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o5tTe CoNGRESss } SENATE { REPORT
1st Sesston No. 95-572

SOCIAL’‘SECURITY AMENDMENTS OF 1977

NovEmszs 1 (legislative day, OcroBer 28), 1977.—Ordered to be printed

Mr. LoNg, from the Committee on Finance, submitted the following

REPORT

together with
MINORITY AND ADDITIONAL VIEWS
[To accompany H.R. 5322]

The Committee on Finance, to which was referred the bill (H.R.
5322) to provide duty-free treatment for istle, having considered the
same, reports favorably thereon with an amendment and an amend-
ment to the title and recommends that the bill as amended do pass.

I. SUMMARY

The bill (H.R. 5322), as amended by the committee, would restore
the social security Programs of old- survivors, and disability in-
surance to financial soundness in both the short range and the long
range, would increase the amount of earnings an individual can have
without any reduction in social security benefits, and would make
other modifications in the social security program as described below.
Social seourity financing

The committee bill includes several provisions designed to improve
the financial status of the social security cash-benefits trust ds
which. under present law, face serious deflcit situations both over the
long run and in the next several years. In combination, the financing
provisions in the committee bill will result in a cash-benefits program
which by 1990 will build up the trust fund balances to an ac-
. ceptable level of 50 percent of 1 year’s outgo. Over the traditional
long-range actuarial valuation period of 75 years, the pro has a
favorable actuarial balance of +0.08 percent of taxable payroll
ynder the committee amendments.

(1)
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Revised benefit formula for fubure retirees.—A. substantial part of
the long-range social security deficit under present law results from
unintended effects of the automatic cost-of-living increase mechanisms
adopted in 1972. The committee bill makes the existing law cost-of-
living increase provisions apply only to individuals who are already
on the benefit rolls at the time each increase occurs. A new automatic
adjustment mechanism will apply to the benefit formula for new re-
tirees. This new formula will avoid the overindexing which was char-
acteristic of the present-law formula. Under the new formula, persons
retiring in the future will have their benefits determined on the basis
of their previous wages after those wages have been adjusted to reflect
changes in wage levels occurring after the wages were earned. This
approach is generally referred to as wage indexing. The formula

opted is designed to maintain benefit levels as a percent of pre-
retirement earnings at approximately the same ratio as applied in the
case of persons who retired in 1976.

Increase in amount of earmings subject to employer tav.—Under
existing law, the emploiver share of the social security payroll tax is
collected on the first $16,500 earned by each employee. This amount
increases automatically in future years as wages rise and is e
to increase to $17,700 in 1978. The committee bill would raise the
base for employer taxes to $50,000 starting in 1979. The hase will re-
main at $50,000 through 1984 and then increase to $75,000 in 1985.
This amount would not be increased after 1979. as under nresent law,
to reflect yearly increases in average wage levels. Instead, it will re-
main at $75,000 until early in the next century. Shortly after the turn
of the century, the amount of annual earnings subject to the employee
tax will have increased to $75,000 under the automatic increase provi-
sions of present law. At that time, the employee and employer bases
will again be equal. Thereafter, both bases will rise together as under
present law when wage levels in the economy rise.

Increasing the amount of wages subject to social security taxes
would also result in a similar increase under the railroad retirement
program. Because railroad emtgloyers pay an additional tax of 9.5
percent which goes to support the part of the railroad retirement pro-

that is essentially a staff retirement program, the committee bill
provides that the 9.5-percent tax will continue to be paid on the same
amount of earnings that would be taxed under present law while the
increased employer tax base would apply only to that part of the em-
ployer tax rate which is equivalent to the social security tax rate.

Increase in amount of earnings subject to employee (or self-em-

ed) tax—In addition to inc the amount of wages subject
to the employer tax, the committee bill would increase the amount of
annual earnings subject to the employee or self-employment tax. Under
the provision, there will be four increases over present-law levels
in 1979, 1981, 1983, and 1985. As under existing law, the tax base for
employees and self-employed persons will also be automatically in-
creased as wmlevels rise. The table below shows the projectag tax
bases under this amendment. |
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AMOUNT OF EARNINGS SUBJECT TO
EMPLOYEE/SELF-EMPLOYED TAX

Committes

Years Present law amendment
1978.............. e e $17,700 $17,700
)L 7 4° 18,900 19,500
1980. .. .o e 20,400 21,000
1981 . .o 21,900 23,100
1082 . ..ot e e e et 23,400 24,600
1983 . ..o 24,900 26,700
1984 . ..o 26,400 28,200
1985 . .. 27,900 30,300

Ta» rate increase.—The committee bill also modifies the social secu-
rity tax rate schedules ¢to bring in additional revenue. In order to bring
in the revenue in a manner related to the projected outgo of the sys-
tem, the modified tax rate schedule provides for a series of increases
occurring in different years starting with 1979, The tax rate increases
result in a revised tax rate schedule as shown in the table below. The
changes in the hospital insurance (HI) rates shown in the table will,
in combination with the tax base changes also included in the bill,
leave the HI fund in close to the same position as it would be under
existing law.

SOCIAL SECURITY TAX RATES ON EMPLOYER AND
EMPLOYEE (EACH)

[In percent]
Present law Committes amendment
Years OASDI HI Total OASDI Hi Total

Y

1977.............. 495 090 5.85 4.95 090 5.85
1978.............. 495 1.10 6.05 5.05 1.00 6.05
1979-80.......... 495 1.10 6.05 5085 1.05 6.135
1981-84.......... 495 135 6.30 5.35 1.25 6.60
1985.............. 495 135 6.30 5.65 1.3 7.00
1986-89.......... 495 150 645 565 140 7.05
1990-94.......... 495 150 6.45 6.10 140 7.50
1995-2000........ 495 150 6.45 6.70 140 8.10
2001-10.......... 495 150 6.45 7.30 1.40 8.70
2011 and after.... 595 150 7.45 7.80 1.40 9.20
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Increase in taw rate for self-employment.—When earnings from
self-employment were made subject to the social security tax in 1950,
the rate was set at 1145 times the employee rate. At that time the
employee rate was 1.5 percent and the seli-employment rate was 2.25
percent. Over the years as tax rates were increased, the 114 to 1 ratio
was maintained until 1978 when the cash-benefit tax rate for the self-
employed was frozen at 7 percent. (When the hospital insurance pro-
gram was established the self-empl t rate for that program was
made equal to the employee rate and has remained e?ual as the rate has
increased.) The committee bill would restore the self-employment tax
rate for cash benefits to the original ratio of 114 times the employee
nts eﬂ’ectiv; in 1981. 5v State ond ond B

efund of taxes paid by State loocal governments y non-
profit orgenizations.—The bill would authongze an appropriation from
general revenues to provide State and local governments and nonprofit
organizations a partial refund of social security taxes. The refund
would be equal to 50 percent of the difference between the employer
8ocia] security tax paid with respect to an individual and the amount
‘of tax paid by the employee.

Other docial securidy provisions

Benefits for dependent spouses.—The committee bill would reduce
benefits payable under social security to dependent spouses—including
surviving spouses—by the amount of any civil service (Federal, State.
or local) retirement benefit payable to the spouse. The provision would
apply only to individuals applying for spouses’ social security benefits
in the future and only if the dependent spouse had a civil service pen-
sion based on his or her own earnings in public employment which was
not covered under the social security system.

Modification of retirement test and ﬂnmcio%of the ision.—
Social security beneficiaries who are under age 72 have their benefi
reduced if their earnings exceed a certain amount which is adjusted
annually to reflect changes in average wage levels. The amount which
may be earned with no reduction in benefits is $3,000 in 1977 and is ex-

to increase to $3,240 in 1978 and to $8,480 in 1979. The committee
bill would increase these levels to $4,500 in 1978 and to $6,000 in 1979.
After 1979, the $6,000 level would increase automatically as wage levels
rise. (The 1978 increase would be applicable to the entire year but any
additional benefits resulting from the change would not become payable
until after September 30, 1978.) The committee bill would also increase
the social security tax rate applicable to employers and employees,
effective January 1, 1979, by the amount needed to fund the cost of the
higher retirement test levels. These tax rate increases are incorporated
in the tax schedule printed above.

Inoreased benefits for cevtain widows.—Social security benefits for
individuals who continue working past ace 65 are increased under
present law by 1 percent for each year prior to age 72 that the worker
did not receive his benefits. This delayed retirement increment which
is added to the individual worker’s benefit when he does retire or reach
age 72 presently anplies only to the worker’s own benefit and is not
passed through to his survivors. Under the committee bill, any such
increment would also be added to the benefit payable to the widow
or widower of such an individual.
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Elimination of certain dual tumation requirements.—Under enst.mﬁ
law, businesses are ordinarily required to pay social security taxes an
Federal unemployment taxes with respect to a given employee ony up
to the amount of annual w referred to as the tax base. (Under a
provision described above, the tax base for the employer share of the
social se~urity tax would be increased to $50,000 effective in 1979 and
to $75,000 in 1985. The base for Federal unemployment taxes is $6,000
after 1977.) Where a business is organized as a group of related cor-
porations, however, an employee of any one of those corporations who
performs services for more one of them is treated for employ-
ment tax purposes as though he were employed by each of the corpore-
tions for which he performs services. Consequently, if his wages ex-
ceed the tax social security and unemployment taxes may be
required to be paid in excess of tKe wage base. The employer share of
these taxes over the wage base is not refunded. Under the committee
bill, social security and unemplo¥ment taxes in excess of the tax base
would not be paid in this type of situation starting in 1979. .

Delivery of social security checks.—The committee bill would require
timely delivery of social security checks when the normal dehvelc'i day
falls on a weekend or legal holiday. Under present procedures, checks
are generally delivered on the third of each month. In some cases when
the third falls on a weekend or public holiday, the beneficiary may not
receive—or may be unable to cash—the check until after the third.
Under the committee bill, whenever the third of the month falls on a
weekend or legal holiday, social security checks would be delivered on
the Friday before the weekend—or on the day preceding the holiday.
A similar rule would applﬂ to checks under the supplemental security
irﬁcome (tiSI) program which are ordinarily delivered on the first of
the month.

Limitation on retroactive social security benefits—Persons applying
for social security benefits are now allowed to elect to receive bene-
fits for up to 12 months prior to the month in which they file an
application. If these months are months Frior to age 65, however, the
retroactive benefits are obtained at the cost of a lower permanent benefit
amount since benefits paid before age 65 are actuarially reduced. Under
the committee bill, retroactive redu-~ed benefits generally would not be
permitted in cases involving entitlement before age 65. This would
;yfl:}te a short-range savings and reduce fiscal year 1978 costs by $0.3

illion.

Benefit increases as azglied to reduced benefits.—Under the auto-
matic cost-of-living benefit increase provisions, some persons on the
rolls, through a icality, receive an increase which is larger than
the increase in the cost of living. This occurs because the percentage
increase is applied not to the actual benefit amount but to the basic
benefit rate (called “primary insurance amount”) which represents
what would be paid to a retired worker if he began drawing benefits
at age 65. If an individual begins getting benefits prior to age 65
and therefore accepts an actuarially reduced benefit rate, subsequent
benefit increases will be larger than is necessary to keep that benefit
up to date with increases in the cost of living.

The committee bill would modifv the cost-of-living increase mech-
anism so that all persons on the rolls at the time of an increase would
reoexvetst.he same percentage increase applied to their actual benefit
amounts.



Study of spouse’s bonefits.—The committee bill would require the
Secretary of Health, Education, and Welfare, in consultation with
the Justice Department Task Force on Sex Discrimination, to study
and report on proposals to eliminate dependency as a factor in the
determination of entitlement to spouse’s benefits under the social secu-
rity program, and proposals to bring about equal treatment of men and
women under the program, taking into account the practical effects
(particularly the effect upon women’s entitlement to such benefits) of
such things as changes in the nature and extent of women's participa-
tion in the labor force, the increasing divorce rate, and the economic
value of women'’s work in the home.

Study of consumer prioe indew.—The committee bill also requires
the Secretary of Labor, in consultation with the Secretary of Health,
Education, and Welfare, to study the need to develop a special con-
sumer price index for the elderly.

International social security agreements.—The committee bill would
authorize the President to enter into agreements with other countries
to ooordinate the social security protection provided for people who
work under the social security programs of the United States and
another country. Agreements negotiated by the President would be
submitted to Congress together with a report explaining their impact
on program costs. If neither House passes a resolution of disapproval,
the agreement could go into effect 90 days after the date of submission
to

Nonprofit organisation—The committee bill contains provisions
which would modify the provisions of Public Law 84563 as it relates
to the tax liabilities of certain nonprofit organizations which paid so-
cial security taxes without filing the waiver certificates required by
the law and which under Public Law 84-563 are deemed to have filed
suczl} eertxﬁcute:.d law judges.—The bill

emporary administrative law judges.—The bill contains provi-
sions which provide that certain temporary administrative law judges
appointed to hear SSI claims some years ago will be appointed as
administrative law judges in recognition of the experience

they have had in the temporary positions. _

Social security advisory council—The committee bill extends the
reporting date for the next Advisory Council on Social Security. Under
existing law, the report is due to be filed bv January 1, 1979. The com-
mittee amendment allows an additional 9 months (until October 1.
1979) for the completion of this report.

Welfare provisions

Fiscal relief for State and local welfare costs.—The committee bill
provides $400 million in additional Federal funding of welfare costs
as a means of providing fiscal relief to State and local governments
for fiscal year 1978. Each State would receive a share of that total on
the basis of a two-part formula. Half of the fiscal relief funds would
be distributed to each State in proportion to its share of total expendi-
tures under the program of aid to families with dependent children
(AFDC) for December 1976, and half would be distributed under the
general revenue sharing formula.
. In some States, local units of government are responsible for meet-
ing part of the costs of the AFDC program. The fiscal relief pay-
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ments to those States under this provision would have to be passed
through to local governments, However, States would not be required
to pass through an amount in excess of 80 percent of the amount of
the welfm.bl costs for which the local government was otherwise
nsible,

uality control and incentives to reduce errors—The committee
amendment would establish a program of fiscal incentives as part of
the AFDC quality control program to encourage States to reduce the
level of their dolfnr error rates with respect to eli%'bility and over-
psymeat, of aid paid under the apgmved tate plan. Instead of apply-'
ing sanctions on the States, the dollar error rates would be uees as
the basis for a system of incentives, which would give the States
motivation for expanding their quality control efforts and improving
program administration. Under the amendment, States which have
dollar error rates of, or reduce their dollar error rates to, less than 4
percent but not more than 8.5 percent of the total expenditures would
receive 10 percent of the Federal share of the money saved, as com-
pared with the Federal costs at a 4-percent payment error rate. This
percentage would increase proportionately as shown in the following

table:
The State

would retain
this percent

of the
Federal
If the error rate is: savings
Atleast 3.5 percentbutlessthan4 percent.............. 10
At least 3 percentbutlessthan3.5percent.............. 20
At least 2.5 percentbut lessthan3 percent........... ... 30
At least 2 percent but lessthan2.5percent.............. 40°
Lessthan2percent. ............... ...t 50

Demonstration projeots.—The committee bill broadens and makes
more explicit the provision of present law relating to State demonstra-
tion programs. The objectives of the new demonstration authority
would be to permit States to achieve more efficient and effective use
of funds for public assistance, to reduce dependency, and to improve
the living conditions and increase the incomes of persons who are on
assistance—or who otherwise would be on assistance. These objectives
would be achieved through experiments designed to make employment
more attractive for welfare recipients. '

This provision is gimilar in intent to an amendment approved by
the Senate in 1978. It would limit States to not more than three demon-
stration projects. One of the projects could be statewide, and none of
the projects could last for more than 2 years. The amendment would
permit States to waive the requirements of the AFDC program relat-
ing to (1) statewidenees; (2) administration by a single State agency;
(3) the earned income disregard ; and (4) the work incentive program.
The State could request a waiver of any or all of these requirements
on its own initiative. The waiver would be considered approved at the
end of 45 days unless the Secretary disapproved it within this 45-day
waiting period.

The provision would allow States to use welfare funds to pay part
of the cost of public service employment, which would have to meet



specified conditions. Participation in the demonstration projects would
be voluntary. Costs of the projects would be eligible for the same

as other AFDC costs, with the limitation that the amount
matchable with respect to any participant in the project could not
exceed the amount which would otherwise be payable to him under

AFDC.Tht:i,itisestimstedthuttheprojm d not result in any
increased Federal ditures. :
Access to wage information for AFDC verification.—The commit-

tee bill would improve the upaciz of States to acquire accurate wage
data by providing authority for the States to have access to earnings
information in records maintained by the Social Security Adminis-
tration and State employment security agencies. Such information
would be obtained by a search of wage records conducted by the
Social Security Administration or employment security agencies to
identify the fact and amount of earnings and the identity of the em-
ployer in the case of individuals who were receiving AFDC at the
time the earnings were received. The Secretary of Health, Education,
and Welfare would be authorized to establish necessary safeguards
agcinet improper disclosure of the information. Beginning October
1979, the States would be required to request and use the earnings
information made available to them under the committee amendment.

Earned income disregard —Under present law States are required,
in determining need for aid to families with dependent children. to
disregard the first $30 earned monthly by an adult, plus one-third of
additional earnings. Costs related to work—such as transportation,
child care, uniforms, and other items—are also deducted from earnings
in calculating the amount of the welfare benefit.

The committee bill requires States to disregard the first $60 earned
monthly by an individual working full time—$80 in the case of an in-
dividual working part-time—plus one-third of the next $300 earned
plus one-fifth of amounts earned above this. Child care expenses, sub-
ject to limitations prescribed by the Secretary, would be deducted be-
fore computing an individual’s earned income. Other work expenses
could not be deducted.

I1. GENERAL DISCUSSION OF THE BILL
A. SociarL SecoriTy Frwaxcryne

The need for legislation—Over the years the committee and the
: have devoted a considerable amount of time and effort to
security financing in order to assure that funds will be avail-
able to meet benefit payments as they fall due. Whenever benefit im-
provements have been enacted, the committee has recommended, and
the Congress has provided, financing arrangements that, based on the
best available economic and demographic assumptions, seemed to assure
the financial soundness of the program over the long-range future.
The 1977 report of the Trustees of the social security trust funds
showed for the fourth consecutive year that the social security cash
benefits programs—old-age, survivors and disability insurance or
l()ASDI—erure inadI:q:aglv ﬁn:lx:eced in bc;th the near-term anc(l I%;
ong-range future. ition, the hospital insurance program
was described as being adequately financed over the next 5 years but



with a tax rate schedule which would not finance the program over the
) run.

o'i%has been noted that the decline in the actuarial status of the trust
funds began with the adoption of the automatic cost-of-living increases
in henefits. While it is true that a substantial part of the long-term
deficit 18 caused bv the cost-of-living increases, this is because the
assumptions made in 1972 a8 to future demographic changes and the
relationship between rises in wage levels and 1ncreases in the CPI
are now considered to have been excessively optimistic. As a result, the
increases in wage levels have not paid (as was assumed in 1972) for
the cost-of-living increases in benefits.

When the Congress last enacted major social security legislation, in
1973, the estimates of the cost of the cash-benefits programs were
based on the assumption that the ultimate fertility rate would be -
2.55 children per woman. By 1973, it was probably more reason-
able to assume that the ultimate rate should be one which would ag-
proach zero population growth (about 2.1 children per woman). Sub-
seauent cost estimates were based on lower fertility rates. The initial
reduction came in 1974 when a rate of 2.1 was assumed and a
further reduction was made in 1976 when an ultimate fertility rate of
1.9 was used for the 1976 assumptions.

As for the economic assumptions made for 1978, the most significant
were that after 1977 average earni would increase at an annual .
rate of 5 percent while the CPI would increase at 28, percent a year.
Even at the end of 1978, this seemed a dim prospect, and the 1974
estimates were based on the assumption that the annual rise in the
CPI would average 3 percent a year. The effect of this change, how-
cver, was offset to some degree by eliminating an 0.375 percent addi-
tional cost which had been included as a “safety factor” for years prior
to 2011 in the 1973 estimates. By 1976, the assumptions had
changed to a 5.75 percent annual rise in average wages and a 4 percent
annual rise in the CPI.

The long-range economic assumptions used for the 1977 estimates
are basically those used for the 1976 estimates. Significant changes
though, were made in the mortality and fertility assumptions. Mor-
tality was assumed to improve, thus raising the cost of the program
by 0.64 percent of taxable payroll. This increase in cost was offset by
nasumizxf that the fertility rate would rise to 2.1 (the approximate rate
at which the population eventually would neither grow nor decline).

The committes bill.—In order to eliminate both the short-range
deficits and the longer range deficit, the committee bill includes changes
in the way benefits are computed, increases in social security tax rates
for employees, employers, and the self-employed, increases in the
contribution and benefit base for employees and the self-emploved
and for employers, and a reallocation of income between the disability
insurance program and the other cash-benefits programs.

In the short term, 1978-87, the changes in the committee bill turn
an estimated cumulative deficit for the OASDI program of $173 bil-
lion in 1987 into a positive balance of $102.5 billion. The added financ-
ing for the cash-benefits program also has a small impact on the fund-
ing of the medicare program. Table 1 shows the status of the trust
fuiltltd:e olri.i{ the next 10 years under existing law and under the com-
m .



TABLE 1.—STATUS OF SOCIAL SECURITY TRUST FUNDS UNDER PRESENT LAW AND COMMITTEE BILL
[Dollars in billions]

Present law Committee bill !
Start of Start of
year fur:s yeoar fum:
as perce as percen
Net End of 3’ outgo Net End of of outgo
Year income Outgo change year fund in year income Outgo change year fund in yoar

A. CASH BENEFITS PROGRAM

1977......... $82.1 $87.6 -—-%$55 $35.6 47 $82.1 $87.6 -—$55 $35.6 47
1978......... 90.7 976 7. 28.6 36 924 97.7 =54 30.2 36
1979......... 99.6 1074 7.8 20.8 27 108.0 108.1 ~.1 30.1 28
1980......... 1089 1179 9.0 11.8 18 1196 1185 1.0 31.3 25
1981......... 1174 1289 -11.5 3 9 1361 1288 6.4 38.5 2

1982......... 125.2 140.1 -—149 -14.6 147.1 139.] 8.0 46.4 2

1983......... 1329 1520 -192 -33.8 1574 150.0 7.7 54.2 31
1984......... 140.7 165.1 -—244 582 1685 1619 66 608 33
1985......... 1484 1792 =308 -—89.0 190.7 174.7 16.1 76.9 35
1986......... 156.2 1944 -38.1 -127.2 205.3 188.2 17.1 93.9 41
1987......... 1644 2105 -—46.1 -173.3 219.3 202.6 16.7 110.6 ‘46

01



B. HOSPITAL INSURANCE PROGRAM

1977......... $16.1 $162 -%0.I $105
1978......... 20.9 19.0 1.9 12.4
1979......... 23.4 22.2 1.2 13.6
1980......... 25.6 25.7 -1 13.4
1981......... 33.2 29.7 3.6 17.0
1982......... 36.2 33.9 2.3 19.3
1983......... 38.6 38.5 1 19.4
1984......... 41.0 43.7 2.6 16.7
1985......... 43.3 49.1 59 10.9
1986......... 50.2 549 —4.7 6.2
1987......... 53.6 612 -76 -14

66 $16.1 $162 -—-%$0.1 $105
55 19.2 19.0 2 10.7
56 23.4 22.2 1.2 11.9
53 25.9 25.7 .l 12.0
45 32.7 29.7 3.0 15.0
50 354 33.9 1.5 16.5
50 37.8 38.5 —.8 15.8
44 40.0 43.7 3.7 12.1
34 45.6 49.1 3.5 8.6
20 50.2 549 —4.7 3.8
10 53.0 612 -—-82 —43

oax SLRE &GS

includes committee decisions on both tax and benefit provisions.
The committee has adopted the administration’s estimate of the
savings from the administration proposal regarding benefits for
dependent spouses as the estimated savings from the related com-
m amendment offsetting government-employee pensions against
such pensions.

3 Less than $0.05 billion.
3 Fund exhausted.
¢ Reaches 50% by 1990.

Il
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Over the long-range 75-year valuation period, estimates that seem
reasonable at this time show that the amendments made by the com-
mittee bill would result in a small “actuarial” surplus of 0.6 percent
of taxable payroll. As indicated in the actuarial section of this report,
it is desirable for financing legislation to bring the program as close as
possible to exact actuarial balance—leaving, if anything, a slight sur-
plus as a margin of safety. The amendments proposed by the committee
would achieve this objective,

In designing the financing scheme to reach this long-term objective
of actuarial soundness, the committee also took into account the short-
range financial needs of the system and the need to build the trust funds
to a level where they would be able to sustain the grograms should the
Nation again be faced with adverse economic conditions such as those
which prevailed for the middle part of this decade. Although the com-
mittee bill will not build the fund to the needed level (a balance which
does not fall below an approximate 6 months expenditures) as quickly
as the committee would wish, it does reach that level by 1990. The com-
mittee believes that this is a reasonable period within which to rebuild
the reserves, and that a more rapid build-up would require tax increases
of a level that could jeopardize continuing economic recovery.

THE TAX BASE

(Sections 101 and 102 of the Bill)

The employer tax base.—The traditional approach to financing the
social security cash-benefits frogmms has been to levy an equal tax
on employers and their employees. In considering how best to raise
the funds necessary to the short-term financial soundness of the sys-
tem without at the same time providing an intolerable tax burden
either now or in the future, the committee, in a sense, determined to
break with tradition by imposing a greater direct tax on employers
than on employees. One reason for doing this is that social security
benefits are based on individual earnings taxed and increases in the
amount of employee earnings taxed raises additional income in the
early years but over the long-term increases benefit costs so that much
of the additional income is gpent in later years. Employer taxes, on the
other hand, do not increase the amount of earnings used to compute
individual benefits. As a result, the additional income in the early years
continues into the future without being offset by future benefit
e deotd th f earnings taxed 1

eciding to increase the amount o ings taxed to employe

the committee considered a number of levels (including taxing totr:i
payroll) and, with the aid of the actuaries, determined that the total
mdmge it had in mind could best be financed if the amount were to

increased to a maximum of $50,000 for each employee starting in
1979. The employer base would remain at $50,000 through 1984 and
then would increase to $75,000 starting in 1985. There would be no
automatic increases thereafter (as under present law) related to fu-
ture increases in wage level until about the turn of the century when
the employee and employer bases have both risen above $75,000. When
the employee base does reach a level above $75,000, the two bases would
once again be equal. Thereafter they would both rise together as wage
levels 1n the economy increase.
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The committee’s delcision to raise t.ht:l eix‘?llloyer m will :ﬂect
the taxes paid by employers to support the Railroad rement pro-
gram. The Rulbrzod &tment Actp:f 1974 provides a two-tier benefit
with Tier-I providing what is essentially a social security benefit fi-
nanced by an employer-employee tax that is tied to the social security
tax base and tax rates. Tier-Il, on the other hand, is financed by a 9.5
percent tax paid by emgo{ers only and on the same earnings taxed for
Tier-I. Although the Railroad Retirement program is authorized by
Federal law, financed by Federal taxes and administered by a Federal
agency, the present provisions came about as the direct result of indus-
trywigo negotiations between management and labor. A basic part of
the nt resulting in the Railroad Retirement Act of 1974 was
that employees would pay no more for the p than other employ-
ees pay for social security and that the cost of benefits above the level
provided by the social security program would be paid for by manage-
ment. The committee has been advised that railroad management and
labor are now conducting industrywide negotiations on such issues as
wages, conditions of empl?!yment and fringe benefits including Tier-II
benefits. In order not to affect in any way these negotiations, the com-
mittee bill would increase the amount of earnings subject to employer
taxeg only with respect to the part of the railroad retirement tax equal
to the social security tax. The additional tax of 9.5 percent would con-
tinue to be applied to the maximum amount of earnings that would
be taxable under the provisions of present law without regard to the
increases in the tax base that would be made by the committee bill.

Tax base for employees and the self-employed.—In addition to
increasing the amount of wages subject to the employer tax, the com-
mittee bill would also provide a lesser increase in the amount of annual
earnings subject to the employee or self-employment tax. Under the
amendment, there will be four $600 increages above the levels which
would exist under present law in 1979, 1981, 1983, and 1985. As under
existing law, the tax base for employees and se‘f-employed persons
will also automatically increase as wage levels rise. The table below
shows the projected tax bases under this amendment.

TABLE 2.-AMOUNT OF EARNINGS SUBJECT TO
EMPLOYEE/SELF-EMPLOYED TAX

Committee

Years Present law amendment

1978. ... $17,700 $17,700
1979. .. 18,900 19,500
1980.......cc o 20,400 21,000
1981.... .. 21,900 23,100
1982. . ... 23,400 24,600
1983. ..., 24,900 26,700
1984. ... .., 26,400 28,200

1985, ... 27,900 30.300
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This amendment by itself would provide additional tax revenues
for the program without increasing the tax burden on lower income
workers. Only those workers eaming in excess of the current base—
some 15 percent of all covered workers—would pay higher social secu-
rity taxes as a result of the increase in the base. ﬁoneover, it permits
the adoption of a lesser increase in tax rates (see below) than would
otherwise be necessary to provide adequate financing. .

Increaging the base in a decoupled social security system, as p
by the committee, would result in a net long-range saving to the cash
benefits program since_the additional income resulting from raising
the base is not completely offset by increased benefit nghts resulting

from larger amounts of workers’ annual earni being made credit-
able fo:feneﬁts. s Deine

TAX RATES
(Section 108 of the Bill)

A significant part of the new funding (3.35 percent of taxable pay-
roll or about $27 billion a year at present payroll levels in the fo.ng
term) would be provided ugh increases in the social security tax
rates paid by employers, employees and the self-employed.

Increase in self-employment tax rate.—When earnings from self-em-
ployment were made subject to the social security tax by the 1950
amendments, the rate was set at 1.5 times the employee rate. At that
time the employee rate was 1.5 percent and the self-employment rate
was 2.25 percent. Over the years as tax rates were increased, the 1.5
ratio was maintained until 1978 when the cash-benefits rate for the
self-employed was frozen at 7 percent. (When the hospital insurance
program was established the self-employment rate for that program
was made equal to the employee rate and has remained equal as the
HI rate has increased.

Because a self-employed person gets the same protection that an
employee with the same earnings gets under the program, there is a
financial disadvantage to the program in covering the self-employed
person, as compared to covering an employee, unless the self-employed
person pays contributions at a rate as E%m the combined employee-
employer rate. On the other hand, though, looked at from the stand-
point of an individual contributing toward his own protection, the
self-employed individual could easily feel that he was being over-
ch if he were required to pay social security contributions over a
lifetime at the combined employee-employer rate. The self-employed
rate of one and one-half times the employee rate that was established
when the self-employed were first covered was a compromise between
these alternatives.
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The committes believes that the self-employed rate should be restored
to its oxz'fim.l level in relation to the employee rate and has included
such a change in the bill. Based on the idea that protection under
the HI p is the same for all workers, employees and the self-
employed, ;ﬂa HI tax rate for the self-employed has in the past been
the same rate as the employee rate. The committee would retain such
treatment. The tax-rate schedule for the self-employed under present
law and the committee bill is shown in table 3.

TABLE 3.—TAX RATES FOR THE SELF-EMPLOYED: PRESENT LAW
AND COMMITTEE BILL

{In percent)

OASDI HI Total
Com- Com. Com-
Present mittee Present mittee Present = mittes
Years law bill law bill law bill
1977.............. 700 700 0S80 090 790 7.90
1978.............. 700 710 110 100 8.10 8.10
1979-80.......... 700 705 110 105 8.10 8.10
1981-84.......... 700 800 135 125 835 9.25
1985.............. 700 850 135 135 835 985
1986-89.......... 700 850 150 140 850 9.90
1990-94.......... 700 9.15 150 140 850 10.55
1995-2000........ 7.00 1005 150 140 850 11.45
2001-10.......... 7.00 1095 150 140 850 1235
2011 and after.... 7.00 11.70 150 140 8.50 13.10

g

Tawx rate increases—In order to provide in an orderly way the reve-
nue necessary to assure the short-term financial soundness of the cash-
benefits programs, the committee bill contains (in additon to the in-
creases in the tax base described above) a new schedule of tax rates.
The new schedule was designed so that not only will the cash-benefits
program be soundly financed, but the Hospital Insurance program
(HI) will be in close to the same financial position that it would be
under present law. This later point contrasts with some of the pro-
posals presented to the committee which would have transferred sub-
stantial amounts of anticipated income from the HI program to the
cash-benefits programs with the lost income being rep with funds
appropriated from general revenues or from unrealized savings from
a8 s;ggested cost-reduction program which has not yet been enacted.

e new schedule calls for a series of tax rate increases starting in
1979 as shown in table 4.
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TABLE 4.—SOCIAL SECURITY TAX RATES ON EMPLOYER AND
EMPLOYEE (EACH)

{in percent]
Present law Committee amendment

Taxable Years OASDI HI Total OASDI n Hi Total
1977.............. 495 090 5.85 4.95 0.90 5.85
1978.............. 495 1.10 6.05 5.05 1.00 6.05
1979-80........... 495 1.10 6.05 5085 1.05 6.135
1981-84........... 495 135 6.30 5.35 1.25 6.60
1985.............. 495 135 6.30 5.65 1.35 7.00
1986-89........... 495 150 6.45 5.65 1.40 7.05
1990-94........... 495 150 6.45 6.10 1.40 7.50
1995-2000........ 495 150 6.45 6.70 140 8.10
2001-10........... 495 150 6.45 7.30 1.40 8.70
2011 and after.... 595 150 7.45 7.80 1.40 9.20

T

Change in allocation to the disability insurance trust fund.—The
commiittee bill would increase the allmion of tax income to the disa-
bility insurance trust fund so as to assure uate funding and to take
into account changing experience with the 'snbilit‘v‘ insurance pro-
gram, the revision in the tax rates and the rise in the tax base. The
present-law and proposed allocation schedules are shown in table 5.

TABLE 5.—ALLOCATION TO DISABILITY INSURANCE TRUST
FUND

{in percent]

Employer and employee each Self-employed rate

Committee Committee

Calendar year Present law bill Present law bill

1977.............. 0.575 0.575 0.815 0.815
1978.............. 600 775 850 1.090
1979-80.......... .600 .750 850 1.040
1981-84.......... .650 825 920 1.2375
1985............. . .650 950 920 1.425
1986-89.......... 700 950 990 1.425
1990-94.......... 700 1.050 990 1.575
1995-2000........ 700 1.200 990 1.800
2001-10.......... 700 1.350 990 2.025

2011 and after.... .850 1.500 1.000 2.250
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PAYMENT TO NONPROFIT AND GOVERNMENTAL EMPLOYERS

(Section 106 of the Bill)

The committee bill, in order to provide adequate financing of the
social security program, would significantly increase the amount of
annual earnings subject to the employer social security tax. The com-
mittee is concerned over the potential immediate impact of this feature
of the bill on nonprofit organizations and State and local govern-
ments. Private employers may be able to pass on in one manner or
another the increased cost attributable to higher social security taxes.
Moreover, to the extent that employers are unable to pass the impact
of higher taxes on to consumers, they are able to claim the increased
costs as a deduction against income in computing their income tax
liability. In effect then, the net impact on an employer in the private
profitmaking sector of an increase 1n social security taxes may be con-
siderably less than the gross amount of those increased taxes.

In the case of nonprofit organizations and State and local govern-
ments, however, the situstion is somewhat different. Frequently, these
types of employers have virtually no ca%acity to pass on increased
costs and, since they are not subject to Federal income taxes, they
gain no increased deductions as a result of the higher taxes.

The committee generally believes that nonprofit organizations and
State and local governments who have elected social security cover-
age should make the same payments into the system as other employ-
ers. However, since this bill provides an immediate substantial increase
in employer liability, the committee believes that it would be appro-
priate and desirable to provide a reasonable amount of relief to
entities through a payment.

In order to provide this relief, the committee bill would authorize
an appropriation from general revenues to finance such a payment.

DECOUPLING AND WAGE-INDEXED BENEFITS
(Sections 104, 105, and 107 of the Bill)

Automatic oost-of-Uiving increases—Existing law calls for auto-
matic cost-of-living increases in benefits effective each June and for
increases in the tax base (based on changes in wage levels) each Jan-
uary (assuming that the Consumer Price Index rises by at least 8
percent). Each benefit increase is put into effect by a revision of the
table in the law. Thus, each increase applies not only to people entitled
to benefits for the month the increase is effective but also to everyone
who will become entitled to benefits in the future. For example, be-
cause of the rise in the CPI between the first quarter of 1976 and the
first quarter of 1977, benefits for June 1977 were increased by 5.9 per-
cent. As a result, each of the percentages in the benefit formula was
increesed by 5.9 percent. A further expansion of the table will take
place in J anuargi when the maximum amount of earnings taxable
rises to $17,700. Much of the estimated long-term deficit results from
the fact that these modifications in the benefit formula apply to bene-
fits which will be awarded in the future as well as to the benefits paid
to people on the benefit rolls on the effective date.
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Relationship between benefit formula and the deficit.—The auto-
matic “cost-of-living” benefit increase mechanism incorporated into
the social security program by the 1972 amendments, which had been
recommended as a way to make benefits inflation proof, operates
exactly as intended for persons on the benefit rolls. the initial
benefit has been established, it is periodically increased by a percentage
which restores its originml Ng::;ﬁamg power according to the official

vernmental index o ing power—the Consumer Price Index.

e committee bill proposes no change in this concept.

The “eost-of-livix:ﬁ” adjustment mechanism, however, also increases
the percentages in the formula for determining initial benefits in the
future. Future benefits however, are based on earnings which rise, in
part, as the result of increases in prices. Thus, which were
increased to take account of rising prices are multiplied by a -benefit
formula which was also increased to take account of the same increase
in prices.

or an example of how benefits are increased under present pro-
cedures, assume a program with a benefit equal to 50 percent of wages.
In such a program wages of $100 would produce a benefit of $50. If
wages and prices both rise by 10 percent, the individual who is on the
benefit rolls will have his benefit increased to $55 and the person who
1s 6till working will have his $100 wage increased to $110. I the benefit
formula- is left unchanged, both individuals would qualify for a $55
benefit. But under present procedures the benefit formula is also in-
creased to 55 percent and the person who will retire in the future
with wages increased from $100 to $110 will get a benefit of $60.50.

Under any reasonable projection of future economic conditions,
benefit levels determined by the present-law mechanism will be much
higher than what is necessary to simply adjust for inflation and will
represent an ever-increasing percentage of the new retiree’s waﬁ in
the year before he retires. For significant numbers of people, the bene-
fits payable just after retirement would approach—and in many cases
exceed—their wage levels immediately before retirement. It is this
part of the current cost-of-living provisions that the committee bill
would change as discussed below.

The sturtd% point for most propoeals for dealing with the current
long-term deficit of the social security system is a concept called *‘de-
coupling.” Decoupling means that the automatic benefit increase mech-
anism in present law would continue to apply to keep benefits inflation

roof after a n retires and begins to draw his benefits but the

ormula for determining benefits at the time of retirement would
no longer be automatically increased. If the system were simgg
decoupled with no other ch an individual retiring in 1
would get the same initial benefit as a man or woman with the same
average earnings retiring in 1977. The level of initial benefits would
tend to grow in the future but only as & result of rising wage levels
which, using the same benefit formula, would tend to generate higher
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benefits. However, the rise in actual benefits awarded in the future
would not be enough to keep pace with the anticipated rise in wage
levels or to offset the exnected rise in the CPI. o

Decoupling by itself would make a substantial reduction in the
long-term cost of the program but would also cause a significant re-
duction in the real value of future benefits. In order to forestall a re-
duction of this nature, the committee bill would provide a new auto-
matic mechanism for adjusting the formula for computing initial
benefits which is designed to keep replacement rates at about existing
levels. This proposal, in alifhtly different form, was recommended by
the 1974 Advisory ncil on Social Security. The committee has
been advised that the method ado in its bill would assure future
benefits at approximately the level of the benefits provided ]Jast year.

Under the committee bill, indexed earnings would be tveraﬁe  and
a three-step, weighted benefit formula would be applied to the indi-
vidual’s average indexed monthly earnings (AIME) to produce the
benefit amount. For those becoming entitled to benefits in the future,
the benefit factors ( Yercenta.ge amounts) would not be indexed, but
the bend points (dollar amounts) in the formula would be adjusted
automatically as average wages increase.

Under the benefit procedures included in the committee bill, the
relationship between the benefits paid at the time of retirement and
earnings in the year prior to retirement is expected to be a constant
43 percent for a person retiring at age 65 with earnings in all years
equal to the national average, and the real value of benefits expressed
in terms of 1977 prices will rise three times by the year 2050. -

A basic change such as that which would be provided by the com-
mittee bill also requires many substantial changes in provisions of
present law, transitional provisions for the period during which the
new system is implemented, and a number of conforming amendments
to minimize the possible disruptions that so basic a change in the benefit
structure might otherwise produce. :

Wage indexed earnings.—The committee’s bill would provide that
an individual’s benefit be based on the earnings level that prevails just
prior to age 62, disability, or death. To do this, an individual’s earnings
in each year after 1950 would be updated (indexed) to reflect the in-
crease 1n average wages through the second year before an individual
reaches age 62, becomes disabled, or dies.! (Under present law, for the
purpose of computing a benefit, earnings are counted in actual dollar
value, and these earnings do not reflect their value relative to average
earnings at the time they were earned.)

! While it would seem reasonable to update earnings through the first year before the
year one reaches retirement age, the 8 Becurity Administration informed the committee
thal data on actmal wage growth will not be available in time to allow for such curremt
indexing. For 1978 and subsequent years, the law provides that earnings will be reported
on An annnal rather than a guarterly basis. Thus, for example. data on average wage levels
in 1980 will not become available until late in 1981—too late for indexing earnings of
;:r:m v‘v'l:’o kl-ecch age 62, become disabled, or die in 1981 ; 1979 would be the indexing year

rkers.
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TABLE 6.—BENEFITS, REPLACEMENT RATES AND EXPEND!-
TURES UNDER PRESENT PROGRAM 1955-2050

[In percent)
Worker with Replacement rate Aggregate OASDI
average earnings ! for worker with— expenditures
Annual
benefit
in 1977  Replace- Low High As percent As percent
Year prices mentrate earnings?® earnings® of payroll of GNP ¢
1955.. $2,141 31 45 31 3.34 1.3
1960.. 2,493 33 45 30 5.89 2.3
1965. . 2 665 32 43 33 7.93 2.8
1970.. 2 987 34 46 29 8.12 34
1975.. 3 619 43 56 30 10.65 4.6
1979.. 4,444 46 58 35 1085 4.5
1985.. 5,354 48 60 34 11.56 4.8
1990.. 5,871 49 63 36 12.39 5.1
1995.. 6,476 49 66 37 13.13 5.4
2000.. 7,406 52 75 39 1392 5.7
2010.. 9,489 56 84 42 16.57 6.8
2020.. 11,916 60 91 44 21.64 8.9
2030.. 14,765 63 96 46 26.02 10.7
2040.. 18,122 65 101 47 26.67 11.0
2050.. 22,088 67 106 48 26.93 11.1
Percent
Average medium-range cost (1977-2001). ........... ... ccoiiiiiiiiiiin.. 12.24
Average medium-TaNge rBVBNUEG . . ... .....coiiiiiiiiinneneneereeaenenneennns 9.90
Average medium-range balanee............c.coviiiiiiiiiiiiiiniiiieiiee -2.34
Average long-range cost (1977-2051). .............. it 19.19
Average [ONg-range reVeNUEG. .. .............c..iiieririerennnnnnncecannnnnnns 10.99
Average ong-range balance. ........... ...ttt i, -—8.20

1 Assumed to be 4 times the average 1st quarter covered earnings.

3 Assumed at $4,600 in 1976 and following the trends of the average.

3 Assumed at the maximum taxable under the program.

¢ For 1979 and later, based on full employment and assuming taxable payroll
equals 41.1 percent of 'GNP.

Note: The estimates in this table are based on the economic and demographic
assumptions used in the intermediate cost estimates (alternative i1) in the 1977
OASDI Trustees Report. The replacement rates pertain to workers with steady
employment at increasing earnings and compare the annual retirement benefit
at age 65 with the earnings in the year immediately prior to retirement.
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TABLE 7.—BENEFITS, REPLACEMENT RATES, AND EXPENDI-
TURES UNDER COMMITTEE BILL, 1979-2050

| [in percent)
averige sumings T for workerwitne o ares
Annual
benefit

in 1977 Replace- Low High As percent As percent

Year prices ment rate earnings?® earnings® of payroll of GNP ¢
1979.. 894,444 $46 $ 58 135 10.29 4.2
1985.. 4,713 43 54 30 10.56 4.3
1990.. 5,145 43 55 29 10.84 4.4
1995.. 5,581 43 54 30 11.29 4.5
2000.. 6,068 43 54 31 11.68 4.6
2010.. 7,172 43 54 32 12.88 5.0
2020.. 8,472 43 54 32 15.72 6.1
2030.. 10,011 43 54 32 17.86 7.0
2040.. 11,830 43 54 32 17.36 6.8
2050.. 13,978 43 54 32 1681 6.6
Pomn;
Average medium-range cost (1977-2001)..............cociiviiiieiinnnnnns 10.93
Average modium-range FBVBNUG. ................ouvunverrnreeercneneennnnes 11.83
Average medium-range DaIBNCS. .............ccoiiiivniniiniieniinenrnes +,90
Average long-range cost (1977-2051). ...........ciiiiiiiiiiiinrennrnnnens 14.16

AVerage lONG-rANGO POVBNUIB. . . ........covrerrrirernrennsrescenssnnconcos 14.2

Average long-range halances. . ..........cooviiiiiiiiiiiiiii et iiiree e <+,

1 Assumed to be 4 times the avem?e 1st quarter covered earnings.
2 Assumed at $4,600 in 1976 and following the trends of the average.
1 Assumed at the maximum taxable under the program.
t.GBP:;“ on full employment and assuming taxable payroll equals 41.1 perceni
] .
! Based on the present law benefit formula for all workers attaining age 62 be-
fore Jan. 1, 1979.

Note: The estimates in this table are based on the economic and demographic
assumptions used in the intermediate cost estimates (alternative il) in the 1977
OASDI Trustees Report. The replacement rates pertain to workers with stead
employment at increasing earnings and compare the annual retirement benefif
at age 65 with the earnings in the year immediately prior to retirement.
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Earnings would be indexed mnltip:iving the actual earnings by
the ratio of average in the second year before an individual
reaches age 62, becomes disabled, or dies to the average wages in the
year being updated. For example, if an individual earned $3,000 in
1956, and retired at age 62 in 1979, the $3,000 would be multiplied by
the ratio of average annual wagese in 1977 (estimated to be $10,002) to
average wages in 1956 ($3,514), as follows:

$10,002 _

| $3,000X ~gg st —=$8,59
_ Thus, while the actual earnings for 1956 were $3,000, the relative or
indexed earnings would be $8,539. Earnings each year would be ad-
justed in this manner. The result would be that an individual’s benefits
would be based on the earnings level that prevails at age 60 and bene-
fits would be based on the individual’s relative earnings (that is rela-
tive to average wages) averaged over the time most people could rea-
sonably be expected to have worked in covered employment.

The committee understands that as part of this change, the Secre-
tary of Health, Education, and Welfare recommends that the method
of computing average wages nationally be changed from the present
procedures which rely on earnings reported for social securilt:y eer-
poses to a system which would be on wages reported for Federal
income tax purposes. The change is needed because the social security
law provides for combined annual reporting of wages for social se-
curity and income tax purposes beginning in 1978. The committee bill
would authorize such a change. Average wages would be equal to the
sum of w subject to income taxes or social security taxes as re-
ported to the Internal Revenue Service, and divided by the number of
individuals reported on the withholding statements. For 1977 and
1978, form 1040 data would be used and after 1978, forms W-2 data
would be used. Adjustments in earlier data would be made to allow
for overall comparability.

The change in the way benefits are computed ‘smpoeed by the com-
mittee bill would also reduce the increasing advantage that young
disabled people and their families and the survivors of deceased indi-
viduael:hltl:ivefover retired b:or}iters under mgt ltfnw. Underdthebt;hms-
ent m of computi nefit amounts, benefits for y isability
and survivor cases a?:{med on recent and relatively lngil earnings
while benefits for new retirees are based on an average that is depressed
because of past earnings levels that are generally much lower than cur-
rent earnings levels. In certain cases, the difference in benefit amounts
can be substantial. -

Base year for indexing.—The committee’s bill would index earnings
in retirement cases through the second year before age 62 (the age of
first eligibility) rather than to retirement (when an individual is first
entitled to benefits). Because the indexing point is based solely on the
date of birth rather than on the year retirement benefits are elected,
people would be assured that their age-62 benefit would not decline
1f average wages declined and that it would rise should the Consumer
Price Index rise. If wages were indexed to the date of retirement in-
stead of to 62, the worker’s benefit amount could decline after the
date he could first have been eligible if average wages decline.



Computation peried—The committes bill, like present law, would
provide that benefits generally would be based onl:aa ings averaged
over the number of years after 1950 (or age 21, if later) up to the
year an individual reaches age 62, becomes disabled, or dies, whichever
occurs first (excluding 5 years of lowest earnings). The number
of years in the computation period would expand over time—for ex-
.mgﬁ for an individual reaching uﬁe 62 in 1979, the computation
period would be 23 years, and eventually, for individuals ing age
62 in 1991 or later, the computation period would be 85 years. .

With the use of actual earnings, as under present law, the expanding
computation period would depress replacement rates since early wages,
whjch are generally much lower than current wage levels, must be
used in computing the benefits. However, wage indexing is designed so
that if an individual’s earnings increase at the same rate as avIeLrﬁge
wages in the economy, average indexed monthly earnings (A )
rise at the same rate as average wages in the economy.

Benefit formula.—Under present law, benefit amounts for an indi-
vidual are derived from a table in the social security law and are
related to the average monthly earnings in covered employment. The
benefit formula that roughly approximates the benefit amounts shown
in the table in present law has nine steps and, whenever the tax base is
increased, & new step is added to take account of the higher average
earnings possible as a result of the new, higher base. Each time there is
an automatic cost-of-living benefit increase, the percentage factors in
:he formula are increased by the percentage increase in the cost of

iving.

Under the committee’s bill, the benefit formula shown below would
be applied to an individual’s average indexed monthly earnings
(AIME). The formula is designed to produce benefits which are ap-

roximately equal to the benefits that were payable under present
aw to workers retiring in 1976 :

92 percent of the first $180 of AIME ; plus

33 percent of AIME over $180 through ATME of $1,075; plus

16 percent of AIME above $1,075. .

This formula would apply to those who reach age 62, become dis-
abled, or die in 1979. The dollar amounts or bend points (the AIME
levels at which the weighting in the benefit formula changes) would be
adjusted automatically as average wages increase for those who become
eligible for benefits in the future, and the adjusted bend points would
be rounded to the nearest multiple of $1. After the individual benefit
has been established in this way it would be increased as provided by
the automatic cost-of-living provisions.

