pharmacy costs
i ncreased by 28.6 percent; inpatient hospital costs by
18. 6 percent; physician costs by 24 percent; and all
ot her outpatient costs -- including outpatient costs --

by 33 and a half percent. That adds up to a 26.1 percent

For The Record, |Inc.
Wal dorf, Maryl and
(301)870-8025



© 00 N o o b~ W N P

[ERN
o

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

45
increase in total health care costs for Harvard Pilgrim
commerci al plan nmenbers over a two-year period. Wile
the projections for 2003 look a little different by
category, the overall trend -- 12 to 14 percent for the
year -- is virtually identical to the growth in nedica
expenses from 2000 to 2002. This trend is also virtually
identical to the growth in Harvard Pilgrimprem uns over
t he sanme period of tine.

In fact, we're so sure about this particular
i ssue that we would wel cone any audit, review, analysis
or investigation the Conm ssion m ght consider necessary
to confirmthat the rates of increase in nmedical expense
-- in premunms for Harvard Pilgrimnenbers have, in fact,
been driven by increases in nedical expenses.

Hospital costs obviously represent a
significant share of the increase in spending over this
time. Professor Altman's testinony concerning the
i ncrease and the use of academ c nedical centers for non-
conpl ex services in Massachusetts, which has undeni ably
contributed to the increase in health care costs here, is
a pattern | believe is borne out el sewhere around the
country, as well, but probably not to the sane degree it
has in Boston. There are a nunber of other factors
driving up hospital costs, as well

Reductions or very limted increases in
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Medi care and Medicaid rates for the past few years have
forced hospitals to seek higher rates of rei mbursenment
fromprivate carriers with which they do business. Labor
shortages in key areas, such as nursing and sone
techni cal areas, have bid up | abor costs.

Technol ogy costs, devices and drugs, the sane
thing, they affect our bottomline and affect theirs.
Consuner and enpl oyer preferences which have nade it very
difficult for health plans to discontinue relationships
wi th any hospital or physician group in its service
delivery area. And hospital and physician group
consol i dati on, which has made it far nore difficult for
any health plan to drop any one hospital or physician
group fromits network, nmuch |less a collection of
hospitals and their physician groups fromits networks.

| presune debate on this final point is a |large
part of why we're here today. And on this issue, | would
offer the foll ow ng observations. First, if there were
no hospital nmergers and no provider consolidations, there
woul d still be "nonopoly" rates being paid to certain
hospitals that are, in many cases, the only provider in
their service area. This is not a Partners or CareG oup
i ssue, per se, but a sinple fact of life.

Do | believe that Harvard PilgrimHealth Care

menbers pay nore for services purchased from Partners and
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CareGroup as systens than they would if each hospital in
t hese systenms continued to contract directly with Harvard
Pilgrin? | believe the answer to that question is yes.
What | don't know is how much nmore. | don't know if
these institutions would have continued to engage in the
kind of "arns race" type behavior we were seeking to
avoid in the early '90s when the mergers were originally
approved. | also don't know if the nmergers generated any
savings or efficiencies. |I'msure the | eadership of both
organi zati ons woul d say the nergers have saved noney, but
| don't believe anyone with an i ndependent eye has
studied this issue.

| al so believe the other issues | nmentioned
before -- public rates of paynent, |abor costs,
technol ogy costs, consunmer demand, and the like -- would
have driven up health care costs under any scenari o.

Do | believe the nergers have created quality
i nprovenents? This is hard to say, and maybe too soon to
tell. The tools to neasure this sort of thing are just
beginning to find their way into the marketpl ace.
Nonet hel ess, it's difficult for any health plan,
i ncluding ours, to hold | arge provi der organi zations |ike
CareGroup or Partners accountable for quality. They're
too big for us to |l ose as network participants, and they

tell us that they face enornous obstacles in creating
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singl e standards of care within their own organi zati ons,
due, in part, to their size and conplexity.

Wth this in mnd there are several general
observations | would offer on the state of the current
mar ket that | believe regulators should consider in
seeki ng ways to enhance narket conpetition. First of
all, it's not just market share held by any one hospital
in a particular market. For exanple, the Mass General
and the Brigham are probably the two best-known tertiary
hospitals in New Engl and and they contract together
Partners does not permt one of these hospitals to
participate in any health plan product w thout the other
-- thereby ensuring that they never conpete with one
another. Since each is the other's nost |ogical market
conpetitor, this could certainly be considered a
"conpetitive" problem The fact that they represent only
two of many teaching hospitals in Massachusetts doesn't
really matter. For certain kinds of services, they are
virtually the only choice around.

Second, many hospital systens throughout
Massachusetts, particularly in geographic areas where
t hey have virtual nonopolies, also control significant
nunbers of salaried and affiliated physicians. |In nost
cases, no health plan can do business with any one

conponent piece of these delivery systens w thout doing
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business with the entire delivery system This is,

ironically, the provider equivalent of an "all products”
clause, a contracting technique that has | ong been the
obj ect of significant aninosity directed to the plans
fromthe provider conmunity.

Third, you don't need a | ot of provider market
share in today's markets to be able to "drive" the market
in a particular direction. And | think Partners is a
good case in point. They nmay represent |ess than 30
percent of the Massachusetts provider market, but no
heal th plan could expect to survive w thout the Partners
systemin its network. A health plan in Massachusetts
coul d probably conpete effectively with sone of the
Partners systemin its network, but the choice, as
defined by Partners, is all or none, so that option is
really no option at all

It should be fairly obvious that this situation
bi ds up the price of contracting with each hospital
network. There is, for all intents and purposes, not a
| evel playing field here. Sone networks can literally
dictate the price, and the health plans pay it. O her
hospital systens then rely on those prices as "market
standards” and go fromthere.

It also makes it nuch harder to structure and

enforce initiatives tied to quality. |If the plans need
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the provider organizations in their network to neet
mar ket demand, requiring or enforcing significant patient
safety or quality initiatives is very difficult. Again,
the network sets the terms, not the plan.

The hospital and physician comunity will argue
that if they don't join together to contract on a group
basis with the plans they will be unable to neet the
needs of their patients and cover their costs. That may
or may not be true. | saw a bunper sticker the other day
pronoti ng uni on nmenbership that said sonething |ike,
"Together We Bargain -- Alone W Beg." Fromny
experience, this would be reasonably applicable to the
way nmy coll eagues in the hospital and physician comunity
view their negotiations with health plans.

s their approach anti-conpetitive? Probably.
Is it inflationary? Certainly. 1Is it a market response
to the advent of managed care, the relentless hard
bargai ni ng of health plans on unit costs, and the
changi ng preferences of consuners? Absolutely.

And it does raise questions -- for us and for
t he provider conmmunity -- concerning the "right" rules of
engagenent. For the market to work, the frame for
conpetition established by public policy makers needs to
fully understand the participants, and their

relati onships with one another. | comrend the FTC for
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engagi ng this discussion, and hope our observations here
t oday can be useful to you as you consider this critical
i ssue.

MR. KRAMER: Thank you. 1'd ask Dr. Welch now
to present, please.

DR. WELCH: Good norning. Thank you for giving
me the opportunity to testify before you today. M nane
is Charles Welch, and I am a practicing psychiatrist at
t he Massachusetts General Hospital, where | serve as
Director of the hospital's Somatic Therapies Consultation
Service. |I'malso an instructor in psychiatry at Harvard
Medi cal School

Today |I'm here in ny capacity as President of
t he Massachusetts Medical Society. |1'd like to share
with you sonme observations we have nade with regard to
the current physician practice environment in
Massachusetts, highlighting how that environnment has been
shaped by econom c factors and the resulting inmpact on
physi ci ans, physician recruitment efforts, practice
patterns and ultinmately access to care.

|"d like to begin by noting that the entire
Commonweal t h of Massachusetts is currently suffering from
a declining practice environment. And we expect that the
shortages in work force supply that are already apparent

will only continue to worsen in the conbing years.
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| ndeed, anecdotal reports suggest that the situation is
significantly worse than the data that I will show you
woul d i ndi cat e.

As you' ve heard, during the |ast decade there's
been a significant shift in the Massachusetts healthcare
market, fromtraditional fee-for-service insurance
prograns to various forns of nanaged care. The Boston
area has been dom nated by nanaged care. Over half of
our insured residents are enrolled in managed care
organi zations, with three payers controlling that market.
As a consequence, there has been downward pressure on
rei mbursenent, which has caused cl osure of conmmunity
hospitals and hospital -based services. As | will show
you, declining reinbursenment has also had a negative
effect upon physicians' ability to provide high quality,
accessi ble care to the people of the Commonweal t h.

The Medi cal Society has conducted a nunber of
studi es which shed |ight on these issues. In 2001, the
society issued its first Physician Practice Environnent
| ndex Results, the so called msery index, which
confirmed that Massachusetts physician practices have
been struggling in a sharply deteriorating environnent
since the md 1990s. Unfortunately, | don't have the
slides of this docunent, but it is available for all of

you in hard copy.
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The MMS index neasures individual indicators
that represent three inportant factors affecting the
quality of the practice environment. These being first
t he supply of physicians; second, practice financial
conditions; and third, physicians' work environnment. As
a followup to the 2001 study, the society repeated the
study in 2002 and concl uded that Massachusetts conti nues
its eight-year decline, that the index had dropped by 5.7
percent since 2001 -- in 2001.

Si nce 1992, the factors neasured by the index
have fallen by a staggering 22 percent. W also nmade
conparisons to the rest of the nation. Massachusetts
declined at a faster rate than the nation as a whol e.
VWhat accounts for these results? The dom nant variable
denonstrating how the Massachusetts i ndex has declined
nore sharply than the U. S. index since 1992 is our
physi ci ans' cost of maintaining a practice.

The cost of mmintaining a practice was defined
as rent, |abor and nedical supplies. Over the ten-year
period, the cost to physicians for doing business in
Massachusetts increased by 56 percent. Nationally,
physi ci ans' cost of doing business increased by only 30
percent for the sane period. |In addition, the drop in
the overall index for Massachusetts was driven by rising

mal practice premuns and the rising ratio of housing
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prices to physician incone.

Whil e the cost of running a doctor's practice
has soared in the | ast decade, paynents from both private
insurers and government payers have relatively declined.
| would like to denonstrate these trends for you by
showi ng you the results of a study perforned by | ngenex
Consulting for the Massachusetts Medical Society in 2002.

We were interested in calculating the change in
rei mbursenment |levels for 20 representative billing codes
for the five-year period 1998 to the end of 2002. The
particul ar procedures and visits were chosen because they
were comonly performed and therefore representative of
t he mai nstream of nmedi cal practice.

In the first slide, which you can see,
unfortunately you can't see very well. | apol ogize for
the scale of this, but we also can provide this for you
in hard copy if the code |abels on the bottom are
| egible. Let nme talk, for exanple, about the first
slide. In the first slide, reinbursenent trends in
Boston are displayed for each code studi ed.

For instance, on the far left, col onoscopy is
shown. It is shown to have undergone a 41 percent
decline in reimbursement during the study interval. Now,
41 percent is the average of all comercial payers in

Massachusetts. As you can see, nost of the codes studied
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underwent an absolute decline in reinmbursenment. Those
few codes whi ch underwent an increase in reinbursenent,
whi ch are displayed in green on the right side of the
graph, those few codes failed to keep pace with
inflation. At the top of the graph is a dotted |line at
plus 21 percent, which is the calculated increase in the
cost of practice during the study interval. As you can
see, not one of those codes studied kept pace with the
increase in costs of practice.

