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SUMMARY: IMPACT OF CONGRESSIONAL BUDGET
ACT ON FINANCE COMMITTEE

The Congressional Budget Act of 1974 (titles I-IX of Public Law
§3-344), provides the mechanisms and procedures for Congress to
establish its own annual Federal budget and to consider spending,
revenue, and debt limit legislation in the context of that budget. The
provisions of the Act have a number of effects on the consideration of
legislation handled by the Committee on Finance.

The major provisions affecting the Finance Committee are the
following:

1. By March 15 of each year, the Finance Committee must submit
a report to the Budget Committee estimating the effect that Finance
Committee le‘;‘islation will have on expenditures, revenues, and the
debt limit dw ing the next fiscal year, and presenting the Committee's
views and estimates with respect to revenues and the debt limit. (Last
year's report appears in Appendix A of this pamphlet.)

2. Certain kinds of legislation have to be handled before specific
dates. Revenue and debt limit legislation for the upcoming fiscal year,
and legislation increasing expenditures in such areas as social security
and welfare, cannot be considered by the Senate before May 15. How-
ever, procedures are provided for waiving these restrictions, ordi-
narily by obtaining Budget Committee approval of a resolution per-
mitting immediate Senate consideration.

3. If the Finance Committee reports legislation affecting welfare,
medicaid, social services, and other non-trust-fund entitlement pro-
grams, and it exceeds the amount budgeted in the most recent concur-
rent budget resolution, the legislation is to be referred to the Appro-
priations Committee for 15 days.

4. By May 15, Congress completes action on a first concurrent budget
resolution for the coming fiscal year setting appropriate revenue,
spending, and deficit levels. While the amounts shown in this first
resolution are not binding in the sense that they can subject a bill to
point of order, they are intended to serve as overall guidelines in the
consideration of revenue and spending legislation.

5. In September of each year, the Congress debates and adopts a
concurrent resolution setting appropriate spending, revenue, and debt
limit levels for the coming fiscal year. The resolution can direct the
Finance Committee to report legislation raising taxes or cutting back
on spending programs within the Committee’s jurisdiction. The over-
all spending and revenue totals in the second resolution are binding.

1)






CONGRESSIONAL BUDGET AND IMPOUNDMENT
CONTROL ACT OF 1974 (PUBLIC LAW 93-344)

1. Overall View

OUTLINE OF CONGRESSIONAL BUDGET PRCCESS UNDER
PUBLIC LAW 93-344

On April 15 of each year, the Budget Committees of the House and
Senate report to their respective Houses a concurrent resolution which
is, in effect, a Congressional budget document setting forth appropriate
levels for spending, revenues and public debt for the coming fiscal
year. The spending levels are broken down into functional categories
(such as “health,” “income security,” “national defense”). The rec-
ommendations in the resolution reported by the Budget Committee are
subject to debate and amendment. When agreed to by House and Sen-
ate (by May 15), the resolution represents Congressional judgment
of the appropriate fiscal situation for the coming year, although the
amounts set forth in it are not otherwise binding.

After the May 15 adoption of the concurrent resolution, action on
spending and revenue bills proceeds through early September. Iu the
first half of September, a second concurrent resolution on the budget
is considered by the Congress, which revises or reaffirms the earlier
resolution and which can direct the appropriate Committees to report
legislation changing spending, revenue, or debt limit levels (or any
combination of the three). Upon adoption of the resolution, Com-
mittees directed to do so are to report the legislation called for by
the resolution, and this legislation is then debated by Congress as
part of a “reconciliation bill.” Public Law 93-344 calls for action on
this reconciliation bill to be completed by September 25, 5 days before
the start of the new Federal fiscal year which will run from October 1

to September 30.

WAIVER OF RULES REGARDING BUDGET PROCEDURE

All the rules applicable to Senate procedures under the Congres-
sional Budget Act can be suspended by a majority vote of the Senate.
In addition, the Act includes a special waiver procedure in connection
with the provisions requiring that authorization bills not be acted on
after May 15 and that revenue, debt limit, and spending bills (includ-
ing social security, welfare, etc.) not be acted on before May 15. If a
Committee wished to have such legislation considered outside of the

3)
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prescribed time, it would report out a resolution providing for waiver
of the rule. This resolution would be referred to the Budget Commit-
tee which would have 10 days in which to consider and make its rec-
ommendations with respect to the waiver. Once the resolution is ap-
proved by the Budget Committee (or after 10 days in any case), the
resolution of waiver would be voted upon by the Senate, and, if it is
approved, the Senate could proceed to consider the legislation.

2. Impact of Public Law 93-344 on Finance Committee
LEGISLATION WHICH RESULTS IN ADDITIONAL FEDERAL SPENDING

Annual report to Budget Commattee—Each year, prior to the con-
sideration of the first concurrent resolution on the budget, each Com-
mittee is required to make a report to the Budget Committee esti-
mating the amount of additional Federal spending during the coming
fiscal year which will result from legislation under the Committee’s
jurisdiction. This report is due no later than March 15.

Report after adoption of concurrent budget resolution—The con-
ference report on each budget resolution allocates the outlay and bud-
get authority totals among the various committees. Each committee is
then required, after consultation with the appropriate counterpart
committee in the House of Representatives, to subdivide its allocation
of new budget authority and outlays among the programs under its
jurisdiction (or among its subcommittees). These allocations subse-
quently serve as the basis for scorekeeping reports and for judging
whether particular legislative proposals are consistent with the budget
resolution,

Limitation on consideration of spending bills—The Congressional
Budget Act provides that bills involving entitlement programs (such
as welfare or medicaid) and bills directly increasing budget authority
(such as social security or unemployment insurance) may not be con-
sidered in the Senate prior to the May 15 adoption of the first concur-
rent budget resolution. This requirement may be waived under the
special waiver procedure or by a majority vote of the Senate to sus-
pend this rule. The Act also requires that action on legislation of this
type be completed by the seventh day after Labor Day. In addition,
entitlement legislation reported after January 1 of any year may not
have an effective date prior to October 1 of that year.

Deadline jor reporting authorizing legislation—Iegislation which
authorizes appropriations (but does not necessarily require them)
has to be reported by May 15 preceding the fiscal year for
which the appropriations are authorized. (The Act includes a pro-
cedure under which this deadline may be waived by Senate resolu-
tion; the rule may also be suspended by a majority vote of the
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Senate.) The Committee on Finance has jurisdiction over some pro-
grams which fall in this category, such as grants to States for child
welfare services and for maternal and child health. However, if such
authorizations are included in entitlement or trust fund bills (which
may not be reported prior to May 15) this provision does not apply.

Impact of concurrent budget resolutions on legislation.—The first
concurrent resolution, which is to be passed about May 15, sets
targets for spending in various areas, but is not mandatory. A second
concurrent resolution, however, is to be passed in mid-September, and
this resolution not only sets appropriate spending levels but may
direct the Committees having jurisdiction over spending legislation
to report measures to rescind previously enacted spending authority
so as to bring spending for the coming fiscal vear within the levels
determined to be appropriate. In the case of the Committee on Finance,
this may include a requirement that the Committee report legisla-
tion to defer or reduce benefits under entitlement programs including
both trust fund programs (such as unemployment insurance or social
security) and non-trust-fund programs (such as welfare, social serv-
ices or medicaid).

After the beginning of a fiscal year, new spending measures for that
fiscal year would be subject to a point of order if they would cause
the spending limits in the concurrent resolution passed just before the
beginning of that year to be exceeded. In the case of the Committee on
Finance, this limitation would apply to entitlement legislation dealing
with both trust fund and non-trust-fund programs. (A new concur-
rent resolution could, however, be passed to authorize such additional
spending, or the rule could be suspended by a majority vote of the
Senate.)

Appropriations Committee review of entitlement bills.—Legisla-
tion in such areas as supplemental security income, welfare, social
services, or medicaid creates an entitlement to payments on the part
of individuals or State or local Governments even though these pro-
grams are funded through appropriation acts. The Congressional
Budget Act requires that any future legislation which would create
new entitlement programs or increase existing ones must be referred
to the Appropriations Committee for a period of 15 days after it is
reported by the substantive committee, if its enactment would exceed
the amount provided for in the first budget resolution. The Appro-
priations Committee could not recommend any substantive changes in
the legislation (e.g., lower individual benefit amounts), but it could
recommend an amendment to limit the total amount of funding avail-
able for the legislation. If such amendment is approved by the Sen-
ate, the substantive committee might have to propose a further amend-
ment to conform the legislation to that funding limit.

84-1270-1717-12
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The requirement of referral to the Appropriations Committee would
not apply to legislation affecting existing Social Security Act trust
fund programs or other trust fund pregrams substantially funded
theough earmarked revenues. It would also not apply to legislation
amending the general revenue sharing program to the extent that such
legislation included an exemption from that requirement.

Report on spending legislation—The Congressional Budget Act
requires the Committee, in reporting legislation involving increased
spending, to include in the report information showing how that
spending compares with the amount of spending provided for in
the most recent concurrent budget resolution and showing the extent
to which the legislation provides financial aid to States and localities.
In addition, the report is required, to the extent practicable, to provide
& projection for five fiscal years of the spending which will result

from the legislation.

LEGISLATION RELATING TO REVENUES AND DEBT LIMIT

Annual report to the Budget Committee.—The March 15 annual re-
port to the Budget Committee which is described above also must, in
the case of the Finance Committee, present views and estimates of the
Committee with regard to revenues and the debt limit.

No revenue legislation prior to May 16.—Under the Budget Act,
debt limit or revenue legislation for the upcoming fiscal year is not
in order for consideration by the Senate (or House) prior to the adop-
tion of the first concurrent resolution on the budget (about May 15).
This rule would not prevent action on revenue changes to be effective
in years after the upcoming fiscal year. (A procedure for waiving this
limitation is provided for; the rule could also be suspended by a
majority vote of the Senate.

