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PUBLIC LAW 95-216—DEC. 20, 1977 91 STAT. 1509

Public Law 95—216
95th Congress

AnAct
To amend the Social Security Act and the Internal Revenue Code of 1954 to Dec. 20, 1977

strengthen the financing of the social security system, and for other purposes. [H.R. 9346]

Be it enacted by the Senate and Hou8e of Representatives of the
United State8 of America in Congress assembled, That this Act, with Social Security

the following table of contents, may be cited as the "Social Security Amendments of

Amendments of 1977" 1977.

TABLE OF CONTENTS 42 USC 1305
note.

TITLE I—PRO VISIONS RELATING TO THE FINANCING OF THE OLD-
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Sec. 104. Effective date.
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Sec. 202. Maxlmssfl benefits.
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Sec. 204. Widow's and widower's Insurance benefits in cases of delayed retire-

ment.
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See. 801. Liberallzation of earningstest for individuals age 65 and over.
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Sec. 803. Elimination of monthly earnings test.

PART B—COYESAGE
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ersey.
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See. 882. LImitation on retroactive benefits.
Sec. 388. Delivery of benefit checks.
Sec. 884. Reduced benefits for spouses receiving Government pensions.
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TITLE I—PROVISIONS RELATING TO THE FINANCING
OF THE OLD-AGE, SURVIVORS, AND DISABILITy
INSURANCE PROGRAM

ADJU8TMENTS IN TAX RATES

Sxc. 101. (a) (1) Section 3101 (a) of the Internal Revenue Code of26 USC 3101. 1954 (relating to rate of tax on employees for purposes of old-age,
survivors, and disability insurance) is amended by striking out para-.
graphs (1) and (2) and inserting in lieu thereof the following:

"(1) with respect to wages received during the calendar years
1974 through 1977, the rate shall be 4.95 percent;

"(2) with respect to wages received during the calendar year
1978, the rate shall be 5.05 percent;

"(3) with respect to wages received during the calendar years
1979 and 1980, the rate shall be 5.08 percent;

"(4) with respect to wages received during the calendar year
1981, the rate shall be 5.35 percent;
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"(5) with respect to wages received during the calendar years
1982 through 1984, the rate shall be 5.40 percent;

"(6) with respect to wages receive4 during the calendar years
1985 through 1989, the rate shall be 5.70 percent; and

"(7) with respect to wages received after December 31, 1989,
the rate shall be 6.20 percent.".

(2) Section 3111(a) of such Code (relating to rate of tax on Post, p. 1537.

employers for purposes o old-age, survivors, and disability insur- 26 Usc 3111.

ance) is amended by striking out paragraphs (1) and (2) and insert-
ing in lieu thereof the following:

"(1) with respect to wages paid during the calendar years
1974 through 1977, the rate shall be 4.95 percent;

"(2) with respect to wages paid during the calendar year 1978,
the rate shall be 5.05 percent;

"(3) with respect to wages paid during the calendar years
1979 and 1980, the rate shall be 5.08 percent;

"(4) with respect to wages paid during the calendar year 1981,
the rate shall be 5.35 percent;

"(5) with respect to wages paid during the calendar years
1982 through 1984, the rate shall be 5.40 percent;

"(6) with respect to wages paid during the calendar years
1985 through 1989, the rate shall be 5.70 percent; and

"(7) with respect to wages paid after December 31, 1989, the
rate shall be 6.20 percent.".

(3) Section 1401(a) of such Code (relating to rate of tax on self- 26 USC 1401.

employment income for purposes of old-agc, survivors, and disability
insurance) is amended by striking out "a tax" and all that follows and
inserting in lieu thereof the following: "a tax as follows:

"(1) in the case of any taxable year beginning before January 1,
1978, the tax shall be equal to 7.0 percent of the amount of the
self-employment income for such taxable year;

"(2) in the case of any taxable year beginning after Decem-
ber 31, 1977, and before January 1, 1979, the tax shall be equal to
7.10 percent of the amount of the self-employment income for
such taxable year;

"(3) in the case of any taxable year beginning after December
31, 1978, and before January 1, 1981, the tax shall be equal to 7.05
percent of the amount of the self-employment income for such
taxable year;

"(4) in the case of any taxable year beginning after December
31, 1980, and before January 1, 1982, the tax shall be equal to
8.00 percent of the amount of the self-employment income for
such taxable year;

"(5) in the case of any taxable year beginning after December
31, 1981, and before January 1, 1985, the tax shall be equal to
8.05 percent of the amount of the self-employment income for
such taxable year;

"(6) in the case of any taxable year beginning after December
31, 1984, and before January 1, 1990, the tax shall be equal to
8.55 percent of the amount of the self-employment income for
such taxable year; and

"(7) in the case of any taxable year beginning after December
31, 1989, the tax shall be equal to 9.30 percent of the amount of
the self-employment income for such taxable year.".

(h) (1) Section 3101(b) of such Code (relating to rate of tax on Hospital

employees for purposes of hospital insurance) is amended by striking ste3101
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out paragraphs (1) through (4) and inserting in lieu thereof the
following:

"(1) with respect to wages received during the calendar years
1974 through 1977, the rate shall be 0.90 percent;

"(2) with respect to wages received during the calendar year
1978, the rate shall be 1.00 percent;

"(3) with respect to wages received during the calendar years
1979 and 1980, the rate shall be 1.05 percent;

"(4) with respect to wages received during the calendar years
1981 through 1984, the rate shall be 1.30 percent;

"(5) with respect to wages received during the calendar year
1985, the rate shall be 1.35 percent; and

"(6) with respect to wages received after December 31, 1985,
the rate shall be 1.45 percent.".

26 Usc 3111. (2) Section 3111(b) of such Code (relating to rate of tax on
employers for purposes of hospital insurance) is amended by striking
out paragraphs (1) through (4) and inserting in lieu thereof the
following:

"(1) with respect to wages paid during the calendar years 1974
through 1977, the rate shall be 0.90 percent;

"(2) with respect to wages paid during the calendar year 1978,
'the rate shall be 1.00 percent;

"(3) with respect to wages paid during the calendar years 1979
and 1980, the rate shall be 1.05 percent;

"(4) with respect to wages paid during the calendar years 1981
through 1984, the rate shall be 1.30 percent;

"(5) with respect to wages paid during the calendar year 1985,
the rate shall be 1.35 percent; and

"(6) with respect to wages paid after December 31, 1985, the
rate shall be 1.45 percent.".

26 Usc 1401. (3) Section 1401(b) of such Code (relating to tax on self-employ-
ment income for purposes of hospital insurance) is amended by strik-ing out paragraphs (1) through (4) and inserting in lieu thereof thefollowing:

"(1) in the case of any taxable year beginning after Decem-
ber 31, 1973, and before January 1, 1978, the tax shall be equal to0.90 percent of the amount of the self-employment income forsuch taxable year;

"(2) in the case of any taxable year beginning after Decem-
ber 31, 1977, and before January 1, 1979, the tax shall be e*iual to1.00 nercent of the amount of the self-employment income for suchtaxable year;

"(3) in the case of anytaxable year beginning after Decem-ber 31, 1978, and before January 1, 1981, the tax shall be equal to1.05 percent of the amount of the self-employment income for suchtaxable year;
"(4) in the case of any taxable year beginning after Decem-

ber 31, 1980, and before January 1, 1985, the tax shall be equal to1.30 percent of the amount of the self-employment income for suchtaxable year;
"(5) in the case of any taxable year beginning after Decem-

ber 31, 1984, and before January 1, 1986, the tax shall be equalto 1.35 percent of the amount of the self-employment income forsuch taxable year; and
"(6) in the case of any taxable year beginning after Decem-

ber 31, 1985, the tax shall be equal to 1.45 percent of the amountof the self-employment income for such taxable year.".
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ALLOCATIONS TO DISABILITY INSURANCE TRUST FUND

SEC. 102. (a) (1) Section 201(b) (1) of the Social Security Act is 42 USC 401.

amended by striking out clauses (G) through (J) and inserting in lieu
thereof the following: "(G) 1.55 per centum of the wages (as so
defined) paid after December 31, 1977, and before January 1, 1979,
and so reported, (H) 1.50 per centum of the wages (as so defined) paid
after December 31, 1978, and before January 1, 1981, and so reported,
(I) 1.65 per centum of the wages (as so defined) paid after Decem-
ber 31, 1980, and before January 1, 1985, and so reported, (J) 1.90 per
centum of the wages (as so defined) paid after December 31, 1984, and
before January 1, 1990, and so reported, and (K) 2.20 per centum of
the wages (as so defined) paid after December 31, 1989, and so
reported.".

(2) Section 201(b) (2) of such Act is amended by striking out clauses
(G) through (J) and inserting in lieu thereof the following: "(G)
1.090 per centüm of the amount of self-employment income (as so
defined) so reported for any taxable year beginning after Decent-
ber 31, 1977, and before January 1, 1979, (H) 1.0400 per centum of tl:e
amount of self-employment income (as so defined) so reported for any
taxable year beginning after December 31, 1978, and before Janu-
ary 1, 1981, (I) 1.2375 per centum of. the amount of self-employment
income (as so defined) so reported for any taxable year beginning
after December 31, 1980, and before January 1, 1985, (J) 1.4250 per
centum of the amount of self-employment income (as so defined) so
reported for any taxable year beginning after December 31, 1984, and
before January 1, 1990, and (K) 1.650 per centum of the amount of
self-employment income (as so defined) so reported for any taxable
year beginning after December 31, 1989,".

INCREASES IN EARNINGS BASE

SEC. 103. (a) (1) Section 230(a) of the Social Security Act. is 42 usc 430.

amended by inserting "or (c)" after "determined under subsection
(b)".

.i) Section 230(b) of such Act is amended by striking out "shall be"
in the matter preceding paragraph (1) and inserting in lieu thereof
'shall (subject to subsection (c)) be". Infra.

(b) Section 230(c) of such Act is amended— . Contribution and

(1) by inserting "(1)" immediately before "the 'contribution benefit base.

and benefit base"; and
(2) by striking out "section." and inserting in lieu thereof the

following:
"section, and (2) the 'contribution and benefit base' with respect to
remuneration paid (and taxable years beginning) —

"(A) in 1978 shall be $17,700,
"(B) in 1979 shall be $22,900,
"(C) in 1980 shall be $25,900, and
"(D) in 1981 shall be $29,700.

For purposes of determining under subsection (b) the 'contribution
and benefit base' with respect to remuneration paid (and taxable years
beginning) in 1982 and subsequent years, the dollar amounts specified
in clause (2) of the preceding sentence shall be considered to have
resulted from the application of such subsection (b) and to be the
amount determined (with respect to the years involved) under that
s'li)sectiofl. For purposes of determining employer tax liability under
section 3221 (a) of the Internal Revenue Code of 1954, for purposes of 26 USC 3221.
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determining the portion of the employee representative tax liability26 Usc 3211. under section 3211(a) of such Code which results from the applica-
tion of the 9.5 percent rate specified therein, and for purposes of coin-
puting average monthly compensation under section 3(j) of the

4' USC 231b. Railroad Retirement Act of 1974, except with respect to annuity
amounts determined under section 3(a) or (3) (f) (3) of such Act,
clause (2) and the preceding sentence of this subsection shall be
disregarded.".

42 USC 430. (c) (1) Section 230 of such Act is further amended by adding at the
end thereof the following new subsection:

"(d) Notwithstanding any other provision of law, the contribution
a.nd benefit base determined under this section for any calendar year
after 1976 for purposes of section 4022(b) (3) (B) of Public Law

29 USC 1322. 93—406, with respect to any plan, shall be the contribution and benefit
base that would have been determined for such year if this section as
in effect immediately prior to the enactment of the Social Security
Amendments of 1977 had remained in effect without change.".

Effective date. (2) The amendment made by paragraph (1) shall apply with42 USC 430 note, respect to plan terminations occurring after the date of the enactment
of this Act.

(d) (1) The second sentence of section 215(i) (2) (D) (v) of such
42 USC 415. Act is amended by striking out "is equal to one-twelfth of the new

contribution and benefit base" and inserting in lieu thereof "is equal
to, or exceeds by less than $5, one-twelfth of the new contribution and
benefit base".

(2) The third sentence of section 215(i) (2) (D) (v) of such Act
is amended by striking out all that follows "clause (iv)" and insert-
ing in lieu thereof "plus 20 percent of the excess of the second figure
in the last line of column III as extended under the preceding sen-
tence over such second figure for the calendar year in which the table
of benefits is revised.".

EFEECTIVE DATE

26 USC 1401 SEC. 104. The amendments made by this title shall apply with respectnote, to remuneration paid or received, and taxable years beginning, after
1971'.

TITLE TI—STABILIZATION OF REPLACEMENT RATES IN
THE OLD-AGE, SURVIVORS, AND DISABILITY INSUR-
ANCE PROGRAM

COMPUTATION OF PRIMARY INSURANCE AMOUNT

42 USC 415. SEC. 201. (a) Section 215(a) of the Social Security Act is amended
to read as follows:

"(a) (1) (A) The primary insurance amount of an individual shall
(except as otherwise provided in this section) be equal to the sum
of—

"(i) 90 percent of the individual's average indexed monthly
earnings (determined under subsection (b)) to the extent that
such earnings do not exceed the amount established for purposes
of this clause by subparagraph (B),

"(ii) 32 percent of the individual's average indexed monthly
earnings to the extent that such earnings exceed the amount estab-
lished for purposes of clause (i) but do not exceed the amount
established for purposes of this clause by subparagraph (B), and
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"(iii) 15 percent of the individual's average indexed monthly
earnings to the extent that such earnings exceed the amount
established for purposes of clause (ii),

rounded in accordance with subsection (g), and thereafter increased
as provided in subsection (i).

"(B) (i) For individuals who initially become eligible for old-age
or disability insurance benefits, or who die (before becoming eligible
of such benefits), in the calendar year 1979, the amount established
for purposes of clause (1) and (ii) of subparagraph (A) shall be $180
and $1,085, respectively.

"(ii) For individuals who initially become eligible for old-age or
disability insurance benefits, or who die (before becoming eligible for
such benefits), in any calendar year after 1979, each of the amounts so
established shall equal the product of the corresponding amount estab-
lished with respect to the calendar year 1979 under clause (i) of this
subparagraph and the quotient obtained by dividing—

"(I) the. average of the total wages (as defined in regulations
of the Secretary and computed without re&ard to the limitations
specified in section 209 (a)) reported to the becretary of theTreas- 42 USC 409.

ury or his delegate for the second calendar year preceding the
calendar year for which the determination is made, by

"(II) the average of the total wages (as so defined and com-
puted) reported to the Secretary of the Treasury or his delegate
for the calendar year 1977.

"(iii) Each amount established under clause (ii) for any calendar
year shall be rounded to the nearest $1, except that any amounts so
established which is a multiple of $0.50 but not of $1 shall be rounded
to the next higher $1.

"(C) (i) No primary insurance amount computed under subpara-
graph (A) may be less than—

"(I) the dollar amount set forth on the first line of column IV
in the table of benefits contained in (or deemed to be contained in)
this subsection as in effect in December 1978, rounded (if not a
multiple of $1) to the next higher multiple of $1, or

"(II) an amount equal to $11.50 multiplied by the individual's
years of coverage in excess of 10, or the increased amount deter-
mined for purposes of this subdivision under subsection (i),

whichever is greater. No increase under subsection (i), except as pro-
vided in subsection (i) (2) (A), shall apply to the dollar amount
specified in subdivision (I) of this clause.

"(ii) For purposes of clause (i) (II), the term 'years of coverage' "Years of
with respect to any individual means the number (not exceeding 30) coverage."

equal to the sum of (I) the number (not exceeding 14 and disregarding
any fraction) determined by dividing (a) the total of the wages
credited to such individual (including wages deemed to be paid prior
to 1951 to such individual under section 217, compensation under the Post, p. 1529.

Railroad Retirement Act of 1937 prior to 1951 which is creditable to 45 USC 228a.

such individual pursuant to this title, and wages deemed to be paid.
prior to 1951 to such individual under section 231) for years after 42 USC 431.

1936 and before 1951 by (b) $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) (B) (ii)) and in each
of which he is credited with wages (including wages deemed to be paid
to such individual under scetion 217, compensation under the Railroad
Retirement Act of 1937 or 1974 which is creditable to such individual 45 USC 228a,

pursuant to this title, and wages deemed to be paid to such individual 231.

under section 229) and self-employment income of not less than 25 Post, p. 1554.
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percent of the maximum amount which, pursuant to subsection (a),
may be counted for such year, or of not less than 25 percent of the
maximum amount which could be so counted for such year (in the case

Ante, p. 1513; of a year after 1977) if section 230 as in effect immediately prior to thePost, p. 1554. enactment of the Social Security Amendments of 1977 had remained
in effect without change.

Publication in "(D) In each calendar year after 1978 the Secretary shall publishFederal Register. in the Federal Register, on or before November 1, the formula for
computing benefits under this paragraph and for adjusting wages and
self-employment income under subsection (b) (3) in the case of an
individual who becomes eligible for an old-age insurance benefit, or
(if earlier) becomes eligible for a disability insurance, benefit or dies,
in the following year, and the average of the total wages (as described

Publication in in subparagraph (B) (ii) (I)) on which that formula is based. WithFederal Register. the initial publication required by this subparagraph, the Secretary
shall also publish in the Federal Register the average of the total
wars (as so described) for each calendar year after 1950.

'(2) (A) A year shall not be counted as the year of an individual's
death or eligibilit.y for purposes of this subsection or subsection (i)
in any case where such individual was entitled to a disability insur-
ance benefit for any of the 12 months immediately preceding the month
of such death or eligibility (but there shall be counted instead theyear
of the individual's eligibility for the disability insurance benefit or
benefits to which he was entitled during such 12 months).

"(B) In the case of an individual who was entitled to a disability
insurance benefit for any of the 12 months before the month in which
he became entitled to an old-age insurance benefit, became reentitled to
a disability insurance benefit, or died, the primary insurance amount
for determining any benefit attributable to that entitlement, reentitle-
ment, or death is the greater of—

"(i) the primary insurance amount upon which such disability
insurance benefit was based, increased by the amount of each gen-
eral benefit increase (as defined in subsection (i) (3)), and each
increase provided under subsection (i) (2), that would have
applied to such primary insurance amount had the• individual
remained entitled to such disability insurance benefit until the
month in which he became so entitled or reentitled or died, or

"(ii) the amount computed under paragraph (])(C).
"(C) In the case of an individual who was entitled to a disability

insurance 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
such individual's subsequent entitlement to old-age insurance benefits
or to a disability insurance benefit based upon a subsequent period of
disability, or because of such individual's death), the primary insur-
ance amount so computed may in no case be less than the primary
insurance amount with respect to which such former disability insur-
ance benefit was most recently determined.

"(3)(A) Paragraph (1) applies only to an individual who was not
eligible for an old-age insurance benefit prior to January 1979 and
who in that or any succeeding month—

"(i) becomes eligible for such a benefit,
"(ii) becomes eligible for a disability insurance benefit, or
"(iii) dies,

and (except for subparagraph (C) (i) (II) thereof) it applies to every
such individual except to the extent otherwise provided by paragraph
(4).
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"(B) For purposes of this title, an individual is deemed to be Eligibility.

eligible—
"(i) for old-age insurance benefits, for months beginning with

the month in which he attains age 62, or
"(ii) for disability insurance benefits, for months beginning

with the month in which his period of disability began as pro-
vided under section 216(1) (2) (C), 42 USC 416.

except as provided in paragraph (2) (A) in cases where fewer than 12
months have elapsed since the termination of a prior period of
disability.

"(4) Paragraph (1) (except for subparagraph (C) (1) (II) thereof) Limitations.

does not apply to the computation or recomputation of a primary
insurance amount for—

"(A) an individual who was eligible for a disability insurance
benefit for a month prior to January 1979 unless, prior to the
month in which occurs the event desOribed in clause (i), (ii), or
(iii) of paragraph (3) (A), there occurs a period of at least 12
consecutive months for which he was not entitled to a disability
insurance benefit, or

"(B) an individual who had wages or self-employment income
credited for one or more years prior to 1979, and who was not eligible
for an old-age or disability insurance benefit, and did not die, prior
to January 1979, if in the year for which the computation or recom-
mendation would be made the individual's primary insurance amount
would be greater if computed or recomputed—

"(i) under section 215(a) as in effect in December 1978, for
purposes of old-age insurance benefits in the case of an individual
who becomes eligible for such benefits prior to 1984, or

"(ii) as provided by section 215(d), in the case of an individual Post, pp. 1519,

to whom such section applies. 1520.

In determining whether an individual's primary insurance amount
would ba greater if computed or recomputed as provided in subpara-
graph (B), (I) the table of benefits in effect in December 1978 shall
be applied without regard to anr increases in that table which may
become effective (in accordance with subsection (i) (4)) for years after
1978 (subject to clause (iii) of subsection (i) (2) (A) but without
regard to clauses (iv) and (v) thereof) and (II) such individual's
average monthly. wage shall be computed as provided by sub-
section (b)(4)

"(5) For purposes of comput.in the primary insurance amount
(after December 1978) of an individual to whom paragranh (1) does
not apply (other t.han an individual described in paragraph (4) (B)),
this section as in effect in December 1978 shall remain in effect, except
that, effective for January 1979, the dollar amount specified in para-
graph (3) of subsection (a) shall be increased to $11.50. The table
for determining primary insurance amounts and maximum family
benefits contained in this section in December 1978 shall be revised as
provided by subsection (i) for each year after 1978.".

(b) Section 215(b) of such Act is amended to read as follows: 42 Usc 415.

"Average Indexed Monthly Earnings; Average Monthly Wage
"(b) (1) An individual's average indexed monthly earnings shall be

equal tn the nuotient obtained by dividing—
"(A) the total (afte.r adjustment under paragraph (3)) of his

wages pad in and self-employment income credited to his bene-
fit computation years (determined under paragraph (2)), by

"(B) the number of months in those years.
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"(2) (A) The number of an individual's benefit computation years
equals the number of elapsed years, reduced by five, except that the
number of an individual's benefit computation years may not be less
than two.

Definitions. "(B) For purposes of this subsection with respect to any
individual—

"(1) the term 'benefit computation years' means those computa-
tion base years, equal in number to the number determined under
subparagraph (A), for which the total of such individual's wages
and self-employment income, after adjustment under paragraph
(3), is the largest;

"(ii) the term 'computation base years' means the calendar
years after 1950 and before—

"(I) in the case of an individual entitled to old-age insur-
ance benefits, the year in which occurred (whether by reason

Post, p. 1542. of section 202(j) (1) or otherwise) the first month of that
entitlement; or

"(II) in the case of an individual who has died (without
having become entitled to old-age insurance benefits), the.
year succeeding the year of his death;

except that such term excludes any calendar year entirely
included in a period of disability; and

"(iii) the term 'number of elapsed years' means (except, as
otherwise provided by section 104(j) (2) of the Social Security

42 Usc 414 note. Amendments of 1972) the number of calendar years after 1950
(or, if later, the year in which the individual attamed age 21) and
before the year in which the individual died, or, if it occurred
earlier (but after 1960), the year in which he attained age 62;
except that such term excludes any calendar year any part of
which is included in a period of disability.

"(3) (A) Except as provided by subparagraph (B), the wages paid
in and self-employment income credited to each of an individual's com-
putation base years for purposes of the selection therefrom of benefit
computation years under paragraph (2) shall be deemed to be equal
to the product of—

"(i) the wages and self-employment income paid in or credited
to such year (as determined without regard to this subparagraph),
and

"(ii) the quotient obtained by dividing—
"(I) the average of the total wages (as defined in regula-

tions of the Secretary and computed without regard to the
42 usc 409.

. limitations specified in section 209(a)) reported to the Secre-
tary of the Treasury or his delegate for the second calendar
year (after 1976) preceding the earliest of the year of the
individual's death, eligibility for an old-age insurance bene-
fit, or eligibility for a disability insurance benefit (except
that the year in which the individual dies, or becomes eligible,
shall not be considered as such year if the individual was
entitled to disability insurance benefits for any month in
the 12-month period immediately preceding such death 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 12-month period) ,by

"(II) the average of the total wages (as so defined and
computed) reported to the Secretary of the Treasury or his
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delegate for the computation base year for which the deter-
mination is made.

"(B) Wages paid in or self-employment income crethted to an
individual's computation base year which—

"(1) occurs after the second calendar year specified in subpara-
graph (A) (ii) (I),or

"(ii) is a year treated under subsection (f) (2) (C) as though
it were the last year of the period specified m paragraph (2)
(B) (ii),

shall be available for use in determining an individual's benefit com-
putation years, but without applying subparagraph (A) of this
paragraph.

"(4) For purposes of determining the average monthly wage of an
individual whose primary insurance amount is computed (after 1978)
under section 215(a) or 215(d) asin effect (except with respect to the Ante, p. 1514.

table contained therein) in December 1978, by reason of subsection (a) Post, p. 1520.

(4) (B), this subsection as in effect in December 1978 shall remain in
effect, except that paragraph (2) (C) (as then in effect) shall be
deemed to provide that 'computation base years' include only calendar
years in the period after 1950 (or 1936, if applicable) and prior to the
year in which occurred the first month for which the individual was
eligible (as defined in subsection (a) (3) (B) as in effect in January
1979) for an old-age or disability insurance benefit, or, if earlier, the
year in which he died. Any calendar year all of which is included in a
period of disability shall not be included as a computation base year
for such purposes.".

(c) Section 215(c) of such Act is amended to read as follows: 42 USC 415.

"Application of Prior Provisions in Certain Cases

"(c) This subsection as in effect in December 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 or dis-
ability insurance benefit, or the individual's death, prior to 1979.".

(d) (1) The matter in the text of section 215(d) of such Act which Primary
precedes paragraph (1) (C) is amended to read as follows: benefit,

"(d) (1) For purposes of column I of the table appearing in sub- computation.
section (a), as that subsection was in effect in December 1977, an indi-
vidual's primary insurance benefit shall be computed as follows:

"(A) The individual's 'average monthly wage shall be deter-
mined as provided in subsection (b), as in effect in December 1977
(but without regard to paragraph (4) thereof), except that for
purposes of paragraphs (2) (C) and (3) of that subsection (as so
in effect) 1936 shall be used instead of 1950.

"(B) For purposes of subparagraphs (B) and (C) of subsec-
tion (b) (2) (assoineffect)—

"(i) the total wages prior to 1951 (as defined in subpara-
graph (C) of this paragraph) of an individual who attained
age 21 after 1936 and prior to 1950 shall 'be divided by the
number of years (hereinafter in this subparagraph referred
to as the 'divisor') elapsing after the year in which the
individual attained age 20 and prior to 1951; and

"(ii) the total wages prior to 1951 (as defined in subpara-
graph (C) of this paragraph) of an individual who attained
age 21 after 1949 shall be divided 'by the number of years
(hereinafter in this subparagraph referred to as the 'divisor')
elapsing after 1949 and prior to 1951.
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The quotient so obtained shall be deemed to be the individual's
wages credited to each of the years which were used in computing
the amount of the divisor, except that—

"(iii) if the quotient exceeds $3,000, only $3,000 shall be
deemed to be the individual's wages for each of the years
which were used in computing the amount of the divisor, and
the remainder of the individual's total wages prior to 1951
(I) if less than $3,000, shall be deemed credited to the year
immediately preceding the earliest• year used in computing
the amount of the divisor, or (II) if $3,000 or more, shall be
deemed credited, in $3,000 increments, to the year imme-
diately preceding the earliest year used in computing the
amount of the divisor and to each .year consecutively preced-
ing that year, with 'any remainder less than $3,000 being
credited to the year immediately preceding the earliest year
to which a full $3,000 increment was credited; and

"(iv) no more than $42,000 may be taken into account, for
purposes of this subparagraph, as total wages after 1936 and
prior to 1951.".

42 USC 415. (2) Section 215 (d) (1) (D) of such Act is amended to read as fol-
lows:

"(D) The individual's primary insurance benefit shall be 40
percent of' the first $50 of his average monthly wage as computed
under this subsection, plus 10 percent of the next $200 of his
average monthly wage, increased by 1 percent 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 $1,650 (disregarding any fraction).".

(3) Section 215(d) (3) of such Act is amended (A) by striking
out "in the case of an individual" and all that follows and inserting in
lieu thereof the following "in the case of an individual who had a
period of disability which began prior to 1951, but only if the primary
insurance amount resulting therefrom 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

42 USC 420. 220.".
(4) Section 215(d) of such Act is further amended by adding at

the end thereof the following new paragraph:
"(4) The provisions of this subsection as in effect in December 1977

shall be applicable to individuals whO become eligible for old-age or
disability insurance benefits or die prior to 1978.".

(a) Section 215(e) of such Act is amended—
(1) by striking out "average monthly wage" each place it

appears and inserting in lieu thereof "average indexed monthly
earnings or, in the case of an individual whose primary insurance

42 USC 415. amount is computed under section 215(a) as in effect prior to
January 1979, average monthly wage, and

(2) by inserting immediately before "of (A)" in paragraph (1)
the following: "(before the application, in the case of average
indexed monthly earnings, of subsection (b) (3) (A) ) ".

Recomputation. (f) (1) Section 215(f) (2) of this Act is amended to read as follows:
"(2) (A) If an individual has wages or self-employment income for

a year after 1978 for any part of which he is entitled to old-age or
disability insurance benefits, the Secretary shall, at such time or times
and within such period as he may by regulation prescribe, recompute
the individual's primary insurance account for that year.
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(B) For the purpose of apjlying siibpariLgrttph (A) of subsection
(a) (1) to the average indexed monthly earnings of an individual to
wham that subsection applies 'and who receives a recomputtion under
this paragraph, there shall be used, in lieu of the amounts established
by subsection (a) (1) (B) for purposes of clauses (i) and (ii) of
subsection (a)(1) (A), the amounts so established that were (or, in
the case of an individual described in subsection (a) (4) (B), would
have been) used in the computation'of such individual's primary insur-
ance amount prior to the application of this subsection.

"(C) A recomputation of any individual's primary insurance amount
under this paragraph shall be made as provided in subsection (a) (1)
as though the year with respect to which it is made is the last year of
the period specified in subsection (b) (2) (B) (ii) and subsection
(b) (3) (A) shall apply with respect to any such recomputation as it
applied in the computation of such individual'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—

"(i) in 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

"(ii) in the case of an individual who died in that year, for
monthly benefits beginning with benefits for the month in which
he died.".

(2) Section 215(f) (3) of such Act isepealed. Repeal.

(3) Section 215(f) (4) of such Act is amended to read as follows: 42 Usc 415.
"(4) A recomputation shall be effective under this subsection only

if it increases the primary insurance amount by at least $1.".
(4) Section 215(f) of such Act is f!Jrther amended by adding atthe

end thereof the following new pr4raphs:
"(7) This subsection as in effect i-n December1978 shall continue to

apply to the recomputation of a primary insurance amount computed
under subsection (a) or (d) as in effect (without regard to• the table
in subsection (a)) in that month, and, where appropriate, under sub-
section (d) as in effect in December 1977. For purposes of recomputing
a primary insurance amount.determind under subsection (a) or (d)
(as so in effect) in the case of an individual to whom those subsections
apply by reason of subsection (a) (4) (B) as in effect after Decem-
ber 1978, no remuneration shall be taken into account for the year in
which the individual initially became eligible for an old-age or dis-
ability insurance benefit or died, or for any year thereafter.

"(8) The Secretary shall recompute the primary insurance amounts
applicable to beneficiaries whose benefits are based on a primary insur-
ance amount which was computed under subsection (a) (3) effective
prior to January 1979, or would have been so computed if the dollar
amount specified therein were $11.50. Such recomputation shall• be
effective January 1979, and shall include the effect of the increase in
the dollar amount provided by subsection (a) (1) (C) (i) (II). Such
primary insurance amount shall be deemed to be provided under such
section for purposes of subsection (i) .".

(g) (1) Section 215(i) (2) (A) (ii)of such Act is amended to read as Cost.of-Iiving
fo1lows: computation

"(ii) If the Secretary determines that the base quarter in any year quarter.

is a cost-of-living computation quarte', he shall, effective with the
month of June of that year as provided- in subparagraph (B),
increase—
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"(I) the benefit amount to which iiidividuals are entitled for
42 Usc 427, that month under section 227 or 228,
428. "(II) the primary insurance amount of each other individual

on which benefit entitlement is based under this title (including
a primary insurance amount determined under subsection (a)
(1) (C) (i) (I), but subject to the provisions of such subsection (a)
(1) (C) (i) and clauses (iv) and (v) of this subparagraph), and

'(III) the amount of total monthly benefits based on any pri-
Post, p. 1524. mary insurance amount which is permitted under section 203

(and such total shall be increased, unless otherwise so increased
under another provision of this title, at the same time as such
primary insurance amount) or, in the case of a primary insurance
amount computed under subsection (a) as in effect (without
regard to the table contained therein) prior to January 1979, the
amount to which the beneficiaries may be entitled under section
203 as in effect in December 1978, except as provided by section

Post, pp. 1526, 203 (a) (6) and (7) as in effect after December 1978.
1527. The increase shall be derived by multiplying each of the amounts

described in subdivisions (I), (II), and (III) (including each of
those amounts as previously increased under this subparagraph) by
the same percentage (rounded to the nearest one-tenth of 1 percent)
as the percentage by which the Consumer Price Index for that cost-of-
living computation quarter exceeds such index for the most recent
prior calendar quarter which was a base quarter under paragraph
(1) (A) (ii) or, if later, the most recent cost-of-living computation
quarter under paragraph (1) (B); and any amount so increased that
is not a multiple of $0.10 shall be increased to the next higher multiple
of $0.10. Any increase under this subsection in a primary insurance
amount determined under subparagraph (C) (i) (II) of subsection
(a) (1) shall be applied after the initial determination of such pri-
mary insurance amount under that subparagraph (with the amount of
such increase, in the case of an individual who becomes eligible for
old-age or disability insurance benefits or dies in a calendar year after
1979, being determmed from the range of possible primary insurance
amounts published by the Secretary under the last sentence of sub-
paragraph (D) ) .".

42 Usc 415. (2) Section 215(i) (2) (A) of such Act is amended by adding at the
end thereof the following new clauses:

"(iii) In the case of an individual who becomes eligible for an old-
age or disability insurance benefit, or who dies prior to becoming so
eligible, in a year in which there occurs an increase provided under
clause (ii), the individual's primary insurance amount (without
regard to the time of entitlement to that benefit) shall be increased
(unless otherwise so increased under another provision of this title and,
with respect to a primary insurance amount determined under subsec-

Ante, p. 1514. tion (a) (1) (C) (i) (I). subject to the provisions of subsection (a) (1)
(C) (i) and clauses (iv) and (v) of this subparagraph) by the amount
of that increase and subsequent applicable increases, but only with
respect to benefits payable for months after May of that year.

"(iv) (I) In the case of an individual who is entitled to an old-age
insurance benefit that is based on a primary insurance amount deter-
mined under subsection (a) (1) (C) (i) (I), such primary insurance
amount shall not be increased under this subsection for any year before
the year in which occurs the first month with respect to which there is
payable to such individual all or some part of such benefit after
application of the provisions of section 203 relating to deductions on
account of work, or, if earlier, the year in which he attains age 65.
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"(II) In the case of an individual who is entitled to an insurance
benefit under subsection (e) or (f) of section 202 that is based on 42 Usc 402.
a primary insurance amount determinedunder subsection (a) (1) (C)
(i) (I), such primary insurance amount shall not be increased under Ante, p. 1514.
this subsection for any year (except as provided in subdivision (III))
before the year in which occurs the first month with respect to which
there is payable to such individual all or some part of such benefit
after application of the provisions of section 203 relating to deduc- Post, p. 1524.
tions on account of work, or, if earlier, the year in which he attains
age 65.

"(III) Any increase under this subsection which would otherwise
be applied to a primary insurance amount except for the provisions
of subdivision (II) of this clause, shall apply to such primary insur-
ance amount if, during any month of the year in which the increase
occurs, any individual is entitled to a benefit under subsection (d),
(g), or (h) of section 202 based on such primary insurance amount,
and such primary insurance amount is based upon the wages and self-
employment income of a deceased individual.

"(IV) No primary insurance amount determined under subsection
(a) (1) (C) (i) (I) shall be increased under this subsection for any year
during which no individual was entitled to any benefit based thereon
under section 202 or 223 for any month of such year. Post, pp. 1544,

"(V) In any case in which an increase under this subsection which 1547.

occurs during any year applies to a primary insurance amount deter-
mined under subsection (a) (1) (C) (i) (I), and such an increase occur-
ring in a later year does not apply to such primary insurance amount
on account of the provisions of this clause, any such increase which
occurs in a later year which is applicable to such primary insurance
amount shall be based upon such primary insurance amount as pre-
viously increased under this subsection.

"(v) Notwithstanding clause (iv), no primary insurance amount
shall be lessthan that provided under section 215(a)(1) without
regard to subparagraph (C) (i) (I) thereof, as subsequently increased
by applicable increases under this section.".

(3) Section 215(i) (2) (D) of such Act (as amended by section Primary
103(d) of this Act) is further amended by striking out all that fol- insurance
lows the first sentence and inserting in lieu thereof the following: "He amounts,
shall also publish in the Federal Register at that time (i) a revision
of the range of the primary insurance amounts which are possible Publitioninafter the application of this subsection based on the dollar amount Federal Register.
specified in subparagraph (C) (i) (II) of subsection (a) (1) (with such
revised primary insurance amounts constituting the increased amounts
determined for purposes of such subparagraph (C) (i) (II) under this
subsection), or specified in subsection (a) (3) as in effect prior to 1979,
and (ii) a revision of the range of maximum family benefits which
correspond to such primary insurance amounts (with such maximum
benefits being effective notwithstanding section 203(a) except for
paragraph (3) (B) thereof (or paragraph (2) thereof as in effect prior
to 1979) ) .".

(4) Section 215(i) of such Act is further amended by adding at the
end thereof the following new paragraph:

"(4) This subsection as in effect in December 1978 shall continue to
apply to subsections (a) and (d), as then in effect, for purposes of
computing the primary insurance amount of an individual to whom
subsection (a), as in effect after December 1978, does not apply
(including an individual to whom subsection (a) does not apply in
any year by reason of paragraph (4) (B) of that subsection (but the
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application of this subsection in such cases shall be modified by the
application of subdivision (I) in the last sentence of paragraph (4)
of that subsection)). For purposes of computing primary insurance
amounts and maximum family benefits (other than primary insurance
amounts and maximum family benefits for individuals to whom such

Publication in Daragraph (4) (B) aplies),the Secretary shall publish in the Federal
Federal Register. leister revisions of te table of benefits contained in subsection (a),

as m effect in December 1978, as required by paragraph (2) (D) of
this subsection as then in effect.".

MAXIMUM BENEFITS

42 Usc 403. Sxc. 202. The text of section 203 (a) of the Social Security Act is
amended to read 'as follows:

"(a)(1) In the ease of an individual whose primary insurance
Ante, p. 1514. amount has been computed or recomputed under section 215 (a) (1)
Ante, p. 1519. or (4), or section 215(d), as in effect after December 1978 the total

monthly benefits to which beneficiaries may be entitled uncier section
Post, pp. 1544, 202 or 223 for a month on the basis of the wages and self-employment
1547. income of such individual shall, except as provided by paragraph (3)

(but prior to any increases resulting from the application of para-
Ante, p. 1521. graph (2) (A) (ii) (III) of section 215(i)), be reduced as necessary

so as not to exceed—
"(A) 150 percent of such individual's primary insurance

amount to the extent that it does not exceed the amount estab-
hshed with respect to this subparagraph by paragraph (2),

"(B) 272 percent of such individual's primary insurance
amount to the extent that it exceeds the amount established with
respect to subparagraph (A) but does not exceed the amount
established with respect to this subparagraph by paragraph (2),

"(C) 134 percent of such individual's primary insurance
amount to the extent that it exceeds the amount established with
respect to subparagraph (B) but does not exceed the amount
established with respect to this subparagraph by paragraph (2),
and

"(D) 175 percent of such individual's primary insurance
amount to the extent that it exceeds the amount established with
respect to subparagraph (C).

Aiiy such amount that is not a multiple of $0.10 shall be increased to
the next higher multiple of $0.10.

"(2) (A) For individuals who initially become eligible for old-age
or disability insurance benefits, or who die (before becoming so eligible
for such benefits), in the calendar year 1979, the amounts established
with respect to subparagraphs (A), (B), and (C) of paragraph (1)
shall be $230, $332, and $433, respectively.

"(B) For individuals who initially become eligible for old-age or
disability insurance benefits, or who die (before becoming so eligible
for such benefits), in any calendar year after 1979, each of the amounts
so established shall equal the product of the corresponding amount
established for the calendar year 1979 by subparagraph (A) of this
paragraph and the quotient obtained under subparagraph (B) (ii) of

Ante, p. 1514. section 215(a) (1), with such product being rounded in the manner
prescribed by section 215 (a) (1) (B) (iii).

Publication in "(C) In each calendar year after 1978 the Secretary shall publish
Federal Register. in the Federal Register, on or before November 1, the formula which
Ante, p. 1523. (except as provided in section 215(i) (2) (D) )isto be applicable under

this paragraph to individuals who become eligible for old-age or dig-



PUBLIC LAW 95—216—DEC. 20,1977 91 STAT. 1525

ability insurance benefits, or who die (before becoming eligible for
such benefits), in the following calendar year.

"(D) A year shall not be counted as the year of an individual's death
or eligibility for purposes of this paragraph or paragraph (7) in any
case where such individual was entitled to a disability insurance bene-
fit for any of the 12 months immediately preceding the month of such
death or eligibility (but there shall be counted instead the year of the
individual's eligibility for the disability insurance benefits to which he
was entitled during such 12 months).

"(3) (A) When an individual who is entitled to benefits on the basis
of the wages and self-employment income of any insured individual
and 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-employment income of one
or more other insured individuals, the total monthly benefits to which
all beneficiaries are entitled on the bases of such wages and self-
employment income shall not be reduced under this subsection to less
than the smaller of—

"(i) the sum of the maximum amounts of benefits payable on
the basis of the wages and self-employment income of all such
insured individuals, or

"(ii) an amount equal to the product of 1.75 and the primary
insurance amount that would be computed under section 215 (a)
(1) for that month with respect to average indexed monthly
earnings equal to one-twelfth of the contribution and benefit base
determined for that year under section 230.

"(B) When two or more persons were entitled (without the appli-
cation of section 202(j) (1) and, section 223(b)) to monthly benefits
under section 202 or 223 for January 1971 or any prior month on the
basis of the wages and self-employment income of such insured indi-
vidual and the provisions of this subsection as in effect for any such
month were applicable in determining the' benefit amount of any per-
sons 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) the amount determined under this subsection without
regard to this subparagraph, -

"(ii) 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

"(iii) if any persons are entitled to benefits on the basis of such
wages and self-employment income for the month before the effec-
tive month (after September 1972) of a general benefit increase
under this title (as defined in section 215(i) (3)) or a benefit
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-
centage equal to the percentage of the increase provided under
such benefit increase (with any such increased amount which is
not a multiple of $0.10 being rounded to the next higher multiple
of $0.10);

42 Usc 415.
Ante, pp. 1514,
1521.

Post, pp. 1527,
1529.
42 Usc 422.
Post, p. 1541.

42 Usc 402.

Ante, p. 1514.

Ante, p. 1513;
Post, p. 1554.
Post, p. 1542.
42 Usc 423.
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but in any such case (I) subparagraph (A) of this paragraph shall not
be applied to such total of benefits after the application of clause (ii)

42 Usc 402. or (iii), 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 clause (ii) or (iii) shall be applied, for
and after the zonth in which section 202 (k) (2) (A) ceases to apply,
as though subparagraph (A) of this paragraph had not been appli-
cable to such total of benefits for the last month for which clause
(ii) or (iii) was applicable.

"(C) When any of such individuals is entitled to monthly benefits as
a divorced spouse under section 202 (b) or (c) or as a surviving
divorced spouse under section 202 (e) or (f) for any month, the bene-
fit to which he or 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 spouse
or surviving divorced spouse were entitled to benefits for such month.

"(4) In any case in which benefits are reduced pursuant to the pre-
ceding provisions of this subsection, the reduction shall be made after
any deductions under this section and after any deductions under sec-

42 Usc 422. tjon 222(b). %\rhehever 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 oid-age or dis-
ability insurance benefit shall be proportionately decreased.

"(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-employment
income of an insured individual and (for such particular month)
the provisions of this subsection are applicable to such monthly
benefits, and

"( 13) 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 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 subsequent month will not be
less (after the application of the other provisions of this subsection

Post, p. 1541. and section 202(q)) than the total of monthly benefits (after the
application of the other provisions of this subsection and section 202
(q)) payable on the basis of such wages and self-employment income
for such_particular month.

"(6) Tn the case of any individual who is entitled for any month
t.o benefits based upon the primary insurance amounts of two or more
insured individuals, one or more of which primary insurance amounts

Ante, pp. 1514, were determined under section 215(a) or 215(d) as in effect (without
1519. regard to the table contained therein) prior to January 1979 and one

or more of which primary insurance amounts were determined under
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section 215(a) (1) or (4), or section 215(d), as in effect after Decem- Ante, pp. 1514,
ber 1978, the total benefits payable to that individual and all other 1520.

individuals entitled to benefits for that month based upon those pri-
mary insurance amounts shall be reduced to an amount eQual to the
product of 1.75 and the primary insurance amount that would be com-
puted under section 215 (a) (1) for that month with respect to average
indexed monthly earnings qual to one-twelfth of the contribution
and benefits base determined under section 230 for the year in which Ante, p. 1513;
that month occurs. Post, p. 1554.