In the second slide, the decrease in
rei mbursenment for col onoscopy is conpared wi th changes
for colonoscopy in nine other cities during the study
interval. As you can see, the decline in reinbursenent
in Boston was by far the greatest, alnost tw ce the
decline in the next closest city, Los Angeles. It is
ironic that this |arge reduction in reinbursenent
occurred at a tinme when col onoscopy has the potential to
reduce norbidity, nortality and the cost of care if it
were performed nmore widely.

In the third slide, the overall average decline
for Boston is conpared to nine other cities. As you can
clearly see, Boston had a significantly greater decline
in overall average reinbursenent than any of the other
cities, with a 30 percent -- over a 30 percent decline in

overal |l reinmbursenment to physicians.
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The inmpact of these market forces on physicians
and patients has been predictable. W are w tnessing
significant increases in physician practice closures and
unprecedent ed nunber of practice vacancies and increased
wor kl oads for those who renmain in practice. As a result
of these trends, Massachusetts is experiencing physician
shortages in eight critical medical specialties, a
curtail ment of services, significant increase in waiting
times for appointnments, and increasing difficulties in
delivering the care that our patients need.

The Medical Society's recent physician work
force study found that Massachusetts is a financially and
adm nistratively difficult environment in which to
practice nedicine. | also apologize for not having this
study in ny slides, but it is also available in hard
copy, which will probably be better for all of you
because it's rather rich in data.

The sentinent was expressed strongly by both
practici ng physicians and physicians in training. The
study found that with the third highest cost of living in
the country and regi onal physician inconmes, which are the
| owest in the country, Massachusetts and the Boston urban
area in particular, are becom ng extrenely difficult
pl aces to pursue a nedical career. W can continue to

attract young talent from across the country and across

For The Record, |Inc.
Wal dorf, Maryl and
(301)870-8025



© 00 N o o b~ W N P

[ERN
o

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

57
the world, to attend our nedical schools and training
prograns, but we're having an extrenely difficult time
getting those physicians here in light of greater
financial opportunity and nore flexible work schedul es
and research support offered el sewhere.

For example, in 2002, we graduated 78 residents
from our anesthesia training prograns in Massachusetts.
Two of them remained in Massachusetts at the end of their
training. This is at a tinme when we al ready have a
shortage of anesthesiologists. | amtold that 36
orthopedi c practices in Massachusetts are currently
unable to fill vacancies in their practices.

Thi s conprehensi ve work force study shows
unequi vocal |y that Massachusetts is facing a crisis
situation in the nunmber of physicians able to deliver
patient care. Vacancy rates in radiology and anesthesia
approach 15 percent at a tinme that anything over 2
percent is considered a work force shortage in any other
i ndustry. Many physician practices are already
overwhel med and unable to handl e additional volunme and
are reducing services or adjusting their staffing
patterns to cope with the | abor shortage.

Over 50 percent of hospital departnents
surveyed reported that they have altered -- which of

course neans reduced services because of physician
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shortages. | travel a lot around the state, and at every
hospital | visit a hand goes up and sonmeone says, "I'd
just like you to know that whatever your data says, |'m
the | ast radiologist at MIton Hospital;" or "I'mthe
| ast endocrinologist in the Merrinmack Vall ey.

Physi ci an shortages are already affecting
patterns of care and we are very concerned that the | abor
shortage nmay al ready be threatening access to care. In
response to your question as to the inpact of the current
mar ket forces on cost, quality, and access to care, our
data show that the overhead costs of practicing nedicine
in Boston is above the national average, that
rei mbursenents for Boston physicians are bel ow the
nati onal average, and that access to healthcare is
deteriorating on a nunber of fronts, including access to
physi cians and tinely access to necessary heal thcare.

In ternms of conpetition, | want to enphasize
this. Physicians are unable to negotiate or to conpete
in our current environment. As a consequence, they are
in an increasingly untenable position in which practice
cl osure or relocation to another state are for sone
physi ci ans the only viable alternatives.

To reverse this trend, the Medical Society has
undertaken a nunber of collaborative endeavors with the

hospitals and health plans in our area to reduce the
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adm ni strative burdens inposed upon physicians'
practices. Nevertheless, despite our efforts, physician
practices are struggling to survive in this environnment.
The reality is that individual physicians are unable to
effectively negotiate in this nmarket because the
antitrust |laws have created significant barriers to
negoti ati on between the rel evant parti es.

Consequent |y, individual physicians standing
al one cannot obtain increases in reinbursenment to
directly cover the rising costs of operating a nedical
practice. | question whether we can depend on the
i nfluence of conpetitive forces on our market when the
supplier of services is unable to conpete or negoti ate.
That being said, | want to commend both the FTC and the
DQJ for analyzing the inpact of current market forces,
not only in ternms of cost, but also and perhaps nost
inportantly, on the quality of care that is delivered.
VWil e nuch of the historic debate on
conpetition has focused on noney, physicians are even
nore frustrated and constrained in their ability to fight
for contract terms involving the quality of patient care.
Physi ci ans continue to struggle with crushing
adm ni strative burdens and restrictions which hinder
their ability to efficiently and effectively deliver the

nmost appropriate care.
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Additionally, a nunmber of plans track and
reward physician performance primarily based on overal
costs and not on quality of care delivered. Cearly,
this is not in the best interest of patients. The
medi cal practice nmarket in Boston is distinguished by one
of the highest penetrations of managed care in the
country, three dom nant players and some of the | owest
rei mbursenent rates in the nation.

All of this exists in a market where the cost
of running a nmedical practice is anong the highest in the
nation. The inpact is clear. Many physicians are unable
to survive and are closing their practices to relocate
el sewhere or | eave nedicine entirely. Of even greater
concern, fewer physicians are choosing to begin practice
in the Commonweal t h.

Whil e there are many reasons for the situation
in which we find ourselves today, the Massachusetts
Medi cal Society believes that the asymetry of the
bargai ning rel ati onshi p between payers and provi ders and
the resultant failure of dynam c market forces is the
primary reason for the current work force shortage and
the inpending crisis in access to care.

| f dynam c market forces were functioning
properly, we would not see reinmbursenent to physicians

declining steeply at the sanme tine that we have a severe
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physi ci an shortage. But market forces clearly are not
functioning, because in our zeal to follow the gospel of
antitrust, we have instead destroyed the very dynam sm of
mar ket forces we all hope to foster. And instead, we
have created an out-of-control machine that is in a rapid
descent towards a crash.

Thank you very nuch for the opportunity to
appear before you.

MR. KRAMER: Thank you, Dr. Welch. 1'd ask M.
Waxman to go next.

MR. WAXMAN: Thank you. | think |ike Charlie
"Il just sit here.

Good norning. M nanme is Mark Waxman, and |'m
with the CareG oup system |[It's a Boston-area provider
network consisting of sonme acute hospitals, principally
the Beth |srael/Deaconess Medical Center, which is a
strong Harvard affiliate; New Engl and Baptist Hospital,
which is a well-known orthopedic hospital; the Munt
Auburn Hospital in Canbridge, a very fine community
hospital, which also does sonme teaching; and the
Associ ated Faculty Practice Plan at the Medical Center;

t he Harvard Medi cal Faculty Physicians; and a nunber of
other affiliated physician groups.

As ot hers have, | want to thank you for the

opportunity to participate in the process. 1've |earned
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alot injust listening this norning. It gives you a |ot
of other thoughts as well. | want to make clear that ny
views are ny views, and | haven't gone out and polled the
affiliates and asked them what they think of everything I
m ght say. And I'msure |I'd hear a range of thoughts.

| would also caution you that my views are of a
very recent arrival to the Boston scene. |I'm sonewhat of
an interloper here. 1'ma displaced Californian, and as
a result, ny views are uninformed by living through the
creation of CareG oup, Partners, the financial rebirth of
Bl ue Cross, but | would also say to sone extent they are
unbi ased by having lived through that, which we're very
enmotional in the marketplace. | think many of the
pl ayers who were involved in that bear sonme of the scars
of those creations, as well as the benefits, today.

| ndeed among the first two i ssues that | faced
when | canme to Boston were house prices, which | amstill
facing. And those of you that have followed this, they
just reported, they just went up 20 percent in the | ast
year. And the al nost dem se of Harvard PilgrimHealth
Care. Very shortly after | arrived Harvard Pil gri mwent
into receivership, which caused a crisis in the
mar ket pl ace, which we certainly hope will not be
repeat ed.

Wth that kind of introduction, |let ne dive
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into the topic at hand and first talk a little bit about
CareGroup. CareGroup was forned in October of 1996. It
was the result of a nmerger of parent hol ding conpani es of
three hospital systens, the Pathway Heal th Network, which
was the parent corporation of the New Engl and Deaconess
Hospital and four other hospitals; the Munt Auburn
Foundation; and the Beth Israel Corporation. And at the
sane tinme that the parent entities nmerged, two hospitals,
which were literally catty-corner across the street on
Longwood Avenue, Deaconess Hospital and the Beth |srael
Hospital Association nerged to formthe now Beth Israe
Deaconess Medi cal Center.

The circunstances which led to this nerger |
t hi nk have received nore than adequate coverage in the
trade press, both in Boston and nationally, but I think
there were three things that |'ve discerned happened.
The first was that CareG oup was actually created in
reaction to the creation of the Partners system Second,
there was a fear that without a systemthere would be an
i nadequate ability to respond to the changi ng managed
care world, and | think we've heard a fair anount about
that this nmorning, and we'll hear nmore. And there was a
desire to take advantage of certain aspects of the
financing market, which led to the issuance in 1998 of a

significant debt, whose critical features were a
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favorable rate, sonme very favorable bond covenant terns.
And ultimately the glue in this system at one |evel,
whi ch was the joint and several liability, which clearly
would tie the systemtogether in a very inportant and
| ong-l asting way.

| think it's fair to say that the track record
of our nerger has not been stellar. Cultures clashed;
strong central |eadership was not established; and over a
peri od of several years |arge amounts of noney were | ost.
Over a period of three years, the CareG oup system | ost
over $200 mlIlion. And we have had to dig ourselves out
of that situation. This year we hope our loss wll be
m nimal and we're optimstic we can get there, but we're
only going to be able to get there with the help of a
| arge nunmber of people and an awful |ot of work within
the systemitself.

As a system therefore, we continue to be in
somewhat of a turnaround situation. We think our
| eadership, particularly at the nmedical center, has now
stabilized. But over tinme, this has |led to a downsi zi ng
of the system through the divestiture of two community
hospitals and some of their related physicians. W' ve
gone through a change in governing board structure and
actually the CareGroup focus has now changed from being a

focus on creating a tightly coordinated system of patient
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care, teaching, and research to a real focus at the
parent |evel on financial controls, financial oversight,
financial integration, and as an inportant role as a
coordi nator and facilitator of discussions through our
managed care contracting network, the provider service
network, or as it's known around Boston, the PSN

The PSN has actually six hospitals. The
CareGroup systemis joined by the Lahey system and sone
2,200 physicians. It covers approximtely 300, 000
managed care lives and maintains a significant managed
care infrastructure.