Impact of budget resolution.—As with spending measures, the first
oconcurrent resolution edopted in mid-May sets targets with respect
to revenue and debt limit legislation, and the second concurrent res-
olution in September may direct the Committee on Finance to report
legislation to achieve the changes in aggregate revenues or in the debt
limit which the Congress determines to be appropriate. Such legisla-
tion would have to be reported in time t> be included in the reconcil-
iation bill which would be acted upon before the October 1 start of the
fiscal year. Once a second resolution on the budget is adopted by the
Congress, any legislation which would cause the total revenues to be
reduced below the level specified in the budget resolution would be
subject to a point of order. If the second budget resolution sets a reve-
nue target which exactly matches the projected revenues under exist-
ing law (or any expected modifications to existing law), even minor
bills having nearly negligible revenue impacts can be rejected on a

point of order.
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Required report on taw ewpenditures—The Congressional Budget
Act defines the term “tax expenditures” to include any revenue losses
attributable to tax provisions such as income exclusions, tax credits or
deferrals, or preferential tax rates. The law requires that the Com-
mittee report accompanying legislation to provide new or increased
tax expenditures include information as to how such legislation will
affect the level of tax expenditures under existing law. The report will
also have to include (to the extent practicable) a projection of the tax
expenditures resulting from the legislation over a period of five fiscal

years.
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Chart 1

March 15 Report to
Budget Committee

“+Views and estimates of Finance
Committee on:
Expenditures

Revenues

~ Tax expenditures
Public debt

*Relating both to existing
law and proposals to
change existing law



Chart 1
March 15 Report to Budget Committee

Under the Congressional Budget Act of 1974, the Committee on
the Budget is required by April 15 of each year to report to the Sen-
ate a concurrent resolution on the budget which is, in effect, & pro-
pooed Congressional budget document setting forth appropriate levels
of Federal expenditure and revenue, surplus or deficit, and related
matters, To assist the Budget Committee in making the judgments
necessary to develop such a Congressional budget. the Act also man-
dates that each Committee send to the Budget Committee its views and
estimates on those aspects of the budget which fall within its juris-
diction. This report is due by March 15 of each year.

In the case of the Committes on Finance, the March 15 report to
the Budget Committee must cover the expenditure programs under
Finance Committee jurisdiction which are listed on chart 3, Federal
revenues, tax expenditures, and the public debt. With respect to
each of these matters, the Committee is required to provide its views
and estimates as to the levels anticipated under existing law or under
any changes to existing law which the Committee expects. The period
to be covered by the report to the Budget Committee is fiscal year 1978
(October 1877 to September 1978).

The text of that part of the Congressional Budget Act which deals
with the March 15 report to the Budget Committed is reprinted at the
end of this pamphlet as Appendix B. -

(11)
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Chart 2

Economic Assumptions
(ollars in billions)
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Chart 2

Economic Assumptions

The March 15 report to the Budget Committes which is required
by the Congressional Budget Act of 1974 represents the Finance Com-
mittee’s views as to revenues, expenditures and other budgetary mat-
ters for the coming fiscal year both under existing law and under
any anticipated changes, The level of these items, however, is affected
not only by legislation but also by various economic factors about
which there can reasonably be differences of opinion. These differences
can reflect divergent viewpoints as to how the economy will operate
and also divergent viewpoints as to the type of legislation which may
be enacted to affect the operations of the economy. Different programs
are particularly sensitive to different aspects of the economy. For ex-
ample, expenditures under social security are sensitive to the con-
sumer price index since that program includes an automatic cost-of-
living increase provision, The unemployment insurance program does
not incorporate such a provision but is, of course, particularly sensitive
to the unemployment rate. Revenues, similarly, are heavily affected by
personal income and by corporate profits and. in the case of payroll tax
revenues, by wages and salaries.

This chart presents a selection of the most significant economic in-
dicators as estimated in the budget submitted in January by President
Ford together with the comparable assumptions underlying the
budget -evisions recently proposed by President Carter.

(13)
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Chart 3

Major Expenditure Programs under
Finance Committee Jurisdiction

* Social security cash benefits

-Supplemental security income for
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e Interest on the public debt




Chart 3

Major Expenditure Programs Under Finance Committee
Jurisdiction

This chart lists the major programs involving an expenditure of
Federal funds which come within the legislative jurisdiction of the
Committee on Finance. Each of these programs is covered in more
detail in the following charts. Interest on the public debt is included
as an expenditure program since it does constitute a significant part
of the Federal expenditures budget even though the level of expendi-
ture in this category ig not subject to legislative control by the Com-
mittee in the same sense as expenditures under the other programs

listed.
(16)



16

Chart 4

Social Security Cash Benefits:
Existing Law

(ollars in billions)

et budget
FY. 1977
Income $81.0 %808
Outgo Bg; Bg;
Decrease -3 -3
End-of-year assets 398 396
" rcome. 838 889
Outgo 934 934
Decrease -46 -45

Endrof year assets 352 351



Chart 4

Social Security Cash Benefits: Existing Law

President Carter’s budget estimates that the outflow in benefits and
related expenditures from the old-age, survivors, and disability insur-
ance trust funds will be $84.7 billion in fiscal 1977 rising to $93.4 billion
in 1978. These estimates reflect. projected benefit increases, under the
automatic cost-of-living provisions, of 4.9 percent effective with the
July 1977 checks and 5.5 percent effective with the July 1978 checks.

Expenditures under social security are highly sensitive to inflation
since benefits are automatically increased as the Consumer Price Index
rises, Thus, the upswing in prices resulting from the recent severe
weather appears likely to make the President’s budget estimates in-
correct since the July 1977 cost-of-living increase will almost certainly
exceed the projected 4.9 percent.

The differing economic assumptions of the present and prior Ad-
ministrations have a slight impact on the estimates of the social se-

curity cash benefits trust fund.
an
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Chart 5

Social Security Cash Benefit Trust Funds
(dollars in billions)
FY1O78 FYIOTO FY1980 FYI98! FY1982

Present Law:
Income 889 981 1084 1170 125.1

Outgo 934 1029 1129 1233 1335
Increase or  -45 -48 -45 -62 -84
Start-ofa-ygr 42% 347, 274 1% 15%

Impact of +13 +6.6 +120 +14.9 +170



Chart 5

Social Security Cash Benefit Trust Funds

FiSCAL YEARS 1978-82

For each of the next 5 fiscal years, the combined cash benefit trust
funds (old-age and survivors insurance trust fund and disability insur-
ance trust fund) are projected to show a deficit. At the start of fiscal
year 1978, trust fund assets cover more than 40 percent of anticipated
outgo for the year. By the start of fiscal 1982, assets are down to 15
percent of outgo for the year. Since most social security tax receipts
fall in the first nine months of the year, fund balances as a percentage
of outgo will fall below the percentages shown here by the beginning
of each calendar year.

The chart does not show separately the situation in the disability
insurance trust fund, which is now projected to become exhausted
during 1979, Legislation would be required to shift funds from the
old-age and survivors fund to cover that shortfall in the disability
fund.

Ford financing proposal —To meet the short-term deficit situation
in the social security trust funds, the budget submitted ia January by
President Ford proposed increases in the social security payroll tax
rate. The proposed increases were (over the rates scheduled in present
law) : 0.2 percent in 1978; an additional 0.6 percent in 1979; and an
additional 0.3 percent in 1980. This combined 1.1 percent increase in
the tax rate would generate approximately $17 billion per year in
added revenue by fiscal year 1982 although for fiscal 1978 it would
improve fund balances by only $1.3 billion. This tax rate increase
proposal was eliminated from the revised budget submitted by Presi-

dent Carter.
' (19)
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Chart 6

Social Security Administration Cash Benefit

_ Programs - Federal Funds
(dollars in billions)

FY 1977 FY1978

Present Law:

Federal fund payment  40.7 ¥0.7
to trust funds

Supplemental security 53 5.6
income (SSI)



Chart 6

Social Security Administration Cash Benefit Programs—
Federal Funds

Present law.—The social security programs of old-age, survivors.
and disability insurance are supported almost entirely by payroll de-
ductions applicable to employers, employees, and self-employed per-
sons. Certain transitional provisions enacted in 1966, however, provide
relatively small benefits to persons over age 72 who did not have the
opportunity to become insured for regular benefits, The cost of these
benefits is reimbursed to the trust fund from general revenues. Simi-
larly. a general fund payment is made into the trust funds to cover
the cost of cert+in additional credits granted to military personnel.

Since January 1974, the Social Security Administration has been
responsible for administering a basic income support program for
needy aged. blind, and disabled persons called Supplemental Security
Income (SSI). This program is funded entirely from general funds.

The amount of general revenue funds administered by the Social
Security Administration in connection with the old-age, survivors and
disability insurance (OASDI) and supplemental security income
(SSI) programs are shown in more detail below:

[In millions)

Fiscal 1977 Fiscal 1978

OASDI
Militarywagecredits.............. $481 $513
Benefits for uninsured aged. .. .. .. 236 228
SSI:Total*............................ 5,352 5,675
Benefits... . ....................... 4,760 5,045
Administration?................... 592 630

1 Amounts spent for certain rehabilitative services to SSI recipients are not

included in these totals but are shown under chart 9.
? Includes $62,000,000 for fiscal 1977 and $87,000,000 for fiscal 1978 of pay-

ments to the States based on errors made in administering State-funded benefits.
(21)
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Chart 7

Social Security Cash Benefit Programs:
Proposed Leg|slat|on (dollars in billions)

in both Ford and FY 1978 FY1982
Carter bu

Bar certain retroactive payments -*0.4 K06
Apply earnings limit onamual -02 -03
basis only
Loweraubfzr\aticinausi%‘ -02 -10
amounts w

persons
Phase out student benefits -04 -1.6
(Ford budget)

Reduce student benefits -01 -04
(Carter budget)

Other benefit changes +01 +01
Employer tax on tips 01 0.
Other Ig:
Forpanmmﬁgbdtoboﬂmsocnal
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3-month retroactivity limit -04 -09
End mothersbenefits whenall -03 -06
children are over 15
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Chart 7

Social Security Cash Benefit Programs: Proposed Legislation

Admanistration proposals.—The budget submitted by President
Ford in January and the revised budget submitted by President
Carter each contain a number of proposed changes in social security
benefit provisions, mostly involving a reduction in the cost of these
programs, President Ford proposed to repeal a provision enacted in
1965 which allows children over age 18 and up to age 22 to continue
to qualify for dependent’s or survivor’s benefits under social security
if they are full-time students. This proposal would have been phased
in over a period of years, saving $309 million in fiscal 1978 and more
in subsequent years. President Carter’s budget revision dropped this
proposal and substituted a proposal to place a maximum limit on the
benefits payable to child-student beneficiaries, (The maximum
monthly benefit would be $117 per month in fiscal 1978.)