"(7) Subject to paragraph (6), this subsection as in effect in Decem-
ber 1978 shall remain in effect with respect to a primary insurance
amount computed under section 215 (a) or (d), as in effect (without
regard to the table contained therein) in December 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,
or dies (before becoming eligible for such a benefit), after December
1978, shall instead be governed by this section as in effect after Decem-
ber 1978.".

INCREASE IN OLD-AGE BENEFIT AMOUNTS Foil DELAYED RETIREMENT

SEC. 203. Section 202 (w) (1) of Social Security Act is amended— 42 USC 4A2.
(1) by striking out "If the first month" and all that follows

• down through "to such individual" in the matter preceding sub-
paragraph (A) and inserting in lieu thereof "The amount of an
old-age insurance benefit (other than a benefit based on a primary
insurance amount determined under section 215 (a) (3)) which is Ante, p. 1514.
payable without regard to this subsection to an individual"; and

(2) by inserting after "such amount," in subparagraph (A) the
following: "or, in the case of an individual who first becomes eli-
gible for an old-age insurance benefit after December 1978, one-
quarter of 1 percent of such amount,".

WIDOW'S AND WIDOWER'S INSURANCE BENEFITS IN CASES OF
DELAYED RETIREMENT

SEC. 204. (a.) Section 202(e) (2) (A) of the Social Security Act is Post, p. 1545.
amended (1) by inserting "(as determined after application of the
following sentence)" after "primary insurance amount", and (2) by
adding at the end thereof the following new sentence: "If such deceased
individual was (or upon application would have been) entitled to an
old-age insurance benefit which was increased (or subject to being
increased) on account of delayed retirement under the provisions of
subsection (w),then, for purposes of this subsction, such individual's Supra.
primary insurance amount, if less than the old-age insurance benefit
(increased, where applicable, under section 215(f) (5) or (6) and 42 USC 415.
under section 215(i) as if such individual were still alive in the case of Ante, pp. 1514,
an individual who 'has died) which he was receiving (or would upon 1521.
application have received) for the month prior to the month in which
he died, shall be deemed to be e9ual to such old-age insurance benefit,
and (notwithstanding the provisions of paragraph (3) of such sub-
section (w) the number of increment months shall include any month
in the months of the calendar year in which he died, prior to thern
month in which he died, which satisfy the conditions in paragraph
(2) of such subsection (w).".
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42 Usc 402. (b) Section 202(e) (2) (B) (i) of such Act is amended by inserting
42 Usc 415. "and section 215(f) (5) or (6) were applied, where applicable," after

"living".
Post, pp. 1546, (c) Section 202(f) (3) (A) of such Act is amended (1) by inserting

"(as determined after application of the following sentence)" after402. "primary insurance amount", and (2) by adding at the end thereof
the following new sentence: "If such deceased individual was (or upon
application would have been) entitled to an old-ege insurance benefit
which was increased (or subject to being increased) on account of
delayed retirement under the provisions ofsubsection (w), then, for
purposes of this subsection, such individual's primary insurance
amount, if less than the old-age insurance benefit (increased, where

42 usc 415. applicable, under section 215(f) (5) or (6) and under section 215(i)
Ante, pp. 1514, as if such individual were still alive in the case of an individual who
1521. has died) which she was receiving (or would upon application have

received) for the month prior to the month in which she died, shall be
deemed to be equal to such old-age insurance benefit, and (notwith-
standing 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 she clied, prior to the month in which
she died, which satisfy the conditions in paragraph (2) of such sub-
section (w).".

42 Usc 402. .(d) Section 202 (f) (3) (B) (i) of such Act is amended by inserting
"and section 215(f) (5) or (6) were applied, where applicable," after
"hying".

(e) Section 203(a) of such Act (as amended by section 202 of this
Ante, p. 1524. Act) is further amended by adding at the end thereof the following

new paragraph:
"(8) When—

"(A) one or more persons were entitled (without the applica-
Post, p. 1542. tion of section 202(j) (1)) to monthly benefits under section 202

• for May 978 on the basis of the wages and self-employment
income of an individual,

"(B) the benefit of at least one such person for June 1978 is
increased by reason of the. amendments made by section 204 of
the Social Security Amen dinents of 1977; and

"(C) the total amount of benefits to which all such persons are
42 usc 402. entitled under such section 202 are reduced under the provisions

of this subsection (or would be so reduced except for the first
Ante, p. 1526. sentence of section 203 (a) (4)),

then the amount of the benefit to whih each such person is entitled
formonths after May' 1978 shall boinFeased (after such reductons
are made under this subsection) to the amount such benefits would
have been if the benefit of the person or persons referred to in subpara-

Supra. graph (B) had not been so increased.".-

CONFORMING AMENDMENTS

42 usc 402. SEC. 205. (a) Section 202(m) (1) of the' Social Security Act is
amended to read as follows:

",(i' In any case in which an individual is entitled to a monthly
benefit under this section on the basis of a primary insurance amount

Ante, pp. 1314, computed under section 215 (a) or. (d), as in effect after December
1520. 19T8, on the basis of the wages and self-employment income of a

deceased individual for any month and no other person is (without
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the application of subsection (j) (1)) entitled to a monthly benefit Post, p. 1542.

under this section for that month on the basis of such wages and
self-employment income, the individual's benefit amount for that
month, prior to reduction under subsection (k) (3), shall not be less
than that provided by subparagraph (C) (i) (I) of section 215(a) (1)
and increased under section 215(i) for months after May of the year
in which the insured individual died as though such benefit were a
primary insurance amount.".

(b) Section 202(w) of such Act (as amended by section 203 of this
Act) is further amended— Ante, p. 1527.

(1) by inserting after "section 215(a) (3)" in paragraph (1)
(in the matter preceding subparagraph (A)) the following: "as
in effect in December 1978 or section 215(a) (1) (C) (i) (II) as in Ante, p. 1514.

effect thereafter";
(2) by inserting "as in effect in December 1978, or section 215

(a) (1) (C) (i) (II) as in effect thereafter," after "paragraph (3)
of section 215(a)" in paragraph (5) ; and

(3) by inserting "(whether before, in, or after December 1978)"
after "determined under section 215 (a)"in paragraph (5).

(c) Section 217 (b) (1) of such Act is amended by inserting "as in 42 USC 417.
effect in December 1978" after "section 215(c)" each place it appears,
and after "section 215(d) ".

(d) Section 224(a) of such Act is amended by inserting "(deter- Post, p. 1553.

mined under section 215(b) as in effect prior to January 1979)" after 42 Usc 424.
"(A) the average monthly wage" in the sentence immeaiately follow-
ing paragraph (8).

(e) Section 1839(c) (3) (B) of such Act is amended to read as 42 Usc 1395r.
follows:

"(B) the monthly premium rate most recently promulgated by
the Secretary under this paragraph, increased by a percentage
determined as follows: The Secretary shall ascertain the primary
insurance amount computed under section 215(a) (1), based upon
average indexed monthly earnings of $900, that applied to indi-
viduals who became eligible for and entitled to old-age insurance
benefits on May 1 of the year of the promulgation. He shall
increase the monthly premium rate by the same percentage by
which that primary insurance amount is increased when, by reason
of the law in effect at the time the promulgation is made, it is so
computed to apply to those individuals on the following May 1.".

EFFECTIVE DATE

SEc. 208. The amendments made by the provisions of this title other 42 USC 402 note.

than sections 201(d), 204, and 205(a) shall he effective with respect to
monthly benefits under title II of the Social Security Act payable for 42 usc 401.
months after December 1978 and with respect to lump-sum death pay-
ments with respect to deaths occurring after such month. The amend-
ments made by section 201(d) shall be effective with respect to monthly
benefits of an individual who becomes eligible for an old-age or dis-
ability insurance benefit, or (lies, after December 1977. The amend-
ments made by section 204 shall he. effective with respect to monthly
benefits for months after May 1978. The amendment made by section
205 (a) shall be. effective with resnect to monthly benefits payable for
months after December 1978 based on the wages and self-employment
income of individuals who die after December 1978.
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TITLE Ill—OTHER CHANGES IN PROVISIONS RELATING
TO THE OLD-AGE, SURVIVORS, AND DISABILITY IN-
SURANCE PROGRAM

PART A—CHANGES IN EARNINGS TEST

LIBERALIZATION OF EARNINGS TEST FOR INDIVIDUALS AGE 65 AND OVER

42 Usc 403. SEC. 301. (a) Section 203(f) (8) (A) of the Social Security Act is
amended by striking out "a new exempt amount which shall be effective
(unless such new exempt amount is prevented from becoming effective
by subparagraph (C) of this paragraph) with respect to any individ-
ual's taxable year which ends after the calendar year" and inserting
in lieu thereof "the new exempt amounts (separately stated for indi-
viduals described in subparagraph (D) and for other individuals)
which are to be applicable (unless prevented from becoming effective
by subparagraph (C)) with respect to taxable years ending in (or
with the close of) the calendar year after the calendar year".

(b) (1) Section 203(f) (8) (B) of such Act is amended by striking
out "The exempt amount for each month of a particular taxable year
shall be" in the matter preceding clause (i) and inserting in lieu thereof
"Except as otherwise provided in subparagraph (D), the exempt
amount which is applicable to individuals described in such subpara-
graph and the exempt amount which is applicable to other individ-
uals, for each month of a particular taxable year, shall each be".

Post, p. 1552. (2) Section 203(f) (8) (B) (i) of such Act is amended by striking
out "the exempt amount" and inserting in lieu thereof "the corre-
sponding exempt amount".

(3) The last sentence of section 203(f) (8) (B) of such Act is
amended by striking out "the exempt amount' and inserting in lieu
thereof "an exempt amount".

(c) (1) Section 203(f) (8) of such Act is further amended by add-
ing at the end thereof the following new subparagraph:

"(D) Notwithstanding any other provision of this subsection,
the exempt amount which is applicable to an individual who has
attained age 65 before the close of the taxable year involved—

"(i) shall be $333.331/3 for each month of any taxable year
ending after 1977 and before 1979,

'(ii) shall be $375 for each month of any taxable year
ending after 1978 and before 1980,

"(iii) shall be $4i6.662/ for each month of any taxable year
ending after 1979 and before 1981,

"(iv) shall be $458.331/3 for each month of any taxable year
ending after 1980 and before 1982, and

"(v) shall be $500 for each month of any taxable year end-
ing after 1981 and before 1983.".

42 Usc 403 note. (2) No notification with respect to an increased exempt amount for
individuals described in section 203(f) (8) (D) of the Social Security

Supra. Act (as added by paragraph (1) of this subsection) shall be required
Supra. under the last sentence of section 203(f) (8) (B) of such Act in 1977,

1978, 1979, 1980, or 1981; and section 203(f) (8) (C) of such Act shall
not prevent the new exempt amount determined and published under

Supra. section 203(f) (8) (A) in 1977 from becoming effective to the extent
that such new exempt amount applies to individuals other than those
described in section 203(f) (8) (D) of such Act (as so added).

(d) Subsections (f)(1), (f)(3), (f)(4)(B), and (h)(1)(A) of
section 203 of such Act are each amended by striking out "$200 or the
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exempt amount" and inserting in lieu thereof "the applicable exempt
amount".

(e) The amendments made by this section shall apply with respect Effective date.
to taxable years ending after December 1977. 42 Usc 403 note.

REPEAL OF EARNINGS LIMITATION FOR INDIVIDUALS AGE 70 AND OVER

SEc. 302. (a) Subsections (c)(1), (d)(1), (f)(1)(B), and (j) of
section 203 of the Social Security Act are each amended by striking 42 usc 403.
out "seventy-two" and inserting in lieu thereof "seventy".

(b) Subsection (f) (3) of section 203 of such Act is amended by
striking out "age 72's and inserting in lieu thereof "age 70".

(c) Subsection (ii) (1) (A) of section 203 of such Act is amended by
striking out "the age of 72" and "age 72" and inserting in lieu thereof
in each instance "age 70".

(d) The heading of subsection (j) of section 203 of such Act is
amended by striking out "Seventy-two" and inserting in lieu thereof
"Seventy".

(e) The amendments made by this section shall apply only with Effective date.
respect to taxable years ending after December 31, 1981. 42 usc 403 note.

ELIMINATION OF MONTILLY EARNINGS TEST

SEC. 303. (a) Clause (E) of the last sentence of section 203(f) (1)
of the Social Security Act (as amended by section 301(d) of this Act) Ante, p. 1530.

is further amended by inserting before the period at the end thereof
the following: ", if such month is in the taxable year in which occurs
the first month that is both (i) a month for which the individual is
entitled to benefits under subsection (a), (b), (c), (d), (e), (f), (g),
or (h) of section 202 (without having been entitled for the preceding 42 usc 402.
month to a benefit under any other of such subsections), and (ii) a
month in which the individual did not engage in self-employment and
did not render services for wages (determined as provided in para-
graph (5)) of more than the applicable exempt amount as deter-
mined under paragraph (8)".

(b) The amendment made by subsection (a) shall apply only with Effective date.
respect to monthly benefits payable for months after December 1977. 42 usc 403 note.

PART B—COVERAGE

STUDY OF UNIVERSAL COVERAGE

SEc. 311. (a) The Secretary of Health, Education, and Welfare is 42 usc 902 note.
directed to undertake, as soon as possible after the date of the enact-
ment of this Act, a thorough study with respect to the extent of the cov-
erage under the old-age, survivors, and disability insurance programs
and under the programs established by title XVIII of the Social
Securit.y Act.. The study shall examine thc feasibility and desirability 42 usc 1395.
of covering, under such social security programs, Federal employees,
State and local governmental employees, and employees of non-profit
organizations who are not now covered. The study shall include alter-
native methods of accomplishing such coverage together with any
appropriate alternatives to extending coverage to such employees.

(b) With respect to each major alternative method or proposal
included in the study described in subsection (a), such study shall also
include an analysis of the changes which would be required in the pro-
grams established by the Social Security Act and in any other systems 42 USC 1305.
or proglains (such as retirement, survivorship, disability, and health
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programs) affecting the individuals who would be covered under such
social security programs under such alternative method or proposal.
Such analysis shall include the structural changes required in such
programs, the financial impact of such changes, and the effect of such
changes on the benefit rights and contribution liabilities of the affected
individuals.

Consultation. (c) In conducting the study required by subsection (a), the Secre-
tary of Health, Education, and Welfare shall consult, as appropriate,
with the Secretary of the Treasury, the Director of the Office of Man-
agement and Budget, and the Chairman of Civil Service Commission,
and those officials shall provide him with such information and assist-
ance as he may require. The Secretary shall also solicit the views of
other appropriate officials and organizations.

Report to (d) The Secretary of Health, Education, and Welfare shall submit
President and to the President and the Congress, not later than 2 years after the date
Congress. of the enactment of this Act, a report of the findings of the study

required by subsection (a) together with his recommendations for any
dations. appropriate legislative changes..

COVERAGE OF NONPROFIT ORGANIZATIONS WhICh FAiLED TO FILE WAIVER
CERTIFICATES

SEC. 312. (a) (1) Section 3121 (k) (5) of the Internal Revenue Code
26 USC 3121. of 1954 (relating to constructive filing of certificate where refund or

credit has been made and new certificate is not filed) is amended—
(A) by striking out "prior to the expiration of 180 days after

the date of the enactment of this paragraph," in subparagraph
(B) and inserting in lieu thereof "prior to April 1, 1978,"; and

(B) by striking out "the 181st day after the date of the enact-
ment of this paragraph," and "such 181st day" in the matter
following subparagraph (B) and inserting in lieu thereof in
each instance "April 1, 1978,".

(2) Section 3121 (k) (7) of such Code (relating to payment of both
employee and employer taxes for retroactive period by organization
in eases of constructive filing) is amended—

(A) by striking out "prior to the expiration of 180 days after
the date of the enactment of this paragraph" and inserting in lieu
thereof "prior to April 1, 1978,";

(B) by striking out "the 181st day after such date," and
inserting in lieu thereof "April 1, 1978,"; and

(C) by striking out "prior to the first day of the calendar
quarter in which such 181st day occurs" and inserting in lieu
thereof "prior to that date".

(3) Section 3121(k) (8) of such Code (relating to extended period
for payment of taxes for retroactive coverage) is amended—

(A) by striking out "by the end of the 180-day period follow-
ing the date of the enactment of this paragraph" and inserting
in1ieu thereof "prior to April 1, 1978,";

(B) by striking out "within that period" and inserting in lieu
thereof "prior to April 1, 1978"; and

(C) by striking out "on the 181st day following that date"
and inserting in lieu thereof "on that date".

(b) (1) Section 3121(k) (4) of such Code (relating to constructive
filmg of certificate where no refund or credit of taxes has been made)
is amended by adding at the end thereof the following new sub-
paragraph:
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"(C) In the case of any organization which is deemed under Waiver
this paragraph to have filed a valid waiver certificate under certificate, filing.
paragraph (1), if—

"(i) the period with respect to which the taxes imposed
by sections 3101 and 3111 were paid by such organization Ante, p. 1510;
(as described in subparagraph (A) (ii)) terminated prior to Post, p. 154.0.

October 1, 1976, or Ante, p. 1512,

"(ii) the taxes imposed by sections 3101 and 3111 were Post, pp. 1537,

not paid during the period referred to in clause (i)
(whether such period has terminated or not) with respect
to remuneration paid by such organization to individuals
who became its employees after the close of the calendar
quarter in which such period began,

taxes under sections 3101 and 3111—
"(iii) in the case of an organization which meets the

requirements of this subparagraph by reason of clause
(i), with respect to remuneration paid by such organization
after the termination of the period referred to in clause (i)
and prior to July 1, 1977; or

"(iv) in the case of an organization which meets the
requirements of this subparagraph by reason of clause
(ii), with respect to remuneration paid prior to July 1,
1977, to individuals who became its employees after the
close of the calendar quarter in which the period referred
to in clause (i) began,

which remain unpaid on the date of the enactment of this
subparagraph, or which were paid after October 19, 1976, but
prior to the date of the enactment of this subparagraph, shall
not be due or payable (or, if paid, shall be refunded); and
the certificate which such organization is deemed under this
paragraph to have filed shall not apply to any service with respect
to the remuneration for which the taxes imposed 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 subparagraph) are not due
and payable (or are refunded) by reason of the preceding
provisions of this subparagraph. In applying this subparagraph
for purposes of title II of the Social Security Act, the period 42 Usc 401.
during which reports of wages subject to the taxes imposed by
sections 3101 and 3111 were made by any organization may be
conclusively treated as the period (described in subparagraph
(A) (ii)) during which the taxes imposed by such sections were
paid by such organization.".

(2) Section 3121(k) (4) (A) of such Code is amended by inserting 26 USC 3121.
"(subjec.t to subparagraph (C))" after "effective" in the matter fol-
lowing clause (ii).

(3) Section 3121(k) (6) of such Code (relating to application of
certain provisions to cases of constructive fihino-) is amended by insert-
ing "(except as provided in paragraph (4's (C)')" after "services
involved" in the matter preceding subparagraph (A).

(4) Section 3121(k) (4) of such Code is amended by striking out
"date" in subparagraph (B) (ii) and inserting in lieu thereof "first
day of the calendar quarter".

(c) In any case where— 26 USC 312i
(1) an individual performed service, as an employee of an note.

organization which is deemed under section 3121(k) (4) of the
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Ante, p. 1533; Internal Revenue Code of 1954 to have filed a waiver certificate
Post, p. 1535. under section 3121(k) (1) of such Code, on or after the first day
26 USC 3121. of the applicable period described in subpa:ragraph (A) (ii) of

such section 3121(k) (4) and before July 1, 1977; and
(2) the service so performed does not constitute employment

Post. p. 1549. (as defined in section 210 (a) of the. Social Security Act and see-
Post, p. 1555. tion 3121(b) of such Code) because the waiver certificate which

the organization is deemed to have filed is made inapplicable to
such service by section 3121(k) (4) (C) of such Code, but would
constitute employment (as so defined) in the absence of such see-

Ante, p. 1532. tion 3121(k) (4) (C),
the remuneration paid for such service 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

42 USC 401. title II of the Social Security Act) accompanied by full payment of
all of the taxes which would have been paid under section 3101 of such

Ante, p. 1510; Code with respecf to such remuneration but for such section 3121(k)
Post, p. 1540. (4) (C) (or by satisfactory evidence that appropriate arrangements

have been made for the payment of such taxes in installments as pro-
Infra. vided in section 3121(k) (8) of such Code), be deemed to constitute

remuneration for employment as so defined. In any case where remu-
neration paid by an organization to an individual is deemed under
the preceding sentence to constitute remuneration for employment,
such organization shall be liable (notwithstanding any other provision
of such Code) for payment of the taxes which it would have been

Ante, p. 15.11. required to pay under section 3111 of such Code with respect to such
Post, pp. 1537, remuneration in the absence of such section 3121(k) (4) (C).
1540. (d) Section 3121(k) (8) of the Internal Revenue Code of 1954
Ante, p. 1532. (i'elating to extended period for payment of taxes for ret.roactive

coverage), as amended by subsection (a) (3) of this section, is amended
to read as follows:

"(8) EXTENDED PERIOD FOR PAYMENT OF TAXES FOR RETROACTIVE
C0vERAGL—Notwithstanding any other provision of this title, in
any case where—

"(A) an organization is deemed under paragraph (4) to
have filed a valid waiver certificate under paragraph (1),
but the applicable period described in paragraph (4) (A) (ii)
has terminated and part or all of the. taxes imposed by sec-
tions 3101 and 3111 with respect to remuneration paid by
such organization to its employees after the close of such
period remains payable notwithstanding paragraph (4) (C),
or

"(B) an organization described in paragraph (5) (A) files
a valid waiver certificate under paragraph (1) by March 31,
1978, as described in paragraph (5) (B), or (not having filed
such a certificate by that date) is deemed under paragraph
(5') to have filed such a certificate on April 1, 1978, or

Remuneration. "(C) an individual files a request under section 3 of Public
26 USC 3121 Law 94—563, or under section 312(c) of the Social Security
note. Amendments of 1977, to have service treated as constituting

remuneration for employment (as defined in section 3121(b)
and in section 210(a) of the Social Security Act),

the taxes due under sections 3101 and 3111 with respect to services
constitutmg employment by reason of such certificate. for any
period prior to the first day of the calendar quarter in which the
date. of such filing or constructive filing occurs, or with respect to
service constmtuting employment by reason of such request, may
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be paid in installments over an appropriate period of time, as
determined under regulations prescribed by the Secretary, rather
than in a lump sum.".

(e) The first sentence of section 3 of Public Law 94—563 (in the 26 Usc 3121

matter following paragraph (3)) is amended— note.

(1) by inserting "on or before April 15, 1980," after "filed"; and
(2) by inserting "(or by satisfactory evidence that appropriate

arrangements have been made for the repayment of such taxes in
installments as provided in section 3121(k) (8) of such Code)" Ante, p. 1534.

after "so refunded or credited".
(f) Section 3121(k) (4) (A) (i) of the Internal Revenue Code of

1954 (relating to constructive filing of certificate where no refund or 26 USC 3121.

credit of taxes has been made) is amended by striking out "or any
subsequent date" and inserting in lieu thereof "(or, if later, as of the
earliest date on which it satisfies clause (ii) of this subparagraph.)".

(g) Section 3121(k) (4) (B) of such Code (relating to constructive
filing of certificate where no refund or credit of taxes has been made) is
amended——

(1) by striking out the period at the end of clause (ii) and
inserting in lieu thereof ",or"; and

(2) by adding after clause (ii) the following new clause:
"(iii) the organization, prior to the end of the period

referred to in clause (ii) of such subparagraph (and, in
the case of an organization organized on or before Octo-
ber 9, 1969, prIor to October 19, 1976), had applied for a
ruling or determination letter acknowledging it to be exempt
from income tax under section 501(c) (3), and it subsequently 26 USC 501.

received such ruling or determination letter and did not pay
any taxes under sect.ions 3101 and 3111 with respect to any Ante, p. 1510;

employee with respect to any quarter ending after the twelfth Post, p. 1540.

month following the. date of ii-iailing of such ruling or deter- Ante, p. 1511;

mination letter and did not. pay any such taxes with respect 1537,

to any quarter beginning after the later of (I) December
31. 1975 or (II) the date on which such ruling or determina-
tion letter was issued.".

(Ii) The amendments made by subsections (a), (b), (d), (e), (f), Effective date.
and (g) of this section shall be effective as though they had been 26 usc 3121
included as a part of the amendments made to section 3121(k) of the note.

Internal Revenue Code of 1954 by the first section of Public Law
94—-563 (or, in the case. of the airtendments made by subsection (e),
as a part of section 3 of such Public Law).

EXCLUSION FROI COVERAGE OF CERTAEX L1MI'rEI) PARTNERShIP INCOME

SEc. 313. (a) Section 211(a) of the Social Security Act is amended---- 42 Usc 4U.
(1) by striking out 'and" at the end of paragraph (9)
(2) by striking out the period at the end of paragraph (10)

and inserting in lieu thereof"; and"; and
(3) by inserting after paragraph (10) the following new

paragraph:
"(11) There shall be excluded the distributive share of any item

of income or loss of a limited partner, as such, other than guar-
anteed payments described in section 707(c) of the Internal
Revenue Code of 1954 to that partner for services actually ren- 26 usc 707.
dered to or on behalf of the partnership to the extent that those
payments are, established to he in the nature of remuneration for
those services.".
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26 USC 1402. (b) Section 1402 (a) of the Internal Revenue Code of 1954 (relating
to definition of net earnins from self-employment) is amended—

(1) by striking out 'and" at the end of paragraph (10);
(2) by striking out the period at the end of paragraph (11) and

inserting in lieu thereof"; and"; and
(3) by inserting after paragraph (11) the following new

paragraph:
"(12) there shall be excluded the distributive share of any item

of income or loss of a limited partner, as such, other than guar-
26 USC 707. anteed payments described in section 707(c) to that partner for

services actually rendered to or on behalf of the partnership to
the extent that those payments are established to be in the nature
of remuneration for those services.".

Effective date. (c) The amendments made by this section shall apply with respect
42 USC 411 note, to taxable years beginningafter December 31,1977.

EMPLOYEES OF MEMBERS OF RELATED GROUPS OF CORPORATIONS

26 USC 3121. SEC. 314. (a) Section 3121 of the Internal Revenue Code of 1954
26 USC (definitions for purposes of the Federal Insurance Contributions Act)
3101-3126. is amended by aading at the end thereof the following new subsection:

"(s) CONCURRENT EMPLOYMENT BY Two OR MORE EMPLOYERS.—FOr
Post, p. 1555. purposes of sections 3102, 3111, and 3121 (a) (1), if two or more related
Ante, p. 1511; corporations concurrently employ the same individual and compen-
Post, pp. 1537, sate such individual through a common paymaster which is one of such1540.

corporations, each such corporation shall be considered to have paid
as remuneration to such individual only the amounts actually dis-
bursed by it to such individual and shall not be considered to have
paid as remuneration to such individual amounts actually disbursed
to such individual by another of such corporations.".

26 USC 3306. (b) Section 3306 of such Code (relating to definitions in respect of
unemployment tax) is amended by adding at the end thereof the fol-
lowing new subsection:

"(p) CONCURRENT EMPLOYMENT BY Two OR MORE EMPLOYERS.—FOr
26 USC 3301, purposes of sections 3301, 3302, and 3306(b) (1), if two or more related
3302. corporations concurrently employ the same individual and compensate

such individual through a common paymaster which is one of such
corporations, 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 not be considered to have paid as
remuneration to such individual amounts actually disbursed to such
individual by another of such corporations.".

Effective date. (c) The amendments made by this section shall apply with respect
26 USC 3121 to wages paid after December 31, 1978.
note.

TAX ON EMPLOYERS OF INDIVIDITALS WHO RECEIVE iNCOME FROM TIPS

Supra. SEc. 315. (a.) Section 3121 of the Internal Revenue Code of 1954
(definitions for purposes of the Federal Insurance Contributions Act)
is amended by adding at the end thereof (after the new subsection
added by section 314(a) of this Act) the following new subsection:

"(t) SPECIAL RULE FOR DETERMINING WAGES SLBJECT TO EMPLOYER
TAX IN CASE OF CERTAIN EMPLOYERS WHOSE EMPLOYEES RECEIVE
INCOME FROM Tn's.—If the wages paid by an employer with respect to
the employment during any month of an individual who (for services
perforrnel in connection with such employment) receives t.ips which

Post, p. 1555. constitute wages, and to which section 3102(a) applies, are less than
the total amount which would be payable (with respect to such
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employment) at the minimum wage rate applicable to such individual
under section 6(a) (1) of the Fair Labor Standards Act of 1938 Ante, p. 1245.
(determined without regard to section 3(m) of such Act), the wages so 29 Usc 203.
paid shall be deemed for purposes of section 3111 to be equal to such
total amount.".

(b) Section 3111 of such Code is amended by inserting "and (t)" Ante, pp. 1511,
after "3121(a)" in subsections (a) and (b). 1512.

(c) The amendments made by this section shall apply with respect Effective date.
to wages paid with respect to employment performed in months after 26 USC 3111
December 1977. note.

REVOCATION OF ExEMPTION FROM COVERAGE BY CLERGYMEN

SEC. 316. (a) Notwithstanding section 1402(e) (3) of the Internal 26 USC 1402
Revenue Code of 1954, any exemption which has been received under note.

section 1402(e) (1) of such Code by a duly ordained, commissioned, or 26 U5C 1402.

licensed minister of a church or a Christian Science practitioner, and
which is effective for the taxable year in which this Act is enacted,
may be revoked by filing an application therefor (in such form and
manner, and with such official, as may be prescribed in regulations
made under chapter 2 of such Code), if such application is filed— 26 USC 1401.

(1) before the applicant becomes entitled to benefits under sec-
tion 202(a) or 223 of the Social Security Act (without regard to 42 USC 402,
section 202(j) (1) or 223(b) of such Act), and 423.

(2) no later than the due date of the Federal income tax return Post, p. 1542.

(including any extension thereof) for the applicant's first taxable
year beginning after the date of the enactment of this Act.

Any such revocation shall be effective (for purposes of chapter 2 of
the Internal Revenue Code of 1954 and title II of the Social Security
Act), as specified in the application, either with respect to the appli- 42 USC 401.
cant's first taxable year ending on or after the date of the enactment
of this Act or with respect to the applicant's first taxable year begin-
nina after such date, and for all succeeding taxable years; and the'
app'Iicant for any such revocation may not thereafter again file appli-
cation for an exemption under such section 1402(e) (1). If the appli-
cation is filed on or after the due date of the applicant's first taxable
year ending on or after the date of the enactment of this Act and is
effective with respect to that taxable year, it shall include or be accom-
panied by payment in full of an amount equal to the total of the taxes
that would have been imposed by section 1401 of the Internal Revenue
Code of 1954 with respect to all of the applicant's income derived in 26 USC 1401.
that taxable year which would have constituted net earnings from
self-employment for purposes of chapter 2 of such Code (notwith-
standing section 1402(c) (4) or (c) (5) of such Code) except for the
exemption under section 1402(e) (1) of such Code.

(b) Subsection (a) shall apply with respect to service performed
(to the extent specified in such subsection) in taxable years ending
on or after the date of the enactment of this Act, and with respect to
monthly insurance benefits payable under title II of the Social Secu-
rity Act on the basis of the wages and self-employment income of any 42 USC 401.
individual for months in or after the calendar year in which such indi-
vidual's application for revocation (as described in such subsection)
is filed (and lump-sum death payments payable under such title on
the basis of such wages and self-employment income in the case of
deaths occurring in or after such calendar year).
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INTERNATIONAL AGREEMENTS WITH RESPECT TO SOCIAL SECURITY
BENEFITS

SEC. 317. (a) Title II of the Social Security Act is amended by
adding at the end thereof the following new section:

'INTERNATIONAL AGREEMENTS

"Purpose of Agreement

42 USC 433. "SEC. 233. (a) The President is authorized (subject to the succeeding
provisions of this section) to enter into agreements establishing totali-
zation arrangements between the social security system established
by this title and the social security system of any foreign country, for
the purposes of establishing entitlement to and the amount of old-
age, survivors, disability, or derivative benefits based on a combina-
tion of an individual's periods of coverage under the social security
system established by this title and the social security system of such
foreign country.

"Definitions

"(b) For the purposes of this section—
"(1) the term 'social security system' means, with respect to a

foreign country, a social insurance or pension system which is
of general application in the country and under which periodic
benefits, or the actuarial equivalent thereof, are paid on account
of old age, death, or disability; and

"(2) the term 'period of coverage' means a period of payment
of contributions or a period of earnings based on wages for
employment or on self-employment income, or any similar period
recognized as equivalent thereto under this title or under the
social security system of a country which is a party to an agree-
ment entered into under this section.

"Crediting Periods of Coverage; Conditions of Payment of Benefits

"(c) (1) Any agreement establishing a totalization arrangement
pursuant to this section shall provide—

"(A) that in the case of an individual who has at least 6 quar-
Post, pp. 1550, ters of coverage as defined in section 213 of this Act and periods of
1552. coverage under the social security system of a foreign countr

which is a party to such agreement, periods of coverage of sue
individual under such social security system of such foreign coun-
try may be combined with periods of coverage under this title and
otherwise considered for the purposes of establishing entitle-
ment to and the amount of old-age, survivors, and disability
insurance benefits under this title;

"(B) (1) that employment or self-employment, or any service
which is recognized as equivalent to employment or self-employ-
ment under this title or the social security 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 coverage
under the system established under this title or under the system
established under the laws of such foreign country, but not under
both, and (ii) the methods and conditions for determining under
which system employment, self-employment, or other service shall
result in a period of coverage; and
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"(C) that where an individual's periods of coverage are ron-
biiied, the benefit amount payable under this title shall be based
on the proportion of such individual's periods of coverage which
was completed under this title.

"(2) Any such areernent may provide that—
"(A) an individual who is entitled to cash benefits under this

title shall, notwithstanding the provisions of section 202(t), 42 Usc 402.
receive such benefits while he resides in a foreign country which is
a party to such agreement; and

"(B) the benefit paid by the United States to an individual who
legally resides in the United States shall, if less when added to the
benefit paid by such foreign country than the benefit amount
which would be payable to an entitled individual based on the
first figure in (oi deemed to be in) column IV of the table in sec-
tion 215(a) in the case of an individual becoming eligible for Ante, p. 1514.
such benefit before January 1, 1979, or based on a primary insur-
ance amount determined under section 215(a) (1) (C) (i) (I) in
the case of an individual becoming eligible for such benefit on or
after that date, be increased so that the total of the two benefits
is equal to the benefit amount. which would be so payable.

"(3) Section 226 shall not apply in the case of any individual to Post, pp. 1543,
whom it would not be applicable but for this section or any agreement 1546.

or regulation under this section.
"(4) Any such agreement may contain other lrovisions which are

not inconsistent with the other provisions of this title and which 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 procedures which are reasonable
and necessary to implement and administer any agreement which has
been entered into in accordance with this section.

"Reports to Congress; Effective Date of Agreements

"(e) (1) Any agreement to establish a totalization arrangement
entered into pursuant to this section shall be transmitted by the Presi-
dent 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 estiniated income and expenditures of the pro-
grams established by this Act.

"(2) Such an agreement shall become effective oii any date,
provided in the agreement, which occurs after the expiration of the
period (following the date on which the agreement is transmitted in
accordance with paragraph (1)) during which each House of the Con-
gress has been in session on each of 90 days; except that such agree-
ment shall not become effective if, during such period, either House of
the Congress adopts a resohition of disapproval of the agreement.".

(b) (1) Section 1401 of the Internal Revenue Code of 1954 26 usc 1401.
is amended by adding at the end thereof the following new subsection:

"(c) RELIEF FROM TAXES IN CASES COVERED sv CERTAIN INTERNA-
TIONAL AGREEMENTS.—DUFing any period in which there is in effect an
agreement entered into pursuant to section 233 of the Social Security
Act with any foreign country, the self-employment income of an Ante, p. 1538.
individual shall be exempt from the taxes imposed by this section to the
extent that such self-employment income is snl)Je(1 iimler such agree-
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ment to taxes or contributions for similar purposes under the social
security system of such foreign country.".

26 Usc 3101, (2) Sections 3101 and 3111 of such Code are each amended by add-
3111. ing at the end thereof the following new subsection:

"(c) RELIEF FROM TAXES IN CASES COVERED BY CERTAIN INTERNA-
TIONAL AGREEMENTS.—DULing any period in which there is in effect an
agreement entered into pursuant to section 233 of the Social Security

Ante, p. 1538. Act with any foreign country, wages received by or paid to an individ-
ual shall be exempt from the taxes imposed by this section to the
extent that such wages are subject under such agreement to tRxes or
contributions for similar purposes under the social security system
of such foreign country.".

26 Usc 6051. (3) Section 6051(a) of such Code is amended by adding at the end
thereof the following new sentence: "The amounts required to be
shown by paragraph (5) shall not include wages which are exempted

Supra. pursuant to sections 3101(c) and 3111(c) from the taxes imposed by
sections 3101 and 3111.".

26 usc 1401 (4) Notwithstanding any other provision of law, taxes paid by any
note, individual to any foreign country with respect to any period of

employment or self-employment which is covered under the social secu-
rity system of such foreign country in accordance with the terms of
an agreement entered into pursuant to section 233 of the Social Security
Act shall not, under the income tax laws of the United States, be
deductible by, or creditable against the income tax of, any such
individual.

MODIFICATION OF AGREEMENT WITH ILLINOIS To PROVIDE COVERAGE
FOR CERTAIN POLICEMEN AND FIREMEN

42 usc 418 note. SEC. 318. (a) Notwithstanding the provisions of subsection (d) (5)
42 usc 418. (A) of section 218 of the Social Security Act and the references thereto

in subsections (d) (1) and (d) (3) of such section 218, the agreement
with the State of Illinois heretofore entered into pursuant to such
section 218 may, at any time prior to •January 1, 1979, be modified
pursuant to subsection (c) (4) of such section 218 so as to apply to
services performed in policemen's or firemen's positions covered by
the Illinois Municipal Retirement Fund on the date of the enactment
of this Act if the State of Illinois has at any time prior to the date of
the enactment of this Act paid to the Secretary of the Treasury, with
respect to any of the services performed in such positions, the sums
prescribed pursuant to subsection (e) (1) of such section 218. For
purposes of this section, a retirement system which covers positions
of policemen or firemen shall, if the State of Illinois so desires, be
deemed to be a separate retirement system with respect to the positions
of such policemen or firemen, as the case may be.

(b) Notwithstanding the provisions of subsection (f) of section
218 of the Social Security Act, any modification in the agreement with
the State of Illinois under subsection (a) of this section, to the extent
that it involves services performed by a policeman or fireman in posi-
tions covered under the Illinois Municipal Retirement Fund, shall be
made effective with respect to—

(1) all services performed by policemen or firemen, in positions
to which the modification relates, on or after the date of the
enactment of this Act; and

(2) all services performed by such individuals in such positions
before such date of enactment with respect to which the State of
Illinois has paid to the Secretary of the Treasury the sums pre-
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scribed pursuant to subsection (e) (1) of such section 218 at the 42 Usc 418.
time or times established pursuant to such subsection (e) (1), if
and to the extent that—

(A) no refund of the sums so paid has been obtained, or
(B) a refund of part or all of the sums so paid has been

obtained but the State of Illinois repays to the Secretary of
the Treasury the amount of such refund within 90 days after
the date that the modification is agreed to by the State and
the Secretary of Health, Education, and Welfare.

COVERAGE FOR POLICEMEN AND FIREMEN IN MISSISSIPPI

SEC. 319. Section 2l8(p(l) of the Social Security Act is amended 42 USC 418.
by inserting "Mississippi,' after "Maryland,".

COVERAGE UNDER DIVIDED RETIREMENT SYSTEM FOR PUBLIC EMPLOYEES IN
NEW JERSEY

SEC. 320. Section 218(d) (6) (C) of the Social Security Act is
amended by inserting "New Jersey," after "Nevada,".

COVERAGE OF SERVICE UNDER WISCONSIN RETIREMENT SYSTEM

SEc. 321. Section 218 (m) (1) of the Social Security Act is amended
by inserting after "Wisconsin retirement fund" the following: "or any
successor system".

PART C—BENEFIT AMOUNTS AND ELIGIBILITY

ACTUARIAL REDUCTION OF BENEFIT INCREASES TO BE APPLIED AS OF TIME
OF ORIGINAL ENTITLEMENT

SEC. 331. (a) Section 202(q) (4) of the Social Security Act is 42 Usc 402.
amended by striking out all that follows subparagraph (B) and
inserting in lieu thereof the following:
"then the amount of the reduction of such benefit (after the applica-
tion of any adjustment under paragraph (7)) for each month begin-
Ding with the month of such increase in the primary insurance amount
shall be computed under paragraph (1) or (3), whichever applies, as
though the increased primary insurance amount had been in effect for
and after the month for which the individual first became entitled to
such monthly benefit reduced under such paragraph (1) or (3).".

(b) Section 202(q) of such Act is further amended by adding at the
end thereof the following new paragraphs:

"(10) For purposes of applying paragraph (4), with respect to
monthly benefits payable for any month after December 1977 to an
individual who was entitled to a monthly benefit as reduced under
paragraph (1) or (3) prior to January 1978, the amount of reduction
in such benefit for the first month for which such benefit is increased
by reason of an increase in the primary insurance amount of the indi-
vidual on whose wages and self-employment income such benefit is
based and for all subsequent months (and similarly for all subsequent
increases) shall be increased by a percentage equal to the percentage
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 section is increased as a
result of the use of an adjusted reduction period or an additional



91 STAT. 1542 PUBLIC LAW 95-216—DEC. 20, 1977

adjusted reduction period (in accordance with paragraphs (1) and (3)
of this subsection) then for the first month for which such increase is
effective, and for all subsequent months, the amount of such reduction
(after the application of the previous sentence, if applicable) shall be
determined—

"(A) in the case of old-age, wife's, and husband's insurance
benefits, by multiplying such amount by the ratio of (i) the num-
ber 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 which such individual attains age 62, by multi-
plying such amount by the ratio of (i) the number of months in
the reduction period beginning with age 62 multiplied by 19%
of 1 percent, plus the number of months in the adjusted reduction
period prior to age 62 multiplied by i9/ of 1 percent, plus the
number of months in the adjusted additional reduction period
multiplied by 4%4 of 1 percent to (ii) the number of months
in the reduction period multiplied by '% of 1 percent, plus the
number of months in the additional reduction period multiplied
by %4o of 1 percent, and

"(C) in the case of widow's and widower's insurance benefits
for the month in which such individual attains age 65, by multi-
plyino- such amount by the ratio of (i) the number of months in
the ajusted reduction jperiod multiplied by '%o of 1 percent,
plus the number of months in the adjusted additional reduction
period multiplied by 4%4 of 1 percent to (ii) the number of
months in the reduction period beginning with age 62 multiplied
by '¾o of 1 percent, plus the number of months in the adjusted
reduction period prior to age 62 multiplied by '%o of 1 percent,
plus the number of months in the adjusted additional reduction
period multiplied by 4%4Q of 1 percent.

such determination being made in accordance with the provisions of
paragraph (8).

"(11) When an individual is entitled to more than one monthly
benefit under this tit'e and one or more of such benefits are reduced
under this subsection, paragraph (10) shall apply separately to each
such benefit reduced under this subsection before the application of
subsection (k) (pertaining to the method by which monthly benefits
are offset when an individual is entitled to more than one kind of bene-
fit) and the application of this paragraph shall operate in conjunction
with paragraph (3).".

42 Usc 402. (e) (1) Section 202(q) (7) (C) of such Act is amended by striking
out "because" and all that follows and inserting in lieu thereof
"because of the occurrence of an event that terminated her or his
entitlement to such benefits,".

(2) Section 202(q) (3) (II) of such Act is amended by inserting "for
that month or" after "first entitled".

Effective date. (d) The amendments made by this section shall be effective with
42 USC 402 note. respect to monthly benefits payable for months after December 1977.

LIMITATION ON RETROACTIVE BENEFITS

SEC. 332. (a) (1) The first sentence of section 202(j) (1) of the
Social Security Act is amended by striking out "An individual"
and inserting in lieu thereof "Subject to the limitations contained in
paragraph (4), an individual".
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(2) Section 202(j) of such Act is further amended by adding at the 42 Usc 402.
end thereof the following new paragraph:

"(4) (A) Except as provided in subparagraph (B), no individual
shall be entitled to a monthly benefit under subsection (a), (b), (c),
(e), or (f) for any month prior to the month in which he or she files
an application for benefits under that subsection if the effect of entitle-
ment to such benefit would be to reduce, pursuant to subsection (q),
the amount of the monthly benefit to which such individual would
otherwise be entitled for the month in which such application is filed.

"(B) (i) 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 income
of such individual and because of such individual's entitlement to
such retroactive benefits, to retroactive benefits under subsection (b),
(c), or (d) not subject to reduction under subsection (q), then sub-
paragraph (A) shall not apply with respect to such month or any
subsequent month.

"(ii) If the individual applying for retroactive benefits is a widow,
surviving divorced wife, or widower and is under a disability (as
defined in section 223(d)), and such individual would, except for sub- 42 Usc 423.
paragraph (A), be entitled to retroactive benefits as a disabled widow
or widower or disabled surviving divorced wife for any month before
attaining the age of 60, then subparagraph (A) shall not apply with
respect to such month or any subsequent month.

"(iii) If the individual applying for retroactive benefits has excess
earnings (as defined in section 203(f)) in the year in which he or she 42 USC 403.
files an application for such benefits which could, except for subpara-
graph (A), be charged to months in such year prior to the month of
application, then subparagraph (A) shall not apply to so many of
such months immediately preceding the month of application as are
required to charge such excess earnings to the maximum extent
possible.