Mazimum family benefit—Under present law, the maximum family
benefit ranges from 150 percent to 188 percent of the primary insur-
ance amount (PIA).*

The committee bill retains the same relationship between maximum
fum? benefits and PIA’s as in present law and to accomplish this
would determine the family maximum (in 1979) by applying the fol-
lowing formula to the worker’s PIA :

150 percent of the first $236 of PIA, plus

272 percent of the next $106 of PIA, plus

134 pereent of the next $107 of PIA, plus

175 percent of the remainder.

? The ameunt ab which all benefits are based.
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Inthof_utum,thgdolhrunounmintheformmwouldbeincmd
based on increasee in average wag:;ﬂ'l‘hm’ would assure that the same
relationshi J between maximum family benefits and PIA’s would be
maintained. Once.the family maximum has been established in an in-
dividual case, the maximum payable to the family would be increased
by the same percentage that benefits are increased under the automatic
cost-of-living provisions. :

Transition.—Because the committee bill would provide benefits
that would be about equal to those payable under present law
in 1976, a transitional provision has been included to protect the
benefit rights of people who are now approaching retirement and
whose retirement have taken social security benefits into

Under the committee bill, the transitional grovision would guar-
antee that an individual who first becomes eligible for retirement bene-
fits within 5 years after the effective date would get an initial benefit
that would be the higher of: (a) The benefit derived under the new
benefit formula; or (b) the benefit based on the present law benefit
table as it is in the law on the effective date of thé revised system—
J aﬁuary 1979. £ the

Or purposes o guarantee, the January 1979 benefit table would
not be subject to future automt::‘lc benefit increases, but all individual
benefits would be subject to all benefit increases that become effective
after age 62. Earnings after age 61 would not be used under the
guaranteed benefit computation. With the passage of time, benefits
under the wage-indexing system would rise beyond the levels generally
payable under the guarantee, because future wage increases would be
reflected in a higher AIME and in the adjustments in the benefit for-
mula each year. As a result, the proportion of new retirees that would
receive benefits under the guarantee would decrease with each
passingyear. L )

The committee bill would not provide a similar transition for death
and disability cases because these benefits under present law can be
ilnig:ﬁﬁ_cantly higher than in retirement cases for similar earnings

ories.

Treatment of ngs after age 62 or disability.—Under the com-
mittee bill, earnings subsequent to the year of first eligibility (age 62)
or onset of disability would be counted at actual dallar value (that is,
they would not be indexed). They would be substituted for earlier
years of indexed earnings in the initial computation or recomputation
if they would increase a worker’s ATME and his PIA. These provisions
areulsgnt;lialll'it:hthosemunder pl:essnt.lawéhHowev&er, because past earnings
" WO er alter wage indexing than under present law, earnings
after retirement can be expected to have substantially less effect 1n
increasing benefit amounts than they have under present law. -

Specxﬂ rules would apply in the case of earnings after age 61
during the transitional period. People who are eligible for benefits
under the trapsitional guarantee (because they reached age 62 in
the period from 1979 through 1983) could have earnings after age
61 included only under the wage-indexing computation. Earnings after
age 61, however, could not be included in the computation of guaran-
teed benefits under the transitional provision.



Those age 62 or disabled before 1979 would continue to have
their benefits computed and recomputed under the provisions of pres-
ent law even if they work in covered employment after 1978,

Treatment of earnings defore 1951.—Under the committee bill, earn-
ings before 1951 weuld not be indexed and could not be used in com-
puting benefits under the new wage-indexing system. Instead, the
present-law eomgution method that applies in the case of pre-1951
carnings would be used; this present-law computation provides for
allocating total pre-1951 earnings according to a formula designed to
avoid time-consuming manual procedures that would otherwise be nec-
essary, due to the fact that the Social Security Administration does not
have a year-by-year breakdown of pre-1951 earnings on machine
reco .

Under the bill a nonprofit organization or a State or local ]govarn
ment which is covered under social security would be eligible for a
payment subject to the availability of appropriations, this payment
would be equivalent to 50 percent of the employer tax liability to the
extent that that liability exceeds the tax hability of the persons it
employs. This provision gives nonyroﬁt organizations and State and
local governments an amount of relief related to the higher employer
wage base approximately equivalent to the value of an income tax de-
duction for a profitmaking private employer. The provision would be
effective in 1979 since this is the first year in which the employer tax
base would be higher than the employee tax base.

The provision is designed to provide relief in a manner closely
related to that element of the financing package which will create an
immediate and substantial increase in social security costs for State
and local governments and non-profit organizations. It is a transitional
provision which will phase out as the employee base rises in the future.

Cost of the provision.—The provision 18 estimated to cost $83 million

in fiscal year 1979, |
B. Oraer Provisions
THE RETIRBEMBENT TBST
(Section 121 of theBill)

_ Under the present law, the benefits paid are reduced whenever an
individual under age 72 significant earnings. Although a test of
retirement has been in the law since the original law was enacted in
1935, the provision has generated a great deal of discussion and argu-
ment. While most people seem to believe that some test of retirement
1S appropriate to , there is little agreement as to what the
approprmate test should be. Others believe that the concept of the social
security program as an income replacement program is not appropri-
ate and that the basic nature of the program should be 8o t.

::ct _wg;xld provide benefits without regard to continued earnings

ivity.

The committee considered these various concepts and determined
that the better course would be to continue the program, as currently
conceived, in the income replacement tradition. The committee notes
that in the first year an annuity program would cost some $6 to $7
billion if payments were to be made to all beneficiaries, regardless of



age. While this cost could be substantially reduced by making benefits
available as an annuity only at age 65, the committee believes it is
preferable to continue the practice of making the same retirement test
applicable to all persons under age 72.

t the same time, the committee is aware that the present level of
benefits can be inadequate in many individual circumstances. The com-
mittee, therefore, recommends that the law be changed to provide a
substantial increase in the amount of money an individual can earn
and still receive all of his benefits while at the same time retaining the
basic concept of the cash-benefits program as an income replacement
program. In keeping with this decision, the committee bill would in-
crease the amount an individual can earn without any reduction in
benefits to $4,500 in 1978 and to $6,000 in 1979. As under present law,

‘earnings above that amount would result in a §1 reduction in benefits
for $2 earned above $4,500 in 1978 and above $6,000 in 1979, with
automatic increases in these amounts in future years as average earn-
ings rise. There would be no reduction in benefits for any month in 1978
in which an individual earned less than $375 and did not render sub-
stantial services in self-employment or for any month in 1979 in which
an individual earned less than $500 and did not render substantial serv-
ices in self-employment. Under the committee amendment, an indi-
vidual who has a 1978 benefit of $300 a month would not lose all of
;llls'é;ebgeﬁts until he had earned $11,700 and in 1979 until he had earned

The committee is aware that in the past there has been a tendency
to use the retirement test exempt amount as a guide in setting the
earnings level used as a presumption that a disabled individual can
engage in substantial gainful activity. While the committee believes
that this was appropriate in the past when the retirement test exempt
amount was relatively small, the larger exempt amount resulting from
the committee decision is not intended as a measure of an individual’s
ability or inability to engage in substantial gainful activities. The
committee suggests that the Secretary of Health, Education, and Wel-
fare devise a more appropriate measure of earnings to use in determin-
ing an individual’s ability to engage in substantial gainful activities.

To avoid any budgetary impact in fiscal year 1978, the committee
bill provides that, while the provision will be effective for all of 1978,
no monthly payments, other than the payments which would be made
under present law, would be permitted until October 1, 1978.

The provision will substantially increase benefit payments in fiscal
years after 1978. The committee, in adopting this provision, specifically
increased the social security tax rates by the amount necessary to
generate offetting revenues. Thus, from the standpoint of long-range
financial soundness of the program, the provision is fully funded.

Costs and number of people affected.—About 1.8 million people
would be paid benefits or would be paid larger benefits in 1979. About
$2 billion in additional benefits would be paid in 1979.

Effective date.—The provision would become effective as of Octo-
b;’l(.'l , 1978, with respect to benefits payable for months after December
1977.
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INCREASED BENEFITS FOR CERTAIN SPOUSES
(Section 122 of the Bill)

Under present law, a worker who continues working and delays re-
tirement beyond aﬁ?f &ets a delayed retirement credit of one-twelfth
of 1 percent of his benefit for each month (1.percent a year) for which
he does not receive a benefit from age 65 up to the earlier of the month
he retires or reaches age 72. The oredit is applied to the worker’s bene-
fit only and does not affect the benefits of dependents and survivors,

Under the committee bill, the delayed retirement credit earned b
an individual would be added to the surviving spouse’s benefit. S -
cally, the percentage increase in the individual’s retirement benefit due
to tKe delayed retirement credit (or the increase that would have been
provided had the individual retired at the time of death), would be
added to the surviving spouse’s benefit.

To the extent that the delayed retirement credit is provided in con-
sideration of the worker’s post-age 65 earnings (and taxes) the com-
mittee believes that the surviving spouse’s benefit—which is based on
total earnings (including post-65 earnings)-—should also include any
delayed retirement credit earned by the worker.

COosts and number of people affected.—About 40,000 people would
become eligible for benefits or would become eligible for larger bene-
fits on the effective date. About $4 million in additional benefits would
be paid in the first full year.

Effective date—The provision would become effective with respect
to benefits payable for months after December 1977.

OFFSET OF BENBFITS OF SPOUSES RECEIVING 'PUBLIC PENSIONS
(Section 128 of the Bill)

Under present law, a woman can become entitled to spouse’s or sur-
viving spouse’s benefits without proving dependency on her husband.
As a result of a March 1977 Supreme Court decision, a man can also
become entitled to spoyse’s or surviving spouse’s benefits without prov-
ing his dependency on his wife. (In Califano v. Goldfard, the court

ed that men should be treated equally with women in d ini
entitlement for surviving spouse’s benefits. Subsequently, other court
decisions extended this ruling to husband’s benefits. Previously, a man
had been required to prove his dependency on his wife to become en-
titled to spouse’s or surviving :ﬁouse’s benefits, although women were
presumed dependent.) Under the social security program, an indivi-
dual who is entitled to two benefits does not receive the full amount of
both benefits. For example, if one is entitled to both a worker’s benefit
and a spouse’s benefit, the full worker’s benefit is paid first and then
the amount (if any) by which the spouse’s benefits exceed the worker’s
benefit. This “dual-entitlement” provision prevents payment of de-
pendents benefits to some persons not truly dependent. However,
persons who receive civil service pensions based on their work in non-
covered employment and are entitled to social security spouses’ bene-
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fits, receive their dependent spouses’ benefits in full, rdless of their
dependency on the worker. This results in “windfall” ts to some
retired government employees. :
The committes recommends that social security benefits payable to
uses and mmvug:rousep be reduced by the amount of any public
ederal, State, or local) retirement benefit payable to the spouac. The
offset would apply only to pension payments based on the spouse’s own
work in public em;::lyment which 18 not covered under social security.
In general, this should assure that deats’ social security benefits
will not be paid to persons not depen on the worker.
Consideration was given to requiring claimants to prove their de-
pmdmthe worker before entitling them to spouses’ benefits. How-
ever, a dency test would be subject to manipulation. For example,
& government employee with earnings higher than those of his wife
could qualify for a social security spouse’s benefit by allowing a few
mthfo ht;o intervene lxlt”'ween t;.ho d.d‘:h of his retireﬂ:enld ' detx and the eﬂ’ebc:ive
of his pension. a de cy test cou y spouses e-
fits in situations where it woulr:em undesirable to deny such benefits.
For example, a woman might. in fact, be d?ondent upon her husband
for most of her life and might have earned little or nothing in the way
of retirement income protection in her own right and yet be denied
benefits if a dependency test were implemented. This could occur if
her husband became ill shortly before reaching retirement age, thus
forcing 2 temporary reversal of their usual dependency situation.
Additionally, a dependency test would require substantial numbers of
persons to provide information with regard to their total income in
order to establish entitlement, a significant departure from present
practice where income is not generally a factor in entitlement. Making
such determinations would also create administrative difficulties. For
these reasons, the committee believes an offset is preferable to a de-
g:lpdgncy test. The provision would be applicable only to future bene-
aries. '
Costs and number of peopls affected.—About 85,000 people would
be affected by the provision during the first year. The provision is
estimated to save $190 million in 1979. '
E'ffective date.—The provision would become effective with respect
to benefits payable for months starting with the month of enactment
on the basis of applications filed in or after the month of enactment.

ELIMINATION OF OERTAIN DUAL TAXATION PROVISIONS
(Section 124 of the Bill)

The committee bill contains provision for limiting employer social
security and unemployment insurance tax liabith;tg in certain instances
of concurrent employment of workers by rel corporations. Pres-
ent law requires each employer to pay social security and unemploy-
ment insurancs taxes on the wages an employee receives because of his
employment by that employer, up to the taxable earnirigs base ($16,500
for spcial security purposes and $4,200 for unemployment insurance
purposes in 1 . If an emplovee has covered wages from more than
one employer, each employer is liable for employer social security (and
unemployment) tax on wages up to the maximum amount of earnings



taxable for the year. In the case of concurrent employment by two or
more related corporations, each of the employing corporations is
lisble for social security (and uiemployment) taxes an that part of the
worker’s attributable to services performed for each employer.
Thus, in such cases of concurrent employment involving high-paid
workers, two or more employers may be liable for employer taxes on
an employee’s wages up to the taxable maximum, even though only one
of the employers actually paid the employee’s total wages. .

The effect of the committee decision is that related corporations
would pay no more employer taxes than if the corporations were only
one employer even th the worker is actually employed by the
several corporations and his compensation reflects services he
forms for the several corporations. Thus, a related group with a
common paymaster would be treated as a single corporation and would
not be required to pay the taxes that would otherwise be due because
the worker is an emp of the several corporations. The provision
is intended to have no effect, by inference or otherwise, on the deducti-
bility for Federal income tax purposes of employment taxes or wu?u
payable by a corporation. The committee expects the Secretary of the
Treasury to specify the degree of relationship required to enable
corporations to establish a common paymaster for purposes of this

rovision.

P The committee notes that since other provisions of the bill would
raise the employer taxable earnings base for social security purposes
to $50,000 beginning in 1979 and to $75,000 in 1985, the combined effect
of that provision and the provision limiting employer tax liability of
certain related corporations—insofar as employer social security tax
liabﬂizh concerned—would be limited to a relatively small number
of workers with high annual earnings. |

Cost.—The revenue loss associated with this provision is estimated
to be less than $25 million in social security taxes and in unemployment
taxes. :

RETROACTIVE PAYMENT OF REDUCED BENEFITS

(Section 125 of the Bill)

The present law provides that benefits can be paid for as many as
12 months before the date an application for benefits is filed. This pro-
vision was intended to assure that an individual who, for one reason
or another, could or did not make a timely application for benefits
would not Tose any of the benefits to which he would have been entitled.
At the same time it was recognized that the purpose of the program—
to provide income to help meet current living costs—would not be
achieved if an individual were permitted to forego monthly benefits in
order to accumulate a large Jump-sum payment. The 12-month limit on
the payment of retroactive benefits is a compromise between the two
conflicting objectives of providing income to help meet current ex-
penses and preventing the loss of benefits merely because of difficulties
In filing a benefit application at a specific time.

The committee was informed that the present retroactive payment
provisions permit the payment of a windfall benefit in certain cases
where an individual learns at the time he files for benefits that he could



be paid retrvactive bemefits provided that he accepts a reduced pay-
istortion.of the primaty purposs of the program which is t provide
o primary purpose program w is to provi

‘eol:tlitn(’ thong:fmtlremn‘tfwld ‘ It'nott.he e
are e.g., in old age). It is

of the program t‘:‘gmnde' large lump-sum mfnyments, pnm ly
where providing one-time ents ts in a lessening of the
.d?uwyofthem- i mﬂ;]ymeﬁtlonl.

Under the committee 23 monthly benefits generally would not be
. puid retroactively for before the month in which the ax:lica-

tion wag filed if it would cause reduced benefits to be paid. ex-
ceptiom, however, would be mads if unreduced dependent’s benefits are
pe in addition to the reduced benefit.

nder present law, the applicant-beneficiary who is eligible for re-

duced benefits may be faced with options that are unclear and mislead-

ing to him, and which could make it dificult for him to decide whether

or not to elect reduced -benefits. For example, if a worker’s monthly

benefit amount were $160 as of the month he attained age 65 and filed

an application, he could lgat. a lump-sum payment of $1.792.80 if he
to have his monthly benefits reduees‘ by $10.60 to $149.40.

The committes has been concerned sbout the high Propottion of ap-
plicants in such situations who choose to receive a relatively high one-
time retroactive benefit payment, even though it means a permanent
mductioninthomnnddybemﬁtsthywonldgetin%futumlt
is this continuing income on which they have to rely for the remainder
of their lives; it may be too small to adequately provide for current
needs. Under the proposed change. many older beneficiaries would
have higher incomes to meet their ongoing ne »

Costs and number of people affected.—About 1 million people would
be affected by the provision in the first year. This provision would
reduce the long-term cost of the program by 0.01 percent of taxable
payroll and would cause a reduction in payments for the first few
mg's it is 1113 8eeﬂect ranging from $0.4 billion in calendar 1978 to $0.6

ion in .

* Effective date.—The provision would become effective with
to benefits payable for months after the month of enactment on the
basis of applications filed after the date of enactment.

DELIVERY OF SOCIAL SECURITY AND S8Si CHECKS

(Section 126 of the Bill)

Under present law, social security benefit payments for a particular

month are payable after the end of that month,‘and payment is nor-

made on the third day of the month; SSI benefit checks for a
particular month are delivered on the first day of that month.

The committee has been concerned that social security and SSI
beneficiaries have to wait several days before they could get their bene-
fit checks cashed in those instances where the usual delivery date fell
on & Saturday, Sunday, or legal holiday. o

The committee bill would require when the delivery date for
either payment falls on a Saturday, Sunday, or legal holiday, the
checks would be delivered on an earlier date.
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BENBFIT INCREASHES AS APPLIED TO REDUCED BENEFITS

(Section 127 of the Bill)

Because of the way in which benefit increases are computed, people
who initially received actuarially reduced benefits sometimes receive
an increase which is a greater percent of their total benefit than the
increase provided generally. For example, when a cost-of-living in-
crease is provided, these people receive an increase which is larger
than the incresse in the cost of living. This occurs because the per-
centage increase is applied not to the actual benefit amount but to
the basic benefit rate (the primary insurance amount) which equals
the amount that would be paid to a retired worker who began draw-
ing benefits at age 65. If an individual begins getting benefits prior
to age 65 and therefore accepts an actuarially reduced benefit rate,
subsequent benefit increases are larger than is necessary to keep that
benefit up to date with increases in the CPI.

The fact that subsequent benefit increases are not actuarially re-
duced to the same extent as the original benefit complicates the proc-
essing of benefit increases, makes the Frogram less easily understand-
able, and violates the actuarial neutrality of the decision as to whether
or not to take benefits prior to age 65. The last factor would become
particularly significant under the provision in the bill which raises the
retirement test exempt amount to $6,000. Under that change, some
social security benefits will be payable to persons earning in
excess of $10,000 per year. A Eerson under age 85 will in many cases
be able to begin getting benefits while still employed. The incentive
for such an individual to claim reduced benefits will be substantially
fl!l(ﬂr if subsequent benefit increases are exempt from the reduction
actor applied to the original benefit.

In view of all these factors, the committee bill modifies the provi-
sions relating to benefit increases so that tho across-the-board
percentage increase will apply to the benefit actually being paid rather
than to the “primary insurance amount.” Under this provision, all
beneficiaries on the rolls at the time of an increase will get the same
percentage increase in their benefits.

Costs and number of people affected.—About 14 million people
who receive actuarially reduced benefits for June 1978, when the next
cost-of-living increase is effective would be affected by the provision.
In calendar year 1979 (the first year in which it has a full-year effect),
the provision will reduce benefit payments by $280 million.

Effective date.—The provision would become effective with respect
to benefit increases which go into effect after December 1977.

TOTALIZATION AGREEMENTS
(Section 128 of the Bill)

. .There is at present no authority in the Social Security Act author-
zing the Preaident to enter into agreements (totalization agreements)
with other countries to provide for coordination between social secu-
ity systems. Lack of coordination with the systems of other countries
hag two disadvantages.
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First, the work of U.8. citizens emplo US. em 8 in
foreign countries is subject to the socia. fw e &logn
States m"ll‘hi: also subject to tbofoaocu' security 0

. The tax payments to foreign systems ma higher
in the United States and American workers gemnﬁv
return for the taxes they and their employers pay to the foreign
systems because social security eligibility requirements are usually
stricter under foreign systems.

Second, U.S. citisens who divide their working careers between
work covered under the U.S. social security system and work covered
under a foreign social aecuntgosyswn er a loss of continuity in
their social security coverage. Some who work sbroad for a number of
yeara and have periods of cove under two or more social security

'may not qualify for benefits under one or more countries when
retire, become disabled, or die. (For example, American workers
who work abroad for a number of years may lose their U.S. social secu-
rity disability protection because to be insured for disability benefits
they must rally have substantial recent work covered by the
U.S. system.) Others may qualify for social security benefits but the
social security benefits they receive may be small because not all their
employment can be taken into acoount.
committes bill would belp solve these problems by authorixing
the President to enter into bilateral ng:aements with foreign countries
to provide for limited coordination between the U.S. social security
system and those of other countries. Each agreement would be sub-
mitted to the Congress along with a report of the number of people
who might be affected by the agreement and the effect the agreement
would have on the long-term and short-term income and outgo of
the social security system. Each House would then have 90 days
(counting u]dy days in which it was in session) to consider the agree-
an.ent. Shou 'u:i House t'l)xm a resolutior‘lﬂ (vlvithin thsttopqﬂr:cod
isapproving agreement, the agreement would not go into effect.

Ea& t should provide for the elimination of dual social
security taxation and coverage for the same work. An agreement could
also provide that each country would take into account:a worker’s
total work and earnings in both countries for purposes of determin-
ing eligibility for and the amount of benefits. Each country would
pay only a part of the totalized benefit ; the amount of the benefits paid
would bo.t:e‘gmportion of the totalized benefit which is attributable
to the cov work performed in the paying country. The United
States would not pay a totalized benefit to a worker who had less than
six quarters of coverage under the U.S. system. Totalization would
improve protection for people who work in both countries. In a large
proportion of these cases, if the worker is insured based on his U.S.
work alone, his regular social security benefits would be higher than
his totalized benefit. In such cases, the worker would be able to receive
th?l‘otsh higher benefit. (which B

ization agreements (which are common among European coun-
tries) are considered to have an advantage over other approaches to co-
ordination in that the agreements are designed to allow each cooperat-
ing country to carry out its responsibilities virtaally independently.
The countries exchange information on covered earnings and earnings

[~}



credits and provide other administrative assistance, but otherwise
each country makes its determinations and computations independ-
ently and pays benefits directly, without any need for an inte

of funds or balancing of amounts paid as benefits.

A number of countries, inclu Italy, West Germany, Switser-
land, Canada, France, and Japan, have approached the United States
about the bility of concluding social security totalization C:Fnav
ments, and the Social Security Administration has had technical dis-
cussions with representatives of each of these countries exoeft Japan.
A totalization agreement between the United States and Italy was
signed in 1978 and a totalization agreement between the United States
and West Germany was signed in 1976, to signify that the countries
accepted the text of the agreement for pu of seeking enabling
legislation from their national legislatures. Both Italy and Germany
have enacted enabling legislation, but the ments cannot become
effective uptil they are authorized for the United States as provided
in the committee amendment.

BEMPLOYEES OF CERTAIN NONPROFIT ORGANIZATIONS
(Section 129 of the Bill)

The committee bill contains an amendment designed to correct the
effect of the constructive waiver provisions of Public Law 94-563
which caused substantial and unintended liabilities for retroactive
social security taxes.

Services performed in the employ of a religious, charitable, or other
organization that is exempt from income taxes under section 501(c)
(3) of the Internal Revenue Code are excluded from social security
coveraze, unless the employing organization files a certificate pro-
vided for under section 3121 (k) of the Code waiving its exemption
from social security taxes er with a list of current employees
who concur in the filing of such certificate. Thereafter, social securit
coverage and tax liability attach to those listed employees and all
employees subsequently hired by the organization.

It was discovered during the 94th Congress that a substantial num-
ber of nonprofit orfnniutions had been paying social security taxes
although not formally in compliance with the waiver procedure. Some
organizations had in fact demanded and obtained luge-acale refunds
and caused retroactive elimination of their employees’ social security
coverage. To foreclose abuse of the program, Congress enacted Public
Law 94-563 which provides, in effect, for constructive filing of waiver
certificates in certain instances where taxes were paid.

Public Law 94-568 dealt with the organizations differently dem
ing on whether they had withdrawn from improperly establi
coverage and had obtained a refund (or tax credit) prior to Septem-
ber 9, 1976. Organizations that had obtained a refund were given &
6-month period (which ended April 18, 1977) to file an actual waiver
certificate together with a list of employees who wished to have their
coverage reinstated. Refunded taxes with respect to those employees
only would have to be repaid and they could be repaid .through an
installment arrangement. Failure to file a waiver certificate within
the 6-month period resulted in a deemed filing of such a certificate



and liability on the part of the emp for the payment of both
em and employee taxes due for the retroactive peri
izations which had not obtained a refund prior to Somn-
ber 9, 1976, were simply deemed by Public Law 94-568 to have .
valid waiver certificate eoveri employees with respect to whom
taxes had been paid. No m provisions for the exclusion of their
emggm or repayment of their retroactive tax liability were in-
luded in ll:luhlic Law t—ﬁ&, since ittb was mt:tlrxed that such organiza-
tions would generall current in their social security tax payments
and that they had sl'{nply been unaware that they were exempt from
the social security tax requirements. ;

This legislation has created problems for organizations that paid
social security taxes for some period prior to learning of their failure to
file a valid waiver certificate. Instead of requesting a refund of incor-
reetly paid taxes, some of these organizations merely terminated
payments. Last year’s legislation deems these orfanizations to have
filed & constructive waiver with respect to employees for whom they
previously paid social security taxes and requires them to pay social
security taxes for the retroactive period from the time they stopped
paying them. Moreover, the law does not allow them the option of pay-
ing this newly created liability in installments. There exists as well
a substantial liability for social security taxes for all employees hired
after the “deemed-filing” date. AL

Similarly affected bv Public Law 84-563 are certain nonprofit or-
ganizations that terminated social security payments and sought a
refund but did not receive that refund until after September 8. 1976.
Those organizations became, by operation of last year’s bill, liable for
repayment of the refund and for social security taxes on the wages of
their employees for the period dating from their termination.

In addition, a large number of affected organizations qualifying for

 treatment under section 8121 (k) (5) did not meet the filing date in the
original law, in large part due to misanderstanding and confusion with
respect to their obligations and liabilities under the provisions of
Public Law 94-563. ‘

The committee bill would provide that nonprofit organizations that
ceased paying social security taxes on earnings of their employees be-
fore Octobér 1, 1978, without receiving a refund of social security
taxes they had paid in the past, would not be liable for any social

rity taxes from the time that suech taxes ceased to be paid through
June 80, 1977, and any taxes that had been paid; after the enactment
of Public Law 94-563 which would not be required under the com-
mittee amendment would be refunded. : ;

Those organizations that received refunds or credits of taxes after
September 8, 1976, would, under the provision of the committee bill,
be treated the same us those organizations that hsd ceased paying so-
cial security taxes. Thus, such organizations would not be liable for
taxes on their employees’ services prior to June 30, 1977, for which
they received refunds. However, no social security credits would be
grven to employees for services rendered during the period for which
social security taxes would be forgiven by the bill, but & worker for
whom taxes were paid in the past may file a claim by April 15, 1980, to
have the taxes for the: t period paid and receive social
security credit for such peri
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The bill would also extend until December 31, 1977, the period dur-
ing which those organizations that had received a refund or credit of
social security taxes could file an actual waiver certificate to cover
their employees under social security. Under Public Law 94-858, this
period expired on April 18, 1977,

SPECIAL HEW STUDIES

(Section 201 of the Bill)

Because of the high priority with which the committee views the
need to restore the social security program to financial soundness, it
has largely limited its consideration of the current legislation to im-

rovements in the funding of the program together with a few specific

efit changes. The committee recognizes, however, that there remains
a need for review of many basic structural aspects of social securit
such as the problems of the disability Srogmm, the question of extend-
ing coverage to public employees, and the interrelationship of social
security with other public and private income support programs. The
committee intends, once the fiscal integrity of the existing system has
been assured, to undertake a close examination of some of these struc-
tural questions. Some of the areas to be examined by the committee
and the Congress in the future will require the availability of certain
research data and analyses which are not now available. The commit-
tee has identified two areas in particular in which it believes that
studies are clearly needed.

Study of spouse’s benefits.—The social security benefit structure is
designed to provide income replacement not only for the insured
worker but also to provide additional benefits when that worker
has a dependent spouse (and/or dependent children). The bene-
fit structure was designed during a period when it was considered
reasonable to assume that a wife would largely be dependent
upon her husband’s income. Today, a far greater proportion of mar-
ried women have a substantial involvement in the work force. At the
same time, however, it remains true that many women do not have a
separate income. In addition, increasing attention is being paid today
to the appropriateness of laws which treat, or appear. to treat, men
and women differently, and some such provisions in the Social Secu-
rity Act have been successfully challenged on this basis in the courts.
The committee believes that it will quite likely find it necessary to con-
sider legislation dealing with these questions in the near future and
the consideration of such legislation will be greatly aided if the De-
partment undertakes now a thoughtful analysis of these issues which
could be available when the committee considers these issues. For this
reason, the committee bill requires the Department to study and re-
port on proposals to eliminate degendency as a factor in deter-
mifiation of entitlement to spouses’ benefits and on proposals related
to equal treatment of men and women under the social security
program. Elements to be considered in the study include the nature
and extent of women's participation in the labor force, the divorce rate,
and the economic value of women’s work in the home. In conducting
this study, the Department would be directed to consult with the
Justice Department Task Force on Sex Piserimination.
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of consumer price index—In the few years, the auto-
mft.?mmﬁt adjustment provisions in thol::iul_,securitv law have
used the Consumer Price Index as a benchmark for adjusting the
benefit formula as it applies both to persons already on the benefit
rolls and as it applies to determining the initial benefit amount for
new retirees. Under the revised beneﬁt adjustment provisions of the
committee bill, the Consumer Price Index will in the future be used
solely as a mechanism for keeping benefits inflation proof once an
individual is on the rolls. While the Consumer Price Index is the
usually accepted measure of the rate of inflation, it is constricted in
such a manner as to reflect the img:ect of rising prices on specific popu-
lation groups. Some concern has been expressed for several years over
the possibility that consumption patterns of elderly persons may differ
so greatly from those groups covered by the CPI survey as to make
the Consumer Price Index an inappropriate measure of the im-
act of inflation on the purchasing power of social security benefits.
e committee believes that this is an issue which ought to be resolved
and has included in the bill a requirement that the Department of
Labor, in consultation with HEW, study the need to develop a special
consumer price index for the elderly.

PERMANENT STATUS FOR TEMPORARY ADMINISTRATIVE LAW
JUDGER

(Section 202 of the Bill)

The committee bill contains a prowision which would convert to
regular administrative law judges (ALdJ’s) the temporary ALJ’s who
were appointed under Public Law 94-202 to hear cases under titles II,
XV1, and XVIII of the Social Security Act through 1978. These
hearings officers have conducted hearings under the provisions of the
Adm’imstrative Procedure Act (APA) in the same manner as regular
ALJ’s.

When Public Law 94-202 was enacted, Congress intended that these
hearings officers would be converted expeditiously to Tlur ALJ
status with great weight being given to their extensive adjudication
ox?arienee in the social security definition of disability. Since then.
only a few hearings officers have been appointed to regular ALJ
po:)ne of the principal objectives of Public Law 94-202 was to make
clear that Congress intended that SSI adjudications were under the
Administrative che;llnm Actand thstTh heu'ingsf exammners could
hear all ¢ of social security cases. The process of selecting ALJ’s
on the bazn!;ezf this rience envisioned in Public Law 94-202 has
not taken place. In m :g selections, the Civil Service Commission
has not given adequate credit for the actual experience the temporary
ALJ’s obtained in adjudicating social security cases over a substantial
period of time. The committes believes that this experience is most
valuable and inent in uminting lar social security ALJ’s.

To correct this situstion, bill would provide that the hearing
officers :gpointed under section 1631(d) () of the Social Security Act
(as in effect prior to January 2, 1976) to hold hesrings under the
supplemental security income program who had been deemed to be
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sppointed under and governed by the provisions of the Administrative

re Act of Public Law , shall be appbinted to career-
absolute ALJ positions as if they had been appointed under the Ad-
ministrative Procedure Act, section 3105 of title 5, United States Code.
They would have the same authority and tenure as hearing examiners
appointed directly under section 8105 and be compensated at the same
rate as social security ALJ’s (GS-15). All provisions of the Admin-
istrative Procedure Act shall apply to them in the same manner as
they arply to other administrative law judges. The former temporary
black lung ALJ’s who were appointed as temporary ALJT's under the
authority of Public Law 94-202 are fully covered by this provision.

DELAY IN REPORTING DATE FOR SOCIAL SECURITY ADVISORY
. COUNCIL

(Section 203 of the Bill)

The Social Security Act requires that an advisory council on social
security be appointed every 4 years. The statutory reporting date for
the advisory council that 1s to be appointed this year is January 1,
1979. In view of the substantial changes in social security financing
included in this bill, the committee believes it would be appropriate to
provide a reasonable extension in this deadline so as to enable the
coming advisory council more time to take into account the impact
of this legislation. For this reason, the committee has included in the
bill a 9-month extension—to October 1, 1979—of the reporting date.

C. PuBLIC ASSISTANCE AMENDMENTS
FISCAIl RELIEF FOR STATE AND LOCAL WELFARE COSTS

(Section 301 of the Bill)

_ Present law.—The AFDC statute provides Federal matching of
State AFDC cash maintenance payments at a rate of 50 to 83 percent,
depending upon the State’s per capita income. Overall, on a nation-
wide basis, the Federal Government provided about 54 percent of the
funds for AFDC payments in fiscal year 1976, and the States and local-
ities provided about 46 percent.

Between 1973 and 1977, the cost of the AFDC program to States
and localities increased from about $3.4 billion to $5.2 billion, or about
a 52-percent increase. In that same period the costs to States and local-
ities of the AFDC, supplemental security income, social services,
medicaid and general assistance programs combined grew from $10.3
billion to nearly $17.8 billion, or a 62-percent increase.

These statistics testify to the burden of the major welfare programs
on State and local governments, a burden which has reached disturb-
Ing proportions, especially in certain areas of the country. The table
bekl)lwsshows the distribution of expenditures for AFDC payments for
each State: :



AID TO FAMILIES WITH DEPENDENT CHILDREN (AFDC), TOTAL MAINTENANCE ASSISTANCE PAYMENTS, FISCAL YEAR 1976

Percentage
Total payments

computable for Federal funds Feders! Local State
State Federal funding (unadjusted) Local funds State funds funds funds funds
Alabama.......................... $61,864,423 $46,923,718 .................... $14,940,705 75.8 0 24.2
Alagka........ ................... 13,457,182 6,623,664 .. ... ... ...... ..... 6,833,518 49.2 0 50.8
Arizona........................... 33,977,273 18,895,181 .................... 15,082,092 55.6 0 44.4
Arkansas......................... 50,159,256 37,418,805 .................... 12,740,451 74.6 0o 25.4
California......................... 1,424,692,553 712,346,276 $253,580,487 458,765,790 50.0 17.8 32.2
Colorado.......................... 83,227,441 45,517,087 16,700,968 21,009,386 54.7 20.1 25.2
Connecticut. . .................... 131,786,271 65,893,135 .................... 65,893,136 50.0 0 50.0
Velaware. . ....................... 23,649,023 11,824,511 .................... 11,824,512 50.0 0o 50.0
District of Columbia.............. 91,865,652 45,932,825 .................... 45,932,827 50.0 0 50.0
Florida............................ 120,436,323 68,315478 .................... 52,120,845 56.7 0o 43.3
Georgia........................... 122,679,985 90,120,035 .................... 32,559,950 73.5 0 26.5
Guam ! .. .. ... ... ................ 1,511,650 755,825 .................... 755,825 50.0 0 50.0
Hawaii............................ 64,632,077 32316039 .................... 32,316,038 50.0 0 50.0
idaho............................. 19,796,706 13,497,394 .................... 6,299,312 68.2 0 31.8
Minois............................ 720,065,139 358,715,572 .................... 361,349,567 49.8 0 50.2
indiana........................... 115,583,003 66,425,552 20,351,153 28,806,298 57.5 17.6 24.9
lowa.............................. 98,783,931 56,435,260 .................... 42,348,671 57.1 0] 42.9
Kansas........................... 87,602,756 36,519,009 .................... 31,083,747 54.0 0 46.0
Kentucky......................... 132,730,945 94,730,076 .................... 38,000,869 71.4 0 28.6
Louisiana......................... 98,429,037 71,272,467 .................... 27,156,570 724 o 27.6
Maine. ........................... 46,662,236 32,943,539 .................... 13,718,697 70.6 4] 29.4
Maryland......................... 154,441,383 77,220,692 4,413,052 72,807,639 50.0 29 47.1
Massachusetts. .. ................ 415,121,135 207,560,568 ...... ............. 207,560,567 50.0 (0] 50.0
Michigan......................... 746,719,100 373,359,550 .................... 373,359,550 50.0 0o 50.0
Minnesota........................ 156,149,764 88,757,624 29,087,774 38,304,366 56.9 18.6 24.5
Mississippi....................... 32,017,662 26,504,646 ... ... ... .. ..... 5,513,016 82.8 (o) 17.2
Missouri... ... ....... ... ... 140,017,934 85,774,453 . = .. .. . 54,243,481 61.3 (0] 38.7



Montana. . ....................... 12,786,884 8,082,589 1,008,552 3,695,743 63.2 79 289

Nebraska........ ................ 28,780,341 15,998,096 ........ ... ........ 12,782,245 55.6 0 44.4

Nevada........................... 10,317,578 5,158,789 .................... 5,158,789 50.0 0] 50.0

New Hampshire. . ................ 23,673,490 14,270,380 6,700 9,396,410 60.2 ..... .... 39.7
NewlJersey....................... 426,793,857 213,396,928 52,226,857 161,170,072 50.0 12.2 37.8
New Mexico...................... 32,125,612 23,544,860 ..... .... ... ...... 8,580,752 73.3 0 26.7
NewYork......................... 1,563,184,768 766,768,978 428,746,351 367,669,439 49.1 27.4 23.5
North Carolina.................... 123,889,145 84,281,786 19,711,194 19,896,165 68.0 16.0 16.0
North Dakota..................... 13,122,019 7,556,970 1,044,992 4,520,057 57.6 8.0 34.4
Ohio.... ... v, 446,319,654 242,753,261 .................... 203,566,393 54.4 0 45.6
Oklahoma. . ...................... 65,506,367 44,164,394 .. ..... ... ......... 21,341,973 67.4 0 32.6
Oregon...............ccciiiiinnn. 113,521,471 67,023,078 1,165 46,497,228 590 .......... 41.0
Pennsylvania..................... 650,945,260 360,558,579 .................... 290,386,681 55.4 0 44.6
fPuerto Rico....................... 24,171,922 12,085,960 .................... 12,085,962 50.0 4] 50.0
Rhodelsland..................... 51,270,478 28,993,455 . .. ... ............ 22,277,023 56.5 4) 43.5
South Carolina. . ................. 46,352,487 35,670,249 . ... .. ............. 10,682,238 77.0 0 23.0
SouthDakota..................... 20,140,672 13,540,573 .................... 6,600,099 67.2 0 32.8
Tennessee........................ 85,756,646 62,722,396 ... ................ 23,034,250 73.1 0o 26.9
TeXaS. ... e 137,686,030 100,157,072 .................... 37,528,958 72.7 0 27.3
Utah................ ... . 35,237,274 24,680,187 .................... 10,557,087 70.0 0 30.0
Vermont.......................... 26,538,100 18,528,902 .................... 8,009,198 70.0 0] 30.0
Virginislands. . .................. 1,849,649 924,824 ......... . .. .. ..... 924,825 50.0 0 50.0
Virginia........................... 138,678,345 80,904,947 1,462,344 56,311,054 58.3 1.1 40.6
Washington. ..................... 160,546,774 86,245,728 . ................... 74,301,046 53.7 0o 46.3
West Virginia..................... 52,466,290 37,671,723 .................... 14,794,567 71.8 0) 28.2
Wisconsin. ....................... 210,875,774 126,335,680 ............ e 84,540,094 59.9 0 40.1
Wyoming......................... 4,900,181 2,986,169 684,505 1,229,507 60.9 14.0 25.1
Total............. ... ... 9,675,496,908 5,257,605,534 829,026,094 3,588,865,280 54.3 8.6 37.1
1 The sum of $755,825 was reported by Guam as a /ocal/ expenditure; Source: Office of Financial Management. Division of Finance. Fiscal year
but is reported here as a State (territorial) expenditure. Adju stments have 1976 State expenditures for public assistance programs approved under
been made for errors in the printed report. titles I, IV-A, X, IV, XVI, XIX, XX of the Social Security Act. (SRS) 77-04023.

This report is compiled from State expenditure reports submitted quarterly
by States.

6¢
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, Committee provision—The committee bill includes several pro-
visions which, over the long term, should assist the States in bring-
ing their welfare costs under greater control. The committee is con-
vinced, however, that in the meantime State and local governments
should be given some immediate relief from their burden.

The committee amendment would provide the States with $400
million in fiscal relief in fiscal year 1975.’

Since one of the major elements of State and local welfare costs is
the AFDC program, the committee bill provides that half of the
fiscal relief payment would be allocated among the States in the same

roportion a8 AFDC expenditures for December 1976. However,

tate and local welfare costs also arise from a variety of other pro-
ms which provide assistance and services to the needy. The distri-
ution of costs under these other programs does not necessarily follow
the same pattern as AFDC. The committee believes it can most ap-
pr?lpmte y recognize other elements of the welfare burden on States
and localities by utilizing the general revenue sharing formula for
allocating the other half of the payment. The committee recognizes
that States and local governments have been led to expect that the
Federal Government would provide them with some fiscal relief from
their welfare costs. The committee believes that the amount provided
in this bill represents a significant step in this direction, taking into
account the needs of the States and localities as well as the fiscal
situation of the Federal Government.

Although in most States the cost of the non-Federal share of AFDC
is borne entirely by the State, a number of States require substantial
contribution by localities to the cost of the program. States reporting
local contributions ranging from 1 to 27 percent of the cost of AFD(
maintenance payments in fiscal year 1976 include: California, Colo-
rado, Indiana. Maryland, Minnesota.“Montana, New Jersey, New
York, North Carolina, North Dakota, Virginia, and Wyoming. Locali-
ties in these States can expect to benefit from the provision in the com-
mittee bill which requires the States to pass the fiscal relief through
to localities in any case where local governments pay part of the pro-
gram’s costs. However, States would not be required to pass through
an amount in excess of 90 percent of the AFDC costs for which the
local government was otherwise responsible.  __

Although the fiscal relief provisions of the committee bill would
be computed under a formula related in part to the AFDC program
and would be provided to the States in the form of increased funding
for that program, the committee wishes to make clear that it views
these provisions as an attempt to provide some relief for the overall
welfare burden faced by the States. That burden falls not only on
the AFDC program but also in the areas of aid to the aged, blind.
and disabled in States which supplement the SSI program, in general
assistance, and in programs of social and child welfare services.

The table below shows how the fiscal relief payment under the bill
would be distributed among the States: :
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FISCAL RELIEF FOR STATES UNDER COMMITTEE BILL
[Dollars in thousands]

State fiscal

relief

payment

Percentage November

State distribution 1977
Alabama.................... .. .. ... ... 1.2 $4,663
Alaska................ ... .. . 2 791
Arizona. ...................... .. 7 2,795
Arkansas................ . v 2,930
California. . ........................... 13.5 54,001
Colorado.............................. 1.0 3,787
Connecticut. ... ...................... 1.3 5,282
Delaware.......... e .3 1,118
District of Columbia................. .. .6 2,578
Florida................. ... ... ........ 2.1 8,452
Georgia............................... 1.6 6,284
GUAM. . . (2 101
Hawaii................ ... .. .. ........ . 2,434
Idaho. .. ... ... ... .. . ... 3 1,094
inois. . ............... . ... ... ... ... .. 6.2 24,854
Indiana.................. ... .. ... ...... 1.6 6,495
loWa . .. .. 1 4,167
Kansas..................... ... ... .. ... 8 3,204
Kentucky............. ... ............. 1.5 6,086
Louisiana. . ........................... 1.6 6,409
Maine. ... ... ... .. ... . . . ... . .5 2,099
Maryland.............................. 1.8 6,994
Massachusetts. ........ ... ........ ... 3.8 15,341
Michigan.............................. 5.6 22,506
Minnesota. ... ....................... . 1.7 6,890
Mississippi............................ 9 3,499
Missourt. ................. . ... ... ... 1.7 6,695
Montana.............................. 2 955
Nebraska............................ 4 1,758
Nevada.......... ... ... .. . ... . ... . 2 665
New Hampshire.................... ... 3 1,046
Newlersey........................... 3.7 14,868
New Mexico............... ... ........ .5 1,971
NewYork................ ... ... .. ... 14.2 56,600
North Carolina........................ 1.9 7,493

See footnotes at end of table.
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FISCAL RELIEF FOR STATES UNDER COMMITTEE BiLL-Con.

[Dollars in thousands)
State fiscal
relief
Percentage Nm:::::
State distribution 1977
NorthDakota.......................... 2 - 704
ORIO......... 4.2 16,689
Oklahoma............................. 9 3,694
Oregon...................ooiill. 1.2 4,746
Pennsylvania.......................... 6.0 24,044
PuertoRico........................... 2 - 962
Rhodelsland.......................... .5 1,936
South Carolina...................... .. 9 3,564
SouthDakota......................... 2 976
Tennessee. . .......................... 1.3 5,294
Texas. ............. . 3.1 12,438
Utah.. ... .............. ... . ... ... 5 1,848
Vermont................. ... ... ........ 3 1,033
Virginislands......................... (‘} 70
Virginia. . .................... ... 1. 6,789
Washington........................... 1.5 5,834
West Virginia.......................... 4 2,856
Wisconsin. ... ..., 2.3 9,169
Wyoming............................L 1 466
Total. ... 100.0 400,000

*Less than .05 percent.
QUALITY CONTROL INCENTIVES TO REDUCE ERRORS
(Section 302 of the Bill)

Background.—For at least the last 25 years there has been recogni-
tion at the Federal level of the need for a program to reduce errors in
the Federal-State public assistance programs. “Quality control” tech-
nigues were first used on a limited basis in 1952. However, at that time
they were limited to periodic Federal reviews of samples of case rec-
ords. No verification was made of the information in the case file, and
full field investigations were not part of the system. As the result of
a nationwide study in the early 1960’s that indicated widespread in-
eligibility in some States, the Department of Health, Education, and
Welfare developed a new and expanded quality control system to be
implemented by January 1964 in all Stages for all public assistance
programs. This new system also produced little in the way of results,
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and the quality control program underwent major revision again in
1970. Basic changes made at that time included the use of field 1nvesti-
gations, requirements on States for reporting of results, the establish-
ment of acceptable error levels, and implementation of corrective
actions. : : B

Both the States and the Department of Health, Education, and
Welfare showed a lack of initiative in implementing the new slystem.
However, in 1973 HEW issued a new set o (ﬁuality control regulations
for AFDC. They differed from the 1970 rules in one major aspect—
they set forth a procedure by which the Department would not match
portions of State claims for AFDC payments based on the extent to
which the State’s error rates exceeded the acceptable Federal tolerance
levels. These levels were set at 3 percent for ineligible cases, 5 percent
for overpaid cases, and 5 percent for underpaid cases.

The error measurement and corrective action components of the

uality control program have not been questioned. As we stated in the
(Llhy 1976 Federal district court decision (Maryland v. Mathews),
“plaintiffs assert that they do not question HEW’s right to set quality
controls.” However, the legality of the “disallowance” or “fiscal sanc-
tion” provision for limiting Federal matching with respect to State
claims has been challenged. In the above cited case the judge ruled
that “under the Secretary’s rulemaking power to assure the efficient
administration of the [Social Security Act], it can be concluded that
a regulation establishing a withholding of Feederal financial participa-
tion in a specified amount set by a tolerance level is consistent with
the Act.” However, the remainder of the decision invalidated the dis-
allowance regulations based on the unreasonableness of the “tolerance
levels” used in determining the extent of any disallowance. As a result
of the court decision, fiscal sanctions have never been applied and are
no longer a part of the Federal quality control regulations.

Despite the controversy that has existed in the last few years over
the penalty aspects of the quality control program, the committee be-
lieves that tha program has been resnonsible for significant reductions
in State AFDC error rates since 1973. The national average has fallen
from a 42.6-percent case erro rrate and a 16.5-percent payment error
rate for the period April-September 1973 to a case error rate of 28.2
pecent and a payment error rate of 8.5 percent for July-December
1976. Table shows the changes in payment error rates for each State.

%9710 0-717-4¢



AFDC—CHANGE IN PAYMENT ERROR RATES, JULY TO DECEMBER 1976 OVER APRIL TO SEPTEMBER 1973 !

Amount of payment errors as a percent of total payments

ineligible and eligible overpaid Ineligible Eligible but overpaid Eligible but underpaid
April to July to April to July to April to July to April to July to
Sthem- Decem- Septem- Decem- Septem- Decem- Septem- Decem-

ber Percent ber ber Percent ber ber Percent ber ber Percent

State 1973 1976 change 1973 1976 change 1973 1976 change 1973 1976 change

U.S. average ?. . .. 16.5 85 -—485 9.1 46 —495 7.4 39 -47.3 1.5 .9 —40.0
Alabama................ 15.1 60 —60.3 9.6 29 —69.8 55 3.1 —43.6 6.5 14 —785
Alaska.................. 23.1 125 -—459 15.9 9.3 =415 6.4 3.2 -50.0 9 8 -11.1
Arizona................. 15.3 124 -19.0 7.5 8.2 +4+9.3 7.7 42 —455 1.5 1.2 —-20.0
Arkansas............... 3.6 7.3 41028 1.8 3.2 <4778 1.8 4.1 +4127.8 1.9 2.2 4158
California............... 12.3 4.7 -—61.8 6.9 22 -—68.1 5.4 25 =53.7 1.4 8 —42.9
Colorado............... 7.3 7.5 +2.7 2.3 4.1 478.3 5.1 3.3 -353 1.3 4 —69.2
Connecticut. ... ........ 10.8 7.6 =29.6 5.6 44 214 5.2 3.2 -385 1.1 .6 —45.5
Delaware............... 19.6 9.5 =515 9.9 6.5 -—-343 9.7 30 -—69.1 1.5 28 +86.7
District of Columbia. ... 18.0 19.8 +410.0 9.8 12.7 429.6 8.2 7.1 =134 4 1.1 <4175.0
Florida................. 18.8 7.0 —628 7.9 38 =519 10.9 3.2 -=-70.6 2.5 7 —72.0
Georgia................. 149 122 -18.1 5.1 7.6 +<449.0 9.8 46 -53.1 2.8 1.1 -—60.7
Hawaii.................. 11.2 94 -16.1 4.6 59 <4283 6.7 3.5 -—-478 1.3 .6 —-53.8
idaho................... 9.9 3.8 -—61.6 6.3 4 —=93.7 3.6 3.4 -5.6 .3 9 <2000
inois.................. 224 12.1 -=46.0 10.9 52 =523 11.5 69 -—40.0 1.3 7 —46.2
Indiana................. 13.2 2.3 -—B82.6 7.1 7 =90.1 6.0 1.6 -=73.3 1.0 2 —80.0
lowa.................... 15.7 11.0 =299 8.3 6.2 -—-25.3 7.3 4.7 -=35.6 1.7 .6 —64.7
Kansas................. 15.3 56 —63.4 8.5 26 —694 6.7 30 -=55.2 1.7 .6 —64.7
Kentucky............... 18.3 6.2 —66.1 7.9 3.2 -—-595 10.4 30 -=71.2 1.1 5 —-54.5
Louisiana............... 21.2 85 =599 13.6 50 -—63.2 7.6 3.6 -=52.6 1.1 5 —~54.5
Maine.................. 7.1 11.6 +463.4 4.1 58 <4415 3.0 58 <4933 S V4 +40.0
Maryland............... 23.0 11.5 -=50.0 13.1 6.6 —49.6 9.9 48 -—51.5 2.0 1.2 —40.0
Massachusetts. . ....... 15.9 120 =245 8.5 7.6 -—10.6 7.4 44 -405 9 .6 -33.3
Michigan............... 11.4 9.2 -193 5.9 4.3 -=27.1 5.4 48 -—11.1 7 .8 4143



Minnesota.. . .. S
Mississippi............