A number of other proposals were included in both budgets. One
proposal would end the practice of allowing social security applicants
to elect to get benefits for up to a year prior to the date of applica-
tion if these benefits would be reduced because they are taken before
age 65. This proposal, which assumes a September 1, 1977 effective
date, would reduce outgo by $396 million in fiscal year 1978. The
Administration also recommends legislation to eliminate a provision
under which an individual who has less than $300 a month in income
now gets his full benefit for the month even if his annual income sub-
stantially exceeds the $3,000 annual earnings test amount. This pro-
posal, assuming a September 1. 1977 effective date, would reduce outgo
in fiscal 1978 by $173 million. Another Administration proposal
concerns the way in which benefits are increased automatically.
Through a technicality, persons who retire before age 65 with reduced
benefits receive a benefit increase which is slightly more than the CPI
percentage increase. Modifying the law to provide only the cost of
living percentage in such cases would reduce ontgo by $187 million
in fiscal 1978. By fiscal 1982, this change would reduce benefit pay-
ments by $1.0 billion. The Administration has also suggested certain
“simplification” changes which would increase benefit costs by $67
million in fiscal 1978 and by $123 million by fiscal 1982, The Admin-
istration has also proposed to require the payment of an employer

(28)
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tax on amounts received as tips. Under present law, only the employee
share is paid. The additional taxes collected would amount to $52
million for fiscal 1978 and $102 million by fiscal 1982.

Other proposals.—The chart also shows the savings which could be
generated by certain other possible changes in the social security bene-
fits structure. Except as noted, proposals are assumed to become effec-
tive in January 1978,

Social security benefits for wives and widows are payable without
proof of dependency on the assumption that most women who do not
have a social security benefit of their own were, in fact, dependent
upon their husbands. The same assumption is not made by the law
in the case of husband’s and widower's benefits, for which proof of
dependency is required, A Federal district court in New York has
held this dependency test for men invalid. If this ruling is upheld by
the Supreme Court, program costs will be increased by $0.5 billion in
the first year.

The impact of such a court decision could be offset by legislation
requiring proof of dependency from both men and women although
this would significantly complicate program administration. Alter-
natively, since most beneficiaries of the decision would be men who
are also eligible for retirement benefits under State or Federal civil
service systems, legislation could be adopted providing certain offsets
for persons entitled under both programs. With respect to dependents’
benefits, one proposal would reduce dependents' benefits under social
security by the amount of any governmental pension also payable to
the dependent (in the same way that dependents’ social security bene-:
fits are now reduced if the dependent is also entitled to his own social
security benefit). This proposal would reduce fiscal year 1978 outgo
hy $0.3 billion if made fully effective as of January 1978.

A related proposal would eliminate some of the windfall which
occurs when persons whose main lifetime employment is under State
or Federal civil service retirement systems also obtain social security
coverage on the basis of minimal earnings in covered employment.
Such individuals and their dependents qualify for benefits which re-
turn much more than the individual actually paid in in taxes since
social security benefits are weighted in order to provide more ade-
quately for those with low earnings levels. Under the proposal, social
security benefits would be reduced by one dollar for every two dollars
in civil service benefits but not below a point where the basic benefit
equals 100 percent of the average monthly wages on which it is based.
This proposal would reduce outgo in fiscal 1978 by $0.4 billion; by
fiscal 1982 the annual savings would be $1.2 billion.

Social security benefits are available for up to 12 months prior to
the month in which an individual files a claim for benefits if he was



3!

25

eligible in all of those prior months, If this period of retroactivity
were reduced to three months, the cost of the program would be re-
duced by $0.4 billion in fiscal 1978.

Benefits for children of deceased, disabled, or retired workers under
social security are provided until the child reaches age 18 or age 22
if he is in school. Benefits are also provided for the mothers of such
children until the youngest child reaches age 18 so that the mother
can remain home to care for the child. Consideration could be given
to amendment of the law to provide that these benefits for the mothers
of young children would be available only until the youngest child
reaches age 15. Such a change would reduce outgo by $0.3 billion in
fiscal 1978. By fiscal 1982 the cost reduction on an annual basis wounld
be $0.6 billion.

In theory, social security benefits are based on an individual’s
average earnings over his lifetime of employment in work covered by
social security. Until 1972, the number of years used to average earn-
ings was three more for men than it was for women, and legislation
was enacted to phase out this difference by reducing the number of
years over which earnings of men are averaged. Consideration could
be given to a proposal which would make the treatment of men and
women comparable by increasing the number of years used for women
instead of reducing the number of years used by men. Such a proposal,
if phased in over a three-year period, would have no savings in fiscal
1978; by fiscal 1982, however, it would reduce outgo by $0.3 billion.

-~



26

Chart 8

Welfare Programs for Families

(dollars in billions)
FY1977 EY1978
Present law:

Aid to families with dependent $5.7  96.0
children

Child support:
Total collections -04 -06
Federalshareofcollections -0.2 -03
Federal share of 02 02

administrative costs
Work Incentive Program 04 04
Administration 06 0.1
Proposed legislation:

Limit work expense x -01

deduction

Other proposalsin Ford X *
budget

¥ less than #0.05 billion



Chart 8

Welfare Programs for Families

AFDC.—The budget submitted by President Ford in January esti-
mates that the costs of benefits and administration under the aid to
families with dependent children (AFDC) and certain other related
programs will be $6.3 billion in fiscal 1977 and $6.7 billion in fiscal
1978. These amounts are offset in fiscal 1978 by a net savings of $0.1
billion as a result of child support enforcement. Included in the total
shown for AFDC are expenditures for adult assistance in Guam,
Puerto Rico, and the Virgin islands, emergency assistance for families,
and aid for certain repatriated American nationals.

[{In millions of dollars]

Fiscal year—

1977 1978
Federal costs:

AFDC benefits............................. 5,664 5,964
Adult assistance in U.S. territories........ 4 4
Emergency assistance....... ............ 34 38
Aid to repatriated nationals............... 1 1
Total benefits. . ......................... 5,703 6,007
State and local administration................ 590 650

Child support.—Closely related to the AFDC program is the new
child support enforcement program (title I'V-D) of the Social Security
Act) which is aimed at helping children in securing their rights to
obtain support from their parents and to have their paternity ascer-
tained in a fair and efficient manner. Collections under this pro-

gram are as follows:
(27
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CHILD SUPPORT ENFORCEMENT COLLECTIONS AND COSTS

[In millions of dollars]

July-
Sept.
1976 1976 1977 1978

Child support collections:

Total collections............... 205 91 441 633

Federalshare................. 66 28 164 251
State and local administration:

Totalcosts.................... 130 48 236 267

Federalshare................. 96 36 177 200

These figures do not show the savings which results from
families having been completely removed from dependency on AFDC
as a result of the child support program. The net Federal impact of
this program is a cost of $13 million in fiscal 1977 (savings of $164
million and administrative costs of $177) and a savings of $51 million
in 1978 (savings of $251 million and administrative costs of $200
million).

WIN.—Also closely related to the AFDC program is the work in-
centive (WIN) program which is aimed at enabling AFDC families
to become self-supporting through employment. The budget submitted
in January recommends funding for this program at a level of $36')
million in both fiscal 1977 and ﬁscal 1978,

AFDC Work Expenses Disregard.—The fiscal 1978 budgets sub-
mitted by both President Ford and President Carter include a proposal
to revise the rules for disregard of itemized work expenses in the de-
termination of AFDC eligibility and computation of benefits. Instead,
the States would be authorized to (a) choose a percentage standard de-
duction for non-child care work expenses which percentage could be
no less than 15%, no greater than 25%; and (b) implement a flat dol-
lar standard deduction schedule for child care work expenses (no
Federal minimum or maximum). Both the percentage and flat dollar
deductions would be subtracted from only wage and salary income
before the so-called “30 and one-third” earnings disregard is applied.
The Administration estimated a savings of $50 million.

Other proposals.—The Ford budget proposed to reduce the cost of
the work incentive program by $21 million in fiscal 1978 and of the
child support program by $13 million. The WIN proposal would have
limited services to_the first 30 days of employment and would have
made certain other changes. The child support proposal would have
reduced Federal matching for State child support administrative costs
from 75% to 70% in fiscal 1978 with further reductions thereafter.
Neither of these changes is included in the revised budget of President

Carter.



29

There are a number of other proposals with respect to the aid to
families with dependent children program which might be considered
and which could result in significant cost reductions. However, changes
in this program in some States must be implemented through the en-
actment of State legislation. Ordinarily, Federal legislation requiring
such changes leaves a substantial period for State legislatures to meet.
Thus, it is doubtful that much impact on fiscal year 1978 could result
from any such legislation. Last year, the Committee recommended and
the Senate passed legislation amending the child support program
(relating to the issuance of regulations and other matters). This leg-
islation was not acted on by the House of Representatives by the end
of the Congress, however. If similar legislation is enacted, it could
reduce Federal costs under the child support enforcement program
by an estimated $20 million.

84-1270-77-5
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Chart 9

Social Services

(dollars in billions)

FY 1977 FY1978

Present law:
Basic grant program $24 $24
(title XX)
Additional child carefunds 0.2

Child welfare services o1 01
Rehabilitative servicesfor 0.4  O.1

recipients of Supplemental
Security Income

Training and research 01 Of

Proposed legislation:
Carter budget:
Extend additional child -~ 0.2
care funding
Other proposals:
Consolidate social 0.2
services funding



Chart 9

Social Services

In addition to cash benetit programs and medical assistance, the
Social Security Act inclulles several provisions which make Federal
funding available for social services programs. The largest such pro-
gram is the title XX social services programs, but funding is also
provided under a separate child welfare services program, and rcha-
bilitative services for disabled SSI recipients (both children and
adults) are funded through that program. Also closely related to the
social services programs is funding authority for the training of social
workers and other State and local welfare personnel and for certain
research programs,

Under title XX of the Social Security .\ct, States providing social
services such as child care, family planning, and homemaker services
to welfare recipients and other low-income persons are entitled to
claim Federal matching grants for such expenditures. For most serv-
ices $3 in Federal funding under this program is available to match
each $1 of non-Federal funding; however, Federal funding is subject
to an overall annual limit of $2.5 billion allocated on a population
basis. (.An additional $200 million in Federal funding, without a
matching requirement, is available for child care costs in fiscal 1977.)
Under present law, States are expected to use $2.6 billion of this
funding in fiscal year 1977 and $2.4 billion in fiscal year 1978,

Under title IV-B of the Social Security Act, grants to the States
are authorized for the purposes of providing child welfare services.
Again a wide variety of services come under this general heading but
a major activity involves services related to adoption and foster care.
The child welfare services authorization is $350 million but the a ppro-
priation has always been well below that level. The Administration
budget (both Ford and Carter) recommends Federal spending under
this program of $56 million for fiscal 1978, the same level as in fiscal
1977:

fin millions)