Let nme turn now as an introductory notion to
t he Boston market, which I think everyone would
understand is unique and different. There are sone
aspects of it I think which are the same as ot her places;
sone which are different. First |I've already nentioned,
you know, | think that as Dr. Welch indicated is an
increasing factor, there are certain costs to just being
and living in Boston.

House prices are extrenmely expensive. | think
the cost of living is expensive. This is going to affect
and is already affecting recruiting and retention. And |
agree with Dr. Welch that if this continues over tine
it's going to have a significant adverse effect on our

ability to attract and retain high quality individuals,
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both in health care and el sewhere.

Second, the cost of operating on acute hospital
busi ness in Boston are high. Some are not so uni que;
sone are unique. O particular note, we, like the
Partners system have been aggressively engaged in
efficiency and cost-cutting, but we face nursing costs,
whi ch are, as has been reported, going up and up, and
pharmacy costs, | would say you're looking at in the
range of 10 percent and 15 percent, respectively.
Techni ci an shortages are real and not likely to dimnish
in the near future. And | think we feel that this is
unlikely across the board to dimnish across the system
for very | ong.

We have high technol ogy and capital costs of
bei ng quaternary and tertiary centers who are performng
significant volunmes of primary and secondary care. Yet |
t hi nk everyone would admt if these centers closed, there
woul d be significant access in the Boston market. |If one
| ooks at diversion data, for exanple, anmong our chief
conpetitor, the Mass General and the Brigham they are on
diversion a fair anount of tinme. This indicates the
significant access problens already exist in the market.

Anot her aspect of Boston that is unique that |
don't think people have tal ked about as nmuch as they

m ght, is notw thstanding the conpetition at sone |evels,
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there are significant and i nmportant |evels of cooperation
across the system The Harvard institutions participate
in a self-insured captive carrier, which results in
significant savings for those who are participating in
this and has worked well over tine.

We all participate in the New Engl and Heal th
Care EDI network, across the system which al so has
resulted in processing mllions of pair transactions in a
pai r-provider cooperative, which also has significantly
reduced transaction costs at that |level. And, as have
been noted, there are sone inportant Boston, | would cal
them abnormalities. There is a focus on academ c
teaching institutions, and those institutions obviously
are heavily involved in physician training for the rest
of the United States.

| wonder, Dr. Altman, if a statistic of
physicians in this state ought to be adjusted to focus on
t he nunmber of clinical FTEs actually addressing patient
care. If that were the case, | think we'd see a
different statistic, as many of our physicians are
actually involved in research and teaching, yet their
costs of mal practice insurance and ot her overhead costs
we bear in disproportionate way. So, | would question
whet her that statistic is actually the right statistic

for the individual receiving health care out in the
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conmuni ty.

Anot her abnormality we face is the free care or
unconpensated care pool. In essence, this is a transfer
tax from some health plans and hospitals to other
providers in the community. | think all the teaching
hospitals recognize the need for refornms in this system
to nmake it nmore equitable. Whether this can occur
think is highly questionable in a state funding crisis.
We are very concerned, as | think others are, that given
the potential cuts in Medicaid we're going to see sone
changes here which | ead to another disproportionality
perhaps in the transfer tax. That also has effects on
the conpetitive marketplace in Boston.

Anot her factor is the size of the research
enterprise. This is an enterprise which is heavily
dependent on governnent funding. It does not operate
significantly to generate a profit. The question here is
whet her there will be a significant change in N H funding
over the near future which would have a significant
effect on the research enterprise in the Boston area
mar ket .

One of the things that attracts physicians and
per haps hel p overconme sone of the pricing problens in the
Boston market is the desire to do research, both for

Boston and the rest of the world. This is an inportant
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el ement in the Boston dynamic. It is also a reason nany
people conme to the academi c nedical centers. It also
hel ps drive costs, because the Boston hospitals, as a
result, practice a higher standard of care than many
hospitals around the world. Boston hospitals are
essentially required to be early adopters of new
technol ogy. That has inpact and effects on the
mar ket pl ace.

There has been a historical anti-for-profit
view in the Boston market. This may be softening in
light of difficult times for a nunber of hospitals. And,
| astly, as has been acknow edged, and 1'd be rem ss
w thout stating it again, our Medicaid rates relative to
costs are quite low. This also has significant inpact on
t he mar ket .

Now, it has been noted the market has evol ved
over time, and with the exception of sonme potenti al
communi ty- based physicians, there's consolidation out in
the market. And those tal ks are now underway. It may
not change that much in the short term W' ve seen the
creation of the Partners system the reactive creation of
CareG oup, and the PSN, which includes Lahey and others.
We do have the Keratose system the UMass system and sone
ot her pl ayers.

It's interesting that the New Engl and Medi cal
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Center recently separated fromits Rhode Island
affiliation, and what that neans to the Boston
mar ket pl ace | think remains to be seen. As | nentioned,
there continues to be some evolution on the physician
side, whether the significant nultidisciplinary medica
group discussion is to create the so called G4 group
will come to pass and integrate to becone a market force
at this point | think is sonewhat up in the air.

A few words about quality. | think the Boston
mar ket has devoted significant energy and dollars to
quality. While quality at Boston-area teaching hospitals
is generally presuned, |I think we share with Partners and
others the view that our quality is extrenely high. That
quality is something that is actually published and
measured by a nunber of folks, the Tufts Health Pl an
measures quality, Picker surveys are published in the
Boston G obe, and the WMHA puts out reports on nedication
safety. However, we cannot tell if the paynments fromthe
payers actually differentiate in any real sense in
paynments based on any objectively neasured quality
paranmeter. Nor has participation in any plan that we're
aware of been specifically linked to any particular
qual ity paranmeter in the market. We know that the payers
are beginning to experiment with incentive paynents for

quality. How big of a percentage of the overall dollars
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those will be and whether they actually drive changes in

quality performance | think is an open questi on.

And t here have been varying degrees of

integration of network providers. | think Charlie
mentioned his views. | think Dr. Mngan nmentioned his
views. In our view, we have nmade a significant effort, a

significant investnent in systenms and software

devel opnent in an attenpt to integrate our physicians.
We have common physician credentialing; we have a
referral managenent systent we have, | think, a very wel
known web reporting systemwth a nultitude of reports on
patterns of care in our network. W' ve had a focus on
care inprovenment through HEDI S reporting, disease
managenent, high risk patient managenent prograns,

uni versal fornularies on the pharmacy side, sone system
w de case managenent and sone nedi cal managenment
infrastructure.

Let me now tal k about the payer market. The
payer market realistically consists of three plans,
Harvard Pilgrim Tufts and the Blue Cross/Blue Shield
plan. Virtually all physicians and hospitals participate
in each of these three plans, and the provider panels are
virtually identical in all the key areas. This
elimnates this factor as a potential product

differentiator, so plan conpetition, you see, is alnost

For The Record, |Inc.
Wal dorf, Maryl and
(301)870-8025



© 00 N o o b~ W N P

[ERN
o

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

72
entirely based on prem um and not necessarily quality or
servi ce.

Anmong the plans, and it's interesting that
they're not here today, Blue Cross is the major plan,
wi t hout which you certainly cannot be in business,
particularly after you consider the HMO and i ndemity
busi ness together. Wthout Blue Cross, you would sinmply
not be able to function. Blue Cross, although it's a
non-profit entity, is an aggressive and powerful market
player. Qur PSN has found it extrenely challenging to
have meani ngful negotiations with respect to physician
paynment s.

The reliance on a fee schedul e that does not
adj ust for variable costs against its geographic reach is
probl ematic, and ongoing practice issues are chall enging,
to say the least. W have concerns about a paynent
contract structure, with default provisions in the event
there's not agreenments on price, particularly fromthe
physi ci an si de.

| also believe in the aggregate a serious
guestion exists with respect to what's the bal ance
bet ween fee increases to providers as opposed to the
desire to build reserves on behalf of the payers. W
know t hat over tine the payers have suffered in the '90s.

The question is what's the bal ance going to be in the
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future based upon the market dynam cs as they now exi st
and are |ikely to change.

And | astly, although it's not a direct inpact
on the market, it's certainly a market irritant, and that
is we continue to see paynment practices collectively by
t he payers, notw thstanding sone attenpt to approve it on
the state | aw side, which continues to delay and
frustrate the providers' ability to realize on their
contractually commtted rates. At this point,
representative of frustrating strategies, we have
refusals to share paynment rules prior to inplenenting
them There are attitudes that every error nust be a
provi der error, alnost by definition. One prom nent plan
can't provide premumverifications for a 2001 contract.
We're still debating paynents for 1999 paynent rates with
another. And frankly, we are concerned that constant
arbitration litigators and litigation with payers w |
beconme the only viable approach to make sure that we
attain paynents to the rates agreed to by contract. That
obvi ously has a very significant market cost. It has a
significant human cost and it has an ongoi ng scarring
cost for those participating in the process. W
fervently hope that this particular issue can be focused
on and | ooked at in the near term

Wth respect to the provider market, we

For The Record, |Inc.
Wal dorf, Maryl and
(301)870-8025



© 00 N o o b~ W N P

[ERN
o

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

74
recogni ze that the Partners HealthCare systemis the
dom nant player in the market. There are very -- there
are many ways, and |I'Il take ny |lawer's hat off for the
noment, that one could | ook at the market. We think one
key el enent as you | ook at physician contracting
networ ks, there was a very interesting article in the
Boston d obe in January of 2002, which I'll say we don't
accept always as having the gospel with respect to the
facts, but the Boston G obe has -- went and | ooked at the
enpl oyed and closely affiliated physicians, which are
actually the ones who drive care, they're the ones that
actually nmake adm ssions and nake referrals. And in that
the Partners system was shown as clearly the dom nant
group with nmuch, much nore than tw ce, alnpbst three
times, our size in terns of the nunmber of affiliated
physi ci ans.

Now, as a result of payer contracts and huge
capi tal endownent, we're concerned that Partners wll
become the only systemw th the ability to nake capital
i nvestnents necessary in recruitments, special services,
i nnovative prograns in market expansion that others
cannot match. The big concern is that its size my end
up commandi ng a di sproportionate share of prem um
dol l ars, leading to enhanced strength and reinforcing

mar ket dom nance. |'m not saying that that's an
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anticonpetitive practice, but it's an observation with
respect to what may happen with respect to the market.

Wth respect to other providers, as has been
recogni zed, there is a continuing strain on netropolitan
Boston area community hospitals. W dealt specifically
with the Walt ham situation where we found with respect to
Wal t ham and perhaps nore recently with respect to the
Neshoba Hospital in Ayer, was very difficult to devote
the capital dollars necessary to nmake the infrastructure
i nprovenents that woul d have been required to turn those
hospitals around. It was regrettable, but we were forced
to ultimately divest those hospitals.

Now, on the other side, we have seen two
devel opnents in the Eastern Mass market with respect to
mar ket entry, which are nost interesting. Essent, which
is a newer for-profit entity, has not entered the Boston
mar ket but has entered, | would say, the greater Boston
Metropolitan market in the sense of alliances and
acquired fromus what was fornerly the Deaconess Neshoba
Hospital. This represents the first tine in the very
recent past that a for-profit has been active in the
acute hospital market. Again, that is not the Boston
area, but it will be interesting to see what effect that
m ght have.