New Hampshire

Missouri........
Montana........
Nebraska.......
Nevada.........

New Jersey.......
New Mexico......
New York.........
North Carolina....
North Dakota. ....

Pennsylvania.. .. ......
Puerto Rico.............

Oklahoma. .............
Oregon...........c.....

Ohio............cooieee

QOO ~W0

Tennessee.......
Texas.............

Rhode Istand. .. ..
South Carolina. ..
South Dakota.. ...

Washington. . ..

Virgin Islands. .
Virginia...... ...

Utah............
Vermont........

—-21.1
—41.9
—43.6

Source: U.S. Department of Health, Education, and Welfare.

¢« See footnote 3, table 11.

table 11.

3 Less than 0,05 percent.

1 See footnote 1, table 11,
 See footnote 2,

Wyoming.,..,...‘.:::t:

West Virginia....... ...
Wisconsin.......
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The committee believes that this progress can be continued, and
that with proper incentives the States can be encouraged to decrease
the number of errors in their AFDC caseload to more acceptable
levels. The committee notes that the General Accounting ce in
its recent report on the AFDC quality control program recommended
that legislation establishing an incentive for controlling payment
errors be enacted.

Committee provision.—The committee amendment would establish a
system of fiscal incentives for States to improve their dollar error rates
with r::rect to eligibility and ovetipayment of aid paid under the
approved State plan. Instead of ap& ying sanctions on the States, the
dollar error rates would be used as the basis for a system of incentives,
which would give the States motivation for expanding their quality
control efforts and improving program administration. Under the
amendment States which have dollar error rates of, or reduce their
dollar error rates to, less than 4 percent but not more than 3.5 percent
of the total expenditures would receive 10 percent of the Federal share
of the money saved, as compared with the Federal costs at a 4-percent
payment error rate. This percentage would increase proportionately

as shown in the following table:

The State
would retain
this percent

of the

Federal

If the error rate is: savings
At least 3.5 percentbut lessthan4 percent.............. 10

At least 3 percentbutiessthan3.5percent. .......... ... 20

At least 2.5 percentbutlessthan3percent.............. 30
Atleast 2 percentbutlessthan2.5percent.............. 40
Lessthan2percent................. ... ... ..., 50

ACCESS TO WAGE INFORMATION FOR AFDC VERIFICATION

(Section 303 of the Bill)

Present law.—Quality control findings indicate that 76 percent of
client errors in the AFDC program are the result of non-reporting
of income. States have particular difficulty in many cases in verifying
the source and amount of earned income. In many cases they are de-
pendent solely on the ‘reci_Fient to supply wage information.

Committee ision.—The committee bill would improve the
capacity of States to acquire accurate wage data by providing author-
ity for the States to have access to earnings information in records
maintained by the Social Security Administration and State emiloy-
ment security agencies. Such information would be obtained by a
search of wage records conducted by the Social Security Adminis-
tration or the employment security agency to identify the fact and
amount of earnings and the identity of the employer in the case of
individuals who were receiving AFDC at the time of the earnings.
The Secretary of Health, Education, and Welfare would be author-
ized to establish necessary safeguards against improper disclosure of
the information. inning October 1979, the States would be required
to request and use the earnings information made available to them
under the committee amendment.
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Although the records of wages maintained by the Social Security
Administration and by State employment aecuritr :ﬁencles may not
be available on a current basis, it seems inevitable that a procedure
for screening against one or the other of these two sets of records
should greatly increase the incentive for recipients to accurately
report their earned income. Where welfare agencies are re«gxesung
the data from the Social Security Administration, each State
or local administering agency would designate a single official who
would be authorized to make the necessary request for information.
Alternotivelg, procedures for requesting such information could be
worked out by mutual agreement of the welfare agency and the Social
Security Administration. The cost of searching wage records would
be reimbursed to the agency maintaining the records and would be
matchable as an administrative expense of the welfare agency.

AUTHORITY FOR STATES TO OPERATE DEMONSTRATION PROJECTS
MAKING EMPLOYMENT MORE ATTRACTIVE FOR WELFARE RE-

CIPIENTS
(Section 304 of the Bill)

Present law.—Section 1115 of the Social Security Act allows the
Secretary of Health, Education, and Welfare to waive any of the
State plan requirements of the Federal welfare law for the sake of
experimental, pilot, or demonstration projects which in the Secretary’s
jnfﬁment are likely to assist in promoting the objectives of the welfare
programs. The committee notes that under this existing law, there
1s considerable authority at the Federal level to carry on research and
demonstration on better ways of developing work incentives for wel-
fare recipients. Exclusive use of this approach, however, ignores one
of the basic strengths of federalism; namely, that individual States
should be free to experiment with better ways of solving governmental
prob'ems. A number of States have attempted to institute innovative
employment ma;rams for welfare recipients but they have been in-
hibited by HEW because of its slowness to act under,current demon-
stration authority. The committee bill will alleviate this situation.

Committee provision—Under the committee amendment, which is
similar ‘n intent to an amendment reported by the committee and
apnroved by the Senate in 1973 (section 164 of H.R. 3158, 93d Con-
gre<s), this authority would be both broadened and made more ex-
plicit to emphasize a major objective for demonstration projects. This
objective is to permit States to achieve more efficient and effective use
of funds for public assistance recipients, to reduce dependency, and to
improve the living conditions and increase the incomes of persons who
are on assistance (or who would be on assistance if they were not
participating in the demonstration project) by conducting experi-
ments designed to make employment more attractive for welfare
reci~ients.

States would be limited to not more than three demonstration proj-
ects under this authority; one of the projects could be statewide. None
of the proi~cts could Jast for more than 2 vears, and all authority
for the projects would terminate September 30, 1980.

In pursuing these objectives under the committee bill, States would
be permitted for demonstration purpnees to waive the requirements of
the Aid to Families with Dependent Children program relating to (1)
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statewideness; (2) administration by a single State agency: (8) the
earned income disregard (bat in no case could a State offer an(ea)rned
income disregard of more than 50 percent); and (4) the work in-
centive program. The State could waive any or all of these require-
ments on its own initiative. Unless the Secretary, within 45 days, dis-
approved the waiver as inconsistent with the purposes of section 1115
and the AFPDC law, the demonstration would be considered approved
and could be operated by the State.

As part of a demonstration project, the State could use welfare
funds to pay part of the cost of public service emplovment. The State
could add additional amounts to pay a wage higher than the amount
of the welfare payment. Under the committee bill, revenue sharing
funds could be used for the non-welfare share of the salaries. The com-
mittee amendment requires the States, in making arrangements for
public service employment, to provide that appropriate standards for
the health, safety, and other conditions applicable to the performance
of work and training are established and maintained, that projects
will not result in the displacement of employed workers, and that the
conditions of work, training, education, and empnloyment are reason-
able in the light of such factors as the type of work, geographical
region, and proficiency of the participant, and that appropriate work-
men’s compensation protection is provided to all participants. The
Stg,te welfare agency would also be free to contract with non-profit
private institutions organized for a public purpose, such as hospitals,
to carry out such projects.

When unemployed fathers are placed in public service employment.
Federal matching will continue for the portion of the salary equal
to the former welfare payments and it will be available for wage
payments.

Public Service employment is not the only type of experimentation
authorized by the committee bill. States may wish, for example, to
cxperiment with the income disregard. If they do so, however, they
will not be allowed to conduct a test which disregards more than
one-half of a welfare recipient’s earned income.

Participation by welfare recipients in the demonstration projects
would be voluntary. ‘

The costs incurred by the States in conducting demonstration proj-
ects under this provision of the committee bill would be elisible for
the same Federal matching as applies to other costs of the AFDC pro-
gram, subject to the limitation that the amount matchable with resnect
to anv participant in the project may not exceed the amount which
would otherwise have been pavable to him under the regular provi-
sions of the AFDC program. Thus, these projects should not result in
increased Federal expenditures.

EARNED INCOME DISREGARD
(Section 305 of the Bill)

Present law—Under present law States are reauired, in Qetermin-
ing need for Aid to Families with Dependent Children, to disregard:

1. All earned income of a child who is a full-time student, or a
part-time student who is not a full-time employee; and . .

2. The first $30 earned monthly by an adult plus one-third of addi-
tional earnings. Costs related to work (such as transportation costs,
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uniforms, union dues, child eare and other items) are also dedueted
from earnings in calculating the amount of welfare benefit.

Three problems have been raised concerning the earned income
disregard under present law. First, Federal law neither defines nor
limits what may be considered a work-related expense, and this has
led to great variation among States and to some cases of abuse. Second,
the requirement for itemization of individual work expenses results
in administrative complexity and error. Third, some States have com-
plained that the lack of an upper limit on the earned income disregard
has the effect of keeping people on welfare even after they are work-
ing full-time at wages well above the poverty line.

In an effort to curb the abuse of the work expense provision and to
simplify its administration, a number of States in the estab-
lished standard amounts to be used in the case of all AFDC recipients
with earnings. However, in 1974 the U.S. Supreme Court in Shea v.
Vialpando ruled the policy of using a fixed work expense disregard,
regardless of actual costs, as contrary to the Social Security Act.
It said, however, that a standard allowance which would enhance
administrative efficiency would be permissible if it provided for
individualized consideration of expense in excess of the standard
amount. Since the ruling, a number of States have used standard
amounts for work expenses, but at the same time they are required
to allow individual recipients to make additional claims for work ex-
penses if they can show that they do in fact have such expenses.

In the summer of 1975 the Congressional Research Service con-
ducted a survey to determine State practices with respect to work
expenses. The responses indicated very wide variations among the
States, and also indicated that in most instances individual itemiza-
tion of work expenses is necessary. An analysis of AFDC work ex-
penses which are allowable in the 42 States responding to the survey
showed the following: |

Child care—Twenty-one of the responding States indicated that
they imposed no dollar limit on child care expenses. Of those that did,
the range of allowable expense was from $17 to $50 a week. (Some
States indicated that child care was not an allowable expense under
AFDC. Presumably, in those States, if child care were neressary for
an AFDC family, it would be provided through title XX vendor
payments.)

T'ransportation, special clothing and lunch.—Ten States indicated
that they had a standard amount for two or all of these items, ranging
from about $25 to $44 a month. Seven States indicated that they dis-
;‘l)lowed one or more of the items. More specifically, States reported

r:

1. T'ransportation.—Twenty States said they had no limit for
transportation expenses. Those that gave mileage limitations
ranged from 6 cents to 20 cents a mile. States did not indicate
whether they allowed car payments or repairs as work expenses.

2. Special clothing.—Twenty-five States indicated that there
was no limit for these expenses. The few that have established
limits for this category generally specified a limit of $5 a month.

_ 8. Lunch.—Fourteen States said they had not established a
limit. Those that have, gave a range of from $0.25 to $1 a day.
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. States did not provide information to indicate what kinds of excep-
tions they make to their general rules, although it is known that some
exoeptions are made. For example, New York indicated a limit of $50
a week for child care. However, higher amounts are generally allow-
able in New York City.

In addition to the above-mentioned items, States generally allow for
mandatory tax deductions and union dues.

Oommittee provision—The committee believes that the broad dis-
cretion that now exists in determining work expenses leads to abuse,
and also results in unnecessary administrative complexities and errors.
The committee amendment would address these problems by requir-
ing States to disregard the first $60 earned monthly by an individual
working full time ($30 in the case of an individual working part-
time), 1n lieu of individual itemized work expenses. In addition, rea-
sonable child care expenses, subject to limitations prescribed by the
Secretary, would then be disregarded. To preserve an incentive for
additiona]l earnings, but also to provide for a phaseout of welfare
payments at a reasonable level, the committee amendment would pro-
vide for the disregard of one-third of remaini eaminﬁ, %‘g to

lus one-fifth of remaining earnings above a month. ina

tate where the payment standard is $300 a month for a family of
four (in July 1976 the median State’s payment standard was $817),
the level of earnings at which a family would no longer be eligible for
any AFDC payment would be $585 a month (assuming child care
expenses of $100). A State which implements this section upon enact-
ment and prior to the effective date would not be regarded as out of
compliance with requirements im with respect to improved State
plans under part A of title IV of the Social Security Act.

The following example compares the effects of present law and the
committee bill.

Example: Recipient earns $500 per month, pays $200 for child care; pays $110

for union dues, parking fees, interest on automobile, withholding taxes, etc.
State AFDC payment for family with no income would be $300.

Present law:
$500 is reduced by: Amount
BasiC diSreQard. ..... ..ot e $30
33% percent of earnings above basic disregard....................... 157
Childcare CostS..............oit ittt ceecnnennnsn 200
Other WOrK @XPeNSeS . .. .o ottt iiii ittt ittiianeeannnannnns 110
Totaldisregard. ..................oiiiiiiiiii ittt iieiitiennenanns 497
Family is paid in AFDC: ]
sgoo full payment less the $3 of earned income which is not dis-
PegANded. .. ... ... ... iiiiieiiieitereiie e eaaaaane 297
Commiittee bill:
$500 is reduced by:
Basicdisregard. ..... ... ...l e e 60
Allowable child care ). ....... ... ... . ittt ieeinerennnas 150
33% percent of the 1st $300 of eargiggs above other disregards;
20 percent of earnings above that § L
Total disregard. . ....... @ttt ettt eeeaer ettt 307
Fem oo ?.lild - AFDC:I the $193 f ed 7 which is not Vd's
ull payment less of eamed income ch is not dis-
T g T 1 107
1 Assumes that HEW limit on deductible child care would be $150 for the individual in this

example,
s lnpt|hls example, the excess income above other disregards is only $290; thus the 20-
percent factor does not come into play.
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D. AcTrUuaRriAL SroTiON

Actuarial Soundness of the OASDHI System

In order lho determine thsod’ﬁnt;ncial soundfnfss of the OASDHaIl ?))5
tem over a long- peri e concept of long-range actuari -
ance has nonnn.lrimﬁen used. The long-range actuarial balance for
OASDI is the difference between the 75-year average OASDI tax rate
and the 75-year average of the annual expenditures expressed as a
percentage of taxable payroll. The long-range actuarial balance for
HI is calculated in a similar fashion, but over a 25-year period. If
the difference is positive (that is, if the average tax rate exceeds the
average expenditures expressed as a percentage of taxable payroll),
the system is said to have an actuarial surplus; if it is negative, the
system is said to have an actuarial deficit. The Office of the Actuary,
Social Security Administration, advises the committee that it is ?;-
sirable to keep the program in as close balance as possible, preferably
with a slight positive balarce. In the past when t)ere has been an
actuarial imbalance (i.e., an actuarial deficit or actuarial surplus),
the Congress has traditionally acted to revise the financing of the pro-
gram so as to bring it into close actuarial balance.

The long-range cost of the OASDI system under the committee bill
is estimated to be 14.16 percent of taxable payroll and the average
OASDI tax rate is 14.22 percent of taxable payroll. Thus, the actu-
arial balance under the committee bill would be a surplus of + 0.06
percent of payroll. This is consistent with the goal of achieving a
slight positive balance for the system.

The long-range cost of the HI system under the committee bill is
estimated to be 3.84 percent of taxable payroll and the average HI
tax rate is 2.62 percent. This results in a substantial long-range defi-
cit, making the actuarial balance —1.22 percent of taxable payroll,
which is similar to the deficit under present law. (This bill does not
address the problems of financing of the HI system. Under this bill, as
under present law, the HI program is proiected to become exhausted
in 1987 unless changes are made to improve its financial situation.)

Actuarial Cost Estimates for the OASDI System

1. EFFECT OF THE BILL ON THE ACTUARIAL BALANCE OF THE OASDI SYSTEM

From an actuarial cost standpoint, the major features of the com-
mittee bill are'as follows: ' |

(a) Revised benefit formula for future retirees—Under the bill the
cost-of-living increase provisions in present law would apply only to
individuals who are eligible for benefits at the time each increase
occurs. A new automatic mechanism is provided for persons retiring in
the future. These people will have their benefits determined on the
basis of their previous earnings after those earnings have been ad-
Justed to reflect changes in wage levels occurring in the economy. The
result will be that average benefit levels as a percent of average pre-
retirement income will remain at approximately the same level as for
those persons who retired at the beginning of 1976.



(b) Increase in amount of earnings subject to employer ta®.—The
committee bill would increase the base for employer taxes to $50,000 for
1979-84. This amount would be further increug to $75,000 in 1985 and
would be held at that level until the employee taxable base catches up
with it. Thereafter, it would increase automatically, as under present
luvz, to ;eﬂect yearly increases fin e:eﬁug 3 loyes ol

¢) Increase in amount o s subjgeot to emp or self-
omp.Lycd) taxs.—The bill would also increase the amount of annual
earnings subject to the employee or self-employment tax. Under the
bill, there would be four $800 increases over present law levels in 1979,
1981, 1983, and 1885, The tax base for employees and self-employed
persons, as under existing law, will also continue to automatically
Increase as wage levels rise.

(d) Tax rate inorease.—The bill also %rovidu for modification of
the social eecuntz tax rate schedules, to bring in additional revenue
(see tables 8 and 9).

_The changes in the hospital insurance (HI) tax rates will; in com-
bination with the tax base changes, leave the HI trust fund in ap-
proximately the same poeition as it would be under existing law.

Effective in 1881, the OASDI tax rate applicable to self-employed
persons would be increased to one and one-half times the tax rate
which applies to employees.

TABLE 8.—CONTRIBUTION RATES FOR OLD-AGE, SURVIVORS
AND DISABILITY INSURANCE UNDER PRESENT LAW AND
UNDER THE COMMITTEE BILL

(In percent]
Employer and employee

rate, each Seif-employed rate
Commiittee Committee
Calendar years Present law bill Present law bill ¢
1977.............. 4.95 4.95 7.00 7.00
1978.............. 4.95 5.05 7.00 7.10
1979-80.......... 4.95 5.085 7.00 7.05
1981-84.......... 4.95 5.35 7.00 8.00
1985-89.......... 4.95 5.65 7.00 8.50
1990-94.......... 4.95 6.10 7.00 9.15
1995-2000........ 4.95 6.70 7.00 10.05
2001-2010........ 4.95 7.30 7.00 10.95
2011 and after.... 5.95 7.80 7.00 11.70

1 Approximately 1% times the employee rate beginning in 1981.



TABLE 9.—CONTRIBUTION RATES FOR OLD-AGE, SURVIVORS,
AND DISABILITY INSURANCE UNDER THE COMMITTEE BILL,
SUBDIVIDED BY TRUST FUND

[In percent)
Employrc.rt:.n m ployee Seif-employed rate

Calendar years OASI DI Total OASI DI Total
1977.............. 4375 0575 495 6.185 0.815 7.00
1978.............. 4.275 .775 5.05 6.010 1.090 7.10
1979-80.......... 4335 .750 5.085 6.010 1.040 7.05
1981-84.......... 4525 .825 5.35 6.76251.2375 -8.00
1985-89.......... 4.700 .950 5.65 7.075 1.425 8.50
1990-94.......... 5.050 1.050 6.10 7.575 1.575 9.15
1995-2000........ 5500 1.200 6.70 8.250 1.800 10.05
2001-10.......... 5950 1.350 7.30 8.925 2.025 10.95
2011 and after.... 6.300 1,500 7.80 9.425 2.250 11.70

o
8

(:&'Bmﬁts for dependent spouses.—Benefits payable to people wh
ualify in the future for social security benefits as dependent spouse
?includes surviving spouses) are reduced by the amount of any
governmental (Federal, State, or local) retirement benefit payable to
the spouse on the basis of such spouse’s own employment for such a
government that was not covered by OASDI.

(f) Modification of retirement test.—Under present law, social secu-
rity beneficiaries who are under age 72 have their benefits reduced if
their earnings exceed a certain amount which is adjusted annuallv to
reflect changes in average wage levels. This amount is $3,000 in 1977
and is estimated to automatically increase to $3,240 in 1978 and to
$3,480 in 1979. The bill increases these levels to $4,500 in 1978 and
to $6,000 in 1979. After 1979, the new $6,000 level would increase
automatically as wage levels rise, as under present law. (The 1978
increase would be applicable to the entire year, but any additional
benefits resulting from the change would not become payable until
after September 30, 1978.)

(9) Increased benefits for certain widows.—Social security benefits
for individuals who continue working past age 65 are increased under
gresent law by 1 gercent for each year prior to age 72 that the worker

id not receive his benefits because of the retirement test. Under
present law this delayed retirement increment of 1 percent a year,
which is added to the individual worker’s benefit when he retires, ap-
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plies only to the worker’s own benefit. The committee bill would make
the increment applicable to the benefit payable to the widow or wid-
ower of such an individual. | |
(R) Elimination of certain dual tazation irements.—Effactive
in 1979, the committee bill will treat an individual who concurrently
orms services for two or more related corporations (but is paid
only one of them mif there were only one employing corporation.
Current law treats him as an employee of each corporation which can
result in a total employer tax ility in excess of the maximum
amount of annual earnings ordinarily subject to social security taxes.)
(f) Elmination of retroactive payments of actuarially reduced
benefits.—Under present law, social security beneficiaries may receive
benefits for up to 12 months before application. Under the commit-
tee bill, such benefits would not be payable if they are actuarially

reduced.

j) Change in method of applying benefit increase to actuarially
rcéu)ced bongﬁta.—Under present ﬂw, when a general benefit increase
is applied to actuarially reduced benefits, the increase in benefits is
reduced by a pe that is less than the percentage initiall
:Eplied when the benefits were awarded. Under the committee bill,

e initial percentage reduction will be applied to later benefit
increases.

The changes in the medium- and long-range actuarial balances
of the sy:tngn from the levels unﬁzr prem?x% law to those under the
committee bill are shown in tables 10 and 11.

These long-range estimates are based on the assumption that
average earnings will increase after 1982 at an annual rate of 5%

t, and that the CPI will increase at 4 percent per year.

It is estimated that the changes made by the bill would provide a
sound actuarial position for the old-age, survivors, and disability
insurance , because the system would be in close actu-
arial balance (+0.06 percent of taxable payroll).
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TABLE 10.—CHANGES IN ACTUARIAL BALANCE OF THEOLD-AGE,
SURVIVORS, AND DISABILITY INSURANCE SYSTEM OVER THE
MEDIUM-RANGE PERIOD (1977-2001) EXPRESSED AS PER-
CENT OF TAXABLE PAYROLL, BY TYPE OF CHANGE, PRESENT
LAW AND THE COMMITTEE BILL

(In percent)

Item OASI Dl Total

Medium-range actuarial balance

under presentlaw............... .. -145 -0.89 -2.34
Effect of decoupling................ +1.68 +.55 +2.23
Effect of new (wage-indexed) bene-

fitformula....................... —-1.22 -.32 -1.54
Increase in wage base for em-

ployers....................... ... +.33 +.07 +.40

Increase in earnings base for em-

ployees and self-employed per-

SONS. ..o oottt +.09 +.01 +.10
Increase in self-employed tax rate.. +.05  +.01 +.06
Government pension offset for

spouses’ benefits.............. .. +.06 +0 +.06
Increase in exempt amount in re-

tirement test...................... -.16 =0 -.16
Change in method of applying gen-

eral benefit increases to actuar-

ially reduced benefits............. +.13  +0 +4.13
Delayed retirement increment for

widows and widowers and em-

ployer tax relief for affiliated

corporations. ... .................. -0 -0 -0
Eliminating retroactive payments

of actuarially reduced benefits.... +4.02 <0 +.02
Revised tax schedule. .............. 4+1.31 +.63 4+1.94

Total effect of changes in bill... +42.29 +.96 +3.24

Medium-range actuarial balance
underbill .. ....................... +.84 +.06 +.90

Note: Expenditures and taxable payroll are calculated under the intermediate
set of assumptions (alternative I1) which are described in the 1977 Report of the
Board of Trustees of the Federal Old-Age and Survivors Insurance and Disability
Insurance Trust Funds. These assumptions incorporate ultimate annual increases
of 534 percent in average wages in covered employment and 4 percent in the Con-
sumer Price Index, an ultimate unemployment rate of 5 percent, and an ultimate
total fertility rate of 2.1 children per woman. Taxable payroll is adjusted to take into
account the lower contribution rates on self-employment income, on tips, and on
multiple-employer ‘“‘excess wages” as compared with the combined employer-
employee rate.
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TABLE 11.—CHANGES IN ACTUARIAL BALANCE OF THE OLD-
AGE, SURVIVORS, AND DISABILITY INSURANCE SYSTEM
OVER THE LONG-RANGE PERIOD (1977-2051) EXPRESSED
AS PERCENT OF TAXABLE PAYROLL, BY TYPE OF CHANGE,
PRESENT LAW, AND THE COMMITTEE BILL

[In percent)

item OASI 0]] Total

Long-range actuarial balance under

presentlaw....................... —-6.06 --2.14 —8.20
Effect of decoupling... . . . ...... +9.63 4232 +411.95
Effect of new (wage-indexed) bene-

fitformula. ....................... —6.18 -—-1.31 —7.49
Increase in wage base for em-

ployers..... ... P +.22 +.05 +.27

Increase in earnings base for em-
ployees and self-employed per-
SONS......... . +.05 <0 +.05
Increase in self-employed taxrate.. +.08  +.02 +.10
Government pension offset for

spouses' benefits............... ... +.05 +0 +.05
Increase in exempt amount in re-
tirementtest. ... ... ... .. ... .. ..... -.17 =0 -.17

Chan?es in method of applying gen-
eral benefit increase to actuar-

ially reduced benefits. ... ........ +.25 <40 +.25
Delayed retirement increment for

widows and widowers and em-

ployer tax relief for affiliated

corporations. . .................... -01 =0 -.01
Eliminating retroactive payments

of actuarially reduced benefits.... +.01 <40 +.01
Revised tax schedule.... . .. . . ... +2.17 +1.08 +3.25

Total effect of changes inbill... +6.10 4+2.16 +8.26

Long-range actuarial balance under
bill ... +.04 +.03 +.06

Note: Expenditures and taxable payroll are calculated under the intermediate
set of assumptions (alternative I1) which are described in the 1977 Report of the
Board of Trustees of the Federal Old-Age and Survivors Insurance and Disability
Insurance Trust Funds. These assumptions incorporate ultimate annual increases
of 534 percent in average wages in covered employment and 4 percent in the Con-
sumer Price Index, an ultimate unemployment rate of 5 percent, and an ultimate
total fertility rate of 2.1 children per woman. Taxable payroll is adjusted to take into
account the lower contribution rates on self-employment income, on tips, and on
multiple-employer ‘‘excess wages' as compared with the combined employer-
employee rate.
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These long-range estimates are based on the usqum?ion that average
earnings will increase after 1952 at an annual rate of 534 percent, and
that the CPI will increase at 4 percent per year,

It is estimted that the changes made by the bill would provide a
wound actuarial position for the old-age. survivors, and disability
insurance program. because the system would be in close actuarial
lalance (+0.06 percent of taxable pavroll).

2. INCOME AND OUTGO IN NEAR FUTURE FOR THE OASDI SYSTEM

Tables 12-14 show the progress of the OASI, DI, and combined
OASDI trust funds under present law in the past and under the com-
mittee bill in the future.

TABLE 12.—OPERATIONS OF THE OLD-AGE AND SURVIVORS
INSURANCE TRUST FUND, UNDER THE COMMITTEE BILL,
CALENDAR YEARS 1972-87

[Dollar amounts in billions])

Fund at

beginning

of year as a

percentage

of dis-

burse-

ments

Net Fund at during

Disburse- increase end of the com-

Calendar year Income ments in fund year ing year

1972............ $40.1 $38.5 $1.5 $35.3 88

1973............ 48.3 47.2 1.2 36.5 75

1974......... ... 54.7 53.4 1.3 37.8 68

1975 ... ..... 59.6 60.4 -8 37.0 63

1976 . ........... 66.3 67.9 —1.6 35.4 54
Estimated future

experience:

1977 ........ 72.5 75.6 -3.1 32.3 47

1978........ 78.5 84.1 —5.5 26.8 38

1979...... .. 92.1 92.9 —.8 26.0 29

1980........ 101.9 101.4 .5 26.5 26

1981. ... ... 115.2 109.7 5.4 31.9 24

1982 ........ 124.3 118.1 6.2 38.1 27

1983 . ....... 133.3 126.9 6.4 44.5 30

1984. ... .. .. 142.4 136.5 5.9 50.4 33

1985.. . ... .. 158.8 146.7 12.1 62.5 34

1986.. ... ... 170.6 157.6 13.0 75.5 40

1987 ........ 182.2 169.1 13.1 88.5 45
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TABLE 13.—OPERATIONS OF THE DISABILITY INSURANCE

TRUST FUND UNDER THE COMMITTEE BILL, CALENDAR
YEARS 1972-87

[Dollar amounts in billions)

Fund at

beginning

of year as a

percentage

of dis-

bursements

Net Fund at  during the

Disburse- increase end of coming

Calendar year Income ments in fund year year

1972............ $5.6 $4.8 $0.8 $/.5 140

1973............ 6.4 6.0 5 7.9 125

1974............ 7.4 7.2 2 8.1 110

1975............ 8.0 8.8 —.8 7.4 92

1976............ 8.8 10.4 -1.6 5.7 71
Estimated future

experience.

977........ 9.6 12.4 -2.4 3.3 48
1978........ 13.8 13.6 2 3.5 24
1979........ 16.0 15.3 J 4.2 23
1980........ 17.7 17.2 5 4.7 24
1981........ 21.0 19.0 1.9 6.6 25
1982........ 22.8 21.0 1.8 8.4 31
1983........ 24.4 23.1 1.3 9.7 36
1984........ 26.1 25.4 V4 10.4 38
1985........ 32.0 28.0 4.0 14.4 37
1986........ 34.7 30.6 4.1 18.4 47
1987........ 37.1 33.5 3.6 22.1 55
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TABLE 14.—OPERATIONS OF THE OLD-AGE AND SURVIVORS
INSURANCE AND THE DISABILITY INSURANCE TRUST FUNDS,
COMBINED, UNDER THE COMMITTEE BILL, CALENDAR
YEARS 1972-87

[Dollar amounts in billions)

Funds at

beginning

of year as a

percentage

of dis-

burse-

Net  Funds at ments

Disburse- increase end of during the

Calendar year Income ments in funds year coming year

1972............ $45.6 $43.3 $2.3 $428 93

1973............ 54.8 53.1 1.6 44 .4 80

1974 ... ... ... 62.1 60.6 1.5 45.9 73

1975............ 67.6 69.2 -1.5 44.3 66

1976............ 75.0 78.2 -3.2 41.1 57
Estimated future

experience:

977........ 82.1 87.6 -5.5 35.6 47
1978........ 92.4 97.7 -54 30.2 36
1979........ 108.0 108.1 -.1 30.1 28
1980........ 119.6 118.5 1.0 31.2 25
1981........ 136.1 128.8 7.4 38.5 24
1982 . ... ... 147.1 139.1 8.6 46.5 28
1983........ 157.7 150.0 7.7 54.2 31
1984...... .. 168.5 161.9 6.6 60.8 33
1985........ 190.7 174.7 16.1 76.9 35
1986........ 205.3 188.2 17.1 93.9 4]
1987........ 219.3 202.6 16.7 110.0 46

95-870 O - 717 -5
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3. LONG-RANGE OASDI COST ESTIMATES

Table 15 shows the long-range cost estimates of the OASDI systen
as modified by the committee bill.

TABLE 15.—ESTIMATED EXPENDITURES OF OLD-AGE, SUR.
VIVORS, AND DISABILITY INSURANCE SYSTEM AS PERCENT
OF TAXABLE PAYROLL UNDER THE COMMITTEE BILL, FOR
SELECTED YEARS 1977-2055

[In percent]

Expenditures as percent of
taxable payroll !

Combined

Old-age employer-

and employee

survivors Disability tax rate
Calendar year insurance insurance Total in bill  Difference
1977............ 9.39 1.50 10.89 9.90 —0.99
1978 ... ... .. .. 9.39 1.53 10.92 10.10 —.82
1979............ 8.81 1.45 10.27 10.17 —.10
1980............ 8.74 1.48 10.22 10.17 —.05
1981............ 8.68 1.51 10.19 10.70 51
1982. . .......... 8.73 1.56 10.28 10.70 42
1983............ 8.77 1.60 10.36 10.70 34
1984............ 8.85 1.65 10.50 10.70 .20
1985............ 8.82 1.68 10.51 11.30 .79
1986.......... .. 8.89 1.73 10.62 11.30 .68
1987............ 8.88 1.76 10.63 11.30 67
1988. ... ..... .. 8.93 1.83 10.76 11.30 54
1989............ 8.95 1.88 10.83 11.30 57
1990............ 8.97 1.93 10.90 12.20 1.30
1991 ........... 8.99 1.98 10.97 12.20 1.23
1992............ 9.02 2.02 11.04 12.20 1.16
1993............ 9.05 2.07 11.12 12.20 1.08
1994. ... .. ... 9.09 2.12 11.20 12.20 1.00
1995. ........... 9.12 2.17 11.29 13.40 2.11
1996. .. ......... 9.13 2.23 11.36 13.40 2.04
1997............ 9.15 2.29 11.43 13.40 1.97
1998............ 9.17 2.35 11.52 13.40 1.88
1999. ... ... ... 9.19 2.41 11.60 13.40 1.80
2000......... ... 9.21 2.47 11.68 13.40 1.72
2001............ 9.23 2.53 11.76 14.60 2.84

See footnotes at end of table.
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TABLE 15.—ESTIMATED EXPENDITURES OF OLD-AGE, SUR-
VIVORS, AND DISABILITY INSURANCE SYSTEM AS PERCENT
OF TAXABLE PAYROLL UNDER THE COMMITTEE BILL, FOR
SELECTED YEARS 1977-2055—Continued

[In percent]

Expenditures as percent of

taxable payroll!

. Combined

Old-age employer-

and employee

survivors Disability tax rate
Calendar year insurance insurance Total in bilt  Difference
2005............ 9.28 2.78 12.06 14.60 2.54
2010............ 9.86 3.02 12.88 14.60 1.72
2015............ 11.03 3.13 14.16 15.60 1.44
2020............ 12.57 3.15 15.72 15.60 —-.12
2025. ... ...... 14.10 3.04 17.13 15.60 —1.53
2030............ 14.96 2.90 17.86 15.60 —2.26
2035............ 15.03 2.81 17.85 15.60 —2.25
2040. ........... 14.53 2.83 17.36 15.60 —-1.76
2045 ........ ... 14.04 2.91 16.95 15.60 —-1.35
2050............ 13.87 2.94 16.81 15.60 —-1.21
2055. . .......... 13.94 294 16.88 15.60 —1.28

25-gr averages:
1977-2001 .. .. 9.01 1.91 10.92 11.83 90
2002-26. . . . .. 11.18 3.00 14.18 15.24 1.06
2027-51. ... .. 14.49 2.88 17.37 15.60 —-1.77
75-yr avera?e:

1977-2051.... 11.56 2.60 14.16 14.22 .06

! Expenditures and taxable payroll are calculated under the intermediate set of
assumptions (alternative I1) which are described in the 1977 Report of the Board of
Trustees of the Federal Old-Age and Survivors Insurance and Disability Insurance
Trust Funds. These assumptions incorporate ultimate annual increases of 5%
percent in average wages in covered employment and 4 percent in the Consumer
Price index, an ultimate unemployment rate of 5 percent, and an ultimate total
fertility rate of 2.1 children per woman. Taxable payroll is adjusted to take into
account the lower contribution rates on self-employment income, on tips, and on
multiple-employer ‘‘excess wages’’ as compared with the combined employer-

employee rate.



Bagic Assumptions for Cost Eetimates for Old- Survivors, and
‘ Disability Insurance Symm -

1. GENERAL BASIS FOR LONG-RANGE COBT ESTIMATERS
Lx

. The long-range estimates for the old-age, survivors, and disability
insurance program presented in this report are based on the assump-
tion that average earnings in covered employment will increase after
1982 at an annual rate of §% percent. Similarly, the assumption has
been made that the CPI will increase at an annual rate of 4 percent.
increases for both earnings and the CPI are assumed for the
early years. These assumptions yield, over the long range, an implied
increase in real earnings of 1% percent per year, which is based on the
actual average experience of the last 25 years (estimated at about
1.7 percent per year, based on annual averages for the period 1956-76),
asltbough recent experience has been much lower (about 1.1 percent
in the last 15 years and 0.5 percent in the last 10 years, based on
annual averages).
The estimates reflect the effects, under present law and under the
as it would be modified by the committee bill of various
ha assumed to occur as a result of the automatic-adjustment pro-
visions. Table 16 summarizes those changes.

3. MEASUREMENT OF COSTS IN RELATION TO TAXABLE PAYROLL

Long- costs included in this report are expressed as a percent-
age of taxable payroll. This measure is used because it is directly com-
parable to the combined employer-employee tax rate. Because of this
characteristic the ade?‘uac of any tax schedule can be readily deter-
mined and new tax schedules can be readily designed to meet the cost
of the program.

It should be observed that the assumptions of constant annual in-
creases in average earnings and in the were not adopted because
it was believed that these increases would remain constant in the future.
These assumptions are intended to represent average increases over
the long-range future, with the increases being higher in some years
and lower in others.

The long-range cost estimates are based on assumptions that are
intended to represent close to full employment (average unemploy-
ment is assumed at 5 percent of the labor force). The agreggate amount
of earnings taxable in 1977 under the base of $16,500 is estimated at
about $824 billion. Similarly it is estimated that $917 billion of earn-
ing will be taxable in 1978 under the scheduled $17,700 earnings base.
The latter amount of total earnings taxable is projected to increase
in the future as the covered population grows and as the average tax-
able earnings increase due to adjustments in the earnings base as well
as to increases in average earnings in covered employment.

The long-range cost estimates presented in this report were prepared
for a 75-year period.



TABLE 16.—ASSUMED FUTURE CHANGES RESULTING FROM AUTOMATIC-ADJUSTMENT PROVISIONS
UNDER PRESENT LAW AND UNDER THE COMMITTEE BILL

Taxable earnings base

Annual exempt amount under

(i’eel:‘e‘rfai: Committee bill . the retirement test
increase ! Present Emrloyoé and

Calendar year (percent) law? self-employed Employer Present law Committee bill
1977. ... 5.9 $16,500 $16,500 16,500 ,000 ,
1978. ... 5.5 17,700 17,700 s17.700 s:::3),240 si.%
1979. ... 5.2 18,900 19,500 50,000 3,480 6,000
1980........... 5.0 20,400 21,000 50,000 3,720 6,480
1981.......... ...l 4.2 21,900 23,100 50,000 3,960 6,960
1982. ... i 4.0 23,400 24,600 50,000 4,200 7,
1983. ... . e 4.0 24,900 26,700 50,000 4,440 7,338
1984............ 4.0 26,400 28,200 50,000 4,680 8,400
1985. ... . 4.0 327,900 330,300 ¢ 75,000 34,920 18,880

1 Under present law, applies to both persons eligible for benefits
at the time of the benefit increase and to persons becoming elig ible
for benefits thereafter. Under the committee bill, applies only to
2rsons eligible for benefits as of the time of the benefit increase,

rs after 1978. Amounts are the same under present law and
under the committee bill.

s Amounts are the same for employees and self-employed persons.

3 Increases thereafter according to increases in average wages.

¢ Remains at $75,000 thereafter until the base for employees and
self-employed persons equals or exceeds $75,000, at which time the
employer base is increased, if necessary, to equal the base for
:hmployees and self-employed persons, with automatic increases

ereafter.
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Actuarial Cost Estimates for the Hospital Insurance Program

1. EFFECT OF THE BILL ON THE ACTUARIAL BALANCE OF THE HOSPITAL
INSURANCE PROGRAM

The only provisions in the committee bill that affect the actuarial
balance of the Hospital Insurance program are the change in the earn-
ings base and the modification of the tax schedule, as outlined in the
&recedm? sections. The financing ch alter slightly the actuarial

lance of the HI p from a deficit of — 1.16 percent of taxable
payroll uqde:.gueent w to a deficit of —1.22 percent under the bill.
as shown in table 19. Under both present law and the bill, the Hoepital
Insurance fund would become exhausted in 1987. The tax schedule

under the committee bill as compared with present law is shown in
table 17. |

TABLE 17.—CONTRIBUTION RATES FOR HOSPITAL INSURANCE
UNDER COMMITTEE BILL, AS COMPARED WITH THOSE

UNDER PRESENT LAW
[In percent]

Employer, employes, and self-
employed rate, each

Calendar year Present law Bill
1977. ... 0.90 0.90
1978....... 1.10 1.00
1979-80.............coii 1.10 1.05
1981-84...........................l 1.35 1.25
1985.......... 1.35 1.35
1986 andafter. ....................... 1.50 1.40

2. BHORT-RANGE ESTIMATES OF THE INCOME AND OUTGO OF
THE HOSPITAL INSURANCE PROGRAM

Estimates of the cash income and outgo and of the resulting balances
in the Hospital Insurance Trust Fund are shown in table 18 for the
past as well as for the next 10 calendar years.
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TABLE 18.—PROGRESS OF THE SOCIAL SECURITY HOSPITAL
INSURANCE TRUST FUND UNDER COMMITTEE BILL, CAL-
ENDAR YEARS 1972-87

[in billions)
Fund at
beginning
of year as a
Net Fund at percentage
Disburse- increase end of of outgo
Calendar year Income ments in fund year during year
1972............ 6.4 $6.5 -%$0.1 $2.9 47
1973............ 0.8 7.3 3.5 6.5 40
1974............ 12.0 9.4 2.7 9.1 69
1975............ 13.0 11.6 1.4 10.5 79
1976............ 13.8 13.7 . | 10.6 77
Estimated
future experi-
ence.
1977........ 16.1 16.2 —.1 10.5 66
1978........ 19.2 19.0 2 10.7 55
1979........ 23.4 22.2 1.2 119 48
1980........ 25.9 25.7 8 | 12.0 46
1981........ 32.7 29.7 3.0 15.0 40
1982........ 35.4 33.9 1.5 16.5 44
1983........ 37.8 38.5 -8 15.8 43
1984........ 40.0 43.7 -~3.7 12.1 36
1985........ 45.6 49.1 -3.5 8.6 25
1986........ 50.2 54.9 —4.7 3.8 16
1987........ 53.0 61.2 —8.2 —-4.3 6

3. LONG-RANGE COST ESTIMATES FOR TUHE HOSPITAL INBURANCE PROGRAM

The adequacy of a schedule of contribution rates to support the hos-
E.i.:: insurance system is measured by comparing on a xear-to-year
is the tax rates with the corresponding total costs of the program,
expressed as percentages of taxable payroll. The total cost of the pro-
gram in any year essentially is the combined employer-employee con-
tribution rate that will be sufficient to (a) provide the beneﬁlt,, payments
and administrative expenses for the year for insured beneficiaries and
(b) build the trust fund to the level of a year's disbursements and
maintain it at that level. If the tax rate and the total cost (expressed as
a percentage of taxable payroll) are exactly equal in each year of the
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75-year projection period and all projection assumptions are realized,
‘ax revenues along with interest income will be sufficient to provide for
hienefits and administrative expenses for insured persons and to build
'he trust fund gradually to the level of a year’s outgo by the end of
+he period. Financing schedules generally are designed with rate
rhanges occurring only at intervals of several years, rather than with
~ontinual year-by-year increases to match exactly with projected cost
‘ncreases. To the extent that small differences between the yearly costs
of the pro and the corresponding tax rates occur for <hort period-
of time and are offset by subsequent differences in the reverse direction.
ndequate financing will have been provided.

Table 19 shows the long-range cost estimates of the HI system a-
 modified by the bill and as compared with the taxes provided. As in-
Jdicated in this table, the HI tax rates scheduled in the bill would be
less than the total costs in nearly every vear of the 25-year projection
period. Under the proposed financing schedule, the assets in the
trust fund as a percentage of a year’s outgo decline from a level of 77
percent at the beginning of 1976 to a level of slightly over 40 percent
during the early 1980’s. The assets in the trust fund decline very rapidly
thereafter, with the fund projected to be exhausted completely in
1987. This is true under present law and under the committee bi?ly.

TABLE 19.—CHANGES IN ACTUARIAL BALANCE OF THE HOS.
PITAL INSURANCE SYSTEM EXPRESSED AS PERCENT OF
TAXABLE PAYROLL, BY TYPE OF CHANGE, PRESENT LAW AND
THE COMMITTEE BILL

item Percent
Actuarial balance under presentlaw.................. —-1.16
Increase in wage base for employers. . ............... +.07
Increase in earnings base for employees and self-
employed persons. .. ..., +.05
Revisedtaxschedule................. ... .. ... ... -.18
Total effect of changesinbill................... —.06
Actuarial balance under bill........................... -~1.22

Note: Expenditures and taxable payroll are calculated under the intermediate
set of assumptions (alternative i) which is described in the 1977 Report of the
Board of Trustees of the Federal Hospital Insurance Trust Fund. These assump-
tions incorporate ultimate annual increases of 53 percent in average wages in
covered employment and 4 percent in the Consumer Price Index, an ultimate
unemployment rate of 5 percent, and an ultimate total fertility rate of 2.1 children
per woman. Taxable payroll is adjusted to take into account the lower contribution
rates on self-employment income, on tips, and on multiple-employer ‘‘excess
wages" as compared with the combined employer-employee rate.
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TABLE 20.—ESTIMATED COST OF HOSPITAL INSURANCE SYS-
TEM AS PERCENT OF TAXABLE PAYROLL UNDER THE COM-
MITTEE BILL, FOR CALENDAR YEARS 1977-2001

{In percent)

Expend- Trust fund
tures building Total cost

under the and main- ofthe Tax rate .

Calendar year program! tenance?! program inbill? Difference
1977 ............ 1.99 0.15 2.14 180 -0.34
1978............ 2.11 15 2.26 2.00 -.26
1979............ 2.10 .14 2.24 2.10 -.14
1980............ 2.22 13 2.35 2.10 —.25
1981............ 2.36 12 2.48 2.50 .02
1982............ 2.52 12 2.64 2.50 -.14
1983............ 2.68 12 2.80 2.50 -.30
1984............ 2.86 11 2.97 2.50 -.47
1985............ 2.98 11 3.09 2.70 -.39
1986............ 3.13 11 3.24 2.80 -.44
1987............ 3.29 11 3.40 2.80 —.60
1988............ 3.47 A1 3.58 2.80 —.78
1989............ 3.67 .10 3.77 2.80 -.97
1990............ 3.84 .10 3.94 280 -1.14
1991............ 4.02 10 4.12 280 -—1.32
1992............ 4.20 .10 4.30 280 -1.50
1993............ 4.38 .10 448 280 -1.68
1994............ 4.57 .10 4.67 280 -—-1.87
1995............ 4.75 .09 4.84 280 -=2.04
1996............ 4.92 .09 5.01 280 =221
1997............ 5.09 .09 5.18 280 -—2.38
1998............ 5.28 .09 5.37 280 =257
1999............ 5.45 .09 5.54 280 -=2.74
2000............ 5.63 .09 5.72 280 -—292
2001........... . 5.80 .09 5.89 280 -3.09

Average®.... 3.73 A1 3.84 262 -1.22

! Ratio of benefit gaymonts and administrative expenses for insured beneficlaries
to taxable payroll. Taxable payroll is adjusted to take into account the lower con-
tribution rates on seif-emplioyment income, on tips, and on muitiple-employer
“excess wages.’’ :

f Allowance for building the trust fund balance to the level of a year’s outgo and
mainitainlng it at that level, after accounting for the offsetting effects of interest
earnings.

! Rate for employers and employees, combined.

¢ Average for the 25-yr period 1977-2001.
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ITI. REGULATORY IMPACT OF THE BILL

In compliance with paragraph 5 of rule XXIX of the Standing
Rules of the Senate, the following statements are made concerning the
regulatory impact of the bill.

The major purpose of the bill. as reported. is to improve the financing
of the social security program. While it will result in significant
economic impact on nearly all employers and employees. the regulator,
impact is expected to be minimal. What is involved is a higher tax
liability payable through the same mechanisms as under existing law.
The bill, as reported, does, however, include a number of provisions
related to the social security program benefit structure in addition
to the financing provisions. Some of these. such as the revision of the
basic benefit formula, would have regulatory implications primarily
for the agency personnel who are responsible for calculating benefit
liability. Other provisions, however, do have some relatively ~light
regulatory impact. A provision offsetting dependent spouses benefits
against public retirement pensions based on their own earnings would
require affected individuals to provide information about their public
pensions which is not required under present law. Some additional
paperwork would be required in verifying these pension amounts with
the agencies providing them.

A provision modifying the social security retirement test would
result in a lessening of regulatory impact in that many individuals
who are now required to file annual earnings reports would no longer
have to do so.

The bill also contains sections related to welfare programs. The sec-
tion dealing with the carned income dixregard provision would modify
and in many cases reduce the allowable deductions under the program.
This would involve regulations both implementing the statutory provi-
sions and to some extent interpreting them (for example, the bill pro-
vides that child care expenses would be allowed as a deduction only to
the extent that the Department specifies as reasonable in regulations).
The regulations would have an impact on those recipients who are
employed.

The committee does not believe that the other provisions of the bill
would have any significant regulatory consequences.

The numbers of persons affected by each of the provisions of the
bill, where available, are provided elsewhere in this report.

IV. VOTE OF THE COMMITTEE IN REPORTING
THE BILL

In compliance with section 133 of the Iegislative Reorganization
Act of 1946, the following statement is made relative to the vote by
the committee to report the bill.