Fiscal 1977 Fiscal 1978

$870

Total programcosts.............. ... $810 20

Federaishare............... ... 56
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The supplemental security income program (SSI) provides income
support to needy aged, blind, and disabled persons, The program
also includes provision for vocational rehabilitation services to appro-
priate adult disability recipients and, under legislation enacted last
year, for other types of rehabilitative services to child-heneficiaries
primarily those under age 7. The program for children enacted last
year provides a $30 million annual entitlement for fiscal years 1977,
1978, and 1979. Total spending for services to both children and adults
for fiscal 1978 is estimated at $75 million. |

Proposed legislative changes.—The additional $200 million made
available to the States for child care programs in fiscal 1977 was en-
acted on a temporary basis. The revised budget submitted by President
Carter proposes a further one-year extension of this $200 million incre-
ment. If the Committee intends to consider permanent legislation in
the social services area, consideration might be given to recommending
that the budget resolution leave room for a somewhat larger increase.
For example, the committee might want to consider consolidating the
child welfare services program which has up to now been funded at
only a fraction of its authorization into the title XX program. Ulti-
mately, the new services program for children under title XVI also

might be consolidated into title XX.
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Chart 10

Unemployment Compﬂsation
(dollars in billions)
1977 1978

Ford Carter Ford Carter
PRESENT LAW  Budfet Budiet Budiet Budget
Um!;loymt trust
Income 155 4141 $170 $150
Outgo 152 145 134 1241
Net change {03 -04 +39 +28

End-of-yearassets 59 53 98 8.1

F:jeral funds:
vances totrust . A
s 38 31 18 0.7

Trade adjustment 02 02 02 02
assistance

leignployee 06 09 06 08

Transitional to - e
st pomert 03 04
covered workers
PROPOSED LEGISLATION 1977 1978
e heanergency 05 04
(Carter budget)
Alternative extension of 03 01

emergency benefits



Chart 10
Unemployment Compensation

The unemployment insurance trust fund covers regnlar State un-
employment insurance benefits (paid for through taxes collected by
States but deposited into the Federal trust fund), the extended bene-
fits program, which provides an additional 13 weeks of benefits which
are 50 percent federally funded. and the emergency unemployment
compensation program, which (depending on State insured unem-
ployment rates) can provide up to 26 further weeks of benefits with
100 percent Federal funding. Federal funds in the trust fund come
partially from the Federal share of the unemployment payroll tax and
partially from repayable general revenue advances to cover any inade-
quacies in the payroll tax. The unemployment trust fund also covers
State and Federal administrative costs.

The chart displays the expected status of the trust fund under the
Ford budget and the Carter revisions. The Carter revisions reflect. not
only differences in economic assumptions but also program reestimates
and a lesser use of general revenue advances.

When Federal and State tax collections are insufficient to meet bene-
fit costs in the short run, the Federal unemployment trust fund is
authorized to borrow from the general fund of the Treasury with
the advances being subject to later repayment. Because of heavy levels
of unemployment recently. substantial advances to the trust fund from
the general revenues have been required. However, it is expected that
with economic improvement and certain unemployment tax increases
enacted last year, the need for borrowing will be eliminated in the
near future, Under the Carter budget for fiscal 1978, advances of $0.7
billion are projected as compared with $3.1 billion for fiscal 1977.

There are also certain unemployment programs funded from gen-
eral revenues outside the trust fund. One such program provides
special additional assistance to workers who become unemployed be-
cause their employers’ businesses decline in the face of increased im-
ports. Unemployment benefits are also provided at Federal general
revenue expense for former Federal employees and ex-servicemen.

The Unemployment Compensation Amendments of 1976 extended
coverage under the unemployment. program to certain previously ex-
cluded types of employment (certain farm and domestic employment
and State and local Government employment). This coverage is effec-

(35)
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tive as of January 1978, but benefits would ordinarily not be payable
until some time later, If States elect to make benefits payable starting
at the beginning of 1978, the 1976 amendments provide for Federal
funding of those new benefits for a transition period (generally 1978).

Proposed legislation—The Emergency Unemployment Compensa-
tion Act which was enacted in December 1974 provides up to 26 weeks
of federally funded benefits for workers who have exhausted their
regular and extended benefits which generally provide for a maximum
of 39 weeks of benefits. The emergency benefits program was originally
to have expired at the end of 1975. However, it was extended through
March 31, 1977, with provision for reducing or eliminating its bene-
fits in States with lower levels of unemployment. The Carter budget
revision proposes a nine-month extension of this program through De-
cember 31, 1977, with certain phase-out benefits payable until March 31,
1978. This is estimated te cost $0.5 billion in fiscal 1977 and $0.4
billion in fiscal 1978. A study of the recipient population mandated
in the 1975 legislation which extended the program indicates that most
beneficiaries have substantial other sources of income. On the average
recipients’ 1975 household income without unemployment benefits was
$8,190. All unemployment benefits including emergency benefits in-
creased the average household income to $10,420. A significant propor-
tion of beneficiaries were unemployed wives. In the average case of
this type, the husband’s earnings during the year amounted to $8,590.
If the Committee wishes to recommend extension of this program it
might want to consider modifications which would limit the cost by
providing benefits only to lower income houscholds. Such a proposal
could reduce program cost by as much as $0.2 billion for fiscal 1977
and $0.3 billion for fiscal 1978.
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Chart 11

Health Programs: Existing Law
(dollars in billions)
FY197T FY1978
Hospital insurance:
Income 456 $19.7
8 5.5 182
Net increase 0.1 1.6
Supp. medical insurance:
Income 73 89
Outgo 65 179
Net increase o8 10
Federal fund payment to
Medicare trust funds 60 172
Medicaid 102 11.8

Maternal and child health 03 03



Chart 11

Health Programs: Existing Law

MEDICARE

Benefit and administrative outlays under medicare are estimated
for fiscal year 1978 at $26.1 billion. Of this amount, benefit payments
account for $25.2 billion. This represents an increase of more than 15
percent over the fiscal year 1977 benefit payments. The primary factor
accounting for the increase is inflation in medical care costs.

Hospital insurance expenditures generally account for about 70
percent of the medicare benefit payments. In fiscal year 1978, $17.8
billion in benefit outlays are estimated under part A (hospital insur-
ance). Part B, the supplemental medical insurance program will ac-
count for $7.4 billion.

Income to the trust funds in fiscal year 1978 is estimated at $28.6
billion, an excess over outlays of $2.6 billion. Federal fund payments
to the trust funds for fiscal year 1978 are $7.2 billion.

MEDICAID

Total Federal-State medicaid costs for fiscal year 1978 are projected -
under present law to be $20.7 billion. of which the Federal share
is $11.8 billion. Of the Federal amount, $11.2 billion represents pay-
ments for benefits, with the remaining $0.6 billion going for admin-
istrative costs. This represents a total increase over the current fiscal
year 1977 Federal cost. estimate of over 15 percent.!

States match Federal expenditures under the medicaid program,
with total State expenditures accounting for approximately 45 percent
of total program costs. In fiscal year 1978, State medicaid costs are
cstimated to be $8.9 billion up from $7.7 billion in fiscal year 1977,

MATERNAL AND CHILD HEALTH

The budget includes $345.4 million for the maternal and child health
program for fiscal year 1978. Of this amount, $315 million is for
formula grants to the States, with the remainder supporting sudden
infant death programs and research and training related to maternal
and child health. This formula grant request represents a $2 million
reduction from the fiscal year 1977 appropriated amount of $317

million.

1 The fiscal 1977 cost estimate jncludes a supplemental increase of $800 million over
the 1977 budget submission. In terms of budget submissions, fiscal 1978 represents a $2.3

biltion increuse In Federal spending over the fiscal 1077 request.
(89)
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Chart 12

Medicare Trust Funds
Under Present Law
(dollars in billions)

FY 1978 FY1979 FY1980 FY1981 FY1982
Hospital
Insurance:
Income $1977 $229 4254 9316 $35.8
Outgo 182 212 246 282 320

Net increase 16 17 08 34 3.1

End-of-year 126 143 151 186 223
assets

Supplementary

Medical

Insurance:

Income 89 98 112 127 143
Outgo 79 93 107 123 139

Netincease 10 05 05 04 04
End-of-year 32 36 40 45 49

assets



Chart 12

Medicare Trust Funds—Under Present Law

This chart shows the status of the two medicare trust funds in
each of the next 5 fiscal years. The data in this chart are based on
current law.

(41)
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Chart 13

Health Programs: Proposed Changes

(dollars in billions)
1977 1978
Carter Ford Carter
et Gocge. et St
Medicare:
Limitation on f04 - M8 -f07
reimbursement rates
Increaseinbeneficiary -04 -~ -06 -
cost-sharing
Limitation on beneficiary .- -
éost-sharing ‘ 0.6
Permit reimbursement of * - *
certain clinics now excluded
Freeze Supplementary - X - 402
Medical Insurance premium
Medicaid and maternal
and child health:
Medicaid cost control - - 0.1 -01
Child health assessment  --- -~ - 402

¥ less than %0.05 billion



Chart 13

Health Programs: Proposed Changes
FORD BUDGET

Medicare.—The Ford Administration submitted three legislative
proposals which would on an overall basis reduce medicare outlays.
One of the proposals would modify medicare’s cost-sharing structure
by requiring the beneficiary to pay coinsurance equal to 10 percent of
hospital charges above the deductible amount, and an increase in the
supplementary medical insurance (part B) deductible—to $80 in
1978; thereafter, the deductible would be increased by the same per-
centage as social security cash benefit increases. A maximum cost-
sharing liability of $500 per calendar year under hospital insurance
and $250 per calendar year under supplementary medical insurance
would also be instituted.

The second legislative proposal would limit. the yearly increases in
hospital per diem costs and practitioner’s charges recognized as res-

sonable by the medicare program.
The limits for fiscal year 1978 would be 7 percent; the limits on

increases in future years would be set by regulation. Any costs or
charges in excess of the limits would not be reimbursed. This proposal
was estimated to reduce outlays by $1.3 billion in fiscal 1978. A third
proposal would withhold depreciation payments to facilities not re-
quired for loan repayments in provider escrow accounts to be released
upon State approval. Estimated outlay savings from this proposal

wero $440 million in fiscal year 1978.

These proposals were previously recommended in the fiseal 1977
hudget. They were not accepted by the committee in its budgetary
assumptions nor otherwise acted upon by the Congress.