"(iv) As used in this subparagraph, the term 'retroactive benefits' "Retroactive
means benefits to which an individual becomes entitled for a month benefits."
prior to the month in which application for such benefits is filed.".

(3) Section 226(h) of such Act is amended by adding at the end 42 USC 426.
thereof the following new paragraph:

"(4) For purposes of determining entitlement to hospital insur-
ance benefits under subsection (b) in the case of an individual
described in clause (iii) of subsection (b) (2) (A), the entitlement of
such individual to widow's or widower's insurance benefits under sec-
tion 202 (e) or (f) by reason of a disability shall be deemed to be the 42 USC 402.
entitleiiwnt t.o such benefits that would result if such entitlement were
determined without regard to the provisions of section 202(j) (4).".

(b) The amendments made by subsection (a) shall be effective with Effective date.
respect to monthly insurance benefits under t.itle II of the Social 42 USC 402 note.
Security Act to which an individual becomes entitled on the basis of 42 USC 401.
an application filed on or after January 1,1978.

DELIVERY OF BENEFIT CHECKS

SEC. 333. (a) Title VII of the Social Security Act is amended by
adding at. the end thereof the following new section:
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"DELIVERY OF BENEFIT CHECKS

42 Usc 909. "SEC. 708. (a) If the day regularly designated for the delivery of
42 Usc 401, benefit checks under title II or title XVI falls on a Saturday, Sunday,
1381. or legal public holiday (as defined in section 6103 of title 5, United

States Code) in any month, the benefit checks which would otherwise
be delivered on such day shall be mailed for delivery on the first day
preceding such day which is not a Saturday, Sunday, or legal public
holiday (as so defined), without regard to whether the delivery of
such checks would as a result have to be made before the end ot the
month for which such checks are issued.

"(b) If more than the correct amount of payment under title II or
XVI is made to any individual as a result of the receipt of a benefit
check pursuant to subsection (a) before the end of the month for
whioh such check is issued, no action shall be taken (under section

42 USC 404, 204 or 1631(b) or otherwise) to recover such payment or the incor-
1383. rect portion thereof.".
Effective date. (b) The amendment made by subsection (a) of this section shall
42 USC 909 note, apply with respect to benefit checks the regularly designated day for

delivery of which occurs on or after the thirtieth day after the date
of the enactment of this Act.

REDUCED BENEFITS FOR SPOUSES RECEIVING GOVERNMENT PENSIONS

42 USC 402. SEc. 334. (a) (1) Section 202(b) (2) of the Social Security Act is
amended by inserting after "subsection (q)" the following: "and para-
graph (4) of this subsection".

(2) Section 202(b) of such Act is further amended by adding at
the end thereof the following new paragraph:

"(4) (A) The amount of a wife's insurance benefit for each month
as determined after application of the provisions of subsections (q)
and (k) shall be reduced (but not below zero) by an amount equal to
the amount of any monthly periodic benefit payable to such wife (or
divorced wife) for such month which is based upon her earnings while
in the service of the Federal Government or any State (or political

42 USC 418. subdivision thereof, as defined in section 218(b) (2)) if, on the last
day she was employed by such entity, such service did not constitute

42 USC 410. 'employment' as defined in section 210.
"(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 allocated on a basis
equivalent to a monthly benefit (as determined by the Secretary) and
such equivalent monthly benefit shall constitute a monthly periodic

"Periodic benefit for purposes of subparagraph (A). For purposes of this sub-
benefit. paragraph, the term 'periodic benefit' includes a benefit payable in a

lump sum if it is a commutation of, or a substitute for, periodic pay-
ments.".

42 USC 402. (b) (1) Section 202(c) (1) of such Act is amended—
(A) by striking out subparagraph (C);
(B) by adding "and" at the end of subparagraph (B); and
(C) by redesignating subparagraph (D) as subparagraph (C).

(2) Section 202(c) (2) of such Act is amended to read as follows:
"(2) (A) The amount of a husband's insurance benefit for each

month as determined after application of the provisions of subsec-
tions (q) and (k) shall be reduced (but not below zero) by an amount
equal to 'the amount of any monthly periodic benefit payable to such
husband for such month which is based upon his earnings while in
the service of the Federal Government or any State (or political sub-
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division thereof, as defined in section 218(b) (2)) if, on the last day 42 Usc 418.
he was employed by such entity, such service did not constitute
'employment' as defined in section 210. Post, p. 1549.

"(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 he allocated on a basis
equivalent to a monthly benefit (as determined by the Secretary) and
such equivalent monthly benefit shall constitute a monthly periodic
benefit for purposes of subparagraph (A). For purposes of t'his sub- "Periodic

paragraph, the term 'periodic benefit' includes a benefit payable in a benefit.

lump sum if it is a commutation of, or a substitute for, periodic
payments.".

• (3) Section 202(c) (3) of such Act is amended by inserting after 42 USC 402.
"subsection (q)" the following: "and paragraph (2) of this subsec-
tion".

(c) (1) Section 202(e) (2) (A) of such Act (as amended by section
204 (a) of this Act) is amended by striking out "paragraph (4)" in the
first sentence and inserting in lieu thereof "paragraphs (4) and (8)".

(2) Section 202(e) of such Act is further amended by adding at the
end thereof the following new paragraph:

"(8) (A) The amount of a widow's insurance benefit for each month
as determined (after application of the provisions of subsections (q)
and (k), paragraph (2) (B), and paragraph (4)) shall be reduced
(but not below zero) by an amount equal to the amount of any monthly
Periodic benefit payable to such widow (or surviving divorced wife)
for such month which is based upon her earnings while in the service
of the Federal Government or any State (or any political subdivision
thereof, as defined in section 218(b) (2)) if, on the last day she 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 which is
paid on other than a monthly basis, shall be allocated on a basis equiva-
lent to a monthly benefit (as determined by the Secretary) and such
equivalent monthly benefit shall constitute a monthly periodic benefit
for purposes of subparagraph (A). For purposes of this subparagraph, "Periodic
the term 'periodic benefit' includes a benefit payable in a lump sum benefit.'
if it is a commutation of, or a substitute for, periodic payments.".

(d) (1) Section 202(f) (1) of such Act is amended— 42 usc 402.
(A) by striking out subparagraph (D) ; and
(B) by redesignating subparagraphs (E), (F), and (G) as

subparagraphs (D), (E),and (F),respectively.
(2) Section 202(f) (2) of such Act is amended to read as follows:
"(2) (A) The amount of a widower's insurance benefit for each

month (as determined after application of the provisions of subsec-
tions (k) and (q), paragraph (3) (B), and paragraph (5)) shall be
reduced (but not below zero) by an amount equal to the amount of
any monthly periodic benefit payable to such widower for such month
which is based upon his earnings while in the service of the Federal
Government or any State (or any political subdivision thereof, as
defined in section 218(b) (2)) if, on the last day he 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 which is
paid on other than a monthly basis, shall be allocated on a basis equiv-
alent to a monthly benefit (as determined by the Secretary) and such
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equivalent monthly benefit shall constitute a monthly periodic benefit
"Periodic for purposes of subparagraph (A). For purposes of this subpara-
benefit." graph, the term 'periodic benefit' includes a benefit payable in a lump

sum if it is a commutation of, or a substitute for, periodic payments.".
(3) Section 202(f) (3) (A) of such Act (as amended by section 204

Ante, p. 1528. (c) of this Act) is amended by striking out "paragraph (5)"in the
first sentence and inserting in lieu thereof "paragraphs (2) and (5)".

(4) (A) Section 202(f) (7) of such Act is amended by striking out
"paragraph (1) (G)" and inserting in lieu thereof "paragraph (1)(F)".

42 Usc 426. (B) Section 226(h) (1) (B) of such Act is amended by striking out
"subparagraph (G) of section 202(f) (1)" and inserting in lieu thereof
"subparagraph (F) of section 202(f) (1)".

(5) Section 202(p) (1) of such Act is amended by striking out "sub-
paragraph (C) of subsection (c) (1), clause (i) or (ii) of subpara-
graph (D) of subsection (1) (1), or".

(6) Section 202(s) (3) of such Act is amended by striking out
"Subsections" and all that follows down through "so much" and
inserting in lieu thereof "So much".

(e) (1) Section 2O2(g) (2) of such Act is amended by striking out
"Such" and inserting in lieu thereof "Except as provided in paragraph
(4) of this subsection, such".

(2) Section 2O2(g) of such Act is further amended by adding at
the end thereof the following ne paragraph:

"(4) (A) The amount of a mother's insurance benefit for each
month to which any individual is entitled under this subsection (as
determined after application of subsection (k)) shall he reduced (but
not below zero) by an amount equal to the amount of any monthly
periodic benefit payable to such individual for such month which is
based upon such individual's earnings while in the service of the Fed-
eral Government or any State (or political subdivision thereof, as42 USC 418. defined in section 218(b) ('2)) if. on the last day such individual was
employed by such entity, such srvice did not constitute 'employment'

Post, p. 1549. as defined in section 210.
"(B) For purposes of this paragraph, any periodic benefit which

otherwiso meets the requirements of subparagraph (A), bt which is
paid on other than a monthly basis, shall he allocated on a basis equiv-
alent to a monthly benefit (as determined by the Secretary) and such
equivalent monthly benefit shall constitute a monthly periodic benefit

"Periodic for purposes of subparagraph (A). For purposes of this stibnare-benefit." graph, the term 'periodic benefit' includes a benefit navahie in a lump
Slim if it. is a commutation of, or a substitute for, periodic payments.".

Effective date. (f) Th amendments made by this section shall apply with respect to42 USC 402 note, monthly insurance benefits payable under title TI of the Social Secu-42 USC 401. rity Act for months becrinning with the month in which this Act is
enacted, on the basis of applications filed in or after the month in
which this Act is enacted.

Effective date. (g) (1) The amendments made by the preceding provisions of this42 USC 402 note. section shall not apply with respect to any monthly insurance benefit
payable, under subsection (b), (c), (e), (f), or (g) (as the case may
be) of section 202 of the Social Security Act, to an individual—

(A) to whom there is payable for any month within the
60-month period beginning with the month in which this Act is
enacted (or who is eligible in any such month for) a monthly peri-
odic benefit (within the meaning of such provisions) based upon
such individual's earnings while in the service of the Federal
Government or any State (or political subdivision thereof, as
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defined in section 218(b) (2) of the Social Security Act); and 42 Usc 418.
(B) who at time of application for or initial entitlement to

such monthly insurance benefit under such subsection (b), (c),
(e), (f), or (g) meets the requirements of that subsection as it
was in effect and being administered in January 1977.

(2) For purposes of paragraph (1) (A), an individual is eligible Eligibility.
for a monthly periodic benefit for any month if such benefit would be
payable to such individual for that month if such individual were not
employed during that month and had made proper application for
such benefit.

(3) If any provision of this subsection, or the application thereof Separability.
to any person or circumstance, is held invalid, the remainder of this
section shall not be affected thereby, but the application of this sub-
section to any other persons or circumstances shall also be considered
invalid.

SUBSTANTIAL GAINI'tJL ACTIVITY IN CASE OF BLIND INDIVIDUALS

SEC. 335. Section 223(d) (4) of the Social Security Act is amended 42 USC 423.
by inserting after the first sentence the following new sentence: "No
individual who is blind shall be regarded as having demonstrated an
ability to engage in substantial gainful activity on the basis of earn-
ings that do not exceed the exempt amount under section 203(f) (8
which is applicable to individuals described in subparagraph (D
thereof.". Ante, p. 1530.

REMARRIAOE OF WIDOWS AND WIDOWERS

SEC. 336. (a) (1) Section 202(e) (2) (A) of the Social Security Act
(as amended by sections 204(a) and 334(c) (1) of this Act) is amended Ante, pp. 1527,
by striking out "paragraphs (4) and (8)" and inserting in lieu thereof 154.4.
"paragraph (8)".

(2) Section 202(e) (3) of such Act is amended by striking out "In
the case of a widow or surviving divorced wife who in the
matter preceding subparagraph (A) and inserting in lieu thereof "If
a widow, before attaining age 60, or a surviving divorced wife, mar-
ries".

3) Section 202(e) (4) of such Act is amended to read as follows: 42 USC 402.
'(4) If a widow, after attaining age 60, marries, such marriage

shall for purposes of paragraph (1), be deemed not to have occurred.".
(b5 (1) Section 202(f) (3) (A) of such Act (as amended by sections Ante, pp. 1528,

204(c) and 334(d) (3) of this Act) is further amended by striking out 1546.
"paragraphs (2) and (5)" and inserting in lieu thereof "paragraph

2) Section 202(f) (4) of such Act is amended by striking out "Iii
the case of a widower who remarries" in the matter preceding sub-
paragraph (A) and inserting in lieu thereof "If a widower, before
attaining age 60, remarries".

3) Section 202(f) (5) of such Act is amended to read as follows:
(5) If a widower, after attaining age 60, marries, such marriage

shall, for purposes of paragraph (1), be deemed not to have occurrecL" Effective date.
(c) (1) The amendments made by this section shall apply only with 42 USC 402 note.

respect to monthly benefits payable under title II of the Social Secu-
rity Act for months after December 1978, and, in the case of individ- 42 USC 401.
uals who are not entitled to benefits of the type involved for December
1978, only on the basis of applications filed on or after January 1,
1979.
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(2) In the case of an individual who was entitled for the month of
December 1978 to monthly, insurance benefits under subsection (e) or

Ante. pp. 1545, (f) of section 202 of the Social Security Act to which the provisions of
1547. subsection (a) (4) or (f) (5) applied, the Secretary shall, if such
Ante, pp. 1528, benefits would be increased by the amendments made by this section,
1546. redetermine the amount of such benefits for months after Decem-

ber 1978 as if such amendments had been in effect for the first month
for which the provisions of section 202(e) (4) or 202(f) (5) became
applicable.

42 USC 402 note. (d) Where—
(1) two or more persons are entitled to monthly benefits under

42 USC 402. section 202 of the Social Security Act for December 1978 on the
basis of the wages and self-employment income of a deceased
individual, and one or more of such persons is so entitled under
subsect.ion (e) or (f) of such section 202, and

(2) one or more of such persons is entitled on the basis of such
wages and self-employment income to monthly benefits under
subsection (e) or (f) of such section 202 (as amended by this
section) for January 1979, a.nd

(3) the total of benefits to which all persons are entitled under
section 202 of such Act on the basis of such wages and self-employ-
ment income for January 1979 is reduced by reason of section

Ante. p. 1524. 203 (a) of such Act as amended by this Act (or would, but
for the first sentence of section 203 (a) (4), be so reduced),

then the amount of the benefit to which each such person referred to in
paragraph (1) is entitled for months after December 1978 shall in no
case be less after the application of this section and such section
203 (a) than the amount it would have been without the application
of this section.

DURATION-OF-MARRIAGE REQTJIREMENT

42 Usc 416. Sw. 337. (a) Section 216(d) of the Social Security Act is amended
by striking out "20 years" in paragraphs (1) and (2) and inserting
in lieu thereof in each instance "10 years".

(b) Section 202(b) (1) (G) of such Act is amended by striking out
"20 years" and inserting in lieu thereof "lOyears".

Effective date. () The amendments made by this section shall apoly with respect
42 usc 402 note, to monthly benefits payable under title II of the Social Security Act
42 USC 401. for months after December 1978, and, in the case of individuals who

are not entitled to benefits of the type involved for Deceniber 1978,
only on the basis of applications filed on or after .January 1, 1979.

PART D—STUDY WITH RESPECT TO GENDER-BASED DIsrxNcTIoN

STUDY OF PROPOSALS TO ELIMINATE DEPENDENCY AND SEX DISCRIMINATION
UNDER THE SOCIAL SECURITY PROGRAM

42 U5C 902 note. SEC. 341. (a) The Secretary of Health, Education, and Welfare,
in consultation with the Task Force on Sex Discrimination in the
Department of Justice, shall make a detailed study, within the Depart-
ment of Health, Education, and Welfare and the Social Security
Administration, of proposals to eliminate dependency as a factor in
the determination of entitlement to spouse's benefits under the pro-
gram established under title II of the Social Security Act, and of
proposals to bring about equal treatment for men and women in any
and all respects under such program, taking into account the practi-



PUBLIC LAW 95-216—DEC. 20, 1977 91 STAT. 1549

cal effects (particularly the effect upon women's entitlement to such
benefits) .of factors such as—

(1) changes in the natur and extent of women's participation
in the labor force7

(2) the increasmg divorce rate, and
(3) the economic value of women's work in the home.

The study shall include appropriate cost analyses.
(b) The Secretary shall submit to the Congress within six months Report to

after the date of the enactment of this Act a full and complete report Congress.
on the study carried out under subsection (a).

PART E.-.-C0MBINED SOCIAL SECURITY AND INCOME TAX
ANNUAL REPOIrFING

Subpart 1—Amendments to Title II of the Social Security Act

ANNUAL CREDITING OF QUARTERS OF COVERAGE

SEc. 351. (a) (1) Sections 209(g) (3), 209(j), 210(a) (17) (A), and 42 USC 409,

210(f) (4 (B) of the Social Security Act are each amended by strik- 410.

ing out 'quarter" wherever it appears and inserting in lieu thereof
"year".

(2) Sections 209(g) (3) and 209(j) of such Act are each further
amended by striking out "$50" and inserting in lieu thereof "$100".

(3) (A) Section 209 of such Act is amended by striking out "or" at
the end of subsection (n), by striking out the period at the end of
subsection (o) and inserting in lieu thereof "; or", and by inserting
after subsection (o) the following new subsection:

"(p) Remuneration paid by an organization exempt from income
tax under section 501 of the Internal Revenue Code of 1954 in any 26 USC 501.
calendar year to an employee for service rendered in the employ of
such organization, if the remuneration paid in such year by the orga-
nization to the employee for such service is less than $100.".

(B) Section 210 (a) (10) of such Act is amended by strikin'v out
"(10) (A)" and all that follows down through "(B) Service' and
inserting in lieu thereof "(10) Service", and by redesignating clauses
(i) and (ii) as subparagraphs (A) and (B), respectively.

(b) Section 212 of such Act is amended to read as follows: 42 USC 412.

"CREDITING OF SELF-EMPLOYMENT INCOME TO CALENDAR TEARS

"SEC. 212. (a) For the purposes of determining average monthly
wage and quarters of coverage the amount of self-employment income
derived during any taxable year which begins before 1978 shall—

"(1) in the case of a taxable year which is a calendar year, be
credited equally to each quarter of such calendar year; and

"(2) in the case of any other taxable year, be credited equally
to the calendar quarter in which such taxable year ends and to
each of the next three or fewer preceding quarters any part of
which is in such taxable year.

"(b) For the purposes of determining average indexed monthly
earnings, average monthly wage, and quarters of-coverage the amount
of self-employment income derived during any taxable year which
begins after 1977 shall—

"( 1) in the case of a taxable year which is a calendar year or
which begins with or during a calendar year and ends with or
during such year, be credited to such calendar year; and
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"(2) in the case of any other taxable year, be allocated pro-
portionately to the two calendar years, portions of which are
included within such taxable year, on the basis of the number of
months in each such calendar year which are included completely
within the taxable year.

For purposes of clause (2), the calendar month in which a taxable
year ends shall be treated as included completely within that taxable
year.".

"Quarters of (c) Section 213(a) (2) of such Act is amended to read as follows:
coverage." '(2) (A) The term 'quarters of coverage' means—
42 USC 413. "(i) for calendar years before 1978 and subject to the provi-

sions of subparagraph (B), a quarter in which an individual has
been paid $50 or more in wages (except wages for agricultural
labor paid after 1954) or for which he has been credited (as

Ante, p. 1549. determined under section 212) with $100 or more of self-
employment income; and

"(ii) for calendar yeats after 1977, and subject to the provi-
sions of subpararraph (B), each portion of the total of the
wages paid and tTie self -employment income credited (pursuant
to section 212) to an individual in a calendar year which equals
$250, with such quarter of coverage being assigned to a specific
calendar quarter in such calendar year on]y if necessary in the
case of any individual who has attained age 62 or died or is under
a disability and the requirements for insured status in subsection

42 USC 414. (a) or (b) of section 214, the requirements for entitlement to a
computation or re.computation of his primary insurance amount,

42 USC 416. or the requirements of paragraph (3) of section 216(i) would
not otherwise be met.

"(B) Notwithstanding the provisions of subparagraph (A)—
"( i) no quarter after the quarter in which an individual dies

shall be a quarter of coverage, and no quarter any part of which
is included in a period of disability (other than the initial quarter
'and the last quarter of such period) shall be a quarter of covei'age;

"(ii) if the wages paid to an individual in any calendar year
equal to $3,000 in the case of a calendar year before 1951, or
$3,600 in the case of a calendar year after 1950 and before 1955, or
$4,200 in the case of a calendar year after 1954 and before 1959,
or $4,800 in the case of a calendar year after 1958 and before 1966,
or $6,600 in the case of a calendar year after 1965 and before 1968,
or $7,800 in the case of a calendar year after 1967 and before 1972,
or $9,000 in the case of the calendar year 1972, or $10,800 in the
case of the calendar year 1973, or $13,200 in the case of the
calendar year 1974, or 'an amount equal to the contribution and

Ante. p. 1513; benefit base (as determined under section 230) in the case of an
Pos4 p. 1554. calendar year after 1974 and before 1978 with respect to vhic

such contribution and benefit base is effective, each quarter of
such year shall (subject to clauses (i) and (v)) be a quarter of
coverage;

"(iii) if an individual has self-employment income for a taxable
year and if the sum of such income and the wages paid to him
during such year equals $3,600 in the case of a taxable year begin-
ning after 1950 and ending before 1955, $4,200 in the case of,a
taxable year ending after 1954 and before 1959, or $4,800 in the
case of a taxable year ending after 1958 and before 1966, 01' $6,600
in the case of a taxable year ending after 1965 and before 1968, or
$7 800 in the case of a taxable year endilig after 1967 and before
19t2, or $9,000 in the case of a taxable year beginning after 1971
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and before 1973, or $10,800 in the case of a taxable year beginning
after 1972 and before 1974, or $13,200 in the case of a taxable year
beginning after 1973 and before 1975, or an amount equal to the
contribution and benefit base (as determined under section 230) Ante, p. 1513;
which is effective for the calendar year in the case of any taxable Post, p. 1554.

year beginning in any calendar year after 1974 and before 1978,
each quarter any part of which falls in such year shall (subject to
clauses (i) and (v)) be a quarter of coverage;

"(iv) if an individual is paid wages for agricultural labor in a
calendar year after 1954 and before 1978, then, subject to clauses
(i) and (v), (I) the last quarter of such year which can be but is
not otherwise a quarter of coverage shall be a quarter of coverage
if such wages equal or exceed $100 but are less than $200; (II) the
last two quarters of such year which can he but are not otherwise
quarters of coverage shall be quarters of coverage if such wages
equal or exceed $200 but are less than $300; (III) the last three
quarters of such year which can be but are not otherwise quarters
of coverage shall he quarters of coverage if such wages equal or
exceed $300 but are less than $400; and (IV) each quarter of such
year which is not otherwise. a quarter of coverage shall be a quarter
of coverage if such wages are $400 or more;

no quarter shall be counted as a quarter of coverage prior
to the beginning of such quarter;

"(vi) not mole than one quarter of coverage may be credited to
a calendar quarter; and

"(vii) no more than four quarters of coverage may be credited
to any calendar year after 1977.

If in the case of an individual who has attained age 62 or died or is
under a disability and who has been paid wages for agricultural labor
in a calendar year after 1954 and before 1978, the requirements for
insured status in subsection (a) or (b) of section 214, the requirements 42 Usc 414.
for entitlement to a computation or recomputation of his primary
insurance amount., or the requirements of paragraph (3) of section
216(i) are not met after assignment of quarters of coverage to quar-
ters in such year as provided in clause (iv) of the preceding sentence,
but would be met if such quarters of coverage were assigned to differ-
ent quarters in such year, then such quarters of coverage shall instead
be assigned, for purposes only of determining compliance with such
requirements, to such different quarters. If, in the case of an individual
who did not die prior to January 1, 1955, and who attained age 62
(if a woman) or age 65 (if a maiu) or died before July 1, 1957, the
requirements for insured status in section 214(a) (3) are not met
because of his having too few quarters of coverage but would be met
if his quarters of coverage in the first calendar year in which he had
any covere.(l einployineiit had been determined on the basis of the
period during which wages were earned rather than on the basis of
the period during which wages were paid (any such wages paid that
are reallocated on an earned basis shall not be used in determining
quarters of coverage for subsequent calendar years), then upon appli-
cation filed by the individual or his survivors and satisfactory proof
of his record of wages earned being furnished by such individual
or his survivors, the quarters of coverage in such calendar year may
be determined on the basis of the periods during which wages were
earned.".

(ci) The amendments made by subsection (a) shall apply with Effective dates.
respect to remuneration paid and services rendered after December 31, 42 USC 409 note.
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1977. The amendments made by subsections (b) and (c) shall be
effective January 1, 1978.

ADJUSTMENT IN AMOUNT REQUIRED FOR A QUARTER OF COVERAGE

Ante, p. 1549. Sr.c. 352. (a) Section 213(a) (2) (A) (ii) of the Social Security Act,
as amended by section 351(c) of this Act, is amended by striking out
"$250" and inserting in lieu thereof "the amount required for a quar-
ter of coverage in that calendar year (as determined under subsection
(d))".

(b) Section 213 of such Act is further amended by adding at the
end thereof the following new subsection:

"Amount Required for a Quarter of Coverage

"(d) (1) The amount of wages and self-employment income which
an individual must have in order to be credited with a quarter of
coverage in any year under subsection (a) (2) (A) (ii) shall be
$250 in the calendar year 1978 and the amount determined under
paragraph (2) of this subsection for years after 1978.

Publication in "(2) The Secretary shall, on or before November 1 of 1978 and ofFederal Register. every year thereafter, determine and publish in the Federal Register
the amount of wages and self-employment income which an individual
must have in order to be credited with a quarter of coverage in the
succeeding calendar year. The amount required for a quarter of cov-
erage shall be the larger of—

"(A) the amount in effect in the calendar year in which the
determination under this subsection is made, or

"(B) the product of the amount prescribed in paragraph (1)
which is required for a quarter of coverage in 1978 and the ratio
of the average of the total wages (as defined in regulations of the
Secretary and computed without regard to the limitations speci-42 USC 409. fled in section 209(a)) reported to the Secretary of the Treasury
or his delegate for .the calendar year before the year in which the
determination under this paragraph is made to the average of the
total wages (as so defined and computed) reported to the Secre-
tary of the Treasury or his delegate for 1976 (as published in theAnte, p. 1514. Feleral Register in accordance with section 215(a) (1) (D)),

with such product., if not a multiple of $10, being rounded to the net
higher multiple of $10 where such amount is a multiple of $5 but not
of $10 and to the nearest multiple of $10 in any other case.".

Effective date. (c) The amendments made by this section shall be effective Janu-42 USC 413 note. ary 1, 1978.

TECHNICAL AND CONFORMING AMENDMENTs

SEC. 353. (a) (1) Section 203(f) (8) (B) (i) of the Social Security42 USC 403. Act is amended by striking out "was" wherever it appears and insert-
ing in lieu thereof "is".

(2) Section 203(f) (8) (B) (ii) of such Act is amended to read as
follows:

"(ii) the product of the exempt amount described in clause
(i) and the ratio of (I) the average of the total wages (as defined
in regulations of the Secretary and computed without regard
to the limitations specified in section 209(a)) reported to the Sec-
retary of the Treasury or his delegate for the calendar year before
the calendar year in which the determination under subparagraph
(A) is made to (II) the average of the total wages (as so defined
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and computed) reported to the Secretary of the Treasury or his
delegate for the calendar year before 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 sub-
paragraph (A), with such product, if not a multiple of $10, being
rounded to the next higher multiple of $10 where such product is
a multiple of $5 but not of $10 and to the nearest multiple of $10
in any other case.".

(b) (1) The first sentence of section 218(c) (8) of such Act is 42 Usc 418.

amended by striking out "quarter" wherever it appears and inserting in
lieu thereof "year", and by striking out "$50" and inserting in lieu
thereof "$100".

(2) Section 218(g) (1) of such Act is amended by striking out
"quarter" and inserting in lieu thereof "year".

(3) Section 218(q) (4) (B) of such Act is amended by striking out
"any calendar qua rters" and inserting in lieu thereof "a calendar year"
and by striking out "such calendar quarters" and inserting in lieu
thereof "such calendar year.

(4) Section 218(q) (6) (B) 0 such Act is amended by striking out
"calendar quarters designated by the State in such wage reports as
the" and inserting in lieu thereof "period or periods designated by the
State in such wage reports as the period or".

(5) Section 218(r) (1) of such Act is amended—
(A) by striking out "quarter" in the matter before clause (A)

and inserting in lieu thereof "year",
(B) by striking out "in which occurred the calendar quarter

in clause (A),and
(C) by striking out "quarter" in clause (B) and inserting in

lieu thereof "year".
(c) (1) Effective with respect to estimates for calendar years begin-

fling after December 31, 1977. section 224(a) of such Act is amended Ante, p. 1529.

by striking out the last sentence.
(2) Section 224(f) (2) of such Act is amended to read as follows:
"(2) In making the redetermination required by paragraph (1),

the individual's average current earnings (as defined in subsection
(a)) shall be deemed to be the product of—

"(A) his average current earnings as initially determined
under subsection (a);

"(B) the ratio of (i) the average of the total wages (as defined
in regulations of the Secretary and computed without regard to
the limitations specified in section 209(a)) reported to the Secre- 42 USC 409.

tary of the Treasury or his delegate for the calendar year before
the year in which such redetermination is made to (ii) the average
of the total wages (as so defined and computed) reported to the
Secretary of the Treasury or his delegate for calendar year 1977
or, if later, the calendar year before the year in which the reduc-
tion was first computed (but not counting any reduction made in
benefits for a previous period of disability) ; and

"(C) in any case in which the reduction was first computed
before 1978, the ratio of (1) the average of the taxable wages
reported to the Secr?tary for the first calendar quarter of 1977 to
(ii) the average of the taxable wages reported to the Secretary
for the first calendar quarter of the calendar year before the year
in which the reduction was first computed (but not counting any
reduction made in benefits for a previous period of disability).
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Any amount determined under this paragraph which is not a multiple
of $1 shall be reduced to the next lower multiple of $1.".

42 Usc 429. (d) Section 229 (a) of such Act is amended—
(1) by striking out "shall be deemed to have been paid, in each

calendar quarter occurring after 1956 in which he" and inserting
in lieu thereof ", if he", and

(2) by striking out "wages (in addition to the wages actually
paid to him for such service) of $300." at the end thereof and
inserting in lieu thereof the following: "shall be deemed to have
been paid—

"(1) in each calendar quarter occurring after 1956 and before
1978 in which he was paid such wages, additional wages of $300,
and

"(2) in each calendar year occurring after 1977 in which he
was paid such wages, additional wages of $100 for each $300 of
such wages, up to a maximum of $1,200 of additional wages for
any calendar year.".

42 Usc 430. (e) (1) Section 230(b) of such Act is amended by striking out the
last sentence.

(2) Section 230(b) (1) of such Act is amended to read as follows:
"(1) the contribution and benefit base which is in effect with

respect to remuneration paid in (and taxable years beginning in)
t.he calendar year in which the determination under subsection
(a) is made, and".

(3) Section 230(b) (2) of such Act is amended to read as follows:
"(2) the ratio of (A) the average of the total wages (as

defined in regulations of the Secretary and computed without
42 USC 409. regard to the limitations specified in section 209(a)) reported to

the Secretary of the Treasury or his delegate for the calendar
year before the calendar year in which the determination under
subsection (a) is made to (B) the average of the total wages (as
so defined and computed) reported to the Secretary of the Treas-
ury or his delegate for the calendar year before 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.) ,".

(f) (1) Effective with respect. to convictions after December 31, 1977,42 usc 402. section 202(u) (1) (C) of such Act is amended by striking out "quar-
ter" wherever it appears and inserting in lieu thereof "year".42 usc 405. (2) (A) Section 205(c) (1) of such Act is amended by striking out
"(as defined in section 211(e)) ".

"Period." (B) Section 205(c) (1) of such Act is further amended by adding
at the end thereof the following new subparagraph:

"(D) The term 'period' when used with respect to self-employ-
ment income means a taxable year and when used with respect
to wages means—

a quarter if wages were reported or should have been
reported on a quarterly basis on tax returns filed with the
Secretary of the Treasury or his delegate under section 601126 USC 6011. of the Iternal Revenue Code of 1954 or regulations there-42 USC 418. under (or on reports filed by a State under section 218(e) or
regulations thereunder),

"(ii) a year if wages were reported or should have been
reported on a yearly basis on such tax returns or reports, or

"(iii) the half year beginning January 1 or July 1 in the
case of wages which were reported or should have been
reported for calendar year 1937.".
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(C) Section 205(o) of such Act is amended by inserting "before 42 Usc 405.
1978" after "calendar year".

(g) The amendments made by subsection (b) of this section shall Effective dates.

apply with respect to remuneration paid after December 31, 1977, 42 usc 418 note.

except that the amendment made by subsection (b) (2) shall apply
with respect to notices submitted by the States to the Secretary after
the date of the enactment of this Act. The amendments made by
subsections (d) and (f) (2) shall be effective January 1, 1978. Except
as otherwise specifically provided, the remaining amendments made
by this section shall be effective January 1, 1979.

Subpart 2—Amendments to the Internal Revenue Code of 1954

DEDUCTION OF TAX FROM WAGES

SEC. 355. (a) Section 3102(a) of the Internal Revenue Code of 1954 26 USC 3102.

is amended by striking out 'or (C) or (10)", and by inserting after
"is less than $50 ;" the following: "and an employer who in any cal-
endar year pays to an employee cash remuneration to which para-
graph (7) (C) or (10) of section 3121(a) is applicable may deduct Infra.

an amount equivalent to such tax from any such payment of remunera-
tion, even though at the time of payment the total amount of such
remuneration paid to the employee by the employer in the calendar
year is less than $100 ;".

(b) (1) Paragraphs (1) and (2) of section 3102(c) of such Code
are each amended 'by striking out "quarter" wherever it appears and
by inserting in lieu thereof "year".

(2) Paragraph (3) of setion 3102(c) of such Code is amended—
(A) by striking out "quarter of the" in subparagraph (A);

and
(B) by striking out "quarter" wherever it appears in subpara-

graphs (B) and (C) and inserting in lieu thereof "year".
(c) The amendments made by this section shall apply with respect Effective date.

to remuneration paid and to tips received after December 31, 1977. 26 usc 3102
note.

TECHNICAL AND CONFORMING AMENDMENTS

SEC. 356. (a) Sections 3121(a) (7) (C) and 3121(a) (10) of the In- 26 usc 3121.

ternal Revenue Code of 1954 are each amended by striking out "quar-
ter" wherever it appears and inserting in lieu thereof "year", and by
striking out "$50" and inserting in lieu thereof "$100".

(b) Section 3121(a) of such Code is amended by striking out "or"
at the end of paragraph (14), by striking out the period at the end
of paragraph (15) and inserting in lieu thereof"; or", and by adding
after paragraph (15) the following new paragraph:

"(16) remuneration paid by an organization exempt from
income tax under section 501(a) (other than an organization 26 usc 501.
described in section 401(a)) or under section 521 in any calendar 26 USC 401,

year to an employee for service rendered in the employ of such 521.

organization, if the remuneration paid in 8uch year by the Orga-
nization to the employee for such service is less than $100.".

(c) Section 3121(b) (10) of such Code is amended by striking out
"(10) (A)" and all that follows down through "(B) service' and
inserting in lieu thereof "(10) service", and redesignating clauses (i)
and (ii) assubparagraphs (A) and (B), respectivly.

(d) Sections 3121 (b) (17) (A) and 8121(g) (4) (B) of such Code are
each amended by striking out "quarter" and inserting in lieu thereof
"year".
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Effective date.
26 USC 3121 (e) The amendments made by this section shall apply with respect
note, to remuneration paid and services rendered after December 31, 1977.

Subpart 3—Conforming Amendment to the Railroad Retirement Act
of 1974

COMPUTATION OP EMPLOYEE ANNUITIES

SEc. 358. (a) The last sentence of section 3(f) (1) of the Railroad
45 USC 2311,. Retirement Act of 1974 is amended—

(1) by inserting "paid before 1978" after "in the case of wages",
and

(2) by inserting "and in the case of wages paid after 1977"
before the period at the end thereof.

Effective date. (b) The amendments made by this section shall be effective Janu-
45 USC 231h aryl,1978.
note.

PART F—NATIONAL CoMMISsIsoN ON Soci SECURITY

ESTABLISHMENT OF COMMISSION

42 USC 907a. SEC. 361. (a) (1) There is hereby established a commission to be
known as the National Commission on Social Security (hereinafter
referred to as the "Commission").

Membership. (2) (A) The Commission shall consist of—.
(i) five members to be appointed by the President, by and with

the advice and consent of the Senate, one of whom shall, at the
time of appointment, be designated as Chairman of the Commis-
sion;

(ii) two members to be appointed by the Speaker of the House
of Representatives; and

(iii) two members to be appointed by the President pro tern-
pore of the Senate.

Appointment. (B) At no time shall more than three of the members appointed by
the President, one of the members appointed by the Speaker of the
House of Representatives, or one of the members appointed by the
President pro tempore of the Senate be members of the same political
party.

Membership (C) The membership of the Commission shall consist of individuals
qualifications, who are of recognized standing and distinction and who possess the

demonstrated capacity to discharge the duties imposed on the Com-
mission, and shall include representatives of the private insurance
industry and of recipients and potential recipients of benefits under
the programs involved as well as individuals whose capacity is based
on a special knowledge or expertise in those programs. No individual
who is otherwise an officer or full-time employee of the United States
shall serve as a member of the Commission.

Chairman. (D) The Chairman of the Commission shall designate a member of
the Commission to act as Vice Chairman of the Commission.

Quorum. (E) A majority of the members of the Commission shall constitute
a quorum, but a lesser number may conduct hearings.

Term. (F) Members of the Commission shall be appointed for a term of
two years.

Vacancy. () A vacancy in the Commission shall not affect its powers, but
shall be filled in the same manner as that herein provided for the
appointment of the member first appointed to the vacant position.
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(3) Members of the Commission shall receive $138 per diem while Compensation.

engaged in the actual performance of the duties vested in the Com-
mission, plus reimbursement for travel, subsistence, and other neces-
sary expenses incurred in the performance of such duties.

(4) The Commission shall meet at the call of the Chairman, or at the Meetings.

call of a majority of the members of the Commission; but meetings of
the Commission shall be held not less frequently than once in each
calendar month which begins after a majority of the authorized mem-
bership of the Commission has first been appointed.

(b) (1) It shall be the duty and function of the Commission to con- Study,
duct a continuing study, investigation, and review of— investigation and

(A) the Federal old-age, survivors, and disability insurance review of

program established by title II of the Social Security ActS and
(B) the health insurance programs established by title X'VIII 42 USC 1395

of such Act. Conte(2) Such study, investigation, and review of such programs shall n

include (but not be limited to) —
(A) the fiscal status of the trust funds established for the

financing of such programs and the adequacy of such trust
funds to meet the immediate and long-range financing needs of
such programs;

(B) the scope of coverage, the adequacy of benefits including
the measurement of an adequate retirement income, and the con-
ditions of qualification for benefits provided by such programs
including the application of the retirement income test to
unearned as well as earned income;

(C) the impact of such programs on, and their relation to,
public assistance programs, nongovernmental retirement and
annuity programs. medical service delivery systems, and national
employment practices;

(D) any inequities (whether attributable to provisions of law
relating to the establishment and operation of such programs, fo
rules and regulations promulgated in connection with the admin-
istration of such programs, or to administrative practices and
procedures employed in the carrying out of such programs)
which affect substantial numbers of individuals who are insured
or otherwise eligible for benefits under such programs, including
ineauities and inequalities arising out of marital status, sex, or
similar classifications or categories;

(E) possible alternatives to the current Federal programs or
particular aspects thereof, including but not limited to (i) a
phasing out of the payroll tax with the financing of such programs
being accomplished in some other manner (including general
revenue funding and the retirement bond), (ii) the establishment
of a system providing for mandatory participation in any or all
of the Federal programs, (iii) the integration of such current
Federal programs with private retirement programs, and (iv)
the establishment of a system permitting covered individuals a
choice of public or private programs or both;

(F) the need to develop a special Consumer Price Index fpr
the elderly, including the financial impact that such an index
would have on the costs of the programs established under the
Social Security Act; and 42 USC 1305.

(G) methods for effectively implementing the recommendations
of the Commission.

(3') In order to provide an effective opportunity for the general
public to participate fully in the study, investigation, and review under
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this section, the Commission, in conducting such study, investigation,
and review, shall hold public hearings in as many different geographi-
cal areas of the country as possible. The residents of each area where
such a hearing is to be held shall be given reasonable advance notice
of the hearing and an adequate opportunity to appear and express
their views on the matters under consideration.

Report to (c) (1) No later than four months after the date on which a majority
President and of the authorized membership of the Commission is initially appointed,
Congress. the Commission shall submit to the President and the Conress a

special report describing the Commission's plans for conducting the
study, investigation, and review under subsection (b), with particular
reference to the scope of such study, investigation, and review and
the methods proposed to be used in conducting it.

Reports to (2) At or before the close of each of the first two years after the date
President and on which a majority of the authorized membership of the Commission
Congress is initially appointed, the Commission shall submit to the President

and the Congress an annual report on the study, investigation, and
review under subsection (b), together with its recommendations with
respect to the programs involved. The second such report shall con-
stitute the final report of the Commission on such study, investigation,
and review, and shall include its final recommendations; and upon the
submission of such final report the Commission shall cease to exist.

Executive (d) (1) The Commission shall appoint an Executive Director of the
Director, Commission who shall be compensated at a rate fixed by the Commis-appointment and sion, but which shall not exceed the rate established for level V ofcornensation.

the Executive Schedule by title 5, United States Code.
('2) In addition to the Executive Director, the Commission shall

have the power to appoint and fix the compensation of such personnel
as it deems advisable, in accordance with the provisions of title 5,
United States Code, governing appointments to the competitive serv-
ice, and the provisions of chapter 51 and subchapter III of chapter 53

5 USC 5101 a of such title, relating to classification and General Schedule pay rates.seq., 5331. (e) In carrying out its duties under this section, the Commission,Heanngs. or any duly authorized committee thereof, is authorized to hold such
hearings, sit and act at such times and places, and take such testimony,
with respect to matters with respect to which it has a responsibility
under this section, as the Commission or such committee may deem
advisable. The Chairman of the Commission or any member authorized
by him may administer oaths or affirmations to witnesses appearing
before the Commission or before any committee thereof.

(f) The Commission may secure directly from any department or
agency of the United States such data and information as may be
necessary to enable it to carry out its duties under this section. Upon
request of the Chairman of the Commission, any such department or
agency shall furnish any such data or information to the Commission.

Support services. (g) The General Services Administration shall provide to the Com-
mission. on a reimbursable basis such administrative support services
as the Commission may request.

Appropriation (h There are hereby authorized to be appropriated such sums asautnonzaton. may be necessary to carry out this section.
Notice of (i) It shall be the duty of the Health Insurance Benefits Advisory
meetings. Council (established by section 1867 of the Social Security Act) to42 USI. 1395dd. provide timely notice to the Commission of any meeting, and the

Chairman of the Commission (or his delegate) shall be entitled to
attend any such meeting.
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PART G—MISCELLANEOUS PRovIsIoNs

APPOINTMENT OF HEARING EXAMINERS
42 Usc 1383

SEC. 371. The persons who were appointed to serve as hearing exam- note.
liters under section 1631(d) (2) of the Social Security Act (as in effect 42 USC 1383.
prior to January 2, 1976), and who by section 3 of Public Law 94—202 42 USC 1383
were deemed to be appointed under section 3105 of title 5, United note.

States Code (with such appointments terminating no later than at
the close of the period ending December 31, 1978), shall be deemed
appointed to career-absolute positions as hearing examiners under
and in accordance with section 3105 of title 5, United States Code,
with the same authority and tenure (without regard to the expiration
of such period) as hearing examiners appointed directly under such
section 3105, and shall receive compensation at the same rate as
hearing examiners appointed by the Secretary of Health, Education,
and Welfare directly under such section 3105. All of the provisions of
title 5, United States Code, and the regulations promulgated pursuant 5 USC 101 et seq.
thereto, which are applicable to hearing examiners appointed under
such section 3105, shall apply to the persons described in the preceding
sentence.

REPORT OF ADVISORY COUNCIL ON SOCIAL SECURITY
42 USC 907 note.

SEC. 372. Notwithstanding the provisions of section 706(d) of the
Social Security Act, the report of the Advisory Council on Social 42 USC 907.
Security which is due not later than January 1, 1979, may be filed at
any date prior to October 1, 1979.