The bill was ordered reported by a voice vote.
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V. BUDGETARY IMPACT OF THE BILL

In oon;glianco with section 252(a) of the Legislative Reorganization
Act of 1970 and sections 308 and 403 of the Congressional Budget Act,
the following statements are made relative to the costs and budgetary
impact of the bill. |

Pursnant to section 302(d) of the Congressional Budget Act of 1974,
the Committee on Finance submitted a report (Senate Report 95—457)
to the Senate on September 29, 1977, subdividing among programs the
allocations of budget authority and outlays designated for the com-
mittee in the conference report on the second concurrent resolution
on the budget for fiscal year 1978.

The Finance Committee allocations with respect to the programs
affected by this bill are reproduced below :

FINANCE COMMITTEE BUDGET ALLOCATIONS FOR FISCAL
YEAR 1978

[In billions of dollars]

Budget authority Outlays
Control- All Control- All
lable other lable other
Program amounts amounts Total amounts amounts Total
Social security. . .............. 89.5 895 -—-04 92,6 92.2
Assistance programs;
AFDC, SS|, etc....... -0.3 11.6 11.2 -3 120 11.7
Fiscal relief for State :
and local welfare
costs................ +5 ........ D 45 ........ .5

The amendments made by the bill are consistent with the totals
shown above for the s m of social security. The fiscal relief provi-
sion in the bill provides %or spending which is less by $0.1 billion than
the amount allowed for in the allocation report and the AFDC provi-
sions in the bill have savings of $0.2 billion as compared with savin
of $0.3 billion assumed in the allocation report. The committee is simul-
taneously reporting the bill H.R. 7200 which has additional savin
in assistance programs. The net impact of the two bills would be well
within the amounts assumed in the allocation report issued by the
rommittee.

The committee consulted with the Congressional Budget Office
during the course of deliberations on the bill. An estimate of the budg-
ctary impact of the bill prepared by CBO was received by the commit-
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tee on November 1, 1977, and this estimate is printed at the end of this
section of the neport. The committee, however, elects to adopt as its es.
timates for titles I and II of the bill the estimates prepared by the
Office of the Actuary of the Social Security Admm:stntaon except as
noted. The tables below show the estimates for the next 5 fiscal
of the cost and savings and revenue effects of the bill as

The committee notes that the estimated amount of benefit psyments
in the first table will affect outlays but not budget authority. The
revenue estimates shown in the second table will affect budget author-
ity as well as revenues (an increase in revenues results in a corre-
sponding increase in budegt authority' because permanent law ap-
propriates to the social security trust funds the amount which is col-
lected as social security taxes). The bill has no revenue impact in
fiscal year 1978. The committee is aware that the increase in revenues
under the social security program could be offset for unified budget
pu by some decrease in general revenues because of the deduc-
tibility of emplo r taxes. However, economists have widely varying
opinions as to £ extent to which employers absorb such increases
in the short run or pass them through to consumers. Accordingly, the
lc,olxiumttee has not attempted to estimate this secondary impact of the

i



TABLE 21.—INCREASED REVENUES TO SOCIAL SECU

[in millions]

RITY TRUST FUNDS UNDER THE COMMITTEE BILL

Increased
base for lncreased
Increased employees Reallocation
base for and self- between employed Increased

Fund and fiscal year employers employed funds rate tax rates Total
OASDI:

1078, e $1,245 $1,245

1079 . .. e $1,960 $147 1,232 $1,202 4,541

1980. . . ... e 6,022 515 1 114 1,841 9,492

1981 .. .. .. e 6,337 675 2, '069 $79 5, '716 14,876

1982. ... 6,525 1,001 2 613 399 7 912 18,450
HI 1083, . ... e 6,681 1 143 2 798 428 8 475 19,525

1978, e —1,245 —1,245

1079, ... e 436 32 -1, 1232 —764

1980. . ... . e 1,338 110 —1 114 334

1981, .. e 1,518 160 -2, '069 —-391

1982, . 1,779 262 —2 613 —-572

1083 . ... .. i 1,822 300 —2 798 —676
OASDHI:

1978, . .. e

1979 . ... e 2,396 179 1,202 3,777

1080, . ... e 7,360 625 1,841 o, '826

1081, .. .. e 7,855 835 79 5,716 14,485

1082 . ... e 8,304 1,263 399 7,912 17,868

1083, ... .. i 8,503 1, '443 428 8,475 18, '849

| ¥



TABLE 22.—ESTIMATED AMOUNT OF ADDITIONAL OASDI BENEFIT 'PAYMENTS RESULTING FROM THE
COMMITTEE BILL, FISCAL YEARS 1978-83

[(In millions]
1978 1979 1980 1981 1982 1983
Increases in retirement test exempt amount. ... ... $2,293 $2,298 $2,474 $2,577 $2,672
Increase in benefits of surviving spouses, resulting

from 'deceased worker's delayed retirement

CrOAILS . . e $2 4 4 7 9 12
Decoupling based on wage-indexed earnings........ —-19 -—133 -—-385 —763 -1,335
Offset to benefits of spouses receiving public retire-

MeNt PENSIONS. ... oo iieeeia e —~136 ~-310 —49%6 —696 -944 -1,202
Limit increases in actuarially reduced benefits.... .. —45 =230 -—440 684 -916 -—1,086
Eliminate retroactive payments of actuarially re-

duced benefits. ... ... ..o 292 534 546 558 —563 —-568
Increase in contribution and benefit base........... ® 3 10 23 47

Total amount of additional benefit payments.. —471 1,204 690 168 =577 -—1,460

t The committee has adopted the administration's estimate of the mittee amendment offsetting
against such pensions.
3 Less than $500,000

savings from the administration proposal regarding benefits for
dependent spouses as the estimated savings from the related com-

government-employee pensions

(4’
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TABLE 23.—COST OF PAYMENT FOR NONPROFIT ORGANIZA.-
TIONS AND GOVERNMENTAL ENTITIES !

Fiscal year Billion

8 7 2 $0
) R 7 L OO OO 83
LOBO ... ettt s e 312
8- ) SRR 319

1 Assumes appropriations action.



TABLE 24.—ESTIMATED ADDITIONAL AMOUNT OF OASDI BENEFIT PAYMENTS IN CALENDAR YEARS 1978-83

[In millions)
Additional benefit payments by calendar year
1978 1979 1980 1981 1982 1989
Increases in retirement test exemptamount.......... $782 $1,991 $2,378 $2,486 $2,597 $2,677
Increase in benefits of surviving spouses, resultin
from deceased worker's delayed retiremen
credits........ e e 3 4 5 7 10 13
Decoupling based on wage-indexed earnings......... -31 -—-189 -—461 888 -1,509
Offset to benefits of spouses receiving public retire-
mentpensions...................cooiiiiiiiinnn.n. -190 -—-362 -—-545 -—-767 -1,008 -1,289
Limit increases in actuarially reduced benefits. ... . .. —90 -280 -500 -—751 -—948 -1,157
Eliminate retroactive payments of actuarially re-
ducedbenefits.................................L. —-424 536 550 559 565 —569
Increase in contribution and benefitbase............ ® 4 11 29 54
Total amount of additional benefit payments. . . 81 786 603 —34 —773 -—1,780

1 The committee has adopted the administration’s estimate of the mittee amendment offsetting 9wernmoét-0mployoo pensions

savings from the administration proposal regarding benefits for
dependent spouses as the estimated savings from the related com-

against such pensions.

! Less than $500,000.

/4
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TABLE 25.—COMMITTEE ESTIMATES OF THE COST IMPACT OF
WELFARE PROVISIONS OF THE BILL

[In millions of dollars]

Cost impact in fiscal year—

Provision * 1978 1979 1980 1981 1982
Fiscal relief........... +400 ........ S o
Incentive payments

for low error rates. .. ) ¢) Q) Q) Q)
"Gnormation Y o e 0o

information. . ... . ..
State demonstration {

project authority. . .. ™ ) ®) ¢) *)
Earned income

disregard®.......... —~175 =230 =241 =261 =276

1 No precise estimate of the cost of implementing these provisions is available
(except that the demonstration project authority involves no new Federal fundln%).
However, the committee estimates that the net impact of these provisions will be
a reduction in welfare costs more than offsetting any implementation costs.

’ 189.7%” on Administration estimates adjusted for less than full year impact
in .

CONGRESSIONAL BUDGET OFFICE ESTIMATE

The estimate received by the committee from the Congressional
Budget Office is reprinted below :

ConcressioNAL Buoeer Orrice,
U.S. CoNaGRess,
| Washington, D.C., November 1,1977.
gon. RUBSEC['.L Loxag, P
hairman, Committee on Finance,
U.S. Senate, Washington, D.C.

Dear MRr. CHAIRMAN : Pursuant to Section 403 of the Congressional
Budget Act of 1974, the Congressional Budget Office has prepared the
attached cost estimate for H.R. 5322 which includes the Social Secu-
rity Amendments of 1977. |

hould the Committee so desire, we would be pleased to provide fur-
ther details on the attached cost estimate. o
Sincerely,
Avice M. Rivin, Director.

CoNGResSIONAL Bupcer OrFrFicE

COST ESTIMATE

NoveMmser 1, 1977.
1. Bill Number: H.R. 5322. |
2. Bill Title: Act to provide duty free treatment for Istle (Provi-
sions related to social security and welfare).

985-970 0-17-5
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3. Bill Status: Reported by the Senate Committee on Finanee, No-
vember 1, 1977.

4. Bill Purpose: The primary purposes of this bill are (1) to
strengthen the financing of the social security system ; (2) to reduce
the effect of wage and price fluctuation on the system’s t struc-
ture; (3) to allow higher earnings for social security recipients; (4)
to eliminate certain pension related and windfall benefits; (5) to pro-
vide fiscal relief to states and to make certain changes in the program
of Aid to Families with Dependent Children.

5. Cost Estimate : Title L.—Social security provisions.

ESTIMATED CHANGE IN OASDHI REVENUES, TRUST FUND
BASIS, FISCAL YEARS®

[In billions of dollars)

1978 1979 1980 1981 1982 1983

OASDI............. 1.3 50 100 158 203 21.6

... 13 -6 4 -2 -a 5
OASDHI......... 0 44 104 156 199 22.1
ESTIMATED CHANGE IN BUDGET AUTHORITY FOR OASDHI,

FISCAL YEARS *

OASDI............. 15 53 107 17.7 274 342

HIL .. —14 -7 -6 —a&a Z6 7
OASDHI......... 1 46 101 173 268 349

! Estimates based on Congressional Budget Office macrosconomic assumptions.

Estimated change in OASDI outlays, fiscal years !

OASDI, total: - Billions
1978. ... .. s —$0.5
1970 . . e 2
1980 . ... -.1
108 .. e -5
1982 . . -1.1
1983 . . —1.9

1 Estimates based on Congressional Budget Office macroeconomic assumptions.

T'itle I1.—Miscellaneous (negligible cost). _
Title 111 —Certain provisions relating te fiscal relief and welfare
benefits.
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ESTIMATED CHANGE IN OUTLAYS, FISCAL YEARS'!
[In millions of dollars]

1978 1979 1980 1981 1982

Fiscal relief for

States with respect

to AFDC programs.. 400.0 0 0 0 0
Improved Adminis-

tration establish-

ment of quality

control system for

the AFDC pro-
grams.............. -6 -6 -7 -7 -8
Access to wage
information........ 0 0 0 0 0
State demonstration
projects............ 0 0 0 0 0
Earned income
disregard........... —175.0 —230.0 —241.0 —261.0 —276.0
Subtotal title lll.. 224.4 —230.6 —241.7 —261.7 —276.8

1 Estimates based on Congressional Budget Office macroeconomic assumptions.

6. Basis for Estimates (major components).
Title I.—Provisions Relating to the Old-Age, Survivors, Disability
and Health Insurance Programs.

A. REVENUE ESTIMATES

The table in Part 5 shows the differences in revenues between cur-
rent law and Sections 101, 102, and 103 of the Finance Committee
proposal. Section 101 raises the amount of wages upon which the
employer pays social security taxes to $50,000 effective in calendar year
1979. Section 102 raises this base for employees to the sum of what it
waould be under current law plus increments of $600 each in calendar
years 1979, 1981, 1983 and 1085. v

Section 103 advances the tax rates for employers and employees
beginning in calendar year 1979. There is also a realignment of rates
from the 'ho?ipltp,l insurance portion of the program to the old age
survivors and disability portion. In addition, the historical ratio of
self-employed rates to wage earners rates is restored to 1.5.

Budget authority for OASDI under the bill would increase‘:s
approximately the same amount as receipts in fiscal year 1978,
by greater amounts in subsequent years because of additional interest
generated by the larger trust fund balances. Budget authority for the
HI account falls because of reduced revenues and reduced interest.
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B. CHANGES APFECTING OUTLAYSB

The table below summarizes the major provisions affecting OASDI
outlays:

{In billions of doillars)

Fiscal years—
1978 1979 1980 1981 1982 1983

Decoupling............................. -0.02 -0.13 -0.39 -0.76 -1.34
Raise exempt amount in
earningstest......................... 1.20 1.39 1.51 1.63 1.77

Allow widows to collect in-
creased benefits of hus-

band’s delayed retirement.. (%) (O] .01 01 .01 0l
Pension offset to spouse
benefit...................... -0.17 -27 -41 -43 -53 -—.64
Limit windfall increases for
early retirement......... .... -05 -23 -45 -68 -91 -1.17
Limit on retroactive benefits.. —29 —-53 -55 -—-56 -.56 -57
Total.................... -.51 A5 —-14 =54 -1.12 -194
1 Less than $5,000,000.

Sectron 104.—Stabilization of replacement rates in the old-age, sur-
vivors, and disability insurance rg:gmm

This provision changes the p ure for calculating primary insur-
ance amounts for persons becoming eligible for old-age, survivor or
disability benefits, starting January 1, 1979.

The new system is “decoupled” in that primary insurance amounts
(PIA’8) for new beneficiaries will be determined by a different proce-
dure than will be used to index benefits of existing beneficiaries. For
the latter group, benefits will in effect be subject to the same automatic
itdjustments for changes in the Consumer Price Index as under current
aw.

Under the new procedure the PIA for new beneficiary awards would
be calculated as: 92 percent of the first $180 of ave indexed monthly
earnings (ATME), 33 percent of the next $895 of ATME and 15 per-
cent of ATME over $1.075. The “bend points” in the formula are to be
adjusted (i.e., indexed) each year for changes in avbrage wages. As
indicated in the bill the adjustments would be based on changes in “the
average of the wages (as so defined) of all employees as reported to
the Secretary of the Treasury for the calendar year 1977.” The precise
construction of the average of the total wages is not specified by the
bill, but is to be defined in regulations of the Secretary of Health, Edu-
cation,and Ytel}ﬁ:lm. 3 . i T

Because of the de ence on “wage indexing” in the new procedure,
it is difficult to wt%ennate the effecatgeon costs of the new decoupled
formula without knowing how “the average of the total wages” would
be measured. One interpretation would be that an actual wage index
would be constructed in a manner analagous to that of the Consumer
Price Index. Such an index would be adjusted for changes in the
experience and skill of the work force and would be unaffected by
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in hours and weeks worked per worker. Another interpreta-
tion of the bill would be that total wages would be the sum of wages
subject to withholding, as reported to the Internal Revenue Service,
and divided by the number of individuals reported on the withholding
statements. In this case the change in average wages could be quite
unpredictable and would be affected by factors such as changes 1n
hours and weeks worked per individual and by changes in the rate of
job turnover (since the number of different employees each wage
carner works for would affect the total number of workers as reported
by employers on their W-2 forms).

The actuaries of the Social Security Administration have made the
above estimates of the effect of decoupling (including the changes in
the minimum benefit and the delayed retirement increment). The actu-
aries’ estimates assume that for purposes of implementing the de-
coupling proposal “average earnings” would increase at a rate con-
sistent with that shown in the 1977 trustees’ report. The new benefit
formula yields a saving over current law because under the trustees’
assumptions of future inflation, the relation between benefits and past
earnings would rise faster than under the provisions of the bill.

Section 191.—Change in retirement test.

This section would raise the amount a retiree may earn without losing
benefits to $4,500 ($375 per month) in calendar year 1978 and $6,000
($500 per month) in 1979, with subsequent increases indexed to in-
creases in annual earnings. {Inder current law, the earnings test is
scheduled to be $3,.240 andg;3,480 in 1978 and 1979, respectively.

For this estimate, 1973 and 1975 actual earnings and benefit dis-
tributions were used, projected forward using the current CBOeco-
nomic assumptions. It 1s assumed that the relationship between lifetime
earnings and earnings in retirement remain the same over time.

These estimates are presented in two parts. The first refers to those
individuals already on the social security rolls but receiving reduced
benefits. (Persons 65 years and over receiving medicare but losing all
retirement benefits are included.) This group could continue to earn
the same amounts and receive higher benefits under the new provision.
Approximately half of the total cost for this section can be attributed
to this group of retirees. (The fiscal year 1979 figures include that
p;;; ;)f the calendar year 1978 cost paid retroactively in fiscal year
1979.

The second group of individuals to be affected are those who are not
currently retired but may be induced to file for OASI benefits under
this provision of the bill. These people had no reason to file before,
sinoe they would have lost all or most of their benefits under the cur-
rent law earnings test. It is assumed almost all of the working 65-71
year olds have filed for social security for the medicare benefit, even
though they might lose all other benefits because of earnings. There-
fore, this second group consists of persons aged 62 to 64 years, who are
not entitled to medicare but are induced to file for benefits at the re-
&gtoed benefit for early retirees as a result of the change in the earnings
For this second group of individuals, three possible paths of in-
creases in beneficiaries were estimated based on three types of assump-
tions. The final estimates use the median path. The median path lsmo-
Jects 195.000 additional 62-64 year olds (and dependents) would have
to be paid benefits for the first time when they sign up.
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The following tables summarize the relationships. Table Y shows
how the median path wonld change the percentage of eligibles who
are retired (for men) versus the historical flow. There has been a
steady 2-3 percent annual increase of this age group onto the rolls,
even with major changes in the earnings test, such as in 1972-78. The
median path predicts an additional 2-3 percent increase (for men)
onto the rolls when the law becomes effective. The high and low paths

assume higher or lower increases in this rate of increase. Equivalent
paths have also been calculated for women.

TABLE X.—COST TO CHANGE IN EARNINGS TEST
UNDER THREE ALTERNATIVES

(By fiscal years; in billions of doliars)

1979 1980 1981 1982 1983

Total cost, 62 to 71-year-olds: *

Medianpath............. .. 1.20 139 151 1.63 1.77
Highpath.................. 149 168 182 197 213
lowpath.................. 96 1.16 126 136 1.47
Cost for 62 to 64-year-olds:
Alreadyfiled............... 48 51 .56 .60
Induced to file:
Medianpath........... 43 43 47 52 .57
Highpath.............. J3 72 .79 86 .92
lowpath_.............. 19 20 .22 .24 .26

Total cost, 65 to 71-year-olds. . 38 .48 52 .56 .60

 Includes retroactive to Jan. 1, 1978, for fiscal year 1979.

TABLE Y.—MEN 62-64, MEDIAN PATH GROWTH ONTO SOCIAL
SECURITY ROLES

Total

Actual addi- Percent of

Eligible number Percent of tional eligible

to retire retired eligible benefi- who are

(197783 (197783 who are ciaries Total retired

: esti- esti- retired— under = under under

Calendar year mated) mated) oldilaw newlaw 'new law new law
1972........ 2,040 635 31.13
1973........ 2,053 690 33.61
1974..... ... 2,077 753 36.28
1975........ 2,104 787 37.41
1976........ 2,108 849 40.28
1977..... ... 2,122 897 42.27

1978. . ...... 2,136 948 44.38 60 1008 47.19

1979........ 2,150 1,002 46.60 124 1,126 52.37

1980....;... 2,165 1,059 4891 128 1,187 54.83

1981........ 2,179 1,120 51.40 132 . 1,252 57.46

1982........ 2,194 1,183 5392 136 1,319 60.18

1983........ 2209 1,250 56.59 140 1,390 62.92
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Section 183.—Pension offset to dependents’ benefits.

Under this provision, social security benefits to f:souses or survivi
spouses would be reduced by the amount of any federal, state or loca
provision payable to the spouse. The provision would apply to all those
filing for spouse benefits after October 31, 1977. Those husbands and
widowers, therefore, who had newly become eligible for benefits as a
result of the Goldfarb decision would lose their elitgibilit for these
benefits if they had not filed before that time and if they a suffi-
ciently large governmental pension.

As shown in the summary table, CBO estimates that the pension off-
set provision would save approximately $166 million in fiscal year
1978. As of August, 1977 about 31,000 husbands and widowers had
applied for benefits as a result of the Goldfarb decision. It was esti-
mated that another 10,000 would file before November 1, 1977. That
would leave some 110,000 who would have been eligible under the
Goldfarb decision but had not filed by November, and an additional
12,000 men estimated to become newly eligible. Assuming that benefits
for these husbands and widowers would average $1,215 for the months
remaining in fiscal 1978, gives an estimate of $148 million in savings
for husbands and widowers for the year, as a result of the provision.
To this is added an estimate of 10,000 wives and widows with govern-
mental pepsions who would receive reduced (or no) social security
benefits as a result of the provision, leading to savings of $18 million
in fiscal 1978. Estimates for years after 1979 were made by projecting
the group forward with the use of current mortality data and by
adding in those estimated to become newly eligible in future years.
Benefits were increased based on CBO’s current macroeconomic
assumptions. |

These estimates are based on very limited data on the number of men
and women estimated to receive state and local government pensions
and civil service pensions and on a more detailed study of the collection
of social security benefits by persons with civil service pensions.

Title I1].—

Section 301.—Fiscal relief for States with respeet to AFDC pro-
grams

This section would provide for $400 million in fiscal relief to states
shortly after Qctober 1, 1977. The allocation of the funds to states
would be reckoned such that each state’s proportion of the $400 million
1s an average of its proportion of AFDC costs for December 1976 and
a proportion based on the revenue sharing formula.

The cost of this provision for fiscal vear 1978 is simply the $400 mil-
lion in payments to states made shortly after October 1, 1977.

Fiscal vear: Millions
1078 . . $400
1070 . 0
1980 . ... 0
1981..................... b e e e e 0
108 . . 0

Section 308.—Improved Administration establishment of quality
control system for the aid to families with dependent children

programs.
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As an incentive to states to reduce errors, this provision would
establish a system of monetary rewards for states which reduce their
calculated error rates below 4 percent (the further below 4 percent,
the greater the reward).

Providing a financial reward for quality control would result in a
cost, but this would be offset by the saving which resulted from reduced
state overpayments. At this time, very few states, and only two major
AFDC states, are within a practical range of reducing their error rate
below the 4 percent base level anytime in the near future. Coupled
with the fact that the provision provides a relatively small monetary

incentive to states, CBO estimates that no major costs or savings will
result from this provision.

F isc? I9 %ar: Millions
.................................................. - $0.

1979 . ... s—.g

1980, ... -7

108l .. -7

1082, .. . -8

Section 303.—A ccess to wage information.

This provigion would make available to states wage information
contained in the records of the Social Security Administration and
unemployment compensation agencies. Though there would be both
costs and potential savings, the magnitude of neither is known.

Costs would be incurred for the administrative expense of process-
ing the records. Savings would be incurred if matching the records
uncovered illegitimate payments. Savings are particularly illusive
because the information from SSA records could be as old as eighteen

months so that the data may not be timely enough to be useful to the
states.

Section 304.—Earned income disregard.

This provision would do four things to the formula for calculating
the amount of income subtracted from the monthly AFDC nayment :

(1) It would change the way child care expenses are handled. Cur-
rently all child care expenses are disregarded in calculating the AFDC
benefit. Under this provision incoms used to calculate the di
would be reckoned net of child care expenses; (2) It would raise the
standard income disregard from $30 to $60 per month for full time
workers (part-time workers would remain at $30) ; (3) The formula
for the disregarded proportion of income (net of child care e )
over $60 ($30 for part-time workers) would be calculated as one-third
of net income between $60 and $360 per month and one-fifth of net
income over $360 per month; and (4) It would eliminate work ex-
penses as a disregard. ]

Changes 1 :;sa 3 would have the effect of lowering the provortion
of child care expenses which would be disregarded from the full
amount to about two-thirds of these e .

The overall effect of this provision would be to sharply reduce the
share of income working AFDC recipients could keep—from an
estimated 71 percent to 53 percent. This effect occurs primarily because

of the elimination of the work expense disregard. ("BO estimates that



the lowered incentive for persons to work and collect AFDC payments
at the same time would result in as many as 100,000 fewer people who
work while on AFDC out of azproximutely 500,000 who curreptly
work while collecting AFDC. This change in the composition of work-
ers on AFDC would be the result of three things: (1) Some would drop
off AFDC because their income would be too high for them to Tm.lify
for AFDC payments under the new provigsion (2) Some would cur-
tail working or quit work entirely because working would no longer pay
enough to be financially advantageous; and (3) Some would not go
on A%DC because the AFDC-work combination would become less
attractive. There are thus mixed effects on AFDC costs resulting from
this provision.

Section 305.—State demonstration projects.

This provision would allow States to use what would have been their
Federal share of AFDC payments to help pay AFDC recipients who
work in public service demonstration projects (on a voluntary basis)
instead of collecting AFDC. Additional costs for salaries over and
above the AFDC amount would be covered by State revenue sharing
funds. It is the legislative intent that no additional State administra-
tive costs will be incurred. Therefore, it is assumed that there will be no
significant increase in Federal costs as a result of this provision.

Eliminating the work expense disregard and lowerjng the propor-
tion of child care costs disregarded would result in lower AFDC costs.
However, raising the standard disregard and the fact that some pe?fple
will choose to work less and collect more AFDC would partially offset
the cost saving. The indirect effect of less people on AFDC would, of
course, result in some additional savings. CBO estimates that should
this provision be adogted, it would result in a net savings of $175 mil-
lion in fiscal year 1978.

Fiscal vear: Millions
1978 . . —$175
1070, .. 230
1980, . ... =241
108 . . —261
108, . —-276

7. Estimate Comparison : None.
-8. Previous CBO estimate : None. |
9. Estimate Prepared by : June O’Neill, Stephen Chaikind, Al Peden,
Deborah Kalcevic, Mick? Leveéy. |
10. Estimate Approved by :
June O’NenLL
(For James L. Blum,
(Assistant Director for Budget Analysis).

V1. Cranges IN ExisTing Law

In compliance with paragraph 4 of rule XXIX of the Standing
Rules of the Senate, ehanges in existing 1aw made by the bill, as re-
ported, are shown as follows (existing law proposed to be omitted is
enclosed in black brackets, new matter 1s printed in italie, existing law
in which no change is proposed is shown in roman) :
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SociaL SecoRITY AOT, A8 AMENDED

TITLE II—FEDERAL OLD-AGE, SURVIVORS, AND DIS-
ABILITY INSURANCE BENEFITS

Federal Old-Age and Survivors Insurance Trust Fund and
Federal Disability Insurance Trust Fund

Section 201. (a) * * ¢

(b) There is hereby created on the books of the Treasury of the
United States a trust fund to be known as the “Federal Disability In-
surance Trust Fund”. The Federal Disability Insurance Trust Fund
shall consist of such gifts and bequests as may be made as provided in
subsection (i) (1), and of such amounts as may be apern})lpri;ted to, or
deposited in, such fund as provided in this section. There is hereby
appropriated to the Federal Disability Insurance Trust Fund for the
fiscal year ending June 30, 1957, and for each fiscal year thereafter, out
of any moneys in the Treasury not otherwise appropriated, amounts
equivalent to 100 per centum o?—

(1) (A&‘ of 1 per centum of the wages (as defined in section
3121 of the Internal Revenue Code of 1954) paid after Decem-
ber 31, 1956, and before January 1, 1966, and reported to the Sec-
retary of the Treasury or his delegate pursuant to subtitle F of
the Internal Revenue Code of 1954, (B) 0.70 of 1 per centum of
the wages (as so defined) paid after December 31, 1965, and be-
fore Januut'lv] 1, 1968, and so reported, and (C) 0.95 of 1 per
centum of the wages (as so defined) paid after December 81,
1967, and before January 1, 1970, and so reported, (D) 1.10 per
centum of the w (as so defined) paid after December 31,
1969, and before January 1, 1973, and so reported. (E) 1.1 per
centum of the wages (as so defined) paid after December 31.
1972, and before January 1, 1974, and so reported, (F) 1.15 per
centum of the wages (as so defined) paid after December 81, 1973,
and before January 1, 1978, and so reported, [(G) 1.2 per centum
of the wages (as so éeﬁned) paid after December 81, 1977, and
before January 1, 1981, and so reported, (H) 1.8 per centum of the
wages (as so defined) paid after December 3], 1980, and before
January 1, 1986 and so reported, (I) 1.4 per centum of the wages
(as so defined) paid after December 31, 1985, and before January
1, 2011, and so reported, and (J) 1.7 per centum of the wages
(as so defined) paid after December 31, 2010, and so reported,
which wages shall be certified by the Secretary of Health, Educa-
tion, and Welfare on the basis of the records of wages established
and maintained by such Secretary in accordance with such
reports; and} () 1.550 per centum of the wages (as so defined)
paid after December 31, 1977, and before January 1. 1979, and so
reported, (H) 1.500 per centum of the wages (as so defined) paid
after Decomber 31, 1978, and defore January 1, 1981, and so re-
poried, (1) 1.650 per centum of the wages(as so defined) paid after
December 31, 1980, and before January 1, 1985. and so

(F) 1.900 per centum of the wages (as so defined) paid after De-
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cember 31, 1984, and before January 1, 1990, mdaonporud, (K)
2100 per centum of the wages (as 3o defined) after Deocember
31, 198.9 and before Janwary 1, 1995, (L) 8 er centum of the
amount of the wages (as so de ) after December 31, 1994,
mdbcfmlamyl 9001 ) £.700 per oentumofthaamuntof
the wages (as so defined {mula tarDeoember.SI 9000,¢mdba
January 1, 2011, and (N) 3.00 per centum of t}u the
wages (as so dcﬁ'wd) patd after December 31, 8010, and 80 re-
y WRich waqes shall be certified by the Scmtm;v/ of Health,
E'duoa&.on, and Welfare on the basis of the records of wages estab-
lished Mgnd maintained by such Secretary in accordcmce with such
(2) (A) of 1 per centum of the amount of self-employment
u}eo;nl; )(m mheecst;con 1402 off ttﬁxe'gnbemal Re}\:en:ixelCode
of 1 to the Secretary of the Treasury or his delegate
on tax returns under subtitle F of the Internal Revenue Code of
1954 for any taxable year beginning after December 31, 1956, and
before Ja.nuary 1, 1966 (B) and 0.525 of 1 per centum of the
amount of self-em) lovment income (as so defined ) so reported for
any taxable year ng after December 31, 1965, and before
January 1, 1968 an (C) 0. 7125 of 1 per centum of the amount of
self-emplo ent. income (as so defined) so reported for any tax-
able year beginning after December 81, 1967, and before Janu-
ary 1, 1970, (D) 0825 of 1 per centum of the amount of self-
employment income (as so defined) so reported for any taxable
ing after December 81, 1969, and before January 1,
1978 (E) 0.795 of 1 (;)er centum of the amount of self-employ-
ment income (as so defined) so reported for any taxable year
bﬁmm ng after December 81 1972, end before January 1, 1974,
(F') 0815 of 1 per centum of the amount of selfoenrployment
income (as so defined) as reported for any taxable year begmnn;%
after December 381, 1978, and before Jenuery 1, 1978, [(G) 0.8
of 1 per centum of the emount of eelf-enuployment mcome (as so
deﬁned) so reported for any taxable year beginning after Decem-
ber 81, 1977, a.nd before January 1, 1981, (H) 0.920 of 1 per cen-
tum of the amount of self-employment income (as so defined) so
reported for any taxable year beginning after December 31, 1980,
and before Jenua 1, 1986 (I) o. 990 of 1 per centum of the
amount of self-employment income (s so defined) so reported for
any taxable year nning after December 31, 1985, and before
January 1, 2011 (J) 1 per centum of the amount of self-
employment income (as so defined) so reported for any taxable
year beginning after mber 81, 2010, which self-employment
income shall be certified by the Secreta of Health, Education,
and Welfare on the basis of the reeords of self-emplovment in-
come established and maintained by the Secretary of Health,
Education, and Welfare in accordance with such returms.j (& )
I.0.90pa)rceﬂtum of t;w mwntof;:lfwmg»lwmmt%(as 80
so reported for tazable year beginning a ecem-
ber 31, 1977, and before wauan/ 1,1979, (H) 1.040 per centum of
the amount of self-em gelomﬂt income (aa 80 defined) so
for any taxable year beginning after December 31, 1978, and de-




fore January 1,1981, (I) 1.£375 per centum of the amount of self-
fncome (ac 80 defined) so reported for any tavable
after December 31, 1980, and before Javmary 1,
10&5, (J) 1425 centum of the amount of self oyment
income (as so defined) so re for any tavable year beginning
sfter December 31, 1980, and before January 1, 1984, (K}az.ms per
centum of the anwuntofulf—employmentmcome (as so defined) so
re for any tazable year beginning after December 31, 1990,
and before January 1, 1996 L) 1.800 per centum of the amount
of celL—em _income (as so0 defined) so reported for any
Mq ng after December 31, 1994, and be Janu-
ary 1, 2021 2. 025 per centum of the ‘amount o f-employ-
mcntmcome auodcﬂned) s0 reported for any le year be
ning after December 31,9000, and before January 1, 9011 and (N {"V
2250 per centum of the amount of adf-omployment mcome éa
80 de ) 80 reported for any taxable year beginning
oember 31, 2010, which self- nt encome ahall be aevtt
by the Semtm'y of Health, K ion, and Welfare on the baaw
of the records of nlf—emplovmcnt income established and main-
tained by the Secretary of Health, Education, and Welfare in ac-
cordanee with such returnas.

Old-Age and Survivors Insurance Benefit Payments

Old-Age Insurance Benefits

Sec. 202. (a) Every individual who—
(1) is a fully insured individual (as defined in section 214(a)),
( 2) has attained age 62, and
has filed a{)pllcatlon for old-age insurance benefits or was
entlt ed to disability insurance benefits for the month preceding
the month in which he attained the age of 65,
shall be entitled to an old-age insurance benefit for each month, be-
ginning with the first month after August 1950 in which such indi-
vidual becomes so entitled to such insurance benefits and ending with
the month preceding the month in which he dies. Exeept as provided
in subeectlon (q) and subsection (w), such individual’s old-age insur-
ance benefit for any month shall be equal to his primary insurance
amount (as defined in section 215(a)) for such month.

Wife's Insurance Benefits

(b) (1) The wife (as defined in section 216(b)) and every divorced
wife (as defined in section 216(d) ) of an individual entitled to old-age
or disability insurance benefits, if such wife or such divorced wife—

(A) has filed apphcatxon for wife’s insurance benefits,

(B). has attained age 62 or (in the case of a wife) has in her
care (individually or jointly with such individual) at the time of
filing such application a child entitled to a child’s insurance bene-
fit on the basis of the wages and self-employment income of such
individual,

sC in the case of a divorced wife, is not married, and
D) is not entitled to old-age or disability insurance benefits
or is entitled to old-age or disability insurance benefits based on
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a primary insurance amount which is less than one-half of the
primary insurance amount of such individual,
shall (subject to subsection (s) ) be entitled to a wife’s insurance bene-
fit for each month beginning with the first month in which she becomes
so entitled to such insurance benefits and ending with the month pre-
ceding the first month in which any of the following occurs—

E) she dies,

F') such individual dies,

G) in the case of a wife, they are divorced and either (i) she
has not attained age 62, or (1i) she has attained 62 but
has not been married to such individual for a period of 20 years
immediately before the date the divorce became effective,

(H) in the case of a divorced wife, she marries a person other
than such individual,

(I) in the case of a wife who has not attained 62, no child
of such individual is entitled to a child’s insurance benefit,

(J) she becomes entitled to an old-age or disability insurance
benefit based on a ¥rimary insurance amount which is equal to or
ea_tdceedu.ls one-half of the primary insurance amount of such indi-
vidual, or

(K) such individual is not entitled to disability insurance bene-

(;)itsémd is not entitl?idedto old- insurax(lct)a be:;ﬁts. b (4) of

xcept as provided in subsection (q) and parag o

this mbwmgn, such wife’s insurance benefit for each month shall be
equal to one-half of the primary insurance amount of her husband
(or, ;‘n the case of a divorced wife, her former husband) for such
month.

(3) In the case of any divorced wife who marries— '

(A) an individual entitled to benefits under subsection (f) or
(h), of this section, or

(B) an individusl who hes attained the age of 18 and is entitled
to benefits under subsection (d),

such divorced wife’s entitlement to benefits under this subsection shall,
notwithstanding the provisions of paragraph (1) (but subject to sub-
section (8)), not be terminated by reason of such marriage; except
that, in the case of such a marriage to an individual entitled to bene-
fits nnder subsection (d), the nreceding provisions of this paragraph
shall not apply with respect to benefits for months after the last month
for which such individual is entitled to such benefits under subsection
(d) unless he ceases to be so entitled bv reason of his death.

(4) (A) The amount of a wife’s insurance benefit for each month
as determined after application of the provisions of subsections (q)
ond (k) shall be reduced (but not below zero) by an amount equal
to the amount of any monthly benefit payable to such wife (or di-
vorced wife) for such month which is based upon her earnings while
tn the service of the Federal Government or anu State (or political sub-
division thereof as defined in section 218(b) (2)) if, on the last day she
icas employed bu such entity. such service did not constitute “employ-
ment” az defined in section 210.

(B) For purnoses of this paragraph, any perindic benefi¢ nhich
otherwise meets the requirements of subnaraaraph (A), but which is
paid on other than a monthly hasis, shnll be allocated on a basis enuiva-
lent to a monthly benefit (as determined by the Secretary) and such



o gt 4] e e o
bacmmdaﬁmof,wamb:ﬁhttfw,%bmwm‘fu

Husband’s Insurance Benefits

(c) (1) The husband (as defined in section 216 (f)) of an individual
entitled to old-age or disability insurance benefits, if such husband—
(A) has filed application for hushand’s insurance benefits,
(B) has attained age 62, and
E(C) was receiving at least one-half of his su rt, as deter-
mined in accordance with regulations prescribed by the Secre-
tary, from such individual—

(i) if she had a period of disability which did not end
prior to the month in which she became entitled to old-age
or disability insurance benefits, at the beginning of such
period or at the time she became entitled to such benefits, or

(ii) if she did not have such a period of disability, at the

. time she became entitled to such benefits,
and filed proof of such support within two years after the month
in which she filed application with respect to such period of dis-
ability or after the month in which she became entitled to such
benefits, as the case may be, or, if she did not have such a period,
two years after the month in which she became entitled to such
benefits, and
[(D)J(C) is not entitled to old-age or disability insurance
benefits, or 1s entitled to old-age or disability insurance benefits
based on a primary insurance amount which 1s less than one-half
of the primary insurance amount of his wife,
shall be entitled to a husband’s insurance benefit for each month, begin-
ning with the first month after August 1950 in which he hecomes so
entitled to such insurance benefits and ending with the month preced-
ing the month in which any of the following occurs: he dies, his wife
dies, they are divorced, or he becomes entitled to an old-age or dis-
ability insurance benefit, based on a primary insurance amount which
is equal to or exceeds one-half of the primary insurance amount of his
wife, or his wife is not entitled to disability insurance benefits and is
not ?n;it'}‘oi‘d to old-age ms?rattn)ce beneﬁtsl.l O of b (1) shall
2 e provisions of subparagra of paragrap
(shlsbject to subsection (s)) not%; apphl::abse i)n the case of any husband
who—

(A) in the month prior to the month of his marriage to such
individual was entitled to, or on application therefor and attain-
ment of age 62 in such prior month would have been entitled to,
benefits under subsection (f) or (h); . .
~ [(B) in the month prior to the month of his marriage to such
individual had attained eighteen and was entitled to, or on
application therefor would have been entitled to, benefits under
subsection (d) ; or . ]

(C) in the month prior to the month of his marriage to such
individual he was entitled to, or on application therefor and at-
tainment of the required age (if any) would have been entitled



to, a widower’s, child's (after attainment of age 18), or parent’s
insurance annuity under section 5 of the Railroad Retirement Act

of 1937, as amended.} .
(:‘) (4) ’I;‘l: munt of a huabau;l’:’:cm bm?t’f:br each mont;z

as determi application rovisions o seotions
and (k) shall be reduced (dut not balowpaem) by an amount qto
the amount of anzm benefit payabls to such Ausband for such
month which is based upon his earnings while in the servios of the
Federal Government or any State (or political subdivision thereof
as defined in section 818(b) (8)) if, on the last day he was employed
by such entity, such service did not constitute “emp ¢” as defined
in(B).F’m' f this paragraph, riodic benefit whiok

For purposes of th:. lodic benefit whi

otherwise meets the requirements of sub %A), dut whiok s
paidmothertkanamuthlybada,chadba onaba;’a:;qm‘ -
alent to a month’s/ benefit (as determined by the Secretary) such
quivalens monthly shall oonstitute a monthly benefit for pur-

€

ses of sub h (A). For purposes of this subparagraph, the
;):rm “pariom ” inc a benefit payable tn a lwmp sum if it
is a commutation of, or a substitute for, periodic payments.

(8) Except as provided in subsection (q) and p::gmph (21 oI{
this subsection, such husband’s insurance benefit for month sha
be equal to one-half of the primary insurance amount of his wife for
such month.

(4) (A) T he amount of a husband’s insurance benefit for each month
as ined after application of the provisions of subsections (gq)
and (k) shall be reduced (dut not delow sgero) by an amount e to
the amount of any monthly denefit payable to such husbdband for suoh
month which is based upon his emrnings while in the servioce of any
unit of Federal, State, or local government if, on the last day he was
employed by such unit, such service did not constitute “smployment”
as de tn section 810.

(B) Any benefit which otherwise meets the.requirements of sud-
paragraph (A), but which is paid on other than a monthly basis, shall
be -on a basis equivalent to a monthly benefit (as deter-
mined by the Seoretary). and such equivalent monthly denefit shall
constitute a monthly benefit for purposes of subparagraph (A).

L ¢ L |

Widow’s Insurance Benefits

~ (e)(1) The widow (as defined in section 216(c)) and every surviv-
ing divorged wife (as defined in section 216(d)) of an individual who
died a fully insured individual, if such widow or such surviving di-
vorced wife—

iA) is not married, .

B) (1) has attained age 60, or (ii) has attained age 50 but has
not attained age 60 and is under a disability (as defined .in sec-
tion 223(d)) which began before the end of the period specified
in paragraph (5), o ] o

(C) (i) has filed application for widow’s insurance benefits, or
was entitled to wife’s insurance benefits, on the basis of the wages
and self-employment income of such individual, for the month
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preceding the month in which he died, and (I) has attained age
65 or (TI) is not entitled to benefits under subsection (a) or sec-
tion 228, or
(ii) was entitled, on the basis of snch waees and self-employ-
‘ment income. to mother’s insurance benefits for the month pre-
ceding the month in which she attained age 65, and
(D) is not entitled to old-age insnrance benefits or is entitled
to old-age insurance benefits each of which is less than the pri-
mary insurance amount of such deceased individual. shall be
entitled to a widow’s insurance benefit for each month, beginning
(E) if she satisfies subparagraph (B) by reason of clause (i)
thereof, the first month in which she becomes so entitled to such
insurance benefits, or
th(F)fif she satisfies subparagraph (B) by reason of clause (ii)
ereof—

(1) the first month after her waiting period (as defined in
paragraph (6)) in which she becomes so entitled to such
insurance benefits, or

(ii) the first month during all of which she is under a dis-
ability and in which she becomes so entitled to such insurance
benefits, but only if she was previously entitled to insurance
benefits under this subsection on the gams of being under a
disability and such first month occurs (I) in the period
specified in paragraph (5) and (IT) after the month in which
a previous entitlement to such benefits on such basis
terminated,

and ending with the month preceding the first month in which any
of the following occurs: she remarries, dies, becomes entitled to an
old-age insurance benefit equal to or exceeding the primary insur-
ance amount of such deceased individual. or. if she became entitled to
such benefits before she attained age 60, the third month following the
month in which her disability ceases (unless she attains age 65 on or
before the last day of such third month).

(A Bt i B iin ), e, 4

. of this su ion, and subparagrap

of this such widow’s insurance benefit for each month shall
be equal to the primary insurance amount (as determined after appli-
cation of the following sentence) of such deceased individual. If such
deceased individual was (or unon anpliention would have been)
entitled to an old-age insurance benefit which was increased (or sud-
jeot to being increased) on account of delayed retirement under the
provisions of subsection (w), then, for purposes of this subsection,
such individual's primary insurance amount shall be deemed to be
equal to the old-aqe insurance benefit (increased, where applicadle,
under section 215(f) (§) or (€) and under section £15(1) as if such in-
dividual were stil} alive in the case of an individval who has died)
which he was receiping (or would upon application have received) for
the month prior to the month in which Re died, and thwlthmdmg
the provisions of paragraph (3) of such subsection (w)) the number
of increment months shall include any month in the months of the
calendar year in which he died, prior to the month in which he died,
which satisfy the conditions in paragraph (2) of such subsection (w).
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B) If the deceased individual (on the basis of whose wages and
selg—employment income a widow or surviving divorced wife is en-
titled to widow’s insurance benefits under this subsection) was, at any
time, entitled to an old-age insurance benefit which was reduced by
reason of the application of subsection (q), the widow’s insurance
benefit of such widow or surviving divorced wife for any month shall,
if the amount of the widow’s insurance benefit of such widow or sur-
viving divorced wife (as determined under subparagraph (A) and
after application of su ion éq)) is greater than— .

the amount of the old-age insurance benefit to which such
deceased individual would have been entitled (after application
of subsection (q)) for such month if such individual were still
living and section 215(f) (6) were applied, where applicable, and
(i1) 82 rcent of the primary insurance amount of such de-

ceased individual, .
be reduced to the amount referred to in clause (i), or (if greater) the
amount referred to in clause (ii). . . .

(3) In the case of a widow or surviving divorced wife who marries—

(A) an individual entitled to benefits under subsection (f) or
(h) of this section, or ' .
B) an individual who has attained the age of eighteen and is

entitled to benefits under subsection (d),
such widow’s or surviving divorced wife's entitlement to benefits under
this subsection shall, notwithstanding the provisions of paragraph (1
but subject to subsection (s), not be terminated by reason of suc
marriage; except that, in the case of such a marriage to an individual
entitled to benefits under subsection (d), the preceding provisions of
this paragraph shall not apply with respect to benefits for months
after the last month for which such individual is entitled to such bene-
fits under subsection (d) unless he ceases to be so entitled by reason
of his death.

(4) If a widow, after attaining the age of 60, marries an individual
(other than one described in subparagraph (A) or (B) of paragraph
(3)), such marriage shall, for purposes of paragraph (1), be deemed
not to have occurred ; except that, notwithstanding the provisions of
raraeraph (2) and subsection (q), such widow’s insurance benefit
for the month in which such marriage occurs and each month there-
after prior to the month in which the husband dies or such marriage is
otherwise terminated, shall be eausl to one-half of the primary insur-
ance amount of the decessed individval on whose wages and self-
emnlovment income sach henefit is based ;

(5) The period referred to in paragraph (1) (B)(ii), in the case of
snv widow or surviving divorced wife, is the period beginning with
whichever of the following is the latest :

_ (A) the month in which occurred the death of the fully insured

individnal referred to in paragraph (1) on whose wages and self-

employment income her benefits are or would be based, or

(B) the last month for which she was entitled to mother’s in-
surance benefits on the basis of the wages and self-employment
income of such individual, or

(C) the month in which a previous entitlement to widow’s in-
surance benefits on the basis of such wages and self-employment
income terminated because her disability had ceased.

95-9710 0 -1 - 7%
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and ending with the month before the month in which she attains age
680, or, if earlier, with the close of the eighty-fourth month following
the month with which such period began.

(6) The waiting period referred to in paragraph (1) (F), in the
case of any widow or surviving divorced wife, is the earliest period of
five consecutive calendar mon .

A) throughout which she has been under a disability, and

B) which begins not earlier than with whichever of the fol-
lowing is the later: Y‘g the first day of the seventeenth month
before the month in which her apilicat.ion is filed, or (ii) the first
day of the fifth month before the month in which the period
specified in paragraph (5) begins.

(7) In the case of an individual entitled to monthly insurance bene-
fits payable under this section for any month prior to January 1973
whose benefits were not redetermined under section 102(g) of the
Social Security Amendments of 1972, such benefits shall not be redeter-
mined pursuant to such section, but shall be increased pursuant to any
general benefit increase (as defined in section 215{;) (3)) or any
increase in benefits made under or pursuant to section 215(1), including
for this purpose the increase provided effective for March 1974, as
though such redetermination had been made.

(8) (4) The amount of a widow’s insurance benefit for each month
as determined ( gtar application of the isions of subsection (gq).
g:ragraph (2) (B), paragraph (4)) shall be reduced (but not

low zero) by an amount equal to the amount of any monthlx benefit
payadble to such widow (or surviving divorced wife) for such month
whioh s based upon her earnings while in the service of the Federal
Government or any State (or any political subdivision thereof, as
defined in section 818(b) (2)) if, on the last day she was loyed
by such endity, such service did not constitute “employment” as defined
tn zectio; £210. £ this A periodic benafit which

B) For purposes of this paragraph, any lodi whic

otherwise meets the requirements of Mph gA), but which is
paid on other than a monthly basis, shall be on a basis equir-
alent to a monthly benefit (as determined by the Secretary) and such
equsvalent mnthfy benesfit shall constitute a monthly benefit for pur-
poses of sub raph '('ﬁ For purposes of this sudparagraph, the
term “paﬂ'ow » includes a benefit payadble-in a lump sum if it
18 @ commulation of, or a substitute for, periodic .

Widover’s Insurance Benefits

(f) (1) The widower (as defined in section 216(g) ) of an individual
who died a fully insured individual, if such widower—
%A) has not remarried,
B) (i) has attained age 60, or (ii) has attained age 50 but has
not attained age 60 and is under a disability (as defined in section
223(d)) which began before the end of the period specified in

puzgmph fis) o . .
(C) has led application for widower’s insurance benefits or
was entitled to husband’s insurance benefits, on the basis of the

wages and self-employment income of such individual, for the
month preceding the month in which she died, and (I) has at-



tained age 65 or (II) is not entitled to benefits under subsection
(a) or section 228, .