The second has to do with the desire of an
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entity called Patient Choice, which is a plan which is
essentially an insurance product, which is seeking to
enter the market as well. In their view, they have
experienced the true inpact of market conpaction on their
ability to enter into the marketplace. W find a
situation where payer consolidation and inadequate
payments make it very difficult for the providers to
di scount, to invite a new entrant into the market, where
at the sanme tine, a new entrant needs a network in order
to go to the enployers to provide the breadth of
provi ders necessary to be in the market.

And if you have certain networks that either
wll or won't participate, that may have the effect of
denying the opportunity for themto get into the market.
| view the patient choice desire and experinent as a very
interesting aspect towards market entry in the Eastern
Massachusetts area.

A coupl e of other comrents driving costs. |
think we all face the unfunded mandates and the research
apparatus. | guess |'d be rem ss, since you can't help
but escape it, of the HI PAA costs, disaster readiness,
the |l eapfrog initiatives, and we all face insurance
costs. We have underpaynent, in our view, of the true
costs by the payers.

And if you |look at things |ike prostate Brachy
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t herapy, neuro stinmulators, and drug-el udi ng coronary
artery stints, this is a situation where the payers
sinply in our view are not paying the actual costs, even
t hough Medicare is nore willing to step up to the plate.
Yet in the Boston nmarket, these things are part of
everyday marketplace activity.

| ssues that we think about, | think the key
i ssues are the effects of steadily increasing market
power by the dom nant players. W are concerned about
our own ability to find long-termcapital to be a
meani ngful [ ong-term conpetitor in the Boston health care
mar ket pl ace. We are interested in what happens to the
market if, in fact, the HVO penetration goes down and we
see a significant shift away fromall risk-based systens.
We don't know the extent to which that will occur or what
the effect of that m ght be on systens.

Over tinme, we're concerned about the potenti al
effects of patients in ternms of their ability to have
access to the necessary physician base. W're concerned
t hat provi der paynments are very |ow conpared to the costs
of making investnments. | think we also specifically
woul d have sone serious questions with Dr. Altman's views
that the payers are giving up power in the marketplace to
the providers. In our view, when we sit down across the

table, we sinply don't find that to be the case,
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particularly, as | indicated, on the Blue Cross side.

A comment was al so made about per capita health
care spending, which Dr. Mngan addressed. | have a
guestion as to data which is based on the bills,

i ndicating how the bills are going up w thout adjustnents
for fee schedul es, capitation or DRG paynents. | think
it's understood that fee schedules on the physician side
have not renotely kept up with the cost of actually
operating a practice. And Dr. Welch's comments, | think,
went directly to that point.

We al so do not see on the chart the
acknowl edged hospitals' nmandated free care contributions
as part of the overall cost of doing business in our
mar ket .

Wth respect to the hospital education and
research, | think I would echo Dr. Mongan's coments but
al so state specifically that when we sit down across the
table fromthe payers to negotiate, there is a very
difficult conversation with respect to actually
acknow edgi ng hospital, education, and research costs are
part of the overall health care market responsibility.

In fact, in many opportunities, the payers
indicate that they do not intend to fully recogni ze those
costs as they reinburse us for the cost of doing business

in our particular market.
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| think that sunmarizes my comments. | very

much appreciate the opportunity to participate.
DR. KRAMER: Thank you. Turn it over to Dr.

Harri s Ber man.

DR. BERMAN. Good nmorning. |'mDr. Harris
Berman. | was especially pleased to hear from Stuart
this morning that |I'm kinder, gentler, and smle nore
than | did ten years ago. Stuart, | think being kinder

and gentler has less to do with the managed care backl ash
than it has to do with just nellowing with age. And the
smling clearly is because after 32 years in a difficult
industry |I'm about to retire and nove over to academ a,
whi ch has kept you smling as long as |I've known you.

But in the neantine, I'mstill CEO of the Tufts
Heal th Pl an, a 900, 000- mnenber, not-for-profit
Massachusetts-based plan founded in 1981. | appreciate
the invitation to respond to the governnment's questions
about conpetition anong hospitals and physicians in
Eastern Massachusetts health care markets.

At the sanme tinme, | do have to own up to being
alittle bit unconfortable doing this. The questions the
governnment has raised relate primarily to the nost
power ful provider group in our network, Partners, and
Tufts Health Plan will again enter negotiations with that

powerful network in just a few nonths. W do recogni ze,
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however, that the |last Partners/Tufts Health Pl an
negoti ati ons have becone sonmething of a national poster
child for the problenms that arise in the market that has
experi enced provider consolidation.

So, despite ny disconfort, I1'll do ny best to
descri be ny perceptions of the serious breakdown in
conpetition that has occurred in Eastern Massachusetts.
Heal t hy conpetition anongst providers and payers in the
past hel ped to create a health care environnent in the
Boston area that includes both outstandi ng nedical care
and the nation's nost highly rated health plans,
including the Tufts Health Pl an.

This healthy conpetition now stands threatened
by the exercise of market dom nance by Partners
Heal thCare and its hospital physician network known by
the acronym of PCH . Founded in 1994 with the nmerger of
Boston's two | argest and nost prestigious academ c
medi cal centers, the Mass General and Brigham and Wonen's
Hospitals. Partners and PCH have achi eved nmarket
dom nance in very specific ways.

Through nergers and acquisitions over the
years, the PCH network now nunmbers 15 hospitals and nore
than 5,000 physicians in the Greater Boston area.
Partners and PCH have planned these nmergers and

affiliations strategically to include anchor community
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hospital s and key physician groups in key geographic
areas, principally north and west of the city of Boston,
and to acquire nonopoly or near-nmonopoly power in the
very specialties that are npst inportant to the
consuners' choice of a health plan: internal nedicine,
pedi atrics, and obstetrics and gynecol ogy.

In fact, Partners owns or negotiates for
virtually every hospital in the north shore suburbs of
Boston. Through this aggregation of power, Partners and
PCHI have literally nade thensel ves a nust-have hospital
system for area enployers and consuners. Partners has
used this position to demand price increases above what
we woul d expect normal heal thy provider conpetition would
ot herwi se produce. And the Partners system has
acconplished this objective through a negotiation
strategy designed to maxim ze their new-found | everage.

We fear that this newfound | everage will also
be used in the future, not just to raise prices, but to
[imt consumer choice, as well. Their negotiating
| everage becane starkly evident in the fall of the year
2000, during the last round of contract negotiations for
our commercial insurance products. W entered the
negotiations with area enployers encouragi ng us to keep
prem uns and costs under controls. And we fully expected

to neet that goal through the normal give and take of the
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negoti ati ng process.

Partners seemed to have different ideas. It
cane to the table with very high demands, explicit about
its plans to push up the prem um and about its unique
ability to do so. Then Partners drove the negotiations
to their inevitable breakdown and ultimtely refused to
renew its contract unless we agreed to its high denmands.

Partners' term nation strategy was not nere
posturing. It had strategically readied an orchestrated
medi a canpaign well before the negotiations term nated,
desi gned to announce the term nation to enployers,
subscri bers and the public at |large at the time of annual
Cct ober/ Novenber open enrollnent. The tinme when nost
enpl oyees are choosing which health plan to join for the
foll ow ng year

When the negotiations broke off, imediately
there were banners in hospital cafeterias, posters in
hospi tal adm ssions areas and in physicians' waiting
rooms on and off the hospital canpuses, letters to
physi ci ans and patients and tel ephone nessages for those
calling PCH providers, stating, in essence, that your
physician will no |longer be contracting with the Tufts
Health Plan and you may have to switch health plans.

Qur subscribers began flooding their enpl oyers

with concerns over the loss of Partners fromtheir health
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pl an. Enpl oyers who previously had been supportive
uni formy and understandably changed their tune, telling
us loudly and clearly, if you don't offer Partners, we
can't offer you to our enployees. G ven the size and the
scope of the PCH network, Tufts Health Plan was
threatened with the loss of its |argest accounts. |
finally concluded, in the m ddle of the night one night,
that our very viability was at stake. And in the end, we
had no choice but to acquiesce to their high demands.

I n the Septenmber hearings held here on
conpetition and health care, Cara Lesser of the Center
for Studying Health System Change, cited this term nate-
t hen-negotiate tactic as an om nous new phenonmenon
enpl oyed by powerful provider networks. She described
this as a tactic that is threatening continuity of care
for hundreds of thousands of consunmers in the comunities
in which it is occurring, and she specifically cited that
Partners/ Tufts Health Plan negotiati ons as one of the
nost vivid exanpl es.

What enabl es Partners to undertake such a
strategy is its market dom nance. For exanple, through
its acquisition and affiliation with our Northern suburbs
| eadi ng hospitals and physician groups, PCH has obtained
a nonopoly in the critical areas of pediatrics and

obstetrics and gynecology in the north shore market of
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Boston. It enjoys nonopoly or near-nonopoly in other
i nportant specialties in this market: internal medicine,
surgery, and pul nonary care.

Li kewi se in the western suburbs of Boston, PCHI
enj oys market suprenmacy in pediatrics, pediatric
psychi atry, and medi cal oncology. Wth this kind of
power in such key service lines in a broad geographic
area surroundi ng Boston, enployers sinply cannot offer
heal th plans that do not have Partners and its affiliates
in their network.

The exercise of this power occurs against a
backdrop of a highly conpetitive payer field. Harvard
Pilgrim Blue Cross, Cigna, Aetna, Tufts Health Pl an and
a host of third-party adm ni strators conpete vigorously
with each other. The absence of significant buyer power
is certainly indicated by Partners' cavalier wllingness
to do without us.

The outcone of Partners negotiating power and
mar ket dom nance have been higher prices to the consuner.
Thi s has been what Partners has been about from day one.
Now Partners can rai se prices because of its ability to
i npose its contract terns unilaterally on area payers and
because the PCHI hospitals and physician groups, both
those that are owned and those that are nmerely affiliated

with PCHI , refuse or are unable to negotiate with payers
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i ndependent |y of PCHI

Mor eover, we have seen |little evidence that the
Partners hospitals have integrated major departnments. As
a result, when all is said and done, we ended up with
contract price increases far outstripping nedica
inflation rates over a three-year period. W nmay hear
that this was a market correction, but it was not. This
was a market disruption leading to prices above what we
woul d expect in a truly conpetitive nmarket.

It is curious that a delivery systemthat
trunpets in its recent “advertorials” how it has |owered
the cost per patient in its hospitals by 22 percent and
clainms to be operating on low margins is the same system
whi ch drove what were by any account significant prem um
increases. Lower costs in health care are supposed to
lead to lower prices. The stated rationales for the
price increases, market corrections, narrow margins and
the like, lose credibility when voiced by a donm nant
net wor k whose then CEO during the opening of our
negotiations told us explicitly that Partners doesn't
care what the market will bear, that it intends to push
up the premumand that it is in a unique position to
nove the market.

There is no doubt that price increases

translate into higher premuns. At the sane tine,
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contrary to Partners' assertions, our recent prem um
increases are, in fact, not to our profit, not to
reserves, not to admnistrative costs, but directly to
medi cal cost increases. |In fact, as a percentage of
prem um revenues, our adm nistrative costs for 2002
stayed flat and our profits for 2002 actually declined
conpared to 2001. That is, the clains paid actually
increased faster than the premuns did from 2001 to 2002.