Medicaid and maternal and child health—The Ford Administra-
tion proposed to further limit Federal expenditures by consolidating
19 categorical health service and planning programs, including medic-
aid and maternal and child health, into a $13.2 billion block grant to
the States. An increase of 5% in the anthorization level is proposed
for each of the three subsequent vears, 1979-81,

(48)
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The block grant funds would be distributed among the States ac-
cording to a formula based primarily on the size of the State’s low-
income population with consideration also given to its per capita
income and fiscal effort,

CARTER BUDGET

Medicare—The Carter Administration, in its proposed budget,
deleted the Ford proposals for catastrophic health care protection
which consisted of maximums in beneficiary payments of $500 per
year for hospital and institutional services and $250 for physician
and outpatient services, and 10% beneficiary cost sharing amount
of charges for all inpatient hospital, nursing home care, home health
and hospital based physician services. In addition, the Ford proposal
for the establishment of escrow accounts for facility capital reim-
bursement amounts was also deleted.

The Carter Administration will propose legislation designed to limit
increases in hospital revenues per admission to not more than a total
of 10 percent in fiscal 1978, The containment would apply to all hos-
pitals, with an estimated $700 million reduction in medicare payments.
Until specific details of that proposal are determined and submitted,
the staff would not recommend assuming enactment. However, there
nre other ways—under existing law—that savings of this magnitude
may be achieved.

The Carter Administration has also proposed a freeze on the Medi-
care Part. B premium at the current level of $7.20 per month through
FY 1978 This premium was scheduled to increase to $7.70 a month
in July 1977. This proposal would reduce income to the trust funds
by $182 million in FY 1978 which would be offset by increased pay-
ments to the trust funds from general revenues.

The Congress may want to defer action on this recommendation
until such time as it considers national health insurance proposals. At
that time the committee may wish to develop an approach which
differentiates between those elderly capable of paying a premium and
those elderly who cannot.

The Carter budget proposes Medicare reimbursement for clinic
services rendered by paraprofessionals in areas of physician shortages.
This proposal is estimated to increase FY 1978 outlays by $25 million.

Medicaid and Maternal and Child Health—The Carter budget pro-
poses a program called Comprehensive Health Assessments and Pri-
mary Care for Children (CHAP) to replace the existing EPSDT



45

program in Medicaid for health screening and treatment for Medic-
aid-eligible children; 13.8 million children are estimated to be reached
by the program, at an estimated increased cost to the Federal Govern-
ment of $180 million in FY 1978,

The Carter budget deletes the Ford administration health block
grant. proposal, which would have included the Maternal and Child

Health Program.
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Chart 14

(dollars in billions)
FY1977 FY1978

Revenue Sharing
General revenue sharing  $68 ¢6.8
Countercyclical revenue

sharing:
Present law 12 -
Carter proposal +09 +1.6
Sugar Act
Present law
Changes for Committee -
consideration: payments - +01
revenues (--)  (+0.1)
Interest
Ford budget 380 39.7
Carter budget 382 418
(Committee decisions on deficit and

debt limit determine estimate)



Chart 14

Revenue Sharing; Sugar Act; Interest on the Public Debt
GENERAL AND COUNTERCYCLICAL REVENUE SHARING

The general revenue sharing program provides for outlays in each
of the fiscal years 1977 and 1978 of $6.8 billion. One-third of these
amounts is distributed to State governments, and two-thirds to local
governments, Under this program, through December 31, 1976, pay-
ments totaling $30.2 billion were distributed to these governments.
Through fiscal year 1980 an additional $25.6 billion will be similarly
distributed. (This chart assumes the full effect of a $200 million infla-
tion adjustment.)

Countercyclical revenue sharing, approved in July of 1976, provides
for outlays in fiscal year 1977 of $1.2 billion, Under this program
funds are distributed to State and local governments with high un-
employment. (exceeding 4.5 percent) when the national unemploy-
ment rate for the two prececing quarters exceeds 6 percent. The
Carter Administration has proposed, as part of the economic stimulus
package, that the amounts made available to areas of high unemploy-
ment be increased. The proposed legislation would provide for quar-
terly payments equal to $125 million plus $30 million for each one-
tenth of a percentage point that the national unemployment rate two
quarters carlier exceeded 6 percent. The proposed effective date for
this increased funding is April 1977. This would increase outlays by
an estimated $0.9 billion for ficeal year 1977 and %1.6 billion for fiscal

year 1978,
SUGAR ACT

The Sugar Act expired on December 31, 1974, In fiscal year 1975,
the last fiscal year the program was in effect, $86 million was appro-
priated to cover Sugar Act program payments for the 1974 crop year,
For the fiscal year ending June 30, 1975, at which time the excise tax
on sugar was terminated. $103.8 million in sugar excise taxes were
collected. If the sugar program were to be reinstated. the excise tax
on sugar would yield sufficient revenues to offset any program pay-
ments. If the committee expects to act on the sugar program this year,
an estimate of the necessary appropriation, however, shonld be in-
cluded in the committee’s budget recommendation.

INTEREST ON THE PUBLIC DEBT

Budget outlays for interest on public debt are estimated in Presi-
dent Carter’s budget to rise from $38.2 billion in fiscal year 1977 to a
level of $41.8 billion in fiscal year 1978. These projected increases
resnlt from the financing of budget deficits for each of these years.
When the committee has completed its decisions on revenues, expendi-
tures, and the budget deficit, the appropriate interest figures can be

calculated.
(47)
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Chart 15

Revenues: Present Law
(dollars in billions)

FY19T7 FY1978

Ford Carter Carter

budget et budget Dudet

Individual $1580 #1577 $189.3 #1910
income tax

Corporation 517 579 636 645
income tax

Socialinsurance 1089 1080 1247 1239
taxes

Excisetaxes 179 179 185 18.6

Estate and 50 59 658 58
gift taxes

Customs duties 47 47 53 53

Otherrevenues 67 67 71 1

TOTAL 35983589 414.3416.3




Chart 15

Revenues: Present Law

Federal revenues are in large part composed of receipts from
income and payroll taxes. The Ford budget estimates that in fiscal
year 1977, these revenues will yield a total of $359.8 billion under
present law. The Carter budget estimates these revenues for the
same period at $358.9 billion. For fiscal year 1978, the Ford budget
projects a revenue vield of $414.3 billion under present law. The Carter
budget is slightly more optimistic and estimates revenues of $416.3
billion.

Income taxes paid by individuals are estimated to amount to $191.0
billion. Revenues from this source, which account for the largest
single source of Federal revenues, will amount to 45.9 percent of totul
Federal revenues. This estimate of individual income taxes has been
reduced hy $1.1 billion, representing the refundable portion of the
earned income credit, as compared with the Carter budget revision
document for fiscal vear 1978, to reflect this item as a reduction in
revenues rather than as an outlay.

Income taxes paid by corporations are estimated at $64.5 billion.

Social insurance taxes and contributions, composed of social
security and other payroll taxes. unemployment insurance taxes and
deposits, Federal employee retirement contributions, and preminm
payments for supplementary medical insurance are expected to total
$123.9 billion. Receipts from these sources will account for approxi-
mately 29.8 percent of total Federal revenues,

Excise taxes imposed on selected commodities, services, and activi-
ties are expected to provide $18.6 billion during fiscal year 1978.

Estate and gift taxes imposed on the value of property held at
death and inter vivos transfers of property are projected to produce
$5.8 billion.

Customs duties, levied on imports are anticipated to raise $5.3

billion.
Other taxes and miscellaneous receipts are expected to total $7.1

billion.
(49)
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Chart 16

Tax Stimulus and Other Revenue Proposals

(dollars inbillions)
1977 1978
T e T
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Chart 16

Tax Stimulus and Other Revenue Proposals

The Tax Reduction and Simplification Act of 1977, ordered favor-
ably reported by the House Ways and Means Committee on Febru-
ary 17, 1977, represents initial House action on the tax and special
payments provisions of the Administration’s economic stimulus
program.

The Administration proposed a one-time refund of 1976 individual
income taxes equal to $50 for each taxpayer and dependent. The Ways
and Means Committee has voted to phase out this refund for tax-
payers with adjusted gross incomes (AGI) between $25,000 and
$30,000. Taxpayers with AGI of $30,000 or more would receive no
refund.

The Administration also proposed a $50 payment to each Social
Security, SSI and Railroad Retirement beneficiary. The Ways and
Means Committee has expanded this group to include AFDC recipi-
ents, black lung benefit recipients, and persons receiving veterans pen-
sions and compensation. At the same time, the Ways and Means Com-
mittee directed that no double payments of tax refunds and/or special
payments be made to these designated recipients.

An increase in the standard deduction as well as a revision of the
tax tables, rate schedules and the definition of taxable income have
been proposed by the Administration. The Ways and Means Commit-
tee agreed to set the standard deduction at $2.400 for single persons
and $3,006 for married couples filing joint returns. Under the Admin-
istration’s revised proposal, the standard deduction would have been
set. at $2.200 for single persons.

The $2.400 and $3,000 standard deductions, under the Ways and
Means Committee bill, will be built into the rate schedules and tax
tables as a zero rate bracket so that the initial 14 percent bracket. will
begin at $2.401 for single returns and $3,001 for joint returns. Also,
this change will serve as a floor for itemized deductions. Taxpayers
will only be able to deduct those itemized deductions in excess of the
“zero bracket” amount (i.e.. $2.400/$3,000). The reductions resulting
from these changes in the standard deduction are to be reflected in
a change in withholding rates as of May 1,1977.

(51)
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The $35 per person tax credit or 2 percent of the first $9,000 of tax-
able income credit (whichever is greater) and the earned income credit
would also be extended for one year. These credits would otherwise
expire at the end of 1977. The earned income credit would slso be
extended for an additional year.

A stimulus for business taxpayers has been provided by the Ways
and Means Committee in the form of a new jobs tax credit. The Ad-
ministration has proposed that businesses be permitted to elect either
an increased investment tax credit (12 percent) or a credit of 4 per-
cent of the social security tax paid by employers, This election would
be effective through 1980.

The jobs credit provides a credit to employers equal to 40 percent
of the first $4,200 of wages paid to new employees. This credit would
be computed by taking 40 percent of wages covered under the Federal
Unemployment Tax Act (FUTA), which is a maximum of $4,200
per employee, over the previous vear's FUTA wages, increased by
3 percent to account for normal employment growth. The amount
of the credit allowed under this provision would be limited to $40,000
per year.