(D) (i) was reoeivintiat least one-half of his supporgas deter-

ined In accordance with regulations prescribed by the Secretary,

from such individual at the time of her death or, if such indi-
vidual had a period of disability which did not end prior to the
month in which she died, at the time such period began or at the
time of her death, and filed proof of such support within two
years after the date of such death, on, if she had such a period of
disability, within two years after the month in which she filed
application with respect to such period of disability or two years
agter the date of such death, as the case may be, or Aq) was re-
ceiving at least one-half of his 113) ort, as determined in accord-
ance with regulations prescrib y the Secretary from such
individual at the time she became entitled to old-age or disability
insurance benefits or, if such individual had a period of disability
which did not end prior to the month in which she became so
entitled, at the time such period began or at the time she became
entitled to such benefits, and filed proof of such support within
two years after the month in which she became entitled to such
benefits, or, if she had such a period of disability, within two
years after the month in which she filed application with respect
to such period of disability or two years after the month in which
she became entitled to such benefits, as the case may be,}

(E)] (D) is not entitled to old-age insurance benefits, or is en-
title to old-age insurance benefits each of which is less than the pri-
mary insurance amount of his deceased wife.

shall be entitled to a widower’s insurance benefit for each month, be-
ginning with— '
(F)] (F) if he satifies subparagraph (B) by reason of clause
(i) thereof, the first month in which he becomes so entitled to such
insurance benefits, or
(G)] (F) if he satisfies subparagraph (B) by reason of clause
(i1) thereof—

(i) the first month after his waiting period (as defined in
pamgmglel (7)) in which he becomes so entitled to such in-
surance benefits, or

(ii) the first month during all of which he is under a dis-
ability and in which he becomes so entitled to such insurance
benefits, but only if he was previously entitled to insurance
benefits under this subsection on the basis of being under a
disability and such first month occurs (I) in the period
specified in paragraph (6) and (II) after the month in
which a previous entitlement to such benefits on such basis
terminated,

and ending with the month preceding the first month in which any of
the following occurs: he remarries, dies, or becomes entitled to an old-
age insurance benefit equal to or exceeding the primary insurance
amount of his deceased wife, or, if he became entitled to such benefits
before he attained age 60, the third month following the month
in which his disability ceases (unless he attains age 65 on or before
the last day of such third month).
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(2) The provisions of subparagraph (D) of ph (1) shall
(subject to subsection (s)) not be applicable in tﬁe case of any indi-
vidual who— ,-

'nEi(AJ in the month prior to the month of his marriage to such
individual was entitled to, or on lication therefor and attain-
ment of age 62 in such prior month would have been entitled to,
benefits under this subsection or subsection (hgi;s
(B& in the month prior to the month of 1age to such
individual had attained eighteen and was entitled to, or on
application therefor would have been entitled to, benefits under
su&eotion (d);or
E‘*(Cg in the month prior to the month of his marriage to such
individual he was entitled to, or on apphlication therefor and
attainment of the required age (if any), would have been entitled
to, a widower’s, child’s (after attainment ot age 18), ur parent's
insurance annuity under section 5 of the Railroad Retirement Act
of 1987, as amen
( (8)(A) The amountof a widowe}"c;;:amnce bm);t’f:z‘mhnw(m)h
as determined aterarplwat' ion of the provisions o ection (q).
wqraph (3) (B) paragraph (5)) shall be reduced (but not Ze
sero) by an amount equal to the amount of any mouthl,xubeneﬁt
payable to such widower for such month which s based upon Ais earn-
ings while i the service of the Federal Government or any State (or
any ‘Klitioal subdivision thereof, as defined in section £18(d) (8)) ¢f.
on last day he was employed by such entity, such service did vot
oonstitute “employment’ as defined wm section 810.

(B) For purposes of this paragraph, any periodic benefit which
otherwise meets the requirements of subparagraph (A), but which is
paid on other than a monthly basis, shall be on a basis equiv-
alent to a monthly benefit (as determined by the Secretary) and such
cguwd;nt gwutldy behne&t )ah;ll constitute a ;no’:t‘hlg/ denefit fm"‘ pu’:--
poses of su grap . For purposes of this subparagraph, th.
term “peﬁod’t{cm;mﬁt” includes a g::wﬁt payable in a lump sum if it is
a commutation of, or a substittue for, periodic payments.

(3) (A) Except as provided in subsection (q), [paragraph (5)]}
paragraphs (8) and (5). of this subsection, and subparagraph (B) of
this paragraph, such widower’s insurance benefit for each month shall
be equal to the primary insurance amount (as determined after appli-
cation of the following sentence) of his deceased wife. /f such deceased
individual was (or upon application would have been) entitled to an
old-age insurance benefit wﬁch wag tncreased (or subject to being in-
creased) on account of delayed retirement under the provisions of sub-
section (w), them, for purposes of this subsection, such individuals
primary insurance amount shall be deemed to be equal to the old-age
insurance benefit (increased, where applicadble, under section £15(f)
(5) or (6) and under section 215(i) as if such individual were still alive
tn the case of an individual who Ras died) which she was receiving (or
would upon application have received) for the month prior to the
month in which she died, and (notwithstanding the provisions of para-
graph (3) of such subsection (w)) the number of increment months
clwﬁ include any month in the months of the calendar year in which
she died, prior to the month in which she died. which satisfy the condi-
tions in paragraph (2) of such subsection ().
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(B) If the deceased wife (on the basis of whose wages and self-
employment income a widower is entitled to widower’s insurance bene-
fits under this subsection) was. at any time, entitled to an old-age
insurance benefit which was reduced by reason of the application of
subsection (q), the widower’s insurance benefit of such widower for
any month shall, if the amount of the widower’s insurance benecfit of
such widower (as determined under subparagraph (A) and after
application of subsection (q)) is greater than—

(i) the amount of the old-age insurance benefit to which such
deceased wife would have been entitled (after application of sub-
section (q)) for such month if such wife were still living and sec-
tion 215(f) (6) were applied, where appropriate ; and

(11) 8214 percent of the primary insurance amount of such de-
ceased wife;

be reduced to the amount referred to in clause (i). or (if greater) the
amount referred to in clause (ii).

(4) In the case of a widower who remarries—

(A) an individual entitled to benefits under subsection (b).
(e), (g),y or (h), or , _ ,

B) an individual who has attained the age of eighteen and is
entitled to benefits under subsection Sd) ,
such widower's entitlement to benefits under this subsection shall, not-
withstanding the provisions of paragraph (1) but subject to subsection
(s), not be terminated by reason of such marriage.

(5) If a widower, after attaining the age of 60, marries an indi-
vidual (other than one described in subparagraph (A) or (B) of
paragraph (4)), such marriage shall, for purposes of paragraph (1),
be deemed not to have occurred; except that, notwithstanding the
provisions of paragraph (3) and subsection (q), such widower's insur-
ance benefit for the month in which such marriage occurs and each
month thereafter prior to the month in which the wife dies or such
marringe is otherwise terminated, shall be equal to one-half of the
primary insurance amount of the deceased individual on whose wages
and self-employment income such benefit is based.

(6) The period referred to in paragraph (1) (B)(ii), in the case
of any widower, is the period beginning with whichever of the follow-
ing is the latest:

(A) the month in which occurred the death of the fully in-
sured individual referred to in paragraph (1) on whose wages
and self-employment income his benefits are or would be based, or

(B) the month in which a previous entitlement to widower’s
insurance benefits on the basis of such wages and self-employ-
ment income terminated because his disability had ceased,

and ending with the month before the month in which he attains age
G0, or, if earlier, with the close of the eighty-fourth month following
the month with which such period began.

(7) The waiting period referred to in paragraph (1)[(G)}(F), in
the case of any widower, is the earliest period of five consecutive
calendar months—

(A) throughout which he has been under a disability, and

(B) which begins not earlier than with whichever of the fol-
lowing is the later: (i) the first dar of the seventeenth month
before the month in which his application is filed. or (ii) the



first day of the fifth month before the month in which the period
specified in paragraph (6) begins. .

(8) In the case of an individual entitled to monthly insurance bene-
fits payable under this section for any month prior to January 1973
whose benefits were not redetermined umder section 102(g) of the
Social Becurity Amendments of 1072, such benefits shall not be re-
determined pursuant to such section, but shall be increased pursuant to
any general benefit increase (as defined in section 215(i) (8)) or any
increase in benefits made under or pursuant to section 218(i), includ-
ing for this the increase provided effective for March 1974,
as though redetermination had been made.

Mother’s Insurance Benefits

_ (g) (1) The widow and every surviving divorced mother (as defined
in section 216(d)) of an individual who died a fully or currently
insured individual, if such widow or surviving divo mother—

A) is not marri
B) is not entitled to a widow’s insurance benefit,
. (C) is not entitled to old-age insurance benefits, or is entitled to
old-age insurance benefits each of which is less than three-fourths
of the primary insurance amount of such individual, |
(D) has filed application for mother’s insurance benefits, or was
entitled to wife’s insurance benefits on the basis of the wages and
self-emszoyment income of such individual for the month pre-
ceédi e month in which he died,
(E) at the time of filing such application has in her care a child
of such individual entitled to a child’s insurance benefit, and
(F) in the case of a surviving divorced mother—
(i) the child referred to in subparagraph (E) is her son.
daughter, or legally adopted child, and
11) the benefits referred to in such subpa ph are %ay-
able on the basis of such individual’s wages ans self-employ
ment income,
shall (subject to subsection (s)) be entitled to a mother’s insurance
benefit for each month, beginning with the first month after August
1950 in which she becomes so entitled to such insurance benefits and
ending with the month preceding the first month in which any of the
following occurs: no child of such deceased individual is entitled to a
child’s insurance benefit, such widow or surviving divorced mother
becomes entitled to an old-age insurance benefit equal to or exceeding
three-fourths of the primary insurance amount of such deceased in-
dividual, she becomes entitled to a widow’s insurance benefit, she re-
marries, or she dies. Entitlement to such benefits shall also in the
case of a tsgx;ggng dlt;ow:lh: l:lhother, 'idtil ugxe montih W
preceding month in which no son, ter, or lop
child of such surviving divorced mother is entitled to m’q insur-
ance benefit on the basis of the wages and self-employment income
ot ;h[g ch} Eindiﬁdu;rlv.wadcd n paragraph (4) of this subsection,
_ u acept as ided n
such mother’s insurance benefit for each month be equal to three-
fourths of the primary insurance amount of such deceased individual.
(8) In the case of a widow or surviving divorced mother who
marTies—
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(A) an individual entitled to benefits under subsection (a),
(£), or (h), or under section 223(a), or .
(B) an individual who has attained the age of eighteen and is
entitled to benefits under subsection (d)
the entitlement of such widow or survivi &ivomd mother to benefits
under this subsection shall, notwithstanding the provisions of para-
graph (1) but subject to subsection (8), not be terminated by reason
of such marrioae- except that, in the case of such a marriage to an
individual entitled to benefits under section 223(a) or subsection (d)
of this section, the precedi:hg provisions of this parn.%uph shall not
apply with respect to benefits for months after the last month for
wgnc{ such individual is entitled to such benefits under section 228 s:&
or subsection (d) of this section unless (i) he ceases to be so entit
by reason of his death, or (ii) in the case of an individual who was
entitled to benefits under section 223(a), he is entitled, for the month
following such last month, to benefits under subsection (a) of this
section,

(4) (A) TRe amount of a mother’s insurance benefit for each month
to which any individual is entitled under this subseotion shall be re-
duced (but not below zero) by an amount e to the amount of any
monthly benefit payabdle to such indivi for such month which ts
based upon such individual's earnings while in the service of the Fed-
eral Government or any State (or political subdivision thereof, as de-
fined in section 218(d) (2)) ¢f, on the last day such indivi was
employed by such entity, such service did not constitute “employment”
as defined in section 210.

(B) For purposes of this paragraph, any periodic benefit which
otherwise meets the requirements of subparagraph (A), but whioh is
paid on other than a monthly dasis, shall be allocated on a basis equiva-
lent to a monthly benefit (as determined dy the Secretary) and such
equivalent monthly benefit shall constitute a monthly benefit for pur-
poses of subparagraph (A). For purposes of this subparagraph, the
term “periodio benefit” includes a benefit paynble in a wmp sum if it
is a commutation of, or a substitute for, periodic payments.

L J * . * L L J ¢

Application for Monthly Insurance Benefits

(3) (1) £An] Subject to the limitations contained in paragraph (4),
an individual who wonld have been entitled to a benefit under sub-
section (a), (b). (c). (d), (e), (£), (g), or (h) for any month after
August 1950 had he filed application therefor prior to the end of such
month shall be entitled to such benefit for such month if he files appli-
cation therefor prior to the end of the twelfth month immediately
succeeding such month. Any benefit under this title for a month prior
to the month in which application is filed shall be reduced, to any
extent that mav be necessary, so that it will not render erroneous any
benefit which, before the filing of such application, the Secretary has
certified for pavment for such prior month.

(2) An application for any monthly benefits under this section filed
before the first month in which the applicant satisfies the require-
ments for such benefits shall be deemed a valid application only if the



applicant satisfies the requirements for such benefits before the Secre-
tary makes a final decision on the application. If upon final decision
by the Secretary, or decision upon judicial review thereof, such appli-
cant is found to satisfy such requirements, the application shall be
deemed to have been filed in such first month.

(8) Notwithstanding the provisions of paragraph (1) an individual
may, at his option, waive entitlement to any benefit referred to in para-
ﬁph (1) for any one or more consecutive months (beginnin%ewith

earliest month for which such individual would otherwise be en-
titled to such benefit) which occur before the month in which such
individual files application for such benefit; and, in such case, such
individual shall not be considered as entitled to such benefits for any
such month or months before such individual filed such application.
An individual shall be deemed to have waived such entitlement for any
such month for which such benefit would, under the second sentence
of paragraph (1), be reduced to zero.

&s)r (A) Ezcept as provided in subparagraph (B), no individual
shall be entitled to benefits under subsection (a), (d). (¢), (e),or (f)
for any month prior to the month in which he or she an applica-
tion for such benefits if the effect of entitlement to euoh monthly bene-
it would be to reduce, pursuant to subsection (q), the amount of the
monthly benefit to whick such individual w otherwise be entitled
for the month in which such application is filed.

(B) (3) If the individual applying for retroactive benefits is apply-
ing for such benefits under subsection (a), and there are one or more
other persons who would, except for subparagraph (A), be entitled
for any month, on the basis of the wages and self-employment incom.
of such individual and because of such individual's entitlement to such
retroactwe benefits, to retroactive benefits under subsection (b), (c),or
(d) not subject to reduction under subsection (q). then subparagraph
(4) ;"hall not apply with respect to such month or any subsequent
mond.

(s2) If the endividual applying for retroactive benefits is a surviv-
tng spouse, and or surviving divorced spouse who is under a disability
(as defined tn section £23(d) ), and such individual would. except for
subparagraph (A). be entitled to retroactive benefits as a disabled sur-
viving spouse or disabled surviving divorced spouse for any month
before he or she attained the age of 60, then subparagraph (A) shall
not appﬁy with respect to such month or any subsequent montAh.

(158) If the individual applying for retroactive benefits has excess
earnings (as defined in section 203(f)) in the year in which he or she
files an ?plwatwn for such benefits which could, except for subpara-
,qn;’lph (4), bzechgzqedtom:thttagnmhywp?'ortothcmm;tho}f
application, then subparagra shall not apply to so many of suc
months itmmediately preceding the month of application as are re-
quired to charge such excess earnings to the mazimum extent

(iv) As used in this subparaqgraph, the term “retroactive benefits”
means a benefit to which an individual becomes entitled for a month
prior to the month in which application for such denefit 1s filed.

] ® 4 » * L L
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Minimum Survivor's Bemefit

(m)[(1) In any case in which an individual is entitled to a monthly
benefit under this section on the basis of the wages and self-employ-
ment income of a deceased individual for any month and no other
person is (without the application of subsection (j) (1)) entitled to a
monthly benefit under this section for such month on the basis of such
wages and self-employment income, such individuel’s benefit amount
for such month, prior to reduction under subsection (k) (8), shall
be not less than the first amount appearing in column IV of the table
in (or deemed to be in) section 215(a), except as provided in para-
graph (2).3 (7) In any case in which an indtvidual is entitled to a
monthly benefit under this section on the basis of a primary insurance
amount computed under section 215 (a) or (d), as in effect after De-
cember 1978, on the basis of the wages and self-employment income of
a deceased individual for any month and no other person is (without
the application of subsection (j) (1)) entitled to a monthly beneff
under this section for that month on the basis of those wages and s {-
employment income, the individuals benefit amount for that month,
prior to reduction under subsection {k) (8), shall not be less than
that provided by subparagraph (C)(I) or (O)(II) (whichever is
greater) of section 215(a)(1). In any case in which an individual is
entitled to a monthly benefit under this section on the basis of a pri-
mary insurance amount computed under section 215 as in effect (with-
out regard to the table contained therein) prior to January 1979, that
monthly benefit shall be determined under this section as in effect as
pr;'azm;ibed by section 215(a)(5) and increased under subsection
(1) (4).

(2) In the case of any such individual who is entitled to a monthly
benefit under subsection (e) or (f), such individual’s benefit amount,
after reduction under subsection (q) (1), shall be not less than—

(A) $84.50, if his first month of entitlement to such benefit is
the month in which such individual attained age 62 or a subse-
quent month, or

(B) $84.50 reduced under subsection (q) (1) as if retirement
age as specified in subsection (q) (6) (A) (i1) were age 62 instead
of the age specified in subsection (q) (9), if his first month of en-
titlement to such benefit is before the month in which he attained
age 62.

(3) In the case of any individual whose benefit amount was com-
puted (or recomputed) under the provisions of paragraph (2) and
such individual was entitled to benefits under subsection (e) or (f) for
2 month prior to any month after 1972 for which a general benefit in-
crease under this title (as defined in section 215(i) (3)) or a benefit
increase under section 215(1) becomes effective, the benefit amount of
such individual as computed under paragraph (2) without regard to
the reduction specified in subparagraph (B) thereof shall be increased
by the percentage increase applicable for such benefit increase, prior
to the application of subsection (q) (1) pursuant to paragraph (2) (B)
and subsection (q) (4).

& L J L * * $ *
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Extension of Period for Fi Proof of and iea f
ling roof o Suportt Applications for Lump-Sum

(p) Inany case in which there is a failure—

(1) to file proof of support under [subparagraph (C) of sub-
section éc; il?, clause (1) or (iizl of subparagraph (D) of sub-
section (f) (1), or] subparagraph (B) of subsection (h)(1), or
under clause (B) of subsection (£) (1) of this section as in effect

prior to the Social Security Act endments of 1950, within

the period prescribed by such subparagraph or clause, or
(2) to file, in the case of a death after 1946, application for a
lump-sum death payment under subsection (i), or under subsection

(g) of this section as in effect prior to the Social Security Act

Amendments of 1950, within the period prescribed by such sub-

section,

any such proof or application, as the case may be, which is filed after
the expiration of such period shall be deemed to have been filed within
such period if it is shown to the satisfaction of the Secretary that there
was good cause for failure to file such proof or application within
such period. The determination of what constitutes good cause for
purposes of this subsection shall be made in accordance with regula-
tions of the Secretary.

Reduction of Benefit Amounts for Certain Beneficiaries

(q) (1) If the first month for which an individual is entitled to an
old-age, wife’s, husband’s, widow's, or widower’s insurance benefit i-
a month before the month in which such individual attains retirement
age, the amount of such benefit for such month and for anv subse-
quent month shall, subject to the succeeding paragraphs of this sub-
section, be reduced by—

(A) 5 of 1 percent of such amount if such benefit is an old-
age insurance benefit, 2544 of 1 percent of such amount if such
benefit is a wife’s or husband’s insurance benefit, or 18}, of 1 per-
cent of such amount if such benefit is a widow’s or widowers
insurance benefit, multiplied by—

(B) (i) the number of months in the reduction period for such
benefit (determined under paragraph (6) (A)), if such benefit i-
for a month before the month in which sueh individual attains
retirement age, or . .

(ii) if less, the number of such months in the adjusted reduction
period for such benefit (determined under paragraph (7)).1f
for a month before the month in which such individual attains
age 62, or (IT) for the month in which such individual attains
retirement age; .

and in the case of a widow or widower whose first month of entitle-
ment to a widow’s or widower’s insurance benefit is a month before
the month in which such widow or widower attains age 60, such bene-
fit, reduced pursnant to the preceding provisions of this paragraph
(and before the application of the second sentence of paragraph (8)).
shall be further reduced by— o
(C) 4340 of 1 percent of the amount of such benefit, multiplied

by—
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(D)(i) the number of months in the additional reduction
period for such benefit (determined under paragraph (6) (B)), if
such benefit is for 8 month before the month in which such indi-
vidual attains age 62, or

(11) if less, the number of months in the additional adjusted
reduction period for such benefit (determined under paragraph
(7)), if such benefit is for the month in which such individual
attains age 62 or any month thereafter.

(2) If an individual is entitled to a disability insurance benefit for
a month after a month for which such individual was entitled to an
old-age insurance benefit, such disability insurance benefit for each
month shall be reduced by the amount such old-age insurance benefit
would be reduced under paragraphs (1) and (4) for such months had
such individual attained age 65 in the first month for which he most
recently became entitled to a disability insurance benefit.

(3) (A) If the first month for which an individual both is entitled
to a wife’s, husband’s, widow’s, or widower’s insurance benefit and
has attained age 62 (in the case of a wife's or husband’s insurance
benefit) or age 50 (in the case of a widow’s or widower’s insurance
benefit) is a month for which such individual is also entitled to—

(1) an old-age insurance benefit (to which such individual was
first entitled for a month before he attains age 65). or

(i1) a disability insurance benefit,

then in lieu of any reduction under paragraph (1) (but subject to
the succeeding paragraphs of this subsection) such wife’s, husband’s,
widow’s, or widower’s insurance benefit for each month shall be re-
duced as provided in subparagraph (B), (C), or (D).

(B) For anv month for which such individual is entitled to an old-
age insurance benefit and is not entitled to a disability insurance bene-
fit, such individual’s wife’s, or husband’s insurance benefit shall be
reduced by the sum of—

(1) the amount by which such old-age insurance benefit is re-
duced under paragraph (1) for such month, and ..

(i1) the amount by which such wife’s or husband’s insurance
benefit would be reduced under paragraph (1) for such month
if it were equal to the excess of such wife’s or husband’s insurance
benefit (before reduction under this subsection) over such old-
age Insurance benefit (before reduction under this subsection).

(C) For any month for which such individual is entitled to a dis-
abilitv insurance benefit, such individual’s wife’s, husband’s, widow’s,
or widower’s insurance benefit shall be reduced by the sum of —

(i) the amount by which such disability insurance benefit is
reduced under paragraph (2) for such month (if such paragraph
apnlied to such benefit),and

(ii) the amount by which such wife’s. husband’s, widow’s, or
widower’s insurance benefit would be rednced under paragraph
(1) for such month if it were equal to the excess of such wife’s,
husband’s, widow’s, or widower’s insurance henefit (before reduc-
tion under this subsection) over such disability insurance benefit
(before reduction under this subsection).

(D) For any month for which such individual is entitled neither
to an old-age insurance benefit nor to a disability insurance benefit,



102

such individual’s wife's, husband’s, widow’s, or widower's insurance
benefit shall be reduced by the amount by which it would be reduced
under paragraph (1).

(E) If the first month for which an individual is entitled to an old-
age insurance benefit (whether such first month occurs before, with,
or after the month in which such individual attains the age of 65) is
s month for which such individual is also (or would, but for sub.
section (e) (1) in the case of a widow or surviving divorced wife or
subsection (f) (1) in the case of 8 widower, be) entitled to a widow’s or
widower’s insurance benefit to which such individual was first entitled
for a month before she or he attained retirement age, then such old-age
insurance benefits shall be reduced by whichever of the following is
the larger:

(i) the amount by which (but for this subparagraph) such
old-age insurance benefit would have been reduced under para-
granh (1),or |

(ii) the amount equal to the sum of (I) the amount by which
suc:ih widow’s 011; zvi)dofwtel::s insurance l&:!&eﬁt would b; zt)l\(xied
under paragraph (1) i period specified in paragrap )
ended with the month before the month in which she or he at-
tained age 62 and (II) the amount by which such old-age insur-
ance benefit would be reduced under paragranh (1) if it were
equal to the excess of such old-age insurance benefit (before re-
duction under this subsection) over such widow’s or widower’s
insurance benefit (before reduction under this subsection).

(F) If the first month for which an individual is entitled to a dis-
ability insurance benefit (when such first month occurs with or after
the month in which such individual attains the age of 62) is a month
for which such individual is also (or would, but for subsection (e) (1)
in the case of a widow or surviving divorced wife or subsection (f) (1)
in the case of a widower, be) entitled to a widow’s or widower’s in-
surance benefit to which such individual was first entitled for a month
before she or he attained retirement age, then such disability insurance
benefit for each month shall be reduced by whichever of the follow-
ingis larger: .

(i) the amount by which (but for this subparagraph) such dis-
ability insurance benefit would have been reduced under para-
gravh (8),or -~ .

(ii) the amount equal to the sum of (I) the amount by which
sunc;x widow’s o; zvido;v&-’s insg‘liance meﬁt would b% x(-%(%tzczc)l
under paragraph (1) if the period specified in paragrap
ended l::itb thg month before the month in which she or he at-
tained age 62 and (IT) the amount by which such disability insur-
ance benefit would be reduced vnder paragraph (2) if it were
equal to the excess of such disability insurance henefit _(before
reduction under this subsection) over such widow’s or widower’s
insnrance benefit (before redvction under this subsection).

(@) If the first month for which an individual is entitled to a
disability insnrance benefit (when such first month occurs before the
month in which snch individual attains the age of 62) is a month for
which such individual is alse (or wonld. tmt for suhsection (e) (1) in
the case of & widow or surviving divorced wife or subsection (f) (1)
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in the case of a widower, be) entitled to a widow’s or widower’s in-
surance benefit, then such disability insurance benefit for each month
shall be reduced by the amount such widow’s insurance benefit would
be reduced under paragraphs (1) and (4) for such month as if the
period specified in pamgr:xh (6) (A) (or, if such paragraph does not
apply, the period specified in paragraph (6)(B$) ended with the
month before the first month for which she or he most recently be-
came entitled to a disability insurance benefit. .

(H) Notwithstanding subparagraph ( A} of this pamgmph, if the
first month for which an individual is entitled to a widow’s or widow-
er’s insurance benefit is a month for which such individual is also en-
titled to an old-age insurance benefit to which such individual was
first entitled for that month or for a month before she or he became
entitled to a widow’s or widower’s benefit, the reduction in such
widow’s or widower’s insurance benefit shall be determined under

h (1).
puaﬂg_( 1)

(A) an individual is or was entitled to a benefit subject to re-
duction under paragraph (1) or (3) of this subsection, and

(B) such benefit is increased by. reason of an increase in the
primary insurance amount of the individual on whose wages and
self-employment income such benefit is based,

[then the amount of the reduction of such benefit for each month shall
be computed separately (under paragraph (1) or (3), whichever ap-
plies) for the portion of such benefit which constitutes such benefit
before any increase described in subparagraph (B), and separately
(under paragraph (1) or (3), whichever applies to the benefit being in-
creased) for each such increase. For pu 8 of determining the
amount of the reduction under paragraph (1) or (3) in any such in-
crease, the reduction period and the adjusted reduction period shall
be determined as if such increase were a separate benefit to which
such individual was entitled for and after the first month for which
such increase is effective.}

then the amount of the reduction of such benefit (after the applica-
tion of anv adjustment under paragraph (7)) for each month begin-
ning with the month of such increase in the primary insurance amount,
shall be computed under paragraph (1) or (3), whichever applies, as
thouqh the increased primary msurance amount had heen in effect for
and from the month for which the individual first became entitled to
such monthly benefit reduced under such paragraph (1) or (3).
sec(t?) (A) No wife’s insurance benefit shall be reduced under this sub-

on-—

(i) for anv month before the first month for which there is in
effect a certificate filed by her with the Secretary, in accordance
with regulations prescribed by him, in which she elects to receive
wife’s insurance benefits reduced as provided in this subsection, or

(11) for anv month in which she has in her care (individually
or jointly with the person on whose wages and self-employment
income her wife's insurance benefit is based) a child of such person
entitled to child’s insurance benefits.

(B) Any certificate described in subparagraph (A) (i) shall be ef-
fective for purnoses of this subsection (and for purposes of preventing
deductions under section 203 (c) (2))—
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f&iz fordthe month in which it is filed and for any month there-
after, an :
gi) for months, in the period designated by the woman filing
such certificate, of one or more consecutive months (not i
ge)dimmedismly preceding the month in which such certificate 1s
except that such certificate shall not be effective for any month before
the m}:mth ‘:g w;lblcl;) she uttai:;‘s (uia ?B,)nor s{mll it be effective for any
month to which su ) (i1) epplies.

(C) If a woman tf:es not ;mve in her care a child described in sub-
pangmph (A) (ii) in the first month for which she is entitled to a
wife’s insurance benefit, and if such first month is a month before the
month in which she attains age 65, she shall be deemed to have filed
in such first month the certificate described in subparagraph (A) (i).

(D) No widow’s insurance benefit for a month in which she has
in her care a child of her deceased husband (or deceased former hus-
band) entitled to child’s insurance benefits shall be reduced under this
subsection below the amount to which she would have been entitled had
she been entitled for such month to mother’s insurance benefits on
the basis of her deceased husband’s (or deceased former husband’s)
wages and self-employment income.

‘&‘)g For the pu of this subsection—
- (A) the “rguction period” for an individual’s old-age, wife's.
husband’s, widow's, or widower's insurance benefit is the period—

(i) bemmuéﬁ—
(I) in the case of an old-age or husband’s insurance
t, with the first day of the first month for which
such individual is'entitled to such benefit, or
(II) in the case of a wife's insurance benefit, with the
firet day of the first month for which a certificate de-
scribed in paragraph (5) (A) (i) is effective, or
(ITI) in the case of a widow’s or widower’s insurance
benefit, with the first day of the first month for which
such individual is entitled to such benefit or the first day
of the month in which such individual attains age 60,
whichever is the later, and
(i1) ending with the last dav of the month before the
month in which such individual attai tirement age; and
(B) the “additional reduction period” for an individual’s
widow's, or widower’s insurance benefit is the period—
(1) beginning with the first day of the first month for
which such individual is entitled to such benefit, but only if
such individual has not attained age 60 in such first month,

and -
(ii) ending with the last day of the month before the
month in which such individual attains age 60.

(7) For purposes of this subsection the “adjusted reduction period”
for an individual’s old-age, wife’s, husband’s, widow’s, or widower’s
insurance benefit is the reduction period prescribed in paragraph (6)
(A) for such benefit, and the “additional adjusted reduction period”
fon;;ln il:t‘iiividual’s, wni(()lgw’s, or wgggv;’er’s, insuram;‘e l;er;e(ﬁlg ;s léhe addi};
tio uction period prescri y paragraph (6 or suc
benefit, excluding from each such period—
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(A) any month in which such benefit was subject to deduc-
tions under section 203 (b), 203(c) (1), 203(d) (1), or 222(b),

(B) in the case of wife’s insurance benefits, any month in which
she had in her care (individually or jointly with the person on
whose wages and self-employment income such benefit is based)
a child of such person entitled to child’s insurance benefits,

(C) in the case of wife’s or husband’s insurance benefits, any
month for which such individual was not entitled to such bene-
fits because [the spouse on whose wages and self-employment in-
come such benefits were based ceased to be under a disability,] of
the occurrence of an event that termsnated her or his entitlement
to such benefits,

(D) in the case of widow’s insurance benefits, any month in
which the reduction in the amount of such benefit was determined

under po,mtﬁuph (5£) (D),

(E) in the case of widow’s or widower’s insurance benefits, an
m before the month in which she or he attained age 62, an
also for any later month before the month in which he attained re-
tirement age, for which she or he was not entitled to such bene-
fit because of the occurrence of an event that terminated her or his
entitlement to such benefits, and

(F') in the case of old-age insurance benefits, any month for
which such individual was entitled to a disability insurance benefit.

(8) This subsection shall be applied after reduction under section
203(a) and after application of section 215 g). If the amount of any
reduction computed under paragraph (1), (2), or (3) is not & multi-
ple of $0.10, it shall be reduced to the next lower multiple of $0.10.

(9) For purposes of this subsection, the term “retirement age” means
a .

(10) For purposes of applying paragraph (4), to monthly benefits
payable for any monti a%er December 1977, to an indi'vigual w’;w
was entitled to a monthly bensfit as reduced under paragraph (1) or
(3) prior to January 1978, the amount of reduction of such benefit
for the firet month for which such benefit 18 increased by reason of an
increase in the primary insurance amount of the individual on whose
wages and self-employment income such benefit is based and for all

sequent months (and similarly for all subsequent increases) shall
be inoreased by the percemtage increase in such primary insurance
amount (such increase being made in accordance with the provisions
of paragraph (8)). In the case of an individual whose reduced benefit
under this seotion is increased as a result of the use of an adjusted
reduction period or an additional adiusted reduction period (in ac-
cordance with paragraphs (1) and (8) of this section), then for the
first month for which such incrense is effective and for all subsequent
months, the amounts of such reduction (after the applioation of the
previous sentence, if applicable) shall be reduced—

(A) in the case of old-age, wife’s, and husband’s insurance
benefits, by multiplying such amount by the ratio of (i) the
number of months in the adjusted reduction period to (ii) the
number of months in the reduction period,

(B) in the case of widow’s and widower’s insurance benefits
for the month in whick such individual attains age 62, by multi-
plying such amount by the ratio of (i) the number of months
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in the reduction period bcywmz ng with age 68 multiplied by
19/40 of 1 percent, plus the number of months in the adjusted
reduction period prior to age 62 multiplied by 19/40 of 1 percent,
plus the number of months in the adjusted additional reduction pe-
riod multiplied by 43/240 of 1 percent to (i) the number of
reduction period prior to age 62 multiplied by 19/40 of 1 percent,
plus the number of months in the additional reduction perrod mul-
tiplied by 43/840 of 1 percent,and

(C) in the ocase of widow’s and widower’s insurance benefits for
the month in whioh such individual attains age 65, by multiply-
:ymhamomttbgthemioof i) the number of months ¢n the

susted reduction period multiplied by 19/40 of 1 percent, plux
the number of months in adjusted additional reduction period mul-
tiplied by 43/240 of 1 perocent to (it) the number .:{ months in th.
reduction period beginning with age 62 multiplied by 19/40 of |
percent, plus the number of months én the adpusted reduction pe-
riod prior to age 62 multiplied by 19/40 of 1 pereent, plus the num-
ber of months in the adjusted additional reduction period mult;-

ied by 43/240 of 1 percent, such decrease being made in ac-
cordance with the provisions of ph (8).

(11) When an individual is entitled to more than one monthly bene-
it under this title and one or more of such benefis are reduced under
this subseotion, the preceding pA of this subsection shall apply
sepavately to each such bmg reduced under this subsecction be/;re
the ication of subsection (k) (pertaining to the method by which

y benefits are offset when an individual is entitled to more than
one kind of benefit) and the application of this paregraph shall operat.
*n oonjunction with paragraph (S).

]

L * L L L ®

Increase in Old-Age Insurance Benefit Amounts on Account of Delayed
Retirement

(w) (1) If the first month for which an old-age insurance benefit
es payable to an individual is not earlier than the month in which

such individual attains age 65 (or his benefit payable at such age is
not reduced under subsection (q)), the amount of the old-age insur-
ance benefit (other than a benefit on a primary insurance amount
determined under section 215(a) (3) as in effect in December 1978 or
section 815(a) (1) (C)(I1I) as tn effect tlwm‘fte:} which is payable
without regard to this subsection to such individual shall be increased

(A) one-twelfth of 1 percent of such amount, multi¥lied b
(B) the number (if any) of the increment months for suc
individual.
(2) For purposes of this subsection, the number of increment months
for any individual shall be a number equal to the total number of the

mon
(A) which have elapsed after the month before the month in
which such individual attained age 65 or (if later) December
1970 and prior to the month in which such individual attained
age 72, and ,
(B) with respect to which—
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&i) such individual was a fully insured individual (as
ed in section 214 az? and

(ii) such individual either was not entitled to an old-age

insurance benefit or suffered deductions under section 203 (b)

3) F or 203(c) in af.momits equ:hl to the »,mounté of such befeff)

8) For pu of applying the provisions of paragrap a
determination 3:511 be mnﬁe under paragraph (2) for each year, beg\,n-
ning with 1972, of the total number of an individual’s increment
months through the year for which the determination is made and the
total so determined shall be applicable to such individual’s old-age
insurance benefits beginning with benefits for January of the year fol-
lowing the year for which such determination is made; except that
the total number licable in the case of an individual who attains
age T2 after 1972 shall be determined through the month before the
month in which he attains such age and shall be applicable to his old-
ag:h insurance benefit beginning with the month 1in which he attains
su .

( %):%hxs subsection shall be applied after reduction under section
203(a).

(6) If an individual’s primary insurance amount is determined
under paragraph (8) of section 215(a) as in effect ¢n December 1978, or
section 816(a) (1) (O) (I1I) as in effect thereafter, and, as a result of
this sabsection, he would be enmtitled to a higher old-age insurance
benefit if his primary insurance amount were determined under section
215 ( a{l (whether before, in, or after, December 1978) without regard
to such paragraph, such individual’s old-age insurance benefit based
upon his primary insurance amount determined under such paragraph
shall be increased by an amount equal to the difference between such
benefit and the benefit to which he would be entitled if his primary
insurance amount were determined under such section without regard

to such paragraph.

Reduction of Insurance Benefits

Maximum Benefits

_Seec. 203. [(a{ Whenever the total monthly benefits to which indi-
viduals are entitled under sections 202 and 228 for a month on the basis
of the wages and self-employment income of an insured individual is
greater than the amount appearing in column V of the table in (or
deemed to be in) section 215(a) on the line on which appears in column
IV such insured individual’s primary insurance amount, such total of
benefits shall be reduced to such amount; except that—

[(1) when any of such individuals so entitled would (but for the
provisions of section 202(k) (2) (A)) be entitled to child’s insurance
benefits on the basis of the wages and self-employment income of one
or more other insured individuals, such total of benefits shall not be
reduced to less than the smaller of: (A) the sum of the maximum
amounts of benefits payable on the basis of the wages and self-employ-
ment income of all such insured individuals, or (B) the last re in
column V of the table appearing in section 215(a), or} (a)(7) /n
the case of an individual whose primary insurance amount has been
computed or recomputed under section £15(a) (1) or (4), or 815(d),
as in effect after December 1978, the total benefits to which

95970 0- 77 -3
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benefloiaries may be entitled under section 202 or 283 for a month on
the Sarts of

the wages and self-em tncome of that insured
individual shall, except as ’  paragraph (3) (but prior to

any increases resuliing from the a jon of paragraph (2)(A)
(:’?; (/1]) of section 816(s)) be reduced so as not to evceed—

(A) 150 percent of the ndividual's zm’mary insurance amount
up to the amount that is established with respect to this subpara-
graph by paragraph (2), , ,

(B) 272 percent of the individual’s primary insurance amount
that exceeds the amount to which subparagraph (A) applies but
does not exceed an amount established with respect to this sub-
paragraph by paragraph (2),

(C) 134 percent of the individual’s primary insurance amount
that em¢£ the amount to which subparagraph (B) applies but
does not exceed an amount established with respect to this sub-
paragraph by paragraph (%), and

(D) 175 percent of the individuals primary insurance amount
that exceeds the amount established by paragraph (£) with respect
to subparagraph (C).

Any such amount that is not a multiple of $0.10 shall de sncreased to
the nexrt higher multiple of $0.10.

(2) (A) For individuals who become eligible for old-age or disability
snsurance benefits or who die in the calendar year 1979 the amounts
established with respect to subparagraphs (A), (B). and (C) of para-
graph (1) are $236, $348, end $449, respectively (not counting as the
year of death or eligibility for purposes of this paragraph the year of
the individual’s death or eligibility if the individual was entitled to a
disability imsurance benefit for any of the 12 months immediately
preceding the month of such death or eligibility, but counting instead.
the year of eligibility for such disability insurance benefit).

(B) For individuals wwho become eligible for such benefits or who
die in a calendar year after 1979 the amount established with respect
to each of those subparagraphs shall equal the product of the corre-
sponding amount established for 1979 by subparagraph (A) of this
paragraph and the quotient obtained under subparagraph (B) (i7) of
section £15(a) (1). Such product shall be rounded in like manner as is
prescribed by section 215(a) (1) (B) (iit).

(C) In eack calendas year after 1978 the Secretary shall publish in
the Federal Register, on or before November 1, the formula applicable
under this subsection to individuals who become eligidle for old-age
insurance benefits. become disabled, or die in the following calendar
year.

(3)(A) When an individual to whom this subsection applies would
(but for the provisions of section 202(k) (2) (A)) be entitled to child’s
insurance benefits for a month on the basis of the wages and self-em-
ployment income of one or more other individuals, the total of bene-
ﬁ;.t shall not be reduced under this subsection to less than the smaller
of— .

(1) the sum of the maxrimumn amounts of benefits payable on
the basis of the wages and self-employment income of all of those
individuals, or

(i) an amount equal to the product of 1.76 and the primary
insurance amount that would be computed under section 215
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(a) (1) for that month ewith respect to average indexed monthly
earnings equal to one-twelfth of the contribution and denefit base
applicable to employses and the self-employed determined for
that year under section £30. - .

[(38) when] (B) When two or more persons were entitled (without
the application of section 202(j) (1) and section 223(b) to monthly
benefits ander section 202 or 228 for January 1971 or any prior mon
on the basis of the wages and self-employment income of such insured
individual and the provisions of this subsection as in effect for any
such month were applicable in determining the benefit amount of any
persons on the basis of such wages and self-employment income, the
total of benefits for any month after January 1971 shall not be reduced
to less than the largest of— i .

[(A)] (i) the amount determined under this subsection with-
out regard to this [paragraph] subparagraph, .

[( B? 1 (#f) the largest amount which has been determined for
any month under this subsection for persons entitled to monthly
benefits on the basis of such insured individual’s wages and self-
employment income, or .

[(C)] (i) if any persons are entitled to benefits on the basis
of such wages and self-employment income for the month before
the effective month (after September 1972) of a general benefit in-
crease under this title (as defined in section 215(i) (8) ) or a bene-
fit increase under the provisions of section 215(i), an amount equal
to the sum of amounts derived by multiplying the benefit amount
determined under this title (excluding any part thereof deter-
mined under section 202(w)) for the month before such effective
month (including this subsection, but without the application of
section 222(b), section 202(q), and subsections (b), (c). and (d)
of this section), for each such person for such month, by a per-
cen equal to the percentage of the increase provided under
such benefit increase (with any such increased amount which is
mf);; i!(l)l)lltiple of $0.10 being rounded to the next higher multiple
of $0.10) ;

but in any such case (i) paragraph (1) of this subsection shall not
be applied to such total of benefits after the application of subpara-
eraph (B) or (C), and (ii) if section 202(k) (2) (A) was applicable
in the case of any such benefits for a month, and ceases to apply for a
month after such month, the provisions of subparagraph (B) or (C)
shall be applied, for and after the month in which section 202 (k) (2)
(A) ceases to apply, as though paragraph (1) had not been applica-
ble to such total of benefits for the last month for which subparagraph
(B) or (C) was applicable, or] dut in any such case (1) subparagraph
(A) of this paragraph shall not be applied to such total of benefits
after the apnlication of clause (ii) or (iii). and (II) if section
202(k) (2) (A) was applicable in the case of any such benefit for a
montR, and ceases to apply for a month after such month, the provi-
sions of clause (ii) or (iii) shall be applied, for and after the month in
which section 202 (k) (2) (A) ceases to apply. as though subparagraph
(A) of this paragraph had not been applicable to such total of benefits
for the last month for which clause (#i) or (iii) was applicable.

[(3) when] (C) When anv of such individuals is entitled to
monthly benefits as a divorced wife under section 202(b) or as a
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surviving divorced wife under section 202(e) for any month, the
benefit to which she is entitled on the basis of the wages and self-
employment income of such insured individual for such month shall
be determined without regard to this subsection, and the benefits
of all other individuals who are entitled for such month to monthly
benefits under section 202 on the wages and self-employment income
of such insured individual shall be determined as if no such divorced
wife l:r surviving divorced wife were entitled to benefits for such
mont
[In any case in which benefits are reduced pursuant to the preceding
srovisions of this subsection, such reduction shall be made after any
eductions under this section and after any deductions under section
222(b). Whenever a reduction is made under this subsection in the
total of monthly benefits to which individuals are entitled for any
month on the basis of the wages and self-employment income of an
insured individual, each such benefit other than the old-age or dis-
ability insurance benefit shall be proportionately decreased; except
that 1f such total of benefits for such month includes any benefit or
benefits under section 202(d) which are E:yable solely by reason
of section 216(h) (8), the reduction shall be first applied to reduce
(proportionately where there is more than one benefit so payable)
the benefits so payable (but not below zero)

(4) In any case in which benefits are reduced pursuant to the pre-
ceding tsions of this subsection, the reduction shall be made after
any deductions under this section and after any deductions under sec-
tion 202(b). Whenever a reduction s made under this subsection in
the total of monthly benefits to which individuals are entitled for any
month on the basis of the wages and adf-emmyment income of an
insured individual, each such benefit other t the old-age or dis-
ability insurance denefit shall be proportionately decreased.

(4) notwithstanding] (5) Notwithstanding any other provision
of law, when—

(A) two or more persons are entitled to monthly benefits for a
particular month on the basis of the wages and self-emplovment
income of an insured individual and (for such particular month)
the provisions of this subsection [[and section 202(q)J are apphi-
cable to such monthly benefits, and

(B) such individual’s primary insurance amount is increased
for the following month under any provision of this title,

then the total of monthly benefits for all persons on the basis of such
wages and self-employment income for such particular month, as
determined under the provisions of this subsection, shall for purposes
of determining the total monthly benefits for all persons on the basis
of such wages and self-employment income for months subsequent to
such particular month to be considered to have been increased by the
smallest amount that would have been required in order to assure that
the total of monthly benefits payable on the basis of such wages and
self-employment income for any such suhsequent month will not be
less (after the application of the other provisions of this subsection
and section 202{q)) than the total of monthly benefits (after the
application of the other provisions of this subsection and section 202
(q)) pavable on the basis of such wages and sclf-employment income
for such particular month{, or]}.
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[(5) whenever the monthly benefits of such individuals are based on
an insured individual’s primary insurance amount which is determined
under section 315 ( a{ ggf and such primary insurance amount does not
appear in column of the table in (or decmed to be in) section
215(a), the applicable maximum amount in column V of such table
shall be the amount in such column that appears on the line on which
the next higher primary insurance amount appears in column IV, or,
if larger, the largest amount determined for such persons under this
subsection for any month prior to October 1972.]*
(6) In the case of any individual who is entitled for any month to
benefits based upon the primary insurance amounts of two or more in-
sured individuals, one or more of which primary insurance amounts
were determined under section 815(a) or 815(d) as in effect (without
regard to the table contained therein) prior to January 1979 and one
or more of which primary insurance amounts were determined under
section 215(a) (1) or (4), or 815(d), as in effect after December 1978,
the total benefits payable to that individual and all other individuals
entitled to benefits for that month based upon those {rimary insurance
amounts shall be reduced to an amount equal to the product of 1.76
and the primary insurance amount that would be computed under
section £15(a) (1) for that month with respect to average indexed
monthly earnings equal to one-twelfth of the contribution and denefit
base determined under section 230 for the year in which that month
occurs.
(7) Subject to the preceding paragraph, this subsection, as in effect
in Deccmbfrcw?'& alu;’,av rem:gz g'n effect with respect to a primary in-
surance amount computed under section 215 (a) or (d), as in effect
(without regard to the table contained therein) in Decamber 1978,
except that a primary insurance amount so computed with respect to
an individual who first becomes eligible for an old-age or disability
insurance benefit (as defined in section 215(a) () (A)) or dies, after
December 1978, shall, instead, be governed by this section, as in effect
after December 1978.
(8) when—
(A) one or more persons were entitled (without the applica-
tion of section 202(3) (1) and section 223(bd)) to monthly benefits
under section 208 or 223 for December 1877 on the basis of the
wages and self-employment income of an individual,
(B) the benefit of at least one such person. for January 1978 is
tncreased by reason of the amendments by section 109 of
the Social Security Amendments of 1977; and
(C) the total amount of benefits to which all such persons are
entitled under such section 202 are reduced under the provisions
of this subsection (or would be so reduced except for the first
sentence of section 203(a) (4)),
then the amount of the benefit to which each such person is entitled
for months after December 1977 shall be increased (after such reduc-
tions are under thes subsection) to the amount such benefit would
have been if the benefit of the person or persons referred to in subpara-
graph (B) had not beep so increased.

] ]  J ]  J ®

*Paragraph (5) is retained with respect to an individual who became eligible for =
monthly benefit (as deflned in section 215(a) (2) (A)) or died prior to 1979.
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Months to Which Earnings Are Charged

(f) For purposes of subsection (b)—
_ (1) The amount of an individual’s excess earnings (as defined
in qamguph (3)) shall be charged to months as follows: There
shall be charged to the first month of such taxable year an amount
of his excess earnings equal to the sum of the payments to which
he and all other persons are entitled for such month under section
202 on the basis of his wages and self-employment income (or the
total of his excess earnings if such excess earnings are less than
such sum), and the balance, if any, of such excess earnings shall
be charged to each succeeding month in such year to the extent, in
the case of each such month, of the sum of the Jn ments to which
such individual and all other persons are enti edy for such month
under section 202 on the basis of his wages and self-employment
income, until the total of such excess has been so cha ere
an individual is entitled to benefits under section 202(a) and other
persons are entitled to benefits under section 202(b), (c), or (d
on the basis of the wages and self-employment income of su
individual, the excess earnings of such individual for any taxable
year shall be cha in accordance with the provisions of this
subsection before the excess earnings of such persons for a taxable
ear are charged to months in such individual’s taxable year.
otwithstanding the preceding provisions of this paragraph, but
subject to section 202?5) no part of the excess earni:gs of an in-
divadual shall be charge(i to any month (A) for which such indi-
vidual was not entitled to a benefit under this title, (B) in which
such individual was age seventy-two or over, (C) in which such
individual, if a child entitled to child’s insurance benefits, has
attained the age of 18, (D) for which such individual is entitled to
widow’s insurance benefits and has not attained age 65 (but only if
she became so entitled prior to attaining age 60) or widower’s in-
surance benefits and has not attained gge 65 (but only if he became
so entitled prior to attaining age 60), or (E) in which such
individual did not engage in self-employment and did not render
services for wages (determined as provided in paragraph (5) of
this subsection) of more than [$200 or] the exempt amount as de-
termined under paragraph (8). .

(2) As used in paragraph (1), the term “first month of such
taxable year” means the earliest month in such year to which the
charging of excess earnings described in such paragraph is not
ggh:gltad ;)y the application of clauses (A), (B% (C), (D), and

ereof.

3) For purposes of paragraph (1) and subsection (h), an in-
dividual’s excess earnings for a taxable year shall be 50 per centum
of his earnings for such year in excess of the product of or]
the exempt amount as defermined under paragraph (8), multi-
plied by the number of months in such year, except that, in deter-
mining an individual’s excess earnings for the taxable year in
which he attains age 72, there shall be excluded any earnings of
such individual for the month in which he attains such age and
any subsequent month (with any net earnings or net loss from
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self-employment in such year being prorated in an equitable
manner under regulations of the Secretary). The excess earn-
ings as derived under the preceding sentencs, if not a multiple of
1, :hzlirbe reduced to fth;le next(g;ve; multiple tf (311)
4) Xor purposes of clause of par. P —
) (A pAn individual will be mum.S;‘with respect to u‘x
to have been in self-employment in su
month until it is shown to the satisfaction of the Segretag
that such individual rendered no substantial services in su
month with respect to an{ trade or business the net income or
loes of which 18 includible in comimutm' g (as provided in
{umgmph 5) of this subsection) his net earnings or net
oss from self-employment for any taxable year. The Secre-
tary shall by regulations prescribe the methods and criteria
for determining whether or not an individual has rendered
substantial services with respect to any trade or business.