Partners dom nance has played out in other
troubl esone ways. The chiefs of cardiac surgery of both
Partners teaching hospitals jointly refused to
participate in a Tufts Health Plan quality managenent
program i nvol ving outcones data. Their refusal
essentially gutted our initiative to provide objective
data to our nmenbers on the quality of care available from
the 11 different hospitals in our network which provide
coronary bypass surgery.

Partners has already killed an innovative and
heavi ly pronoted product offered by one of our
conpetitors, Blue Cross/Blue Shield, a product called
Access Blue, by refusing to participate. W fear that a
simlar refusal by Partners to participate in new
consunmer choice products that our plan is devel opi ng
could effectively prevent consunmers in Massachusetts from

t he opportunity to choose between higher-end and | ower -
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cost products.

We are concerned about the inmpact of their
approach to product innovation. |Innovation and consuner
choice are critical and | ong overdue in our market, where
our patient population, as you have heard, is excessively
dependent on care and costly tertiary facilities. Qur
new consumer choice products are clearly pro-conpetitive
in that they permt consuners to make cl earer choices
about the cost of their health care services. These
prograns hold real prom se for controlling health care
costs, sonething that Professor Altman told us is badly
needed.

Many of these issues will cone to a head as we
face our next round of contract negotiations with
Partners in the next few nonths. W wel cone your
attention to the critical issues of these conpetitive
issues -- critical inportance of these conpetitive issues
in the interest of stemm ng price increases and enhanci ng
qual ity and consunmer choice in the great Boston health
care market.

| thank you for your tine.

MR. KRAMER: Thank you. At this point, I'd
like to break until 11:25 and we'll pick up with
Professor MIller and then go on with sone questions from

there, to the extent that we have tine.
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(Wher eupon, a brief recess was taken.)

MR. KRAMER: At this point, | ask Professor
Fran Mller to give us a bit of a retrospective on what
we heard, as well as her perceptions of the health care
mar ket pl ace up in the Boston area. Fran is a long-tinme
Bost on-area resident.

PROF. M LLER: Thanks, Steve. Okay, | m ght
add that Steve's assignnent to ne was to, you know, have
a fewthings to say on your own -- could |I borrow
sonebody's water -- say a few things on my own, and then
also react primarily to what's been said this norning.
And | realize that if you want to break at 12:15 | better
be --

MR. KRAMER: Actually, it turns out | m sspoke,
it's 12:30.

PROF. M LLER  Okay.

MR. KRAMER: As we just heard.

PROF. MLLER Well, | don't want to keep the
rest of you fromdigging in, as well. | want -- there
are a lot of things that were said this nmorning that were
part of the things that | wanted to touch on anyway, so |
think it will nmeld together. | hope it conmes forward in
a relatively organized way as | do so.

My nane is Fran MIller. | am Professor of Law

at Boston University School of Law. [|'m going to give
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you just a little bit of background on me so you know
where |'mcoming fromas | nmake these remarks. | have
i ndeed been watching the Boston health care market for at
| east 35 years, and watching it quite closely. 1'malso
a Professor of Health Care Management at the Boston
Uni versity School of Managenent and al so a Professor of
Public Health at Boston University School of Public
Heal t h.

So, | come at all of these things fromthree
di fferent perspectives, but the common thene is, if you
want to put it baldly, noney, econom ¢, and managenent,
School of Public Health and Law School. My focus has
al ways been on the econom c aspects of health care
del i very.

You may also find it relevant to ny coments to
know that for a brief period of time in the 1970s | was a
Commi ssi oner of the Massachusetts Rate Setting
Commi ssion. That neans | have a healthy skepticismfor
what anyone says costs are. Wen we started
i nvestigating what we were being asked to reinburse, we
started finding things |like a gross of gold golf balls
that were given out as souvenirs to house staff
graduating from sone of our teaching hospitals. W
deci ded that wasn't a cost that we wanted to cover in our

rei mbur senment.
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But anyway, | have a healthy skeptici sm about
t he concept of cost. And for roughly the past two
decades, | have chaired the Health Facilities Appeals
Commi ssion in Massachusetts, which is the certificate of
need appeal s agency for the Comonwealth. So, | have a
good fix on who's doing what in terns of substanti al
changes in service and substantial capital expansions.

And for the record, you should al so know t hat |
ama trustee of the Joslin Di abetes Center, which is not
an inpatient facility. And | also serve on the Partners
-- one of the Partners institutional review boards, so |
see the research operation at that level, or at |east
part of it, as it occurs within the Partners system

Professor Altman framed this norning's
di scussions by outlining trends in the national
Massachusetts and Boston health care markets as they have
evol ved over the past decade or so, with particular focus
on hospitals and MCOs in M ddl esex and Suffol k Counties,
whi ch are the Boston-Canbridge Metropolitan areas.

His coments, in conjunction with the detail ed
task force report acconpanying his remarks give an
overvi ew of health care econonmi cs, particularly in the
Commonweal th. They provide an excellent frane of
reference within which to consider and evaluate the nore

focused perspectives in these stakeholders in the Boston
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hospital market in particular and insurance markets whose
presentations we've just heard.

My objective in nmaking these concl udi ng remarks
is somewhat different fromthose who have preceded ne
here. |I'ma lawer; |I've been teaching courses about
antitrust in the health sector for nore than 20 years.
|"ve witten on the subject. | have taken a keen
interest in the Boston hospital market and i nsurance
mar kets for sonme tinme, but | don't believe | have a
vested interest in either, per se, other than, as | say,
you know, a health insurance subscriber and certainly a
consuner of, quote, the best nedicine in the world, which
| truly think we have in the Boston area.

My coments should primarily be consi dered as
t hose of an academ c observer, and |'ve al ways exam ned
conpetition in the Boston hospital market, primarily from
t hat perspective. |If |I were giving this particul ar
presentation 10, 12 years ago, | would have been focusing
very closely on Blue Cross/Blue Shield and what was
happening in the insurance market. |If 1'd been giving it
three or four years ago, | m ght have been focusing on
Harvard Pilgrimand its problens.

It happens that where we are in the world today
" mgoing to focus a | ot on Partners, but | want you to

know that I am an equal opportunity, perhaps, | don't
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want to say dart-thrower, but that's just where we are
right nowin this market in Boston, and | amcertainly
soneone who understands the cyclical nature of markets
and know ng that things change.

So, | do want to focus a little bit on
Partners, because to understand where Boston is right
now, you just have to. You cannot ignore it. And the
original novenment to consolidate the renowned Harvard
teaching hospitals in the 1990s, the early 1990s, was
stinmulated primarily by financial concerns. | don't
think there's any doubt about that, although the
consol i dation novenent was al so concerned with inmproving
the quality of the services to neet the needs of the 20th
century.

Now, this information has conme to nme from
several participants in the discussion -- the original
di scussi ons anong Bri gham and Wonen's, Mass General,
Children's, Beth Israel and the Deaconess Hospitals.
They are Harvard's five flagship teaching hospitals in
t he Boston area, and they net together in the early '90s
to start tal king about what they could do. And those
five hospitals were, quite frankly, seeking ways to
counter the market power of the Commonwealth's then quite
dom nant managed care insurers, all of them W have a

robust conpetitive situation anong health insurers, but
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they're very powerful buyers of provider services.

Those MCOs were engaged in increasingly
aggressive bargai ning over rates and hospital costs
contai nnent neasures. And the Harvard teaching hospitals
in that group envisioned that their teachi ng budgets,
anong ot her areas, clinical care, would be increasingly
stressed if the trend continued. The five of them
engaged in these talks for sone period of tine and could
not agree on a plan anong them In fact the plans never
really got very far. M understanding is Bob Locke was
advi sing them and, of course, cautioning them of the
obvious for antitrust violations that for the five of
them to conbi ne woul d cause or would raise.

Fi nal |y, when not hi ng was goi ng anywhere
particularly, there was the fanous parking | ot
conversation between Dr. Buchanan, who headed Mass
General, and Dr. Nesin, who headed Bri gham and Wonen's.
And they basically said well, if we can't do it with
five, let's see if we can do it with two. And | can
quote Sam Thier's statement, which he may regret having
made, it was in the Boston G obe two years ago, but it
says, "By Samuel O. Thier's own adm ssion, Partners is
trying to reset the prices in this marketplace. W
wanted to be able to clinb out of the hole and get a

little extra for inflation. To the extent that pushes
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up prem uns, that should help out other providers, as
wel | . "

So, that's a frank adm ssion that this was a
cost-driven, a financially driven, nerger, at |east at
the outset. O course, there are all the wonderful and
adm rable clinical inmprovenments that Dr. Mongan has
mentioned this nmorning. And Partners has done a
wonderful job with very many of its prograns that
certainly qualify as clinical inmprovenents over tine.
But the primary notivation was indeed financial.

And this nmerger went forward pretty nuch under
the regul atory radar screen. Yes, the Massachusetts
Attorney CGeneral did look at it. To ny know edge, no
conditions were attached to it. | can be m staken on
that, but to my know edge, none did. OCkay, no
conditions, they were sinply permtted to do it. And
when the announcenent was made -- it was a stealth
merger. And when the announcenent was made, the other
three people with whom -- the other three teaching
hospitals with whom they' d been negotiating were, to put
it mldly, displeased with the fact that the rug had been
pul  ed out from under them

So, you know, that's the situation in 1994 when
this merger took place. No one knew about it. And to

underline that point, the sane law firmrepresented both
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Mass General and the Brigham and the Beth Israel
Hospital. And within the firm the |awers were not told
-- the two sets of |awyers who dealt with these
institutions didn't know it. They were not pleased
either, let ne tell you.

So, anyway, that's how quietly this was done.
It came in under the radar screen, as | said, and with
respect to regulatory oversight or antitrust agency
oversight, there was virtually -- it was -- | won't call
it a rubber stanp, but there was not the kind of
searching inquiry that | think one ought to have had at
that tinme.

Now, as an antitrust |awer, we know how we
| ook at market share. We all say, "Well, what's your
geographi c market? What's your product market?" And
when you take a | ook at the geographic market and product
mar ket definition that are possible with respect to
analyzing Partners' market share, yes, | understand that
under some product and geographic markets the market
share can | ook pretty small. But |I also know that one
can look at it through different I enses in terms of both
geographi ¢ and product market and who just -- oh, Dr.
Berman was just tal king about the nonopoly in the North
Shore enjoyed by Partners. Nowin ternms of -- if you're

going to take a market -- if you're going to take issue,
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geographi c market, the North Shore area of Boston, you're
going to get quite different market share nunbers than if
you take the inside Route 128, inside -- or 95, all of
Massachusetts, et cetera, we all know how to play these
ganes as antitrust | awers.

But given -- Stuart -- has Stuart left? Oh,
Stuart, what did you say you thought the number of
hospitals in Massachusetts was? 1In the neighborhood of
65, sonething like that. Sonmething Iike 65 or 70
hospitals in the State of Massachusetts. Well, nine
hospitals are owned by Partners HealthCare system and
six nore are affiliated with them So that's not --
that's 20 -- nine and six is -- I'mreally good wth
nunbers on ny feet -- all right. That's a healthy sl ug
of a nunmber of hospitals in the Conmonweal th that all get
negoti ated together when it cones to contract
negotiations. M understanding is that they do get
negoti at ed t oget her.