TITLE IV—PROVISIONS RELATING TO CERTAIN STATE
WELFARE AND SERVICE PROGRAMS RECEIVING
FEDERAL FINANCIAL ASSISTANCE

FSCAL RELIEF FOR STATES AND POLITICAL SUBDIVISIONS WITH RESPECT TO
COSTS OF WELFARE PROGRAMS

SEC. 401. Section 403 Of the Social Security Act is amended— 42 USC 603.
(1) in subsection (a), by adding at the end thereof the follow-

ing new paragraph:
"In 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
section 1118, as the case may be) shall be increased in accordance with 42 USC 1318.

the provisions of subsection (i) of this section."; and
(2) by adding at the end thereof the following new subsection:

"(i) (1) In the case of any calendar quarter which begins after
September 30, 1977, and prior to April 1, 1978, the amount payable
(as determined under subsection (a) or section 1118, as the case may
be) to each State which has a State plan approved under this part
shall (subject to the succeeding paragraphs of this subsection) be
increased by an amount. equal to the sum of the following:

"(A) an amount which bears the same ratio to $46,750,000 as
the amount expended as aid to families with dependent children
under the State plan of such State during the month of Decem-
ber 1976 bears to the amount expended as aid to families with
dependent children under the State plans of all States during
such month, and
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"(B) (1) in the case of Puerto Rico, Guam, and the Virgin
Islands, an amount equal to the amount determined under sub-
paragraph (A) with respect to such State, or

"(ii) in the case of any other State, an amount which bears
the same ratio to $46,750,000, minus the amounts determined under
clause (i) of this subparagraph, as the amount allocated to such
State under section 106 of the State and Local Fiscal Assistance

31 Usc 1225. Act of 1972, for the most recent entitlement period for which
allocations have been made under such section prior to the date of
the 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 provisions of this subsection, in
the amount determined for such State pursuant to subsection (a) or

42 USC 1318. under section 1118 (as the case may be), such State must agree to pay
to any political subdivision thereof which 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
increase as does not exceed 100 per centum of such political subdivi-
sion's financial contribution to the State's plan for such quarter.

"(3) Notwithstanding any other provision of this part, the amount
payable to any State by reason of the preceding provisions of this sub-
section for calendar quarters prior to April 1, 1978, shall be made in a
single installment, which shall be payable as shortly after October 1,
1977, as is administratively feasible.".

INCENTIVE ADJUSTMENTS FOE QUALITY CONTROL IN PDERAL FINANCIAL
PARTICIPATION IN AID TO FAMILIES WITh DEPENDENT CEILDREN PROGRAMS

Ante, p. 1560. .
SEC. 402. (a) Section 403 of the Social Security Act is amended by

adding after subsection (i) (as added by section 401 of this Act) the
following new subsection:

"(j) If the dollar error rate of aid furnished by a State under its
State plan approved under this part with respect to any six-month
period, as based on samples and evaluations thereof, is—

"(1) at least 4 per centuin, the amount of the Federal financial
participation in the expenditures made by the State in carrying
out such plan during such period shall be determined without
regard to the provisions of this subsection; or

"(2) less than 4 per centurn, the amount of the Federal financial
participation in the expenditures made by the State in carrin
out such plan during such period shall be the amount determine
without regard to this subsection, plus, of the amount by which
such expenditures arc less than they would have been if the
erroneous excess payments of aid had been at a rate of 4 per
centum—

"(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 case such rate is at least 2.5 per centum but less than 3.0
per centum,

"(D) 40 per centum of the Federal share of such amount,
in case such rate is at least 2.0 per centum but less than 2.5
per centum,
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"(E) 50 per centum of the Federal share of such amount,
in case such rate is less than 2.0 per centum.

For purposes of this subsection (i) the term 'dollar error rate of aid' "Dollar error rate
means the total of the dollar error rates of aid for (I) payments to of aid."

ineligible families receiving assistance; (II) overpayments to eligible
families receiving assistance; (III) underpayments to eligible families
receiving assistance; and (IV) nonpayrnents to eligible families not
receiving assistance due to erroneous terminations or denials, and (ii)
the term 'erroneous excess payments,' means the total of (I) erroneous
payments to ineligible families receiving assistance, and (II) overpay-
ments to eligible families receiving assistance.".

(b) Payments may be made tinder the amendment made by subsec- Effective date.
tion (a) only in the case of periods commencing on or after ,Jan- 42 Usc 603 note.
uary 1, 1978.

ACCESS TO WAGE INFORMATION

SEC. 403. (a) Part A of title IV of the Social Security Act is amended
by adding after section 410 the following new section:

"ACCESS TO WAGE INFORMATION

42 USC 611."SEC. 411. (a) Notwithstanding any other provision of law, the Sec-
retary shall make available to States and political subdivisions thereof
wage information contained in the records of the Social Security
Administration which is necessary (as determined by the Secretary
in regulations) for purposes of determining an individual's eligibility
for aid or services, or the amount of such aid or services, under a State
plan for aid and services to needy families with children approved
under this part, and which is specifically requested by such State or
political subdivision for such purposes.

"(b) The Secretary shall establish such safeguards as are necessary
(as determined by the Secretary under regulations) to insure that
information made available under the provisions of this section is used
only for the purposes authorized by this section.".

(b) Section 3304(a) of the Federal Unemployment Tax Act is 26 USC 3304.
amended by redesignating paragraph (16) as paragraph (17) and by
inserting after paragraph (15) the following new paragraph:

"(16) (A) wage information contained in the records of the
agency administering the State law which is necessary (as deter-
mined by the Secretary of Health, Education, and Welfare in
regulations) for purposes of determining an individual's eligibil-
ity for aid or services, or the amount of such aid or services, under
a State plan for aid and services to needy families with children
approved under part A of title IV of the Social Security Act, shall 42 USC 601.
be made available to a State or political subdivision thereof when
such information is specifically requested by such State or political
subdivision for such purposes, and

"(B) such safeguards are established as are necessary (as deter-
mined by the Secretary of Health, Education, and Welfare in
regulations) to insure that such information is used only for the
purposes authorized under subparagraph (A) ;".

(c) Section 402 (a) of the Social Security Act is amended— 42 Usc 602.
(1) by striking out the word "and" at the end of paragraph

(2$ by striking out the period at the end of paragraph (28) and
inserting in lieu thereof a semicolon and the word "and"; and
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(3) by adding at the end thereof the following new paragraph:
"(29) effective October 1, 1979, provided that wage informa-

tion available from the Social Security Administration under
42 Usc 611. the provisions of section 411 of this Act, and wage information

available (under the provisions of section 3304 (a) (16) of the
26 USC 3304. 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 sec-
tions; except that the State shall not be required to request such
information from the Social Security Administration where such
information is available from the agency administering the State
unemployment compensation laws.".

Effective date. (d) The amendments made by this section shall be effective on the
42 USC 602 note, date of the enactment of this Act.

STATE DEMONSTRATION PROJECTS

42 USC 1315. SEC. 404. Section 1115 of the Social Security Act is amended—
(1) by inserting "(a)" after "SEc. 1115.";
(2) by redesignating subsections (a) and (b) as paragraphs

(1) and (2), respectively; and
(3) by adding at the end thereof the following new subsection:

"(b) (1) In order to permit the 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 individ-
uals who are recipients of public assistance, any State having an

42 USC 601. approved plan under part A of title IV may, subject to the provisions
of this subsection, establish and conduct not more than three demon-
stration projects. In establishing and conducting any such project the
State shall—

"(A) provide that not more than one such project be conducted
on a statewide basis;

"(B) provide that in making arrangements for public service
employment—

"(i) appropriate standards for the health, safety, and
other conditions applicable to the performance of work and
training on such project are established and will be main-
tained,

"(ii) such project will not result in the displacement of
employed workers,

"(iii) each participant in such project shall be compensated
for work performed by him at an hourly rate equal to the
prevailing hourly wage for similar work in the locality where
the participant performs such work (and, for purposes of
this clause, benefits payable under the State's plan approved
under part A of title IV of the family of which such partic-
ipant is a member shall be regarded as compensation for work
performed by such participant),

"(iv) with respect to such project the conditions of work,
training, education, and employment are reasonable in the
light of such factors as the type of work, geographical region,
and proficiency of the participant, and

"(v) appropriate workmen's compensation protection is
provided to all participants; and

"(C) provide that participation in such project by any indi-
vidual receiving aid to families with dependent children be
voluntary.
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"(2) Any State which establishes and conducts demonstration proj-
ects under this subsection may, subject to paragraph (3), with respect
to any such project—

"(A) waive, subject to paragraph (3), any or all of the require-
ments of sections 402(a) (1) (relating to statewide operation), 42 Usc 602.
402(a) (3) (relating to administration by a single State agency),
402(a) (8) (relating to disregard of earned income), except that
no such waiver of 402(a) (8) shall operate to waive any amount in
excess of one-half of the earned income of any individual, and 402
(a) (19) (relating to the work incentive program)

"(B) subject to paragraph (4), use to cover the costs of the proj-
ect such funds as are appropriated for payment to such State with
respect to the assistance which is or would, except for participa-
tion in a project under this subsection, be payable to individuals
participating in such projects under part A of title IV for any
fiscal year in which such projects are conducted; and

"(C) use such funds as are appropriated for payments to States
under the State and Local Fiscal Assistance Act of 1972 for any 31 USC 1221
fiscal year in which the project is conducted to cover so much of note.

the costs of salaries for individuals participating in public serv-
ice employment as is not covered through the use of funds made
available under subparagraph (B).

"(3) (A) Any State which wishes to establish and conduct demon- Application.
stration projects under the provisions of this subsection shall submit
an application to the Secretary in such form and containing such
information as the Secretary may require. Whenever any State sub- Notice.
mits such an application to the Secretary, it shall at the same time
issue public notice of that fact together with a general description of
the project with respect to which the application is submitted, and
shall invite comment thereon from interested parties and comments
thereon may be submitted, within the 30-day period beginning with
the date the application is submitted to the Secretary, to the State or
the Secretary by such parties. The State shall also make copies of the Copies, public
application available for public inspection. The Secretary shall also inspection.

immediately publish a summary of £he proposed project, make copies
of the application available for public inspection, and receive and
consider comments submitted with respect to the application. A State
shall be authorized to proceed with a project submitted under this
subsection—

"(i) when such application has been approved by the Secretary
(which shall be no earlier than 30 days following the date the
.aplication is submitted to him), or

(ii) 60 days after the date on which such application is sub-
mitted to the Secretary unless, during such 60 day period, he denies
the 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
purposes of this subsection and the purposes of part A of title IV, the 42 USC 601.
Secretary may disapprove such waiver. The project with respect to
which any such disapproved wtLiver was made shall be terminated by
such State not later than the last day of the month following the
month in which such waiver was disapproved.
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"(4) Any amount payable to a State under section 403 (a) on behalf
of an individual participating in a project under this section shall not
be increased by reason of the participation of such individual in any
demonstration project conducted under this subsection over the amount
which would be payable if such individual were receiving aid to f am-
ilies with dependent children and not participating in such project.

"(5) Participation in a project established under this section shall
not be considered to constitute employment for purposes of any finding

42 Usc 607. with respect to 'unemployment' as that term is used in section 407.
Termination. "(6) Any demonstration project established and conducted pursuant

to the provisions of this subsection shall be conducted for not longer
than two years. All demonstration projects established and conducted
pursuant to the provisions of this subsection shall be terminated not
later than September 30, 1980.".

REIMBURSEMENT FOR ERRONEOUS STATE SUPPLEMENTARY PAYMENT

1383 SEC. 405. (a) Notwithstanding any other provision of law, the Secre-
tary of Health, Education, and Welfare is authorized and directed
to pay to each State an amount equal to the amount expended by such
State for erroneous supplementary payments to aged, blind, or disabled
individuals whenever, and to the extent to which, the Secretary
through an audit by the Department of Health, Education, and Wel-
fare which has been reviewed and concurred in by the Inspector
General of such department determines that—

(1) such amount was paid by such State as a supplementary
payment during the calendar year 1974 pursuant to an agreement
between the State and the Secretary required by section 212 of the
Act entitled "An Act to extend the Renegotiation Act of 1951 for

87 Stat. 155. one year, and for other purposes", approved July 9, 1973, or such
amount was paid by such State as an optional State supplementa-

42 USC 1382e. tion, as defined in section 1616 of the Social Security Act, during
the calendar year 1974,

(2) the erroneous payments were the result of good faith reli-
ance by such State upon erroneous or incomplete information
supplied by the Department of Health, Education, and Welfare,
through the State data exchange, or good faith reliance upon
incorrect supplemental security income benefit payments made by
such department, and

(3) recovery of the erroneous payments by such State would
be impossible or unreasonable.

Appropriation (b) There are authorized to be appropriated such sums as are
authorization, necessary to carry out the provisions of this section.

TITLE V—MISCELLANEOUS

COVERAGE UNDER MEDICARE OF CERTAIN POWER-OPERATED WHEELCHAiRS

42 USC 1395x. SEC. 501. (a) Section 1861(s) (6) of the Social Security Act is
amended by mserting after "wheelchairs" the following: "(which may
include a power-operated vehicle that may be appropriately used as a
wheelchair, but only where the use of such a vehicle is determined to be
necessary on the basis of the individual's medical and physical condi-
tion and the vehicle meets such safety requirements as the Secretary
may prescribe) ".
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(b) Section 1842(b) (3) of such Act is amended by inserting after 42 Usc 1395u.
the fourth sentence thereof the following new sentence: "With respect
to power-operated wheelchairs for which payment may be made in
accordance with section 1861 (s) (6), charges determined to be reason- Ante, p. 1564.
able may not exceed the lowest charge at which power-operated
wheelchairs are available in the locality."

(c) The amendments made by this section shall be effective in the Effective date.
case of items and services furmshed after the date of the enactment 42 USC 1395x

of this Act. note.

PEDERAL ELECTION CAMPAIGN ACT AMENDMENTS

SEC. 502. (a) Secfion 328 of the Federal Election Campaign Act of
1971 (2 U.S.C. 441i) is amended—

(1) by inserting "(a)" immediately after "SEC. 328.", and
(2) by adding at the end thereof the following new subsections:

"(b) If an honorarium payable to a person is paid instead at his
request to a charitable organization selected by payor from a list of
5 or more charitable organizations provided by that person, that per-
son shall not be treated, for purposes of subsection (a), as accepting
that honorarium. For purposes of this subsection, the term 'charitable
organization' means an organization described in section 170(c) of
the Internal Revenue Code of 1954. 26 usc 170.

"(c) For purposes of determining the aggregate amount of hon-
orariums received by a person during any calendar year, amounts
returned to the person paying an honorarium before the close of the
calendar year in which it was received shall be disregarded.

"(d) For purposes of paragraph (2) of subsection (a), an honorar-
ium shall be treated as accepted only in the year in which that hon-
orarium is received.".

(b) The amendments made by subsection (a) shall apply with Effective date.
respect to any honorarium received after December 81,1976. 2 usc 441i note.

Approved December 20, 1977.
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THE PRESIDEI'IT: Since the Social Security system was evolved
under the Administration of Franklin Roosevelt, it has been a sacred
pact between the employees and employers with the framework established
and guaranteed by the Government to be sure that the working people of
this Nation had some guarantee of security after they reached the age
of retirement, or after they were disabled and unable to earn their
own livelihood.

In recent years, because of the highest unemployment rate since
the great depression, and the greatest inflation rate since the Civil
War, the integrity of the Social Security system has been in doubt.
This was an unanticipated drain on the resources of the reserve funds.

When I campaigned throughout the country for two years, one of
the most frequent questions asked me by working family members and
also by those who had already retired was what can be done to assure
us that the integrity of the Social Security system will be maintained.
It is a very difficult issue.

It is never easy for a politically elected person to raise
taxes. But the Congress has shown sound judgment and political
courage in restoring the Social Security system to a sound basis.

This legislation is wise. It has been evolved after very
careful and long preparation. It focuses the increased tax burdens
which were absolutely mandatory in a way that is of least burden to
the families of this Nation who are most in need of a sound income.

The level of payments were raised for those who are wealthier
in our country where they can most easily afford increased payments.
In the past they have avoided the rate being applied to their much
higher income than the average working family.

At the same time, the Congress has removed the unnecessarily
stringent limits on how much a retired person can earn and still
draw Social Security, the Social Security system for which that person
has paid during his or her working years.
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The limit will now be increased to $6,000 per year income
over two or three years without losing Social Security benefits.

This legislation also moves to eliminate discrimination
because of sex. It removes references to the sex of the recipient.

The most important thing, of course, is that without this
legislation the Social Security reserve funds would have begun to
be bankrupt in just a year or two, by 1979. Now this legislation
will guarantee that from 1980 to the year 2030, the Social Security
funds will be sound.

I want to congratulate the Congressional leaders assembled
behind me here -- the Chairmen of the appropriate committees,
Senator Long, Ullman, Tip O'Neill, our Speaker, Bob Byrd,
Senator Nelson, and many other Members who have worked so long
and hard to guarantee that this legislation might be passed. It

was not an easy task, but I believe that everyone in this Nation
who values the concept of Social Security has been well served.
And I want to thank these courageous and far-sighted Congressional
leaders for their bold and appropriate action.

Mr. Chairman, you all did a good job. (Applause)

(Signing of bill.)
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STATEMENT BY THE PRESIDENT

Before I became President the concern expressed to me most
often was the fear that the social security system was in danger
of bankruptcy. This fear was backed up by facts:

-- A flaw had been introduced into the benefit
formula which overcompensated for inflation and
threw the system out of actuarial balance..

-- Declines in birth rates meant that there would
be fewer workers to support the system in the
future - - down from over 100 to 1 when the
system started, to lii. to 1 in 1950 to 3 t 1

today and to 2 to 1 in the next century.

-- The worst recession since the Great Depression
and the worst inflation since the Civil War had
depleted the reserves in the trust funds to the
point that the Disability Trust Fund would be
depleted by 1979 and the Old Age and Survivors
Trust Fund would run out by 1983.

-- A majority of Americans did. not believe that their
social security benefits would be there when they
needed them.

I am happy to be here today to sign legislation which will
reassure the 33 million people who are receiving benefits and the
1011. million workers now making contributions that the social
security system will be financially sound well into the next
century.

I congratulate the members of Congress for the courage and
leadership they have shown in enacting this bill this year. The
public overwhelmingly supports the purposes of the social security
system and that a clear majority feel that the Congress is showing
real courage In raising additional taxes to save the system according
to a recent poll.

Although the final bill differs in some respects from the
proposals I submitted last May it does fulfill all of the campaign
promises I made on social security:

-- Eliminates the yearly deficits of the social
security system and restores the trust fund.s
reserves to healthy levels.

more
(oVER)



2

-- The delayed retirement credit is increased to
reward those who choose to work beyond age 65
before claiming benefits.

-- Corrects the flaw in the benefit formula and
protects the purchasing power of present and
future beneficiaries.

-- Raises additional money primarily through
• increases in the taxable wage base making'the

system more progressive and minimizing the added
burden for low and. moderate Income workers.

-- Eases the earnings test, permitting recipients
to earn as much as $6,000 without losing any
benefits and those over 70 to continue with full
benefits no matter how much they might earn.

-- Several provisions are of great importance to
women: it removes from the Social Security Act
references to the sex of applicants; permits older
persons to remarry without the fear of losing some
of their social security benefits; and it makes
homemakers who are divorced after 10 years of
marriage eligible for benefits.

-- 1'bst importantly, It insures our senior citizens
today that their Social Security benefits will
be protected during their retirement and further
assures today's workers that the hard-earned
taxes they are paying into the system today will
be available upon their retirement.

Taken together these are tremendous achievements and
represent the most important social security legislation since
the program was established.

The social security program is a pact between workers and
their employers that they will contribute to a common fund to
insure that those who are no longer a part of the work force will
have a basic income on which to live. It represents our commitment
as a society to the belief that workers should not ltve in dread
that a disability, death or old age could. leave them or their
families destitute.

This bill was enacted this year in, a spirit of compromise.
The taxes are higher than those I proposed, but I believe that
much of the increase can be offset by my income tax reduction
proposals next month and additional reform in the social security
system. I am happy that the Congress accepted my advice and
avoided costly benefit increases at this time.

more
(OVER)
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It should be clear to everyone that although we may
have differed on some of the means to be used, we have been
in full agreement on the goals of this legislation. I am
particularly grateful to Senator Long, Congressman Ul1mn,
Senator Nelson, Congressman Burke and the House and Senate
leadership for the efforts they put into making this bill a
reality. I am pleased at how quickly we were able to move
this massive piece of legislation through the Congress so that
it could be signed today.

It is with great pleasure that I sign H.R. 93116.



Page Ii.

CONGRESSMAN JIM GUY TUCKER: Mr. President, I am
flattered. I guess as one of the younger members of this
crowd and. of the Congress --

THE PRESIDENT: You will pay more into the system.
(Laughter)

CONGRESSMAN TUCKER: That is right. Frankly, I hope
the time is not too far distant when I can pay more on my own
salary, as younger people all over the country have to pay on
their salary.

My father was manager of the Social Security system
in Arkansas all my life before his death. I grew up with a
respect and understanding of Social Security and its importance
to the working people of this country.

I am very proud that it is a Democratic President,

Democratic committee chairman, Democratic Congressional leaders
and a Democratic Administration that could give us this painful
but absolutely necessary help to the Social Security system
of this country. It is why I supported you and voted for you.
I knew you had the guts to do it. I am proud. to be here today.

(Applause)

THE PRESIDT: Thank you.

MORE
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SENATOR RUSSELL LONG: Mr. President, nobody really
enjoys voting for taxes if he has to run for office. I know you
know that as well as all the rest of us do. But in view of the
fact we are going to be paying anyway, I think that most people
would prefer to pay a little more if need be, as they will, and
have a sound program rather than be worried about whether the
program will be financed.

Nelson Cruikshank and some others who were advocating
the original Social Security bill here, and Wilbur Cohen was
here, who was appointed back at that time, and they advocated
and visualized a system where people would be free of fear
in old age. That is what we are doing with this bill. We are
trying to participate with you. (Applause)

CONGRESSMAN AL ULLMAN: Mr. President, I am sorry that
ow' subcommittee chairman Jim Burke isn't here. He is back
in Massachusetts, but he was chairman of the subcommittee. This
has been a long, onerous, difficult task, as you know. It is
never easy to set a program straight by adding taxes, but this
does it in a very responsible way and I wanted to mention Jim
Burke. He has been very important in this operation.

TIlE PRESIDENT: Well, with the help of these same
leaders of Congress in 1978 we will have tax reductions -- (Laughter)
which for every taxpayer will result in a lesser tax burden, even
in spite of the fact that this does increase tas to some degree.
But I know' that all of these leaders will be working with me to
give us a tax reform package in 1978 which will be more progressive
in nature -- that is, put the burden of taxation where it can
best be borne -- will be greatly simplified and will also be
substantially reduced.

So we are looking forward to good. tax reductions
in 1978.

CONGRESSMAN AL ULLMAI'I: That will be easy to pass.

THE PRESIDENT: Thank you very much, everybody.

END (AT 8:14.0 A.M. EST)
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SUMMARY OF H.R. 9346, THE SOCIAL SECURITY AMENDMENTS OF 1977,
As PASSED BY TRE CORE1

Tax rates.—The bill includes a new social security tax rate schedule
which increases the rates in 1979, 1981, 1982, and 1990 to provide addi-
tional financing. Tax rates for the self-employed are increased so as
to restore the original level of 11/2 times the employee rate for the old-
age, survivors, and disability portion of the tax, effective in 1981.
In addition, H.R. 9346 provides for a reallocation of incomet the dis-
ability trust fund which would have been exhausted in about a year
under present law. The tax rate schedule is as follows:

iTbis bill was signed into law on December 20, 1977, as Public Law 95—210.

(1)



TAX RATES FOR THE SOCIAL SECURITY TRUST FUNDS
[In percent]

Calendar year
Present law

OASI' D12 OASDI Hl8 Total OASII
H.R. 9346

012 OASDI H18 Total

EMPLOYERS AND EMPLOYEES, EACH

1977 4375 0.575 4.95 0.90 5.85 4.375 0.575 4.95 0.901978 4.350 .600 4.95 1.10 6.05 4.275. .775 5.05 1.001979-80 4.350 .600 4.95 1.10 6.05 4.330 .750 5.08 1.051981 4.300 .650 4.95 1.35 6.30 4.525 .825 5.35 1.30
1982-84 4.300 .650 4.95 1.35 6.30 4.575 .825 5.40 1.301985 4.300 .650 4.95 1.35 6.30 4.750 .950 5.70 1.351986-89 4.250 .700 4.95 1.50 6.45 4.750 .950 5.70 1.451990-2010 4.250 .700 4.95 1.50 6.45 5.100 1.100 6.20 1.452011 and later 5.100 .850 5.95 1.50 7.45 5.100 1.100 6.20 1.45

SELF-EMPLOYED PERSONS

• 1977 6.185 0.815 7.0
1978 6.150 .850 7.0
1979-80 6.150 .850 7.0
1981 6.080 .920 7.0
1982-84 6.080 .920 7.0
1985 6.080 .920 7.0
1986-89 6.010 .990 7.0
1990-2010 6.010 .990 7.0
2011 and later 6.000 1.000 7.0

0.90 7.9 6.1850 0.8150 7.0 0.90 7.9
1.10 8.1 6.0100 1.0900 7.1 1.00 8.1
1.10 8.1 6.0100 1.0400 7.05 1.05 8.1
1.35 8.35 6.7625 1.2375 8.00 1.30 9.3
1.35 8.35 6.8125 1.2375 8.05 1.30 9.35
1.35 8,35 7.1250 1.4250 8.55 1.35 9.90
1.5 8.5 7.1250 1.4250 8.55 1.45 10.00
1.5 8.5 7.6500 1.6500 9.30 1.45 10.75
1.5 8.5 7.6500 1.6500 9.30 1.45 10.75

I Old-age and survivors insurance.
2 Disability'insurance.
8 Hospital insurance (part A of medicare).

5.85
6.05
6.13
6.65

6.70
7.05
7.15
7.65 I'.,
7.65
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Tax base.—The bill also would increase the taxable wage base above
present law levels in 1979, 1980, and 1981. After 1981, the base would
be increased annually in line with wage levels, as under present law.
Under the bill, as under present law, the tax base would be the same
for employers, employees, and self-employed. The tax base schedule
for employers, employees and the self-employed under present law
and under the bill is shown below:

CONTRIBUTION AND BENEFIT BASE

Calendar year
Under

present law
Under

H.R. 9346

1977
1978
1979
1980

$16,500
17,700

'18,900
'20,400

$16,500
17,700
22,900
25,900

1981
1982
1983
1984

121,900
'23,400
124,900
126,400

29,700
131,800
'33,900
'36,000

1985
1986
1987

127,900
129,400
131,200

'38,100
'40,200
142,000

1 Estimated amount under automatic provisions

Railroad retirement system and Pension Benefit Guaranty Corpora-
tion.—The bill contains a provision to guarantee that the new social
security financing provisions which increase the taxable earnings base
would not increase the employer tax liability to finance tier II benefits
(nor would it increase the amount of those benefits) under the rail-
road retirement system. Tier II benefits are those paid to supplement
the tier I payments which correspond to basic social security benefits.
Similarly, the bill provides that the increases in the earnings base spe-
cified in the bill would not increase the maximum amount of pension
insured by the Pension Benefit Guaranty Corporation stablished un-
der the Employee Retirement Income Security Act of 1974.

Decoup'ing and new wage-indexed formula.—The bill provides
that the automatic cost-of-living increase provisions will in the future
apply only to those already on the benefit rolls at the time of each
increase. (Under present law, the increases raise the benefit formula
for future retirees as well as for those on the rolls.) For future retirees,
the bill adopts a new benefit formula under which benefit amounts
would be related to the earnings an individual had under social
security with an adjustment to reflect changing wage levels during
his working years. The new system would index a worker's earnings
to reflect annual increases in average earnings levels up to the second
year before eligibility (age 62, death, or disability).
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The new benefit computation will provide a benefit level for 1979
averaging about 5 percent lower than the average anticipated under
present law. In the future benefits will be kept at approximately the
1976 relationship to preretirement earnings. In order to provide an
orderly transition from the. present computation procedures to the new
computation, the bill guarantees that, for the first 5 years, 1979—1983,
retirement benefits paid will note be less than would be paid under the
benefit table in effect for December 1978.

The transition provision will not be applicable to disability and
survivor cases. As under present law, benefits would continue to be in-
creased according to the increases in the cost-of-living after a person
reaches age 62 or becomes disabled, or in the case of survivor's bene-
fits, after the time of the worker's death.

Minimum, benefit.—The minimum benefit for future beneficiaries
would be frozen at the 1979 dollar amount (about $121 for an individ-
ual). In the future minimum benefit would be adjusted for annual
cost-of-living increases only after the individual starts receiving
benefits.

Special minimum.—The bill increases the special minimum benefit
which is paid to some long-term, low-paid workers. Under present
law this benefit is equal to $9 tirne.s the number of years coverage a
worker has in excess of 10 and up to 30, but it is not subject to
annual cost-of-living increases. The b:ill would increase the $9 figure to
$11.50, which would make the highest amount payable under the pro-
vision $230 a month. Also, H.R. 9346 would make the special minimum
benefit subject to annual cost-of-living increases in the future.

Delayed retirement eredit.—Present law provides that retirement
benefits are increased 1 percent a year for each year that a worker
continues to work beyond age 65 without taking his benefits. The hi] I
would increase this to 3 percent; it would apply beginning in 1982.
Effective June 1978, the bill would also make the delayed retirement
credit applicable to widows and widowers benefits.

Retirement test hanges.—The bill would raise to $4,000 in 1978,
$4,500 in 1979, $5,000 in 1980, $5,500 in 1981, and $6,000 in 1982 the
annual amount of earnings a beneficiary, age 65 to 72, may have with-
out having any benefits withheld. After 1982, the limitation would be
adjusted automatically on the basis of earnings levels as under present
law. The retirement test of present law, which is to rise from $3,000
this year to $3,240 in 1978 with continuing automatic increases there-
after, would continue to apply to beneficiaries under age 65.

The age at which individuals may receive full benefits without
regard to their earnings would be reduced from 72 to 70 beginning in
1982.

The bill would eliminate the monthly exception to the retirement
test—the provision in present law under which full social security
benefits are paid for any month in which a person does not engage in
substantial self-employment and earns one-twelfth of the. annual re-
tirement test amount, or less, regardless of total earnings for the year.
However, the monthly exception woukl be retained for the first year in
which a worker begins to receive retirement benefits.

C'overaqe sfndy.—The bill provides for a comprehensive study of
the question of expanding coverage under social security by bringing



5

under the system all Federal employees, and the remainder of State
and local government employees and employees of nonprofit organiza-
tions not now covered. 'I'he study is to include methods of coordinat.-
ing social security coverage with those retirement systems which now
apply to the public employees involvecL The study would be under the
direction of the Secretary of Health, Education, and Welfare who is
to consult with the Secretary of the Treasury, the 1)irector of the
Office. of Management and Budtet, and the Chairman of the Civil
Service Conimission. The hEW Secretary is directed to complete the
study and submit a report with recommendations to the President and
to Congress within 2 years after enactment of the bill.

Employees o nonpro fit organizatio'ns.—The bill contains provisions
desined to correct some unintefl(led effects of Public Law 94—563
enacted in 1976 to deal with problems of nonprofit organizations that
had been paying social security taxes incorrectly because they had
not filed the necessary waivers with the Internal Revenue Service to
make the Payments legal.

One provision in the bill would forgive back taxes due, up to Jime SO,
1977, on behalf of nonprofit organizations which ceased paying social
security taxes after they had found they ivere not required to do so,
but. (lid not receive a refund of these taxes.

Another provision would extend to March 31, 1978, the period clur-
ing which nonprofit. organizations that had received a refund of social
sc.urity taxes could file a waiver certificate and list only those em-
ployees who had wanted to be covered under social security. Under
this waiver, they would owe back taxes only on t.he listed employees.
rf1e. right to file such a waiver under Public Law 94—563 expired
April 18, 1.977.

Inve..tmen.t i'ncome under limited pa.rtnersliip.—Tn recent years, a
growing number of businesses have offered limited partnerships
as a means of acquiring social security coverage solely through the
incomeS on investments in such partnerships. The bill excludes from
social security coverage the distributive share of income or loss which
a lnmted partner receives from a trade or business.

i'aton of related eorporations.—The bill provides that a group
of related corporations concurrently employing a worker would he
considered as a single employer if one of the zroup serves as a com-
mon paymaster for the e.ntire group. This would mean that the group
of crnporations would have to pay no more in social. security and
unemployment taxes for a single worker than a single emnloyer pays.

Ooe,rqe of tps.—Under social security, t.i.p income (if over 2O a
mont.h is taxed to the employee alone.. 'Under the. bill, the employer
will also he taxed on tip income up to the amount that., combined with
the employee's salary. equals the minimum wage under the Fair Labor
Standards Act.

(7l'/n?,Pn.—The bill would permit clergymen who previously re-
fused social security coverare a new opportunity to come under the
svsani as sl f-ernnloved persons.

J.feritincl. So,iiai Seenrt?/ Aq?'eemen is (toip7iption .—Tncludecl
in the. bill is a provision which would authorize the President. to enter
into bilateral nreements with interested countries providing for
limitd coordination of the. U.S. social security system with systems
of other countries. The agreements. known as totalization agreements,
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would eliminate dual social security coverage for the same work in
each country covered by an 'agreement, and would enable individuals
who work for periods 'in each of the countries covered by an agree-
ment to qualify for coordinated 'benefits in situations where they now
are not eligible for benefits in one or both of the countries involved.
The United States already has negotiated agreements with Italy 'and
West Germany which could be put into effect under this provision.
Each agreement will have to be submitted to Congress for 90 days
while it is in session before it can take effect; during that period either
the House or Senate can veto the agreement by majority vote.

Illinois policemen and firemen.—-The bill would allow approxi-
mately 400 Illinois policemen and firemen to get credits for past
payments into the social security system (and future coverage) even
though the 'applicable law did not permit such payments when they
were made.

Mississippi policemen and firemen—The bill would authorize social
security coverage for Mississippi policemen 'and firemen who previ-
ously were excluded from the system.

New Jerseij public emploijees.—The bill would add New Jersey to
the list of States which are permitted to hold referendums among
public employees for divided coverage under social security. Those
voting for coverage would be brought under social security; those
voting against would remain out of the system.

Wisconsin public eirtployees.—Tha bill would authorize a consoli-
dated public employee group in Wisconsin to continue under social
security on the same terms which applied to three groups before they
were merged into the consolidated organization.

Cost-of-living increases for earli,i retzrees.—Under present law, a
retiree who begins receiving benefits between ages 62 and 65 has his
monthly payment permanently reduced on an actuarial basis to take
account of the longer period that he will receive benefits. However,
when a subsequent cost-of-living increase is effective, the benefit in-
crease is not based on his reduced benefit amount. For example, at age
65 and later, each increase is based on his full (unreduceci) benefit.
The bill would apply to cost-of-living increases the same actuarial
reduction that was applied to their original monthly benefit.

Limitation on retroactive benefits.—Under present law a person
who files an application after he is first eligible can get benefits for a
retroactive period up to 12 months before the month in which the
application is filed. However, this can result in some cases in a perma-
nent reduction in his monthly benefiL The bill would eliminate retro-
active payments where the result -would be a permanently reduced
benefit.

Benefit payment dates.—The bill provides that social security and
supplemental security income benefit checks would be mailed in time
to be delivered early when the regular payment date falls on a Satur-
day, Sunday, or legal holiday.

Reduction in sponses' benefits for public pensions.—The bill con-
tains a provision under which social security dependency benefits pay-
able to spouses or surviving spouses would be reduced by the amount
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of any public (Federal, State, or local) pension available to the spouse.
The reduction would apply only to pension payments based on the
spouse's own work in public employment which is not covered under
social security. The provision would apply to applications for such
dependency benefits in and after the month of enactment of the
bill. To assure that persons who have been counting on these benefits
for many years and who are now at or near retirement age will not
be adversely affected, H.R. 9346 includes a transitional exception
under which certain individuals will not have their social security
benefits as spouses reduced by the amount of their public pension.
The exemption applies to those who are already retired under a public
pension program (or who will be eligible for suth retirement within
the next 5 years) and who also would qualify for spouses benefits
under social security under the law as in effect and as administered
in January 1977. In the event that the courts find it impermissible to
afford this protection to those who anticipated receiving their spouses'
benefits prior to March 1977 without providing it also to those would
qualify only as a result of a March 1977 court decision, the bill pro-
vides that the entire exception would become inoperative so that the
reduction in benefits would be applied in all cases.

Dieability benefits for the bind.—Blind persons would be eligible
for social security disability benefits up to a higher level of earnings
than now permitted. Under present regulations, substantial gainful
activity (SGA) is measured at $200 a month ($2,400 a. year) and
earnings over this amount would lead to termination of benefits. Under
the bill, the SGA amount for the blind would be the same as the retire-
ment test for persons age 65 and over—that is, $4,000 in 1978, $4,500
in 1979, $5,000 in 1980, $5,500 in 1981, $6,000 in 1982, and adjusted
automatically by increases in earnings levels thereafter. The SGA
level for other disabled persons is not changed.

Remarried widows.—Under existing law, a widow may receive a
social security benefit on her deceased husband's account equal to 100
percent of the benefit he would have received if he were still alive.
If the widow remarries and she is age 60 or over when she remarries,
she can retain the widow's benefit but at a 50 percent rate instead
of 100 percent. The bill would eliminate that reduction to a 50 per-
cent rate when a widow over ase 60 remarries.

Divoreed wife's beneits.—Under present law a woman can qualify
for a wife's benefit on the account of her former husband (or a surviv-
ing divorced wife's benefit on the account of a deceased former hus-
band) but only if the marriage lasted at least 20 years. The bill lowers
the required duration of marriage to 10 years.

Treatment of men and women.—The bill directs the Secretary of
Health, Ethication, and Welfare, in consultation with the Justice De-
partment Task Force on Sex Discrimination, to carry out a detailed
study of proposals: (1) to eliminate dependency as a requirement for
entitlement to social security spouse's benefits, and (2) to bring about
the equal treatment of men and women in any and all respects. In
conducting this study the Secretary is to take into account the effects
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of the changing role of women in today's society includiiig such things
as : (1) changes in the nature and extent of women's participation in
the labor force, (2) the increasing divorce rate, and (3) the economic.
value of women's work in the home. A full and complete report is to
be submitted by the Secretary to the Congress within 6 months after
enactment of the bill.

Ann arti wage reporting.—Public Law 94—202 enacted in 1976 lnO(Ti-
fled the law to permit employers to report their employees' wages for
social security and income tax purposes annually on forms W—2 (be-
ginning with wages paid in 1978) in place of filing quarterly reports as
previously required. However, employers were still required to report.
quarterly wage data on the annual forms W—2 to enable the Social
Security Administration to deteim inc. whether a worker has enough
"ciuaiters of coverage" to be eligible for social security benefits. The
bill changes the way in which quarters of coverage are measured so
tha.t annual data will be used instead of quarterly data. Thus, em-
ployers no longer will have to report quarterly data on forms W—2.
Under l)iesent law a worker generally receives credit. for a quarter of
coverage for a calendar quarter in which he receives at least $50 in
wages. Under the bill, a worker is receive, one. quarter of coverage
(up to a total of foui) for each $250 of earnings in a year, and the
$250 amount will be automatically increased every year to take ac-
count of increases in average wages.

ATat'ii'7 Comnni.i&ion on Social Sec?/rzty.—TIle bill provides for
establishment of a bipartisan National Commission on Social Security,
composed of nine members—five appointed by the President and two
each by the. Speaker of the. House and the. President of the Senate—to
make a broad study of the social security program, including medicare.
'The. study would include the fiscal status of the trust funds, coverage.
adequacy of benefits, possible inequities, alternatives to the. current
programs and to the method of financing the system, integration of
the social security system with private retirement programs, and de.-
velopment of a special price index for the elderly. The Commission is
to present, its ful] report to the President and to the Coniess within
2 years after a majority of the members have been appointed.

Admin 'sh'atire law udqes.—Public Law 94—202 established tempo-
rary administrative law judge positions to hear social security. medi-
care. and supplemental security income cases. The bill converts these
ap])oilltments to peimanent status.

Advi.wr?, Couci7 on. Social Secu,iti,'.—The bill changes the report-
big (late for the. Advisor Council to be appointed in 1977 from
Jamuarv 1. 1979. to October 1, 1979.

Fiscal relief for we7 fare cosfs.—-Tlie bill provides, for a one-time
payment, to the States of $187 million as fiscal relief for State and local
welfare costs for fiscal year 1978. Half of such funds will be. distributed
to each State in proportion to its share of total expenditures under
the AFDC program for December 1976, and half will be distributed
under the general revenue sharing formula. In those States in which
local units of government are responsible for meeting part. of the costs
f the AFDC prorrrarn the fiscal relief payments would have. to be
passed thi:'ough to local governments. States would not be required to
pass through an amount in excess of 100 percent of the amount of
AFDC costs for which the local government was otherwise responsible.
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DISTRIBUTION OF FISCAL RELIEF FOR WELFARE COSTS
UNDER H.R. 9346

Amount
State (thousands)

Total $187,000

Alabama 2,180
Alaska 370
Arizona 1,307
Arkansas 1,361
California 25,245

Colorado 1,770
Connecticut 2,469
Delaware 523
District of Columbia 1,205
Florida 3,951

Georgia 2,938
Hawaii 1,138
Idaho . 512
Illinois 11,619
Indiana 3,037

Iowa 1,948
Kansas 1,498
Kentucky 2,845
Louisiana 2,996
Maine 980

Maryland 3,269
Massachusetts 1,172
Michigan 10,521
Minnesota 3,221
Mississippi 1,636

Missouri 3,130
Montana 446
Nebraska 822
Nevada 311
New Hampshire 489

New Jersey 6,951
New Mexico 922
New York 26,460
North Carolina 3,503
North Dakota 329
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DISTRIBUTION OF FISCAL RELIEF FOR WELFARE COSTS
UNDER H.R. 9346—Continued

Amount
State (thousands)

Ohio 7,802
Oklahoma 1,727
Oregon 2,219
Pennsylvania 11,241
Rhode Island 905

South Carolina 1,666
South Dakota 456
Tennessee 2,475
Texas 5,815
Utah 864

Vermont 483
Virginia 3,174
Washington 2,727
West Virginia 1,335
Wisconsin 4,286

Wyoming 218
Guam 47
Puerto Rico 450
Virgin Islands 33

1 Less than 0.05 percent.

Fiscal ince'ntives for lowering AFDC error rates.—The bill would
establish a system of fiscal incentives for States which have low dollar
error rates (below 4 percent) as measured by the AFDC quality control
findings of incorrect payments.

Under the provision States wihich have dollar error rates of, or
reduce their dollar error rates to, less than 4 percent but not less 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
of 4-percent payment error rate. This percentage would increase pro-
portionately as shown in the following table:

IncentiveIf the error rate is: percentage
At least 3.5 percent but less than 4 percent 10
At least 3 percent but less than 3.5 percent 20
At least 2.5 percent but less than 3 percent 80
At least 2 percent but less than 2.5 percent 40
Less than 2 percent 50

The State will retain this percent o the imputed Federal savings.

The dollar error rate of aid will include the payments to ineligibles
plus overpayments plus underpa.yments plus the amount which would
have been paid as benefits if the case had not been erroneously termi-
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nated or the application erroneously denied. The incentive would be
based on Federal savings as compared with a 4-percent rate of ex-
cessive payments—that is, erroneous payments for ineligibles and
overpayments.

Access by AFDC agencies to wage recorcls.—The bill specifically
authorizes State AFDC agencies to obtain wage information from the
wage Tecords maintained by the Social Security Administration and
the wage records maintained by State unemployment compensation
agencies for purposes of determining eligibility for (or amount of)
AFDC. The Secretary of HEW would establish the necessary safe-
guards to prevent the improper use of such information. Effective
October 1, 1979, States would be required to request and make use of
this wage information either from the State unemployment compen-
sation agency (if available there) or from the Social Security
Administration.

State welfare demonstration pro jects.—The bill would authorize
certain types of State demonstration projects related to the AFDC
program to be implemented if the Secretary did not specifically dis-
approve the implementation of such projects within sixty days after
the State applies to have the projects approved. in other words, a
State could proceed with such projects either when the "Secretary ap-
proved them, or sixty days after submitting them to the Secretary if
no decision had been reached by HEW within that period.

Under this 'authority, States would be permitted to conduct not more
than three demonstration projects but not more than one on a state-
wide basis. Projects involving publi'c service employment would have to
pay prevailing 'wages and meet reasonable standards related to health,
safety and other conditions, could not displace employed workers,
would have to be reasonable for the individuals participating, and
would have to provide appropriate workmen's compensation protec-
tion. Participation in any project by any AFDC recipient would have
to be on a voluntary basis.

States would be permitted to waive ordinary statutory rules re-
quiring statewide uniformity, administration by a single agency, and
regarding participation in the work incentive program and the dis-
regard of certain amounts of earned income. (Not more than half of
all earnings could 'be disregarded under the waiver authority, how-
ever.)

AFDC matching for these demonstration projects would be limited
to the amount the State would have received through AFDC if it had
not implemented the demonstration project. In addition, the State's
general revenue sharing funds could be used to cover the costs of
salaries for pnrticipants in public service employment which are not
covered by AFDC matching.

Once implemented, demonstration projects could continue for up to
2 years unless the Secretary took action to disapprove a State waiver
of statutory rules before the end of the 2-year period. The provision
would riot apply after September 30, 1980.

The bill provides that when a State submits 'an 'application it would
be required to make a public announcement that such application has
been made, make copies of the application available and receive public
comments for at least 30 days. The Secretary would also be required
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to 1)UbliSh a sununaly of the Proposed deinon4iatioii project and make
copies of the fl1)1)liCUtiOn available.

The Secretary of HEW could deny applications by a State timler
this piovisioii any time after receipt of the application, but coul.d not
appr% application until 30 clays after it has been submitted.

ErIoneou$ State suj.plcmentary 7a?Jmnts.—1I.B. 9346 provides an-
thorization and direction for the Secretary of health, Education. aiid
Welfare to reimburse a State for erroneous State supplenientarv pay—
mnents administered by theni and paid during 1974 to the extent that
an HEW all(lit (reviewed and concurred in by the Inspector General
of the 1)epartmiient) determines is appropriate oii the basis that the
iiicorrect piy11Ients for the aged, blind, and disabled resulted from a
State's gocd faith reliance upon erroneous oi incomplete information
fuinisheci to the States by the Department or from a State's good faith
reliance on incorrect supplemental security income l)aYnlents made by
the I)epartme.nt.