(B) An individual will be presumed, with respect to any

month, to have rendered services for wages (determined as
rovided in paragraph (5) of this subsection) of more than
or;! the exempt amount as determined under paragraph
8) umtil it is shown to the satisfaction of the Secreta
that such individual did not render such services in suc
month for more than such amount.

(5)(A) An individual’s earnings for a taxable year shall be
(i) the sum of his wages for services rendered in such year and
his net earnings from self-employment for such year, minus (ii)
any net loss from self-employment for such year.

(B) For purposes of this section—

(i) an individual’s net earnings from self-employment for
any taxable mr shall be determined as dprovi in section
211, except paragraphs (1), (4), and (5) of section 211
(c) shall not agsly and the gross income shall be computed
bydoxcluding the amounts provided by subparagraph (D),
an

(ii) an individual’s net loss from self-employment for any
taxable year is the excess of the deductions &hns his distribu-
tive share of loss described in sections 702(a) (9) of the In-
ternal Revenue Code of 1954) taken into account under clause
(1) over the gross income (plus his distributive share of in-
come 80 described) taken into account under clause (1).

(C) For purposes of this subsection, an individual’s wages shall
be computed without regard to the limitations as to amounts of

remuneration specified in subsections (a), (g) (2), (g) (8), (h)

(2), and (j) of section 209; and in making such computation

services which do not constitute employment as defined in section

210, performed within the United States bv the individual as an

employee or performed outside the United States in the active

military or naval service of the United States, shall be deemed to
be emplovment as so defined if the remuneration for such services

is not includible in computing his net earnings or net loss from
self-employment.
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(D) In the case of an individual—
(i) who has attained the age of 63 on or before the last day
of the taxable year, and
_ (ii) who shows to the satisfaction of the Secretary that he
is receiving royalties attributable to a copyright or tgatent
obtained before the taxable year in which he attained the age
of 65 and that the property to which the copyright or patent
relates was m own personal efforts,
there shall be excluded gross income any such royalties.
] j:& For purpoees of this subsection, wages (determined as pro-
vided in paragraph (5) (C)) which, according to reports received
by the Secretary, are paid to an individual during a taxable year
shall be presumed to have been paid to him for services performed
in such year until it is shown to the satisfaction of the Secretary
that they were paid for services performed in another taxable
year. If such reports with to an individual show his wages
for a calendar year, such individual’s taxable year shall be pre-
sumed to be a calendar year for purposes of this subsection until
it is shown to the satisfaction of the Secretary that his taxable
year is not a calendar year.
. (1) Where an individual's excees earnings are charged to a
month and the excess earnings so charged are less than the total of
the payments (without regard to such charging) to which all per-
sons are entitled under section 202 for such month on the basis
of his wages and self-employment income, the difference between
such total and the excess so charged to such month shall be paid
(if it is otherwise payable under this title) to such individual and
other persons in the proportion that the benefit to which each of
them is entitled (without regard to such charging, without the
application of section 202(k) (8), and prior to the application of
section 203(a)) bears to the total of the benefits to which all of
them are entitled.

(8) (A) Whenever the Sceretary pursuant to section 215(i)
increases benefits effective with the month of June following a
cost-of-living computation quarter, he shall also determine and
publish in the Federal Rerister on or before November 1 of the
calendar year in which such quarter occurs a new exempt amount
which chall be effective (unless such new exempt amount is pre-
vented from becoming effective hy subparagraph (C) of this para-
graph) with re<pect to any individual’s taxahle year which ends
after the calendar vear in which such benefit increase is effective
(or, in the case of an individual who dies during the calendar vear
after the calendar year in which the benefit increase is effective,
with respect to such individual’s taxable year which ends, upon
his death. during such year).

(B) [Thel Ezcent as provided in subparagraph (D), the ex-
empt amount for each month of a particular taxable year shall
be whichever of the following is the larger—

(i) the exempt amount which wss in effect with respect to
months in the taxable year in which the determination under
subparagraph (A) was made, or
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(i) the product of the exempt amount described in clause
(i) and the ratio of (I) the average of the wages of all
employees as reported to the Secretary of the Treasury for
the calendar year preceding the calendar year in which the
determination under subparagraph (A) was made to (II)
the average of the wages of all employees as reported to the
Secretary of the Treasury for the calendar year 1978, or, if
later, the calendar year preceding the most recent calendar
year in which an increase in the exempt amount was enacted
or a determination resulting in such an increase was made
under subparagraph (A), with such product, if not a mul-
tigle of $10, bein rounded to the next higher multiple of $10
where such product is a multiple of $6 but not of $10 and

to the nearest multi&le of $10 in any other case. For purposes
of this clause (ii), the average of the wages for the calendar
year 1978 (or any J:rior calendar year) ], in the case of
determinations made under subparagraph (A) prior to De-
cember 31, 1979, be deemed to be an amount equal to 400 per
centum of the amount of the average of the taxable wages
of all employees as reported to the Secretary for the first
calendar quarter of such calendar year.
Whenever the Secretary determines that the exempt amount is to be
increased in any year under this paragraph, he shall notify the House
Committee on Ways and Means and the Senate Committee on Finance
within 80 davs after the close of the base quarter (as defined in section
215(i) (1) {A)) in such year of the estimated amount of such increase,
indicating the new exempt amount, the actuarial estimates of the
effect of the increase, and the actuarial assumptions and methodology
used in preparing such estimates.

(C) Notwithstanding the determination of a new exempt
amount by the Secretary under subparagraph (A) (and notwith-
standing any publication thereof under such subparagraph or any
notification thereof under the last sentence of subparagraph (B)),
such new exempt amount shall not take effect pursuant thereto if
during the calendar year in which such determination is made a
law increasing the exempt amount is enacted.

(D) Notwithstanding any other provision of this subsection, the
evempt amount—

() shall be $375 for each month of any tavable year ending
after 1977 and before 1979, and .

(#¢) shall be $600 for each month of any tavable year end-
tng after 1978 and before 1980.

L s

¢ L ¢ ¢ ]

Report of Earnings to Secretary

(h) (1) (A) If an individual is entitled to any monthly insurance
benefit under section 202 during any taxable year in which he has
earnines or wages, as computed pursuant to paraeraph (8) of subsec-
tion (f), in excess of the product of [$200 or!hthe exempt amount as
determined under subsection (f)(8) times the number of months
in such year, such individnal (or the individual who is in receipt of
such benefit on his behalf) shall make a report to the Secretary of
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his earnings (or wages) for such taxable year. Such report shall
be made on or before the fifteenth day of the fourth month following
the close of such year, and shall contain such information and be made
in such manner as the Secretary may by regulations prescribe. Such
report need not be made for any taxable year (i) beginning with or
after the month in which such individuals attained the age of 72, or
(ii) if benefit payments for all months (in such taxable year) in which
such individual 1s under age 72 have been suspended under the provi.
sions of the first sentence of paragraph (3) of this subsection. The
Secretary may grant a reasonable extension of time for making the
report of earnings required in this paragraph if he finds that there
is valid reason for a delay, but in no case may the period be extended
more than three months.
L J L ! L J ] ®

Computation of Primary Insurance Amount

Sec. 215. For the purposes of this title—
(a) The primary insurance amount of an insured individual shall
be determined as follows:

5(13 Subject to the conditions specified in subsections (b), (c).
and ( % of this section and except as provided in paragraphs (2)
and (3) of this subsection, such primary insurance amount shall
be whichever of the following amounts is the lnglest :

[(A) the amount in column IV of the following table (or.
if larger, the amount in column IV of the latest table deemed
to be such table under subsection (i) (2) (D)) on the line on
which in column IIT of such table appears his average
monthly wage (as determined under subsection (b)) ;

[(B) the amount in column IV of such table on the line on
which in column II appears his primary insurance amount
(as determined under subsection (c)) ; or

[ (C) the amount in column IV of such table on the line on
which in column I appears his primary insurance benefit (as
determined under subsection (d)). o

[(2) In the case of an individual who was entitled to a disabil-
ity insurance benefit for the month before the month in which
he died, became entitled to old-age insurance benefits, or at-
tained age 65, such primary insurance amount shall be—

[(A) the amount in column IV of such table which is equal
to the primary insurance amount upon which such disability
insurance benefit is based ; except that if such individual was
entitled to a disability insurance benefit under section 223
for the month before the effective month of a new table
(whether enacted bv another law or deemed to be such table
under subsection (i) (2)(D)) and in the following month
became entitled to an old-age insurance benefit or he died in
such following month, then his primary insurance amount for
such following month shall be the amount in column IV of the
new table on the line on which in column IT of such table ap-

" pears his primarv insurance amount for the month before

the effective month of the table (as determined under subsec-
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tion (c)) instead of the amount in column IV equal to the
g:imary insurance amount on which his disability insurance

nefit is based. For purposes of this paragraph, the term
“primary- insurance amount” with respect to any individual

means only a primary insurance amount determined under
paragraph (IE (and such individual’s benefits shall be
deemed to be upon the primary insurance amount as

so determined) ; or
[(B) an amount equal to the primary insurance amount
upon which such disability insurance benefit is based if such
?ggmnry insurance amount was determined under paragraph
%3) Such primary insurance amount shall be an amount equal
to $9.00 multiplied by the individual’s years of coverage in excess
of 10 in any case in which such amount is higher than the individ-
l(ult;’s px('gr)mry insurance amount as determined under paragraph
or (2). : |
[For purposes of paragraph (3), an individual’s “years of coverage”
is the number (not exceeding 80) equal to the sum of (i) the number
(not exceeding 14 and disregarding any fraction) determined by di-
viding the total of the wages credited to him (including wages deemed
to be paid prior to 1951 to such individual under section 217, compen-
sation under the Railroad Retirement Act of 1937 prior to 1951 which
is creditable to such individual pursuant to this title, and wages deemed
to be paid prior to 1951 to such individual under section 231) for years
after 1936 and before 1951 by $900, plus (ii) the number equal to the
number of years after 1950 each of which is a computation base year
(within the meaning of subsection (b) (2) (C)) and in each of which he
is credited with wages (including wages deemed to be Fa.id to such
individual under section 217, compensation under the Railroad Retire-
ment Act of 1937 which is creditable to such individual pursuant to
this title, and wages deemed to be paid prior to 1951 to such individual
under section 229) and self-employment income of not less than 25
percenf of the maximum amount which, pursuant to subsection (e),
may be counted for such year.]}
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(a) (1) (A) The pri tnsurance amount of an individual (except
as ot e ided in this section) is equal to the sum of—

(i) 92 per centum of the individual's average indewed monthly
earnings (determined under subsection (b)) up to the amount
established for purposes of this clause paragraph (B),

it) 33 per centum of the ion of the individual's average
: m ings which exceeds the amount established
eru es of clause :a!) but does not exceed the amount estad-
ished for purposes of this clause by sub ph (B), and

(é2) 16 per centum of the individuals average indexed
monthly earnings to the extent that they exceed the amount estad-
lished for purposes of clause (it),

rounded in accordance with subssction (g),and thereafter increased as
provided in subsection (s).
(B) y) In the case of an individual whe becomes eligidle for old-
e or dwsability tnsurance benefits, or who dies before becoming so cli-
le, in the calendar year 1979. the amounts established ith respect to
sub m?razeha (4) (?) and (A) (#i) are $180 and 81,075, respeotively.
: &i) n case of an individual who becomes eligible for old-aie
or disability insurance benefits, or who dies before becomti;? s0 eligidle.
in a calendar year after 1979, each of the amounts established with
respect to subparagraphs (A) (i) and (A) (&) shall equal the prodnct
of the corresponding amount established with respect to the calendar
year 1979 under clause (t) of this subpamgrapi and the quotient
obtained by dividing— '

(7I) the average of the waqges (as defined in section 230(e)) of
all employees as reporited to the Secretary of the Treasury for the
second calendar year preceding the calendar year for which the
determination is made, by

(1) the average o} the wages (aa so defined) of all employees
a;;;ported to the Secretary of the Treasury for the calendar year
1977.

(118) The amounts established under clouse (i) shall be rounded to
the nearest $1.00, except that an amount that is a multiple of $0.50
dut not a multiple of $1.00 shall be rounded to the next Righer $1.00.

(C) (1) No primary insurance amount computed under subpara-
graph gA) may be less than the greatest of—

I) the amount in the first line of column IV in the table of
benefits contained (or deemed to be contained) in this subsection
as in effect sn December 1978,

(IT) the amount determined under subsection (i) (ewcept subd-
clause (III) of this clause) with respect to this subparagraph, or

(I11) an amount equal to $9 multiplied by the indrvidual’s years
of coverage in excess of 10. _

(i8) For purposes of the preceding clause, the term “years of cov-
erage” means the number (not excerding 30) equal to the sum of (I)
the number (not exceeding 14 and disregarding any fraction) deter-
mined by dividing (a) the totnl of the waqes credited to the individual
(including wages deemed to be paid prior to 1951 to such indswidual
undrr section 217. comnensation under the Railroad Retirement Act
of 1937 prior to 1951 which is creditable to such individual
to this title, and wages deemed to be naid prior to 1951 to such indi-
vidual under section 831) for years after 1936 and before 1951 by (b)
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£900, plus (II) the number equal to the number of years after 19560
each of which is a com ion base year (within the meaning of sub-
section (b) (8) (B) (8i)) and in each of whiok he is qredated with wages
(including wages deemed to be paid to such ndividual under section
217, and compensation under the Railroad Retirement Act of 1987 or
the Railroad Retirement Act of 1974 which is creditable to such in-
dividual pursuant to this title, and wa?cs deemed to be paid to such
individual under section 289) and self-emplo income of not
less than 85 percent of the mazimum amount which, pursuant to sub-
section (e), may be counted for such year. e

(D) In each calendar year after 1978 the Secret shall publish in

the F edemlw ﬁlt?agf'sdt:r, oho: or before {mn;berwll. Mtomg ormula f(::i omzw;-
uting 8 under this paragrap or adjusting wages ana self-
: ment sncome underpaubscction (8) (8) in the case of an iﬂdw@-
who becomes eligible for an old-age insurance benefit, or (if
earlier) becomes eligible for a disability insurance benefit or dies,
the following year, and the average wages (as desoribed by subclause
(1) ‘of subparagraph (B) (i)) on which that formula is based. With
the initial pudlication required by this subparagraph, the Secretary
shall also publish in the Federal Register the average wages (as so
described) for each year after calendar year 1960.

(QZ(A) A year shall not be counted as a year of an individual's
death or eligibility for purposes of this subsection or subsection (i)
in any case where such individual was entitled to a disability in-
surance benefit % any of the 12 months immediately preceding the
month of such h or eligibility (but there shall be counted instead
the year of the individual's eligibility for the disability insurance
benefit to which he was entitled in such 18-month period).

(B) In the cass of an individual who was entitled to a disabilit
insurance benefit for any of the 18 months before the month in whic
he beoame entitled to an old-age insurance denefit, became reentitled
to a disability insurance benefit, or died, the primary insurance amount
for determining any benefit atiributable to that entitlement, reentitle-
ment, or death is the greater of —

(i) the primary insurance eamount upon which that disability
insurance benefit was based, increased in the case of the individual
who 0 became entitled, became reentitled, or died, by each gen-
eral benefit increase (as defined in subsection (%) (3)) and each
increase provided under subsection (i) (8) that would have ap-
plied to that primary insurance amount had the individual re-
mained entitled to that disability insurance benefit until the month
in which he became entitled, reentitled, or died, or
(#2) the amount comnuted under paragraph (1) (0).

(C) In the case of an individual who was entitled to a disability in-
surance benefit for any month, and with respect to whom a primary
insurance amount is required to be computed at any time after the
close of the period of the individual's disability (whether because of
that individuals subsequent entitlement to old-age insurance benefits,
or to n disability insurance benefit based upon a subsequent period of
disability, or death), the primary insurance amount so computed may
irt no case be less than the primary insurance amount on the basis of
which he most recently received a disability insurance benefit.

85970 0 -717 -9
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(8%(4‘ E’m t;:- otherwise provided by paragreph (4), pera-
&) ::mdwadualwhownotabgfbkforan old-age insurance

beneflt to J 1979 and wko in that or any sucoeeds
prior to January ng

g 11) Sacomes cigiblh for a dlaatiliy insurance benaft, o

III) dies, and
(44) mMdeeamMmclmua i) who was eligible for a
disability insurance benefit for a mont to January 1979
(emoept Lo the extent that pR (4) (1) oﬂwrwue provides).
(B)Fortlwpurpomof is title, an individual is deemed to be
thﬁlo for an old-age insurance denefit beginning in the month in

A Ae attains age 88 or for a disability insurance benefit for months
mthamthmwhwhapeﬁodofduab began as
;‘;Z,;."':"a“ e th termination of o polor period of disability in whic
since the termination of a o m
case the month of eligibility with to the prior period of dis-
shall be considered the month o
(4) Paragraph (1) does not apply to the computatum or recomputa-
tion of a primary insurance amount for—

(4) an individual who was eligidle for a disability snsurance
benefit for a month prior to January 19791m1acmortothe
month in which there ocours the event described in c (3) (1),
( (1), or (§) ({11) of ph (3) (Az there occurs a peri

at least 18 consecutive hs for which he was not entitled to
a dnabdtty tnsurance beneﬂt,

(B) (i) an indsvidual who had wages or nlfwm in-
come credited for a before 1979 and who was not le for
an old-age or di tnsurance benefit, or did not die, prior to
January 1979, if tlw year for which the computation or recom-

puiation w de madc the individual’s fhsurance
amount would be greater if computed or MW—

(1) under section £15(a), as tn effect sn Isecomber 1978, in
the case of an ndividual who becomes eligible for an old»age

insurance bmﬁt to 1984, or
i ‘IJ pmm section £15(d), ¢ " | the case of an tndi-
to whom such section applies
. t(i:) For purposes ofdcummngwderclmna (¢) which amount
s
(1) the table of benefits in effect in December 1978 shall
apply without regard to any increase in that table which be-
comes effective (in aooonimoe with subsection (1) (4)) for
yea;u :nd 1978 ewcept as provided in aubcectwn (3) (8) (4)
(17) the individual’s average monthly wage shall be com-

thdalaa provided by subsection () (4).
(6) tooorfcdhgthepnmmmw , after
December 1918, of an individual to whom paragraph (I) does not
apply (ewcept in the case of an individual described in paragraph (4)
(B)), this section as in effect in December 1978 remains in effect.
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Average Monthly Wage

'(b) (1) For the purposes of column III of the table appearing in

suEaactlon) (a) of th:l; section, an individual’s “average mont%; wage”
shall be the quotient obtained by dividing— ]

(A) the total of his wages paid in and self-employment income

c to his “benefit computation years” (determined under

ngtph (2)), b
P (B) the numi)eg of months in such years.
shm2) A) The number of an individual’s “benefit computation years”
be equal to the number of elapsed years (determined under para-
graph (8&‘ of this subsection), reduced by five, except that the number
:ﬁ an individual’s benefit computation years shall in no case be less
an two.

[(B) An individual’s “benefit computation years” shall be those
computation base years, equal in number to the number determined
under subparagraph (Al, for which the total of his wages and self-
emozt())y)ml‘gnt income 1is ft e largest. h (B), ¢ b ,

or purposes of subparagrap , “computation base years
inc‘ude only calendar yea.r‘s)Rm the period after 1950 and prior to the
earlier of the following years— .
[(i) the year in which occurred (whether by reason of section
202(j (.1) or otherwise) the first month for which the individual
was entitled to old-age insurance benefits, or

(ii) the year sucoeedmﬁ' the year in which he died.
An cﬁen r year all of which is iny;:luded in a period of disability
shall not be included as a computation base year.

[(3) For purposes of paragraph (2), the number of an individual’s
elapsed years is the number of calendar years after 1950 (or, if later,
the year in which he attained 21) and before the year in which
he died, or if it occurred earlier but after 1960, the year in which he
attained age 62. For purposes of the preceding sentence, any cal-
endar year any part of which was included in a period of disability
shall not be included in such number of calendar years.

[(4) The provisions of this subsection shall be applicable only in the
case of an individual— |

L(A) who becomes entitled to benefits under section 202(a) or
section 223 in or after the month in which a new table that appears
in (or is deemed by subsection (i) (2) (D) to appear in) section
(a) becomes effective ; or

[(B) who dies in or after the month in which such table be-
comes effective without being entitled to benefits under section
202(a) orsection 223 ; or

[(C) whose primary insurance amount is required to be recom-

under subsection (f) (2).}

(3) (1) The amount of an individual’s average indexed monthly
earnings is equal to the quotient obtained by dividing—

(A) the total (after adjustment under paragraph (3) of his
wages paid in and self-employment income credited to his benefit
computation years (determined under paragraph (2)), by

(B) the number of months in those years.

(2) (A) The number of an individuals benefit computation years
equals the number of elapsed years, reduced by Rve, except that the
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:mberofauindividwl’cbewﬁtmputaﬂonymmaywtbcku
hwo.
(B) For purposes of this subseotion—

(i) the term “benefit computation years” means, in the case of
any tndividual those computation base years :{wﬁo'ummbarto
the number determined under subp R A) of this para-
graph, for which the total of the individual's wages and self-
mploym?tivwonw,cfm justment under paragraph (3), i

Sil) the term “oom jon base years™ means, in the case of any
f_m‘dualthc years after 1950 and prior to the earlier
o pid

(1) in the ocase of an individual entitled to old-age insurance
benefits, the year in which ooourred (whether by reason of
section £08(3) (1) or otherwise) the first month of that

(I1) in the case of an individual who has died, the year suc-
oeeding the year of his death;
exoept that such term excludes any calendar year entirely included
#n a period of disability; and
wi) the term “number of elapsed years™ means, in the case of
any individual evcept as otherwise provided by section 104(j)
oLtlw Social SBecurity Amendments of 1972 (Public Low 92-603),
the number of calendar years after 1950 (or, if later, the year in
whirh the individual attained age 81) and before the year in which
the individual died, or, if it ocourred after 1960, the year in which
he attained age 68; except that such term emcludes any oalendar
( g)agy pmt't of whick a’ab:‘nch;’ded ina p;?g o;‘;i&ab%
@oept as provided by subparagrap , $he wages paid in
and self-employment income credited to each of an individual's com-
putation base years for purposes of the selection ¢herefrom of bensfit
ion years under paragraph (2) is deemed equal to the product

() the wages and self-employment income credited to such
year,
(#2) the guotient obtained by dividing—

(I) the average of thobywaga (as defined in section £30(e))
of all employees as reported to the Secretary of the Treasury
for the second calendar year (after 1978) preceding the
earliest of the year of the iﬁdim'z.lugl’c_ dc«;th, ell;m'bady for
an old-age insurance benefit, or eligibility for a disability in-
surance benefit (ezcept that the year in which the individual
dies, or becomes eligible, ahall not be considered as such year
if the individanl 10as entitled to disability insurance benefits
for any month in the 18-month period smmediately preceding
such death or elimbility) but theve shall be counted instead
the vear of the individual's elinihility for the disability insur-
ance benefit to which ke was entitled in such 12-month period)

(ID) the averane of the 1w0aqges (as so defined) of all em-
ployees as renorted to the Secvetary of the Treasury for the
computation base year for which the determination is made.

of—
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(B) Wages paid in or self-employment income credited to an indi-
vidual's ion bas

mTutam ¢ year— .
(£) which ocours after the second calendar year spectfied in subd-
paragraph (A) (%) (1), where applicable, or . .
() in a year which under subsection (f)(£) (C) is considered
t(oBl)l? t;w last year of the period specified in subsection (D) (£)
82),
are avaslable for use in determining an individual's denefit o .
tation years, dbut without applying subparagraph (A) of this

ph.

(J In determining the average monthly wage of an individual
whoss primary snsurance amount is computed (after 1978) under
section 815(a) or 815(d) as in effect (ewcept with eot to the
table oontnsned therein) in D er 1978, by reason of subseotion
(a) (4) (B), this subsection as in effect in December 1978 remains
in effect, except that paragraph (8) (C) (as then in effect) is deemed
to provide that “computation base years” include only calendar years in
the period after 1960 (or 1936, if applicable) and prior to the year in
which oocurred the first month for which the individual was eligible
(as defined in subsection (a)(3)(B) of this section as in effect in
January 1979) for an old-age or disability insurance denefit, or duid.
Any calendar year all of which is included in a period of disability
shall not be included as a computation base year.

(5) [Repesled],

Primary Insurance Amount Under Prior Provisions

[(c) (1) For the purpose of column II of the latest table that ap-
pears in (or is deemed to appear in) subsection (a) of this section,
an individual’s primary insurance amount shall be computed on the
basis of the law in effect prior to the month in which the latest such
table became effective.

[(2) The provisions of this subsection shall be applicable only in
the case of an individual who became entitled to benefits under section
202(a) or section 223, or who died, before such effective month.J}

(¢) This subsection, as in effect in Decomber 1978, shall remain in
effect with respect to an individual to whom subsection (a) (1) does
not apply by reason of the individual's eligibility for an old-age insur-
a;;; or disability insurance benefit, or the individual's death. prior to
1979.

Primary Insurance Benefit Under 1939 Act

[(d) (1) For purposes of column I of the table appearing in sub-
section (a) of this scction, an individual’s primary insurance benefit
shall be computed as follows:

L(A) The individual’s average monthly wage shall be deter-
mined as provided in subsection (b) (but without regard to para-
graph ( 41)l '(:lgu)“ie(g ) o(f1 til;)s s:otio}x:, except that for gaum
paragrap an of such subsection, 1936 s
instead of 1950.

L(B) For purposes of subparagraphs (B) and (C) of sub-
section (b) (2), an individnal whose total wages prior to 1951 (as
defined in subparagraph (C) of this subsection) —
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[ (i) do not exceed $27,000 shall be deemed ¢o have been
paid such wages in equal parts in nine calendar years after
1986 and prior to 1951 ;

[(ii) exceed 387,000 and are less than $42,000 ghall be
deemed to have been paid (I) $3,000 in each of such number
of.calendar a.ftzr 1936 and prior to 1951 as 18 to

the in erived by dividing such total wtﬁas
md(I%itheoxcesofsucbtotalw over nctof
$3,000 times such integer, in an addmonal calendar year in
such period ; or

(m)mstleastsm,mo:ha.llbodwnedbohavabean
in each of the fourteen calendar years after 1936 a.nd
prior to 1851.]
(d) (1) For the purpose of column I of the tadle rg
tion (a) of this seotion, as that subsection was in e eotm aoamber
;977 m&tdwcdwl’ammymumcbmﬁta be computed as

(A) T he individual's av e monthly wage shall e determined

as;mmdcdmmbuom thuaechou,aame cotmDe-

oember 1977 butwathout ph )t

mﬂMfor pa-zgm{g and (3 o tlwt
tion (as aoma}foct) 1936 s cuaed of 1950.

or purposes of subparagraphs (B) and (C) of subseotion
gb) (8) (aa 20 1 effect), the total wages to 1951 (as defined
in subparagraph (C') of this pamgm l[ an individual who
attained age £1 after 1996 and prior te 1951 shall be divided by

the number of years (Rereinafter in tl’m subparagraph referred to
as the “dwm'zn”) ;tﬂ ear in which the individual
attained age 21 amd prior to the of 1951 or the year of the

individual’s death. The quotient so obtained is deemed to be the
sndividual’s wages credited for each of the years included in the
divisor exce
(£) if the quotient exceeds $3.000. only $3.000 is deemed to be
e: ual’s wages for each of thc years included in the
divisor, and the remmmier the mdzmdual’a total wages
prior to 1961 (1) if less than $3.000, is deemed credited to tlw
year immeds the earliest year used in the
dwisor, or (II) if $3,000 or more, is deemed credited, in
33,000 increments, to the year in which the individual attained
age 21 and to each vear consecutively preceding that year,
witA any remainder less than $3,000 rredited to the year prior
tothaearlmtymtowhwhafw”ﬂwmmntw
credited; and
(82) no more than $48,000 may be taken into account, for
purposes ;g this subparagraph, as total wages after 1936 and
prior to 1951.

( C) For the purposes of subparagraph (B), “total wases prior
to 1951” with respect to an individual means the sum of (i) re-
muneration credited to such individual prior to 1951 on the records
of the Secretary, (ii) wazes deemed paid prior to 1951 to such
individual under section 217, (iii) eompensatmn under the Rail-
road Retirement Act of 1937 prior to 1951 creditable to him pur-
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suant to this title, and (iv) wages deemed paid prior to 1951 to
such individual under section 231.

[(D) The individual’s primary insurance benefits shall be 45.6
per centum of the first $560 of his average monthly wage as com-
puted under this subsection, plus 11.4 per centum of the next $200
of such average monthly wage.J}

(D) The individual's pre tnsurance benefits shall be 40
per centum of the first 85:# his average monthly wage as com-
puted under this subsection, plus 10 per centum of the newt $200
of his average monthly wage, increased by 1 per centum for each
increment year. The number of increment years is the number,
not more than 14 nor less than 4, that is equal to the individual's
total wages prior to 1951 divided by $1,660 (disregarding any

bion

(2) The provisions of this subsection shall be applicable only in the
case of an individual— | .

(A) with respect to whom at least one of the quarters elapsing
prior to 1951 is a quarter of coverage ; .

(B) except as provided in paragraph (3), who attained age
22 after 1950 and with respect to whom less than six of the quar-
ters elapsing after 1950 are quarters of coverage, or who attained
such age before 1951 ; and

(C) (i) who becomes entitled to benefits under section 202(a)
or 223 after the date of the enactment of the Social Security
Amendments of 1967, or

Sii) who dies after such date without being entitled to benefits
under section 202(a) or 223, or

(iii) whose primary insurance amount is required to be recom-

uted under section 215(f) (2) or (6), or section 231.

(3) The provisions of this subsection as in effect prior to the enact-
ment of the Social Security Amendments of 1967 shall be applicable
in the case of an individualf—]

A) who attained age 21 after 1936 and prior to 1951, or]

B)J] who had a period of disability which began prior to
1951, but only if the primary insurance amount resulting there-
from is higher than the primary insurance amount resulting from
the application of this section (as amended by the Social Security
Amendments of 1967) and section 220.

(4) The provisions of this subsection as in effect in December 1977
shall be applicable to individuals who become eligible for old-age in-
surance or disability insurance benefits or die to 1978.

Certain Wages and Self-Employment Income Not To Be Counted

(e) For the purposes of subsections (b) and (d)—

(1) in computing an individual’s [average monthly wage]
a'veme indexed monthly earnings or, in the case of an indi-
vidual whose primary insurance amount is computed under sec-
tion 215(a) as in effect prior to January 1979, average
wage, there shall not be counted the excess over $3,600 in the case
of any calendar year after 1950 and before 1955, the excess over

$4,200 in the case of any calendar year after 1954 and before 1959,



the excess over $4,800 in the case of any calendar year after 1958
and before 1966, the excess over $8,600 in the case of any caldiidar
year after 1965 and before 1968, the excess over $7,800 1n the case
of any calendar year after 1967 and before 1972, the excess over
$9,000 in the case of any calendar year after 1971 and before 1973,
the excess over $10,800 in the case of any calendar year after 1972
and before 1974, the excess over $18,200 1n the case of any calendar
year after 1978 and before 1975, and the excess over an amount
equal to the contribution and benefit base (a8 determined under
section 830) in the case of any calendar year after 1874 with re-
to which such contribution and benefit base is effective ( be-
fore th;wi;t(th)ooroo o thmdmdmost

ngs, o section 3)( o e wages pad to
such year, plus (B) the eep S yment income credited to
such year (as determmed under sectxon 212) ; and

(2) if an individual's [ave monthly wage] average in-
deved monthly earnings or, in case of an individual whose

imary insurance amount <8 computed under section 816(a) as
mn effeot p to Jamuary 1979, average monthly wage, computed
under su ion (b) or the urposes of subsection (d) 1s not
a multiple of §1, it shall be reduced to the next lower multiple

of
Recomputation of Benefits

(£) (1) After an individual’s pnm insurance amount has been
determined under this section, there be no recomputation of such
individual’s primary insurance amount except as provided in this sub-
section or, in the case of a World War II veteran who died prior to
J uly 27, 1954, as (frovxded in section 217(b).
£() 'If an individual has wages or self-employment income for a
year after 1965 for any part of which he is entitled to old-age insurance
benefits, the Secretary shall, at such time or times and within such
period as he may by mgu.lshons prescribe, recompute such individual’s
primary insurance amount with respect to each such year. Such recom-
putation shall be made as provided in subsections (a) (1) (A) and
(C) and (a.) as thouﬁ;ttge year with respect to which recom-

e is th ear of the od ed in subsection
fb) (2) (CLA recomputatlon under this m& respect to any

[(A) in the case of an individual who did not die in such year,
for monthly benefits beginning with benefits for January of the
followmg year; or

£(B) In the case of an individual who died in such year, for
gmx&tﬁl{ benefits beginning with benefits for the month in which

e di |

- (8)(A) If on individual has wages or self-employment income
foraywafnrwmforawpartofwhwhhcuomtkdto old-age
or disability insurance benefits, the Secretary shall, at such time or
tmamdwwhmmchmdmhmaybyngﬂatmmoaﬁe,mm
pute the individual’s primary insurance [or that y

(B) For the purpose of applying subparagraph (A) of aubuotwn
(8) (1) to the average indexed monthly earnings of an individual to
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whom that subsection applies and who receives a recomputation under
this paragraph, there s be used, in lieu of the amounts of those
sarnenge established by clauses (i) and (%) of subparagraph (B) of
that subssction, the amounts that were (or, mn the case of an indwidual
described in m;ba’:action (a) (4) (B), would have been) used tn the
com jon of the indivs s primary insurance amount prior to
the appl ionofthchaubsoctiomm
(C) A recomputation under this paragraph shall be made as pro-
vided tn subsection (a) (1) as though the year with respect to which
it 18 made iz the last year of the {a-wdhzﬁeaﬁad in subsection (b) (2)
(B) (t), and subsection (b)(3)(A4) s apply with respect to any
such ion as it applied in the jon of such inds-
vidual's primary insurance amount prior to the application of this
subsection.
(D) A recomputation under this paragraph with respect to any
year shall be effective— |
(t) tn the case of an individual who did not die in that year,
for monthly benefits beginning with benefits for January of the
following year; or
(#8) in the case of an tndividual who died in that year, for
mmttM d iehg, benefits beginning with benefits for the month in whioh
[(8) In the case of any individual who became entitled to old-age
insurance benefits in 1952 or in a taxable year which began in 1952
(and without the application of section 202(j) (1)), or who died in
1952 or in a taxable vear which began in 1952 but did not become
entitled to such benefits prior to 1952, and who had self-employment
income for a taxable year which ended within or with 1952 or which
began in 1952, then upon application filed by such individual after the
close of such taxable year and prior to January 1961 or (if he died
without filing such application and such death occurred prior to Janu-
ary 1961) by a person entitled to monthly henefits on the basis of such
individual’s wages and self-employment income, the Secretary shall
recompute such individual’s primary insurance amount, Such recom-
putation shall be made in the manner provided in the preceding sub-
sections of this section (other than subsection (b)(4)(A)) for
computation of such amount, except that (A) the self-employment
income closing date shall be the day following the quarter with or
within which such taxable year ended, and (B) the self-employment
income for any subsequent taxable year shall not be taken into account.
Such recomputation shall be effective (A) in the case of an applica-
tion filed by such individual, for and after the first month in which he
became entitled to old-age insurance benefits, and (B) in the case of an
application filed by any other person, for and after the month in which
such person who filed such application for recomputation hecame
entitled to such monthly benefits. No recomputation under this para-
graph pursuant to an application filed after such individual’s death
shall affect the amount of the lump-sum death payment under sub-
section (i) of section 202, and no such recomputation shall render
erroneous any such payment certified by the Secretary prior to the
effective date of the recomputation.}
Sec. 215 (f) (3) is repealed.
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.. [(4) Any recomputation under this subsection shall be effective onl
i such recomputation results in a higher primary insurance amount
(4) A recomputation is effecbive under this subsection
" a primary insurance amount that is at least $1.00 lm
than the previous primary insurance amount.
(6) In the case of a man who became entitled to old-age insuran
and dled before the month in which he attained age 65, the

Secretary nte his primary insurance amount as provided
in subeectxon a) as t ho beeune entitled to old-age insurance
benefits in the month in which he died; except that (1) his computa-

tion base yea i rs referred to in subsection (b) (2) shall include the year
in which he died, and (ii) his elapsed l{:‘n referred to in suhawtnon
(b) (8) shall not include the year in which he died or any year there-
after. Such recomputation of such primary insurance amount shall be
effective for and after the month in which he died.
6) Upon the death after 1967 of an individual entitled to benefits
section 202 (a) or section 223, if any person is entitled to monthly
benefits or a lump-sum death pa t, on the wages and self-employ-
ment income of such individua the Secretary shsll recompute the
decedent’s primary insurance amount. but only if the decedent during
his lifetime was paid compensation which was treated under section
205 ( o) as remuneration for employment.
7) This subsection, as in cfoct in Daoember 1978, shall continue
to to the recomputat d, mary snsurance amount com-
under mbaccuon (@) or (@) as in ef]’ect (without regard to the
table oontained in subsection (@) ) in that month, and, where appropri-
ate, under subsection (d) as in effect in December 1977. For purposes
of recomputing the tnsurance amount under subsection (a)
or (d) (as thus n effect) with respect to an individual to whom those
subsections apply by reason of paragraph (B) of subsection (a) (4)
as wn effect after Decombeyr 1978, no remuneration shall be taken tnto
acoount for the year in which thamdundualmmallybmm elegidle
for an old-age insurance or disability insurance benefit or died, or for

any year thereafter.
Rounding of Benefits

(g) The amount of any primary insurance amount and the amount
of any monthly benefit computed under section 202-or 223 which (after
reduction undor section 208(a) and deductions under section 203 (b))
mfr&c;t (‘) multiple of $0.10 shall be raised to the next higher multiple
o 1

lalg (1) Notwithstanding the provisions of subchapter ITI of chap-
ter of title 5, United Stttzes e, remuneration paid for services to
which the rovmons of section 210(1) (1) of this Act are apphicable

and which is &erformed by an individual as a commissioned officer of
the Reserve of the Public Health Service prior to July 1, 1960,
shall not be mcluded in computing entitlement to or the amount of any
monthly benefit under this title, on the basis of his wages and self-
employment income, for any month after June 1960 and prior to the
first month with respect to which the Civil Service Commission certi-
fies to the Secretary that, by reason of a waiver filed as provided in
“paragraph (2), no further annuity will be paid to him, his wife, and
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his children, or, if he has died. to his widow and children, under sub-
chapter ITI of chapter 83 of title 5, United States Code, on the besis of
suclf service. .
(2) In the case of a monthly benefit for a month Prior to that in
which the individual, on whose wages and self-employment income
such benefit is based, dies, the waiver must be filed by such individual;
and such waiver shall be irrevocable and shall constitute a waiver on
behalf of himself, his wife, and his children. If such individual did not
file such a waiver before he died, then in the case of a benefit for the
month in which he died or any month thereafter, such waiver must be
filed by his widow, if any, and by or on behalf of all his children, if
any; and such waivers shall be irrevocable. Such a waiver by a child
shall be filed by his legal guardian or guardians, or, in the absence
thereof, by the person (or persons) who has the child in his care.

Cost-of-Living Increases in Benefits

(i) (1) For purposes of this subsection—
A) the term “base quarter” means (i) the calendar quarter
ing on March 31 in each year after 1974, or (ii) any other cal-
endar quarter in which occurs the effective month of a general
benefit increase under this title;

(B) the term “cost-of-living computation quarter” means a base
quarter, as defined in subparagraph (A) (i), in which the Con-
sumer Price Index prepared by the Department of Labor exceeds,
by not less than 8 per centum, such Index in the later of (i) the
last prior cost-of-living computation querter which was estab-
li under this sub%rap , or (i1) the most recent calendar
quarter in which occu the effective month of a general benefit
increase under this title; except that there shall be no cost-of-
living computation quarter in any calendar year if in the year
gg’lor to such year a law has been enacted providing a general
senefit increase under this title or if in such prior year such a
general benefit increase becomes effective ; and

(C) the Consumer Price Index for a base quarter, a cost-of-
living computation quarter, or any other calendar quarter shall
be the arithmetical mean of such index for the 3 months in such

uarter.

(2) (A) (i) The Secretary shall determine each year beginning with
1975 (subject to the limitation in mg-a h (1) (Bc{lwhether the base
quarter (as defined in paragraph ?f) (A) ?i)) in such year is a cost-of-
living computation quarter.
~ [(n) If the Secretary determines that the base quarter in any year
is & cost-of-living computation quarter, he shall, effective with the
month of June of such year as provided in subpamfuph (B), increase
the benefit amount of each individual who for such month is entitled
to benefits under section 227 or 228, and the primary insurance amount
of each other individual under this title (but not includittx‘g a primary
insurance amount determined under subsection (a) (3) of this section),
by an amount derived by multiplying each such amount includ.‘m.%
each such individual’s primary insurance amount or benefit amoun
under section 227 or 228 as previously increased under this subpara-
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) If thcps.aonm that the base _in any year

(1) tlubonaﬂtmwmofmhmdmdudwhoforthatmh
is enditled to bonefits under seotion 287 or £88,

(I1) the W amount of each other individual on
whioh denefit is based under this title, and -

- (ZI1) the total monthly denefits based on each primary insur-
mmmtandpcﬂmuodmdormws (which shall be

unless otherwiss so increased under another provision

of this title, at the same time as the fnsurancs amount on
which they are based) or, in the case of a tnsurance
amount computed aubnchou(c)atmccct witRhout re-
gard to the table contained therein) prior to January 1979, the
thowMthbmﬁammybsMkdmmm
203 as wm effect in December 1978, emcept as provided by section
203 (a) (6) and (7) acmcfod aftchaoember 1978.

Mchaam"wnt;:s(g) 7 m’f:gccammtt;wtuoomputed
under subpuragrop. (3) (Z17) of mw(a)()wm

hatwaaoom prior to J 1
aubmtwn (a) (3) as then in effect. The increase shall 25 derived by

multi each of the amounts desoribed in clauses (I), (II), and
(7I1) ing each of those primary insurance amounts or Benefit
ammtcmmvmlymadunderthuaub ph) By the

ame percentage (rounded to the ¢ tenth 1 percent) as the
pemfwagc by Q:Iuoh the Gmmeﬂ:%o?endm fo: ihat coct-o}-gi‘m
computation gquarter exceeds the Index for the most
endar quarter which was a base quarter under paragraph (j;(A)(u)

or, if later, thomoctnomtmt—o lwing com
/ ph I% mowiomm'wtauudhpk

.103 enwmaedtothcmthglwrﬂmlhpk $0.10.
(m) In the case of an individual who becomes eligible for an old-
age insurance or insurance benefit, or dies prior to becoming
80 eligible, in a year in which there occurs an increase n
clause (%), the individual's primary insurance amount (without re-
mdtothomofmmkmmttothatbmﬁt) shall be increased (un-
otherwise s0 increased under another provision of this title) by
the amount of that increase and subsequent applicadle increases, but
m&lywcthmpodtobmﬁhpayabkfarmonthcafterllayofthat

year.

(B) The increase provided by subparagraph (A) with respect to a
lar cost-of-living computation quarter shall apply in the case
of monthly benefits under this title for months after May of the calen-
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dar year in which occurred such cost-of-living computation quarter,
and in the case of lump-sum death payments with respect to deaths
occurring after May of such calendar year.

(:ig {xj ‘Whenever the level of the Consumer Price Index as pub-
I r any month exceeds by 2.5 percent or more the level of such
index for the most recent base quarter (as defined in paragraph (1)
(A) (i1) or, if later, the most recent cost-of-living computation quar-
ter, the Secretary shall (within 5 days after such publication) report
the amount of such excess to the House Committee on Ways and
Means and the Senate Committee on Finance.

(ii) Whenever the Semu.r{ determines that a base quarter in &
calendar year is also a cost-of-living computation quarter, he shall
notify the House Committee on Ways and Means and the Senate Com-
mittee on Finance of such determination within 30 days after the close
of such quarter, indicating the amount of the benefit increase to be pro-
vided, his estimate of the extent to which the cost of such increase
would be met by an increase in the contribution and benefit base under
section 230 and the estimated amount of the increase in such base, the
actuarial estimates of the effect of such increase, and the actuarial as-
suthiona and methodology used in &reparing such estimates.

(D) If the Secretary determines that a base quarter in a calendar
yesr is also a cost-of-living computation quarter, he shall publish in
the Federal Register within 45 days after the close of such quarter, a
determination that a benefit increase is resultantly requireg and the
percentage thereof. [He shall also publish in the Federal Register at
that time (along with the increased benefit amounts which shall be
deemed to be the amounts appearing in sections 227 and 228) a revision
of the table of benefits contained in subsection (a) of this section (as
it may have been most recently revised by another law or pursuant
to this paragraph) ; and such revised table shall be deemed to be the
table appearing in such subsection (a). Such revision shall be deter-
mined as follows:

[g) The headings of the table shall be the same as the headin
in the table immediately prior to its revision, except that the
parenthetical Yxlx“m at the beginning of column II shall reflect
the year in which the primary insurance amounts set forth in
column IV of the table immediately prior to its revision were
effective.

[(ii) The amounts on each line of column I and column III,
except as otherwise provided by clause (v) of this subparagraph,
shall be the same as the amounts appearing in each such column
in the table immediately prior to its revision.

[(iii) The amount on each line of column II shall be chm%
to the amount shown on the corresponding line of column
of the table immediately prior to its revision.
 [(iv) The amounts on each line of column IV and column V
shall be increased from the amounts shown in the table immedi-
ately prior to its :?lwsxonbbg' increms}'l Ae;t?h sucih t;;mount by tllxle
percentage specified in subparagrap ii) of this paragraph.
The am:%;xt on each line of column V shall be increased, if neces-
sary, so that such amount is at least equal to one and one-half
times the amount shown on the corresponding line in column IV.
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Any such increased amount which is not a multiple of $0.10 shall
be mcreased to the next higher multiple of $0.10.

L(v) If the contribution and benefit base (determined wnder
section 230) for the calendar year in which the table of benefits is
revised is lower than such base for the following calendar year,
columns III, IV, and V of such table shall be extended. The
amounts on each additional line of column III shall be the
amounts on the preceding line increased by $5 until in the last
such line of column ITT the second figure is equal to one-twelfth
of the new contribution and benefit base for the calendar year fol-
lowing the calendar year in which such table of benefits is revised.
The amount on additional line of column IV ghall be the
amount on the preceding line increased by $1.00, until the amount
on the last line of such column is equal to the last line of such
column as determined under clause (iv) plus 20 percent of one-
twelfth of the excess of the new contribution and benefit base for
the calendar year following the calendar year in which such table
of benefits is revised (as determined under section 230) over such
base for the calendar year in which the table of benefits is revised.
The amount in each additional line of column V shall be equal to
1.75 times the 'amount on the same line of column IV. Any such
increased amount which is not a multiple of $0.10 shall be in-
creased to the next higher multiple of $0.10] He sAall also pub-
e e A o 5
re to in t L/ eotion (a
that shall be the increased amount determined for purposes of
such subparagraph (C) (i) (IT) under this subgection.

(8) As used in this subsection, the term “general benefit increase
under this title” means an increase (other than an increase under this
subsection) in all primary insurance amounts on which monthly insur-
ance benefits under this title are based.

(4) This subsection, as in effect in December 1978, shall continue to
apply to subsections (a) and (d), as then in effect, with respect to com-
pubing the primary insurance amount of an individual to whom sub-
seotion (a), as in effect after December 1978, does not apply (inelud-
ng an individual to whom subsertion (a) does not apply in any year
by reason of paragraph (4) (B) of that subsection, but the application
of this subsection in such cases shall be modified by the a; ication of
subolause (I) of clause.(i3) of such paragraph (4)(B)). For ses
of mmnmm tnsurance amounts and maximum fomily bene-
fits (othert ; insurance amounts and mazimum f ben-
g&t for individuals to whom such paragraph (4) (B) applies), the

soretary shall publish in the Federal Register revisions of the table
of benefits comtained in subsection (a). as in effect in December 1978,
as required by paragraph (8) (D) of this subsection, as then in effect.

L L e * L . *
Benefits in Case of Veterans
Sec. 217. (a)(1) * * * . ]
(b) (1) Any World War II veteran who died during the period of
years immediately following his separation from the active mili-
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tary or naval service of the United States shall be deemed to have
died a fully insured individual whose primary insurance amount 18
the amount determined under section 215(c) as in effect in Decem-
ber 1978. Notwithstanding section 215(d) as in effect in Deoember
1978, the primary insurance benefit (for purposes of section 215(c
as in effect in December 1978) of such veteran shall be determines
ss provided in this title as in effect prior to the enactment of this
saction, except that the 1 per centum addition provided for in section
209(e) (3) of this Act as in effect prior to the enactment of this
section shall be applicable only with respect to calendar years prior
to 1951. This subsection shall not be applicable in the case of any
monthly benefit or lumg;esnum death payment if—
A) a larger such benefit or payment, as the case may be, would
be payable without its application;
5‘3’ any pension or compensation is determined by the Vet-
erans’ Administration to be payable by it on the basis of the death
of such veteran; .
C) the death of the veteran occurred while he was in the active
military or naval service of the United States; or
(D) such veteran has been discha or released from the
active military or naval service of the United States subsequent
to July 26, 1951.

Reduction of Benefits Based on Disability on Account of Receipt
of Workmen’s Compensation .

Sec. 224, (a) If for any month prior to the month in which an indi-
vidual attains the age of 62—

él; such individual is entitled to benefits under section 223, and

2) such individual is entitled for such month, under a work-

men'’s compensation law or plan of the United States or a State

to periodic benefits for a total or ial disability (whether or

not permanent), and the Secretary in a prior month, received
notice of such entitlement for such month.

the total of this benefits under section 223 for such month and of an
benefits under section 202 for such month based on his wages and self-
employment income shall be reduced (but not below zero) by the
amount by which the sum of—
(3) such total of benefits under sections 223 and 202 for such
m?nt)h’agf odic benefi ble (and actually paid) for such
4) such periodic benefits payable (and act paid) for su
month to such individual ungzr the workmen’s coympensation law
or plan,
exceeds the higher of—
( 5; 80 per centum of his “average current earnings”, or
6) the total of such individual’s disability insurance benefits
1der section 223 for such month and of any monthly insurance
benefits under section 202 for such month based on his wages and
self-employment income, prior to reduction under this section.

In no case shall the reduction in the total of such benefits under sec-
tions 223 and 202 for a month (in a continuous period of months)
reduce such total below the sum of—
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i:) the total of the benefits under sections 223 and 202, after
duction under this section, with respect to all persons entitled
to benefits on the basis of such individual's wages and self-employ-
ment income for such month which were determined for such in-
dividual and such persons for the first month for which reduction
under this section was made (or which would have been so deter-
mined if all of them had been so entitled in such first month), and

38) any increase in such benefits with respect to such individual
and such persons, before reduction under this section, which is
made effective for months after the first month for which reduc-
tion under this section is made.