So, again, | think you have to be careful how
you | ook at all these nunmbers, what you really think
you're tal king about. Now, if we're tal king about --
well, | just made a little coment about geographic
market, let's talk a little bit about product market.
It's one thing if you think your product nmarket is acute

i npati ent beds, hospital beds. And | certainly am
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perfectly willing to accept that that nunber, depending
on what you really think your geographic market ought to
be, it sort of ranges in the 20 percent area for
Part ners.

But if you talk about your product market as
bei ng the flagship Harvard teaching hospitals, wthout
whi ch an i nsurance conpany cannot offer a product, you
get a whole different story. This isn't just any two
hospitals that have banded together. It's what many in
Massachusetts would call the two best hospitals. It is a
very specialized and uni que product. And it's one that
Massachusetts' patients/consuners/subscribers want. And
as was -- as Dr. Berman pointed out, there was a pretty
bi g backl ash agai nst Tufts' plan when it becanme clear
that it m ght have to be offered wi thout those two
hospitals in particular init, let alone all the
affiliated ones that came with it.

So, | have a little trouble with the definition
of product market here as being acute hospital inpatient
beds in Massachusetts, or even in Southeast -- you know,
the Eastern third of Massachusetts. It's really -- when
you understand the market in Boston, it's really
sonething else. We are very highly educated and
sophi sticated consuners of medical services in the

Boston area market, and | certainly nunber nyself anong
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them They're fine, fine hospitals, and | wouldn't want
not to have that option either. So, they' ve got a | ot of
clout.

So, the next question is -- and | m ght add you
could do the same thing with sub-product nmarkets. W had
tal k here about cardiac surgery. M understanding is
t hat of the open heart procedures done in the sort of
metropolitan area are a little larger than that. Brigham
and Wonen's does 21 percent of them Mass General does
anot her 20 percent or so. You're noving way up in these
sub- mar kets when you | ook at themthat way. And, you
know, we could all tick off all kinds of other areas.

So, the question any antitrust |awer asks
afterwards is, "Hm a |ot of power here, did this on
bal ance -- is it on balance? Mdre pro-conpetitive than
not? Did it enhance consunmer welfare?" And, you know,
there's a “yes” and a "Hmfm | wonder" answer to that kind
of a question. And one of the obvious things that faces
you when you | ook at the Massachusetts market, and Stuart
and ot hers have done a good job pulling apart the many
reasons why this is the case, nonetheless, the health
care costs in Massachusetts are just about the highest on
the planet, are anong the very highest on the planet.
They are very, very high. And of course the fact that we

have a | ot of wonderful teaching hospitals in this market
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is part of the reason, so is the reason -- so is the fact
that we are very technol ogy-intensive for |ots of other
subsi diary reasons having to do with the biotech market
in the area. And sophisticated consuners. They're also
all part of it.

So, we're faced on the one hand with "Well, we
haven't seen costs going down, in fact, we've seen quite
t he opposite. W don't see cost savings that you would
think you m ght see in the context of a nmerger that's
that large." Yes, there have been undoubted
adm ni strative efficiencies, and they're across the board
in many areas in the Partners system But | don't see
themquite the same way in terms of clinical
ef ficiencies.

And, in fact, npbst people in Boston thought
well, with this nerger that means Mass General won't open
an OB departnment, which it hadn't had. Brigham and
Wonmen's had the biggest, and still does have the biggest,
and nost conprehensive fine OB unit in the state, and yet
very shortly thereafter Mass General went right ahead and
opened its own. And everybody's going, "Wait a m nute,
we thought there were going to be clinical efficiencies
out of this merger.” There certainly weren't -- you
know, right away fromthe get-go, that was going forward,

gquote, no matter what.
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Now, | understand all the subsidiary reasons
why it made sense to open it, at |east from Mass
CGeneral's point of view The question | want to ask is
how much was that rethought. O did the plans that were
already in progress just steanroller forward w thout
really thinking about this.

You don't see, at least to the outside eye, you
don't see an awful lot of clinical integration. You
don't see a lot of it between those two institutions in
particul ar and anong the PCH systemin general. | nean,
this is, you know, not a fair shot, but this is PCH 's
newsl etter fromlast year, and they were talking -- and
El l en Zane's witing about clinical integration and she
wites, you know, "Clinical integration is the platform
from which we can show the inprovenents in patient care
that the fact that we have a system nakes possi bl e, but
we're not there yet. W need to do better, we haven't
done this, we haven't done this, we haven't done this."

Now, | realize she's exhorting her physicians
to cooperate in integrating clinically, but I'mjust
sayi ng that you get acknow edgnents throughout the system
that it sure hasn't happened -- and this is ten years
later, in a way that you m ght want to think it shoul d
have. Now, clinical integration, to nmy naive mnd, would

have been the first -- one of the first things one would

For The Record, |Inc.
Wal dorf, Maryl and
(301)870-8025



© 00 N o o b~ W N P

[ERN
o

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

101
think of in doing.

Now, | understand all the problens, the culture
cl ashes and, you know, for better or for worse, CareG oup
is an exanple of one that it was -- you had culture clash
there of a very high magnitude and it was very
destructive to the CareGoup systemfor a long tinme. |
think you're comng out of it, but it was a terrible.
Those who tal k about it, who know about it, talk about it
as having been jamm ng two cul tures together too fast.
And | understand that you can't do that. But it's a |ong
time now since this happened. And yet we're not seeing a
| ot of novenment within the system Yes, | understand
Bri gham and Wonen's now has a lot of the things it used
to do done at Faul kner, but beyond sone obvi ous things
l'i ke that, you don't see a |l ot of re-organization within
the system in terns of clinical integration.

A side note, because | had the certificate of
need appeal s agency, | see what goes on in the
certificate of need process below. | have here a
printout of determ nation of need projects that have been
conpl eted over -- as of January of 2000 -- but when you
| ook at what the projects have, they're not a | ot
conpared to what there used to be. Just for the heck of
it, I went and | ooked through as to what Brigham and

Wonmen's and Partners had in general, but North Shore
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Medi cal Center, et cetera, and I'm |l ooking, a lot of M
units, PET scanners, three MRI units, two hybrid PET/CT
scanners, et cetera.

| ook at all this, and I also know with ny
ot her hat a question | raised with respect to a research
proposal that came through the IRB within the past year
or so, and the question | raised, it was one that was a
retrospective cardiac surgery -- cardiac study. |
haven't a clue what it was even about, but it had to do
with cardiac care, and they wanted to do -- | think it
was either an MRl or it was a CT scan, but for this
purpose, it doesn't matter which -- on 2000 patients,
just to see whether X or Y had happened since then. And,
you know, everybody's saying, “Well, this is great, great
research; we'll find out this; we'll find out that." And
| said, "Do we have that kind of spare capacity, that we
can do that?" And people said, "Well, what do you nean?"
And | said, "Well, 2000 scans, | nean |I'm guessing a scan
is half-hour, 45 m nutes apiece, you do the nunbers,
multiply that out. Do we have that much excess capacity
that we can just do that?"

| was outvoted on it, because -- and | voted
against it, just because | don't think that's the way our
scanners ought to be used without a | ot of thought --

wi thout a | ot of addressing that question up front. But
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then | go back and | ook at the certificate of need

approvals and see all this stuff and well, who's paying
for that?

It's not that | don't want that research to be
done. Who knows, it m ght have saved ny life. | do want
t hat research to be done, but | want you to -- | want

people to think hard and justify why they're using that
much tinme on that nuch expensive technol ogy. And this
wasn't, you know, a phase one, two, three trial; it was
sonmet hing |ike, you know, a retrospective -- |'mnot even
sure it was a phase four trial, but it was someone doi ng
-- taking a | ook-see. It wasn't part of clinical care,
that's for sure. So, again, it's not that | don't want
t hat done; | sure do want that done, but | want people to
t hi nk about doing it.

Now, with respect to Dr. Berman's comments
about their upcom ng negotiations. Again, how can you
not notice this? It's designed to be noticed. 1've got
two here, there are four. For the last four Wednesdays,
on page 3 of the Metro section in the Boston d obe, these
have been running. And this one is -- and they're very
good. They're excellent; they' re factual; they' re full
of stuff. This is on how we can inprove health care
costs; this one's on the pressures on health care

prem uns; but ny favorite one was the first one in which
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they repeat the market share of 21 percent, you know,
that Partners has 21 percent of the market, just a little

pi ece of it, and so forth and so on.

And | look at themand |I say, why now? Wy

these? And, so, just for the heck of it |I ran back and
t hrough nmy sources, | don't know if | have the right
nunmbers, but | found out how much those ads cost. The

first one was $19, 999. 37; the second one, $15, 262. 41;
third one, $13,981.17; and | assune the fourth one was
cheaper, sone kind of bulk rate. But, okay, that's a
cost of health care in the Componweal th of Massachusetts.
| realize it's chunp change. It's nothing.

And maybe it's doing a lot of good. | don't
know. But what am | thinking when | see these, this
timng? Wiy now? WAs there some energency, this had to
be out there? | don't know, but I'msure I"'mgoing to
find out. So, anyway, that kind of thing is out there.

As for costs, et al., I will also point to the
G obe as of -- and, again, | just share this skepticism
about what appears in the G obe, but here's a story from
t he Decenber 21st Boston G obe, and the headline is
"Partners Post the Best Results Ever in its History."
And it said, Partners HealthCare reported its best
financial results since formng the network in 1994,

i ncludi ng a turnaround of several once-struggling
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community hospitals, et cetera, et cetera.

But, again, ny rate setter nentality goes back
to, you know, | know about accounting. | know how one
can nmove things fromhere to there to the other, but if
that comes out, that tells nme that maybe the prem um
increases that | sonetines hear are being asked for maybe
aren't as necessary as they m ght be.

Now, just a couple nmore comments and then |'|
let you go at it. And | realize that I do not want to
end up being hospitalized in a Partners hospital any tine
soon after this.

(Laughter).

PROF. M LLER: But, you know, |I'mjust sitting
here telling you what | see from what | know and what
|' ve been around, because |I've been around here for a
long tinme and |'ve been watching it. And, again, 1'd be
doing this to whoever else the dom nant player was if we
were doing this ten years ago or whatever. |It's just
fun. It's interesting to do. And if | could find the
rest of ny thing about where the rest of ny questions
are, | did want to ask Dr. Welch a question. | know
where it is, it's on the back. There we go.

You were tal king about the physicians
inability to negotiate, you know, one-on-one with these

providers. And you said we can't conpete in this nmarket.
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The antitrust |awyer listens to that and reads it
differently fromthe way you listen to that, because
conpetitors, to an antitrust |awyer, conpetitors --
conpeting is with your horizontal conpetitors. And I
think you nmeant we can't bargain with insurers. They're
your vertical relationship people rather than your
conpetitors in the physician sense. But ny question to
you, which you can address later if you want to or now if
you want to, don't a lot of physicians in Massachusetts
negoti ate through PCH or through other network
providers? And it's not that they're all alone; they've
got a big system bargaining for themfor their rates. |
realize that docs who aren't affiliated in one of those
are in just the position you neant. But it's not |ike
all doctors in Massachusetts are. |It's sone.

