From the appropriate base 1n table VI determine
the standard error of a 50-percent characteristic,
{2) add to and subtract from 50 percent the
standard error determined 1n step 1, and (3)
the confidence interval for the median corres-
ponding to the two points established in step
2 are then read off the distribution of the char-
acteristic A two-standard-error confidence limat
may be determmed by finding the values corres-
ponding to 50 percent plus and minus twice the
standard error shown 1n table VI

To 1llustrate, the median total income m 1971
of the 2,075,000 widows who were primary bene-
ficiaries was $2,111

1 TFrom table VI, the standard error of 50 percent
of these widows expressed as a percentage Is about
14 percent

2 As interest usnally centers on the confidence
interval for the median at the two standard-error
lesel, it 13 necessary to add and subtract twice the
standard error obtained in step 1 from 50 percent
This proeedure yields liits of 472 and 52 8 (rounded
to 47 and 53)

3 Since 46 percent of the women had total incomes
below $2,000 and 18 percent had total incomes be-
tween §$2,000 and $2,199, the dollar salue of the

lower hunit may be found by linear Interpolation
to be

{47 — 13 X $500)
18

4 The dollar value of the upper limit may be found
by linear interpolation to be

+ $2,000 = $2,028

(53 — 46 X $500)

18 4+ $2,000 = $2,194

Thus, the chances are about 93 out of 100 that a
censug would have shown the median to be greater
than $2,028 but less than $2,104

Notes and Briet Reports

Health Maintenance Organtzation
Amendments of 1976*

The first amendments to the Health Mainte-
nance Organization Act of 1973 * were enacted on
October 8, 1976 as Public Law 94460 An alter-
native to the predominant fee-for-service form
of health care, health maintenance organizations
(HMO’s) offer a comprehensive range of medical
and health care services to subseribers mn return
for a fixed periodic fee determined and paid m
advance

The aim of the 1973 act was to stimulate inter-
est 1n the HMO concept on the part of both con-
sumers and providers and to make health care
delivery under this form available and accessible
Financial assistance from the Federal Govern-
ment was made avaifable to HMQ’s that meet

* By Alfred M Skolnik, ivision of Retirement and
Survivors Studies, Office of Research and Statistics

! For a description of the original legislation, see Mar-
jorie Smuth Mueller, “Health Malntenance Organization
Act of 1973, Social Security Bulletin, March 1974, pages
35-39
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specified eriteria Since the act’s inception, how-
ever, progress m 1mplementation has been slow
The 1976 amendments are intended to provide
HMO’s with greater flexibility, 1umprove the ad-
mmistration of the program, and correct deficien-
cies 1n the orignal law that placed HMO’s at a
competitive disadvantage with tradrtional insur-
ance programs and health delivery systems To
accomplish these goals, the new legislation relaxes
some of the original act’s more stringent require-
ments regarding open enrollment, community
rating, the benefit package that must be offered,
the dual-choice provisions under employee health
benefit plans, and the availability of Federal loan
guarantees

Mandatory Health Services

HMO’s seeking ta qualify for Federal assist-
ance must provide bastc health services Hospatal,
surgical, and physicians’ care, diagnostic, radio-
logical, and home health services, short-term
mental health care, preventrve health services,
and treatment for alcohol and drug abuse The
1973 act also required that, under certain condi-
tions, the HIMO’s were to provide supplemental
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health services not covered m the basic category
—care 11 intermediate- and long-term care facili-

ting wician anra  Jdantal aonvipaa wehahilitatira
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services, and drugs, for example

The new law makes these supplemental bene-
fits optional with the HMO and moves preventive
dental care for children from the basie to the
supplemental category At the same time, the
List of basic services has been expanded to include
mmmunizations, well-child care from birth, and
periodie health evaluations for adults HMO's
are permtted to include 1n the basic benefit pack-
age they require that theirr members purchase any
supplemental services

Open-Enrollment Requirements

The requirements 1n the original act have been
modified to reduce the possibility that open-
enrollment will jeopardize the economic viabihty
of HMO's by encouraging the enrollment of a
disproportionate number of high-nsk individuals
Adverse selection 1s a potential problem because
HMO's have been required to enroll persons who
are broadly representative of the various age,
social, and mcome groups within the areas they
serve The 1973 act stipulated that each HMO
must have an annual open-enrollment period of
at least 30 days, during which 1t must enroll,
up to 1its capacity, mdividuals i the order mn
which they apply without respect to preexisting
illness or medical condition