TV/ieele/mtth's.—The bill w-oiild peiimit payimieiit for power-operated
wheelchairs under imiedicare where the vehicle is (lete.rlmuned to be
mne(hcafly necessary and safe.

Federal Election. Campaign Act am endmev t.—Thie bill l)rovnies
that a contribution to a tax-exenipt organization selected by the 1v°
from a list of hve or more organizations named by the Government
officer or employee would not be treated as an honorarium. It, also
1)Lo\'i(les that amounts returned to a payor before the end of time
calendar year would not be treated as honoraria. The bill further 1)10-
vides that lionoraiia would be treated as accel)te(l in the year of
recejpt.



SocIAL SECITRITY FIXAXCING TABLES

Noi'r.—T1ie fol]owing tables aie based on information furnished by
the Social Security Administration





CHANGE IN ACTUARIAL BALANCE
OVER THE LONG-RANGE PERIOD
OF CHANGES INCLUDED IN H.R.

OF THE OASDI PROGRAM
(1977-2051) ASA RESULT
9346

[Percentage of payroll costs; preliminary estimates]

Description of item OASI Dl Total

Cost of social security system under
present law

Balance under present law -

Changes of the bill:
Decoupling
New (wage-indexed) benefit

formula
Freeze minimum at 1978 level

(including change in special
minimum)

Reduction in spouses' benefits
for public pension

Retirement test
Delayed retirement credit (in-

cluding DRC for widows)
Marriage/remarriage effect

after age 60
No retroactive benefit for ac-

tuarially reduced benefits
Actuarial reduction applied to

general benefit increase
Miscellaneous'
Annual reporting of earnings....

Total net effect of benefit
changes

Change in wage base
Self-employed tax rate to 1½

times employee tax rate
Tax rate schedule

Total net effect of financing
changes (including wage
base)

Total net cost effect

9.63 2.32 11.95

—5.91 —1.24 —7.16

.07

.04
—.11

—.06

—.01

.01

.24

—.01 .... —.01

.45 .08. .54

.08 .02 .10

1.11 .67 1.78

1 Includes change in SGA definition for blind, employer tax on tips deemed to
be wages, provision on limited partnership coverage, tax relief for affiliated corpo-
rations, reduction of 20 year marriage requirement to 10 years for certain bene-
ficiaries.

Note: Based on alternative II of the 1977 trustees report.

(15)

15.51
—6.06

3.68 19.19
—2.14 —8.20

.02 .08

.04
—.11

—.06

—.01

.01

.24

3.88 1.09 4.97

Balance under bill —1.07 —.38 —1.45

4.99 1.75 6.74



ESTIMATED AMOUNT OF CHANGES IN OASDI BENEFIT PAYMENTS UNDER H.R. 9346, CALENDAR YEARS 1978-83
(In mlIions)

Calendar years—

1978 1979 1980 1981 1982 1983

Total amount of change in benefit payments —$440 —$492 —$844 —$1,446 —$1,696 —$2,577

Benefit structure—net total —70 —351 —803 —1,473 —2,377

Decoupling and wage-indexing formula (net) —94 —423 —895 —1,563 —2,466
5-yr transition guarantee 24 79 118 150 180
Frozen minimum benefit —7 —26 —60 —106
3-percent delayed retirement credit 15

Changes in retirement test—net total 54 266 359 404 895 981

Increases in exempt amount' 267 491 585 640 709 762
Reduction in exempt age from 72 to 70 in 1982 403 441
Elimination of monthly measure —213 —225 —226 —236 —217 —222



Establish the retirement test exempt amount for beneficiaries aged
65 and over as a measure of substantial gainful activity for blind
disabled workers

Elimination of retroactive payments of actuarially reduced benefits —339
Limitation on increases in actuarially reduced benefits —90
Increase in benefits of surviving spouses, resulting from deceased

workers' delayed retirement credits 3
Delayed retirement credits for workers with actuarially reduced

benefits
Reduction in benefits of spouses receiving public retirement pensions. —68
Eliminate reduction in widowed spouses benefits due to remarriage

after age 60
Reduction in duration of marriage required for divorced spouses bene-

fits from 20 yr to 10 yr
Increase in special minimum benefits
Changes in annual wage reporting provisions ()
Authorization to enter into totalization agreements 2 (3)

Increases in contribution and benefit base

I Exempt amount increased for beneficiaries aged 65 and over to $4,000
in 1978; $4,500 in 1979; $5,000 in 1980; $5,500 in 1981; and $6,000
in 1982.2 The estimates represent additional OASDI benefit payments that would
result from implementation of totalization agreements already signed with
Italy and West Germany. No agreement can become effective if either House

7 10 13

14 22 24 26
—106 —108 —110 —112

67 80 86 92
12 14 14 15

1 4 9 18
5 4 4 5

(2) 21 62 161

1 1

—536 —550
—280 —500

4 5

1 2
—559 —565
—751 —948

2
—569

—1,157

130 155 166

30
—116

178 189

98
16
26

6
281

of Congress disapproves the agreement within 90 days after it is submitted
to Congress.

3 Less than $500,000.
Note—A positive fitiJre represents additional benefit payments, and a

negative figure represents a reduction in benefit payments.
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ADDITIONAL CONTRIBUTION INCOME RESULTING FROM H.R.
9346, CALENDAR YEARS 1978-83

[In billions]

Increase
in OASDI
self-em

Realloca- ployment
Increase tion of tax rates
in contri- tax rates to 134

bution and between times Increase
benefit OASDI employee in tax

Calendar year base and HI rate rates Total!

OASDI:
1978 1.6 1.7
1979 4.0 i.:i 1.5 6.6
1980 6.3 i.:i 1.8 9.2
1981 8.0 1.2 0.2 8.1 17.6
1982 8.8 1.3 .8 10.3 21.3
1983 9.4 1.4 .9 11.1 22.9

HI:
1978 —1.6 —1.6
1979 .9 —1.1 —.2
1980 1.4 —1.1 .2
1981 2.1 —1.2 .9
1982 2.4 —1.3 1.0
1983 2.5 —1.4 1.1

OASDHI:
1978
1979 4.9 1.5

(2)

6.4
1980 7.6 1.8 9.4
1981 10.1 .2 8.1 18.4
1982 11.2 .8 10.3 22.4
1983 11.9 .9 11.1 23.9

1 Includes relatively small amounts of additional taxes payable by employers on
employees' income from tips and reduction in taxes due to the provision on totaliza-
tion agreements.

2 Amount is less than $50,000,000.
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ESTIMATED OPERATIONS OF THE OASI AND DI TRUST FUNDS
COMBINED, UNDER THE PROGRAM AS MODIFIED BY H.R.
9346, CALENDAR YEARS 1977-87

[Dollar amounts in billions]

Net increase
Calendar year Income Outgo in funds

1977 $82.1 $87.6 —$5.5
1978 92.4 97.2 —4.8
1979 106.5 106.9 —4
1980 119.1 117.1 2.0
1981 137.1 127.4 9.6

1982 150.2 138.3 11.9
1983 161.3 149.2 12.1
1984 172.9 161.2 11.7
1985 194.2 174.0 20.1
1986 209.0 187.6 21.4
1987 223.7 202.0 21.7

Funds at begin- Funds at
ning of year end of year

Funds at
as a percent-
age of outgo

as a percent-
age of outgo

end of year during year during year

1977 $35.6 47 41
1978 30.8 37 32
1979 30.4 29 28
1980 32.4 26 28
1981 42.0 25 33

1982 53.9 30 39
1983 66.0 36 44
1984 77.7 41 48
1985 979 45 56
1986 119.3 52 64
1987 141.0 59 70

Note: The above estimates are based on the intermediate set of assumptions
shown in the 1977 trustees report
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ESTIMATED OPERATIONS OF THE OASI TRUST FUND UNDER
THE PROGRAM AS MODIFIED BY H.R. 9346, CALENDAR YEARS
1977-87

[Dollar amounts in billions]

Net increase
Calendar year Income Outgo in fund

1977 $72.5 $75.6 —$3.1
1978 78.6 83.6 —5.0
1979 90.8 91.6 —.8
1980 101.5 100.0 1.5
1981 116.0 108.4 7.5

1982 127.2 117.4 9.7
1983 136.6 126.3 10.3
1984 146.4 136.0 10.5
1985 162.0 146.4 15.7
1986 174.1 157.3 16.8
1987 186.3 168.9 17.4

Fund at
beginning Fund at end

ofyearasa ofyearasa
percentage percentage

Fund at end of outgo of outgo
ofear during year during year

1977 $32.3 47 43
1978 27.3 39 33
1979 26.5 30 29
1980 28.0 26 28
1981 35.6 26 33

1982 45.3 30 39
1983 55.6 36 44
1984 66.1 41 49
1985 81.7 45 56
1986 98.5 52 63
1987 115.9 58 69

Note: The above estimates are based oi the intermediate set of assumptions
shown in the 1977 trustees report.
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ESTIMATED OPERATIONS OF THE DI TRUST FUND UNDER THE
PROGRAM AS MODIFIED BY H.R. 9346, CALENDAR YEARS
1977-87

[Dollar amounts in billions]

Net increase
Calendar year Income Outgo in fund

1977 $9.6 $12.0 —$2.4
1978 13.8 13.7 .2
1979 15.7 15.3 .4
1980 17.6 17.1 .5
1981 21.1 19.0 2.1

1982 23.0 20.9 2.1
1983 24.7 22.9 1.8
1984 26.5 25.2 1.3
1985 32.1 27.7 4.5
1986 34.9 30.3 4.6
1987 37.4 33.1 4.3

Fund at

Fund at end
of year

beginning of
yearasa

percentage
of outgo

during year

Fund at end
ofyearasa
percentage

of outgo
during year

1977 $3.3 48 27
1978 3.5 24 25
1979 3.9 23 26
1.980 4.4 23 25
1981 6.5 23 34

1982 8.6 31 41
1983 10.4 38 45
1984 11.6 .41 46
1985 16.1 42 58
1986 20.8 53 69
1987 25.1 63 76

Note: The above estimates are based on the intermediate set of assumptions
shown In the 1977 Trustees Re port.
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ESTIMATED OPERATIONS OF THE HI TRUST FUND UNDER
THE PROGRAM AS MODIFIED BY H.R. 9346, CALENDAR YEARS
1977-87

[Dollar amounts in billions]

Net increase
Calendar year Income Outgo In fund

1977 $16.1 $16.2 —$0.1
1978 19.2 19.0 .2
1979 23.1 22.2 .9
1980 25.7 25.7 (1)

1981 34.0 29.7 4.3

1982 37.1 33.9 3.3
1983 39.7 38.5 1.2
1984 4:2.3 43.7 —1.4
1985 46.3 49.1 —2.8
1986 5:2.4 54.9 —2.5
1987 55.8 61.2 —5.4

.

Fund at begIn.
fling of year

Funds at
end of year

Fund at
end of year

as a percent.
age of outgo
during year

as a percent.
age of outgo
during year

1977 $10.5 66 65
1978 10.7 55 56
1979 11.6 48 52
1980 11.5 45 45
1981 15.9 39 53

1982 19.1 47 56
1983 20.3 50 53
1984 19.0 47 43
1985 16.1 39 33
1986 1:3.6 29 25
1987 8.2 22. 13

1 Outgo exceeds income by less than $50 million.

Note: The above estimates are based oi the Intermediate set of assumptions
shown In the 1977 trustees report.

0
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ACTUARIAL COST ESTIMATES FOR ThE OLD-AGE, SURVI-
VORS, DISABILITY, HOSPITAL, AND SUPPLEMENTARY
MEDICAL INSURANCE SYSTEMS UNDER THE SOCIAL
SECURITY ACT AS AMENDED THROUGH PUBLIC LAW
95—216

I. INTRODUCrlON

This report presents the actuarial cost estimates of the old-age and
survivors insurance (OASI) system, the disability insurance (DI)
system, the hospital insurance (HI) system, and the supplementary
medical insurance (SMI) system, based on the Social Security Act as
amended by the Congress. H.R. 9346 was passed by the House of
Representatives on October 27, and an amended version was passed
by the Senate on November 4. The conference committee agreed on
the final provisions of the bill on December 14, and the House and
Senate accepted the conference agreement on December 15. The
President approved the bill on December 20, 1977; it has been desig-
nated Public Law 95—216.This report has been prepared by the Office
of the Actuary, Social Security Administration for the use of the
Social Security Subcommittee of the House Committee on Ways and
Means.
.1. Categorization of estimates

In general, the estimates in this report are categorized as short-,
medium-, and long-range estimates. Estimates for the next 10 years
are considered to be short range. Estimates for the next 25 years are
considered to be medium range for the old-age, survivors, and disa-
bility insurance (OASDI) system and long range for the HI system.
Estimates for the next 75 years are prepared only for the OASDI
system and are considered to be long range for that system.

One exception to the above categorization of estimates occurs with
respect to the SMI system which is financed on a year-by-year basis.
9. Form of the estimate8

Short-range estimates are presented in terms of current dollar
amounts. For example, such items as income, expenditures, and trust
fund balances are all shown in that form over the first 10 years.

Medium- and long-ra.nge estimates, however, are shown as per-
centages of taxable payroll (rather than in dollar amounts). The
taxable payroll consists of the total earnings which are subject to social
security taxes, adjusted to reflect the lower contribution rates on self-
employment income, tips, and multiple-employer "excess wages."
This adjustment is made so that the expenditures, when expressed as
a percent of taxable payroll—that is, the expenditures divided by the
taxable payroll and expressed as a percentage—will be comparable
to the combined employer-employee tax rate in the law.
3. Assumptions underlying the estimates

In general, the estimates presented in this report are based on the
intermediate set of assumptions (alternative II) described in the 1977

(1)
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Annual Report of the Board of Trustees of the Federal Old-Age and
Survivors Insurance and Disability Insurance Trust Funds and in
the 1977 Annual Report of the Board of Trustees of the Federal Hos-
pital Insurance Trust Fund. In addition, some estimates included, in
this report are based oi the sets of assumptions designated as alter-
native I and alternative III in the trustees reports mentioned above.
Table .1 summarizes, by alternative, the assumed values of selected
economic and demographic factors.

TABLE 1.—Value8 of Belected economic and demo grapli.ic factor8 in-
cuded in alternatzve8 I, II, and. III, by calendar year

Percentage increase in average
annual—

Wages in Consumer
covered Price
employ- Index Real

Calendar year went. (CPI) wages'

Average
annual

unemploy-
went

rate

Total
fertility

rate 2

Alternative I:
1977 8.4 6.0 2.4 7.1 1,709.9
1978 8. 2 5. 3 2. 9 6. 3 1,685. 9
1979 7.9 4.6 3.3 5.6 1,662.0
1980 6. 6 4. 1 2. 5 5. 0 1,670.2
1981 5.8 3. 4 2. 4 4. 5 1, 710. 5
1.982 5.3 3.0 2.3 4.5 1,750.9
1983 5.25 3. 0 2.25 4. 5 1,791.2
1984 5.25 3.0 2.25 4.5 1,832.0
1985 5. 25 3. 0 2. 25 4. 5 1, 874. 0
1990 5.25 3. 0 2 25 4. 5 2, 097. 0
1995 5.25 3.0 2.25 4.5 2,250.4
2000 5.25 3.0 2.25 4.5 2,297.2
2005 and later .5. 25 3. 0 2. 25 4. 5 2, 300. 0

Alternative II:
1977 & 4 6. 0 2. 4 7. 1 1, 709. 9
1978 . 8. 1 5. 4 2. 7 6. 3 1, 685. 9
1979 7. 8 5. 3 2. 5 5. 7 1, 662. 0
1980 7. 1 4. 7 2. 4 5. 2 1, 662. 9
1981 6.4 4.1 2.3 5.0 .1,688.8
1982 6.0 4.0 2.0 5.0 1,714.7
1983 5.75 4.0 1.75 5.0 1,740.5
1984 5. 75 4. 0 1. 75 5. 0 1, 766. 8
1985 5. 75 4. 0 1. 75 5. 0 1, 794. 4
1990 5.75 4.0 1.75 5.0 1,953.0
1995 5. 75 4. 0 1. 75 5. 0 2,068. 0
2000 5. 75 4.0 1.75 5.0 2, 100. 6
2005 and later 5. 75 4. 0 1. 75 5. 0 2, 100. 0

Alternative III:
1977 8. 4 6. 0 2. 4 7. 1 1,709. 9
1978 '7.9 5.7 2.2 6.4 1,685.9
1979 8.1 7.6 .5 6.6 1,662.0
1980 8.2 5. 9 2. 3 6. 6 1, 648. 4
1981 . 7.0 5. 1 1.9 6.3 1,645.2
1982 6. 5 5. 0 1. 5 6. 0 1, 642. 1
1983 6. 25 5. 0 1. 25 5. 6 1, 638. 9
1984 6.25 5. 0 1.25 5. 5 1,636.2
1985 6.25 5. 0 1. 25 5. 5 1,635. 0
1990 6. 25 5. 0 1. 25 5. 5 1, 665. 2
1995 6. 25 5. 0. 1. 25 5. 5 1, 703. 2
2000 6.25 5.0 1.25 '5.5 1,707.3
2005 and later 6. 25 5. 0 1. 25 5. 5 1, 700. 0

'Expressed as the difference between percentage lnc:reases In average annual wages and average annual

'Average number of children born per 1,000 wonsen'in their lifetime.



Table 2 summarizes the OASDI general benefit increases, projected
to become effective automatically under each alternative.

TABLE 2.—General bene fit i'ncreases pro)ected to become effective
automatically under alternatives I, II, and III, by calendar year

Calendar year

General benefit Increase under alternative—

I U III

1977
1978
1979

5 5
4. 8 5. 2 6. 9

1980 4. 5 5.0 6. 8
1981 3.6 4.2 5.2
1982 3. 1 4. 0 5. 0
1983 and later 3. 0 4. 0 5.

•
NOTE—Prior to the amendments In Public Law 91—216 the general benefit increases applied both to

persons eligible for benefits at the time of benefit Increase and to persons becoming eligible for benefits there•
after. Under Public Law 95—216, after 1978 they do not apply to persons who become eligible for benefits
alter the calendar year in which the benefit increase becomes effective.

4. Financial soundness
In the short-range the financial soundness of each component of

the OASDHI system can be assessed by considering the size of the
trust fund balance (in absolute terms and as a ratio to the annual
expenditures) and whether it is increasing or decreasing. In the
long-range the traditional measure of financial soundness has been
the actuarial balance of the system. This is defined as the difference
between the average tax rate scheduled in the law and the average
future annual expenditures expressed as percent of taxable payroll.
If the difference is less than 5 percent of the average expenditures,
the system is said to be in close actuarial balance.

After the following summary of the various provisions in Public
Law 95—216 this report presents short-, medium-, and long-range
estimates projected for the OASDHI system as it was before and
after the amendments.

II. SUMMARY OF VARIOUS PROVISIONS OF PUBLIC LAW 95—216

From an actuarial cost standpoint, the important provisions of
Public Law 95—216 are as follows:
.1. Wage-indexed decoupling with an eligibility indexing point and with

a 5-percent benefit reduction from the 1979 level
Benefits for persons first eligible after 1978 will be computed using

a formula based on the average indexed monthly earnings (AIME).
The formula for primary insurance amount (PTA) shown below,
which was adopted for 1979, represents a reduction in the average
benefit of 5 percent below that which would have been payable at
first eligibility under prior law.

90 percent of the first $180 of AIME, plus
32 percent of AIME over $180 and through $1,085, plus
15 percent of AIME over $1,085.

The bendpoints of the formula (the amounts $180 and $1,085) will
be adjusted annually after 1979 according to changes in the average
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earnings. The AIME will• be based on the same .omputation period
which has been used for computing the average monthly wage (AMW)
under the law prior to the amendments, but the earnings records of
all'wotkers wiul'now' be indexed (according to increases in average
earnings) to the levni preailing.iu the sacond year before 'tbe.year of
first eligibility or death.

An individual who first becomes eligible for retirement benefits
(attains age 62) during the 5-year period 1979—83 is guaranteed no

less than the benefit payable according to the benefit table in effect
in December 197.8.
I :Benefits wi1 continue to be increased every June according to

increases in the first-quarter average Consumer Price Index (provided
that the increase is at least 3 percent). However, these benefit increases
will be credited only to those who attain age 62, die or have an onset
of disability in the year of the benefit increase or in a prior year.

The family maximum benefit will be computed from the PTA and
is based on a four-step formula. For 1979 eligibility the formula will -
be

150 percent of the first $230 of PIA, plus
272 percent of PTA over $230 and through $332, plus
134 percent of PTA over $332 and through $433, plus

.175 percent of PTA over $433.
The three bendpoints in this formula ($230, $332, and $433) will be
adjusted annually after 1979 according to changes in the average
earnings.. Frozen minimum benefit at the December 1978 level and changes in the

special minimum benefit.
The regular minimum primary insurance amount for future bene-

ficiaries will be frozen at the level that will be in effect in December
1978 (estimated to be $121). in general this frozen minimum will be
subject to the annual CPT, benefit adustmenth after entitlement.
For 1979, the special minimum primary insuranee amount is changed
from $9 for each year of coverage in excess of 10 years and up to a
maximum of 30 years to $11.50 for each such years. For subsequent
years, the $11.50 will be adjusted according t increases in the Con-
sumer Price Index.
S. Government pension qff8et

The social security benefit otherwise payable to a spouse or a
widowed spouse on the basis of an application filed after November
1977, will be offset by the amount of any Federal, State, or local
government pension to which the spouse or widowed spouse is entitled
by vn'tue of his or her own earnings in noncovered employment. This
provision will 'not apply to women or dependent men who are presently
eligible for a Federal, State, or local government pension based on
noncovered employment or who become eligible 'for such a pension
before December 1982.
4. Changes in the retirement test

For beneficiaries under age 65, the procedure for determining the
retirement test exempt amount wider the law prior to the amend-
ments will be retained. For beneficiaries aged 5 'and over the exempt
amount is $4,000 in 1978 and will increase by $500 each year up to
$6,000 in 1982. Alter 1982, the retirement test is eliminated for
beneficiaries aged 70 and over while for those aged 65 to 69 the exempt
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amount will increase automatically according to changes in average
earnings. In addition, after 1977 the monthly measure (that is, the
maximum amount that a beneficiary may earn per month without
having his monthly benefit reduced) is eliminated, except in the first
year in which the beneficiary is both entitled to benefits and earns
less than the monthly exempt amOunt in at least one month.

5. Increa.se in delayed-retirement credit for workers and extension of
delayed-retirement credit to widows and widowers

For workers attaining age 62 after 197g, the delayed-retirement
credit is increased to percent for every month after attainment of
age 65 for which the worker does not receive a benefit (regardless of
whether the worker had received reduced benefits for months before
age 65). The increment will also be applicable to those who are
receiving actuarially reduced benefits. In addition, all percentage
increases in worker's benefits due to the delayed-retirement credit are
extended to surviving spouses benefits.
6. Remarriage of widowed spouses

Beginning with i97 the remarriage after age 60 of surviving spouses
will not reduce or terminate their benefits.
7. Elimination of retroactive payments of actuarially reduced benefits

Benefits for months before the month of filing of an application will
not be paid if this would result in a permanent reduction of future
benefits, except where disability-related benefits or unreduced de-
pendents benefits are involved.
8. Change in the method of increasing aetuarially reduced benefits

Future benefit increases will be subject to the same percent reduction
as applicable to the individuaVs benefits before the increase.

9. Changes in SGA for the blind
A blind disability beneficiary will not be considered to have engaged

in substantial gainful activity on the basis of total earnings which are
less than the monthly exempt amount in the retirement test for work-
ers aged 65 and over.
10. Employer Lax liability on tips deemed to be wages

Employers will be required to pay social security taxes on tips
deemed to be wages under the Federal minimum wage law.
11. Correction of coverage regarding 'imited partnerships

The income from a partnership which is received by a limited partner
who performs no service for the partnership will be excluded from
social security coverage.
1P2. Tax relief for affiliated corporations

A group of affiliated corporations concurrently employing an individ-
ual and paying such individual through one of the corporations
acting as a common paymaster will be considered to be a single
employer for purposes of determining employer social security tax
liability with respect to that individual.
13. 10-Year marriage requirement for divorced beneficiaries

The duration-of-marriage requirement for entitlement to benefits as
an aged divorced wife or surviving divorced wife will be reduced from
20 years to 10 years, beginning with benefits payable after 1978.
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14. Annual report of earnings
Since employers will be filing earnings reports only once a year

beginning with 1978, the definition of a "quarter of coverage" will be
changed to be a full unit of $250 of earnings in 1978 (subject to a
maximum of four units in a year). The unit of earnings of $250 in
1978 will be revised automatically in. the future according to changes
in average earnings.
15. Changes in the wage base

The amount of the contribution and benefit base has been increased
as follows:

Year
Prior to

amendments
After

amendments

1978
1979
1980
1981

$17, 700
118, 900
1 20,400
1 21, 900

• $17, 700
22, 900
25, 900
29, 700

2 Projected under the automatic adjustment provisions.

For 1982 and later, the contribution and benefit base will continue
to be indexed according to changes in average earnings in covered
employment.
16. Changes in. the tax rate schedule

A new OASDHI tax-rate schedule for employees and employers
and for the self-employed is included in the 1977 legislation. Also
additional allocation to the DI program is included and beginning in
1981 the self-employed tax rate for OASDI will be equal to approxi-
mately 150 percent of the employee rate. The tax rate schedules for
employees, and employers each and for the self-employed are modified
as follows:
- (In percenti

Year

Prior to amendments After amendments

OASDI HI Total OASDI RI Total

Employer and employee, each:
1978 4. 95 1. 10 6.05 5. 05 1.00 6. 05
1979—80 4. 95 1. 10 6. 05 5. 08 1. 05 6. 13
1981 4.95 1.35 6.30 5.35 1.30 6.65
1982—84 4. 95 1. 35 6. 30 5.40 1. 30 6. 70
1985 4. 95 1. 35 6.30 5. 70 1. 35 7.05
1986—89 4. 95 1. 50 6. 45 5. 70 1. 45 7. 15
1990—2010 4. 95 1. 50 6. 45 6. 20 1. 45 7. 65
2011 and later 5. 95 1. 50 7. 45 6. 20 1. 45 7. 65

Self-employed:
1978 7. 00 1. 10 8. 10 7. 10 1. 00 8. 10
1979—80 7.00 1.10 8.10 7.05 1.05 8.10
1981 7.00 1.35 8.35 8.00 1.30 9.30
1982—84 7. 00 1. 35 8. 35 & 05 1. 30 9. 35
1985 7. 00 1.35 8. 35 8. 55 1. 35 9. 90
1986—89 7. 00 1. 50 8. 50 & 55 1. 45 10. 00
1990 and later 7. 00 1. 50 8.50 9. 30 1. 45 10. 75
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The new allocation of taxes between the OASI and DI trust funds
will be as follows:

Year

Employer and
employee, each

Self-amp loyed
—.

OASI DIOASI Di

1978 4.275 .775 6. 0100 1. 0900
1979—80 4.330 .750 6. 0100 1. 0400.
1981 4.525 .825 6.7625 1. 2375
1982—84 4. 575 825 6. 8125 1. 2375
1985 4.750 .950 7. 1250 1.4250
1986—89
1990 and later

4.750 .950
5. 100 1. 100

7. 1250
7. 6500

1.4250
1. 6500

III. SHORT-RANGE COST ESTIMATES FOR THE OASDI SYSTEM

The estimates in this section cover the first 10 years of projected
operations of the OASDI system. All estimates are in terms of abso-
lute current dollars.
1. OASDI income and expenditures during the next 10 years

Table 3 shows the progress of the old-age and survivOrs insurance
and disability insurance trust funds combined under prior law and
under the program as amended by Public Law 95—2 16. It is estimated
that under the law as amended the combined trust funds will continue
to decline in 1978 and 1979. However, because of the ad hoc increase
in the contribution and benefit base in 1979, the increase in contribu-
tion rates in 1979, and the reallocation of contribution rates from HI
to OASDI in 1978, the declines in the trust funds in 1978 and 1979 will
not be as large as they would have been under prior law. Because of
the ad hoc increase in the base in 1980, and the higher OASDI tax rate
provided, the trust funds will begin to increase in 1980. The higher
increases that begin in 1981 result largely from the increase in con-
tribution rates in 1981 and the third, and final, ad hoc increase in the
base in 1981. The increases in the trust funds become larger in 1985
because of the increase in contribution rates scheduled for 1985. The
assets of the combined trust funds at the beginning of 1987, as a
percentage of outgo in 1987, vill reach an estimated 59 percent.. OASI income and expenditures during the next 10 years

Table 4 shows the progress of the old-age and survivors insurance
trust fund under prior law and under the program as amended by
Public Law 95—216. As in the case of the combined trust funds, under
the law as amended, the OASI trust fund continues to decline in 1978
and 1979, but increases in each year after 1979 through 1987. The
assets of the trust fund at the beginning of 1987, as a percentage of
outgo in 1987, will be an estimated 58 percent.
3. DI income and expenditures during the next. 10 years

Table 5 shows the progress of the disability insurance trust fund
under prior law and under the program as amended by Public Law
95—216. Because of the reallocation of contribution rates to the DI
trust fund in 1978, the trust fund is expected to begin increasing in
1978. The rate of increase will become larger in 1981 and in 1985
because of increases in the contribution rates allocated to the DI
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thist rund in those years. The assets of the trustY fund at the beginning
of 1987, as a percentage of outgo in 1987, will be an estimated 63
percent.

4. Changes in QASDI benefit payments in calendar years 1978—83.
The changes in benefit payments under the OASDI system in cal-

endar years 1978—83, as a result of the provisions in Public Law 95—216
are shown in table 6, by provision.

TABI.3.—Operations of the old-age and urvivor insurance and the
disability insurance trust fuivk, conbined, under the Social Secu-
rity Act prior to amendments in Public Law 95-fdl6, and as amended,
calendar years 1972-87

IDollar amounts In bl1lions

Punds at—

Beginning
of year Endof

asa yearasa
percentage

of
percentage

of
disburse. disburse-

Net — nts ments
Disburse.

Calendar year Income ments
Increase
In funds

End of
year

t.rlng
year

during
year

Under the act prior to amendments
95—216

in Public Law

& Less than 0.5 percent.
'The combined funds are exhausted In 1982.

$45. 6
54. 8
62. 1
67. 6
75. 0

$43. 3
53. 1
60. 6
69. 2
.78. 2

$2. 3
1.6
1.5

—1. 5
—3. 2

$42. 8
44. 4
45. 9
44. 3
41. 1

93 99
80 84
73 76
66 64
57 53

1972
1973
1974
1975
1976

Estimated future ex.
perience:

1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987 -

1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987

$82. 1 $87. 6 —85. 5 $35. 6 47 41
90. 7 97. 6 —7. 0 28. 6 36 29
99. 6 107. 4 —7. 8 20. 8 27 19

108.9 117.9 —9.0 11.8 18 10
117. 4 128. 9 —11. 5 . 3 9 (1)

125. 2
132. 9
140. 7

140. 1
152. 0
165. 1

—14. 9
—19. 2
—24. 4

—14. 6
—33. 8
—58. 2

(1)
(2)
(2)

(2)
(2)
(2)

148. 4
156. 2

179. 2
194. 4

—30. 8
—38. 1

—89. 0
—127. 2

(2)
(2)

(2)
(2)

164. 4 210. 5 —46. 1 —173. 3 (2) . (2)

Under the act as amended by Public Law 95—216

$82. 1
92. 4

106. 5
119. 1
137. 1
150. 2
161. 3
172. 9
194. 2
209. 0
223. 7

$87. 6
97. 2

100. 9
117. 1
127. 4
138. 3
149. 2
161. 2
174. 0
187. 6
202. 0

—$5. 5
—4.8
—.4
2.0
9. 6

11. 9
12. 1

.11. 7
20. 1
21. 4
21. 7

$35. 6
30. 8
30. 4
32. 4
42. 0
53. 9
66. 0
77. 7
97. 9

119. 3
141. 0

47 41
37 32
29 28
26 28
25 33
30 39
36 44
41 48
45 56
52 64
59 70
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TABLE 4.—Operatione of the old-age and sur'vivor8 insurance tru3t
fund, combined, under the Social Security Act prior to amendment8
in Public Law 95—216, and as amended, calendar years 1972—87

IDollar amounts in biilionsj

Funds at—

Beginning
of year End of

ass yearasa
percentage

of
percentage

of
disburse- disburse-

Disburse-
Calendar year Income ments

Net
Increase
in funds

End of
year

ments
during

year

mentg
during

year

1972 $40. 1 $38. 5 $1. 5 $35. 3 88 92
1973 48.3 47.2 1.2 36.5 75 77
1974 54.7 53.4 1.3 37.8 68 71
1975 59.6 60.4 —.8 37.0 63 61
1976 66. 3 67. 9 —1. 6 35. 4 54 52

Under' the act prior to amendments in Public Law
95—2 16

Estimated future
experience:

1977 $72. S $75.6 —$3. 1 $32.3 47 43
1978 79.8 84.0 —4.2 28.1 38 33
1979 87. 7 92. 0 —4. 3 23. 8 31 26
1980 96.1 1(01.6 —4.4 19.4 24 19
1981 102.8 109.4 —6.7 12.7 18 12
1982 109.7 118.4 —8.7 4.1 11 3
1983 116.7 127.9 —11.2 —7.2 3 (1)

1984 12a 138. 3 —14. 4 —21. 5 (1) (1)

1985 131. 1 149. 5 —18. 4 —39. 9 (1) (1)

1986 136. 161. 4 —24. 5 —64. 4 (1) 1)
1987 144. 4 174. 1 —29. 7 —94. 2 (1)

Under the act as amended by Public Law 95—216

1977 $72. 5 $75. 6 —$3. 1 $32. 3 47 43
1978 78.6 83.6 —5.0 27.3 39 33
1979 90.8 91.6 —.8 26.5 30 29
1980 101.5 1(010 1.5 28.0 26 28
1981 116.0 108.4 75 35.6 26 33
1982 127.2 117.4 6.7 45.3 30 39
1983 136.6 126.3 10.3 55.6 35 44
1984 146.4 136.0 10.5 66.1 41 49
1985 162.0 146.4 15.7 81.7 45 56
1986 174. 1 157. 3 16. 8 98. 5 52 63
1987 186.3 168.9 17.4 115.5 58. 89

'Fund exhausted in 1988.
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Ti 5.—Operations of the disabiUty insurance trust fund, under
the Social Security Act prior to amendments in Public Laut 95-1216,
and as amended, calendar years 19712—87

[Dollar amounts in bililonsi

I Fund exhausted In 1979.

Under the act as amended by Public Law 95—216

Funds at—

Beginning
year
asa

peroentage
yearasa

percentage
of of

disburse- disburse.

Disbursi-
Calendar year Income ments

Net
increase
in funds

End of
ments
during

ments
during

year year

$5. 6

6.4
7.4
8.0
88

$4. 8
6.0
7.2
8.8

10. 4

$0. 8
.5
.2

—8
—1. 6

$7. 5
7. 9
8. 1
74
5.7

140
125
110
92
71

157
133
113
84
55

Under the act prior to amendments in Public Law
95—216

1972
1973
1974
1975
1976

Estimated future
experience:

1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987 -

1977.. -
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987

10. 9 13. 6 —2. 8 5
11. 8

12. 8

15. 3

17. 4

—3. 5
—4. 6

.

—3. 0
—7. 6

3

4
(1)

14. 6

15. 5

19. 5

21. 7

—4. 9
—6. 2

—12. 5
—18. 7

(I)
(1)
(I)

16. 2

16. 8
17. 3

24.:[
26. 8
29. 8

—8. 0
—10. 0
—12. 4

—26. 6
—36. 6
—49. 1

(')
(1)

(')

(1)
(1)
(1)

19. 3

20. 0

33. I)

36. 4
-—13. 6
—16. 4

—62. 7
—79. 1

(1)
(1)

(I)
(1)
(1)

$9. &

13. 8

15. 7

17. 6

21. 1

23. 0

24. 7

26. 5

32. 1

349
37. 4

$12.0 —$2.4
13.7 .2
15.3 .4
17.1 .5
19.0 2.1
20.9 2.1
22.9 1.8
25..2 1.3
27.7 4.5
30.3 4.6
33.1 4.3

$3. 3

3.5
3.9
4.4
65
8.6

10. 4

11. 6

16. 1

20. 8

25. 1

48 27
24 25
23 26
23 25
23 34
31 41
38 45
41 46
42 58
53 69
63 76



TJ3ul 6.—Estimated amount of changes in OASDI benefit payments that will result frorn the provisions in Public
Law 95—916, calendar years 1978—83

tIn millions of dollars]

Calendar year—

1978 1979 1980 1981 1982 1083

Total amount of change in benefit payments —440 —492 —844 —1, 446 —1, 696 —2, 577

Decoupling (net total) —70 —351 —803 —1,473 —2, 377

Wage-indexingformula —94 —423 —895 —1,563
5-year transition guarantee 24 79 118 150
Frozen minimum benefit _7 —26 60
3-percent delayed retirement credit

Changes in retirement test (net total) 54 266 359 404 895

Increases in exempt amount 1 267 491 585 640
Reduction in exempt age from 72 to 70 in 1982
Elimination of monthly measure —213 —225 —226 —236

—2, 466
180

—106
15

981

709
403

—217

762
441

—222

Establish the retirement test exempt amount for beneficiaries aged
65 and over as a measure of substantial gainful activity for blind
disabled workers- -

Elimination of retroactive payments of actuarially reduced beneflts. —339
Limitation on increases in actuarially reduced benefits —90
Increase in benefits of surviving spouses, resulting from deceased

workers' delayed retirement credits 3
Delayed retirement credits for workers with actuarially reduced

benefits
Offset to benefits of spouses receiving public retirement pensions -- —68
Eliminate reduction in widowed spouses benefits due to remarriage

after age 60
Reduction in duration of marriage required for divorced spouses

benefits from 20 yearsto 10 years
Increase in special minimum benefits
Changes in annual wage reporting provisions (2)

Authorization to enter into totalization agreements (2)

Increases in contribution and benefit base

4

67
12

1
5

(2)

80
14
4
4

21

1
—559
—751

7

86
14
9
4

62

2
—565
—948

10

26
—112

178

92
15
18

5
161

2
—569

—1, 157

13

30
—.116

189

98
16
26

6
281

1
—536
—280

14
—106

130

1
—550
—500

5

22
—108

24
—110

155 166

'Exempt amount increased for beneficiaries aged 65 and over to $4,000 in 1978, $4,500 No agreement can become effective if either Rouse of Congress disapproves the agree
in 1979, $5,000 In 1980, $5,500 in 1981, and $6,000 ui1982. ment within 90 days after it is submitted to Congress.

'Less than $500,000.
I The estimates represent additional OASDI benefit payments that would result from NOTE.—A positive figure represents additional benefit payments, and a negative figure

Implementation of totalization agreements already signed with Italy and West Germany. represents a reduction in benefit paymentm
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IV. MEDIUM-RANGE AND LONG-RANGE COST ESTIMATES FOE THE:
OASDI SYSTEM

For the OASDI system under the Act prior to the amendments in.
Public Law 95—216, table 7 shows a comparison of the estimated
expenditures (as percent of taxable payroll) with the scheduled tax
rates for selected years between 1977 and 2055.

This table shows that the estimated cost rises toa level of about 27
percent of taxable payroll by the end of the projection period, largely
because of the method of adjusting the benefit formula under the law
prior to the decoupling amendments in Public Law 5216. It a1so
shows projected deficits in each year of the projection period, with
an average long-range deficit of 8.20 percent of taxable payroll.

TABLE 7.—Comparison of zhe estimated expenditures with the sched-
ul.ed tax rates for the old-age, survivors, and disability insurance
system prior to amendment by Public Law 95—P16, calendar years
1977—2O55

[In percent of tcxable payroll]

Estimated expenditures

Old-age and
survivors Disability

Calendar year insurance insurance Total Fax rate )Ifference

1977 9. 39 1. 50 10. 89 9. 90 —0. 99
1978 9. 38 1. 53 10. 91 9. 90 —1. 01
1979 9. 30 1. 55 10.85 9. 90 —.95
1980 9. 21 1. 59 10. 80 9. 90 —. 90'
1981 9. 23 1. 65 10. 88 9. 90 —. 98;
1982 9. 31 1. 71 11. 01 9. 90 —1. 11
1983 9. 40 1. 77 11. 17 9. 90 —1. 27
1984 9. 51 1. 85 11. 36 9. 90 —1. 46.
1985 9. 64 1. 92 11. 56 19, 90 —1. 66.
1986 9. 76 1. 99 11. 76 9. 90 —1. 86.
1987 9. 86 2. 06 11. 92 9. 90 —2. 02
1988 9. 94 2. 13 12. 08 9. 90 —2. 18-
1989 10O3 2.20 12.23 9.90 —2.33.
1990 10. 12 2. 27 12. 39 9. 90 —2. 49
1991 10.20 2. 34 12.54 9.90 —2.64
1992 10. 28 2. 41 12. 69 .9. 90 —2. 79
1993 10.35 2.48 12.83 9.90 —2.93.
1994 10. 42 2. 50 12.98 9. 90 —3. 08.
1995 10.50 2.64 13.13 0.90 —3.23.
1996 10. 54 2. 73 13. 27 9. 90 —3. 37
1997 10. 60 2.83 13.42 .9.90 —3.52'
1998 10. 66 2. 92 13. 58 9. 90 —3. 68;
1999 10.72 302 175 9.90 —3.85
2000 10. 7:9 3. 12 13. 92 9. 90 —4. 02
2001 10.89 3.23 14.12 9.90 —4.22:
2005 11.30 3.60 14.95 9.90 —5.05.
2010 12. 47 4. ii 16. 57 9. 90 —6. 67
2015 14.47 4.42 18.89 11.90 —6.99
2020 17.05 4.59 21.64 11.90 —9.74
2025 19. 75 4. 55 24. 30 11. 90 —12. 40'
2230 21. 57 4. 45 26. 02 11. 90 —14. 12
2035 22. 26 4. 43 26. 69 11. 90 —14. 79
2040 22. 12 4. 55 26. 67 11. 90 —14. 77
2045 21.83 4.76 26.59 11.90 —14.69'
2050 22. 02 4. 91 26. 93 11. 90 —15. 03.
2055 22. 53 4.98 27.51 11.90 —15. 61
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TABLE 7.—Comparison of the estimated expenditures with the sched-
uled tax rates for the old-age, survivors, and disability insurance
system prior to amendment by Public Law 95—216, calendar years
l977—O.55--—Continued

[In percent of taxable payrolli

Calendar year

Estimated expenditures

Tax rate Difference

Old-age and
survivor

insurance
Disability
insurance Total

25-yr averages:
1977—2001 10. 00 2. 24 12. 24 9. 90 —2. 34
2002—26 14. 65 4. 20 18. 86 11. 18 —7.68
2027—51 21. 86 4. 61 26. 47 11. 90 —14. 57

75-yr avei-age: 1977—
2051 15.51 3.68 19.19 10.99 —8.20

NOTE—Expenditures and taxable payroll are calculated under the intermediate set of assumptions
(alternative II) which are described in the 1977 Report of the Boerd 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 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 Lips, and on multiple-employer excess wages" as compared with the combined employer-em-
ployee rate.

Table 8 shows a similar comparison for the OASDI system after the
amendments in Public Law 95—216. This table shows that, because of
the decoupling amendments, the estimated cost rises to a much lower
level of about 16 or 17 percent of taxable payroll near the end of the
projection period, with an average long-range deficit of 1.46 percent of
taxable payroll. It also shows that, except for the initial 2 years 1978—79
the scheduled taxes will cover the projected cost of the system until
well after the turn of the century, but that the ultimate tax rate of
12.40 will nonetheless fail to cover the cost projected after the year
2010.

T1u3u1 8.—Comparison of the estimated expenditures with the sched-
uled tax rates for the old-age, survivors, and discthility insurance
system as amended by Public Law 9.5—216, calendar years 1977—2055

[In percent of taxable payroll]

Estim

Old-age and
survivors

Calendar year insurance

ated expenditures

Disability
insurance Total Tax rate Difference

1977 9. 39 1. 50 10. 89 9. 90 —0. 99
1978 9. 33 1. 53 10. 86 10. 10 —. 76.

1979 8. 80 1. 47 10. 28 10. 16 —. 12'

1980 8. 63 1.48 10. 11 10. 16 .05.
1981 8.51 1.49 10.00 10.70 .70
1982 8. 59 1. 53 10. 11 10. 80 . 69'
1983 8.65 1.57 10.22 10.80 .58.
1984 8.71 1.62 10.33 10.80 .47
1985 8.79 1.66 10.45 11.40 .95,
1986 8. 85 1. 70 10. 56 11. 40 . 84.