DR. WELCH: First of all, with regards to
bar gai ni ng through PCH , Dr. Mongan, | think, should
speak to that issue, because he has a better overview of
t hat .

PROF. M LLER: Okay.

DR. WELCH: In ternms of conpetition, yes, we
can't negotiate conpetitively in relation to the plans,
but we're also limted in conpeting with each other to
provi de better service at a | ower cost, because we are

boxed in by the stipulations of the insurers as to how
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we're going to practice nedicine. It is -- the current
environnent, as if we had frozen our profession in ice.
It's |like Sleeping Beauty where, you know, the whole
castle went to sleep for 20 years, the dogs and the
horses, as well.

We are -- because we don't have incentivization
of innovation, we can't nove on to the next generation of
health care. W've got to get out of this stasis where
the incentives are all in a sense going in the wong
direction. So, | actually neant conpetition in both
ways, and I'msorry it was not clear.

PROF. MLLER: Well, you know, |awers speak a
wei rd kind of |anguage.

DR. WELCH: Wwell, | also think that I should
perhaps criticize nyself first, but all of us as well,
for tending to get into assertions that have rather
spindly | egs of data under them and that were dealing
with issues which are so highly charged. | really, given
the tone this norning, | think that I, as well as all of
us, should think twi ce when we say sonething like there
are nore physicians per population in Massachusetts than
in the rest of the country; or the incentives are wong,
because, you know, we really need data on all of these
assertions. |I'mglad we can tal k about that freely, but

| would just want to stress that alnost all the
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assertions we as panelists have made this norning need to
be | ooked at in -- with a question mark in the back of
our m nds.

PROF. M LLER  Sure.

DR. WELCH: Do we have good data to support
what we're sayi ng.

PROF. M LLER: And you lead into just what |
wanted to say for ny concluding remarks. First of all, |
haven't a clue what the answer is. Acadenm cs are very
good at picking things apart, because they know how to
| ook at them and find inconsistencies, et cetera. |
haven't a clue how | would structure just the terrific
optimal situation for Massachusetts.

But for better or for worse, we've sort of
adopted conpetition as the nmold to structure our health
care delivery systemin Massachusetts. Sure, it's
regul ated at the margins, but conpetition is basically
the thing that organi zes our health care system And if
mar kets are the structural drivers here, as we say it is,
why aren't we seeing nore evidence of slow ng costs?

And, again, | understand the technol ogy inperative, |
understand the teaching hospital thing. And it's not for
a second that I would want it to not to be that way in ny
state -- | do.

But | guess | want to end up with what Stuart
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said before, we are what we are, and we are at the nonent
in time where we are, but can't we do it a little better?

Ckay, that's what | have to say.

MR. KRAMER: Thank you. | would |like to give
the panelists -- particularly the panelists that went
early, starting with Dr. Mongan, and we'll do it in

order, a chance to respond very briefly to any statenents

t hat have been made today. And when | say briefly, |I'm
talking at this point 90 seconds, so that we'll have at
| east sone tine to pose a few questions. And |I'Ill ask

you to stop at 90 seconds. So, with that, please go
ahead, Dr. Mongan.

DR. MONGAN: Thank you, Steve. |1've just
| earned a new definition of a fram ng presentation this
norning that I will keep in mnd. | think any fair-
m nded person in the room could understand that | could
take the whole time responding to Dr. MIler's ani mated
and colorful history and analysis of Partners, starting
fromgold golf balls and going forward. | will only go
back to the broad and full rationale that | laid out in
my statement regarding the formation of Partners. W
were formed to add value to our underlying m ssions of
patient care, research, teaching and community benefits,
and we have done that.

As to the highest costs on the planet, | would
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refer you back to the data set out by Stuart and nyself.
Qur costs, our premunms, are not different than the rest
of the country. And just a word as far as the payer
testimony, it's hard for ne to recogni ze the portrait
pai nted by the payers. |If we are such dom nant players
able to set our own prices, why did we get extrenely
m nimal increases for years and then after the much
bal | yhooed negotiations still end up with only nodest
increases and still bel ow the national average. And
secondly, with regard to the so-called showdown
negotiations, |'ve never understood why it is that when
enpl oyers fail to reach agreenment with their existing
heal th plans and drop coverage in favor of better priced
options, it's considered a solid business decision; yet
when hospitals seek inproved rates it's considered a
showdown. Consuners are routinely inconveni enced when
enpl oyers switch plans and when health plans drop
provi ders, and these things occur nmuch, nuch nore
frequently than showdowns.

Thank you.

MR. KRAMER: Thank you. M. Baker, please
proceed if you' d |ike.

MR. BAKER: | don't know where the role of the
m suse, overuse, and underuse of technology fits into al

of this, but clearly, if you were to ask ne what's really
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driving a big piece of the cost quality equation, in our
mar ket and in others, it's the fact that we don't have a
good way of organizing anybody's thinking around the

ri ght use and the nost practical application of both new
and existing technologies. And this is obviously
especially profound in a market |ike ours which has so
much heavy enphasis on research and teaching.

But | guess | think absent, you know -- the
other stuff is all debatable, and everybody's got a point
of view, but | really do believe that absent any attenpt
totry to create a nore cohesive approach to managi ng
t echnol ogy devel opnments over the course of the next five,
ten, 15 years, whatever nunber you want to pick, | think
a lot of us are going to be banging away on the margin on
what's really driving spending and what's driving
quality.

MR. KRAMER: Thank you. Dr. Welch, please
pr oceed.

DR. WELCH: | think that the issue of cost is
clearly the nost burning one. From our perspective, it's
driven by three drivers. The first is a grow ng
adm ni strative overhead. It is now consum ng between 35
and 40 percent of the health care dollar and it is a
garden of opportunities for recapturing funds to plow

back into clinical care.
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The second is antiquated systens of delivery,
which make it very difficult for clinicians to deliver
care that is optimally effective and optimally efficient.
And that's no -- and |I'mnot pointing the finger at
anybody. It's the system of health care that we've
inherited fromour fathers and the incentives have not
been adequate for us to nove on to deliver better,
cheaper, safer and easier health care along the vision of
the Institute of Medicine nodel.

Third, I would agree with Charlie that our use
of technology is irrational and that we desperately need
an evidence-based, scientifically-based system for
sel ecting which technol ogies we're going to adopt and
whi ch ones we're not going to adopt and how we're going
to use the ones we do.

And | think that what we really need is not so
much a regulatory shift -- although |I do think that
regul ation plays into this. | think what we really need
is for a constructive, ongoing process between insurers,
provi ders, patient representatives, and the governnent to
reinvent this whole system

MR. KRAMER: Thank you.

DR. WELCH: And, finally, I would say that as
soneone who works in the Partners system | am very proud

of what this organization has done by inproving the
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qual ity of care throughout the Boston area and saving
sone hospitals that were on the way out from extinction,
and | really amoverjoyed to be able to work in a system
that is so commtted to that m ssion.

MR. KRAMER: M. Waxman.

MR. WAXMAN: Anmpong the data sets that we really
did not examne is whether the entire systemis under-
funded itself to acconplish what it is people would |ike.
Wt hout knowing that, | think it nmakes the anal ysis
harder. W, of course, are concerned that the |arger
pl ayers, whether it's on the payers' side or the
providers' side, will end up getting hurt the least in a
system that doesn't have enough noney to deliver the
goods.

Second, | think as the market continues to
evolve we all | ook to your two agencies to spend nore
time and have deeper analysis of the relationship between
integration and risk-sharing as the managed care
penetration goes down. As you know there are various
guestions that come up as to what the relationship
bet ween those two are and would invite further
clarification fromyour agencies of the antitrust
statenments in that regard.

MR. KRAMER: Thank you. And, finally, Dr.

Ber man.
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DR. BERMAN: Professor MIller's redefinition of
what mar ket dom nance neans triggered a nmenory which
actually had a profound effect on my thinking in that
week or ten-day period when we and the public knew t hat
we had no contract with Partners.

| received a phone call froma nenber whose
name | don't even remenber now, telling ne that she's
been a | ong-term nmenber of the Tufts Health Plan and
satisfied with the Tufts Health Plan and she was very
di sturbed at the idea that we weren't able to reach an
agreenent with Partners. She told ne she's been healthy
and she had never wal ked in the door of the Mass Ceneral
Hospital, but she said she would not be confortable
having a health plan where if she got sick that she would
not know that she could go there if she needed to. And
she was going to have to change health plans. To ne,
that's market dom nance in a way that | didn't understand
before and that affected ny decision that we had to cone
back to the table and basically acquiesce.

MR. KRAMER: Thank you. And, finally, | want
to give Dr. Altman the sanme opportunity, given that he
has been the recipient of sone comments.

DR. ALTMAN:  Well, | think I've just been just
perfect. When you get shot at from both sides and then

you have a professor who al so shoots at you, | think
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just played it right.
(Laughter).
DR. ALTMAN:. And, so, a couple of coments

can’t resist. First, having been a relative newconer to
Massachusetts, as | said, 25 years, you're still not --
you still don't have your pinstripes, and there is a

parochialism and | think we saw that in spades with
Prof essor M Il er, about sort of -- you know, little
i nsi de basebal | stories.

And | do think it's very inportant, and | know
ultimately the Federal Trade Comm ssion and the Justice
Departnment will do this, is to say well, really, when al
gets said and done, how different is life in Boston with
what's going on in the rest of the country. And not
let's get away fromall these little stories, because
then you have to say to yourself, what is it about our
health system that dom nates. And it think what Charlie
Baker said is the one that resonated the best with ne.
And that is that, you know, we are driven very nuch by
technol ogy. We do have a very litigious system

And, so, | think it's very inportant that we
cannot | ose sight of conparing ultimtely the Boston,
Massachusetts area with the Federal Governnent. A and B,
| strongly agree that we should be based on facts. In

spite of your statenent about the contrary, every which
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way you switch the physician popul ati on, you can nodify
it and reduce it. W are blessed with very high quality

physi ci ans and a | ot of them

But I'm also very concerned about the incone of
physicians. |It's not so that A -- | never use the Boston
G obe. | would flunk a student who used the Boston d obe

as their centerpiece for statistics. But neverthel ess,
be that as it may, | do think that we could ultimtely
pul | back fromthe inside baseball and conpare us to the
rest of the country, and when you do that, you find the
statistics that | think I tried to show you.

We are nore expensive. W' re not outlandishly
nore expensive. There is this business about the cost of
living, and certainly, you know, | nean, |'ma professor,
my salary at Brandeis is not adjusted by the cost of
living. There are legitimte places to use cost of
living, and then there are questionable ones. So, | used
it sonetimes and | didn't use it other tines.

But | think we need to put ourselves in the
context of the rest of the country. And, yes, we have
certain unique characteristics in Massachusetts. But
when all is said and done, | hate to tell it for ny
friends from Massachusetts, we ook a lot |like a |ot of
ot her parts of the country. And |I know that conmes as a

deep hurt.
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(Laughter).

MR. KRAMER: Thank you. | can't resist the
pi nstripe thought, relating that to Boston, com ng from
New York originally.

(Laughter).

MR. KRAMER: At any rate, with that, we
outdo --

DR. ALTMAN: |I'm a New Yorker, too.

MR. KRAMER: That's what | nmean.

(Laughter).