For pu of clause (5), an individual’s average current earnings
means the largest of (A) the average monthly w (determined
under saction 816(b) as in effect prior to J Iwaﬁaused for pur-
poses of computing his benefits under section 223, (B) one-sixtieth of
the total of his wages and self-employment income (computed without
regard to the limitations specified in sections 209(a) and 211&7) (1))
for the five consecutive calendar years after 1950 for which such w
and self-employment income were highest, or (C) one-twelfth of the
total of his wages and self-employment income (computed without re-
gard to the limitations specified in sections 209(a) and 211(b) (1)) for
the calendar year in which he had the highest such and income
durinlg the period consisting of the calendar year in which he became
disabled (as defined in section 223(d)) and the five years preceding
that year. In any case where an individual’s wages and self-employ-
ment income reported to the Secretary for a calendar year mcl[: the
limitations specified in sections 209(3 and 211(b) (1), the Secretary
under regulations shall estimate the total of such w and self-em-
ployment income for purposes of clauses (B) and (mf the ﬁreead
ing sentence on the basis of such information as may be available to
him indicating the extent (if any) by which such wages and self-
employment income exceed such limitations.

L J L ] * * s L

Entitlement to Hospital Insurance Benefits
Sec. 226.

(a) ***

(h) (1) For purposes of determining entitlement to hospital insur-
ance benefits unlc)ler subsection (b) in the case of widows ::g widowers
described in h (2) ( A) (i1i) thereof—

(A) term “age 60” in sections 202(e) (1) (B) (ii), 202(e)
(5), 203(f) 9) (B) (ii), and 202(f) (6) shall be deemed to read

65”; an

(B) the phrase “before she attained age 60” in the matter
following subparagraph (F') of section 202(e) (1) and the phrase
“before he attained age 60” in the matter following subparagraph
F(G] (F) of section 202(f) (1) shall each be deemed to read
“based on a disability”.

] & * | J L L *
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For the purposes of determining entitlement to Aospital insur
mg‘ommmbuot{m () in the oase of an individual descridec
in clause (ttf) o( subsection (B) (8) (A), the entitlement of suoh inds-
vidual to widow’s or widower’s insuranoe benefits under seotion $08 (e)
or (f) by reason of a disability shall be deemed to be the entitlement to

benefits that would vesult if such entitlement were determined
witRhout regard to the provisions of section £08(5) (4).

Adjustment of the Contribution and Benefit Base

Sec. 230. (a) Whenever the Secretary pursuant to section 215(i)
increases benefits effective with the June following a cost-of-livi
computation quarter, he shall also determine and publish in the Federa
Register on or before November 1 of the calendar year in which such
quarter occurs the contribution and benefit base determined under sab-
section (b) which shall be effective with respect to remuneration paid
after the calendar year in which such quarter occurs and taxable years

inning after such year.

(b) The amount of such contribution and benefit base shall (subdject
to subsections (o) and (d)) be the amount of the contribution and bene-
fit base in effect in the year in which the determination is made or, if
larger, the product of— | .

(1) the contribution anddbene(ﬁt l(iaso wtl:lich Was m wiltl)l
respect to remuneration paid in (and taxable years begi in
the calendar year in which the determination under subsection
(a) with respect to such particular calendar year was made, and

(2) the ratio of (A) the average of the wages of all employees
as reported to the Secretary of the Treasury for the calendar year
preceding the calendar year in which the determination under
subeection (a) with respect to such particular calendar year was
made to (B) the average of the wages of all employees as re&orted
to the Secretary of the Treasury for the calendar year 1978 or,
if later, the dar year preceding the most recent calendar
year in which an increase in the contribution and benefit base was
enacted or a determination resulting in such an increase was made
under subsection (a),

with such product, if not a multiple of $300, being rounded to the next
higher muYtipla of $300 where such product is a multiple of $150 but
not of $300 and to the nearest multiple of $300 in any other case. For
purposes of this subsection, the average of the w. for the cal-
endar year 1978 (or any prior calendar yesr) shall, in the case of
determinations made under subsection (a) prior to December 81, 1979,
be deemed to be an amount equal to 400 per centum of the amount of the

average of the taxable w of all employees as rted to the
Secretary for the first csle;%“;r quarter or 4 dar

(c) For purposes of this eection, and f  Durposes of drter

) For o section, or purposees o Lamx%
wages and self- loympnt. income under sections 209, 211, 218,

215 of this Act sections 1402, 8121, 3122, 8125, 6413, and 6654 of
the Internal Revenue Code of 1954, the “contribution and benefit base

with respect to remuneration paid in (and taxable eusbegm?:x 1
In) any calendar year after 19?;‘ and prior to the a.lanuym )

95-070 0 =-77 - 10
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the June of which the first increase in benefits pursuant to section
215(i) of this Aot becomes effective ehall be $13,200 or (if applicable)
such other amount as may be specified in a law enacted subsequent to
the law which added this sectmn

For purposes of the employer taxs liability under section 3111 of the
Internal Revenue Code of 1954 and section 3221 (D) of such Code in the
case of railroad employment, the contribution and benefit base re-
ferred to in paragraph (1) of section 3121(a) of the Internal Revenue
Code of 1954 is d.cemed to be $50000 rwith respect to remuneration
paid during calendar vears 1979 through 1984, and with respect to ral-
endar years after 1984 875000 or (if higher) the contribution and
benefit base as determined under this section without regard to the
provigions of this sentence.

(d) Ewxcept as otherwise provided by the last sentence of subsection
(¢) and except for purposes of determining employer tax liability
under section 3221(a) of the Internal Revenue Code of 1954, for
calendar years 1979, 1981, 1983, and 1985 the contribution and benefit
base shall be equal to the amount determined under subsection (b) dbut
as augmented for each such year (and carried forward thereafter) by
$600; and the amount of such base for any such year as so increased
shall be deemed to be the amount of such base for such year for pur-
poses of determmma anv increase, under the preceding provisions of
this section, in such base for any succeeding year.

(e) For purposes of aubmhon (D). the term “wages” for years after
1976 sholl have the meaninn assigned to such term by section 3401(a)
of the Internal Revenue Code of 1954 and section 3]21 (a) of such
Code (but without reaard to the operation of section 230 of the Social
Security Act as specified therein) to the extent that they are excluded
from such section 3401 (a). For years before 1977, the term “wages”
sqhall be determined under regulations to be pmmulqatad by the
s emtar_!/

* . L * L L L

INTERNATIONAL AGREEMENTS
Purpose of Agreement

Sec. 233. (a) The President is authorized (subjectto the succeeding
pm’mom of this section) to enter tnto agresments establishing total-
ization arrangements between the social security system established by
this title and the sorial security system of any foreign country, for the
purposes of establishing entitlement to and the amount of old~age, sur-
vivors, disadilitu, or derivative bensfits based on a combdination of an
individual's perwda of coverage under the social security system estab-
lished by this title and the social secuvity system of such foreign

COURlry.
Definitions

(b) For the purposes of this section—
(1) the term “social security system” means, with respect to a
foreign couniry. @ social tnsurance or pension system whick is of
general application in the countyy and under which periodic dene-
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fits, or the actuarial equivalent thereof, are paid on account of old
age, death, or disability ; and |

(8) the term “period of coverage™ means a pers of payment
of contributions or a period of earnings based on wages for em-
? or on self-employment income, or any similar period
recognised as equivalent thereto under this title or under the social
security system of a couniry which is a’ party to an agreement
entered into under this section.

Crediting Periods of Coverage; Conditions of Payment of Benefits

(¢) (1) Any agreement ecstablishing a totalisation arrangement
pursuant to this section shall provide—

(A) that in the case of an individual who has at least 6 quarters
of coverage as defined sn section 218 of this Act and periods of
coverage under the social security system of a foreign oouncrz
which is a party to such nt, periods of coverage of suc
individual under such social security system of suoh foreign coun-
try may be combined with periods of coverage under this title ond
ot. ise considered for the purposes of establishing entitlement
to and the amount of old-age, survivors, and disabilsty insurance
benefits under this title; '

(B) (¢) that employment or self-employment, or any servioe
which {8 recognised as equivalent to employment or self-employ-
ment under this title or the social seourity system of a foreign
country which is a party to such agreement, shall, on or after
the effective date of such agreement, result in a period of coveraga
under the system established under this title or under the system
established under the laws of such foreign country, but not under
both, and (it) the methods and conditions for determining under
which system employment, self-em ployment, or other service shall
resylt in a period of coverage; and

(C) that where an individual's periods of coverage are com-
bined, the benefit amount payable under this title shall be based
on the proportion of such individual's periods of coverage whioh
was completed under this title.

(2) Any such agreement may provide that—

(A) an individual who is entitled to cash benefits under this
title shall, notwithstanding the provisions of section 202(t), re-
cewe such denefits while he resides in a foreign country which is
a party to such agreement; and

(B) the benefit paid bu the lTnited States to an individual who
legally resides in the United States shall be incrcased to an
amount, which, when added to the benefit paid by such foreign
country. will be equal to the benefit amount which would be pay-
able to an entitled individual based on the first flgure in (or
deemed. to be in) column IV of the table in section 215(a) in the
case of an individunl beroming eliqible for such benefit before
January 1. 1979, or based on a primary insuranre amownt deter-
mined under section 215(a) (1) (C) (7) (I) or (II) in the case of
%ndim'dual becoming eligidle for such benefit on or after that
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(3) Section 226 shall not apply in the case of any individual to
whom it would not be applicable but for this section or any agreement
or regulation under this section.

(4) Any such agreement may contain other provisions, which are
not inconsistent with the other provisions of this title and whick the
President deems appropriate to carry out the purposes of this section.

Regulations

(d) The Secretary of Health, Education, and Welfare shall make
rules and regulations and establish prooedures which are reasonable
and necessary to implement and administer any agreement which
has been entered into in accordance with this section.

Reports to Congress; Eff ective Date of Agreements

(e) (I) Any agreement to establish a totalization arrangement
entered into pursuant to this section shall be transmitted by the
President to the Congress together with a report on the estimated
number of individuals who will be affected by the agreement and the
effect of the agreement on the estimated income and expenditures of
t mgmma established by this Act.

(2 ’) uck an agreement shall become cffective on any date, pro-
vi in the agreement, which occurs after the expiration of the
period, following the date on which the agreement is transmitted
in accordance wsth paragraph (1), during which each House of the
Congress has been in session on each of 90 days; ewcept that such
agreement shall not become effective tf, during such period, either
House of the Congress adopts a resolution of disapproval «f the
agreement.

*  J L J ] L ] e

TITLE IV—GRANTS TO STATES FOR AID AND SERV-
ICES TO NEEDY FAMILIES WITH CHILDREN AND
FOR CHILD-WELFARE SERVICES

ParT A—Am 10 FaMILies Wit DerexpENT CHILDREN

* L & ¢ * * *

State Plans for Aid and Services to Needy Families With Children

Skc. 402. (a) A State plan for aid and services to needy families
with children must—

( 1) s & ¢

(7) except as may be otherwise provided in clause (8), provide
that the State agency shall, in determining need, take into considera-
tion any other income and resources of any child or relative claiming
aid to families with dependent children, or of any other individual
(living in the same home as such child and relative) whose needs the
State determines should be considered in determining the need of the
child or relative claiming such aid, as well as any ch¢ld care expenses
reasonably attributable to the earning of any such income;

(8) provide that, in making the determination under clause (7),
the State agency— |
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A) shall with res to any month disregard— .

( )(i) all of thep::tmed income of each dependent child re-
ceiving aid to families with dependent children who is (as
determined by the State in accordance with standards pre-
scribed by the Secretary) a full-time student or part-time
student who is not a full-time employee attending a school,
college, or university, or a course of .vocatlonal or technical
training designed to fit him for gainful employment, and

[ (ii) in the case of earned income of a dependent child not
included under clause (i), a relative receiving such aid, and
any other individual (living in the same home as such rela-
tive and child) whose needs are taken into account in makin
such determination, the first $30 of the total of such earn
income for such month plus one-third of the remainder of
such income for such month (except that the provisions of
this clause (ii) shall not apply to earned income derived from
participation on a project maintained under the programs
established by section 432(b) (2) and (3)}0; anda .

(it) in the case of earned income of a dep child not
included under clause (i), a relative receiving such aid, and
any other indiridual (living in the same home as such rela-
tive and child) whose needs are taken into account in making
such determination, (I the first $60 of earned income for in-
dividuals who are employed at least forty hours per week, or
at least thirty-five hours per week and are earning at least
392 per 1week, and (II) the first $30 of earned income for in-
dividuals not meeting the criteria of subclause (I), plus (II11)
in each case. one-third of up to $300 of additional earnings,
and one-fifth of such additional earnings in excess of $300,
cxcept that in each case an amount equal to the reasonable
child care expenses incurred (subject to such limitations as
the Secretary may prescribe in requlations) shall flrst be
deducted before computing such indiridual’s earned income
(except that the provisions of this clause (#i) shall not apply
to earned income derived from participation on a project
maintained under the programs established by section 498
(3) (2) and (3)),;and

(B) (i) may. subject to the limitations prescribed by the Sec-

retary, permit all or any portion of the earned or other income
to be set aside for future identifiable needs of a dependent child.
and (ii) may, before disregarding the amounts referred to in sub-
paragraph (A) and clause (i) of this subparagraph, disregard
not more than $5 per month of any income; except that, with
respect to any month, the State agency shall not disregard any
?};‘;l;’d fincome (other than income referred to in subparagraph
of—-

(C) any one of the person specified in clause (ii) of subpara-

graph (A) if such person— |

(i) terminated his employment or reduced his earned in-
come without good cause within such period (of not less than
30 days) preceding such month as may be prescribed by the
Secretary: or
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(i1) refused without good cause, within such.period pre-
ceding such month as may be ribed by the Secretary, to
accept employment in which he is able to e which is
offered through the g,ublic employment offices of the State, or
is otherwise offered by an employer if the offer of such em-
ployer is determined by the State or local agency administer-
ing the State plan, after notification by him, to be a bona fide
offer of employment ; or - |

(D) any of such persons specified in clause (ii) of subpara-
graph (A) if with respect to such month the income of the per-
sons so specified (within the meaning of clause (7)) was in excess
of their need as determined by the State agency pursuant to

clause (7) (without to clause (8)), unless, for any one of
for four months ‘p ceding such month, the needs of such person
were met by the furnishing of aid under the plan;

L L . . ¢ L

- (27) provide, that the State has in effect a plan approved under
part D and operate a child support program in conformity with such
plan; [and]

(281) provide that, in determining the amount of aid to which an
eligible family is entitled, any portion of the amounts collected in any
particular monthgs child support pursuant to a plan approved under
gart D, and retained by the State under section 457, which (under the

tate plan approved under this part as in effect both during July 1975
and during that particular month) would not have caused a reduction
in the amount of aid paid to the family if such amounts had been paid
directly to the family, shall be added to the amount of aid otherwise
payable to such family under the State plan approved under this
part [.]; and

(29) -Effective October 1, 1979, provide that wage information
avadable from the Social Security Administration under the provi.
stons of seciton 411 of this Act. and available (under the provisions of
section 3304 (a) (16) of the Federal Unemployment Tax Act) from
agencies administering State unemployment compensation laws, shall
be requested and utilized to the extent permitted under the provisions
of such sections; except that the State shall not be required to request
such information from the Social Security Administration where such
information 13 available from the agency administering the State
unemployment compensation lars.

* * * ] * ® L

Payment to States

See. 403. (a) From the sums appropriated therefor, the Secretary
of the Treasury shall pay to each State which has an approved plan
for aid and services to needy families with children, for each quarter,
beginning with the quarter commencing October 1, 1958—

(1) in the case of any State other than Puerto Rico, the Virgin
Islands. and Guam, an amount equal to the sum of the following
proportions of the total amounts expended during such quarter
as aid to families with dependent children under the State plan
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(including expenditures for premiums under part B of title
XVIII for individuals who are recipients of money payments un-
der such plan and other insurance premiums for medical or any
other type of remedial care or the cost thereof) —

(A) five-sixths of such expenditures, not counting so much
of any expenditure with respect to any month as exceeds the
product of $18 multiplied by the total number of recipients
of aid to families with dependent children for such month
‘(which total number, for purposes of this subsection, means
(i) the number of individuals with respect to whom such aid
in the form of money payments is paid for such month, plus
(ii) the number of other individuals with respect to whom
expenditures were made in such month as aid to families with
dependent children in the form of medical or any other type
of remedial care, plus (iii) the number of individuals, not
counted under clause (i) or (ii), with respect to whom pay-
ments described in section 406 (b) (2) are made in such month
and included as expenditures for purposes of this paragraph
or paragraph (2)) ; plus

(B) the Federal percentage of the amount by which such
expenditures exceed the maximum which may be counted
under clause (A), not counting so much of any expenditure
with respect to any month as exceeds (i) the product of $32
multiplied by the total number of recipients of aid to families
with dependent children (other than such aid in the form
of foster care) for such month, plus (ii) the product of $100
multiplied by the total number of recipients of aid to families
with dependent children in the form of foster care for such
month ; and

(2) in the case of Puerto Rico, the Virgin Islands, and Guam.,
an amount equal to one-half of the total of the sums expended
during such quarter as aid to families with dependent children
under the State plan (including expenditures for premiums under
part B of title XVIIT for individuals who are recipients of
money payments under such plan and other insurance premiums
for medical or any other type of remedial care or the cost thereof)
not counting so much of any expenditure with respect to any
montbh as exceeds $18 multiplied by the total number of recipients
of such aid for such month ; and

(3) In the case of any State, an amount equal to the sum of
the following proportions of the total amounts expended during
such quarter as found necessary by the Secretary of Health, Edu-
cation, and Welfare for the proper and efficient administration of
the State plan—

(A) 75 per centum of so much of such expenditures as are
for the training (including both short- and long-term train-
ing at educational institutions through grants to such insti-
tutions or by direct financial assistance to students enrolled
in such institutions) of personnel emploved or preparing for
emplovment by the State agencv or by the local agency
administering the plan in the political subdivision. and
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(B) one-half of the remainder of such expenditures,
except that no payment shall be made with respect to amounts ex-
nded in connection with the provision of any service described
1n section 2002(a) (1) of this Act other than services the provision
of which is required by section 402(a) (19) to be included in the
plan of the States; and

(4) [Repealed].

(5) in the case of any State, an amount equal to 50 per centum
of the total amount expended under the State plan unnﬁ such
quarter as emergency assistance to needy families with children.

The number of individuals with respect to whom payments de-
scribed in section 406(b)(2) are made for any month, who may be
included asf mcipientshof( a.)id to( ft;,milies with d:e[:lncll(e)nt chi]dxt:en foxf'
purposes of paragraph (1) or (2), may not ex per centum o
the number of other recipients of aid to families with dependent chil-
dren for such month. In computing such 10 percent, there shall not
be taken into account individuals with respect to whom such g-
ments are made for any month in accordance with section 402(a) ?; )
(F) or section 402(a) (26).

I the case of calendar quarters beginning after September 30, 1977
and prior to April 1, 1978, the amount to be paid to each State (as
determined under the preceding provisions of this subsection or sec-
tion 1118, as the case may be) shall be increased in aocordance with
the provisions of subsection (8) of this section.

(fb}l The method of computing and paying such amounts shall be
as follows: |

(1) The Secretary of Health, Education, and Welfare shall,
prior to the beginning of each quarter, estimate the amount to
be paid to the State for such quarter under the provisions of
subsection (a), such estimate to be based on (A) a report filed
by the State containing its estimate of the total sum to be ex-
pended in such quarter in accordance with the provisions of such
subsection and stating the amount appropriated or made available
by the State and its political subdivisions for such expenditures
in such quarters, and if such amount is less than the State’s pro-
portionate share of the total sum of such estimated expenditures,
the source or sources from which the difference is expected to be
derived, (B) records showing the number of dependent children
in the State, and (C) such other investigation as the Secretary
may find necessary.

(32) The Secretary of Health, Education, and Welfare shall
then certify to the Secretary of the Treasury the amount so esti-
mated by the Secretary of Health, Education, and Welfare, (A)
reduced or increased, as the case may be, by any sum by which the
Secretary of Health, Education, and Welfare finds that his esti-
mate for any prior quarter was greater or less than the amount
which should have been paid to the State for such quarter, and
(B) reduced by a sum equivalent to the pro rata share to which
the United States is equitably entitled. as determined by the Sec-
retary of Health, Education, and Welfare, of the net amount re-
covered during any prior quarter by the State or any political
subdivision thereof with respect to aid to families with dependent
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children furnished under the State plan; except that such in-
creases or reductions shall not be made to the extent that such
sums have been applied to make the amount certified for any
prior quarter gvater or less than the amount estimated by the
Secretary of Health, Education, and Welfare for such prior
uarter. |

1 (3) The Secretary of the Treasury shall thereupon, through
the Fiscal Service of the Treasury Department and prior to audit
or settlement by the General Accounting Office, pay to the State,
at the time or times fixed by the Secretary of Health, Education,
and Welfare, the amount so certified.

(c) Notwithstanding any other provision of this Act, the Federal
share of assistance payments under this part shall be reduced with
respect to any State for any fiscal year after Junc 80, 1973, by one
percentage point for each percentage point by which the number of
individuals certified, under the program of such State established
pursuant to section 402(a)(19) (G), to the local employment office
of the State as being ready for employment or training under part C,
is less than 15 per centum of the average number of individuals in
such State who, during such year, are required to be registered
pursuant to section 402(a) (19) (A).

(d) (1) Notwithstanding subparagraph (.\) of subsection (a)(3)
tho rate specified in such subparagraph shall be 90 per centum (rather
than 75 per centum) with respect to social and supportive service
provided pursuant to section 402(a) (19) (G).

(2) Of the sums authorized by section 401 to be appropriated for
the fiscal year ending June 80, 1978, not more than $750,000,000 shall
he appropriated to the Secretary for payments with respect to services
to which paragraph (1) applies.

(¢) [Repealed]

(f) Notwithstanding any other provision of this section, the ainount
payable to any State under this part for quarters in a fiscal year shall
with respect to quarters in fiscal years beginning nfter June 30, 1973,
be reduced by 1 per centum (calculated without regard to any reduc-
tion under section 403(g) of such amount if such State—

(1) in the inunediately preceding fiscal vear failed to carry
out the provisions of section 402(a) (15) (B) as pertain to re-
quiring the offering and arrangement for provision of family
planning services; or

(2) in the immediately preceding fiscal year (but. in the case
of the fiscal year beginning July 1. 1972, only considering the third
and fourth quarters thereof). failed to carry out the provisions
of section 402(a) (15) (B) of the Social Security Act with respect
to any individual who, within such period or neriods as the
Secretary may prescribe, has been an applicant for or recipient
of aid to families with dependent children under the plan of the
State approved under this part.

(g) Notwithstanding anv other provision of this section, the amount
payable to any State under this part for quarters in a fiscal year
shall with respect to quarters in fiscal vears beginning after June 80,
1974, be reduced by 1 per centum (calculated without regard to any
reduction under section 403 (f)) of such amount if such State fails to—
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(1) inform all families in the State receiving aid to families
with dependent children under the plan of the State approved
under thm &ert of the availability of child health screening serv-
ices under the plan of such State approved under title

(2) provxde or arrange for the provision of such screemng
services in all cases where they are requested, or

(8) arrange for (directly or t referral to appropriate
agencies, organizations, or individuals) corrective treatment the
need for which is disclosed by such child health screening services.

(k) Notwithstanding any other provision of this Act, the amount
payable to any State under this part for quarters in a fiscal year shall
with respect to quarters beginning after December 31, 1976, be reduced
by 5 per centum of such amount 1f such State is found by the Secre-
tary as the result of the annual audit to have failed to huve an effective
program meeting the requirements of section 402(a) (27) in any fiscal
year beginning after September 30, 1976 (but, in the case of the fiscal
year beginning October 1, 1976, only considering the second, third,
anc(l f?m)ﬂ} u;:ters ﬂ:}m‘)f) alendar Aich begins after S

1) (I) In the case of any ¢ quarter whic ns @ ep-
er 30, 1977, amdprwr to Apnil 1, 1978, the amount payadble (as
determined under subsection (a) or section 1118 as the case may Iml)
to each State, which has a Statc plan approved under this part, shall
(sudject to the suoceeding paragraphs of this aubaectwn) be increased
by an amount equal totheaum {thefollom

(A) an amount which the same vatio to $100,000,000 as
the amount expended as aid to families with dependent children
under the State plan of such State during the month of December
1976 bears to the amount espended as aid to families with depend-
e:td children under the State plans of all States during such month,
a

(B) (2) sn the case of Puerto Rico, Guam and the Virgin

, an amount equal to the amount determined under oub-
ph (4) with respect to such State, or

(ui; #n the case of any other State, an amount which bears the
same ratio to $100,000,000, minus the amounts determined under
olawe(z)oftlmsub astheanwuntallocatedtowch
State, under section 106 o? the ooal‘Fucal Assistance
Act of 1972 for the most recent entatlement riod for which allo-
cations have beenﬂwdewnderauchaectwnpmrtotlwdateof
enactment of this subsection, bears to the total of the amounts
allocated to all States under such section 106 for such period.

(2) As a condition of any State receiving an increase, by reason of
the application of the foregoing provwms of this subsection, in the
amount determined for such State lmr to subsection (a) or un-
der section 1118 (as the case may such State must agree to pay
to any political subdivision themf wluch participates in the cost of
the State s plan, approved under this part, during any calendar quar-
ter with respect to which such increase applies, so much of such in-
crease as does not exceed 90 per centum of such political subdivision’s
financial contribution to the State’s plan for such quarter

(3) Noitwithstanding any other provision of this pm't, the amount

payablctoanyStatebyrsasonoftkemdmyprovmofﬂmaub-
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ection for calendar quarters prior to April 1, 1978 shall be made n a
:inglo s’vfutallmm, which shall be payabdle aa’clwrtly after October 1,
1977 as is administratively feasible.

Incentive Adjustments in Federal Finanoial Participation

(§) If the dollar error rate of eoess payments of aid furnished by
a State under its State plan, approved under this part, with respeot
to any sia-month period, as based on samples and evaluations thereof

"-— .

(1) at least 4 per centum. the amount of the Federal financial
participation in the evpenditures mads by the State in oarrying
out such plan during such peviod shall be determined without
regavd to the provisions of this subsection; or _

(2) less than 4 per centum, the amount of the Federal finanoial
porticipation in the expenditures made by the State in oarrying
out such plan during such period shall be the amount determined
without regard to this subssotion, plus, of the amount by which
such expenditures are less than they would have been if the errone-
ous ewoess payments of aid had been at a rate of } per cenbum—

(A) 10 per centum of the Federal share of such amount, in
case such rate is not less than 3.5 per centum,

(B) 20 per centum of the Federal share of such amount, in
case such rate is at least 3.0 per centum but less than 3.5 per
centum,

(C) 30 per centum of the Federal share of such amount, in
ocase such rate is at least 2.5 per centum but less than 3.0 per

ooendum,
(D) 40 per centum of the Feoderal share of such amount, in
case such rate s at least £.0 per centum but less than 2.6 per

(E') 60 per centum of the Federal share of such amownt, in
case such rate is less than 2.0 per centum.

¢ ¢ ¢ . L L J L

Access To Wage Information

Sec. 411. (a) Notwithstanding any other provision of law, the

shall make available to States and politioal subdivisions

thereof wage information contained in the records of the Social Seou-

%Adnumm)w’bxh 8 mmaar}/ g:s determined by the Secre-

in regulations purposes of determéning an individuals

eligibility for aid or servioes, or the amount of such aid or services,
under a State plan for aid and services to needy families with

ohildren,
approved this ;a.'t, an;i which is specifioally requested by such

State or political subdivision for such es.
(8) TAe Secretary shatl establish safe as are neoessary
(as determined by the Secretary under re ) fo insure that

information made available under the provisions of this section is used
only for the purposes authoriced by this section.

s $ s L L J L J L
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TITLE VII—ADMINISTRATION

Deuvery of Benefit Checks

Sec. 708. Notwit any other provision of this Act, when the
meldayforddi o bmﬂcheckaundcrtztlellorﬂlaf
this Act would, but o tlmm faZ on a Satur-
ay, Sunday ,orlo gub maectwnGIOJof
title 5, United States ) bmﬁt clwoka or such month shall be

mailed for cryonthe daypnoadmgouchnomaaldchoery
doywhch:’cnotaSaamiay Sunday, or legal public holiday, without
mdtowhcthorthoddwcryofmchc g‘b made in the same
month in which such normal day for delivery would occur.

TITLE XI—GENERAL PROVISIONS AND PROFESSIONAL
STANDARDS REVIEW

PART A—GENERAL PROVISIONS

Demonstration Projects

Sec. 1115. (a) In the case of any rimental, pilot, or demonstra-
tion project which, in the judgm ent the Secreta , 18 likely to assist
W the ob)ect.xvm of title I, VI, X, XIV, XVI, XIX, or

A of title IV, maStateorStatea——
(2)] (2) the Secretary may waive compliance with any of the
requirements of section 2, 402, 602, 1002, 1402, 1602, 1902, 2002,

2008, or 2004, asthecasemayba,totheextent and for the penod
he ﬁnds necessary to enable such State or States to carry out such

[](b (8) costs of such project which would not otherwise be
mclud as expenditures under section 3, 403, 603, 1003, 1403, 1603,
1908, or2002,usthecasemaybe,andwhmharenotmcludedas
part ‘of the costs of projects under section 1110, shall, to the extent
and for the period preecribed by theSea'etu'y beregardedas

ditures under t.he State plm or plans approved under such

~ 3 or for administration of such State plan or plans, or expendi-

t.ures with respect to wlnch payment shall be made under section

2002, as may be app oeecr

In addition, not to ex 1000,000 of the aggregate amount appro-

priated for payments to States under such titles for any fiscal year

lR:r June 30, 1967, shall be available, under such terms

and conditions as the Socretarv may establish, for payments to States

to cover so much of the cost of such project as is not covered by pay-

ments under such titles and is not included as part of the cost of
pro]ects for purposes of section 1110.



%
%
'§
%
§
"?
e H

and ot
mdo’m'duak who are recipients o lic assistance, any Stata luw&\y
)mappmodpknundcrpod op‘mchVmay auboottotlwpmo-
gions of this subsection, establish and conduct not more than three

. In establishing and conducting any such
pmccttlwsm

(A) promde that Mt more than ons such projeot be conducted
(B) pmdc tlmt in making arrangements for publio servioce

$) appropriate standards for the health, safety, and other
M(Jap applmbletotlwzzrfommco work and train-

ng on such pr joct are esbad and will be maintained,
(u) such pmyoct will not result in the displacement of
d workers,

with mpect to such project the conditions of work,

and employment are reasonable in the

loght of such faotors as the typo of work, geographical region,
and proficiency of the p nt, and

J’W ?compawauonpmtoohonia
pmadchatpm'tm! ot b mth-
mdualmcwufgmd amdmwtthdamﬁtyw

(2) A tate which establishes and conducts demonstration proj-
ects tmder this subsection, may, subject to pamgraph (3), with respect
to any such pm;oct——

(A) wawe, sud h (3), any the requm-
ments of sections. 402(a 1) (nlatmg to ctate opcratum),
402(a) (3) (relating to admanistration by a single State ag%
402(a) (8) (relatmg to disregard of mmcd income), emoap
no such Wohfal a) (8) shall operate to waive any amount
in excess of one-half of the earned income of any individual, and
M(a) (19 (relating to the work incentive program) ;

subject maph (4) use to cover the costs of suoh
as

pm;ecta such are appropriated for payment to any such
Stata with mpect to the assistance wlud{ is or would, ewc%kf

atwnmapro t under this subsection, be pa
in such projects under part A of title IV
w ﬁacal ym in which such demonstration projects are con-

(6’) use such funds as are appropriated for to States
under the State and Local Fisoal Assistance Act of 197¢ for any
fscal year in which such demonstration projeots are conducted
to cover so much of the costs of salaries for individuals
ing in lwaervweemloymentaaunotcoveredtmughthe
wse of funds made available under subparagraph (B).

(3) (4) Any State which wishes to establish and c t demon-
stration projects under the provisions of this subsection shall submit
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an appliocation to the Secretary in such form and containing such sn-

formation as the Secretary may require. Such State shall be author-

teed to proceed with such project (i) when said application has been

approved by the Secretary, or (is) 45 days after the date on which

such ication is submitted unless the Secretary, dumugawhﬁday
» disapproves such application.

(B) Notwithstanding the provisions of paragraph (2)(A), the
Secretary may review any waiver made by a State under such para-
graph. Upon a finding that any such waiver is inconsistent with the

rpoaea of this subsection and the purposes of part A of title IV,

may disapprove such waiver. T he demonstration yect
mtderwhw any suck disapproved waiver was made by such State
shall be termmated not Iater tlum the laxt day of the month following
the month in which such waiver was

(4) Any amount pay ablc to a State under section j03(a) on be-
half of an individual partici patmz‘m a project under this section
shall not be increased by reason of ¢ partmpatwu of such individual
in any demmmm;‘ﬁmyad conducted under this subsection over
the amount which w be payadle if such indiwidual were recetvi
a:dtofmhuwathdapondentchldmandmtparuapatmgmmx
project.

(5) Participation in a project established under this section shall
not be considered to constitute employment for purposes of any find-
ing with respect to ‘wncmployment’ as that term is used sn section 407.

(6) Any demonstration project established and conducted pursuant
to the provisions of this subsection shall be conducted for not longer
than two years. AUl demonstration projects established and conducted

reuant to the provisions of this subsection shall be terminated not

ater than September 30, 1980.

Payments to Certain Public and Nonprofit Employers

Sec. 1132. (a) The Secretary shall, in the case of any State having
an agreement under section 818 of the Social Seourity Act or any or-
gamisation described in section 501 (c) (3). which is exempt from tax
under section (i?‘lb (a) for ilw ”@?;blfa year, fvmd? each mm
orgmaatm ject to the av ty of appro r
the provisions of subsection (c)) an amount determined under sub-
section (b). In order to receive a payment under this section, u State
or organization shall file a claim with respect to the tarable year in
such form, manner, and at the time cribed by the Secretary by
regulations. T he Semtary shall m& to the Secretary of the Treas-
ury the name and address of each State or organisation elgible
to receive such payment, the amount of auck {:ymaw and the
time at which such payment showuld be made, and the Becretary of the
Treasury, through the Fiscal Service of the Treasury Department,
shall make payments in accordance with theoamﬁcatwnoftheSm

tary.
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() (1) The amount to a State under subsection (a) for the
tavable year shall (subject to the provisions of subsection (c)) be
eqwmlto&OpamentofthatporhonoftM amount paid by such State
under the provisions of section 818(¢e) (1) (A) with respect to re-
muneration paid to individuals as loyees of such State (or any
political subdivision thereof) durmg e taxable year, which amount—

(A) was paid as the amount equwalent to the taves which would
be imposed by section 3111 of the Internal Revenue Code of 1954 if
the services of employees covered by such State’s under
section 818 constetuted em‘ploymam as defined in section 3181 of
such code and

(B) was paid with respect to remuneration paid to indwiduals

as employees of such State (or any politioal subdivision thereof)
whioh remunsration was in excess (with respeot to any sndividual
du the tazable year) of the contribution and denefit base ap-
le with respect to such taxzable year, under the provisions

of section £30 as such section applies to employees.

2) The amount payable under subsection gzo ) to an organisation
described in section 501 (c) (3) of such Code, which ts evempt from taw
under section 501(a) of such Code for the tacable year, shall be squal
to 50 percent of that portion of the taxes paid by such organisation
under section 3111 of auch Code, which taves—

MLA) were paid with respect to remuneration paid to individ-

as employees of mch organisation during the tavable year,

( B ) 2were paid 1with respect to remuneration paid to individuals
as employees of such organisation which remuneration was in ex-
oess (with respect to any mdwcdual during the tawable year) o
the contribution and benefit base appl ’Z with mpeot to suo
tawable year, mtder the provisions of section 230 as such section
applies to

(¢) There are w,fehomed to be a 4 ed m;;h’zmm as are neces-
sary to carry out the provisions of this section. If the sums apyg ’
ated for any fiscal year for making payments under this s

to pay in full the total amounts wluch States and mmza-
t:onc are aul to receive under this section during such fisoal
year, the mazimum amounts which all such States and organizations
may receive under this section during such fiscal year shall be ratably
reduced. In case additional funds become available for making such
payments for any fiscal year during which the prooed sentence is
applicable, such reduced amounts shall be inoreased on the same basis

as they were
() AnyStaterccswmga yment under the provisions of this sec-
tion shall (aﬂd’::ty such payment shall be made on the

condition ¢t mch State pay) to any political division thereof a per-

centage of such payment which percentage shall be equal to the per-
centage of the amount paid hState wnder section £18(e) (1) (4)
for which such State waa ed by such political subdwwision.
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TITLE XVIII-HEALTH INSURANCE FOR THE AGED AND
DISABLED

Amounts of Premiums
See. 1832 $32 ¢e

(e)(1

(8) sz Secretary shall, during December of 1972 and of each year
thereafter, determrine and promulgate the monthly um applicable
for the individuals enrolled under this part for the 12-month period
commencing July 1 in the succeeding year. The monthly premium shall
be equal to the smaller of—

(A) the monthly actuarial rate for enrollees age 65 and over,
determined rding to paragraph (1) of this subsection, for that
12-month period, or

[(B) the monthly premium rate most recently promulgated by
the Secretary under this paragraph or, in the case of the deter-
mination made in December 1971, such rate promulgated under
subsection (b) (2) muktiplied by the ratio of (i) the amount in
column IV of the table which, by reason of the law in effect at
the time the promulgation is m will be in effect as of May 1
next following such determination appears (or is deemed to ap-
pear) in section 215(a) on the line which includes the figure “750”
in colummn ITI of such table to (ii) the amount in column IV of
the table which appeared (orwasdeemedtospeesr) in section
215(a) on the line which included the figure “750” in column III
as of May 1 of the year in which such determination is made.}

(B) the monthly premium rate most recently promulgated by
tlemtaryundorthi:pmuph,imodbyaWe
determined as follows: The Secretary shall ascertain the primary
nsurance amount com under section 215(a) (1), based upon
average indexed monthly earnings of $900, that applied to indi-
viduals who dbecame oligible for and entitled to old-age tnsurance
benefits on May 1 of the year of the promulgation. He shall in-
crease the montAly premium rate by the same by which
that primary insurance amount in increased when, by reason of the
law wn effect at the time the promulgation is made, it is 80 com-
puted to apply to those indsviduals on the following May 1.

SELECTED PROVISIONS OF THE INTERNAL
REVENUE CODE OF 1954

26 UQS.C. l'-"
SUBTITLE A—INCOME TAXES
® ¢ ] ¢ L $ ]

CHAPTER 2—TAX ON SELF-EMPLOYMENT INCOME

SEC. 1401. RATE OF TAX
(a) Owp-Ags, Survivors, ANp DisasiLrTy INsurance.—In addition
to other taxes, there shall be imposed for each taxable year, on the
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self-employment income of every individual, a tax as follows: [equal
to 7. gl pement of the amount of the self-employment ifnoomo for such
tan e yea

mtheoano f any taoable ng after December 31,

and be m.lamml 1978, ¢ tam:hallbeeMto?OOgem
of ammmt of the se f-employment mcome for such tamable year;
(8) n the case of any gi‘ inning after December 31,
1977, and before Ja 1, I979t taa:ehallbeeqwdto?’.wpemm
oftheamotmtoftm:l'}, income for such taxable
(3) tn the case of any year beginning after December JI,
1978, and before mearv 1, 1.981 tlw taxs shall be equal to 7.06 zement
of the amount of the self-employment income for such tavab
950) n the case of any taxable year beginning after Deoember 81,
and before J 1,1985, t tamehallbeegualto&wgemu
of txe amownt of the eeif-employment income for such tavadle year;
m the case of any taxable year beginning after Deoember 31,
and before January 1, 1990, the tax shall be equal to 8.60 peroent
of amount of the sel empl ment income for such tawable year;
(6) in the case of any tawvable year beginning after December JI
1989, and before Janua I 1.995 the tax ahall be equal to 9.16 percent

of the amount of the sel nt income for such tawadle year;
(7) in the case of any t year beginning after December 31,
1994, and before J. 1, 2001 the taw shall be equal to 10.05 per-

oent of the amount of t aelf-employment income for such tavable

(8) in the case of any taxable year begmmn% after Decomber 31,
2000, and before Januam/ 1, 2011, the tax shall be equal to 1095 per-

ocent of the amount of the aelf-employment tncome for such tawable

year; and
(9) in the case { any taxable ear degin after December 31,
9010 the tax shall be equal to II £eroent of amount of the eelf
em income for such tavab
6)) Hosprrar INsuRANCE.—InN addmon to the tax imposed by the
preceding subsection, there shall be imposed for each taxable year, on
the aelf—employment income of every md1v1dual a tax as follows:
(1) 1n the case of any taxable year beginning after December
81, 1978, and before Janua 1, 1978, the tax shall be equal to 0.90
peroent ‘of the amount of t.he self-employment. income for such
taxable year;
[(2) 1n the case of any taxable year begmmnﬁ after December
81, 1977, and before Jammry 1, 1981, the tax shall be equal to 1.10
peroent of the amount of the self-employment. income for such
taxable year;
£(3) in the case of any taxable year beginning after December
31, 1980, and before January 1, 1986, the tax shall be equal to 1.85
percent ‘of the amount of the self—employment income for such
taxable year; and
L(4) 1n the case of any taxable yea a.fter December
31, 1085, the tax shall be equal to 1 50 percent of the self-employ-
ment income for such taxable year.}
8) mthecaaeofanytmble year beginning after Deocem-
der 31, 1977, and before January 1, 1979, the taz s be equal

95970 === 11
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wl.wpomtafthemmofthonlmefor
in the case of an taxvable year beginning dfter Deocem-
8)1 1978, and be anuary 1, 1981, thcm’;ghaabaaqualto

Wﬁthmd%df%tmfwmh

(4) 5» the oase of any taxable begimming after December
31, 1980, and before Jenuary 1, I%Mm:hdlbeequdtolﬁ

paroentoftheamomttofthenlf-emplomntmcmformh
tavable year

th case o fter December
31 6384, and bef mfl 9%0' ba equal to 1.35

percent o thaamto theael-employnwﬂtmcm or such
Wal)’k %&: Mf fta:aabkf deginns Dfocemb
n the case of an year be ng after er
31, 1985. the tax shall be equal to 140 percent of the amount of
tlwael]— ;byment income for such taxable year.

(¢) Rrevier Frow Taxes v Cases Coverrp BY Ouml IN INTERNA-
T10NAL Acrernents—During any period in which there is in effect an
agreement entered tnfo pursuant to section £33 of the Social Security
Act with any foreign country, the self-employment income of an ind:-
vidual shall bc evempt from the taxes ampoced By this section to the
eatent that such self-employment income is subject under such agree-
ment to taxes or contributions for similar purposes under the social

seourily system of such foreign country.

SUBTITLE C—EMPLOYMENT TAXES

CHAPTER 21—-FEDERAL INSURANCE
CONTRIBUTIONS ACT

SUBCHAPTER A—-TAX ON EMPLOYEES

SEC. 8101. RATE OF TAX.

(a (h»-A.m, Survrvors, AND Dmsasiurry Insurance—In addition
to other taxes, there is hereby imposed on the income of every indi-
vldualaux equal to the fol percentagds of the wages (as defined
in section 8191(;)) received by with respect to emplqymant (as
defined in section 8121(b))—

with respect to wages received during the calendar years
10;4&:%1:9010,&9 rate shall be 4.95 percent ; and

(2) respect to received after December 81, 2010,
the rate shall be 5.95 percent.

1) wstl;m?;;:t anoaveddm'hgthcmlmdaryean
A tlumtsahallbcm;nmu
9; wagamdduvqthacdmdarym
1 8tlwmte beJ.OJW
9;3 wagnmdthuwthcakﬂdwym
)/ and1980 Momteahallbciﬂ&é’mnt
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(4) with to wages received during the oalendar years
1981t 1984, the rate shall be 5.35 peroent,
(5) wit towaganomvedxnngthccalmdarym

I986th Al tlwratuhallbo665mm¢
respect to wages received the oalendar years
1.9.90 thmvfh 1994, tho rate shall be 6.10 ercent |
i

to wages received during tlw calendar years
1995t h , the rate shall be 6.70
(8) w: mpoct to wages received tlw calendar years
2001 through 2010, the rate shall be 7.30 percent ; and
(9) with napoot to wages received after December 31, 8010, the
rate shall be 7.80 percent.

(b) HosprraL INsurancE.—In addition to the tax imposed by the
receding subsection, there is hereby imposed on the income of every
mdmdual a tax equal to the following iercenta s of the wages (as
defined in section 8121(a)) received by him with respect to employ-
ment (as defined in section 8121 (b))—

1) with respect to wages received during the calendar years

1974 through 1 77 the rate shall be 0.90 percent ;
9; (2) wit t to wages received during the calendar years

1 8t rough 19 t.herateshallbel 105 rcent ;
g with re ot to wages received during the calendar years

1981 thro %111 1985 the rate shall be 1.85 percen 'i and
[(4) wit respect to wages received after December 31, 1983,
the rate shall be 1.50 percent.]
(2) with eot to wages received during the oalendar year
1978, the rate shall be 1.00 percent;
(3) with respeot to wages received during the calendar years
1979ami1980 the rate shall be 1.05 percent;
) with respect to wages received dwn the calendar years
1981 th h 1984, the rate shall be 1.85 pemnt
g ect to wages received during the calendar year
19 tlwmtes be 1.35 percent; and
(6 with respect to wagec received after December 31, 1985,
the rate shall be 1.40 percent.

(¢) Rerizr Frovw Taxxs In Casks CovERED RY Oznunv Izvn'mu-
r10NAL AGREENENTS —During any period in which there is in
agreement entered into pursuant to section 233 of the Social
Actmthwnyfore n cowntry, w srecewedbvorpmdtoammdz—
vidual shall be exempt from the taxes imposed by this section to the
extent that such wages are subject under auch agreement to tawes or
contributions for similar purposes under the social aeownty system of
such foreign country.

. . . . . * .
SUBCHAPTER B—TAX ON EMPLOYERS
. . . * » . .

SEC. 3111. RATE OF TAX.

(a) Ovp-Acr, Survivors, AND DrsaBILrTY INSURANCE.—IN addition
to other taxes, there is hereby imposed on every employer an excise
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hx,mth!upeot.tohn mdxvxdu(u.ls:xhnempl oy, equal to the
wmgperoenugu wages (as ﬁnedmaactmnalﬂl
g‘i"l(b hmmthmpocttoemploymnt udeﬁnedmaaéat)n)]

(1) with respect to w paid during the ealendar 1974
thro 2010, the rate shal be 4.95 t: years

and
[(2) with mpectto wages boeemborBl 2010, th
uteahullbeli%pemn °

1) with respect to 'pmddwwthooalondar r 197
through 1977, the rate shall be 4.95 peroent; year 1574
(8) Whncpoottowagapmddwmgthaoakndarymmn
thc;ate w:thlfu iy during the calendar
respect to wages 7 ears 1979
m&maa tharatuhaﬂbc&ﬂggm Y
with respect to wages paddwmgthaoalcndarymm&
h 1984, the rate shall be 535
(5) with to wages paid m the calendar years 1985
P wich rapeot to oagea peid Suring ihs clendar geara 1990
0 es 12 r years
tlmaugh 1994, tlw % g:‘g.zo d
7) with res paid during tho calendar years 1995
h 2000, t bc 6.70
8 m’thmzct m‘thcoalmdarymaww
rate s

7.30
(9) wzth. mpcct to wages paif:;ot:r bmber 31, £010, the
rate shall be 7.80

(b) HosprraL Irmmuxcn.—ln addition to the tax imposed by the
preceding subsection, there is hereby im on every employér an
e:cxg:u tax, with respect to lf“:he mdxv(x 3lsﬁnu;d his employ 303111(;1 )tt))

the owmgpemenugeso wages (as de msoctlon 1(a
paid by him with respect to employment (as defined in section

3121([’)2 paid during the calendar years 1974
1077, the rave hell bo 0,90 porcesty LN Yeure

[ (2 thh respect to w paid during the calendar years 1978
through 1980, the rate be 1.10 percent ;
[(8) with respect to paid during the calenda.r years 1981

through 1985, the rate be 1.35 rmanx
(‘ghmth respect to wages pai December 31, 19835, the
rate shall be 1.50 percent.}
(2) wcthncpocttowagapmddurmtlwodmdarymlﬂ8
the rate shall be 1.00 percent;
3) with respect to apmddmngtheoaknhrysanlﬂ9
I980,th¢mtcahallbcl.05pcm¢,
mzct paid during the calendar years 1981
be 185 percent;
(5) mthmpacttomgapmddnmthcoakndaymrlm
¢tAe rate shall be 1.35
(6) with respect towcgupadaftorbeoemberal 1985, the
vats shall be 1.40 ;omt.
(¢) Rerixr Frou Taxxs iv Casxs Coversp By CERTAIN InrERNa-
rionAL Acrezusnrs—During any period in which there is #n eff¢ct an
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agreement enteved into pureuant to section 833 of the Social Seourity
Act with any foreign country, wages received by or paid to an mdy
vidual shall be emempt from the tawes imposed by this section to the
extont that such wages are subject under such agreement to tawves or
contributions for similar purposes under the social security system of
such foreign country.

¢ L L J . L J L ®

SUBCHAPTER C—GENERAL PROVISIONS

SEC. 8121. DEFINITIONS.
. . . . . . .

(k) Exemprion oF ReLigious, CHARITABLE, AND CERTAIN OTHER
ORGANIZATIONS

(1) WAIVER OF EXEMPTION BY ORGANIZATION.— (A) An organization
described in section 501 (¢) (3) which is exempt from income tax under
section 501(a) may file a certificate (in such form and manner, and
with such official, as may be prescribed by regulations made under this
chapter) certif;ing that it desires to have the insurance system estab-
lished by title IT of the Social Security Act extended to service per-
formed by its employees. Such certificate may be filed only if 1t is
accompanied by a list containing the signature, address, and social
security account number (if any) of each employee (if any) who con-
curs in the filing of the certificate. Such list may be amended at any
time prior to the expiration of the twenty-fourth month following
the calendar quarter in which the certificate is filed by filing with the
preacribed official a supplemental list or lists containing the signa-
ture, address, and social security account number (if anyg of each addi-
tional employee who concurs 1n the filing of the certificate. The list
arnd any supplemental list shall be filed in such form and manner as
may be prescribed by regulations made under this chapter.

) The certificate shall be in effect (for pu of subsection
(b) (8) (B) and for purposes of section 210(a) (8) (B) of the Social -
Security Act) for the period beginning with whichever of the follow-
ing may be designated by the organization:
) I(i i]ldthe first day of the calendar quarter in which the certificate
is

?
(i1) the first day of the calendar quarter suceeding such quarter,
or ‘
(iii) the first day of any calendar quarter preceding the calen-
dar quarter in which the certificate is filed, except that, such date
may not be earlier than the first day of the twentieth calendar
uarter preceding the quarter in which such certificate is filed.