1987 8. 91 1. 74 10. 65 11.40 5

1988 8.81 1.78 1060 11.40 .80.
1989 8.76 1.83 10.59 11.40 .81.
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TABLE 8.—Uo'imparison of the estinated expenditureswith the sched-
uled taa rate8 for the old-age, survivors, and di8ability in.gura'we
system as amended by Public Law 95—216, calendar years 1977—
2055—Continued

[In percent of taxable payroll[

Estimated exp3nditures

Old-age and
survivor Disability

Ca'endar year insurance insurance Total Tax rate Difference

1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2005
2010
2015
2020
2025
2030
2035
2040
2045
2050
2055
25-yr averages:

1977—2001
2002—26
2027—51

75-yr average:
1977—2051

8. 71 1. 87 10. 58 12. 40

8. 70 1. 91 10. 61 12. 40

8. 69 1. 95 10. 64 12. 40

8. 68 1. 99 10. 67 12. 40

8. 68 2. 03 10. 71 12. 40
& 68 2. 07 10. 75 12. 40

8. 66 2. 12 10. 78 12. 40
8. 64 2. 18 10. 82 12. 40
8. 63 2. 23 10. 86 12. 40

8. 63 2. 28 10. 91 12. 40

& 63 2. 34 10. 96 12. 40
8. 64 2. 40 11. 04 12. 40
8. 71 2. 64 11. 35 12. 40
9. 30 2. 88 12. 17 12. 40

10. 45 2. 99 13. 44 12. 40

11. 97 3. 02 14. 99 12. 40
13.49 2.91 16.40 12.40
14. 35 2. 78 17. 13 12. 40
14. 45 2. 70 17. 15 12. 40
13. 97 2. 72 16. 69 12. 40
13. 50 2. 79 16. 29 12. 40
13. 35 2. 82 16. 18 12. 40
13. 41 2. 83 16. 24 12. 40

8. 75 1. 85 10. 60 11. 57

10. 59 2. 86 13. 46 12. 40
13. 93 2. 77 16. 69 12. 40

11. 09 2. 49 13. 58 12. 12

1. 82
1. 79
1. 76
1. 73
1. 69
1. 65
1. 62
1. 58
1. 54
1. 49

1. 44

1. 36

1. 05
23

—1. 04
—2. 59
—4. 00
—4. 73
—4. 75
—4. 29
—3. 89
—3. 78
—3. 84

97
—1. 06
—4.29

—1. 46

N0TE.—See note to table 7.

In addition, table 8 shows that he 75-year actuarial deficit of 1.46
percent of taxable payroll is a composite of significant surpluses in
the medium-range and large deficits after that period. The last column
of this table shows for the medium-range period (1977—2001) an
estimated actuarial surplus of 0.97 percent of taxable payroll (based
on an average scheduled tax rate of 11.57 percent and estimated aver-
age expenditures of 10.60 percent of taxable payroll). However, for
the last 25-year period (2026—2051),the table shows a projected deficit
of 4.29 percent of taxable payroll (based on an average tax schedule
of 12.40 percent and average expenditures of 16.69 percent of taxable
payroll). The entire 75-year long-range actuarial deficit of 1.46 percent
of taxable payroll is based on an average scheduled tax rate of 12.12
nd estimated average expenditures of 13.58 percent of taxable payroll.
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'Since this deficit is larger than 0.68 percent of taxable payroll (wrliich
is 5 percent of the estimated cost of 13.58 percent of taxable payroll)
the system as amended is not considered to be in close long-range
actuarial balance.

Table 9 shows the projected OASI and DI trust fund ratios under
the Act prior to the amendments in Public Law 95—216. This table
•shows that the trust fund ratio for each of the two systems drops
quickly to zero, with the OASI and DI trust funds projected to become
exhausted in 1983 and 1979, respectively.

TABLE 9.—Estimated trust fund ratios for the OASDI system under
tlte Social Security Act prior to amendment by Public Law 95—16,
calendar years 1977—84

Calendar year

Funds at beginning of year as
percentage of disbursements

during year

Funds at end of year as
percentage of disbursements

during year

OASI DI OASDJ OASI DI OASDI

1977 47 48 47 43 27
1978 38 24 36

41
33 4

1979 31 3 27 26 (1) 2 19
1980 24 (i) 2 18 19 (i)
1981
1982
1983
1984

18 (1) 29
11 (i) (23)

3 (i) (4)
(5) (1) (4)

12 (1) (23)
3 (I) (4)

(5) (I) (4)
(5) (i) (4)

I DI trust fund exhausted in 1979.
Figures are theoretical because the DI trust fund is exhausted in 1979.

2 Figure is less than 0.5 percent.
Combined OASDI trust funds are exhausted in 1982.

i OASI trust fund exhausted in 1983.

I Table 10 shows the projected estimates of the OASI and DI trust
und ratios which result under the act after the amendments in Public

Law 95—216. As a percent of annual expenditures the OASI trust
fund is projected to grow until around the year 2010, reaching levels
of about 400 percent of annual expenditures, after which it declines
steadily before being exhausted in the year 2032. The DI trust fund
ratio attains its maximum value (of about 130 to 140 percent of annual
expenditures) around the year 1996 and becomes exhausted in the
year 2008.

It should be noted that, under current assumptions, financing the
relatively high costs projected to occur after the turn of the century
by means of tax rates higher than needed to cover the cost of the
program before that time will result in the accumulation of trust
funds substantially higher than are necessary for contingency purposes.
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TABI 1O.—E8timated trust fund ratios for the OASDI system. under
the Social Security Act as amended by Public Law 95—216, calendar
years 1977—O35

Funds at beginning of year
as percentage of disbursements

during year

Calendar Year OASI Dl OASDI

Funds at end of year as
percentage of disbursements

during year

OASI Dl OASDI

1977 47 48 47 43 27 41
1978 39 24 37 33 25 32
1979 30 23 29 29 26 28
1980 26 23. 26 28 25 28
1981 26 23. 25 33 34 3
1982 30 31 30 39 41 30
1983 36 3 36 44 45 44
1984 41 41 41 49 46 48
1985 45 42 45 56 58 56
1986 52 53 52 63 69 64
1987 58 63 59 69 76 70
1988 65 6 66 77 81 78.
1989 73 74 73 87 84 8
1990 82 77 81 106 100 105
1991 99 92 98 124 114 122
1992 117 105 115 142 126 130
1993 134 116 131 161 135 156
1994 151 124 146 180 141 172
1995 169 130 161. 198 146 188
1996 187 133 176 218 146 204
1997 205 134 191 237 144 219
1998 224 133 205 '257 140 233
1999 242 129 218 277 134 247
2000 261 123 231 297 125 260
2001 279 115 243 316 114 272'
2005 348 63 281 388 50 310
2010 398 (1) 297 435 (1) 318
2015 387 (1) 267 410 (1) 277
2020_ - - 317 (1) 2 195 323 (1 2 190
2025 207 (1) 291 195 (I) 72
2030 76 (1) (3) 51 (1) ()
2035 (1) (1) (8) (4) (1) (8)

'Fund exhausted in 2008.
Figures are theoretical because the DI trust fund is exhausted in 2003.
Fund exhausted in 2028.

4 Fund exhausted in 2032.

Table 11 shows for the OASDI system the estimated effect on the
actuarial balance over the medium-range of the various provision
in Public Law 95—216. The comparable effect on the long-range
actuarial balance of the OASDI system is shown in table 12. It may
be observed from these tables that the large actuarial deficits projected
under the prior law are substantially reduced 'for both the OASI and
DI programs by the amendments in Public Law 95—2 16.

Over the medium-range the OASDI system is projected to operate
with a surplus of 0.97 percent of taxable payroll. The modifications
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in Public Law 95—216 were more than. was needed to cover the pro-
jected deficit. However, this is not the case over the 75-year long-
range period. According to table 12, the OASDI system as amended
would still have a long-range actuarial deficit of 1.46 percent of tax-
able payroll.

TABLE 11.—Change8 in the actuarial balance of the OASDI 9y8t8?Th
over the medium-ran,qe period (1977-2001) wnder the Social Secu-
pity Act ae amended by Public Law 95J

lAs percent of tasableaFrdll1

Item OASI DI OASDI

'tinder the act prior to amendments in Public
Law 95—216:

Medium-range expenditures 10. 00 2. 24 12. 24
Medium-range tax rate 8. 55 1. 35 9. 90
Medium-range actuarial balance —1. 45 —. 89 —2 34.

Wage-indexed decoupling to eligibility . 33 . 19 . 52
5-percent benefit reduction from the 1979 leveL . 26 . 08 . 33
Frozen minimum at the December 1978 leveL. . 03 . 01 . 04
Changes in the special minimum 0 0 0
Government pension offset . 02 0 . 02
Changes in the retfrement test —. 09 0 —. 09
3-percent delayed retirement credit —. 02 _. . 02
Delayed retirement credit for widows —. 01 _ —. 01
Remarriage after age 60 of widowed spouse

beneficiaries —. 01 0 —. 01
Elimination of retroactive payments of actu-

arially reduced benefits 02 0 , 02
Change in the method of increasing actuarially

reduced benefits 13 0 13
Changes in SGA for the blind 0 0
Employer tax liability on tips deemed to be

wages 0 0 0
Correction of coverage regardinglimited part-

nerships 0 0 0
Tax relief for affiliated corporations 0 0 0
10-year marriage requirement for divorced

beneficiaries 0 0 . 0
Annual reporting of earnings 0 0 0
Changes in the earnings base . 53 . 10 . 63
Change in self-employed tax rate to 150 per-

cent of employee tax rate . 05 01 • 06
Change in employee-employer tax schedule - - 1. 09 . 59 1. 68
Total effect of Public Law 95—216 2. 34 . a 31
Under the act as amended through Public Law

95—216:
Medium-range actuarial balance _ +. 89 +. 08 +. 97
Medium-range tax rate 9. 64 1. 93 11. 57
Medium-range expenditures 8. 75 1. 85 10. 60

NOTE—Expenditures and taxable payroll are calculated under the intermediate Set of assumptions
(alternative II) 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 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 contributions rates on self-employed Income, on
tips, and on multiple-employer "excess wages" as compared with the combined employer-employee rate.



18

TABLE 12.—Changes in the actuarial balance of the OASDI system.
over the long-range period (1977-2051) under the Social Securiti
Act as amended by Public Law 95-216

(As percent of taxable payrolli

Item OASI DI 0ASD

15. 51 3. 68
9.45 1.55

—6. 06 —2. 14
3.19 .95
.53 .13
.07 .02

o 0
.04 0

—.11 0.
—. 04
—.01

—.38
2. 11
2. 49

19. 19
10. 99

—8. 2G
4. 13

66
08

0
04

—. 11
—.04
—. 01

—1. 46
12. 12
13. 58

NOTE—Expenditures and taxable payroll are calculated under the Intermediate set of assumptions
(alternative II) which are described in the 1977 Report of the Board of Trustees of the Federal Old-Ago and
Survivors Insurance and Disability Insurance Trust Funds. These assumptions incorporate ultimate annual
increases of 59 percent in average wages in covered employment and 4 percent in Consumer Price Index, an
ultimate unemployment rate of 6 percent, and an ultimate total fertility rate of 2.1 children per woman.
Taxable payroll is adjusted to take into account the lower contributions rates on sell-employed income on
tips, and on multIple-employer "excess wages" as compared with the combined employer-employee rate.

V. SENsITIvrrY OF THE OASDI COST ESTIMATES TO CHANGES IN
SELECTED ASSUMPTIONS

In the 1977 Report of the Board of Trustees of the Old-Age and
Survivors Insurance and Disability Insurance Trust Funds, three
alternative sets of assumptions were used, to present a probable range
of future expenditures. These three sets of assumptions are designated
as alternative I, alternative II, and alternative III, respectively; they
may be respectively cited as optimistic, intermediate, and pessimistic.

Under the act prior to amendments in Public
Law 95—216:

Long-range expenditures
Long-range tax rate
Long-range actuarial balance

Wage-indexed decoupling to eligibility
5-percent benefit reduction from the 1979 leveL
Frozen minimum at the December 1978 level_-
Changes in the special minimum
Government pension offset
Changes in the retirement test
3-percent delayed retirement credit
Delayed retirement credit for widows
Remarriage after age 60 of widowed spouse

beneficiaries —. 01
Elimination of retroactive payments of actu-

arially reduced benefits - - 01
Change in the method of increasing actuarially

reduced benefits - 24
Changes in SGA for the blind
Employer tax liability on tips deemed to be

wages 0
Correction of coverage regarding limited

partnerships 0
Tax relief for affiliated corporations 0
10-year marriage requirement for divorced

beneficiaries 0
Annual reporting of earnings —. 01
Changes in the earnings base 45
Change in self-employed tax rate to 150 per-

cent of employee tax rate . 08
Change in employee-employer tax schedul . 57
Total effect of Public Law 95—216 . 4. 98
Under the act as amended through Public

Law 95—216:
Long-range actuarial balance —1. 08
Long-range tax rate 10.01
Long-range expenditures 11. 09

0

0

0
0

0

0
0

0
0

08

02
• 57

1. 75

—. 01

01

24
0

0

0
0

0
—. 01•

54

10-
1. 14..
6. 74
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These assumptions are summarized in table 1 in the first section of
this report; they are fully described in the 1977 OASDI Trustees
Report.

Table 13 below shows average expenditures over each of the next
three 25-year periods, and over the entire 75-year period under these
three sets. of optimistic, intermediate, and pessimistic assumptions.
The average expenditures are shown in that table for the OASDI
system prior to amendment through Public Law 95—216 as well as
after the amendment.

As shown by table 13 and the accompanying sensitivity analysis,.
the amendments in Public Law 95—216 sgnificantly reduce the sensi-
tivity of the OASDI system to changing econOmic assumptions. This
greater stability in the system under the new law results from the
decoupling provisions included in the legislation.

T& 1&—Long-rcuge expenditures 0/the OASDI systems under
the Social Security Act priórto amendments in Public La'w 95-216,.
and as amended, estimated under a2ternative I, II, and III

Averageexpnd4tires as percen
payroll I

t of taxable

Aiterna-
tive I

Alterna.
tive II

Alterna.
tive III

Under the act prior to amendments in Public
Law 95—216:

1st 25-yr period (1977—2001)
2d25-yrperiod(2002—26)
3d 25-yr period (2027—51)

Total, 75-yr period (1977—2051)

Under the act as amended by Public Law
95—216:

1st 25-yr period (1977—2001) .

2d 25-yr period (2002—26)
3d 25-yr period (2027—51)

Total, 75-yr period (1977—2051)

11. 57
15. 12
17.93

12.24
18.85
26.47

13. 14
24.51
.43. 61

14. 87 19. 19 27. 08

10. 30
12. 71
14. 96

10. 60
. 13. 46

16. 69

10. 95
14. 62
20. 57

12. 66 13. 58 15. 3S

I Taxable pavroll is adjusted to take into account the lower contribution rate on self-employment income,.
on tips, and on multiple-employer "excess wages" as compared with the combined emploier-employee rate.

1. Sensitivity to Consumer Price Index assumptions
Table 14 shows the average OASDI expenditures over each of the

three 25-year periods and the entire 75-year period under assumptions
of annual CPI increases of 2 percent, 4 percent, and 6 percent. In all
cases the ultimate real-wage differential is assumed to be 13% percent,.
yielding ultimate percentage increases in average annual wages of 33%
percent, 53% percent, and 73% percent, respectively; all other assump-
tions are the same as those included in the alternative II set of assump-
tions. The table indicates the expenditures as percent of taxable
payroll under both the law prior to the amendments and the law as
amended by Public Law 95—216.

As shown in table 14, under the prior law the 75-year average
expenditures (as a percent of taxable payroll) of the OASDI system
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were highly sensitive to changes in CPI assumptions. The average
expenditures were estimated to increase by about 7 percent of the
estimated cost of the system for each 1 percent increase in the CPI
assumption. However, under the amended act, the average expendi-
tures are significantly less sensitive to CPI assumptions, decreasmg by
less than 2 percent of the estimated cost of the system for each 1
percent increase in the CPI assumption. This remaining sensitivity of
the system to the CPI assumption occurs primarily because of the
time lag between the effect on the income to the system and the effect
on benefit. expenditures.

TABus 14.—Long-range eeipe'nditures of the OASDI systems under the
Socicil Security Act prior to amendments in Public Law 95—216, and
as amended, based on various Conumner Price Index cZ88Umption8

[As percent of taxable payroill

Average expenditures as percent of taxable
payrofl' assuming ultimate wage-CPI
Increases of—2

8(to 2 5'% to 4 7 to @

UDder the act prior to amendments in Public
Law 95—216:

1st 25-yr period (1977—2001)
2d 25-yr period (2002—26)
3d 25-yr period (2027—51)

Total, 75-yr period (1977—2051)

Under the act as amended by Public Law
95—216:

1st 25-yr period (1977—2001)
2d 25-yr period (2t02—26)
3d 25-yr period (2027—51)

Total, IS-yr period (1977—2051)

12. 16 12. 24
16. 81 18. 85
20. 75 26. 47

12. 34
21. 09
32. 47

15. 58 19. 19 21. 96

'

10: 8! 10. 60
i3. 96 13. 46
17. 34 16. 69

10. 40
13. 01
16. 11

14. 04 i3. 58 13. 17

I 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 oompare witkthcombIned employer-employee rate.

The Initial value In each pair refers to the assumed annual pereentage Increases in average wages after
1982. The 2d value refers to the assumed annual percentage Increases In CPI after 1982. The assumptions
used In the1977-82 period wereadjusted so arto grathmllyreftect the'ultlmate change. All other assumptions
are given by alternative IL

. Sensitivity to average real wage assumptions
Table 15 shows the average OASI)I expenditures over each of the

three 25-year periods and the entire 75-year period under assumptIons
of real wage differentials of 1 percent, 18h percent, and 2 percent.
In all cases, the annual increases in the CPI are assumed to be 4
percent, thereby yielding ultimate increases in annual average wages
of 5jpercent, 5% percent, and 63 percent, respectively; all other
assumptions are the same as those included in the alternat:ve II set
of assumptions. The table shows expenditures under the law pnor
to amendment through Public Law 95—216 as well as under the new
law as amended. -

As shown in table 15, over the 75-year projection period the average
expenditures of the old-age, survivors, and dsability insurance system
were highly sensitive to changes in the real wage assumption under
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the prior, law. Average expenditures as percent of payroll varied by
more than 24 percent of the estimated cost of tJie system for each 1
percent change. in the resil wftge assumption. Under the new law as
amended average expenditures as percent of payroll over the 75-year
period are significantly less sensitive to changes in the real wage
assumption, varying by less than 9 percent of the estimated cost of
the system for each 1 percent change in the real wage assumption.

TABLE 15.—Long--range ecpenditures of the OASDI 8ystem 'under the
Social Security Act prior to andment8 n PithUc Law 95-21,
and as amended, ba8ed On various real earliing8 assun-&ptzons

lAs percent of taxable payroll]

Average expenditures as percent of
taxable payroll 'under ultimate earn-

Ings-CPI Increases of —

5to4 53ito4 6to4

Under the act prior to amendments in Public
Law 95—216:

1st 25-yr period (1977—2001)
2d 25-yr.period (2002—26)
3d 25-yr period (2027—51)

Total, 75-yr period (1977—2051)

Under the act as amended by Public Law 95—
216:

1st 25-yr period (1977—2001)
2nd 25-yr period (2002—26)
3rd 25-yr period (2027—51)

Total, 75-yr period (1977—2051)

13. 19 12. 24 11.42
23. 33 18. 85 15.45
36. 09 26. 47 20. 02

24. 20 19. 19 15. 64

11. 11 10. 60 10. 15
14. 46 13. 46 12. 56
17. 97 16. 69 15. 55

14. 51 13. 58 12. 75

I Taxable payroll is adjusted to taken into account the lower contribution rate on self-employment income,.
on tips, and on multiple-employer "excess wages" as compared with the combined employer-employee
rate.

2 The Initial value In each pair refers to the assumed annual percentage increases In average earnings after
1982. The 2d value refers to the assumed annual percentage increases in the CPI after 1982. The dillerence
In the 2 values is approximately the annual Increase In real earnings. The aSsumptions used in the 1977—82
period were adjusted appropriately. AU other assumptions are given by alternative II.

3. Sensitivity to 'ultimate total fertility rate assumptions
Table 16 shows average OASDI expenditures over each of the

next three 25-year periods and over the entire 75-year period based
on ultimate total fertility rates of 1.7, 1.9, 2.1, and 2.3 children per
woman; all other assumptions are the same as those included m the
alternative II set of assumptions. The table shows the average expendi-
tures under the law prior to amendment through Public Law 95—216
as well as under the new law as amended.

As shown in table 16, over the 75-year period average expenditures
as a percent of taxable payroll of the OASDI system are highly sensi-
tive to changes in fertility assumptions under both the prior law and
the new law. Relative percentage increases (or decreases) in average
expenditures as percent of payroll are substantially the same under
both systems. The expenditures increase by approximately 2 percent
of the estimated cost of the system for each 0.1 decrease in the ultimate
total fertility rate.
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TABLE 16.—Long-range expenditures of the OASDIsystein under the

Social Security Act prior to amendments in Public Law 95-16,
and as amended, under alternative II based on various fertility
assumptions

[As percent of taxable payrolli

Average expenditures as percent of taxable
payroll' assuming ultimate total fertility
rate of—2

1.7 1.9 2.1 2.3

iTnder the act prior to amendments in Public
Law 95—216:

1st 25-yr period (1977—2001)
2d 25-yr period (2002—26)
3d 25-yr period (2027—51)

Total, 75-year period (1977—2051) --

Under the act as amended by Public Luw
95—216:

1st 25-yr period (1977—2001)
2d 25-yr period (2002—26)
3d 25-yr period (2027—51)

Total, 75-year period (1977—2051)

12. 22 12. 24 12. 24 12. 26
19. 71 19. 26 18. 85 18. 47
31. 05 28.58 26.47 24. 63

21. 00 20. 03 19. 19 18. 45

.

10. 59 10. 59 10. 60 10. 61
14. 05 13. 75 13.46 13. 19
19. 57 18. 04 16. 69 15. 53

14. 74 14. 13 13. 58 13. 11

I Taxable payroll is adjusted to take into account the lower contribution rates on self-employment Income,
n tips, and on multiple-employer "excess wages" as compared with the combined employer-employee rate.

2 The total fertility rate is expressed in terms of children. All other assumptions are given by alternative Iii

VI. COST ESTIMATES OF THE HI SYSTEM

The estimates in this section cover projections of the operations of
the HI program over the short-range (the next 10 years) as well as
over the long-range (the next 25 years).
1. Short-range estimates
• The estimated progress of the III trust fund in absolute dollar
amounts during calendar years 1977—87 is shown in table 17, along
with actual experience for 1972—76. The trust fund balance at the
beginning of 1976 was 77 percent of disbursements during 1976. The
ratio of assets in the trust fund to disbursements in the year is pro-
jected to decline over the next 5 years to a level of 39 percent at the
beginning of 1981. Following a small rise in 1982—84, the ratio declines
steadily until the trust fund is exhausted in 1988. As shown by this
table, the estimated operations of the HI trust fund over the 10-year
period differ slightly year-to-year from the estimated operations under
prior law; however, the overall financial status during the period
remains substantially unchanged.

In the 1977 HI trustees report, two additional sets of assumptions
(labeled alternative I and III) were used to present the probable
range of future operations of the trust fund. An explanation .of these
sets of assumptions can be found in that.report. Alternatives I and III
provide for a fairly wide range of possible experience. The projected
trust fund development under the less optimistic alternative III pro-
vides a measure of the strength of the financing of the system, since an



adequate financing schedule ought to be sufficiently strong to with-
stand, for a priod of several consecutive years, conditions in the
general economy and in the hospital sector which are. substantially
more adverse than anticipated' under the central set of assumptions
(alternative II).

1'ABL 17.—Operation8 of the- lwspital insurance trust fund, under
the Social Security Act-prior to amendments in Public Law 95—216,
and as am.ended, calendar years 1972-87

tDollar amounts In billionsl

• Fund at
'

Income

Calendar year

Disburse.
meats

Net
inrease
in fund

Fund at
end ofperiod'

.

beginning of
year as a

percentage of
disbursements

during year

1972 $6.4 $6. 5 —$0. 1 $2.9 47
1973 10.8 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
1976 13.8 13.7 .1 10.6 77

Under the
.

act prior to amendments in Public
Law 95—216

Estimated future experience:
1977 $16. 1 $16.2 —$0. 1 $10. 5 66
1978 20. 9 19. 0 1. 9 12. 4 55
1979 23. 4 22.2 1. 2 13. 6 56
1980 25. 6 25. 7 —. 1 13. 4 53
1981 33. 2 29. 7 3. 6 17. 0 45
1982 36. 2 33. 9 2. 3 19. 3 50
1983 38. 6 38. 5 . 1 19. 4 50
1984 41. 0 43. 7 —2. 6 16. 7 44
1985 43. 3 49. 1 —5. 9 10. 9 34
1986 50. 2 54. 9 —4. 7 6. 2 20
1987 53. 4 61.2 —7. 8 (1) 10

Under the act as amended by
Public Law 95—2 16

1977 $16.1 $16.2 —$0.1 $10.5 '66
1978 19. 2 19. 0 . 2 10. 7 55
1979 23. 1 22. 2 . 9 11. 6 48
1980 25. 7 25. 7 20 11. 5 45
1981 34. 0 29. 7 4. 3 15. 9 39
1982 37. 1 33. 9 3. 3 19. '1 47
1983 39. 7 38. 5 1. 2 20. 3 50
1984 42. 3 43. 7 —1. 4 19. 0 47
1985 46. 3 49. 1 —2. 8 16. 1 39
1986 52. 4 54. 9 —2. 5 13. 6 29
1987 55.8 61. —5.4 8.2 22

1 Fund exhausted in 1987.
2 Outgo exceeds income by less than $50,000,000.

NOTE—Figures may not add due to rounding.
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Under the more optimistic alternative I, the trust fund is projected
to grow to a maximum level of between 90 and 100 percent of a year's
disbursements during the mid-1980's. Under the less optimistic
alternative III, the trust fund, as a percent of a year's disbursements,
is projected to decline steadily, with complete exhaustion in 1985.
2. Long-range estimates

The adequacy of the financing of the HI system traditionally has
been measured by comparing on a year-to-year basis the tax rates
scheduled in law with the corresponding total costs of the program,
expressed as percentages of taxable payroll. If these two items are
exactly equal in each year of the 25-year projection period and all
projection assumptions are realized, tax revenues along with interest
mcome will be sufficient to provide for benefits and administrative
expenses for insured persons and to build the trust fund gradually to
the level of a year's outgo by the end of the period. Financing under
this principle provides for the deveiopment of the sizable fund that
is needed to cover program liabilities for services which have been
performed but not reimbursed and to cover the contingency that future
income and expenditures may differ substantially from projected levels.

The long-range actuarial balance of the HI system is defined to be
the excess of the average tax rate for the 25..year valuation period
over the average cost of the program, expressed as a percent of taxable
payroll, for the same period. If the difference is positive (i.e., if the
average tax rate exceeds the average cost), the system is said to have
an actuarial surplus; if it is negative, the system is said to have an
actuarial deficit. In addition, if that difference is less than 5 percent
of the average cost, the system is said to be in close actuarial balance.

Table 18 shows the estimated total cost for the HI program prior
to amendments in Public Law 95—216, expressed in percent of taxable
payroll for years 1977—2001 with comparison between costs and tax
rates scheduled in the law.

Table 19 shows corresponding estimates for the HI program as
amended by Public Law 95—216. The projected total cost of the
program, including expenditures plus trust fund building and main-
tenance, exceeds the scheduled tax rate in every year but one. Further-
more, projected expenditures for benefits and administrative expenses
alone exceed the corresponding tax rates in all but 2 of the 25 years.
Over the entire 25-year period, an estimated long-range actuarial
deficit of .1.01. percent of taxable payroll results (based on an average
scheduled tax rate of 2.70 percent and an estimated average cost of
3.71 percent).

The change in the estimated actuarial balance from that under the
prior law is shown, by type of provision, in table 20.

The estimated long-range actuarial deficit of 1.01 percent of taxable
payroll, although less than the long-range deficit projected under
prior law, is well in excess of the range for close actuarial balance
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(5 percent of the 3.71 percert average cost, which amounts to 0.19
percent of taxable payroll). Under more optimistic assumptions as to
future economic, demographic, and health care usage and cost trends
(alternative I), a small actuarial deficit of between 0.10 and 0.20
percent of payroll would result. However, under less optimistic as.-
sumptions (alternative III), an actuarial deficit of approximately
2 percent of taxable payroll would be produced.

T.ia 18.—E8timated C08t of li.O8pitat M8Urance 8y8tem prior to
amendment by PubZ&i Law 95416, ca2enduxt years 19774001

[In percent o taxable payrollj

Calendar year

Expenditures
under the
program'

Trust fund
building and

maiatenance'
Total cOst of
the program

.

Tax rate
In law' Differeace

1977 1. 99 0. 15 2. 14 1. 80 —0. 34
1978 2. 11 15 2. 26 2. 20 —. 16
1979 2.23 .15 2.38 2.20 —.18
1980 2. 35 14 2. 49 2. 20 —. 29
1981 2. 51 12 2. 63 2. 70 07
1982 2. 67 . 12 2. 79 2. 70 —. 09
1983 2. 84 12 2. 96 2. 70 —.. 26
1984 3. 02 ii a 13 2. 70 —. 43
1985 a 19 11 3. 30 2. 70 —. 60
1986 . ii a 46 a 00 —. 46
1987 3. 51 . ii a 62 a 00 — 62
1988 3. 68 11 3. 79 3.00 —. 79
1989 3. 84 . 10 3. 94 3. 00 — 94
1990 4. 02 10 4. 12 a oo —i. iz
1991 4.17 10 4.27 aoo —1.27
1992 4.33 .10 4.43 3.00 —1.43
1993 4.49 .10 4.59 3.00 —159
1994 4.66 .10 4.78 3.00 —176
1995 4.34 .09 4.93 3.00 —1.93
1996 5.00 .09 5.09 3.00 —2.00
1997 5. 15 • 09 8. 24 a 00 —2. 24
1998
1999

5.31
5.47

.09

.09
3.40
5.56

3.00
. 3.00

—2.40
—2.56

2000 5.64 .09 5.73 3.00 —2.73
2001 5. 81 • 09 5. 90 a 00 —2. 90

Average4 3. 85 ii 3.96 2. 80 —L 16

I Ratio of benefit payments and administrative expenses for insured beneficiaries to taxable ayroll.
Taxable payroll I, adjusted to take into account the lower contribution rates on sell-employment
an4 on multlpleemploj'er 'excess wages."

* Allowance for building the trust fund balance to the level of a years outge and maintaining It at that
level alter accounting for the offsetting effects of Interest earnings.

SIate for employers end employees, combined.
4 Average for the 2.yr period l977-)Ol.
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T.rn.si 19.—E8timated cost of ho8pital insurance 8y8tem as amended
by Pthlic Lav. .95416, cakndar years .19774001

Liii percent of taxable payroll3

xpe
Calendar year

ndltures Trust fund.
under the building and
program' maintenance'

•

Total cost of
the program'

Tax rate
in lawt Difference

1977 1.99 0.15 2.14 .1.80 —O.a4
1.978_ 2. 11 . 15 2. 26 2. 00 —. 26
1979 2. 13 • 14. .2. 27' 2. 10 —. 17
1980 2. 22 . 13 2.35 2. 10 —. 25
1981 ' 2. 34 . 12 2. 46 2. 60 14
1982 2. 49 .. 12. 2. 61 2. 60. —. 01.
1983 2. 66 . 12 2. 78. 2. 60 —. 18
1984 .

1985 '

2. 83
'2. '98

. 11

. 11
. 94
3. 09

2. '60
2. 70

—. 34
—. 39

1986_' 13 ' :11 L24 2.90 -'--.34'
1987 - 3.28 .11 3.39 2.90 —.49
1988

.
3. 43 . 11 3. 54 2. 90 —. 64

198k
199

a 61
3. 76

10
. 10

3. 71

a 86
2 90
2. 90

—. '81'
—. 96

1991 a 90 . 10 4. 00 2. 90 —1. 10
19'9 4.05 .10 4.15 2.90 —125
1993 4.21 .10 4.31. 2.90 —1.41
1994 .'

199
4.37
'4.52

10
09

4.47
4.61

2.90
2.90

—'1.57
—1.71

1996 4.66 .09 4.75 290 —1.85
1997 4. 81 09 4 90 2. 90 —2. 00
1998 4.95 .09 5.04 2.90 —2.14
1999 5. 11 . 09 5. 20 2. 90 —2. 30
2000 5. 27 09 5. 36 2. 90 —2. 46
200 5. 43 09 5. 52 2. 90 —'2. 62

Average4 ' 3. 60 • 11 3. 71 2. 70 —1. 01

I Ratio of benefit payments and administrative expenses for Insured beneficiaries to taxable payroll.
Taxable payroll is adjusted to take Into account the lower contribution rates on self-employment income
and on multiple-employer 'excess wages."

'Allowance for building the trust fund balance lb the level of a year's outgo and maintaining it at that
level, after accounting for the offsetting effects of interest earnings.

'Rate for employers, and employees, combined.
4Average for the 25-yr period 1977-2001.

TABLE 20.—C?tange8 in the aetuarial balance of the ho8pital insurance
system over he long range under the Social Security .Act as amended
by Public Law.95-16 (qs apercent of taxable payroll).

Item: . .
. Percent

Acttarial balance under prior law —1. 16
Increabeintvagdbase
Revised tax schedule . . ._ —. 10
Total effect of changes in Public Law 95—216...... . +. 15
Actuarial balance under present law —1. 01

NorE.—Expendltures and taxable payroll are calculated under the Intermediate set of assumptions
(alternative U) which Is described In the 1977 Report of the Board of Trustees of the Federal Hospital
hnsuranoe.Trust Fund. These assumptions incorporate ultimate annual increases of 5( percent in average
wages In covered employment and 4 percent In Consumer Pri a 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 rate on self-employment income and on multiple-employer "excess
wages" as compared with the combined employer employee rate.
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VII. COST ESTIMATES OF THE SMI SYSTEM

Financing for the SMI system is established annually on the basis
of standard monthly premium rates which are paid by participants
and monthly adequate actuarial rates on which general revenue con-
tributions are based. The monthly adequate actuarial rate (separately
determined fOr aged and disabled enrollees) is based, according to
statute, on the projected monthly cost per enrollee for benefits and
administrative expenses—adjusted to allow, for interest earnings on.
assets in the trust fund, to allow for a contingency margin, and' to
allow for amortization of any prior year unfunded liabilities.

The financial soundness' of the SMI system can be assessed by
(1) comparing the estimated income for future periods for which the
premium rate and the level of general revenue financing have been
established with the estimated incurred benefits and administrative
expenses for such periods, (2) considering the excess of assets over
liabilities, and (3) considering the size of the trust fund balance. The
law requires that the SMI system be financed on an incurred basis.
Thus, the amount of assets in the trust fund at any time should be
no less than the cost of the benefits and administrative expenses
incurred but nOt yet paid. Because the financing is established pro-
spectively and subject to projection error, the 'income to the program
may not be equal to incurred costs. Therefore, trust fund assets
should be maintained at a level which is adequate to cover the impact
of a moderate degree of projection error as well as the value of incurred
but unpaid expenses.

The estimated actuarial status of the SMI trust fund as of June 30
for each of the years 1977—79 is summarized in table 21. This table
reflects financing that already has been established for the system. The
ratio of assets less liabilities to expenditures rises to a" projected level
of 11 percent by June 30, 1979; this provides reasonable protection
against a moderate degree of projection error. Table 22 shows the
estimated progress of the SMI trust fund during calendar years
1977—79, along with actual experience for 1972—76. The operations
of the SMI trust fund were not affected significantly by' Public Law
95—216.
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TABLE 21.—E8tindted• acturk2 ttatuo the supplementary medical
in8urance tru8t fund, years endtng June 80, 1977—79

(IabflUI

.

Item
Year endinglune 30—.

1977 1978 1919i_ $2. 3 $3. 3 $3. 9
liabilities '

Assets less liabilities

Ratio of asset& 1èas liabilities to expenditures (per-
cent)

1. 9 a 3 2. 7

. 3 1. C) 1. 2

4 11 11

• 1Asseta in the trust fund pins Government contributions to the trust fund which are due and unpaid.
I Benefits and related administrative expenses which are incurred, but unpaid.
& Ratio of assets less liabilities at the end of the year to total incurred expenditures during the following

year, expressed.aa a percent..

Noxa.—yigures may not add due to rounding.

TABLE 22.—Operation8 of the supplementary medical ineurance trust
fund, calendar ears 197f2—79

(Dollar amounts in billions].

Calendar year Income Dishursa-
ments

Net Iii.
crease' in

fund

Fund at
and of
period

Fund at begin-
ning of year as a

percentage of Wa-
bursementa dur-

big year

1972
1973
1974
WZ5 —
1976
Etiznated future experience:

1977
197&
1979

$2. 8 $2. 6
3. 3 2. 8. i 3. 7
47 4.7
6.0 5.6

7. 7 6. 7
9i 3 8. 1

10. 1 9. 5

$0. 2
. 5
. 4

—.1
.4

I. 0
1. 2'

. 6

$0. 6
1. 1
1. 5
1.4
1.8

2. 8
3. 9
4. 6

17
23
30
32
26

27
34
41

Nou.—Figures may not add due to rounding.

0





Social Security Amendments of 1977: Legis-
lative History and Summary of Provisions

by JOHN SNEE and MARY ROSS*

1. A revision of the benefit structure—"decoupllng"—
that stabilizes future replacement rates (initial
benefit amount as a percentage of covered earnings).
This change is designed to prevent replacement rates
from rising as projected under previous law and to
assure that social security benefit protection will
keep pace with increases in wage levels during a
person's working lifetime and with Increases In the
cost of living, as measured by the Consumer Price
Index (CPI) thereafter.
2. An increase from $180 to $230 In the highest
special benefit for long-term, low-paid workers with
future automatic adjustment for CPI Increases and
a freezing of the initial minimum benefit at De-
cember 1978 levels (roughly $121).
3. An increase in the exempt amount under the re-
tirement test for beneficiaries aged 65 and over to
$4,000 in 1978, $4,500 in 1979, $5,000 in 1980, $5,500
in 1981, and $6,000 in 1982, with automatic adjust-
ment to Increases in average wages thereafter, and,
in 1982, a reduction from 72 to 70 In the age at

___________________________________________________

which the test no longer applies.
4. A reduction in spouse's and surviving spouse's
benefits under the social security program by the
amount of a pension based on the spouse's own
earnings in noncovered public (Federal, State, or
local) government employment.
5. A simplified annual wage-reporting system under
which quarters of coverage will be determined on an
annual basis, with one quarter of coverage being
earned for each $250 In annual earnings in 1978
(subject to a maximum of four quarters of coverage
for a calendar year). After 1978, the $250 amount
will be automatically adjusted for future increases
In wages.

6. Authorization for the United States to enter Into
bilateral (totalizâtlon) agreements with foreign
countries for limited coordination between social
security systems.
7. Increases in the contribution and benefit base
and a revised contribution rate schedule. Under the
amended program, the projected 1978 and 1979
annual deficits in the cash benefits program are
substantially reduced and annual Income Is expected
to exceed expenditures beginning in 1980 and con-
tInuing Into the next century.

Changes have also been made that affect the
Federal-State program of aid to families with
dependent children (AFDC): (1) Additional
Federal funding of State and local welfare costs
for 1978; (2) financial incentives to encourage
States to reduce AFDC error rates; (3) a require-* Office of Program Evaluation and Planning, Social . -

Security Administration. ment that States request and use Social Security

$

• Social Security Administration
HEW Publication No. (SSA) 78—11700

This article describes the legislative history of
the Social Security Amendments 01 1977 and con-
tains a summary of the amendment8. The major
provisions revise the benefit structure so that
future replacement rates—initial benefits as a
percent of previous earnings—will be relatively
8table and revise the tav structure to re8tore the
financial soundness of the program in the short
range and into the 218t century. Other significant
provisions include: An increased special minimum
benefit for long-term workers with future automatic
adjustment to prices; a minimum benefit frozen at
the December 1.978 level (roughly $121) with auto-
matic adjustment only for those on the roll8; a
higher retirement test exempt amount for bene-
ficiaries aged 65 and over; an annual mea8ure of
"quarter of coverage" and other changes in annual
wage reporting provisions; and authorization for
agreements with foreign countries for limited co-
ordination between social 8ecurity system8.

ON DECEMBER 20, 1977, President Carter
signed into law H.R. 9346 (Public Law 95—216),
the Social Security Amendments of 1977. The
presidential statement issued upon the signing of
the bill stated that its provisions "are tremendous
achievements and represent the most important
social security legislation since the program was
established."

The 1977 amendments reaffirm the basic prin-
ciples and goals of the social security program.
The amendments make future benefits and costs
much more predictable and restore the financial
soundness of the program into the 21st century.
The annual old-age, survivors, and disability in-
surance (OASDI) deficits projected under earlier
law, based on the economic and demographic
assumptions in the 1977 Reports of the Boards of
Trustees, are eliminated beginning in 1980 and
the long-range (75-year) deficit is reduced from
more than 8 percent to less than 11/2 percent of
taxable payroll.

The provisions with the most far-reaching
impact are:
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WITH THE SIGNING of the Social Security
Amendments of 1977 into law, the Congress and the
President have assured the financial soundness of
the social security program for the next 50 years.
The amendments reduce the projected trust-fund
deficits for 1978 and 1979 and provide for an
excess of income over outgo beginning in 1980.
Moreover, the long-term deficit will be reduced
from 8 percent of taxable payroll to about 1½
percent, a truly significant achievement.

More than half the long-range deficit is solved
by the "decoupling" provisions of the amendments.
These provisions will prevent replacement rates
from rising as had been projected under the old
law and also assure that benefit protection will
generally rise proportionately with increases in
wages during a person's working years and, as
before, with Increases in the cost of living there-
after.

The new legislation does not call for any addi-
tional social security taxes before 1979; the wage-
base and tax-rate increases in 1978 were scheduled
under the old law. In 1979 a worker earning
$10,000 a year will pay $8 more in taxes than
under the old law, and a $20,000-a-year worker will
pay $82.55 more. The tax rates for later years have
been increased, and the wage base for 1979 and
later will be higher than would have occurred
under the old law. Those workers who will pay
higher social security contributions because of the
wage-base Increase will also get higher benefits in
the future.

The 1977 amendments reflect continuing concern
about such issues as equal treatment of men and
women, universal coverage, the relationships be-
tween public and private pension programs, and
general revenue financing. The amendments extend
the reporting date of the statutory Advisory Coun-
cil on Social Security, establish an independent
bipartisan National Commission on Social Security,
and call for major studies on universal coverage
and eliminationS of sex discriminatiOn.

The Social SecurIty Administration faces a major
task in implementing the new legislation. Once
again, the Social Security Administration must
meet the challenges of paying benefits promptly and
efficiently and of informing workers and benefi-
ciaries of their rights and responsibilities under
the new law.

It seems to me that, given the need for addi-
tional social security financing, the legislation
passed by the Congress and signed by the President
is sound and equitable. Most important, it should
serve to reassure both beneficiaries and workers by
putting to rest the predictions about the imminent
bankruptcy of the social security system. All Ameri-
cans can be assured that the social security system
is sound and will remain so.

DON I. WOBTMAN
Acting Commi8sioner of

Social Security

Administration data on earnings; and (4) tempo-
rary expansion of authority for State demonstra-
tion projects designed to encourage projects to
find ways to make employment more attractive
to assistance recipients.

Background and Legislative History

The enactment of the 1977 amendments was a
culmination of an extended period of national
debate on alternative ways to restore the financial
integrity of the social security program. In 1973,
when the Congress last enacted social security
benefit and financing legislation, the program was
estimated to be soundly financed in the short
range and over the long-range future. Since 1973,
however, adverse experience led to annual ex-
cesses of outgo over income and projections show-
ing a substantial long-range deficit.

Beginning in 1975, annual outgo from the
OASDI trust funds exceeded annual income and
the deficits were expected to grow in the future.
The disability fund was expected to be depleted
by early 1979 and the OASI fund in the early
1980's. The projected deficits were caused by
higher-than-anticipated rates of inflation, dis-
ability incidence, and unemployment.

In 1977, the program was estimated to have a
long-range average annual deficit of 8.2 percent
of taxable payroll. This long-range deficit was
the result of recent and current economic expe-
rience, a lower fertility-rate assumption that re-
sults in a higher ratio of beneficiaries to workers
in the next century than had previously been
projected, revised long-range economic assump-
tions under which replacement rates in the future
would have increased significantly, and continued
increases in disability incidence rates.

In addition, throughout this period there was
growing concern over the equal treatment of men
and women under social security, the retirement
test, and the lack of mandatory social security
coverage of Federal, State, and local government
employees. The latter concern was aggravated by
threatened withdrawals from coverage by State
and local governmental groups, which would have
resulted in a further deterioration of the financial
status of the program.

Thus, major concerns of the Congress, policy
analysts, and the public generally over the past

4 SOCIAL SECURITY



few years have centered on financing, changes
in the provisions for keeping the social security
benefit structure up to date with economic
changes, equal rights for men and women, the
retirement test, coverage, and the disability in-
surance program.

The first five of these areas were studied in
dept.h by the 1975 Advisory Council on Social
Security, which conducted a broad review of the
program. (The Council thought that it did not
have time to fully study the disability insurance
program—an area that has been, and remains,
under review within the Carter Administration.
The social security subcommittees of both the
House Ways and Means Committee and the
Senate Finance Committee have indicated that
they intend to consider this area further in 1978.)

The major recommendations of the Council,
submitted to the Secretary and the Congress in
March 1975, included:

The Ford Administration took the position in
1975 that further study of decoupling and long-
range financing was required.

In January 1976, President Ford—in his State
of the Union Message and his Budget Message—
outlined his plan to eliminate projected short-
range trust-fund deficits and to prevent replace-
ment rates from rising in the future. The major
elements of that plan were decoupling, along the
lines recommended by the 1975 Advisory Council,
and an increase in the tax rate of 0.3 percent
each for employees and employers effective 1977.
The social security subcommittee of the House
Committee on Ways and Means held public hear-
ings in early February at which the Secretary of

Health, Education, and Welfare testified concern-
ing the broad outlines of the proposals.