MR. KRAMER: As you may know, |'m from
M ddl eboro, Massachusetts originally.

DR. ALTMAN: No pinstripes.

MR. KRAMER: At any rate, | want to give M ke
Cowi e an opportunity to ask the first question. And |'I|
try to follow up with that.

MR. CONE: For Dr. Mongan of Partners, in
eval uating nmergers the FTC and Justi ce Depart nent
obviously |l ook at rate or price effects, but we also want
to nmake sure we take into account inprovenents in quality
of care. In the brief tine you had, you |isted sone
advances that have occurred since the 1994 nerger. You
menti oned genetic research; you nentioned additional
psych beds. You nentioned inproved honme health services.

Can you el aborate on the significant quality inprovenents
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t hat have occurred as a result of the nmerger, in other
words, that could not have been achi eved i ndependently by
the institutions?

DR. MONGAN:. Thank you. 1'd be happy to. |
guess there's always a little roomfor judgment there,
but let me flag two of the, | think, commonly accepted
i ndi cators by the business conmmunity, which has invested
a great deal in the leapfrog initiative. And | think if
you |l ook on their website you'll see that there are seven
hospitals around the country that have net all of the
| eapfrog criteria and the Brigham and Mass General are
two of them

And | think in one of those key areas, it is an
exanpl e, the order entry systens for drug adm nistration,
whi ch are one of the key | eapfrog el enents, was far ahead
at the Brigham than what the Mass General had. And I
think it's clear to every observer that w thout the
i ntegration we woul d not have been able to expand the
order entry systemto the Mass General in the fashion in
which it was expanded and with the speed in which it was
expanded. So, | think that will just serve as one
striking exenplar of how that process worKks.

MR. KRAMER: Boston is unusual in the sense
that both the large insurers operate in the market, as

well as the hospitals, are all not-for-profit. There nmay
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be some other states, but certainly Boston, Massachusetts
sticks out with the nmention of the Arrow being the
subj ect of a recent purchase.

And ny question to the panelists is is there
any significance to the not-for-profit form of
organi zation in Boston as opposed to having a for-profit
form of organization of any of these |arge players. W
heard yesterday a suggestion that the for-profit notive
of for profits affects the market, and |I'm wondering if
the not-for-profit formhas a salutary effect.

DR. ALTMAN: Steve, | have | ooked at that
quite, and, yes, there are sone differences between the
two, but, again, if you take a picture about the
i nportant conponents, really, when all gets said and
done, it doesn't matter. Each has its advantages and
di sadvant ages, but in terns of the basic quality of care,
prices, for-profits tend to be nore aggressive on
pricing, but probably may in places reduce costs so that
they -- reduce their costs, then they push up the prices
so that they try to make the nmargins.

| really don't believe the for-profit/not-for-
profit distinguishes Massachusetts at all. | think it
has much nore to do with the uni que characteristics of
the institutions, particularly the dom nance of teaching,

because of the history of the area.
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MR. KRAMER: Any of the other panelists have a
foll ow-up. Ckay.

MR. CONE: Charles Baker of Harvard Pilgrim
menti oned the presence of all products clauses, in other
words, take me, you've got to take nmy brother. | was
wondering if either you or Dr. Berman of Tufts could
descri be what you've seen in the marketplace in terns of
al |l product clauses.

MR. BERMAN: Well, the reason | picked al
product clauses is because it was obviously sonething
t hat people have an issue with when the plans do it. And
actually the plans do I ess of that in Massachusetts than
they do in some other markets. But | think generally
speaking, |'m guessing now, but if you took the top four
care delivery systens in Massachusetts, you'd probably be
t al ki ng about somewhere in the vicinity of 50 percent of
nost of the adm ssion activity and probably at |east that
much of the physician activity overall.

And | think generally speaking, you know, they
bargain as groups, negotiate as entities and
organi zations. And does that have an inpact on their
| everage in the context of those discussions?

Absolutely. | don't know how it can't. And |I'mactually
surprised that people don't just acknow edge that and get

over it and get on it.
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But it seens to ne that the -- again, given al
t he ot her dynam cs that have been at work in the
mar ket pl ace over the |last few years, if you asked ne to
put a number on it, 1'd be very hard-pressed to do that.
And if soneday they actually translate into organizations
that can bring significant inmprovenments and enhancenents
into the way peopl e make deci sions about the use and
application of technology and the adm nistrative
information that's avail able to support the way they use
technol ogy in managed care, that would be a big benefit.
But | certainly haven't seen that yet.

MR. KRAMER: To follow up on that point, the
point's been made that there are sone substanti al
physician affiliations with some of the |arge hospital
systens, and the point has al so been made that physicians
are unable in individual practices to exhort any
negotiating countervailing response to health care pl ans.
And I'm wondering if there is differentiation in paynents
with the physicians that are in the affiliated systens as
opposed to the ones who are essentially solo
practitioners.

DR. VWELCH: | can't give you data on this, but
certainly I amseeing no difference in the rates that |I'm
paid conpared with the rates that ny coll eagues in

private practice are paid. | don't think that being in
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an I DN gets a physician nuch of anything in the way of
extra reinmbursement. | think the incentive for being in
an IDN is that the systemthat supports care is better.
You can deliver better care if you have that kind of a
system behind you. Electronic systemand all of the
ot her elenments of care are easier to assenble.

| hope that where we get to in a few years is
t hat every physician in Massachusetts, if not the
country, will be in a sense functioning in the context of
sonme sort of integrated system | think nmedicine is just
too conplex for a solo practitioner to be doing it out
there by thenselves in an office. There's too nuch going
on, and it's al nost inpossible for an individual, no
matter how bright and capable, to wap their arnms around
all of this.

MR. KRAMER: Any ot her responses on that?

MR. BAKER: The conplexity of trying to manage
it any other way is overwhelmng. And, yeah, for the
nost part, the structure is -- | nean, we do nostly
business with groups. | nmean, that's sort of the fun to
me. Alnost all of our contracting is with groups of
physi cians. We only use individual contracting when we
have issues with regard to access or geographic coverage.
And we typically use the sane set of fee schedul es across

all of that, because, frankly, doing anything other than
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that gets really hard to adm nister, really hard.

MR. CONE: | have a question for either of the
payer representatives. W've heard sone statenents that
Partners may have mar ket power or have acquired | everage
t hat makes them i ndi spensable. To what extent are you
able to design products that steer patients away from
Partners or other |arge payers -- other |large providers?
I n other words, are you able to use tiering or other
mechani sns to deal with | arge providers?

DR. BERMAN:. We do have a product, which we
call Choice Copay, which nenbers who are part of this
product, and it's a small nunber of our nenbers so far,
can choose to have a |lower copay if they go to community
hospitals than if they get the same services at tertiary
care hospitals. So, we've introduced products |ike that
into the market.

MR COWE: 1Is that a solution to nergers that

appear to create market power? | nean, are you -- have
you -- are you able to steer patients away from say,
Part ners?

DR. BERMAN: Well, we don't steer. This was
putting the choice in the consunmer's hands, that they
have to make a choice, would they rather pay $500 and get
their hernia fixed at a teaching hospital or have no

copay and get it done at a community hospital. So, we're
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not steering; we're hoping the incentive will steer.
MR. BAKER: | think the market is going to
develop a lot of the -- plans aren't going to steer

peopl e, but financial arrangenents are going to be
devel oped that are designed to provide themw th an
incentive. And | think the $64, 000 question is how big
an incentive do you need to create for it actually to
matter to sonmebody.

And then the second question is does creating
that incentive in the first place create, under certain
circunst ances, access issues for people. And I think the
-- | don't think people know the answer to that one yet.

DR. ALTMAN: The issue there -- we've been
studying the drug -- use of prescription drugs wth
tiering, and at one level tiering is working quite well.
But | think this market is going to be nuch tougher,
because there you're dealing with a product where the
quality is perceived and has been viewed as being roughly
equal . The generic drug industry which had its probl ens
with quality is now sort of com ng out of that.

But if the perception is that the hospital A,
the teaching hospital, is perceived higher quality, in
the nature of the beast, Charlie's question is a very
good one. |s $500 enough for nme to take a chance?

Nevert hel ess, | strongly support that kind of product and
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| think what's surprising to nme is how small the numnber
is, the nunmber of enployers that have taken up on it.
Again, | would go back to the nature of our enployer
mar ket as an inportant part of the Massachusetts story
that needs to be here. And it's a very different
enpl oyer market than | see in other parts of the country.

MR. WAXMAN: Just a comment, and | suspect that
one of the issues that you highlighted is, you know, am/l
prepared to take a chance. And the question is what's
the investnent that we all are going to make to determ ne
whet her there's a chance or not in the sense of how nuch
i nvestnment are we prepared to make to determ ne quality.
And at this point, to nme, that's an open question that
remains up in the air.

MR. KRAMER: We heard yesterday about a
consol idation of health insurers in many markets.
Massachusetts, | believe, is unusual, since the cartel
case was |litigated about 20 years ago, when Bl ue Cross
was found to be a nonopolist. The market has
deconcentrated. |'mwondering if anyone has observations
on the trend in the market to a deconcentrati on,
particul arly when you consider that there are sonme not-
too-smal |l players, such as Cigna, United and Aetna, that
don't appear to be significant players in the market but

certainly are poised for entry if the opportunity
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presented itself.

MR. BAKER: This is pure speculation on ny
part. | have no evidence to support this at all,
al t hough we obviously talked to a bunch of the for-profit
pl ans back when we had our headaches in '99 and 2000.
Massachusetts, in particular, is a pretty heavily
regul ated environnent. And | think to some extent it's
more regul ated than many other markets. And | think --
and it's not just regulated on the corporate side; it's
al so regul ated for a health plan or insurance conpany;
it's also regulated on the product side and it's
regulated in a lot of ways that are unusual on the
product side. And | think to some extent that regul atory
activity makes it nore difficult for somebody who's not
organic to the market to deal with the regulatory
requi rements associated with it.

It's very hard to just sort of say |'mgoing to
put an operating structure and a way of doing business in
Massachusetts that | ooks Iike the one | have in Illinois
and Maryland and California and make it work because a
| ot of the ways things need to be done, a lot of the way
products get structured, a |ot of the way reporting is
done, a |lot of the way you offer stuff, and all the rest
is just different than it is in other places.

So you have to make a real commtnent to be in
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the market. And | think for sonme of the national
carriers they | ook around and they say, Where am | best
and nmost likely to be able to nake an investnment in a
mar ket and get where | want to go with a |limted anpunt
of , you know, new ways of doing business, new business
processes, products we've never seen or managed before.
And | think they say, you know what, naybe Massachusetts
isn't such a hot place to go.

And the second issue is, you know, the three
plans all put out the year-end nunbers today. W
reported between us an average of a 1 point -- | think we
made it over 1, | think it's about a 1.1 percent margin
for the three plans. You can't sell a lot of stock if
you're -- and nost people think we all had decent years.
So, | mean, | just don't think you can sell a | ot of
equity making the argunment to the outside world that
you're going to deliver a 1 percent return on an annual
basis. So .

MR. KRAMER: All right. Mke points out to ne
it's 12:30, so | will attenpt to keep to the schedul e
here. Thank you very much for your attendance and
i nterest.

(Appl ause) .

(Wher eupon, the discussion concluded at 12:30
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