An additional credit of 10 percent of the first $4,200 of wages paid
to new employees who are handicapped would also be provided. These
credits could be used to offset up to 100 percent of tax liability and
could be carried back 3 years and forward 7 years.

The Administration recommendation to include an extension of the
corporate tax reduction through 1978 has been incorporated in the
Ways and Means bill. This will continue the $50,000 corporate surtax
exemption and the corporate rate reduction—20 percent of the first
$25,000 and 22 percent of the next $25,000—for an additional year.

Allowance for minor tax and tariff bills.—After the second budget
resolution for a year is adopted, the revenue levels in that resolution
are binding subject to a point of order. If those levels are set at pre-
cisely the expected level of revenues, any legislation may be blocked
on a point of order even if it involves only negligible revenue losses.
The committee may wish to suggest to the Budget Committee that
each budget resolution include a nominal $0.1 billion allowance below
the otherwise anticipated revenue levels to accommodate minor tax
and tariff bills. Even such an allowance, however, would not protect
such bills against points of order if subsequent revenue reestimates
by the Congressional Budget Office lower the projected present-law
revenues. The committee may wish to include in its report to the
Budget Committee a recommendation that each budget resolution
include a provision waiving compliance with the revenue totals in the

case of bills having negligible revenue impact.






54
Chart 17

Tax Expendi :
RERditires: Present Law
EY1977 FY1978

Personal investment $20.6 $22.2
Business investment 146 160
Income security - 22.8 248

Revenue sharing andgeneral 132 14.6
purpose fiscal assistance

Health 78 87

Commerce and transportation 65 6.3

Natural resources, 35 37
environment and energy

Other tax expenditures 15.7 113



Chart 17

Tax Expenditures: Present Law

The concept of tax expenditures was developed in order to compare
the Federal Government’s total contribution to various activities,
through direct expenditures and indirectly through deductions, de-
ferrals, and credits in the tax structure. With this information, con-
sideration of the budget will ultimately involve examination of both
direct and tax expenditures as alternate means of providing incentives.

The chart presents a summary of tax expenditures by budget func-
tional category and estimates of their revenue effects. The table con-
taining the estimates presented by the Administration as a special
analysis in the 1977 budget is reproduced in Appendix C.

The administration’s analysis omits four provisions which the staff
believes should be included. These four items, and their revenue

estimates are:

[In millions of dollars)

Fiscal year Fiscal year
1977 1678

Earned income credit'... ... e 1,145 1,141

Deferred income of controlled foreign
corporations. .................. ... 410 410
Taxation of capital gains at death......... 7,280 8,120
1,805 2,020

Asset depreciationrange............. e

! The amounts shown here represent the refundable portion of the earned income
credit. The nonrefundable portion is included in the administration’s analysis.

The definition of a tax expenditure is imprecise. The objective
generally, however, is to include as tax expenditures those tax pro-
visions that are not ordinary deductions taken for the purpose of
determining net income of a business, whether incorporated or not.
Deductions for individuals that are not business-related then clearly
should be treated as tax expenditures. The imprecision that exists
with respect to dovetailing concept and practice has generated sub-
stantial controversy. Because of the difficulty of achieving precision,
the staff approach is to be as comprehensive as is reasonable when
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deciding what is to be included. The staff also believes that the term
tax expenditure and a listing of a provision carry no implication of
approval or disapproval, or judginent about the effectiveness of any
one provision. A listing simply reflects present law and, therefore,
present public policy.

If the various tax expenditure figures in the two columns were
added, they would total $104.7 billion in fiscal year 1977, and $113.6
billion in fiscal year 1978. However, the separate items, even in func-
tional categories, should not be added in strict logic because the rev-
enue estimates are made with the assumption that no other changes
would be made by the taxpayer if the one item were to be repealed.
Many taxpayers have the choice of using other tax expenditures, if
they are interested in tax shelters. For some, repeal of a provision
could foreclose that source of economic income, and they might perma-
nently suffer a significantly reduced income. For all taxpayers, repeal
of a tax expenditure provision could affect their tax liabilities through
movement into higher tax brackets or shifts to the standard deduction.
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Chart 18

Debt Limit

(dollars in billions)

Ford Carter
budget budget
Debt subject tolimit  $7078 $7179
September 30, 1977
Plus:
Federal funds deficitfor 604 680
FY 1978

Off-budget agency spending 93 88
financed by Treasury and
other financing

Equals debt subject tolimit 777.5 '794 7
September 30, 1978



Chart 18
Debt Limit

Under existing law the debt limit is $682 billion until March 31,
1977 when it will increase to $700 billion. The temporary debt limit
expires September 30, 1977. In the absence of further legislation, the
debt ceiling would decline on that date to its permanent level of $400
billion.

For fiscal year 1978 the Carter Administration assumes that the debt
subject to limit would reach $717.9 billion on September 30, 1978.
Underlying these estimates are the legislative proposals which the
President submitted to Congress, or indicated he will submit, in the
budget for fiscal year 1978. In addition, the fiscal year 1978 needs in-
clude issue of debt by the Federal Financing Bank under the debt
limit on behalf of various agency programs and several agencies whose
activities are not included within budget totals.
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U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, D.C., March 4, 1976.

Hon. EpMunp S. Muskik,
Chairman, Budget Committee,
U.S. Senate, Washington, D.C.

Dear MR. Cuaryan: The Committee on Finance met in executive
session throughout the week of February 23d to give thorough con-
sideration to those aspects of the Federal budget which fall within
the Committee’s jurisdiction. This letter transmits the views and esti-
mates of the Committee on Finance as is required by section 301(c)
of the Congressional Budget Act of 1974.

Economic assumptions.—-Many of the components which go to make
up the budget totals are highly susceptible to relatively slight changes
in economic conditions. The economic assumptions underlying the
President’s budget are presented on page 25 of the President’s budget.
For purposes of the first concurrent resolution on the budget, the
Finance Committee has accepted these assumptions.

While the President’s economic assumptions have been used as a
basis for estimating revenues, unemployment compensation, social se-
curity benefits and other programs under Finance Committee juris-
diction, we recognize that there are other alternative economic as-
sumptions which might reasonably be supported. If the Budget Com-
mittee decides to adopt a different set of economic assumptions, an
appropriate adjustment should be made in some of the revenue and
outlay estimates under present law.

Expenditure programs.—The Committee on Finance has jurisdic-
tion over a variety of programs which involve expenditures approach-
ing one-half of the entire Federal budget. These include such income
maintenance programs as social security, supplemental security in-
come, unemployment compensation, and welfare programs for fam-
ilies. Health programs under Finance Committee jurisdiction include
Medicare, Medicaid, and maternal and child health, as well as na-
tional health insurance proposals. Other programs within the Com-
mittee’s jurisdiction which involve expenditure of Federal funds in-
clude social services, revenue sharing, and payments under the Sugar
Act. Interest on the public debt, which on a net basis will account for
some $37 billion in Federal outlays during the current fiscal year, also
falls under the jurisdiction of the Committee on Finance.

(68)



64

The Committee on Finance has reviewed each of the expenditure
programs within its jurisdiction and estimates that the amounts shown
in Table 1 should be allowed in the concurrent budget resolution for
these programs. :

The Finance Committee estimates involve outlays for fiscal year

1977 which are $6.0 billion higher than the outlays estimated in the
President’s budget as printed. The major element of difference re-
flects the Committee's judgment that most of the legislation proposed
by the President to cut back existing benefits will not be enacted as
assumed in the budget. Comments on specific functional categories are
shown below.

TABLE 1.—BUDGET AUTHORITY AND OUTLAYS FOR PROGRAMS UNDER FINANCE
COMMITTEE JURISDICTION

[in billions of dollars]

July-September

1976 1976 1977
Bud?et Budqet Budqet
Functional category authority Outlays authority Outlays authority  Outlays

350 Agriculture........ 0 O] 0 0 0 0
(New legislation). .......................................... (+%$.1) (+%.1)

500 Education, man-
power, and social

services............... $3.7 $3.2 $.8 $8 3.3 3.3
(New legislation).... (+.1) (&*.1) 1) 1) 4 (+.49
550 Health.......... .. 27.1 26.2 7.3 7.3 32.6 315
(New legislation).......... ................................. +49 (+9
600 Income security... 94.8 102.8 24,1 265 108.2 112.6
(New legislation). . .. O] O] O] 0] (-.1) (=2
850 Revenue sharing.. 6.4 6.3 1.7 1.7 1.7 34
(New legislation). ................. ... ..o i .. (+6.9) (+5.1)
900 Interest........... 37.7 37.7 10.4 10.4 449 449
Interest paid to trust
funds................. -80 -80 -21 -2.1 -8.2 —8.2
! Less than $50,000,000.

Agriculture—The only program within the Finance Committee’s
jurisdiction in this functional category is the Sugar Act. That Act
expired at the end of December 1974 and no payments to sugar grow-
ers were made for crop years after 1974, The amount shown for new
legislation will permit renewal of the Sugar Act. In the past, the
excise tax on sugar (which has also expired) has produced revenues
which exceed the cost of the payments to sugar growers. The Finance
Committee revenue estimates also allow for renewal of the sugar
excise taxes, so that taken together, renewal of the payments and the
excise tax will reduce the budget deficit slightly.

Education, Manpower and Social Services—The $0.4 billion shown
for new legislation makes allowance for the child care staffing legisla-
tion currently pending in conference with the House of Representa-
tives. Legislation to modify the Work Incentive Program has already
been reported by the Committee on Finance and is pending on the



65

Senate calendar. It should be noted that the amendments to the Work
Incentive Program, which result in increased expenditures in the
manpower training category, will be substantially more than offset
by savings in the income security category.

Health.—The estimate for new legislation for health assumes that
the Congress will not act favorably on the President’s proposals to
cut back on Medicare benefits. However, the additional $0.5 billion for
this category does include allowance for the start-up costs associated
with a major expansion of the Federal health role even though the
new legislation would not become fully effective until fiscal year 1978.