On June 17, 1976, the Ford Administration's
decoupling proposal was submitted to Congress
and was introduced by Representative James A.
Burke (D., Mass.), chairman of the social security
subcommittee of the House Ways and Means
Committee. H.R. 14430, the "Social Security
Benefit Indexing Act of 1976," would have stabi-
lized social security replacement rates and reduced
the projected long-range average deficit roughly
by half.

The major features of H.R. 14430 were

—wage indexing of earnings through the second year
before the year of entitlement to retirement benefits,
disability, or death
—a new benefit formula that would approximate the
benefit levels under present law at implementation
and stabilize future replacement rates
—a 10-year transitional guarantee that benefits
would be no lower at implementation than benefits
under the previous law.

Hearings on decoupling were held by the Burke
social security subcommittee in June and July
at which Administration officials, Members of
Congress, and the public testified. The subcom-
mittee held markup sessions on the proposal in
early August, but no further action was taken in
the 94th Congress.

The subcommittee also held hearings on other
social security matters during 1976. The areas
considered included compulsory social security
coverage for public employees and employees of
nonprofit organizations, the disability insurance
program, and the Administration's proposal to
permit bilateral (totalization) agreements with
foreign countries to provide limited coordination
of the social security systems of the two countries.

PRESIDENT CARTER'S RFCOMMENDATIONS

TO CONGRESS

On May 9, 1977, President Carter announced
his proposals to stabilize the social security bene-
fit structure, eliminate gender-based distinctions,
and reestablish the financial integrity of the sys-
tem. The proposals were aimed at dealing with
both the short- and long-term financing problems
while holding down increases in social security
tax rates.

(a) Decoupling the benefit structure, based on wage
indexing an(l designed to assure that initial benefits
for future retirees would keep up to date with wages
during working years and with prices thereafter;
(b) offsetting of social security dependent and sur-
vivor benefits by the amount of any pension the
person earned in noncovered employment (similar
to the "dual entitlement" provisions In the law) and
elimination of gender-based distinctions in the law;
(c) universal compulsory coverage under the social
security program;
(d) modifications of the provisions for withholding
benefits under the retirement test; and
(e) additional financing for the OASDI part of the
system by shifting scheduled hospital insurance (HI)
taxes to OASDI and using general revenues in the
HI program to make up for the loss in contribution
income in that program.
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Benefit Recommendations

The President's proposals relating to the benefit
provisions included the following changes.

Decoupiing.—The Administration recommended
that the social security benefit structure should be
decoupled with future replacement rates stabilized
at approximately the levels that were expected to
prevail for workers retiring in January 1979. The
decoupled benefit structure, like that recommended
by the 1975 Social Security Advisory Council and
by the Ford Administration in 1976, wou1d be
based upon indexing the worker's earnings and the
benefit formula to changes in average wages so that
benefit protection would rise with wages during
working years and with the CPI after retirement,
disablement, or death.

Gen4 er-based distinctions.—The Administration
recommended a dependency test for all spouse's and
surviving spouse's benefits based on a requirement
that the spouse's income iii the 3 years preceding
the worker's retirement, disablement, or death must
have been less than the worker's income. A number
of other changes were proposed to eliminate remain-
ing gender-based distinctions in the social security
law.

Financing Recommendations

The major elements of President Carter's
financing recommendations included:

1. Removing the ceiling on earnings subject to the
employer tax in 1981, with interim step increases
In the ceiling to $23,400 in 1979 and $37,500 in 1980.

2. Increasing the contribution and benefit base for
employees and the self-employed by $600 in each of
4 years—1979, 1981, 1983, and 1985—in addition to
Increases resulting from regular automatic adjust-
ments of the base as wages rise.
3. Provision for "countercyclical" use of general
revenues to make up for social security revenue
losses attributable to unemployment rates above 6
percent in 1975—78.

4. Shifting to OASI)I part of the 1978 and 1981 HI
tax-rate increases already scheduled in the law.
5. Advancing to 1985 0.25 percent of the 1.0-percent
OAS1)I tax-rate increase for employer and employee,
each, that was scheduled to go into effect In 2011
and advancing the remaining 0.75 percent to 1990.
6. Restoring the OASDI self-employment tax rate to
one and one-half times the employee rate.

The Administration's recommendations were
designed to eliminate deficits in the near term by
the use of countercyclical general revenues and
the three-step elimination of the contribution and
benefit base for employers. The proposals did

not include any early-year increases in the
OASDHI tax rates already scheduled in the law
but did include tax-rate increases in 1985 and
1990 representing a rescheduling of the 1.0-per-
cent increase for employers and employees, each,
in the OASDI rate previously schedule4 for 2011.

In addition, the decoupling provision was
expected to cut the estimated long-term average
deficit in half. The Administration's financing
proposals were expected to eliminate near-term
annual deficits and to reduce the long-range deficit
further to about 2 percent of payroll.

ACTION IN THE HOUSE

On May 10, the social security subcommittee
of the House Committee on Ways and Means
began hearings on the President's social security
proposals with testimony from the Secretary of
Health, Education, and Welfare, Joseph A. Cali-
fano, Jr. In his testimony, Secretary Calif ano
noted that "the Social Security System has been
one of the great successes of American govern-
ment," and the Administration's proposal will
"restore it to its proper place . . . a government
program on which all our citizens can rely."

Legislation that embodied the Administration's
proposals was submitted to the Congress on July
11, 1977, and introduced, as H.R. 8218, the
following day by Representative James A. Burke
(P., Mass.), chairman of the social security sub-
committee.1 The subcommittee held public hear-
ings over the following 2 weeks at which Mem-
bers of Congress, the public, and representatives
of interested organizations testified on the pro-
visions in H.R. 8218 and other proposals.

On July 29, the subcommittee met to plan
further work on the social security financing
and decoupling legislation. (They also ordered
reported H.R. 5723, which dealt with the status
of certain administrative law judges, and H.R.
8490, which dealt with past social security tax
liabilities of certain nonprofit organizations.)

The subcommittee considered taking a "quick
fix" approach to the near-term financial deficits

1A companion bill, S. 1902, was Introduced in the
Senate on July 21 by Senator Gaylord Nelson (D., Wisc.),
chairman of the social security subcommittee of the
Senate Finance Committee.
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and deferring action on the long-range financing
and decoupling provisions of HR. 8218 until
1978. The latter provisions were considered by
some to be so controversial that it might not be
possible to reach agreement in the 1977 session,
especially in view of the tight congressional
schedule and plans for final adjournment in mid-
October.

Representative Al Tjllman (D., Ore.), Chair-
man of the Committee on Ways and Means, out-
lined a possible proposal to deal with the short-
range financing problem by: (1) A tax-rate in-
crease of 0.2 percent each for employers and
employees (and a readjustment in the tax rate
for the self-employed to one and one-half times
the employee rate) ; (2) an increase in the wage
base of $500 above the automatic increases each
year 1978 through 1982; (3) an allocation of
funds from the HI trust fund to the OASI and
DI trust funds so that all three were maintained
at roughly equal reserve ratios in the short
term; and. (4) a standby general revenue loan
guarantee. The subcommittee concluded, however,
that enactment of comprehensive legislation was
possible in 1977. The "markup" sessions on H.R.
8218 were scheduled for September 12, the earliest
available date following the August recess.

The subcommittee began markup sessions on
H.R. 8218 as scheduled. Within 2 weeks, the
subcommittee reviewed and approved proposals
that included elements of both the Administra-
tion's proposals in H.R. 8218 and the "Republi-
can Alternative," a comprehensive package pro-
posed by minority members of the social security
subcommittee. (Major features of the latter plan
included wage-indexed decoupling, with replace-
ment rates about 10 percent lower than antici-
pated for 1979, an increase in the special minimum
benefit with the regular minimum frozen, a grad-
ual increase from 65 to 68 in the age of eligi-
bility for full benefits, elimination of the retire-
ment test, coverage of Federal employees, and
financing based on rate increases, with no base
increases.)

The subcommittee's recommendations, reported
to the full Committee on• September 22, included:

1. The Administration's decoupling proposal in H.R.
8218, with the following modifications:

—indexing a worker's earnings and the benefit
formula to reflect annual increases in average
wage levels up to the second year before eligibility

(age 62, disability, or death) instead of before
retirement (entitlement)
—increasing the delayed retirement credit from
1 percent a year to 3 percent for persons under the
new decoupled system
—stabilizing replacement rates at approximately
5 percent below estimated January 1979 benefit
levels
—guaranteeing for 10 (rather than 5) years that
retirement benefits would not be lower than bene-
fits under present law as of December 1978.

2. An increase in the maximum special benefit for
long-term, low-paid workers from $180 to $230 to
take acount of increases in other benefits since 1974
when It was last adjusted, with future automatic
adjustments as the CPI increases. The minimum
benefit for future beneficiaries was to be frozen as
of I)ecember 1978 (roughly $121), just before
implementation of decoupling. The minimum was to
be adjusted for cost-of-living increases only after the
worker dies or becomes eligible for benefits.
3. The dependency test proposal in H.R. 8218 was
not adopted; instead, provision was made for a
6-month study of proposals to eliminate dependency
as a factor in determining entitlement to spouse's
benefits and to guarantee equal treatment of men
and women under the social security program. In
addition, the minor provisions included in H.R. 8218
to eliminate gender-based differences for men and
women were included in the subcommittee bill.
4. Two other proposals affecting the treatment of
women under OASDI were adopted: A shortening of
the duration-of-marriage requirement for aged di-
vorced spouse's benefits from 20 years to 5, and a
provision that marriage or remarriage would not
affect dependent's or survivor's benefits. (These
proposals had also been Included in the "Republican
Alternative.")
5. Mandatory coverage, effective in 1980, would be
extended to Federal, State, and local government
employment and employment by nonprofit organiza-
tions. Effective Immediately, State and local govern-
ments and nonprofit organizations would no longer
be able to withdraw from social security coverage.
6. The retirement test exempt amount would be
increased to $4,500 in 1978 and to $5,000 in 1979 for
beneficiaries aged 65 and over.
7. Changes in financing provisions:
a. Increases in the contribution and benefit base for
workers and for employers so that approximately
90 percent of payroll In covered employment would
be taxed—$20,900 In 1979; $24,400 in 1980; and
$27,900 in 1981, with automatic adjustment there-
after.
b. In lieu of "countercyclical" general revenues,
standby authority for loans from general revenues to
the OASDI trust funds whenever the assets of a fund
at the end of a year drop below 25 percent of outgo
for that year, with automatic repayment of loans
when assets in a fund at the end of a year reach
40 percent of that year's outgo from that fund.
c. A shift of part of the scheduled HI tax rate
Increases for years after 1977 to OASDI and an
adjustment of the tax rates so that the "ultimate"
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OASDHI rate for 1990 and after would be 7.45
percent each for employees and employers.
d. Reestablishment of the self-employment OASDI
tax rate at one and one-half times the employee rate.
8. Other proposals recommended by the Adminis-
tration in legislation other than H.R. 8218:
a. Elimination of the monthly measure of retire-
ment for years after the year of retirement.
b. Simplification of the annual reporting provisions
by determining quarters of coverage on an annual
basis. For 1978, a worker would get a quarter of
coverage (up to four in a year) for each $250 of
annual earnings. The $250 measure would be auto-
matically adjusted to increases in average wages.
c. A limitation on retroactive benefits so that, except
where disability-related or unreduced dependents'
benefits were payable, monthly benefits would not be
paid for months before the month an application is
filed if permanently reduced benefits would result.
d. A provision to exclude from coverage the dis-
tributive share of income or loss of a partnership
received by a limited partner who does not perform
any services for the partnership.

The subcommittee recommendations were intro-
duced by Chairman iJilman on September 27,
1977, and referred as H.R. 9346 to the House
Ways and Means Committee. The Committee
began markup sessions the next day and further
considered the legislation in the following week.

The most controversial issues during the mark-
up sessions were mandatory universal coverage,
the retirement test, the general-revenue loan
guarantee, and the increases in the contribution
and benefit base. A major concern the committee
faced was the need to make up for the loss of
program income in the near term that would
result if, as proposed by Representative Joseph
Fisher (D., Va.), universal coverage was dropped
or deferred to a later year.

H.R. 9346 as amended by the Committee and
reported to the House on October 12 reflected
the following major changes from the subcom-
mittee bill:

1. Extended mandatory social security coverage to
Federal, State, and local employment and employ-
ment for nonprofit organizations effective 1982
(instead of 1980) and provided for a study by the
Department of Health, Education, and Welfare and
the Civil Service Commission to provide recommen-
dations on how best to coordinate the Federal civil
service retirement system and the social security
program.

2. Increased the retirement test exempt amount to
$4,000 in 1978 and $4,500 (instead of $5,000) In 1979
for beneficiaries aged 65—71; and liberalized the
test for beneficiaries abroad by providing that
benefits would be payable for any month in which

the beneficiary works on less than 9 days in
1978 and 12 in 1979 and later.

3. Increased the contribution and benefit base be-
ginning In 1978 (Instead of 1979) to $19,900 in
1978, $22,900 in 1979, $25,900 in 1980, and $27,900
in 1981, with automatic adjustment to wages there-
after.

4. Modified the OASDI and HI tax-rate schedules
to reduce the HI trust fund deficit and to slightly
Improve the OASDI trust-fund reserve ratios in re-
lation to those under the subcommittee bill.
5. Revised the standby loan authority so that, if
triggered, there would be an automatic temporary
tax-rate increase of 0.10 percent, each, for employers
and employees and of 0.15 percent for the self-
employed under certain conditions.

The Committee bill included additional changes
that (1) authorized the President to enter into
bilateral agreements (known as totalization agree-
ments) with other countries providing for limited
coordination of the United States social security
system and the systems of other countries; (2)
applied the same actuarial reduction to cost-of-
living increases for early retirees that applied to
their initial monthly benefit;2 (3) provided
clergymen who previously elected to be exempt
from social security coverage an opportunity to
revoke their exemption; (4) modified certain
State and local coverage provisions as they apply
in Mississippi, New Jersey, and Wisconsin; ()
validated erroneous wage reports for certain
Illinois policemen and firemen who are not cov-
ered under the social security program; (6) pro-
vided that increases in the contribution and
benefit base would not increase the employer tax
liability or benefits under tier II of the railroad
retirement system, which supplement the tier-I
payments corresponding to basic social security
benefits; and (7) tied the maximum amount of
pension insured by the Pension Benefit Guaranty
Corporation to the social security earnings base
as if it were increased automatically, without
regard to the ad hoc increases.

Before consideration by the House Committee
on Rules, H.R. 9346 as reported by the Ways
and Means Committee was referred to the PostS
Office and Civil Service Committee, which has
jurisdiction over the Federal civil service retire-
ment system. On October 13, the latter Committee
ordered H.R. 9346 reported with an amendment
to substitute a 2-year study to review the feasi-

'These two provisions had previously been recom-
mended by the Administration.
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bility and advisability of extending social security
coverage to Federal employment for the provision
for mandatory coverage of Federal employees.

Since the Committee members had been closely
divided on a number of major issues, it was
agreed that H.R. 9346 as reported by the Com-
mittee should be considered on the House floor
under a rule that specified that a limited number
of floor amendments would be in order. These
amendments were to be financially self-contained,
to the extent possible, to assure that floor action
would not substantially alter the financial status
of the program under the bill as reported by the
Committee. (Generally, in the past, social security
legislation went to the House floor under a closed
rule that allowed for a single motion to recommit
and otherwise required that the legislative pack-
age be adopted or rejected as a whole.)

On October 18, the Rules Committee agreed to
the "modified open" rule for the House floor de-
bate as requested by the Committee on Ways and
Means. The rule allowed for the offering of the
Post Office and Civil Service Committee amend-
ment and eight other amendments that had been
given earlier consent by the Ways and Means
Committee, including a substitute for the Post
Office and Civil Service Committee amendment.

The House floor debate on H.R. 9346 began
on October 26. The following floor amendments
were considered and agreed to:

Commission on Social Security composed of nine
members—five appointed by the President and two
each by the Speaker of the House and the President
of the Senate—to make a broad study of the social
security and related programs.

The House considered and rejected the follow-
ing floor amendments: (1) A more gradual in-
crease in the wage base and a larger increase in
the tax rate than under the Committee bill; (2)
elimination of the standby loan and repayment
provisions from the bill; (3) elimination of the
minimum benefit, effective in 1979; and (4) a
motion to recommit with instructions to report
back with amendments reflecting more of the
"Republican Alternative" plan, including: In-
creased tax rates, no wage base increase, coverage
of Federal employees in 1982, and deletion of
standby loan authority.

Another amendment would have further in-
creased the retirement test exempt amount, pro-
vided for a more gradual increase in the wage
base, and increased tax rates beginning in 1978.
This amendment was withdrawn.

On October 27, by a vote of 275 to 146, the
House passed H.R. 9346. The bill was then sent
to the Senate and placed on the calendar awaiting
Senate Finance Committee action.

ACTION IN THE SENATE

Since social security legislation, like other rev-
enue measures, must originate in the House of
Representatives, the Senate Committee on. Fi-
nance does not usually consider a major social
security bill until the bill has been passed by the
House, sent to the Senate, and referred to the
Committee on Finance. In view of the urgency of
this legislation, however, and the high priority
placed upon it by the President, preliminary
hearings and markup sessions on financing and
decoupling were held in the summer and fall of
1977, even though no House-passed social security
bill had been referred to the Senate Finance
Committee.

In June and July, the Senate Finance Commit-
tee's social security subcommittee, chaired by Sen-
ator Gaylord Nelson (D., Wisc.), held public
hearings on social security financing and decoup-
ling. On June 13, as lead witness for the Admin-
istration, Secretary Califano stressed the priority

1. Deletion of the provisions that would have (a)
extended social security coverage to employees of
Federal, State, and local governments and non-
profit organizations and (b) prohibited State and
local government groups and employees of nonprofit
organizations from "opting out" of the social security
program. The resulting revenue loss would be bal-
anced by an additional employee and employer tax-
rate increase of 0.1 percent, each, beginning in 1982
and an increase in the wage base to $29,700 in 1981
(instead of $27,900 as provided in the Committee
bill). This amendment would also require joint
studies by the Department of Health, Education, and
Welfare, the Department of the Treasury, the Civil
Service Commission, and the Office of Management
and Budget on the feasibility and desirability of
covering Federal, State, and local government em-
ployees.

2. An increase in the retirement test exempt amount
to $4,000 in 1978, $4,500 In 1979, $5,000 in 1980,
and $5,500 in 1981 for beneficiaries aged 65—71.
Beginning in 1982, the retirement test would be
eliminated for such beneficiaries. An additional tax-
rate increase of 0.1 percent, each, in 1982 would
be provided to finance the amendment.
3. Creation of an independent bipartisan National
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accorded this legislation and the importance of
final passage in 1977. He said that President
Carter considered the bill a "most urgent piece
of business before the Congress because of the
tremendous concern of older Americans about the
viability and integrity of the trust funds."

In late July (just before the August recess)
and in early September, the Senate Finance Com-
mittee met t.o consider the effects of social security
legislation on the Federal budget for fiscal year
1978. The meetings were held in anticipation of
final congressional action to be completed by Sep-
tember 15 on the Second Budget Resolution,'
which would be binding upon Congress in terms
of social security financing and benefits. These
meetings served to bring together the thinking
of the subcommittee and alternative approaches
of other Finance Committee members.

By the end of September, the Senate Finance
Committee made the following tentative deci-
sions:

—decoupling with wage indexing and constant re-
placement rates at roughly January 1976 levels
(about 2½ percent below anticipated January 1979
levels)

enactment of certain AFDC amendments on the
part of some Finance Committee members and
concern in other quarters that action in this area
might preempt consideration of other welfare leg-
islation in the near future. Agreement was finally
reached between the Administration and Senator
Long (D., La.), Chairman of the Finance Com-
mittee, and Senator Moynihan (D., N.Y.), Chair-
man of the Finance Committee's Subcommittee
on Public Assistance, on four AFDC amendments
included in the Finance Committee bill: (1) Fis-
cal relief to States and localities for welfare costs
in fiscal year 1978; (2) financial incentives for
States to reduce errors; (3) requirement that
States request and use Social Security Adminis-
tration and State employment security agency
wage-record information where needed for AFDC
program administration; and (4) temporary ex-
pansion of authority for States to conduct demon-
stration projects intended to make employment
more attractive to public assistance recipients.

A fifth AFDC amendment, which would have
revised the earned-income "disregard" for AFDC
recipients, was also included in the Committee
bill.

As Senate Finance Committee markup sessions
continued, increasing concern was also shown
about the tentative decision to increase the em-
ployer base to $100,000 in 1979. The Committee
seemed about equally divided on the issue and
considered alternatives that would have provided
for increasing the base for employers by the same
amount as the employee base. (When the final vote
was taken on November 1, such a proposal failed
on a 9—9 vote, and a proposal to increase the em-
ployer base to $50,000 in 1979 and $75,000 in
1985, with no automatic adjustments until the
employee base caught up, was adopted.) In mid-
October, however, the Committee was reluctant
to report a major financing provision on which
the members were so evenly divided. They con-
tinued to meet in the hope of developing a com-
promise on which there would be widespread
agreement.

Meanwhile, although H.R. 9346 had not yet
been passed by the House, the Finance Committee
had tentatively agreed that, if the House did act
and if final Committee decisions were reached,
the Committee amendments would be attached to
H.R. 5322, a minor tariff bill that had originated
in the House of Representatives, the substance of

—short-range financing relying heavily on increasing
the employer wage base to minimize near-term tax-
rate increases (the tentative decision was to raise
the employer base to $100,000 in 1979 and to provide
for four $600 increases in the employee base, as in
the Administration's proposal)
—long-range financing that would eliminate any re-
maining deficit in the OASDI program and would
not essentially change the financial condition of the
HI program
—response to the Supreme Qourt decisions that found
the "one-half support" test for husbands and widow-
ers unconstitutional '—in the form of extending the
dual entitlement provisions of law then in effect to
apply with respect to government pensions based on
an individual's own work in noncovered government
employment.

There was also growing interest in the 1977

'Under 1974 legIslation relating to congressional
budget activities, any legislative proposals not included
in the "Second Budget Resolution" would require a
specific waiver of the Budget rules or it would be sub-
ject to a point of order on the Senate floor—a procedural
impediment that could have blocked Senate action on a
social security bill In 1977.

'In 1977, in Calif ano v. Gold farb and related cases,
the Supreme Court declared unconstitutional the statu-
tory requirement that a man had to show that he was
dependent on his wife for purposes of qualifying for
husband's and widower's benefits, although a woman
was presumed dependent on her husband for purposes
of wife's and widow's benefits.
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which had already been enacted in other legisla-
tion. H.R. 5322 was a convenient vehicle for put-
ting the Senate Finance Committee proposals
before the Senate promptly. When the House
passed H.R. 9346 on October 27, the bill was not
referred to the Senate Finance Committee. It was
held at the desk and placed on the Senate calen-
dar since the Committee expected to report H.R..
5322 promptly, which it did on November 1.

The OASDI provisions of H.R. 5322 that dif-
fered from the House-passed bill included the
following provisions:

1. The decoupling l)rovisions would be similar to the
House bill but they would call for earnings replace-
ment rates approximately 21/2 percent lower than
projected 1979 levels.
2. The employer wage base would be increased to
$50,000 in 1979 and to $75,000 in 1985; it would not
increase automatically until the employee base
reached that level under automatic adjustment pro-
visions. (Nonprofit State and local government em-
ployers would be reimbursed from general revenues
for 50 percent of the increased employer social
security tax resulting from the difference between
the employer and employee wage bases.) The bill
also provided for a reduction in employer tax lia-
bilities where workers with earnings in excess of
the employer base were concurrently employed by
certain affiliated corporations.
3. The OASI)HI tax rates would be increased be-
ginning in 1979 and, would reach an ultimate level,
by the year 2011, of 7.8 percent for employers and
employees, each.
4. The retirement test exempt amount would be-in-
creased to $4,500 in 1978 and to $6,000 in 1979. After
1979, the $6,000 amount would increase as wage
levels rise.
5. The worker's delayed retirement credit would be
added to the widow's or widower's benefit.
6. The benefits of spouses and surviving spouses
would be offset by the amount of any pension or
annuity based on the spouse's earnings in noncovered
Federal, State, or local government employment.

The Finance Committee bill also included pro-
visions that were not in the House-passed bill but
had been reported by the Ways and Means Com-
mittee earlier in 1977: (a) A modification in lia-
bilities for back taxes for certain nonprofit em-
ployers and (b) the conversion of a number of
"administrative law judge" positions from tem-
porary t.o permanent status.

When H.R. 9346 as passed by the House came
up for debate on the Senate floor on November
2—4, it was first amended by substituting the pro-
visions of the Finance Committee bill (H.R. 5322)

for the House-passed provisions. It was then sub-
ject to further floor amendment. Although the
Senate Finance Committee had obtained a waiver
of the Budget Act requirements with respect to
the Committee proposals, it was necessary for
individual Senators to obtain waivers for specific
floor amendments, a process that prolonged the
Senate floor debate. Ultimately, parliamentary
procedures were worked out and numerous amend-
ments, some unrelated to the Social Security Act,
were agreed to on the Senate floor.

Changes affecting the social security program
included:

1. Lowering from 72 to 70 the age at which the
retirement test no longer applies effective for tax-
able years ending after 1981 (a substitute for an
amendment that would have- eliminated the test at
age 65, as in the House bill).
2. Freezing the minimum benefit at an amount equal
to the minimum I'IA in effect under existing law in
1)e(enmber 1978. Benefits based on the minimum
would be kept up to date with rising prices only
after entitlement to benefits.
3. Automatically increasing benefits on a semiannual
basis in times of rapid inflation.
4. Providiig disability benefits for the blind, re-
gardless of ability to work, based on six quarters
of coverage and a more favorable computation
procedure.
5. Eliminating the workmen's compensation offset
for social security disability benefits.
6. Reducing the employer tax liability of State and
local government and nonprofit employers to 90
percent of the tax liability under the law as amended
by the bill (but not less than the 1979 liability). The
Senate amendment would also authorize appropria-
tions from general revenues to make up for the loss
of social security tax revenues occurring as a result
of. enactment of the amendment.

During the Senate floor debate, an amendment,.
offered by Senator Curtis (R., Neb.), to provide
for equal increases in the wage base for employer
and employeetm—the issue on which the Finance
Committee had been equally divided—was de-
feated by a vote of 47 to 46, with Vice President
Mondale casting his first tie-breaking vote.

H.R.. 9346 was passed by the Senate on Novem-
ber 4, by a vote of 42 to 25. The way was thus
cleared for a House-Senate conference to resolve
the differences between the House and Senate
versions of the bill.

The amendments would also have Increased social
security tax rates and produced a long-range actuarial
balance of 0.04 percent of payroll.
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HOUSE-SENATE CONFERENCE COMMITTEE

Senate conferees were appointed immediately
upon passage of the bill in the Senate on Novem-
ber 4, but appointment of House conferees was
delayed. On November 3, a motion for unanimous
consent (necessary because the Senate had not
yet passed the bill) to appoint House conferees
was blocked. Since the House did not meet again
for legislative business before the Thanksgiving
recess, the House conferees were not appointed
until November 30—and, then, only after the
House rejected a motion to instruct the conferees
to insist on the House retirement test provisions.

The conference committee, chaired by Senator
Long, convened on December 1 and began delib-
erations on H.R. 9346. The conferees encountered
difficulties in three areas—financing, AFDC, and
a Senate floor amendment that would have pro-
vided an income-tax credit for certain college
tuition costs and related expenses.

Areas of disagreement on financing included
unequal employee and employer contribution and
benefit bases, the use of general revenues, the HI
program, and the long-range actuarial balance.
Of these areas, HI financing proved to be the
most difficult on which to reach agreement. Floor
action in the House and Senate would have ad-
versely affected the financial status of the HI
program in relation to the treatment accorded-by
either the Finance Committee or the Ways. and
Means Committee. Moreover, some House con-
ferees felt strongly that the financial status of the
HI program should not be worsened as a result of
the legislation. A compromise was ultimately
adopted under which the long-range deficit in the
HI program was reduced from 1.16 percent of
taxable payroll to 1.01 percent.

The conferees were also unable to reach quick
agreement on the public assistance amendments.
With certain modifications the four AFDC
amendments that the Administration had indi-
cated it could accept were finally adopted, and
the amendment relating to the AFDC earned-
income disregard was not accepted. A modifica-
tion reducing the amount of fiscal relief that the
Senate bill would have provided was agreed to,
with the understanding that additional fiscal re-
lief might be provided under ER. 7200—the wel-
fare bill still pending in the Senate. This bill also
includes the earned-income disregard provision.

On December 9, as the congressional session
was drawing to a close, the social security con-
ference stalled. The Senate conferees insisted on
including the tuition tax-credit provision that
had been added to the bill on the Senate floor;
the House conferees strongly opposed its inclu-
sion. The following week, the Senate conferees
receded from their position, and the conference
committee reported the bill on December 14.

H.R. 9346, as agreed to by the conferees, was
passed by the Senate on December 15, 1977 (the
final day of the first session of the 95th Congress)
by a vote of 56 to 12 and later the same day by the
House of Representatives by a vote of 189 to 163.
On December 20, H.R. 9346 was signed by Presi-
dent Carter and became Public Law 95—216, the
Social Security Amendments of 1977. The specific
provisions of the final legislation are described
below.

Summary of Major Provisions

MAJOR CASH BENEFIT PROVISIONS

Decoupling

Under the previous law, projections of future
benefits for current workers were highly depend-
ent on projections of future rates of increases in
wages and prices and, as a result, replacement
rates could increase more rapidly or more slowly
than average wages in general. Under current
economic projections, future replacement rates—
benefits as a percentage of preretirement earnings.
—were expected to rise substantially faster than
average wages in the future.

In order to stabilize replacement rates in the
future, at levels 5 percent below the levels pro-
jected for 1979 under the earlier law, basic
changes are made in the way the worker's average
earnings and social security benefit amounts will
be figured. The 5-percent reduction is designed
to offset the unintended overadjustment of bene-
fits since the adoption of automatic cost-of-living
increases in 1972. A comparison of projected re-
placement rates for hypothetical workers aged
62 at different relative earnings levels under the
old law and under the new law is shown in table 1.

As under the old law, benefits would be kept
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Year

Replacement rates (percent)

Low earners Average earners Maximum earners

Old law New law Old law New law Old law New law

1980
1990
2000
2010
2020
20:0
9910
2050

56
50
75
84
91
96

101
tOO

65
56
56
56
56
56
56
56

44
48
52
57
60
63
66
68

43
43
43
43
43
43
43
43

34
35
39
42
44
46
47
48

'27
25
27
29
29
29
29
29

up to date with increases in prices after a worker
becomes eligible for benefits. The new method
applies to those who reach age 62, become eligible
for disability benefits, or die in 1979 or later.

Wage indexing of earniflg8.—A worker's earn-
ings will be updated (indexed) to the period
immediately before the year the worker reaches
age 62, becomes disabled, or dies and will reflect
the increases in average wages that have occurred
since the earnings were paid. The worker's earn-
ings will be indexed by multiplying his actual
earnings by the ratio of average wages in the
second year before he reaches age 62, becomes
disabled, or dies to the average wages in the year
being updated. An example of wage indexing and
benefit computations under the new law is shown
in table 2.

Earnings after age 60 or disablement will be
counted at actual dollar value—that is, unindexed
—and substituted for earlier years of indexed
earnings if they increase the worker's average in-
dexed monthly earnings (AIME) and his benefit.

Computation period.—No change has been
made in the computation period. After the work-
er's earnings have been indexed, they will be aver-
aged for the years after 1950 (or after age 21,
if later) up to the.year he reaches age 62, becomes
disabled, or dies, whichever occurs first, with the
5 years of lowest indexed earnings or no earnings
excluded. (Pre-1951 earnings could be used only
under "prior-law" computation provisions.)

Benefit formula and maximtum, family benefit
forraula.—The law establishes a benefit formula

for determining a worker's primary insurance
amount (PTA) on the basis of his indexed earn-
ings. The benefit formula reproduces roughly the
same relative weighting as the old formula but
the new formula will result in benefit levels that
are approximately 5 percent lower than those
that were expected to prevail under the old law
for new retirees in January 1979.

The benefit formula for those reaching age 62 in
1979 is: 90 percent of the first $180 of AIME,
plus 32 percent of AIME over $180 and through
$1,085, plus 15 percent of AIME over $1,085.
The AIME dollar amounts in the formula will

Year Annual
earnings

Average
annual
covere

Indexing
factor

w
ernegs

1951
1952
1953
1954
1955
1956
1957

$3,000
2,900
3,600
3,600
4,200
4,200
4.200

$2,789
2,945
3,089
3,226
3,350
3,540
3,747

8.532
3.321
8.166
3.031
2.919
2.762
2.610

10,596
9,631

11,398
10,912
12,260
11,600
10,962

1958
1959
1960
1961
1902
1963
1964

4,000
2,500
4,800
2,800
4,800
4,800
4,800

3,852
3,980
4,148
4,283
4,461
4,572
4,712

2.539
2.457
2.358
2.283
2.192
2.189
2.075

10.150
8.142

11,318
6,392

10,522
10,267
9,960

1965
1968
1907
1968
1909
1970
1971

6,000

2,000
7,000
5,500
7,200
7.400

4,787
4,997
5,311
5,683
5,977
6,288
6,670

2.043
1.957
1.841
1.721
1.630
1.555
1.468

12,258

3,682
12.047
8,998

11.196
10,848

1972
1973
1974
1975
1976
1977
1978

5.520
6.000
7.500
8,000
7,200
8,100

7,250
7,580
8.031
8,631
9,226
9,779

1.349
1.290
1.218
1.188
1.060
1.000
1.000

7.121
7,508
8,498
8,480
7,200
8.100

B. BaNEFIT CoMpuTATION: The worker's primary insurance amount (PIA)
is then computed on the basis of his average indexed monthly earnings
(AIME) as follows:

Total indexed earnings in highest 23 years $231,630.00

AIME (total earnings divided by number of months: 23X12,
or 270)

PIA under 1979 formula: 90% X $180— $162.00

82% X ($839— $180)— $210.88

Age 62 PIA (rounded) $872.90

'The following be,u'flt formula is to be applied to AIME: 905' of the first
$180 of AIME, plus 32% of the next $905 of AIME, plus 16%ofAME above
$1,085.

S taxable wages In the first quarter of each year multiplied by 4.
Data preliminary; subject to change when final data are published in the
Federal Register later this year.

TABIs 1.—Replacement ratest for hypothetical low, average,
and maximum earnings,' 1980—2050, of a worker retiring at
age 62 under old and new law

1 Represents annual unreduced benefits as percent of previous year earn-
ings.

'The 1976 earnings levels of $4,600 for low earners, $9,200 for average earners,
and $15,300 for maximum earners are adjusted annually according to the
intermediate assumptions used in the 1977 Trustees Report.

Based on the 5-year transitional provision.

TABLE 2.—Wage indexing and benefit computation for hypo-
thetical earnings, 1951—78, of a worker retiring at age 62 in
j9791

A. WAOE INDEXING: Shown below are annual earni,urs, average covered
wages, the indexing factor (1977 average annual wages divided by average
annual wage in each year), and the wage-indexed earnings (annual earnings
times indexing factor).
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be adjusted automatically in the future as average
wage levels rise to maintain the relative weighting
in the formula and thereby maintain relatively
constant replacement rates at different relative
earnings levels. The formula for relating maxi-
mum family benefits to the PTA roughly main-
tains the relationship between the PTA and maxi-
mum family benefits that existed under the old
law. This benefit formula will also be adjusted in
the future as average wage levels rise.

Tran8ition.—Wage indexing, the new benefit
formula, and the 5-percent. reduction in replace-
ment. rate levels would result in higher benefits
for some workers and lower benefits for others
under the new computation procedures than under
the law in effect at the time of implementation.
To protect. workers nearing retirement 'a-hen de-
coupling is implemented, an individual who
reaches age 62 after 1978 and before 1984 is guar-
anteed a retirement benefit no lower than the
amount. he would have received under the law as
of December 1978. For purposes of this provision,
t.he December 1978 benefit table will be frozen, but.
the worker's retirement benefit would be subject
to all cost-of-living benefit increases beginning
with age 62. The guarantee does not, apply to dis-
ability and survivor benefits.

Effective date.—The new- benefit structure is
effective for those who reach age 62, become eli -

gihie for disability benefits. or die in 1979 or later.
(The old law remains in effect. for workers eligible
before 1979.)

Delayed Retirement Credit

The delayed retirement credit is increased to 3
percent a year—l/4 of 1 percent a month—for
workers reaching age 62 after 1978. (The credit
of 1 percent a year under the old law—1/12 of 1
percent a month—will continue to apply to work-
ers who reached age 62 before 1979.) Tn addition,
those who received reduced benefits will be able to
get the delayed retirement credit if t.hey have non-
payment. months after reaching age 65. Since
workers reaching age 62 in 1979 will not reach
age 65 until 1982, t.his provision will have rela-
tively little effect before 1983. The delayed re-
tirement. credit that a worker earns will also be
payable to the surviving spouse effective for
months after May 1978.

• Special Minimum and Minimum Benefits

Spec/al benefit for long-term, low-paid worker8.
—Under the new law, the special benefit. for long-
term, low-paid workers is increased, effective Jan-
uary 1979, to take account of increases in benefits
since March 1974 and will be automatically ad-
justed to cost-of-living increases in the future.
The highest possible special benefit will be in-
creased from $180 to $230 in 1979. Specifically,
the new law provides that the special benefit will
be equal to $11.50 (instead of $9.00) times the
number of years above 10 and up to 30 in which
a worker has earnings equal to or greater than
one-fourth of the contribution and benefit base
that would be effective without regard to these
amen'iments.

Minimum benefit.—The minimum benefit for
future beneficiaries is frozen at. an amount. equal
to the minimum benefit in effect in December
1978 (estimated to be about $121). Benefits based
on the minimum will be kept up to date with in-
creases in the CPI beginning with the year the
person becomes entitled to benefits. For this pur-
pose, a person would be considered to become
entitled to benefit.s in the year in which he or she
first. actually received a cash benefit or, if earlier,
reached age 65.

Retirement Test

Annual exempt amount .—T he new law provides
increases in the annual exempt. amount for bene-
ficiaries aged 65 and over to a level of $6,000 for
1982, with automatic adjustment to average wage
increases thereafter. No change was made in the
exempt amount for workers under age 65. The
annual exempt amounts are shown below.

Monthly meadure.—The monthly measure in the

Year
Exempt amount (or beneficiaries—

Under age 68 Aged 05 or older

1977
1978
1979
1920
1981
1982

8.1000
3,240

3 480
'3,720
'3,000
'4,300

$3000
'4,000'4 r"
'S'OOO
'5.fiOO
'6.000

I Soecified in law.
Estimated under automatic adjustment provisions.
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retirement test is eliminated for years after the
initial year of retirement. (Under the monthly
measure, a beneficiary who did not earn over the
monthly exemption—$250 in 1977—or render sub-
stantial services in self-employment in a month
received a benefit for that month regardless of the
level of his annual earnings.)

AppZicable age.—The age at which the retire-
ment test no longer applies is lowered from 72 to
70, effective after 1981.

OTHER BENEFIT PROVISIONS

Offset for Spouses With Other Government
Pensions

Spouse's and surviving spouse's benefits under
the social security program will be reduced by the
amount of any government (Federal, State, or
local) pension payable to the spouse based on his
or her own earnings in noncovered employment.
This provision is somewhat analogous to the pro-
visions of present law under which a person's
social security benefit as a dependent or survivor
is generally reduced dollar-for-dollar by the
amount of any social security benefit he or she
earned as a worker in covered employment. The
provision is effective for spouse's benefits based on
applications filed in or after December 1977.

Under a transitional "exemption" clause, the
offset provision does not apply to those who (a)
become eligible for a pension from noncovered
government employment before December 1982
and (b) at the time of application for social se-
curity benefits, could have qualified for spouse's
or surviving spouse's benefits if the law as in
effect and administered in January 1977 had re-
mained in effect. Thus, this exception has the
effect of continuing to apply a "one-half support"
test to certain men. 'The law also provides that if
the above exception is found invalid, the pension
offset would be. fully effective immediately.

Remarriage of Widows and Widowers

Effective with respect to benefits for months
after December 1978, remarriage of a surviving
spouse after age 60 will not reduce the amount

of widow's or widower's benefits. Under the old
law, benefits for a widow or widower who remar-
ried after age 60 were generally reduced to the
larger of 50 percent of the deceased spouse's PTA
or 50 percent of the new spouse's PIA.

Duration-of-Marriage Requirement

Effective for months after December 1978, the
duration-of-marriage requirement for entitlement
to benefits as an older divorced wife or surviving
divorced wife has been lowered from 20 years
to 10 years.

Actuarially Reduced Benefits

Under the automatic cost-of-living benefit in-
crease provisions in the old law, persons with ac-
tuarially reduced benefits generally received auto-
matic benefit increases that slightly exceeded the
percentage increase in the cost of living. This
situation occurred because the percentage increase
was related not to the actual benefit amount but
to the PTA. The new law modifies the cost-of-
living increase mechanism so that beneficiaries
receiving reduced benefits would receive benefit
increases equal to the percentage increase in the
CPI. The provision is effective for benefit in-
creases after December 1977.

Retroactive Social Security Benefits

Under the old law, an application for actu-
arially reduced benefits, like any other application
for social security benefits, was a valid applica-
tion for any benefits payable for up to 12 months
before the month in which the application was
filed. Effective for applications filed on or after
January 1, 1978, the new law eliminates retroac-
tive benefits where permanently reduced benefits
would result (except for disability-related benefits
or when unreduced dependent's benefits are in-
volved).

Disability Benefits for the Blind

A disabled blind person will not be considered
to have engaged in substantial gainful activity
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that would result in termination of benefits (or
suspension for those aged 55 or over) unless his
earnings exceed an amount equal to the monthly
earnings measure of retirement (1/12 of the an-
nual retirement test exempt amount) for those
aged 65 or older—$333.33 in 1978, higher in sub-
sequent years. (Effective for months after De-
cember 1977.)

Earlier Delivery of Benefit Checks

The new law requires advance delivery of social
security and supplementary security income
checks when the usual delivery date for these
checks falls on a weekend or legal holiday. When
this occurs, checks will be mailed earlier, even if
the mailing must take place in the preceding
month. Any overpayment that occurs as a direct
result of the earlier delivery will be waived and
will not be subject to recovery. This provision is
effective for checks regularly scheduled for deliv-
ery on or after t.he 30th day after. enactment of
the law.

Temporary Administrative Law Judges

Certain administrative law judges were ap-
pointed several years ago on a temporary basis
to hear SSI claims. These judges are to be given
permanent status under the Administrative Pro-
cedure Act. (Effective upon enactment.)

COVERAGE PROVISIONS

Annual Reporting

The annual wage-reporting provisions have
been simplified so that quarterly data will no
longer be needed to determine quarters of cover-
age. The 1977 amendments change the quarter-of-
coverage measure so that, effective in 1978, a work-
er will receive one quarter of coverage (up to a
total of four) for each $250 of annual earnings
paid in (instead of for each calendar quarter in
which he is paid at least $50). The $250 measure
will be automatically increased in future years to
take account of increases in average wages. These
provisions are effective January 1, 1978.

Totalization Agreements

The new law authorizes the President to enter
into bilateral agreements with fcreign . countries
to provide for limited coordination of social secu-
rity systems. In general, the agreements eliminate
dual coverage of, and contributions for, the same
work under the social security systems of two
countries and permit the payment of "totalized"
benefits based on the proportion of the worker's
earnings credits under each system. (The totalized
benefit paid by each country will almost invari-
ably be smaller than the benefit payable without
recourse to totalization.) An agreement would
not go into effect if rejected . by either House
within 90 days after being submitted to Congress.

Limited Partnership Income

Effective for taxable years beginning, after De-
cember 31, 1977, the distributive share of income
or loss from the trade or business of a partnership
received by a limited partner who performs no
service for the partnership are excluded from
social security coverage. Under the old law, a
partner's share of partnership income was in-
cludable in his net earnings from self-employment
irrespective of the nature of his membership in
the partnership.

Employer Taxes on Tips

Employers are required to pay social security
taxes on tips deemed to be wages under the Fed-
eral minimum wage law, effective January 1,
1978. Under that law an employer can pay an
employee up to 50 percent less than the Federal
minimum wage by counting as wages the tips
received by the employee. Previously, employers
were not liable for employer social security taxes
on any tips.

Clergymen

A clergyman who filed an application for ex-
emption from social security coverage in the past
will be given an opportunity to revoke his exemp-
tion and obtain social security coverage. The
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revocation must be filed before the due date of the
clergyman's Federal income tax return for his
first taxable year beginning after the date of en-
actment (December 20, 1977). Thereafter, as un-
der the old law, a clergyman's exemption from
coverage is irrevocable.

Certain Illinois Policemen and Firemen

Effective upon enactment of the law, Illinois
will be permitted, by modification of its coverage
agreement with the Secretary, to provide social
security coverage at any time before 1979 for
certain policemen and firemen who were in posi-
tions covered under the Illinois Municipal Re-
tirement Fund. Any wages erroneously reported
in the past for such policemen and firemen will
be validated.

Policemen and Firemen in Mississippi

Mississippi has been added to the list of States
in the law that may provide social security cover-
age for policemen and firemen who are in posi-
tions covered under a State or local retirement
system (effective upon enactment).