The 1976 amendments limit application of the
open-enrollment requuement to FIMQ's that have
not ineurred a financial deficit 1 a recent yeat
and either have been in existence for at least 5
years or have a mimmum of 50,000 members,
whichever occurs first The 30-day requirement
for the open-enrollment period may be suspended
as soon as subscriptrons obtamed during the
HMO's annual open-enrollment period equal at
least 3 percent of the total net increase m sub-
scribers for the preceding calendar year

Moreover, an TIMO 1s not required to enroll
certain individuals who are institutionalized and
1t may require a 90-day waiting period between
application and the time benefits begm As before,
the Secretary of Health, Education, and Welfare
may waive compliance with the open-enrollment
requirement, 1f the FIMO can demonstrate that
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open enrollment will jeopardize 1ts financial
stability

Community-Raling Requirements

Another change mvolves the provision 1n the
origmal act that required prepaid enrollment

fane tn ho f+ad vunmiformly ondar a sommnnity
Ieds 10 ©C [IALG uUniiorinuy uilqlr a cominunity

rating system without regard to the experience
of any group To accommodate YIMO’s that over
the years have developed variations in community
rating 1 specific marketing situations, the new
law delays the application of the community-
rating provision to existing prepard plans for 4
years after qualification The Secretary of IHealth,
Education, and Welfare 1s also given authority
to waive the community-rating requirement The
law further permits an MO, mn estabhshing
rates, to take imnto account differences in marketing
costs Applications for qualification, however,
must contamn assurances that the commumty-
rating requirement will be met when 1t 1s required

Ductl-Choice Provisions

Under the 1973 act, employers with 25 or more
workers who offer health benefit plans for their
employees were required to mclude the option of
membership m a qualified HMO serving the area,
1f the HMO so requested The 1976 amendments
make 1t clear that the IIMO must be serving an
area 1 which at least 25 employees reside and
defines the term employer to exclude the Federal
Government (but not State and local govern-
ments) and certain nonprofit organizations such
as churches

The new law also specifies that employers must
offer the TIMO option first to the employees’
union, m cases where one exists If the umion
accepts the option, each employee still has the
mmchvidual option of accepting HMO membership
or continuing with traditional health msurance
If the union refuses the option, the employer’s
obligations under the law are fulfilled

Loan Guarantees and Direct Assistance

The 1976 amendments make Federal loan guar-
antees for planmmg and development available
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to nonprefit HM(O's as well as to profitmaking
ones Under the previous law, such loans were
restricted to profitmakmg HMO's that serve
medically underserved populations Loan guar-
antees are now available to nonprofit HMO’s
regardless of location, though priority 1s to be
given to those that will serve medically under-
served populations As before, nonprofit HMO's
(but not profitmaking entities) may be directly
assisted by means of loans, grants, and contracts

Under other revised financial provisions, the
maximum amount of Federal assistance for a
feasibility survey under any single grant or con-
tract has been raised from $50,000 to $75,000 a
year and the amount for any single planning
project goes to $200,000 from $125,000 Additional
assistance will be provided for development in
noncontlZuous or nNew service areas

The period during which loans to meet 1nitial
operating costs may be available has been in-
creased from 8 to 5 years, and the time for ear-
markmg sums for planning the establishment or
expansion of HMO’s i nonmetropolitan areas
has also been extended Appropriation authoriza-
tions for HMOQO development have been revised
downward for fiscal year 1977 from $85 million
to $45 milhon For the following 2 fiscal years,
the amounts allotted are $45 million and $50
million

Organizational Requirements

The requirement m the origmal law that physi-
clans m a medical group must devote more than
50 percent of their professional time to HMO
practice has been changed to a requirement that
such physicians must imndividually engage m co-
ordinated group practice as their principal pro-
fessional activity and collectively take substantial
responsibility for the delivery of medical services
to HMO enrollees A substantial portion—at
least 35 percent—of the entire group’s services
must be devoted to the care of HIMO members,
although HMO’s need not meet this requirement
for 3 years after they become financially qualified
and that period can be extended through waivers
by the Secretary of Health, Education, and
Welfare

Under the original act, an HMO could only
provide services 1n three ways—through its own
staff, through a medical group, or through indi-

50

vidual practice associations The amendments
permuat HMOQ’s to provide services through any
combmation of staff, medical groups, individual
practice associations, or professtonals under
eontract

Moreover, HMO’s may now contract directly
for the services of individual health professionals
or groups of health professionals that do not
qualify as medical groups or mdividual practice
associations The amount contracted for, however,
may not exceed 30 percent of the dollar value
of the HMO’s physician services m rural areas
or 15 percent mn nonrural areas This provision
gives HMO’s more flexibility mn delivering the
services of particular medical specialties, espe-
cially those that are 1 short supply