Income security—The Committee estimate for new legislation under
the income security category represents a net figure of both savings
and additional benefits in the programs of Aid to Families with De-
pendent Children and Supplemental Security Income for the aged,
blind, and disabled. The Finance Committee estimates do not assume
the enactment of the President’s proposals to cut back social security
cash benefits by $0.8 billion. In addition, since action on the unemploy-
ment insurance bill has been delayed in the House, it is assumed that
there will be no increased benefits under new legislation before fiscal
year 1978,

Revenue sharing and general purpose fiscal assistance.—The rev-
enue sharing program expires at the end of December 1976. The
amount included in the Finance Committee estimates provides suffi-
cient funds to extend the program, to provide for annual automatic
increases to reflect general inflationary trends, and to permit legisla-
tive action on » counter-cyclical increment to the revenue sharing
funds,

Interest on the public debt.—The Committee estimates that gross
interest on the public debt for fiscal year 1977 will be $44.9 billion using
a8 a base the President’s budget as modified by the Committee’s recom-
mendations for outlays in other categories and for revenues. The gross
interest on the public debt is offset by $8.2 billion in estimated interest
paid to Federal trust funds.

TABLE 2.—-FINANCE COMMITTEE REVENUE ESTIMATES

[in billions]
July-
September
1976 1976 1977
Presentlaw....................... .. $2975 $87.4 $374.6
Allowance for legislation (net)................ =50 -=19.6

Present law and legislation... 297.5 82.4 355.1
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Revenues.—Virtually all revenues of the Federal Government fall
within the jurisdiction of the Committee on Finance. The different
types of revenues include individual and corporate income taxes, so-
cial insurance taxes, excise taxes, estate and gift taxes, and customs
duties. For purposes of this report, all Federal receipts have been
treated as revenues; those receipts in the President’s budget which
do not fall within the Finance Committee’s jurisdiction have been
accepted without change.

Tax reductions first enacted in the Tax Reduction Act of 1975 and
extended in the Revenue Adjustment Act of 1975 expire at the end of
June 1976 (at the end of December 1976 in the case of the higher in-
vestment tax credit). It is estimated that continuation of the expiring
provisions at the present levels will reduce revenues by $17.3 billion
in fiscal year 1977. The Committee net. revenue loss estimate of $19.6
billion under new legislation in fiscal year 1977, together with certain
expected revenue increases, would permit a net revenue loss of about
$3 billion beyond the revenue loss associated with straight extension of
expiring provisions.

The President’s budget as printed assumed revenues of $351.3 bil-
lion and outlays of $394.2 billion, with a deficit of $43.0 billion. Since
the President’s budget was submitted, the President has increased the
cost of his health proposal by $0.9 billion, and it is now clear that the
effective date of the unemployment compensation tax and benefit in-
crease proposals of the President will have to be delayed for one year
because of the delay in House consideration of the unemployment
bill. Adjusting for these two modifications, the President’s budget as-
sumes revenues of $349.7 billion and outlays of $394.8 billion, with a
deficit of $45.2 billion. In order to preserve a deficit no higher than
the $45.2 billion in the adjusted President’s budget, the revenue esti-
mate must. be $5.4 billion higher than the adjusted President’s budget
just as the expenditure estimates as proposed by the Committee on
Finance are $5.4 billion higher than the adjusted President’s budget.
This results in the net amount available for new revenue legislation
being $19.6 billion rather than the $25.0 billion proposed by the Presi-
dent. (These figures are shown in Table 3 below, This table includes
a correction to the data shown in Table 12 of the President’s budget
increasing proposed revenue reductions by $0.6 billion with an offset-
ting increase of the same amount in present law revenues.)

The Finance Committee revenue estimates for new legislation are
thus consistent with the policy incorporated in section 1A of the
Revenue Adjustment Act of 1975.
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. TABLE 3.—COMPARISON OF PRESIDENT'S BUDGET FOR
FISCAL YEAR 1977 AND FINANCE COMMITTEE ESTIMATES

[in billions)

Revenues Outlays Deficit

President’s budaet as printed. ... .. $351.3 $394.2 -—$43.0
Adjustment for higher cost of health
proposal, delay in enacting un-

employment proposals............ -1.6 +.6 =-2.2
. Adjusted President's budget.. 349.7 3948 —45.2
Finance Committee estimate........ 355.1 400.2 —45.2

The Committee budget estimates assume no action on the President’s
proposal to increase social security taxes by 0.3 percent each on em-
ployers and employees. However, should the Committee subsequently
decide to enact some or all of this proposal, the income tax reductions
could be increased by un equivalent amount to fit within the overall
revenue target, As mentioned above, the revenue estimate makes allow-
ance for renewal of the sugar excise tax which more than offsets pay-
ments to growers under the Sygar Act (shown under the functional
category for agriculture).

Public Debt Limit.—The permanent debt limit under existing law is
$400 billion. H.R. 11893, which has passed the House of Representa-
tives, would provide an additional temporary debt limit of $227 billion
which will expire June 30, 1976. In estimating the amount by which
this combined limit of $627 billion will have to be increased to cover
the additional Federal fund budget deficits for the July to September
1976 quarter and fiscal year 1977, the Finance Committee has taken
into account its expenditure estimates as discussed above. In other re-
spects, the Committee accepts the President’s budget as the basis for
its computation of debt limit requirements. The Budget Committee
may, therefore, find it necessary to adjust the debt limit estimates to
take account of any other appropriate adjustments to the estimates 1n
the President’s budget for programs not within the jurisdiction of the
Committee on Finance.
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TABLE 4.—PUBLIC DEBT LIMIT ESTIMATES

{in billions]
gfabt subject to limit, June 30, 1976 (under H.R. 11893). $624
us:
Deficit for July-September 1976 (Federal funds)....... 15
Offbudget agency spending financed by Treasury... ... 4
P Debt subject to limit, Sept. 30, 1976.................. 643
us:
Deficit for fiscal year 1977 (Federal funds)............. 50
Offbudget agency spending financed by Treasury. . .... 12
Debt subject to limit, Sept. 30, 1977.................. 705

Tax expenditures—The Congressional Budget Act of 1974 defines
“tax expenditures” as “revenue losses attributable to provisions of the
Federal tax laws which allow a special exclusion, exemption, or de-
duction from gross income or which provide a special credit, a prefer-
ential rate of tax, or a deferral of tax liability.” In the Committee’s
view, the question of whether a given revenue provision represents a
special or a normal application of tax policy is one which in many in-
stances cannot be objectively resolved. For this reason, the Committee
feels that the only way in which it can comply with the Budget Act’s
requirement that it present its estimates with respect to tax expendi-
tures is by listing all items which have been so designated. In doing so,
however, the Committee does not either endorse or reject the conten-
tion that any or all of these items designated as tax expenditures rep-
resent a departure from normal tax policy.

For the reason stated above, the Finance Committee accepts at face
value the tax expenditure listing included in Special Analysis F of
the President’s budget. However, the Committee notes that certain
additional items are considered by some persons to be tax expenditures
and should therefore be added to the list shown in the President’s
budget. These additional items are shown in Table 5 below.

TABLE 5.—ADDITIONAL TAX EXPENDITURE ITEMS

[In millions]
Fiscal year Transition Fiscal year
1976 quarter 1977
Asset depreciationrange........... $1,500 $450 $1,805
Deferred income of controlled
foreign corporations. ............. 525 100 365

Taxation of capital gains at death... 6,720 1,820 7,280
Cooperatives—Deduction for non- '
cashdividends.................... 410 100 455




69

The Finance Committee staff is available to answer any additional
questions you may have on these estimates,
With every good wish, I am
Sincerely,
RusseLy B. Long,
Ohairman,
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Excerpt From Public Law 93-344—The Congressional Budget and
Impoundment Control Act of 1974

L . * L * * *

TITLE III—-CONGRESSIONAL BUDGET PROCESS
Timetable

Skec. 300. The timetable with respect to the congressional budget
Pprocess for any fiscal year is as follows:

On or before: Action to be completed :
November 10 eeeceaee-o President submits current services budget.
15th (g:y after Congress President submits his budget.

meets.

March 15 Committees and joint committees submit
reports to Budget Committees.

April 1______ ... Congressional Budget Office submits re-
port to Budget Committees.

April 15 Budget Committees report first concur-
rent resolution on the budget to their
Houses.

May 15 . Committees report bills and resolutions
authorizing new budget authority.

May 15 Congress completes action on first concur-

rent resolution on the budget.

Tth day after Labor Day.. Congress completes action on bills and
resolutions providing new budget au-
thority and new spending authority.

September 15__ ... Congress completes action on second re-
quired concurrent resolution on the
budget.

September25__ ... Congress completes action on reconcilia-

tion bill or resolution, or both, imple-
menting second required concurrent
resolution.

October 1. Fiscal year begins,
Adoption of First Concurrent Resolutien

Skc. 301. (a) Acrion To Be ComMPLETED BY MAY 15.—On or before
May 15 of each year, the Congress shall com&lce:e action on the first
concurrent resolution on the budget for the 1 year beginning on
October 1 of such year. The concurrent resolution shall set forth—

(1) the appropriate level of total budget outlays and of total

new budget authority ; '
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(2) an estimaie of budget outlays and an appropriate level of
new budget authority for each m?qr functional category, for
contingencies, and for undistributed intragovernmental transac-
tions, based on allocations of the appropriate level of total budget
outlays and of total new budget authority; o

(8) the amount, if any, of the surplus or the deficit in the budget
which is appropriate in light of economic conditions and all other
relevant factors;

(4) the recommended level of Federal revenues and the amount.
if any, by which the aggregate level of Federal revenues should
be increased or decreased by bills and resolutions to be reported
by the appropriate committees; .

(5) the appropriate level of the public debt, and the amount, if
any, by which the statutory limit on the pui)hc debt should be
increased or decreased by bills and resolutions to be reported by
the appropriate committees; and

(6) such other matters relatinf to the budget as may be appro-

riate to carry out the purposes of this Act.

(b) Apprrronar. Marrers 18 CoNcurrent ResorurioN.—The first
concurrent resolution on the budget may also require—

(1) a procedurs under which all or certain bills and resolutions
providing new budget authority or providir - new spending au-
thority described in section 401(c) FQ) (C) for such fiscal year
shall not be enrolled until the concurrent resolution required to be
reported nnder section 310(a) has besn agreed to, and, if a recon-
ciliation bill or reconciliation resolution, or hoth, are required to
be reported under section 310(c), until Congress has completed
action on that bill or resolution, or both; and

(2) any other procedure which is considered appropriate to
carry out the purposes of this Act.

Not later than the close of the Ninety-fifth Congress, the Committee
on the Budget of each House shall report to its %ouse on the imple-
mentation of procedures described in this subsection.