(C) In the case of service performed by an employee whose name
appears on a supplemental list filed after the first month following
the calendar quarter in which the certificate is filed, the certificate
shall be in effect (for purposes of subsection (b) (8) (B) and for pur-
poses of section 210(a) (8) (B) of the Social Security Act) only with
respect to service performed by such individual for the period begin-
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ning with the first dnyof the calendar quarter in which suehnpple-
mental list is filed.

(D) The period ﬁorvhlchaeortlﬁmﬁled pursuant to this subsec-
tion or the corresponding subsection of prior law is effective may be
terminated by the organization, effective at the end of a calendar
%uartnr, ving 2 years’ advance notice in writing, but only if, at

e time of the recoxrt of such notice, the certificate has been in effect
for a period of not than 8 years. ‘The notice of termination may
be revoked by the rgnmuuon giving, prior to the close of the
calendar quarter specified in the notice of termination,’a written notice
of such revocation. Notice of termination or revocation thereof shall
be filed in such form and manner, and with such official, as may be pre-
scnbed b¥ regulations made :lmder this chnpt:r A !

an organization described in subparagraph (A) employs
bot.h mdlnduals who are in positions eovms?l‘ by a gensgon, unmnty,
retirement, or similar fund or system established by a State or by a
political subdivision thereof and individuals who are not in such posi-
tions, the organization shall divide its employees into two eeparate
groups. Ome group shall consist of all employees who are in positions
covered by such a fund or eystem and (i) are members of such fund or
ﬂyetam or (ii) are not members of such or gystem but are eligible
members thereof, and the other group shall consist of all
mmmmng employees. An orgunntlon which has so divided its em-
ployees into two groups may file a certificate pursuant to subpara-
graph (A) with respect to the empleyees in either group, or may file a
separate certificate pursuant to such subparagraph with respect to the
loyees in each grou Rl
mf F) If a certificate filed pursuant to this paragraph is effective for
one or more calendar quarters prior to the quarter in which the cer-
taﬁawe(m )ﬁ?d f df
1) for of computing interest and for purposes of sec-
tion 6651 !ml to addlll):xon to tax for failure to file tax return
or pay tax), the due date for the return and payment of the tax
for such prior calendar quarters resulting from the of such
certificate shall be the last day of the calendar month wing
the calendar quarter in which the certificate is filed ; and
(ii) the statu period for the assessment of such tax shall
‘not expire before the expiration of 3 years from such due date.
i 2) TERMINATION OF WAIVER PERIOD BY SECRETARY.—If the Secretary
that any organization which filed a certificate pursuant to this
subsection or the corresponding subseection of prior law has failed to
comply substantially with the requirements applicable with respect to
the taxes imposed byt.hmchoptu or the corresponding provisions of
prior law or is no ] able to comply with the requirements apph-
cable with respect to the taxes im by this chapter, the Secretary
shall give organization not than 60 days’ advance notice in
writing that the covered by such certificate w1ll terminate at the
end of the calendar quarter specified in such notice. Such notice of ter-
mination may be revoked by the Secretary by giving, prior to the close
of the calendar quarter spemﬁed in the notice of termination, written
natice of such revocauon to the organization. No notice of termination
or of revocation thereof shall be given under this pamguph to orga-
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nization without the prior concurrence of the Secretary of Health,
Edueation, and Welfare. .

(3) No RENEwWAL oF WAIVER.—In the event the period covered by a
certificate filed pursuant to this subsection or the corresponding subsec-
tion of prior law is terminated by the organization, no certificate may
again be filed by such organization pursuant to this subsection.

(4) CONSTRUCTIVE FILING OF CERTIFICATE WHERE NO REFUND OR CREDIT
OF TAXES HAS BEEN MADE.—(A) In any case where— .

“(i) an organization described in section 501(c)(8) which
is exempt from income tax under section 501(a) has not filed a
valid waiver certificate under paragraph (1) of this subsection
(or under the corresponding provision of prior law) as of the
date of the enactment of this paragraph [or any subsequent date
(or, if later, as of the earliest date on whioh it satisfies olause (i
of this subparagraph) but .
(i1) the taxes imposed by sections 3101 and 8111 have been paid
with respect to the remuneration paid by such organization to its
employees, as though such a certificate had been filed, during
any period (subject to subparagraph (B)(i)) of not less than
three consecutive calendar quarters,
such organization shall be deemed (except as provided in subpara-
graph (B) of this paragraph) for purposes of subsection (b) (SYéB)
and section 210(a) (8) (B) of the gocml Security Act, to have filed
a valid waiver certificate under paragraph (1) of this subsection (or
under the corresponding provision of prior law) on the first day of the
period describetfin clause (ii) of this subparagraph effective (subject
to subparagraph (C)) on the first day of the calendar quarter in
which such period began, and to have accompanied such certificate
with a list containing the signature, address, and social security num-
ber (if any) of each employee with respect to whom the taxes de-
scribed in such subparagraph were paid (and each such employee shall
be deemed for such purposes to have concurred in the filing of the
certificate).

(B) Subparagraph (A) shall not apply with respect to any orga-
nization if—

(1) the period referred to in clause (ii) of such subparagraph
(in the case of that organization) terminated before the end of
the earliest calendar quarter falling wholly or partly within the
time limitation (as defined in section 205(5 (1) (B) of the Social
Security Act) immediately preceding the date of the enactment of
this paragraph, or

(ii) a refund or credit of any part of the taxes which were paid
as described in clause (ii) of such subparagraph with respect to
remuneration for services performed on or after the first day of the
earliest calendar quarter falling wholly or partly within the time
limitation (as defined in section 208(¢) (1) (B) of the Social Secu-
rity Act) immediately preceding the date of enactment of this
paragraph (other than a refund or credit which would have been
allowed if a valid waiver certificate filed under paragraph (1) had
been in effect) has been obtained by the organization or its em-
ployees prior to September 9, 1976.
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(O) In the ocase of any organivation which is deomed under this
poragraph to have filed a valid waiver certifioate under paregraph

1),s

( %thmw&hwwwﬁchtumwmdbym-
tions 3101 and 3111 were paid by such orgonisation (as descrid
n subparagraph (A) (4)) terminated prior to October 1, 1976, or

(#4) the tames smposed dy sections 3101 and 3111 were not paid
during the period referred to in clause (i) (whether such period
has terminated or not) with respect to remuneration paid by such
og‘am?:hu;n to individuals who b’fg;:u t;: employees after the
close o calendar gquarter in w such period begam,

taxes under sections 3101 and 3111—

(is€) ¢n the oase of an ' which meets the require-
ments of this A by reason of clause (1), with respect
to remuneration paid by such organisation after the termination
of the period referred to in clause (3) and prior to July 1,1977 ; or

(tv) n the case of an organmisation which meets the require-
monts of this subparagraph by reason of clause (1i), with respect
to remuneration paid prior to July 1, 1977, to individuals who
became its employees after the close of the oalendar guarter in
which the period reforred to in clause () degan,

which remain unpaid on the date of the enactment of this subpara-
grapk, or whickh were paid after October 19, 1976, but prior to the date
of the enactment of this sub R, shall not be due or payable (or.
if paid, shall be refunded) ; the certificate which such orgoniza-
tion iz deemed under this paragraph to have filed shall not apply to
any servios with respect to the remuneration for which the taxes
; by sections 3101 and 3111 (which remain unpaid on the date
of the enactment of this subparagraph, or were paid after October 19,
1976, but prior to the date of the enactment of this subp k)
are wnt due and payadble (or are refunded) by reason of the tng
provisions of this subparagraph. In applying this subparagraph for
purposes of title I1 of the Social Security Act, the period during which
reports of wages subject to the taxes imposed by sections 3101 and 3111
were made by any orgenisation may be conclusively treated as the
period (described in subparagraph (A) (3)) during which the taxes
smposed by such sections were paid by such organisation.

(5) CONSTRUCTIVE FILING OF CERTIFICATE WHERE REFUND OR CREDIT
HAS BEEN MADE AND NEW OCERTIFICATE I8 NOT FILED.—In any case
where—

(A) an organization described in section 501(c) (3) which is
exempt from income tax under section 501(a) would be deemed
under paragraph (4) of this subsection to have filed a valid waiver
certificate under paragraph (1) if it were not excluded from such
paragraph (4) {pursnant to subparagraph (B)(ii) thereof) be-
cause a refund or credit of all or a part of the taxes described in
pa(tiagmph (4) (A) (i1) was obtained prior to September 9, 1976 ;
an ,

(B) such organization has not, [prior to the expiration of 180
davs after the date of the enactment of this paragraph.l prior to
Jnuary 1, 1978. filed a valid waiver certificate under paragraph
(1) which is effective for a period beginning on or before the first
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day of the first calendar quarter with respect to which such refund
or credit was made (or, 1f later, with the first day of the earliest
calendar quarter for which such certificate may be in effect under
s:gm h (1) (B)(iii)) and which is accompanied by the list
ribed in paragraph (1) (A),
such orstn tion shall be deemed, for purposes of subsection (b) (8)
é.IB) and section 210(a) éS) (B) of the Social Security Act, to have
ed a valid waiver certificate under paragraph (1) of this subsection
on [the 181st day after the date of the enactment of this paragraph
January 1, 1978, effective for the period beﬁq;nnm on the first day o
the first calendar quarter with respect to which &e refund or credit
referred to in subparagraph (A) of this paragraph was made (or, if
later, with the first day of the earliest calendar quarter falling wholl
or y within the time limitation (as defined in section 205(c) (1
gz of the Social Security Actg immediately preceding the date of
enactment of this paragraph), and to have accompanied such cer-
tificate with a list containing the signature, address, and social security
number (if any) of each employee described in subparagraph (A) of
paragraph (4) including any employee with respect to whom taxes
were refunded or credited as described in subparagraph (A) of this
peragraph (and each such employee shall be deemed for such purposes
to have concurred in the filing of the certificate). A certificate which
is deemed to have been filed by an organization on [such 181st day]}
January 1, 1978, shall supersede any certificate which may have been
actually filed by such organization prior to that day except to the
extent prescribed by the Secretary or his delegate.

(8) APPLICATION OF CERTAIN PROVISIONS TO CASES OF CONSTRUCTIVE
rrLiNGg.—All of the provisions of this subsection (other than subpara-
graphs (B), (F), and (H) of paragraph (1)), including the provi-
sions requiring payment of taxes under sections 3101 and 8111 with

to the services involved (eacept as provided in paragraph (4)

(¢)). shall apply with respect to any certificate which is deemed to
have been filed by an organization on any day under paragraph (4) or
(5), in the same way they would apply if the certificate had been actu-
ally filed on that day under paragraph (1) ; except that—

(A) the provisions relating to the filing of supplemental lists
of concurring employees in the third sentence of paragraph (1)
(A), and in paragraph (1) (C), shall apply to the extent pre-
seribed by the Secretal'{;

(B) the provisions of paragraph (1) (E) shall not apply unless
the taxes described in paragraph (4) (A) (ii) were paid by the
organization as though a separate certificate had been filed with

t to one or both of the groups to which such provisions
Telate; and -

(C) the action of the organization in obtaining the refund or
credit described in paragraph (5) (A) shall not be considered a
termination of such organization’s coverage period for pu
of paragraph (3). Any organization which is deemed to have

_a waiver certificate under paragraph (4) or (5) shall be
considered for purposes of section 3102(b) to have been required
to deduct the taxes imposed by section 3101 with respect to the
services involved.
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(7). BoTH EMPLOYEE AND EMPLOYER TAXES PAYABLE BY ORGANIZATION
POR RETROACTIVE PERIOD IN CASES OF CONSTRUCTIVE FILING.—Notwith-
standing any other provision of this chnpter in any case where an

described in pamgmph (5) (A) has not filed a valid

wmver certificate under h (1) r to the expiration of
days after the date o) the enactment of this ammﬁ] to

1, 1978, and is ly deemed under pa ph (8) to
hamugdmehacemﬁmtoon olSlstds after such Jonu-

aryl, 1978, thetuesduoundoreectwn 8101 with respect to services

m\‘.u:ﬁe by reason of such certificate for any period

[prior to y of the calendar quarter in which such 181st day

oocurs] prior to that ddu (along with the taxes due under section 8111
with respect to such services and the amount of any interest paid in
connection with the refund or credit described in paragraph (5) (A))
shall be paid by such organisation from its own funds and any
deduction from the w of the individuals who performed such serv-
ices; and those individuals shall have no liability for the payment of
such taxes.

[(8) EXTENDED PERIOD FOR PAYMENT OF TAXES FOR RETROACTIVE
oovERAGE.—Notwithstanding any other provision of this title, in any
case where an o tion described m aragraph (52 (A) files a
valid waiver certificate under paragraph (1 b the end of the 180-day
period following the date of the enactment of this paragraph as de-
scribed in paugnph 5) (B), or (not having filed such a certificate
within that period)is ed under paragra &0(5&” to have filed such
a certlﬁca.te on the 181st day following that taxes due under
sections 3101 and 3111 with respect to services constltutmg employ-
ment by reason of such certificate for any period prior to the first day
of the calendar qmb:ter in which the dste of such filing or constmctx;rs

filing oocurs may in installments over an appropriste peri
of time, as dete rmmes‘uxrlnder regulations prescribed g Sne
or his delegate, rather than in a lump sum.}

(8) EXTENDED PERIOD FOR PAYMENT OF TAXES FOR RETBOACTIVE COVER:
468 ~Notwithstanding any other provision of this title, i any case
where—

(A) an organisation is deemed under paragraph (4) to have
filed a valid waiver certificate under paragraph (1), but the ap
plicable period described in paragraph (4) (.A)(u) has tenmmted
and part or all of the taxzes imposed by sections 3101 and 3111
wdhreapacttomnmmtwnpmdbvmhmaummtow em-
ployees after the close of such period remains payablo notwith-
standing pavragraph (4) (G),or

(B) an organisation described in mgraph (6)(A) ,fles a
valsd wasver cevbificate undsr paraaraph (1) dby December 31.
1977, as described in paragraph (5) (B), or (not having filed such
a certificaté by that date) is deemed under paragraph (5) to have
ﬂledmh a certifiente on January 1. 1978, or

(C) on individual files a request wnder section 3 of Public
me 94-563. or under section 3 of the Aot which added pavasrapvh
($) () of this subsection, to have service treated as constituting
rcmmwrahon for emplowment (as defined in section 3121 (D) and
in section 210(a) of the Social Security Act).
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tlw taxes dus under sections 3101 and 3111 wcthmzwttoccrku oon-
or a

mzlyoymmt by reasono mchcem
to the ’6 the calendar quarter date of moh/llmg

or constructive occurs, or wzth resp ect to service constituting em-
loyﬂumt by reason of such request, may be paid in installments over

period of time, as determined under requlations pre-
mbad by the Secretary, rather than in a lump sum.

¢ L L J ] ¢ L L J

(8) Concorrenr Exrroruenr sy Two or More Exprovsrs.—For
purposes of sections 3108, 3111 and 3181(a) (1), 3f two or more cor-
porations cmploy the same individual and compensate
such individual through a common paymaster, each such corporation
shallbaoonndcrsdtohavcpmdmrcmwmtwntomhmdw‘dnd
only the amounts actually disbursed by it to such individual and shall
not be considered to bu'v;fald as remuneration to suoh individual

amounts actually dis such individual by another of such
corporations.

CHAPTER 23—FEDERAL UNEMPLOYMENT TAX ACT

SEC. 3384. APPROVAL OF STATE LAWS.

(a) ReQUmREMENTS.—The Secretary of Labor shall approve any

State law submitted to him, within 30 days of such submission, which
he finds provxdes thab—

(16) (mi) wage mf ton contained in the records of the
agency the State law which is necessary (as deter-
mined by the Secretary of Health, Education, amd Welfare tn
requlations) for purposes of determining an mdwzdual’a eligi-
bility for or amwea, or the amount of such aid or services,
under « State plon for aid and services to meedy families with
children approved uﬂdemlgtbtn A of title IV of the Social Security
Act, ahdl be made av le to a St ate or political subdivision
tlwreof when such information is s requeated by such
State or political subdivision for suc. purpoae,
(B) such safequards are established as are necessary (as de-
termined by the Secretary of Health, Education, and Welfare in
) to insure thatmwhmfmmtwnumadonlyfortho
T(16)] (17) all the rights, privileges, or immunities conferred
by such law or by acts done pursuant thereto shall exist subject
to the power of the legislature to amend or repeal such law at any
time,
(b) Nortrication.—The Secretary of Labor shall, upon approving
such law, notify the governor of the State of his approval

. . * . . . .
SEC. 3306. DEFINITIONS.
. . L] . . ® .

(p) Cowcurrenr Exprovuenr sy Two or More Exrroyers—For
purposes of sections 3301, 3302 and 3306 (d) (1), if two or more cor-
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such individual through a common paymaster, each such corporation
shall be considered to have paid as remuneration to such individual
only the amounts actually disbursed by it to such individual and shall
Mbamiderdwmmnmmwraﬁmtomchm
amounts actually dis to such individual dy another of such
oorporations.

¢

SUBTITLE F—PROCEDURE AND ADMINISTRATION
CHAPTER 61. INFORMATION AND RETURNS
SUBCHAPTER A. RETURNS AND RECORDS

¢ ] ] ¢ ] ¢ e
PART III. INFORMATION RETURNS
] ¢ ] ¢ [ ] ¢ [
SUBPART C. INFORMATION REGARDING WAGES PAID
- EMPLOYEES

SEC. 60651. RECEIPTS FOR EMPLOYEES.

(a) RequmresmenT.—Every person required to deduct and withhold
from an employee a tax under section 3101 or 3402 or who would have
been required to deduct and withold a tax under section 3402 (deter-
mined without regard to subsection (n)) if the employee had claimed
no more than one withholding exemption, or every emsloyer engaged
in & trade or business who pays remuneration for se performed
by an employee, including the cash value of such remuneration paid in
any medium other than cash, shall furnish to each such employee in

of the remuneration paid by such person to such employee
during the calendar year, on or before January 31 of the succeed
year, or, if his employment is terminated before the close of such cal-
endar year, on the day on which the last ﬁsyment. of remuneration is
made, & written statement showing the following:
f 1) the name of such person,
2) the name of the employee (and his social security account
if wages as defined in section 3121(a) have been paid),
23; the total amount of wages as d in section 3401(a),
4) the total amount deducted and withheld as tax under sec-
tion 8402,
.nss) the total amount of wages as defined in section 3121(a),

(6% 31\0 total amount deducted and withheld as tax under sec-

tion 8101.

In the case of compensation paid for service as a member of a uni-

formed service, the statement shall show, in lieu of the amount re-
uired to be shown by paragraph (5), the total amount of wages as

3eﬁned in section 3121 (a.ﬁ,l computed i accordance with such section

and section 3121(i) (2). In the case of commsotion paid for service

m

as a volunteer or volunteer leader within eaning of the Peace
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Cogs Act, the statement shall show, in lieu of the amount required to
be shown by psmgmm.'»), the total amount of wages as defined in
sectuat 3(132)1 (a), comp in accordance with such section and section
3121 .
In &\e case of tips receivedrgg an employee in the course of his
employment, the amounts required to be shown by paragraphs (3) and
1(131 shall include only such tips as are included in statements fur-
ished to the employer pursuant to section 6053(a). 7The amounts re-
quired to be shown by paragraph (5) shall not include wages which
are ted pursuant to sections 3101(c) and 3111(c) from the tawes
imposed gy sections 3101 and 3111,
L

Excerpts from Public Law 92-603 (Social Security Amendments

Act of 1972)
® ¢ ¢ L @ ® ®
Age-62 Computation Point for Men
@ L ] ¢ ] ¢

¢
(j) (1) The amendments made l'?: this section (except the amend-
ment made by subsection (i), and the amendment made by subsection

g) to section 209(i) of the Social Security Act) shall apply only in

e case of a man who ami:‘sAor would attain) age 62 after Decem-
ber 1974. The amendment e by subsection (i), and the amend-
ment made by subsection (g) to section 209 (i) of the Social Security
Act, shall apply only with respect to payments after 1974.

(2) In the case of a man who attains age 62 prior to 1975, the num-
ber of his elapsed years for £urposes of section 215(b)[(3)](2) (B)
(i23) of the Social Security Act shall be equal to (A) the number de-
termined under such section as in effect on September 1, 1972, or (B)
if less, the number determined as though he attained age 65 in 1975,
except that monthly benefits under title IT of the Social Security Act
for months prior to January 1973 payable on the basis of his w
and self-employment income shall be determined as though this section
had not been enacted.

® ¢ L J L ¢ & ®

Excerpts From Public Law 94-563

Sec. 3. In any case where—

(1) an individual performed service, as an employee of an orga-
nization which is deemed under section 3121 (k) (5) of the Inter-
nal Revenue Code of 1954 to have filed a waiver certificate under
section 3121 (k) (1) of such Code, at any time prior to the period
for which such certificate is effective;

(2) the taxes imposed by sections 3101 and 3111 of such Code
were paid with respect to remuneration paid for such service, but
such service (or any part thereof) does not constitute employ-
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ment (as defined in section 210(a) of the Social Security Act and
eection 3121(b) of such Code) Laumthea icable taxes so
paid were re or credited (otherwise than s refund
or credit which would have been allowed if a valid waiver certifi-
cate fisld under section 3121(k)(1) of such Code had been in
effect) prior to September 9, 1976 ; and . .
(3) ngmofMMmmswummwmwmm
were paid and refunded or credited as described m&emguph
(2)) would constitute employment (as so defined) if the organi-
zation had actually filed under section 3121 (k) (1) of such Code a
valid waiver certificate effective as provided in section 3121 (k)
5) (B) thereof (with such individual’s signature appearing on
e accompanying list),
the ration paid for the portion of such service described in
p»,ralzni.:gll:e (3) shall, upon the request of such individual (filed on or
before April 15, 1980, in such manner and form, and with such official.
as may be prescribed by regulations made under title IT of the Social
Security Act) accompanied by full repayment of the taxes which were
paid under section 3101 of such Code with respect to such remunera-
tion and so refunded or chr:g;tobd (or aatuf . f’wwtory evidence y tha,i
appropriate arrongements een or the repayment of suc
taves sn installments as providad in section 3121 (k) (8) of such Code,
be deemed to constitute remuneration for employment as so defined.
In any case where remuneration paid by an organization to an indi-
vidual is deemed under the preceding sentence to constitute remunera-
tion for employment, such organization shall be liable (notwithstand-
% any other provision of such Code) for repayment of any taxes
which it paid under section 3111 of such Code with respect to such
remuneration and which were refunded or credited to it.
Approved October 19, 1976.



VII. MINORITY VIEWS OF SENATORS CARL T. CURTIS,
CLIFFORD P. HANSEN, ROBERT DOLE, AND PAUL
LAXALT

The social security system is in financial trouble because for years
the Congress has permitted benefit liberalizations to outpace revenues.
Other demographic and economic factors joined to place the system in
financial peril, so that virtually all agree that action must be taken to
restore its fiscal health.

However, action should not be precipitate or foolhardy. It should
not be disruptive of sharing relationships which have existed since the
inception of the program. It should not fall heavily and inequitably
upon certain sectors of the economy. It should not attempt to mask
the real cost of making the system whole.

Most regrettably, the provisions of the bill reported by the Senate
Finance Committee—which were approved by a single vote margin in
the committee—violate all of these principles. It is a completely un-
acceptable way to resolve the problems of social security, and its
current approach should be rejected by the Senate.

The keystone of the approach in the measure is a unilateral increase
in the wage base on which contributions are calculated, for the em-
ployer only, to $50.000 in 1979 and to $75,000 in 1985. In a sharp break
with precedent and tradition, the bill delivers massive financial blows
to the very sector of the economy which is charged with the responsi-
bility of providing sufficient jobs and capital formation in a critical
period in our Nation’s history.

Specifically, to date, employers and employees have shared equally
in the costs of funding social security; present requirements are that
each contribute 5.85 percent of the first $16,500 earned by the employee.
Under the measure reported by the committee, only modest wage base
increases—four $600 increments in 1979, 1981, 1988, and 1985—will be
experienced by the employee. The employer, however, will have to pay
social security taxes on the first $50,000 of individual covered wages,
bggween 1979 and 1985, and that figure will be increased to $75,000 in
1985.

The sharp impact upon firms, particularly those employing individ-
uﬁlq in critically needed higher income specialties, could not be more
obvious.

The cost in additional OASDHI taxes, over present law, of the wage
base increases contained in the committee bill is as follows:

(169)
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{in millions)

Employer Percent Employee Percent
1979.............. $2,396 93.0 $179 7.0
1980.............. 7,360 92.2 625 7.8
1981.............. 7,855 90.4 835 96
1982.............. 8,304 86.8 1,263 13.2
1983.............. 8,503 85.5 1,443 - 14,5
5-yr average....... 6,884 88.8 869 11.2

In other words, in 1979, the employer sector will sustain an increase
of $2.4 billion in social security contributions because of the wage base
increase alone (compared with $179 million by employees). By 1088, in-
creases required by the rise in the base will {nve grown to $8.5 billion
for employers versus $1.4 billion for exAngloYees.

The total amount of additional OASDI and HI taxes paid by em-
ployers and employees under the committee bill is as follows:

Employers Employees
Total Amount Percent Amount Percent

Calendar year:

1979........ ?8.3 $2.1 85 $1.2 15
1980........ 0.0 8.6 86 1.4 14
1981........ 16.2 11.8 73 4.3 27
1982........ 17.2 12.4 72 4.8 28
1983........ 18.3 12.9 70 5.5 30
5-yr average. 14.0 10.6 76 3.4 24

Rather than the historic 50 percent-50 percent sharing ratio, the two
sectors will stand in a 76 tget'cent,-m percent relationship over the next
5 years. By 1985, when the ceiling on the employer wage base is in-
creased to $75,000, the disgarit,y should become even more }u'onounoed

In a survey conducted by the Chamber of Commerce of the United
States, on a similar plan,! over two-thirds of the respondents estimated
an increase of over 10 percent in their social security tax. Twenty-
seven percent estimated an increase of over 20 percent, and 15 percent
said that their taxes would rise by more than 80 percent. Seventy-nine
respondents forecasted an increase of over 100 percent in their social
security taxes.

Additionally, these increases fall with a significant amount of dis-
Farity and inequity, depending upon the type of firm and the waﬁe
evels of their particular employees. Another survey, conducted by the
minority, of 65 firms, colleges, and universities, found the following
projected increased costs :

1 A number of the estimates on the economic effect of the provisions of the committee
bill are based upon the earlier level of $100,000 for the employer portion of the wage base,
except where specifically otherwise stated. As noted in the text, however, the difference in
economic effect—because most of the jobs affected are grouped between the currently sched-
uled $18,900 and $50,000, not above it—is negligible.
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A major private university in the State of New York: $1.3
million. |
A leading national rubber company : $6 million.
A major trunk airline, based in the Southeast : $11 million.
A Nebraska-based major construction company : $2.8 million.
A Midwestern State universit{: $1.4 million.
A textile company in the South : $2 million.
A leading manufacturer of copymaking equipment, headquar-
tered in Connecticut : $27 million. .
Two Texas-based national oil companies: $9.1 million and $20
million, respectively.
Two Oregon educational facilities: $2 million and $693,000,
respectively.
These are simply representative of the deleterious effect the type of
provisions contained in the committee bill will have upon major seg-
ments of the American economy.

And it is foolish to believe that American taxpayers will not, ulti-
mately, be paying the resultant cost. They will pay it through in-
creased prices, reduced wages and/or employee benefits, more limited
employment opportunities, and delays in planned expansion. Sixty-

ight percent of those participating in the chamber survey indicated
they would be forced to increase prices to meet the increase in their
social security taxes. Over half said they would have to hold down in-
creases in wages and/or employee benefits.

Econometric models run on the earlier Finance Committee plan,
raising the employer portion of the wage base to $100,000, revealed that
real GNP would be cut by $12.8 billion in 1980 and by $38.5 billion in
1985. Real disposable income would be down, in 1980, by $12.3 billion,
and in 1985, by $38.4 billion. The effect on employment was forecast at
400,000 fewer jobs in 1980 and 1,200,000 fewer jobs in 1985. Investment
would be down by $5 billion in 1980 and by $16.2 billion in 1985. There
is little reason to believe that the economic effects of the committee-
approved plan will be any less serious: for increasing the wage base to
$50,000 in 1979 and $75,000 in 1985 should cover most, if not all, em-
ployee salary levels. In 1979, under the provisions adopted in the com-
mittee bill, we estimate that the $5 billion in higher tax collections from
w between the currently scheduled $18,900 and $50,000 will cost $3
billion in reduced business investment, 200,000 fewer jobs, an increase
in wage costs of 0.5 percent, and an increase in consumer prices of 0.4
percent. To maintain that the approved levels are any improvement
over the original proposal of an employer wage base level of $100,000 is
specious.

Surely, the wage base provisions of the committee bill continue to
be an inequitable and undesirable solution to the social security
problem.

It is equally fallacious to contend, as proponents of the bill do. that
the break in this historic equal sharing relationship between employer
and employee is only temporary, and that “the wage base for the
employee is only temporary, and that “the wage base for the employee
will catch up to that of the employer in 2002.” Once the break has
been made, it will be difficult if not impossible for future Congresses
to resist the same illusory expediency that led to the current action,
and in the event the bill 18 adopted in its current form, it is most like
that parity never again will be restored.

95-970 --- 12
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Employees in the affected industries will not gain a corresponding
increase meir benefits, as has been the case in the past when wage
bases have been increased. Only modifications in the employee ﬂ;:or-
tion of the wage base cause corresponding increases in benefits; those
located in industries who are forced to pay the disproportionate
share of social security financing under the committee mechanism will
geo;;lv& no benefit at all from added contribution made in their

alf.

Finally, increasing the taxable wage base narrows, in a most unde-
sirable fashion, the role of private retirement savings efforts. This
poses a threat to the long-range future of private pension
sfmd therefore is a threat to a major source of equity capital for the

uture.

Rather than the kind of gimmickry represented in the committee
bill, the social security system can and should be financed by straight-
forward methods which are simple, easy to understand, and are ac-
ceptable to both beneficiaries and contributors as necessary and desir-
able to restore the fiscal solvency of social security. Through either
a very small tax rate increase alone (e.g., 0.2 percent in 1979 and 0.3
percent in 1980), followed by rate increases no larger than those al-
readv contained in the committee bill for the years from 1985-2011
(and incorporating the other major provisions, such as decoupling),
both the short-range and the long-range problems of the trust funds
could be completely resolved. Alternatively, the tax rate increase could
be slightly smaller in the initial years (e.g., 0.25 percent in 1979, with
no increase in 1980), and very slight—and equal—increases in the
wage base for both employers and employees could be included (e.g.,
the four $600 increments that are in the committee bill presently for
employees alone), and the result would be virtually the same: fiscal
soundness for the trust funds.

It should be possible, after the months and years of detailed con-
sideration of the issue of social security financing, to develop and
pro to the American people a solution which is based upon the
fundamental principles of :

retaining the historic equal sharing relationship between em-
ployer and employee in the funding of the program, and

establishing a method of financing that does not attempt to hide
the true costs of social security.

It is most unfortunate that the bill reported from the committee
adheres to neither of these essential precepts. Were the alternatives
which were available to the committee so onerous, or so difficult to
implement, that they were not realistic or viable, we could understand
the action which was taken. The fact is, however, that numerous alter-
natives were presented which would have been realistic and practical
and could be implemented without undue hardship. Adoption of any
one of these rather than the ill-conceived plan contained in the com-
mittee bill—infinitely would better serve the needs of the social security

system and the American people.
P! CarL T. CurTis.

CLrrrorp P. HaNsEN.
RoBerT DoOLE.
PauoL Laxaur.

8 The level of increased taxes by the average social security wage base earner in 1970
would be only $23 under the first plan and $29 under the second—surely affordable levels.




VIII. ADDITIONAL VIEWS OF SENATORS ROBERT DOLE
AND WILLIAM V. ROTH, JR.

There is no question that the social security trust funds, after
years of legislative liberalizetions without accompanying revenue
measures, is in need of corrective action to make it fiscally sound. We

uestion, however, whether those who now must bear the burden of
gnm ing social security—the working men and women of America—
should be asked to assume such masmve burdens that the legislation
currently under consideration would impose. ‘

These social security taxpayers recognize the necessity of continu-
ing to make the system sound for the currently retired. They also
look with concern to the day when they, too, will begin receipt of
Social Security. They also look with mounting concern at the eacal-
ating demands government is imposing upon their paychecks, for
they must—rightly—be concerned with cash flow in a time of increas-
ing financial difficulty for so many.

e believe:

that the social security system should be operated as carefully,
and as soundly, as any private system ;

that constantly increasing tax demands, either through the tax
rate or the wage base, is not the answer; :

that we must look to the beneficiary composition, the benefit
structure, and the relationship between Social Security and other
gublic and private programs to assess the most rational way of

ringir&ﬁsul sanity to this program; and
that the Congrees should not move into hasty enactment of tax

or wage base increases until the kind of careful analysis described
is completed.

In the minds of man{, social security is synonymous with planning
safely for retirement. In the minds of others, it is a program that
has grown out of control, threatening their very ability to meet its
mounting drain upon their take-home pay. For many in the latter
group, social security taxes may consume more of their income than
direct taxes on that income itself.

We owe it to both of these groups to do a thorough and complete
job of reforming the social security system. We do not believe that
either the Committee bill, or the House-passed legislation, accom-
plishes this critical goal. Much more creative thinking needs to go into
the range of alternatives which are possible in this important area.

Bos DoLe.
Wouax V. Rorn, Jr.
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IX. ADDITIONAL VIEWS OF SENATOR JOHN C.
DANFORTH

I have voted to report H.R. 5322 to the floor despite my serious
concerns about the method of social security financing approved by
the committee. There is no question that over $70 billion must be raised
in the next 5 years if the social security trust funds are to be putona
sound financial basis. For this reason, I have voted to report the bill
on the th that almost any method of raising the revenue is better
than no n::blzod at all. However, for the reasons set forth in these sep-
arate views, I do not believe the program contained in this bill is well
conceived.

The financing proposals in this bill coupled with the almada“y sched-
uled increases will cause social security taxes to rise drasti in the
next few years. The State and local governments and nonp orga-
nizations alone will experience a tax increase of 227 percent in the
next 10 years. H.R. 5322 l(‘)rovides some limited fiscal relief for these
entities, but, as I set forth below, it is ill-designed relief, arbitrarily
excluding many organizations from its scope, and is much too limited.

I. INcrEASING THR EMPLOYER'Ss Waae Base 10 $50,000 v 1979 anp
$75,000 1n 1985 INTRODUCES ARBITRARY AND CaPrICIOUs DisTINC-
'rrox% Anlgom EMrPLOYERS AND FArLs To Tax oN THE Basis or ABIL-
rry To Pay

Heretofore, the social security tax has been imposed one-half on the
employer and one-half on the employee up to a specified wage base,
currently at $16,500. The tax collected has had a direct relationship
to the benefits to which the employee has been entitled.

Under the committee proposal to increase the employer’s wage base,
the employer will have an additiona] tax burden w ci in no way in-
creases the benefits of his employees. The additiona] tax, then, is not
a social security contribution geared to social security benefits, but a
general tax.

T oppose pegging this general tax to salary levels without regard to
profits, because it produces arbitrary and capricious results. The pro-
posal penalizes the employer who has a generous and liberal wage pol-
icy and rewards his competitor who has resisted wage increases. %e
emplover with the liberal wage policy now will have to bear a sub-
stantial additional tax burden from which his less generous competitor
1s exempt. In this regard, it should be noted that we are not talking
about salaries of top executives. but salaries above the wage base—
$16.500—the salary of plumbers in St. Louis, Mo.

Two manufacturing firms in Louisiana illustrate the problem. Each
has over 100 employees. As a result of this provision, the tax liability
of one will be increased 98.7 percent ; the other only 42 percent. It would

(174)
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be difficult to convince.the first employer that his tax increase is not
excessive or that he is receiving equal tax treatment.

Further, differing wage structures in various regions in the coun-
try and from ind to industry will produce 1nequitable results
under the proposal. Employers who have older, more experienced
workers, and employers who are engaged in labor-intensive enterprises
will have to bear more than their fair share of the tax burden. Em-

loyers in capital-intensive enterprises and those who have younger
ess skilled or part-time workers will bear a smaller burden. I know o
no public policy which would justify differences in tax treatment on
these grounds.

I recognize that the American public will have to bear a substantial
financial burden in providing the $70 billion shortfall in social security.
However, there is something fundamentally wrong where the method
chosen to raise the funds causes tax increases of more than 100 percent
on some employers and no or very little tax increase on many others.
Thus, a manufacturer in Nebraska reports that he will have a 118-per-
cent increase as a direct result of the proposed base increase. Similarly,
a Colorado wholesaler calculates a tax increase of 118 percent. In con-
trast, a Georgia construction company calculates that its increase will
be only 0.008 percent as a result of this proposal.

These widely varying tax increases are wholly unrelated to profits.
An employer with a tax increase of over 100 percent may be operating
at a loss whereas an employer with little or no tax increase may be
enjoying substantial profits. I suggest that where the tax bears no
relationship to either the emqloyee’s benefits or the employer’s profits,
then the tax could just as well be imposed on the basis of typewriters,
trucks, or inventory.

T also oppose the proposal because of the effect it has on low-income
workers and the economy in general. There appears to be an implicit
assumption underlying this bill that where the tax is imposed directly
on the employer and does not decrease the take-home pay of the worker,
the worker wholly escapes the economic burden of the tax, This view
is fallacious. ] )

The Joint Economic Committee, in its 1977 Midyear Review of the
Economy, dated September 26, 1977, makes clear that a higher em-
ployer payroll tax will be shifted backward in the form of lower wages
or forward in the form of higher prices, or both. Moreover, as the Joint
Economic Committee points out. this shift has a very serious effect on
inflation and unemployment. The committee’s overall conclusion 1is
that increasing the employer’s social security tax by raising the wage
base will ultimately reduce the level of both production and
employment.

IL. Ramsing THE Tax aNp Base oN EmprLovees Is REGRESSIVE TAXA-
rion axp Has Its GreaTzsT IMPACT ON Low- AND MimoLE-INCOME
Wage Earnzrs; aNp Wi Comeer StaTes, LocaL (GOVERNMENTS,
AND NonProPIT ORcaNizaTioNs To WithHoraw Faeox SociAL
SecurrTY

The social security tax is a regressive tax. According to the admin-
istration, at present more than half of all tawpayers pay more in social
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security tax than in Federal income tar. In 1976, payroll taxes repre-
sented 32 percent of total Federal receipts. Yet, at a time when we are
talking about substantially reducing the Federal income tax rates, our
most progressive tax, the committee has proposed increasing the pres-
ent social security tax rate by 20 percent in the next 8 years as well
as increasing the base against which the taxes are assessed.

These rate and base increases emphasize and increase the unfair
and regressive aspects of the present social security tax. Although
an increase in the base does not increase the taxes paid by those
below the base, it substantially increases the tax paid by those slightly
above the base, currently at $16,500. For example, the effect of the
committee’s action with re to base increases alone on persons
earning only $2.400 above current ‘base will be to increase their
taxes by 15 percent by 1985. Therefore, in combination with the rate
increases, these persons face social security tax increases of 35 percent.

I also oppose this proposal because of the heavy burden on State
and local governments. By 1987—only 10 years from now—this group
of employers will suffer social security tax increases of over 200 per-
cent. Most of the increase will result from rate increases. Less than 7
percent of the increase results from lifting the wage base on employers.
Thus, most of the increase will be borne without the benefit of the com-
mittee’s fiscal relief provision. New Haven, Conn., estimates an in-
crease of $40,000 in its social security tax by 1979 alone, an increase
of almost 20 percent. The entire amount results from the rate increases.
Similarly, Savannah, Ga., will have to pay an additional $48,%00 in
social security taxes in 1979 over what it is now paying. Only a very
small portion of the increase results from the increase in the employer
wage base: it is almost entirely a result of the rate increases.

Nonprofit organizations as a group also will have substantial in-
creases under this propoeal. This group’s liability under social security
will also increase over 200 percent by 1987. The Salvation Army in
the Greater Washington, D.C., area, covering Virginia. one-half of
West Virginia and parts of Maryland. calculates it will have to pay
social security taxes of almost $86,000 in 1979 as a result of the com-
mittee’s proposals, an increase of almost $13,000. All but $15 of that
$13,000 incresse is a result of the rate incresses. Similarly, the Wash-
ington, D.C., Campfire Girls calculates it will have an increase of 40
percent in its social security taxes in 1979, all of it attributable to
the rate increases. These organizations are not in & position to absorb
tax increases of this magnitude.

ITI. Wace InpExING Is More Expensive THAN PRICE INDEXING AND
gxcmmns CurreNT RETIREES FROM SHARING IN AMERICA’S ECONOMIC
ROWTH

I support the concept of providing an adjustment in the amount of
social security benefits to provide constant dollars to recipients. The
committee has proposed achieving this result by indexing social secu-
rity on the basis of wage increases. o

I oppose this method of indexing because it is very expensive and
because it draws invidious and unjustified distinctions between retirees
of today and retirees 20 years from today. Thus, under wage indexing,
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a worker who retires today will receive a smaller benefit in real dollare
than & worker with an identical wage history who retires 20 years from
now even though both may be alive and drawing benefits. Under wage
indexing, the current retiree is excluded from sharing in the real
growth of our Nation’s productivity.

I favor price indexing. It protects workers against the erosion of
benefits as a result of inflation. At the same time, while wage ind
only cuts the long-range deficit in half, price indexin% reduces the defi-
cit totally, Elacing the system in long-range actuarial balance, In this
way, it makes unnecessary additional rate increases of 1.45 percent
which will be required if wage indexingeis adopted. Finally, it pro-
vides Congress with the flexibility to make appropriate adjustments in
the level of benefits which will benefit not only present workers, but
also those who have already retired.

IV. ALTERNATIVE METHODS ARE AVAILABLE FOR FINANCING SoOCIAL
SECURITY

My comments so far have been essentially negative. I have said
what I do not think should be done. I believe the following ({)roposals
wfather with price indexing, offer a more equitable and ration
solution to the short- and long-range deficits of social security.

A. FEDERAL EMPLOYEES SHOULD BE COVERED BY BOCIAL BECURITY

Bringing Federal employees under social security would substan-
tially contribute to meeting the $70 billion shortfall. The Social
Security Administration has estimated that $33.7 billion would be
raised for social security in the first 5 years Federal employees were
covered. This is because in the first few years of coverage, many more
employees would be paying into social security than would be drawing
out benefits. Moreover, the Social Security Administration has esti-
mated that bringing in Federal employees would reduce the long-
range social security deficit in part as a result of eliminating the abuse
known as double-dipping (the process which permits retired Federal
employees to supplement their civil service pensions by working just
enough years to (&mh? for the minimum social security benefit).

Tt 1s essential that Federal employees who are brought under social
security not receive reduced benefits and not have to pay higher con-
tributions. This result can be achieved by integrating the Federal re-
tirement systems with social security, in the manner of man 1‘Private
pension plans. Indeed, I would only propose coverage of Federal
employees if their aggregate benefits were not reduced and their ag-

contributions were no higher. This can bhe accomplished be-
cause the liabilities of the civil service retirement trust fund will be
decreasing as social security benefits accrue.

Moreover, if Federal employees were brought under social security,
their benefits would be slightly improved. Social security insures that
employees and their families have adequate income not only at retire-
ment but also in the event of disability or death. Although the civil
service retirement system provides coverage in the event of disability
or death, the coverage is not as complete as the social security coverage.
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For example, civil service cove does not begin until a worker
has had 5 years of employment with the Government. In contrast, un-
der social security, younger workers need less than 5 years of em-
ployment for coverage. Even after an employee has completed 5 years
of service and becomes eligible for tion, many more years of
service are required before survivorship protection for families and
disability protection for a worker with dependents reaches the level
provided under social security.

Inclusion of Federal employees under social security is consistent
with the original intent of social security and has been recommended
by every socaal security advisory group since 1938. With social security
coverage, Federal employees will be no worse off than now and the
system will come closer to its intended role as a universal floor of pro-
tection for all working Americans.

B. A SURCHARGE SHOULD BE IMPOSED ON CORPORATE AND PERSONAL INCOME
TAXES

In my judgment, a surcharge on the corporate and personal income
tax is the fairest and most equitable method of meeting the remainder
of the social security deficit. This is a difficult recommendation for
me to make because I am convinced that taxes are too high and impose
too much of a burden on individuals and the economK.

I am committed to reducing taxes. I think it is the most important
objective of “tax reform.” Neverthelees, failure to insure the financial
viability of the social security system is unthinkable. Therefore, the
only question is who should bear the cost of providing the necessary
revenue.

It is my view that the cost should be spread equitably throughout
society rather than borne most heavily by only certain employers (rais-
ing the employers’ base) or by low- and middle-income employees
(raising the rate or the base on employees). The most equitable method
of spreading the increased burden throughout society and yet retain-
ing the identifiable character of a separate social security tax is a sur-
charge on the income tax. .

A surtax is similar to the use of general revenues, but it has several
advantages over the use of Treasury funds. It raises real dollars rather
than simply increasing the deficit. It preserves the direct linkage be-
tween the individual and social security contributions. By retaining a
link between the cost of social security and the benefits, there is no
open invitation to “raid the Treasury” irresponsibly. Furthermore, a
surtax encourages persons who are not covered under social security,
like emplovees of some State and local governments, to join the sys-
tem since they would already be contributing to it.

These three proposals taken together—inclusion of Federal employ-
ees, a 3-percent corporate and personal income tax and price index-
ing—IJeave the cash programs of social security in short-range and
long-range actuarial balance. They are the most rational, fairest, and
gosl‘;) ﬁqiluimble solution to the unpleasant and difficult task of raising

0 billion.
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V. Ir Payrorr Taxes Are Uszp To FINANCE SOME OR ALL OF THR
SociaL Securrty Dericrr, MEaNINGFrUL FiscalL RELIEF FOR STATE
AND LocaL GoverNMENTs AND NoNPrROFIT ORGANIZATIONS MUST BE
INnoLUDED ‘

The committee’s social security tax pr:]poeals, together with alread
scheduled increases, will cause the social security taxes of State an
local governments and nonprofit organizations to more than double
in 5 years and to more than triple 1n 10 years—from an aggregate
tax o{ $6.6 billion to a tax of $21.6 billion.

The financial crisis which confronts our cities and other govern-
mental agencies is widespread and extremely serious, All too often we
have witnessed the curtaillment of essential municipal and educational
services or strikes for higher wages by teachers, firefighters, and other
governmental workers. The next tax proposal will only make the
financial é)l' ht of our local governmental agencies worse.

In 1976, Toledo, Ohio, was forced to shut its schools for the month
of December because of the city’s financial condition. Similarly, De-
troit laid off or eliminated positions for over 4,100 employees, reduced
salaries by 8 percent in each department, cut funds for welfare serv-
ices and prison care, and still projected a large 1976 deficit. On March 9,
11;7((13, the New York Times began a story with the following disturbing

“The City of Buffalo, which had been expected to run out of cash
tomorrow, arranged to borrow $2 million today. . . . The loan will
enable the city government and its Board of Education to meet their
cash needs until Friday....”

Many nonprofit organizations are facing similar financial crunches.
The Young Women’s Christian Association of the National Capital
Area has sustained deficits averaging $50,000 in each of the last 7 years
on an annual budget of $2 miaiﬁl:n. Coileges are struggling against
ever increasing operating costs, Often tuition has been raised to the
point where it is out of the financial reach of many students.

In this period of severe financial crisis for many nonprofit organiza-
tions, social security taxes will be raised by spectacular amounts. Two
years from now, the American Cancer Society in Michigan, for exam-
ple, will have an increase of over 25 percent in its social securimx
liability under the committee’s proposal. The University of Alabama
in Tuscaloosa in 1981 will be paying $864,000 more than it paid last
year, an increase of 50 percent. Sllvmilarly, Hampshire College in Am-
herst, Mass., in 1981 will be paying $107,287 more or an increase of 61
percent.

These organizations have little or no capability of passing on the
increased cost. Moreover, unlike private, profitmaking employers, the
additional social security tax payments will not be reflected in lower
income taxes. As a result, these public and nonprofit employers will
have to bear 100 percent of the increased liability themselves. They
must either curtail their activities or raice more money, either through
more contributions in the case of nonprofits or more local taxes in the
case of public employers, to meet the full increased liability. In con-
trast, profitmaking employers will bear only a portion of the increase,
the rest being an offset against Federal and State income tax liabilities



180

which would otherwise be payable. Every increase profitmaking em-
ployers have iri social security taxes translates into an operating cost
of only a portion of the increase.

The committee has recognized the need for some tax relief for these
employers as well as the basic inequity in tax treatment between these
employers and for-profit employers. The committee has agreed to a re-
fundable tax credit for these employers—a refund of a portion of their
social security taxes from general revenues—but has adopted a clumsy
mechanism which préduces unfair and arbitrary results.

In order to receive a refund, an emgloyer must pay its employees
above the wage base. In 1979, the wage base will be close to $20,000 and
will be over $30,000 by 1985.

As T have shown above, the bulk of the increase in the liability for
this group of employers results from rate increases. not base increases.

Therefore, the refund in the committee proposal is of some help to
well-endowed foundations and other employers with highly paid pro-
fessional employees, but the vast majority of charitable employers will
receive almost no benefit at all. In 1979, for example, the Salvation
Army, covering Virginia, half of West Virginia, Washington, D.C..
and part of Maryland, will pay social security taxes of almost $86,000—
an increase of $13.000 over its present liability—and will receive a
refund of $7.67. The Campfire Girls will receive nothing, because the
organization will not be paying anyone over $19,500 in 1979. notwith-
standing a tax increase of 40 percent. New Haven, Conn., will have to
pagl:él additional $40,000 in social security tax but will receive no
re .

Moreover, even those employers who are benefited will only be
benefited for a few years. The committee’s proposal is designed to phase
out just as the increases are beginning to really rise. As the future rate
increases become effective and the employee wage base rises, the refund
disappears. In 1987, for example. the costs to these emplovers will be
up 227 percent; the refund will represent only 6 percent of this total.

These employers, unlike most, may under law voluntarily withdraw
from social security, and they have been withdrawing at an accelerat-
ing rate. If New York City employees alone were to withdraw fromn
social security, the trust funds would lose $3.1 billion in the next 1
years: 219 governmental units representing 81,534 employees have
notices to withdraw currently pending before the Social Security Ad-
ministration. Tf enough public and nonprofit employers withdrew. the
tax increases could backfire, causing the trust funds to lose more rev-
enue than thev gained. .

I agree with the majority of the committee that some sort of tax
relief is needed for this group of emplovers. But the relief should he
based on total liability, not on how much they pay their employees. It
should be a permanent and stable refund, not a decreasing amount each
year. ) i
" At a time when we are tripling the social security tax of these em-
ployers, I believe we should cushion the increase in some meaningful
wav. At a time when profitmaking employvers will offset $23 billion n
Federal income tax otherwise payable, I believe we can refund the pub-
lic and nonprofit emplovers $1 billion. the approximate cost of a flat
10-percent refund of total social security tax liability.

JorN C. DANFORTH.
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