A new section provides that the law 1s to be
adminmistered through a single :dentifiable admin-
1strative unit of the Department of Health, Edu-
cation, and Welfare The provisions for program
evaluation by the Comptroller General of the
United States have been revised Instead of re-
quiring evaluation of the operation of at least
50 HMO’s for which Federal funding has been
provided, the law now reduces the number to
10, or one-half, whichever 15 greater, with a dead-
hne of June 30, 1978 As of August 1976, approxi-
mately 20 HMO’s were federally qualified

Amendments o the Socia] Secunity Act

Public T.aw 94460 also contains amendments
to the Social Security Act that coordinate the
definitions of an HMO 1n the HMQO Act with
those contained in the Medicare and Medicaid
Iaws This step makes the provisions and defini-
tions dealing with HMO% 1n the Social Security
Act more consistent with those m the FIMO Act
Previously, the Social Security Act defined and
set forth requirements for HMO’ without refer-
ence to the definition of an ITMO found in the
HMO Act

Determinations as to whether an organization
quahfies as an FIMO will be made by the Secre-
tary of IHealth, Education, and Welfare through
the Assistant Secretary for Health, an HMO
need thus apply to only one office The Commis-
stoner of Social Security continues to be respon-
sible for admimstering the other provisions -
volving HMO under Medicare
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As before, to qualify as an MO under Medi-
care, an organization must have at least half
of 1ts enrolled membership composed of persons
under age 65 and must have an open-enrollment
pertod durmmg which 1t will accept Medicare bene-
ficraries to the limits of its capactty in the order
1 which they apply (with provisions for waivers
and exceptions) The HMO premium rate or other
charge to Medicare enrollees need not be com-
munity-rated but can be based on the actuarial
value of the Medicare deductible plus any co-
insurance

The new law contmues the requirement that
the services an HMO must provide to Medicare
beneflciaries are those covered under that pro-
gram’s hospital msurance and supplementary
medical insurance rather than the “basic health
services” defined in the HMO Act The require-
ment 1n the Social Security Act that an HMO
must provide both primary care and specialty
care physicians for its members has been elimi-
nated

Now, in determiming the amounts payable to
it under a risk-sharing contract with the Secre-
tary of Health, Education, and Welfare, an HMO
may melude reinsurance costs stemming from any
underwriting of catastrophic risks Previously,
only remsurance costs relating to out-of-area
services were allowed

Medicaid provisions have been amended to -
clude a definition of HMQ's that corresponds to
the defimtlon 1n the HMO Act mn all respects
except that “basic health services” are defined
as referring to mandatory Medicaid services
Unless the provision 18 waived, no more than half
the enrolless in an HMOQ may be covered under
Medicare or be recipients of Medicard

The new law tightens up the provisions for
Federal matchmmg payments to States for Medi-
caid services provided by organmzations on a pre-
paid or capitation at-risk basis No payments will
be made unless the organization providing n-
patient hospital services, any other mandated
Medicaid service, or any three other Medicaid
services on a prepald risk basis has quahfied as
an HMO Exempted from this requirement are
organizations that have received community
health center or migrant health service grants of
specified amounts and nonprofit rural health care
entities that have received specified grants under
the Appalachian Regional Development Act The
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requirement will not apply to organizations that
contracted for the provision of services before
1970

Research Grants Studies

Section 702 of the Soctal Security Act provides
for general research studies relating to the Social
Security Administration’s areas of responsibility
to for-profit and nonprofit orgamzations Extra-
mural research grants have been awarded under
this provision A summary of a completed project
(Contract No 74-98) 1s presented below ! From
tume to time, the BurLLerin publishes sitmifar sum-
maries as projects are completed

S - S * ¢

FORMER WELFARE FAMILIES INDEPENDENCE
AND RECURRING DEPENDENCY

This study of 354 New York City families who
left the welfare rolls because of changes 1n their
econonue cirecumstances was directed by Anne N
Shkuda of the Center for New York City Affairs
at the New School for Social Research Data for
the study were obtained from personal interviews
conducted about 1 month after their welfare cases
had been closed About 6 months after the closing
date, 300 families were remterviewed

'

SAMPLE CHARACTERISTICS

Several characteristics of the families in the
study sample distinguish them from the open
welfare caseload and provide indications of their
relative economic strength Most strikmg 15 the
presence of two parents among the former wel-
fare recapients 45 percent of the families had

!For the full report, see Anne N Shkuda, Former

Welfare Families Independence and Recurring De-
pendeney, New School for Social Research, Center for
New York City Affairs, 1976
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