(¢) Vimws anp Estrvates or OTHER CoMMITTEES.—On or before
March 15 of each year, each standing committee of the House of
Representatives shall submit to the Committee on the Budget of the
House, each standing committee of the Senate shall submit to the
Committee on the Budget of the Senate, and the Joint Economic Com-
mittee and Joint Committee on Internal Revenue Taxation shall sub-
mit to the Committees on the Budget of both Houses—

. (1) its views and estimates with respect to all matters set forth
in subsection (&) which relate to matters within the respective
Jux('llsdlctxon or functions of such committee or joint committee;
an

(2) except in the case of such joint committees, the estimate
of the total amounts of new budget authority, and budget outlays
resulting therefrom, to be provided or authorized in al} bills and
resolutions within the jurisdiction of such committee which such
committes intends to be effective during the fiscal year beginning
on October 1 of such year.

* * * L L] * s



APPENDIX C

Tax Expenditures by Function

(Excerpt From the Special Analyses of the Budget of the
Umted States, pages 128-130)







Table F-1. TAX EXPENDITURE ESTIMATES BY FUNCTION!
(In millions of dollars)

Description

Corporations Individuals

1976 1977 1978 1976

1977 1978

National defense:
Exclusion of benefits and allowances to Armed
Forces personnel .. ... .. .. ... _......
Exclusion of military disability pensions..........
International affairs:
Exclusion of gross-up on dividends of LDC cor-
POTALIONS. - o e eeeeeee e ieeeeeeeeaennnnn
Exclusion of income earned abroad by U.S. citizens.
erral of income of domestic international sales
corporations (DISC).. ... .................
Special rate for Western Hemisphere trade corpora-
L0 T U
Agriculture:
Expensing of certain capital gutlays...._......._.
Capital gain treatment of certain income. . . ......
Natural resources, environment, and energy:
Exclusion of interest on State and local govern.
ment pollution controlbonds.. . .._......._ ...
clusion of payments in aid of construction:
Water and sewage utilities_...._...._........
Expensing of exploration and developmentcosts. ..
Fxcess of percentage over cost depletion__...._...
Pollution control: 5-year amortization. .. ........
Capital gain treatment of royalties on coal and iron

Capital gain treatment of certain timber income. .
Commerce and transportation:
Exemption of credit unions....._................
Exclusion of certain income of cooperatives. ...
Corporate surtax exemption....................
Deferral of tax on shipping companiss......._...
Railroad roiling stock: 5-year amortization... ...
Financial institutions: Excess bad debt reserves...
Deductibility of nonbusiness State gasoline taxes...
Community and regional development:
Housing rehabilitation: 5-year amortization. ... ..
Education, training, employment, and social services:
Exclusion of scholarships and fellowships... ... ...
Parental personal exemptions for students, ages
19andover. . ... . ... i,
Deductibility of contributions to educational
mstitutions... ... ... ... ceeeiaaaaoas
Deductibility of and credit for child and dependent
CATE EXPENSES. . ... . e nanns
Credit for employing AFDC and public assistance
PECIPIENES. oo oo iie e
Health:
Exclusion of employer contributions to medical
insurance premiums and medical care... .. ... _.
Expensing of removal of architectural barriers to
the handicapped.......... ... e
Deductibility o?mcdical CXpenses. .. ............
Income security:
Exclusion of social security benefits:
Disability insurance benefits. . ............._.
OASI benefits foraged. .. ... ... .........
Benefits for dependents and survivors.........

Sece foctnote at end of table.

Ho 170 220 50
..... 5 10 ____.
640 610 600 160

1,010 1,035 1,060 285
10 -80 —130 .....

190 215 240 510

...............

370 440
330 350

750 770
540 565
840 870
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Table F-1. TAX EXPENDITURE ESTIMATES BY FUNCTION !—Continued
(In millions of dollars)

Corporations Individuals
1976 1977 1978 1976 1977 1978

Description

Income security—Continued

Exclusion of railroad retirement system benefits. . _.... _..... ..... 190 200 205
Exclusion of sick pay.............cooooo...... e eeeee meen 195 50 55
Exclusion of unemployment benefits. __.._...... ..... ..... ..... 3,335 2,745 2,445
clusion of workmen's compensation benefits.... ___.. ..... ..... 590 705 810
Exclusion of public assistance benefits........... ... ..... ..... 9% 100 105
Exclusion of special benefits for disabled coal
T 50 5 50
Net exclusion of pension contributions and earn.
ings:
Em;ﬁoyer T N 7.0 8,715 9,940
Plans for self.employed and others............ ... ... -.... 1,060 1,305 1,535
Exclusion of other employce benefits:
Premiums on group-term life insurance........ ..... ... ... 765 800 835
emiums of accident and accidental death
INBUPANCE. <o ceeeene e veeeeeiceeeacee e e aeees 65 70 75
Income of trusts to Anance supplementary unem-
ployment benefits...............o....oooo. cioii aeeen aeeen 0 10 10
Meals and lodging (other than military) ...... ..... ... ..... 310 330 3%
Employer contributions to prepaid legal expense
PINS. oo e eee meee eeean 5 10
Employee stock awnership plans (ESOP) funded
through investment tax credits. .._...___... 25 M5 255 .eeee e ceeee
Exclusion of capital gain on home salesif over 65. ..... _.... ..... 40 40 20
Excess of percentage standard deduction cver low-
income allowaNnce. .o ooioiii it eie eeen eeeen 1,140 1,285 1,410
Additional exemption for theblind.............. ... ... ... 20 20 2
Additional exemptionforover 65. .............. ... oo aeee. 1,145 1,220 1,280
Retireme tincome credit and creditfortheelderly. ..... ..... ..... 110 495 440
Earned income credit. . . oot e eeeee eenee 20 215 205
Veterans benefits and services:
Exclusion of veterans disability compensation.... _.... _.... ..... 595 655 690
Exclusion of veterans pensions. . .........oc aiier ceeie aeeen 3 B ¥
Exclusion of Gl bill benefits. ... ........o..oooi ciiir aeee ceeen 305 255 200
General government: Credits and deductions for po-
Litical contribUbions. - -« oo ooooee it i e aeens 35 40 3
Revenue sharing and general purpose fiscal assist-
ance:
Exclusion of interest on general purpose State and
localdebt... ... ... 2,845 3,105 3,470 1,520 1,680 1,880
Credit for corporations in U.S. possessions. .. .. 240 285 310 ... aeeee aeeee
De(du;tibil}i‘t.y of nonbusiness St:dti and loca(: taxes
other than on owner-occupied homes and gaso-
ine) o e ecopler oma . S 7,25 8,095 8,9%
Interest: Deferral of interest onsavingsbonds....... _.... _.... ..... 565 625
Business investment:
Exclusion of interest on State and local industrial . g
development bonds. . _..................... 50 195 25 75 9% 10
Excess first-year depreciation................... 40 45 45 140 135 14
eciation on buildings in excess of straight line: '
ental housing. . .........oeooeoiiieciaes 100 100 100 405 405 4;5
E‘Odw'-...f ....... A S R 225 210 200 200 180 175
ensing of research and development expendi-
BIre 1,325 1,395 1,450 25 30 30

Expensing of construction period interest and a5 a5 S0 A5 10 W

......................................

timber). ...l 545 555 550 ..... —cooe e .
o 7,685 8,640 9,670 1,810 1,970 2,205

See footnote at end of table.
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Table F-| TAX EXPENDITURE ESTIMATES BY FUNCTION--Continued

(In millions of. dolfars)

Corporations Individuale

Description

1976 1977 1978 1976 1977 1978

Personal investment:

Dividend exclusion.........c.ceceurmemroaiaie ceeis eeeen e 430 455 480
Capital gain: Individual (other than farming and .
Jtimber) il i el eees 7,320 7,030 7,360
Exclusion of interest on lite insurance savings.. ..... ..... ..... 1,655 1,815 1,995
Deferral of capital gainonhomesales........... ..... _.... ... 845 890 935
Deductibility of mortgage interest on owner-
occupied homes. ... ..o ooieieinieiiieies cee ceeee emee aenen 4,870 5,435 6,030
Deductibility of property taxes on owner-occupied
homes... ..o iiieit e e eeean 4,030 4,500 4,995
Deductibility of casualty losses......coooeeeees cooel ool ... 310 M5 380
Credit for purchaseof newhome. .. oooeeeeeo ool il ... 650 100 _._..
Other tax expenditures:
Deductibility of charitable contributions (other
education) .. ... .o oeeiiiieee e 350 400 445 4,360 4,900 5,475
Deductibility of interest on consumer credit...... ..... ..... ..... 2,105 2,310 2,565
Maximum tax on earned income. .. ... _.....o.o. el aiei aenun 605 730 855
. MEMORANDUM
Combined effect of provisions disaggregated above:
Capital gains.....oooeeiimneieaaaiceaeannn 865 885 905 7,770 7,500 7,860
Exclusion of Interest on Stateand localdebt. . ... . .. 3,10 3,475 3,925 1,645 1,850 2,090
Deductibility of State and local nonbusinesstaxes.. ... ..... . ... 10,865 12,125 13,460
Deductibility of charitable contributions. ........_.. 540 620 685 4,870- 5,440 6,040

L All ~stimates are based on the tax cods as of Dec. 31, 1976,
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Revenue Impact of Prior Tax Reform Bills

Historically, when the Senate passes a revenue bill it loses more
revenue than the House bill. Usually the Senate cuts down on the tax
increase provisions in House bills while adding to the tax reduction

provisions, as shown below.

[In billions of doliars])

Differ-
House Senate ence
1964 Revenue Act (calendar year 1965 liabilities):
Revenue raising provisions. ...................... 1.1 0.7 -0.4
Revenue reducing provisions (other than across-
the-board rate reductions). . ................... -0.5 -0.8 -0.3
1969 Tax Reform Act (calendar year 1970 liability):
Revenue raising provisions (other than across-
the-board surtax extension)..................... 4.2 2.6 -1.6
Revenue reducing provisions. .... ............... -1.9 —-4.0 =21
1971 Revenue Act (calendar year 1972 liability):
Revent ? reducing provisions..... ............... -78 -—134 ~5.6
1975 Tax Reduction Act (calendar year 1975 |labl||ty):
Revenue reducing provisions. . . . =198 --343 —-14.5
Revenue raising provisions. ............ ......... 2.2 3.7 +1.5
Net effect, 1975act..... ....................... -176 -30.6 -13.0
1976 Tax Reform Act (fiscal year 1977 -evenues): !
Revenue raising provisions. .. ... ............. 2.7 2.5 -0.2
-2.0 ~-1.€ -0.4

Revenue reducing provisions. . ..... .. .

1 Tax reform provisions only.