State and Local Employees in New Jersey

Effective upon enactment of the law, New Jer-
sey has been added to the list of States in the law
that may make social security coverage available
to State and local employees under the divided-
retirement-system procedure. Under this proce-
dure, coverage may be extended only to those
present employees in positions under a retirement
system who desire it, with all future employees
covered automatically.

Employees Under Wisconsin Retirement System

A special provision in the social security law
that applies to State and local employees in posi-
tions under the Wisconsin Retirement Fund will
apply to any successor retirement system of that
fund, effective upon enactment of the law. Under
the special provision, as amended, no employee

referendum approving extension of coverage is
needed in order to extend coverage to groups who
are newly covered under a successor system to
the fund.

Nonprofit Organizations

The provisions that apply to nonprofit organi-
zations were designed to correct some unintended
effects of P.L. 94—563, which was enacted in 1976
to deal with problems of nonprofit organizations
that had been paying social security taxes with-
out having filed a valid waiver certificate. These
provisions were effective upon enactment of the
law.

FINANCING PROVISIONS

The financing provisions of the new law, taken
together with the benefit provisions, will restore
the short-range soundness of the program, will
gradually build the OASDI trust funds up to
acceptable contingency-reserve levels, and will
adequately finance the program into the next
century. Full discussion of the financial status
of the program after the 1977 amendments is
contained in the article that follows.

Contribution and Benefit Base

The amendments provide for ad hoc increases
in the contribution and benefit base—the maxi-
mum amount of a worker's annual earnings sub-
ject to social security taxes and creditable for
benefits—in 1979, 1980, and 1981. The base will
rise to $22,900 in 1979, $25,900 in 1980, and $29,700
in 1981 for employees and employers. After 1981,
the base will be automatically adjusted to keep
up with average wage levels, as under the old
law. Contribution and benefit bases for 1978—82
under the old and new law are shown in table 3.

In 1981 and after, about 91 percent of all pay-
roll in covered employment will be taxable for
social security purposes and nearly 95 percent of
all covered workers will have their full earnings
credited for social security benefit purposes. In
comparison, the $3,000 base provided for in the
original social security law taxed nearly 93
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TABLE 3.—Contribution and benefit base under old and new
law

Calendar year Old law I I New law I

1977
5978
1979
5980
1981
1982

$16,500
17,700
18,900
20,400
21,900
23,400

$16,500
17,700
22,900
25,900
29,700
31,800

Estimated under automatic-adjustment provisions for 1979—82.
2 Stated In law for 1979—81. Estimated under automatic adjustment- pro-

visions for 1982.

percent of all payroll in covered employment in
1938 and the annual earnings of about 97 per-
cent of all covered workers were taxable and
creditable.

Tax Liability of Affiliated Corporations

Where an employee is concurrently employed

by two or more affiliated corporations and is paid
through a common paymaster (of the corpora-
tions), t.he new law amends the Internal Revenue
Code to provide that for purposes of determining
employer social security and unemployment in-
surance tax liability, such related corporations
will be treated as if they were a single employer.
The provision will be effective with respect to
wages paid after December 31, 1978.

Railroad Retrement System and Pension Benefit
Guaranty Corporation

The base for tier II of the Railroad Retire-
ment Act. for both benefit and tax purposes
will be the same as it would have been under
the automatic provisions of the old law and will
not be affected by the ad hoc increases in the
cont.ribut.ion a.nd benefit base scheduled under P.L.
95—216. Similarly, the pension insurance admin-
istered by the Pension Benefit Guaranty Corpora-
tion will also be unaffected by the ad hoc wage-
base increases. The maximum insured pension
amount will increase as it would have under the
old law.

Tax-Rate Schedule

The 1977 amendments also provide a new tax-
rate schedule for OASDHI for employees em-

ployers, and the self-employed, including neces-
sary allocation of larger proportions of OASDI
income to the disability insurance trust fund. Tax
rates under the old and the new laws are shown
in table 4.

Under the new schedule, the total OASDHI
tax rate both for employees and for employers
will increase gradually, beginning 1979, from the
1978 level of 6.05 percent to 7.65 percent in
1990 and thereafter. Under the old law, the rates
would have increased to 7.45 percent in 2011 and
thereafter.

For the self-employed the OASDHI tax rate
is scheduled to rise from its 1978 level of 8.1
percent to 10.75 percent in 1990 and thereafter.
Under the old law, the rate would have risen
to 8.5 percent in 1986 and thereafter. The larger
increase in the self-employment tax rate results
from the decision to restore the self-employment
rate for OASDI to its original level of one and
one-half times the employee rate; the self -employ-
ment rate had been below that level in recent
years.

Port.ions of already schedu]ed increases in the
HI tax rate are shifted under the amendments
to the OASDI program. With the increased in-
come that will result from the increases in the
contribution and benefit bases, however, the HI
program is in a somewhat better financial posi-
tion than it would have been under the old law.

TABLE 4.—Tax-rate schedule under old and new law

lPercent of covered earn1ngs

Year

Total OASDI Hi

Old New Old New Old New
law law law law law law

1977

Employees and empbyers, each

5.85 5.85 4.95 4.95 0.90 0.90
1978 8.05 6.05 4.95 5.05 1.10 1.00
1979—80 6.05 6.13 4.95 5.08 1.10 1.05
1981 6.20 6.65 4.95 5.35 1.35 1.80
1982—84 6.10 6.70 4.95 5.40 1.35 1.30
1985 6.30 7.05 4.95 5.70 1.35 1.35
1986—89 6.45 7.15 4.95 5.70 1.50 1.45
1990-2010 6.45 7.85 4.95 6.20 1.50 1.45
Sollandafter

1977

7.45 7.65 5.95 6.20 1.50 1.45

Self-employed

7.90 7.90 7.00 7.00 0.90 0.90
1978 8.10 8.10 7.00 7.10 1.10 1.00
1979—80 8.10 8.10 7.00 7.05 1.10 1.05
1981 8.35 9.'O 7.00 8.00 1.35 1.30
1982—84 8.35 9.35 7.00 8.05 1.35 1.30
1935 8.35 9.90 7.00 8.55 1.35 1.35
1986—89 8.20 10.00 7.00 8.55 1.50 1.45
1990-2010 8.50 10.75 7.00 9.30 1.10 1.45
2ollandafter 8.50 10.75 7.00 9.20 1.20 1.45
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COUNCILS, COMMISSIONS, AND STUDIES

The amendments change the reporting date of
the next Advisory Council on Social Security and
provide for several studies of different aspects
of the social security program.

Advisory Council on Social Security

The reporting date of the next statutory Ad-
visory Council on Social Security is extended by
9 months—to October 1, 1979.

National Commission on Social Security

A bipartisan nine-member National Commis-
sion on Social Security, with the chairman and
four other members appointed by the President
and four members appointed by Congress, will
make a broad-scale, comprehensive study of the
social security program, including Medicare. The
study will include the fiscal status of the trust
funds, coverage, adequacy of benefits, possible
inequities, and financing alternatives. The Com-
mission is also to study alternatives to the current
programs, integration of the social security sys-
tem with private retirement programs, and the
question of need for development of a special
price index for the elderly. The Commission is
required to submit its final report 2 years after a
majority of the members are appointed.

Study of Mandatory Coverage

The Secretary of Health, Education, and Wel-
fare is required to undertake a study and report
on mandatory coverage of employees of Federal,
State, and local governments and of nonprofit
organizations. The Secretary is required to con-
sult with the Office of Management and Budget,
the Civil Service Commission, and the Depart-
ment of the Treasury, and they are directed to
cooperate in the study.

The study is to include the feasibility and
desirability of mandatory coverage of these em-
ployees, alternative methods of coverage and
alternatives to coverage, and an analysis, under
each alternative, of the structural changes re-
quired in retirement systems, as well as the impact
on retirement system benefits and contributions
for affected individuals. The report, to be made

to the President and the Congress, is due by
December 20, 1979—within 2 years after enact-
ment of the law.

Study of Proposals To mo pcdency
and Sex Discriminatioe

The Secretary of Health, Education, and Wel-
fare, in consultation with the Justice Department
Task Force on Sex Discrimination, is required
to study and report on proposals to eliminate
dependency as a factor in the determination of
entitlement to spouse's benefits under the social
security program and on proposals to bring about
equal treatment of men and women under the
program. The report based on the study is due
by June 20, 1978—within 6 months of enactment
of the law.

OTHER SOCIAL SECURITY ACT AMMLNTS

Reimbursement for Erronern.s tote leppkmentaI
Payments

The Secretary of Health, Education, and Wel-
fare is directed to reimburse the States for certain
erroneous State-administered State supplemen-
tary SSI payments paid during 1974. Reimburse-
ment will be limited to such payments that a
Department of Health, Education, and Welfare
audit finds to be incorrect as a result of the
States' good-faith reliance on erroneous or in-
complete information furnished to the States by
the Department or incorrect SSI payments made
by the Department.

Fiscal Relief for State and Locol W&fere Costs

The amendments provide additional Federal
funding of $187 million to States and political
subdivisions as fiscal relief from the costs of wel-
fare. Each State will receive a share of that
total on the basis of a two-part formula. Half
the fiscal relief funds will be distributed in
proportion to each State's share of the total
AFDC expenditures for December 1976 and half
under the general revenue-sharing formula.

Where local units of government are responsible
for meeting part of the costs of the AFDC pro-
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gram, at least 90 percent of the fiscal relief pay-
ments will be passed through to the respective
political subdivisions. The payment of the addi-
tional Federal funds is to be made as soon as
administratively feasible.

Financial Incentives for Quality Control

Another provision establishes a program of
fiscal incentives, beginning January 1, 1978, as
part of the AFDC quality control program. The
provision is intended to encourage States to re-
duce their dollar error rates with respect to eligi-
bility for, and amounts of, assistance paid under
the approved State plan. This incentive is de-
signed to provide motivation to the States for
expanding their quality control efforts and im-
proving program administration.

Under this amendment, States with dollar error
rates of less than 4 percent would be compensated
as follows:

Percent of
Federai 8avings

Percent of error rate retained by state
3.5 but less than 4 10
3 but less than 3.5 20
2.5 but less than 3 30
2 but less than 2.5 40
Less than 2 50

Access to Wage Information

Previously, the Social Security Administration
was authorized to furnish social security infor-
mation concerning AFDC recipients to States and
political subdivisions for purposes of adminis-
tering the AFDC program if they requested it.
Beginning October 1, 1979, State and local wel-
fare agencies and State employment security
agencies must request earnings information. The
Secretary of Health, Education, and Welfare is
authorized to establish necessary safeguards
against improper disclosure of the available wage
information. The information is to be obtained
by a search of wage records and will identify the
fact and amount of earnings and the identity of
the employer for individuals receiving AFDC
at the time the earnings were received.

State Demonstration Projects

The law provides for a temporary broadening
of the authority for State demonstration projects,
particularly with regard to projects for employ-
ment of AFDC recipients (whose participation
is voluntary). The provision is intended to en-
courage demonstration projects designed to find
ways to make employment more attractive for
public assistance recipients.

The States could request waiver of any or
all of the following requirements of the AFDC
program: (1) Statewideness; (2) administration
by a single State agency; (3) the earned income
disregard; and (4) the work incentive program.
To establish a project, States would be required
to make application to t.he Secretary, give public
notice of the application for the project, and
request public comment on it. Under this provi-
sion, which expires at the end of fiscal year 1980,
the Secretary is given 60 days to disapprove a
State's application for a project, during which
time the Secretary must also provide for public
notice and comment. If the Secretary does not
deny the application within the 60-day period,
the State is authorized to implement a project
without HEW approval.

Costs of the projects are eligible for the same
Federal matching as other AFDC costs, with
the limitation that the amount matchable with
respect to any participant in the project cannot
exceed the amount otherwise payable to him under
AFDC. Therefore, no increased Federal expendi-
tures are expected to be incurred from this pro-
vision. The States must provide project partici-
pants with the prevailing hourly wage for similar
work in the locality.

Medicare Coverage of 'Wheelchuir Devices

The definition of durable medical equipment
under the Medicare supplementary medical in-
surance program is expanded effective upon enact-
ment of the law, to include a power-operated
vehicle that may be appropriately used as a
wheelchair. The vehicle must be medically neces-
sary and meet safety requirements prescribed by
the Secretary.
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Financial Status of Social Security Program
After the Social Security Amendments of 1977

by A. HAEWORTH ROBERTSON*

THE SOCIAL SECURITY AMENDMENTS
of 1977 (P.L. 95—216), passed by Congress on
December 15, 1977, and signed by the President
on December 20, 1977, made important revisions
in the social security program. These amendments
are generally considered to be the most signifi-
cant social security legislation since 1972—pos-
sibly since 1950.

This article reviews the financial condition of
the program before the adoption of the new legis-
lation and comments briefly on the revisions with
the greatest impact on the financial condition of
the program. Projected expenditures and income
under the revised law are presented—for the old-

a Vice President of William M. Mercer, Incorporated,
Employee Benefit Consultants. Mr. Robertson was for-
merly Chief Actuary of the Social Security Adminis-
tration.

age, survivors, and disability insurance programs
and for the Medicare programs.

FINANCIAL CONDITION BEFORE AMENDMENTS

As background against which to consider the
new legislation, it may be helpful to review
briefly the nature and seriousness of the pro-
gram's financial problems before the adoption of
the new legislation.

• There are four social security trust funds—
one each for the old-age and survivors insurance
(OASI) program, the disability insurance (DI)
program, the hospital insurance (HI) program,
and the supplementary medical insurance (SMI)
program. These trust funds are managed by a
Board of Trustees consisting of the Secretary of
the Treasury, the Secretary of Labor, and the
Secretary of Health, Education, and Welfare.
Once each year the Trustees issue a report on the
financial condition of the various portions of the
social security program.

Consider first the annual report of the old-age
and survivors insurance and the disability in-
surance programs combined (OASDI). Begin-
ning with the report issued in 1975 it was fore-
cast that OASDI expenditures would exceed
income each and every year in the future with
the amount of the deficits growing steadily in the
future. This has in fact been the case. Outgo
exceeded income by $1.5 billion in calendar year
1975 and $3.2 billion in 1976. The 1977 OASDI
Trustees Report estimated that outgo would ex-
ceed income by $5.6 billion in 1977, $6.9 billion
in 1978, $7.9 billion in 1979, and so on. This
report estimated that, on the average, total outgo
over the next 75 years would be about 75 percent
greater than scheduled tax income. These were
very significant financial problems.

What are the reasons that the OASDI portion
of the program has been paying more in benefits
than it has been collecting in income since 1975?
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The Social Security Amendments of 1977 resulted
in substantial improvement In the current and pro-
jected financial condition of the OASDI program.
This article reviews the causes of the recent oper-
ating deficits, describes the effects 01 the amend.
ments that most influence the program's financial
status, and gives projections of income and eapendl-
tures under the new law. The reviSed benefit for-
mula eliminates the "over-indexing" expected to
occur under the old provisions and results In stable
earnings-replacement ratios under practically all
future economic conditions. About one-hall of the
long-range actuarial deficit was resolved by this
step alone. Increases in the contribution and benefit
base, along with tax-rate reallocations and In-
creases, prevent the imminent depletion of the
OASI and DI trust funds. Increased income due
to the higher wage bases is partially offset in later
years, however, by greater benefit payments based
on the increases in the coverage of total earnings.
Overall, under the new law the OASDI program
Is projected to be financed adequately for about
50 years but significant operating deficits are ex-
pected after that. The financial condition of the
hospital insurance program was substantially un-
changed by the amendments, however, and the HI
trust fund is expected to be exhausted in 1988.
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This situation is primarily a result of the follow-
ing factors:

Higher than anticipated inflation in recent years,
triggering corresponding automatic benefit increases
(and the concurrent lack of growth in real wage
levels).
Unemployment rates that have been greater than
expected, resulting In decreased tax income,
Higher than expected disability insurance expendi-
tures.

For the future, the long-range deficits pro-
jected in recent OASDI Trustees Reports were
due in part to the factors above but resulted
primarily from the following two additional
causes:

First, a technical flaw in the 1972 automatic adjust-
ment provisions of the Social Security Act would
have caused future benefit levels to grow more
rapidly than wages, if average wages and the
Consumer Price Index behave in the future as now
forecast. This flaw, if unremedied, would have
meant eventually that a majority of beneficiaries
would be receiving more in retirement benefits than
they earned while they were working, with conse-
quently higher program costs.
Second, after the turn of the century the people
who we're born during the post-World War II
"baby boom" will be retiring while the people born
during the current "baby bust" will be of working
age. As a result, there will be only about 2 workers
for each beneficiary, compared with the current ratio
of about 3 to 1. Since OASDI is financed on a "cur-
rent cost" basis—that is, contributions of current
workers are used to pay the benefits of current
beneficiaries—expenditures as a percentage of taxable
payroll will be much higher after the turn of the
century than at present.

With respect to the HI program, recent Trust-
ees Reports estimated that outgo would begin
to exceed income in the mid-1980's with the situa-
tion steadily worsening thereafter. Reasons for
the projected financial problems of the HI pro-
gram were the same as for the OASDI program
(except that the technical flaw in the 1972 auto-
matic adjustment provisions had no effect). In
addition, inflation in hospital costs has been
greater than inflation in other costs of living in
the recent past, a phenomenon not expected to be
improved significantly in the near future unless
controlling legislation is enacted.

Long-range cost projections are not published
by the Trustees for the SMI program. (Projec-
tions are made for only 3 years.) If long-range
projections were made, however, they would mdi-

cate a steadily increasing cost in the future for
many of the same reasons the HI costs are pro-
jected to increase.

AMENDMENTS MOST SIGNIFICANTLY AFFECTING
FINANCIAL CONDITION

The changes brought about by the Social Secu-
rity Amendments of 1977 that will have the most
significant impact on the financial condition of
the program are (1) a revised (or "decoupled")
benefit formula, (2) an increase in the contribution
and benefit base, and (3) an increase in tax rates.

Revised Benefit Formula

The OASDI benefit formula was revised (or
"decoupled") so that future generations of work-
ers would not receive progressively higher levels
of retirement benefits, in relation to their pre-
retirement earnings, than today's generation re-
ceives. This revision is generally viewed as a
correction of the 1972 automatic adjustment pro-
visions so that they will work as intended when
they were adopted in 1972. To achieve this goal,
however, a different method of computing average
wages and a different benefit formula have been
adopted. The changes may therefore be more far-
reaching than is generally recognized. A descrip-
tion of the revised method of computing benefits
is given in the preceding article.

This change in the method of determining bene-
fits has no effect on persons already receiving
benefits. It will not affect anyone becoming eli-
gible for benefits before January 1979. A transi-
tional provision included in the amendments is
intended to ensure that benefit levels for retiring
workers will not change abruptly from the old
law to the new, but a minor technical amendment
may be necessary to provide a smoother transition.

Table 1 indicates the approximate effect the
revised method of determining benefits will have
on future generations of retiring workers. It
shows the dollar amount of benefits, as well as
the replacement ratios (the ratio of the first
year's benefit to the worker's earnings in his last
year before retirement) for different generations
retiring at age 65.

The figures for 1978 and later are based upon
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the economic assumptions used for the 1977
Trustees Reports. Benefits and replacement ratios
are shown for three types of workers: Those with
low, average, and "maximum" wage histories.
It has been assumed in each case that the worker
had an unbroken pattern of earnings throughout
his working lifetime at the relative level indicated.

It is recognized that there are few "typical"
employees with steady wage histories in the speci-
fied categories and that benefits are not based
on a worker's earnings in his last year before
retirement but rather on his average earnings
during most of his participation in the program.
Replacement ratios are defined here in relation
to earnings in the last year before retirement
only for convenience of presentation.

The new benefit formula was designed by Con-
gress in such a way that, eventually, replacement
ratios for retiring workers at age 62 will be about
6 percent lower (relatively) than they would have
been in 1979 under the old benefit formula. Con-
gress also chose to index the earnings histories
of workers (by the trend of average earnings in
covered employment) up to the time the worker
is initially eligible for benefits rather than to the
time of actual retirement. Although this proce-
dure is simpler administratively, it leads to re-
placement ratios for retirees at age 65 that are
about 5 percent lower than replacement ratios at
age 62 (before the actuarial reduction for early
retirement). Thus, as table 1 illustrates, for suc-

cessive generations of workers retiring at age 65
with earnings below the maximum wage base,
replacement ratios will stabilize within about 10
years at levels approximately 10 percent lower
(relatively) than the levels in 1979.

The future pattern of replacement ratios for
the "maximum" wage earner is somewhat differ-
ent from that of persons earning less than the
maximum amount of wages subject to taxes (the
"contribution and benefit base"). Specifically, as
the ad hoc increases in the contribution and benefit
base occur in 1979—81 (as described below), the
replacement ratio will decrease rapidly. After
1981, it will rise slowly as benefit levels for the
"maximum" worker begin to reflect the higher
covered earnings that result from the base in-
creases. After the turn of the century, benefit
levels will be based on a lifetime of earnings at
the higher level and the replacement ratio will
stabilize at its ultimate value.

A second effect of the new benefit computation
procedure will be the significant reduction, in the
variation of replacement ratios depending on the
age of the worker. Before the amendment, young
disabled workers or the survivors of young de-
ceased workers received a much greater benefit
than their older counterparts with similar recent
earnings histories despite the fact that the older
worker had participated in the program for a
longer period. The new law eliminates most of
this unintentional inequity. Benefits for "early
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Tinin 1,—Old-age, survivors, and disability insurance:' Projected benefits and replacement ratios after the 1977 amendments
for persons retiring at age 65 in future years

Calendar year of
retirement

Earnings In previous Annual benefit amount or workers
e ngs

Replacement ratio (percen for workers
with earnings

Low Average Maximum Low Average Maximum Low Average Maximum

1979
1980
19611
1988
1084
1955
1990
1995
2000

15.721
5.682
6,085
6.475
6,883
7.258
7,675

10,150
13.424
17,753

110.572
11,396
12205
12.986
13.766
14,557
15,394
20,359
28.925
35.609

$17,700
22.960
25.900
29,700
81,800
83,900
86.000
47,700
63.000
83,400

'$3,142
'3,375
'3,635
'3.485
8,607
8,841
4,099
5,451
7,198
9,519

'$4,932
'5,315
'5,740
'5,438

6.643
6,010
6,409
8,519

11,243
14.870

'$6,165
'6.699
'7251
'6809

7.257
7,798
8,390

11,509
15,605
21,427

'59.6
'59.4
'59.7
'58.8

52.6
52.9
53.4
53.7
53.6
53.6

'46.7
'486
'47.0
'41.9

41.0
41.3
41.6
41.8
41.8
41.8

'34.8
'29.3
'280
'22.9

22.8
23.0
23.3
24.1
24.8

'25.7

'Replacement ratios for disabled or deceased workers with elmilar earn-
ings histories would be slightly higher In most cases.

Low earnings are defined as $4,600 In 1976, wIth preceding and succeed-
ing values following the trend of the average first-quarter earnings In covered
employment. "Average earnings" are four times the average first-quarter
earnings for all workers In covered employment (*9,266 in 1978). "Maximum
earning," are the amount of the contribution and benefit base In each year.
In each ease It is assumed that the worker has had an unbroken pattern of
earnings at the relative level Indicated.

$ Based on the aasuinptlon that the worker retires at age 65 In January of
the specified year. Annual amounts shown Include the effect of the benefit
increase for the following June. -

Replacement ratios calculated as the ratio of (a) the annual benefit
amount In the fiit year of retirement to (b) the worker's earnings In his last

year before retirement.
'Based on benefit formula In effect before the 1977 amendments. The new

benefit computation provision, become effective for persons reaching age
62 In 1979 or later (or becoming eligible for disability or survivor benefits In
1979 or later). Benefits for retirees aged 65 will be computed under the old
formula until 1982.

'Determined under the 5-year transitional provisions. Retirees In 1979-83
will receive the greater of the amount determined under the amendments
or what they would have received under the old benefit formula In effect
for January 1979. In this case the "frozen law guarantee" amount Is pro-
jected to be greater.

'Replacement ratios for workers with maximum earning, will eventually
reach a stable, ultimate value of 28 percent. An explanation of the causes of
this pattern, appears below,



retirement" between ages 62 and 65 will continue
to be actuarially reduced. The revised method of
computing benefits eliminated about one-half of
the deficit that had been projected over the next
75 years,

Increase lu Cea btiflon and Benet Base

Under the old law, the maximum amount of
earnings used for computing benefits and assess-
ing taxes ($15,500 in 1977) would have increased
automatically in the future in accordance with
the increase in average wages in covered employ-
ment. The new law provides for supplemental
increases in the wage base from 1979 to 1981.
Specifically9 the wage base, under the old law was
estimated to have become $21,900 in 1981, but
it will be $29,700 under the new law.

One effect of this change will be that the tax-
able payroll will be higher. Under the old law,
approximately 85 percent of the total payroll in
covered employment was subject to tax. Under
the new law, after 1980 about 91 percent of the
total payroll will be subject to tax. The increased
taxable payroll will bring additional income into
the system Furthermore, since benefits are based
on the average amount of wages on which taxes
are paid, in the future some persons will receive
larger benefits because larger amounts of wages
have been credited to them. Raising the contribu-
tion and benefit base thus increases income to the
trust funds each, year in the future and increases
benefit payments by relatively small amounts dur-
ing the next few years and increasingly largr
amounts in the later years.

Approximately 15 percent of the workers cov-
ered by the program will pay more in taxes and
receive larger benefits as a result of the change
in the contribution and benefit base. During the
next 75 years, on the average, approximately one-
half of the increased tax income resulting from
the higher wage base will be required to pay the
additional costs due to higher benefits. The net
effect will be to reduce the future deficits by
approximately 0.5 percent of taxable payroll.
Table 2 compares the contribution and benefit
base amounts specified in the new law for 1978—
81 with the estimated amounts that would have
occurred automatically under the old law.

TABLE 2.—Old-age, survivors, disability, and hospital insur-
ance: Contribution and benefit base before and after the 1977
amendments

a en ar Before
amendments 1

After
amendments'

1977
1978
1979
1980
1981
1982

$16,500
17.700
18.900
20,400
21,900
23,400

$16500
17,700
22,900
25,900
29,700

I For 1979 and later (determined by the automatic provisions of the old
law), estimates based on the intermediate set of assumptions shown in tbe
1977 Annual Reports of the Board of Trustees of the Social Security Trust
Funds.

I Base for 1979—8i specified in the new law. Beginning ir 1982, the amounts
will be determined automatically under the new law on the basis of the an-
nual increase in average earnings in covered employment.

Increase in Tax Rates

The third major change made by the new law
is the increase in the social security tax rates
in the future. For both employees and employers
the total tax rate under old-age, survivors, dis-
ability, and hospital insurance was 5.85 percent
in 1977. Under the old law it was already sched-
uled to increase to 6.05 percent in 1978 and to
rise in steps thereafter to 6.45 percent in 1986
and to 7.45 percent in the year 2011. The new
law does not raise tax rates above those already
scheduled until 1979, at which time the total tax
rate is increased to 6.13 percent of taxable pay-
roll; thereafter it is to be further increased,
reaching 7.15 percent in 1986 and 7.65 percent
in 1990. Tax rates for the self-employed increase
gradually, from 7.90 percent in 1977 to 10.75
percent in 1990.

Table 3 lists the tax rates scheduled under
the new law as well as those applicable under
the old law. Although the amendments did not
raise the total tax rate scheduled for 1978, the
allocation of the taxes among OASI, DI, and HI
was changed in order to prevent the depletion
of the DI trust fund in late 1978 or early 1979.

These tax-rate and wage-base increases have
frequently been described as causing a tripling
of social security taxes during the next 10 years.
The following statements help put these tax
increases in proper perspective.

Under the old law, tax income during the 10-year
period 1978—87 was projected to be $1,646 billion.
Under the new law, tax Income during this period
is projected to be $1,873 billion—an increase of $227
billion, or about 14 percent.
A person who has earnings equal to or greater than
the taxable wage base in each year will have his
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TABLE 3.—Old-age, survivors, and disability insurance and hospital insurance: Tax rates (percent of taxable payroll) before
and after the 1977 amendments

Calendar year

Employees and employers, each Self-employed

Before amendments After amendments Before amendments After amendments

Total OASDI HI Total OASDI HI Total OASDI HI Total OASDI HI

1977
1978
1979—80
1981
1982—84
1985
1986—89
1990-2010
2011 and after

5.85
6.05
6.05
6.30
6.30
6.30
6.45
6.45
7.45

4.95
4.95
4.95
4.95
4.95
4.95
4.95
4.95
5.95

0.90
7.10
1.10
1.35
1.35
1.35
1.50
1.50
1.50

5.85
6.05
6.13
6.65
6.70
7.05
7.15
7.65
7.65

4.95
5.05
5.08
5.35
5.40
5.70
5.70
6.20
6.20

0.90
1.00
1.05
1.30
1.30
1.35
1.45
1.45
1.45

7.90
8.10
8.10
8.35
8.35
8.35
8.50
8.50
8.50

7.00
7.00
7.00
7.00
7.00

.7.00
7.00
7.00
7.00

0:90
1.10
1.10
1.35
1.35
1.35
1.50
1.50
1.50

7.90
8.10
8.10
9.30
9.35
9.90

10.00
10.75
10.75

7.00
7.10
7.05
8.00
8.05
8.55
8.55
9.30
9.30

0.90
1.00
1.05
1.30
1.30
1.35
1.45
1.45
1.45

taxes Increased from $965.25 to $3,045.90 between
1977 and 1987, but his taxes would have risen in any
case to $2,012.40 under the old law. The number of
persons affected by such a large Increase is less
than 10 percent of those covered by the social
security program.

Taxes have been increased—and they have been
increased substantially—but not by as much as
has sometimes been implied.

PROJECTED INCOME AND OUTGO UNDER
NEW LAW

Projections of income and outgo for the social
security trust funds have been prepared, and the
results of these projections are presented briefly
below. The assumptions and methodology used
in making the projections are the same as those
set forth in the 1977 OASDI, HI, and SMI annual
Trustees Reports, and reference should be made
to these reports for a more thorough description
of the subject of financing. The technical note
at the end of this article summarizes some of
the more important assumptions on which the
estimates and projections shown here are based.

OASDI Income and Outgo, 1977—87

Table 4 shows the projected income and outgo
under the new law for the combined OASI and
DI trust funds for the period 1977—87. The
data reflect both tax income and interest earnings
on the trust funds. It may be noted that outgo
is projected to continue to exceed income until
1980, when the effect of the increases in the tax
rates and the contribution and benefit base will

cause the combined funds to begin to grow. Not
until 1981, however, will the funds begin to grow
in relation to the level of outgo.

OASDI Income and Outgo, 1977—2051

To facilitate the presentation of long-range
cost estimates, expenditures are expressed here
in terms of a percentage of the total income sub-
ject to the social security tax—that is, as a per-
centage of taxable payroll. This procedure avoids
the difficulties created by the changing value of
the dollar and allows a direct comparison to be
made between projected expenditures and the
tax rates scheduled in the law.

Chart 1 shows the projected expenditures and
tax income under the new law, separately for the
OASDI and the HI programs, for 1977—2051.
Table 5 gives a numerical comparison of the

TABLE 4.—Old-age, survivors, and disability insurance: Pro-
jected income, expenditures, and level of combined OASI
and DI trust funds after the 1977 amendments

lAmounts in billionsj

Calendar Inesme
Expend- Differ

Funds at beginning
of year

As

Total percent
amount

year

1977
1978
1979
1980
1981
1982

1983
1984
1985
1986
1987

$82.1
92.4

108.5
119.1
137.1
150.2

161.3
172.9
194.2
209.0
223.7

$87.6
97.2

106.9
117.1
127.4
138.3

149.2
161.2
174.0
187.6
202.0

—$5.5
—4.8
—.4
2.0
9.7

11.9

12.1
11.7
20.2
21.4
21.7

$41.1
35.6
20.8
30.4
32.4
42.0

53.9
66.0
77.7
07.0
119.3

47
37
29
26
25
30

38
41
45
62
59
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Ca&ar 1.—Projected expenditures and legislated tax Income under new law, calendar years 1977—2061

average expenditures and tax income and the
resulting differences for various periods. For con-
venience of presentation, the trust fund balances
are ignored, since they normally represent only a
small fraction of total expenditures over the
years. The 75-year period shown is the approxi-
mate "maximum remaining lifetime" of current
social security participants.

For the OASDI program the tax income rises
in steps in accordance with the scheduled in-

creases shown in table 3. The expenditures rise
in dollar amounts but decline as a percentage of
taxable payroll during the periOd 197.9—Si, re-
flecting the gradual expansion of the taxable pay-
roll from 8fi percent of total payroll in covered
employment to 91 percent. Expenditures then
begin going up slowly (primarily because of a
projected rise in DI expenditures) until early in
the 21st century when they show rapid growth
as the children of the post-World War II "baby

Percent of
Taxable Payroll
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TABLE 5.—Old-age, survivors and disability insurance and
hospital insurance: Projected average tax income and ex-
penditures as percent of taxable payroll'

Period

OA8D1 HI'

Tax
income

Expend-
itures

Differ-
ence

Tax
Income

Expend-
itures

Differ-
enoe

1977—2001
2002—2026
2027—2051

1977—2051

11.57
12.40
12.40

12.12

10.60
18.46
16.69

13.58

0.97
—1.06
—4.29

—1.46

2.70
2.90
2.90

2.83

8.60
6.48
7.53

5.87

—0.90
—8.58
—4.63

—8.04

'See tableS, footnote 1.
'Based on assumption that, after the year 2000, unit-cost Increases formed-

ical care would be equal to average wage Increases in covered employment.

boom" (which ended in the 1960's) begin reach-
ing retirement age. When all the children of that
period have reached retirement age, expenditures
decline slightly and then level off.

As indicated by chart 1, tax income for OASDI
is projected to exceed expenditures from 1980
until 2010. At this time, the combined OASI and
DI trust funds are projected to be equal to about
3 years' outgo. Thereafter, outgo exceeds tax in-
come, requiring that the interest earnings on the
trust fund, and 'later the principal of the trust
fund itself, be used in order to make benefit pay-
ments. By the year 2025, the trust funds are
projected to have fallen to the level of 1 year's
outgo, thus requiring an increase in taxes at that
time to preserve the trust funds' ability to act as
contingency reserves.

The mention of specific years and specific trust
fund amounts many years in the future may give
a false impression of the precision with which
long-range projections can be made. The follow-
ing general statements more fairly portray the
long-range financing picture for the OASDI pro-
gram after the Social Security Amendments of
1977:

—Total Income and total outgo are projected to be
in approximate balance during the next 50 years
(1977—2026).
—During the succeedIng 25 years (2027—51), average
expenditures are projected to be 16.69 percent of
taxable payroll, or 35 percent greater than the sched-
uled tax income of 12.40 percent of taxable payroll.
—The projected annual expenditures are frequently
averaged over the 75-year projection period and
compared with the average scheduled tax income,
with the difference of these two amounts referred
to as the average "actuarial balance" or "actuarial
deficit." The actuarial deficit after the 1977 amend-
ments is 1.46 percent of taxable payroll. It was
8.20 percent before the amendments. Although this

reduction reflects a substantial Improvement In the
financial condition of the OASDI program, it should
be noted that a substantial projected deficit of 4.29
percent of taxable payroll in the last third of the
75-year period remains unresolved. Casual references
to the 1.46-percent actuarial deficit may tend to
obscure the timing and magnitude of the remaining
problem.

HI Income and Outgo, 1977—2051

Chart 1 and table 5 display projected expendi-
tures and tax income under the new law for the
HI program for the next 75 years. The annual
Trustees Reports for this program normally show
such projections for only a 25-year period. Since
the demographic changes that cause the OASDI
program costs to accelerate rapidly after the turn
of the century will also cause the HI program
costs to increase rapidly, estimates are presented
here for the full 75-year projection period used
for OASDI. To make these extended projections,
it was assumed that after the year 2000, medical
care unit-cost increases would be equal to average
wage increases in covered employment.

For the HI program the tax income rises in
steps in accordance with the scheduled increases
shown in table 3. Projected expenditures as a
percentage of taxable payroll go up steadily
throughout the remainder of the century. During
1979—Si the increases are less pronounced than
they would have been before the 1977 amend-
ments because of the ad hoc wage base increases
that produce a greater taxable payroll without
affecting HI benefits. Expenditures continue ris-
ing in the 21st century, as the children of the
post-World War II baby boom begin reaching re-
tirement age and become eligible for HI benefits.

The amendment that raised the contribution
and benefit base has the effect of increasing tax
income to the HI trust fund. The law also lowered
that portion of the total tax rate allocated to the
HI trust fund, so that on balance the fund is
projected to be in approximately the same finan-
cial condition under the new law as under the
old law.

As indicated by the 1977 HI Trustees Report,
as well as the data in chart 1, this financial
condition is not good. Outgo is projected to exceed
total income (including interest on the fund)
beginning in the mid-1980's, and it is estimated
that the trust fund will be depleted by about 1988.
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The Administration has proposed to Congress
that certain hospital-cost containment provisions
be adopted in order to help hold down future
increases in the cost of hospital care. If these
provisions are adopted and if they operate as ex-
pected, the financial health of the HI program
would be improved somewhat. If the provisions
are not adopted, however, it seems likely that tax
increases in addition to those called for by the
Social Security Amendments of 1977 will be re-
quired in the mid-1980's to maintain the HI trust
fund.

The possibility of enactment of legislation for
hospital-cost containment and the possibility that
the HI program will be absorbed by some form
of national health insurance program within the
next decade have tended to limit the emphasis
on and the interest in the program's imminent
financing problems. Of course, the HI financing
problems would still require correction under a
national health system.

It is the announced intention of the Adminis-
tration to propose a national health insurance
program to Congress in the near future. Con-
sistent with this intention was the reorganization
on March 14, 1977, of the Department of Health,
Education, and Welfare that created the Health
Care Financing Administration and abolished the
Social and Rehabilitation Service. As a part of
this reorganization, the administration of the
Medicare program (formerly under the Social
Security Administration) and of the Medicaid
program (formerly part of the Social and Reha-
bilitation Service) was placed under the authority
of the Health Care Financing Administration.

SMI Income and Outgo, 1977—2051

The SMI portion of Medicare is an optional
program available to most persons aged 65 and
over and to certain disabled persons. About 95
percent of those eligible for this program have
elected to participate.

The cost of SMI benefits was met originally
by premiums paid by the participants and ap-
proximately matching payments from general
revenues. At the present time, however, about 70
percent of the total cost is being paid from general
revenues because, by law, premiums have not
been permitted to rise as rapidly as total costs
have risen. The percentage of the total cost paid

by general revenues can be expected to increase
in the future.

The SMI Trustees Report normally shows pro-
jected expenditures for only a 8-year period. The
same demographic changes in the population that
cause the projected OASDI and HI program
costs to accelerate rapidly after the turn of the
century will also cause the SMI program costs
to increase rapidly. For purposes of illustration
here, expenditures have therefore been projected
for the next 75 years. The SMI program is not
financed by payroll taxes, but its cost for com-
parative purposes has been computed as a per-
centage of the payroll that is taxable for HI
purposes. On this basis, the expenditures under
SMI are projected to increase from the equivalent
of 0.85 percent of taxable payroll in 1977 to 2.52
percent in 2050. The progression of expenditures
during this period is shown in table 6.

Income and Outgo under OASDI and HI
Combined, 1977—2051

Table 6 displays expenditures and tax income
and the difference between the two for the OASI,
DI, and HI programs (separately and combined)
for selected years. The data indicate that total
expenditures for these three programs will rise
from 12.88 percent of taxable payroll in 1977 to
16.24 percent in the year 2000 and 23.84 percent
in 2025, remaining at approximately that level
thereafter. The total tax rate, on the other hand,
is scheduled to increase from 11.70 percent of
taxable payroll in 1977 to only 15.30 percent by
1990, remaining level thereafter. Projected ex-
penditures are higher than scheduled tax income
beginning in the mid-1990's, with the deficit
growing larger with time. During 1977—2001,
average OASDHI expenditures are projected to
be 14.20 percent of taxable payroll, almost exactly
equal to the scheduled average tax income of
14.27 percent. From 2002 to 2051, average expend-
itures are projected to be 22.09 percent of taxable
payroll, or about 44 percent greater than the
scheduled average tax income of 15.30 percent.

SUMMARY AND CONCLUSIONS

The Social Security Amendments of 1977 made
important revisions in the social security pro-
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gram. The full effect of these amendments will
not be realized until many years in the future.

The most significant amendment was the change
in the method of determining OASDI benefits so
that future generations would not receive pro-
gressively higher levels of benefits in relation to
their preretirement earnings than today's genera-
tion receives. This action (frequently referred to
as "decoupling") corrected the "overindexing"
possible under the old law under certain economic
conditions and eliminated about one-half of the
future deficits.

Another far-reaching change was the expan-
sion of the contribution and benefit base so that
benefits payable to many persons in future gen-
erations will be related to a larger proportion
of the person's earnings. In the future, about 91
percent of the aggregate earnings of persons
covered by the social security program will be
taken into account in determining benefits, in-
stead of the present 85 percent. This change may
appear small, but it is in fact a significant expan-
sion of income security protection for the 15
percent of the population in the higher earnings
brackets.

The other important action taken was the
raising of taxes to place the OASDI program
in closer financial balance, at least for the near
term. Future tax income will be greater both
because of the increased tax rates and because
of the increased wage base to which the tax
rates will be applied. Pending these increases,
not effective until 1979, portions of the OASI
and HI tax rates have been reallocated to the DI
trust fund to prevent its depletion in late 1978

or early 1979. The most significant aspect of these
amendments is not the particular methods em-
ployed to increase the tax income, since these
methods may well be revised before they take
effect. It is instead the expression of congressional
intent to do what may be necessary to sustain
the social security program and thus provide
much needed assurance to the public.

The Social Security Amendments of 1977 did
not attempt to solve all the financial problems
of the program. In particular, they postponed
the resolution of two potential problem, areas:

—For OASDI, the long-range financing problem
beginning in the year 2011 when the children of
the post-World War II baby boom begin to reach
age 65.
—For HI, the short-range financing problem caused
by the continuing rapid escalation of hospital costs
and the long-range problem caused by the aging of
the post-World War II generation.

Technical Note
The data shown here are based on assumptions

and methodology explained in detail in the 1977
Annual Reports of the Board of Trustees of the
Federal Old-Age and Survivors Insurance Trust
Fund, Disability Insurance Trust Fund, Hospital
Insurance Trust Fund, and Supplementary Medi-
cal Insurance Trust Fund. Because the future
cannot be predicted with certainty, long-range
projections are made on the basis of alternative
assumptions to determine how the social security
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T&BIx 6.—Old-a'e, survivors, and disability insurance and hospital and supplementary medical insurance: Projected tax in-
come and expenditures as percent of taxable payroll'

Year

OASDHI, total OASI DI HI
8M1

expend-
Itures5Tax

income
Expend-

iturea
Differ-
ence'

Tax
income

Expend-
itures

Differ-
ence'

Tax
income

Expend-
itures

Differ-
ence'

Tax
inoome

Expend.
teures

Differ-
aces'

1977
1990
1985
1997
1995
2300
2025
2033

11.70
12.20
14.10
15.10
15.10
15.10
15.10
15.10

12.88
12.33
18.43
14.34
15.27
16.24
23.84
23.78

—1.18
-.07

.67

.96
.03

-.94
—8.54
—8.48

8.75
8.66
9.50

10.20
10.20
10.20
10.20
10.20

9.89
8.68
8.79
8.71
8.68
8.63

13.49
13.85

—0.64
.03
.71

1.49
1.52
1.57

—3.29
—3.15

1.15
1.60
1.90
2.20
2.20
2.20
2.20
2.20

1.60
1.48
1.66
1.87
2.07
2.34
2.91
2.82

—0.85
.02
.24
.33
.18

— .14
— .71
-.62

* The effective taxable payroll Is slightly different for OA8DI and HI be-
cause of the tax treatment of self-employed persons but the comparisons
are not materially affected. In 1977, taxable payroll represented about 85
percent of total earnings in covered employment; in 1981 a,4 later the cor-
responding proportion will be approximately 91 percent.

'Negative figures indicate deficits.
'Expenditures are approximately equal to total income from premiums

1.80
2.10
2.70
2.90
2.90
2.97
2.97
2.90

1.99
2.22
2.98
3.76
4.82

'5.27
47,44

—0.19 0.85
-.12 .98
-.28 1.28
-.86 1.64

-1.62 1.90
—2.37 2.00
—4.54 2.63
—4.71 3.53

and general revenue for SMI; that program Is not financed by payroll taxes
but Its cost is shown here for comparlsoi as a percentage of payroll taxable
for HI purposes. Data after 1977 based on unpublished estimates.

'Based on unpublished estimates. For this comparison, it was assumed
that, after the year 2000, unIt-cost Increases for medical care would be equal
to average wage increases in covered employment.



program would operate under future conditions
that might reasonably be expected to develop.

The figures used here are based on the alterna-
tive II or "intermediate" assumptions from the
1977 Trustees Reports, including assumptions that

—mortality rates will decline overall by about
18 percent from 1976 to 2050
—the fertility rate will continue to decrease (from
Its estimated level In 1976 of 1.74 children per
woman), going dowii to 1.65 children per woman in
1980; then the rate is assumed to increase gradually,
reaching 2.1 by 2005 and remaining level thereafter
—disability incidence rates will continue increasing,
reaching an ultimate level in 1986 that is 33 percent
greater than the estimated 1977 level
—labor-force participation rates for women will

30

increase to an ultimate level that is 18 percent
greater than the 1976 level
—after 1981, the Consumer Price Index will Increase
by 4 percent annually
—after 1982, average wages in covered employment
will rise by 5% percent annually
—the unemployment rate for the total labor force
will be 5 percent after 1980
—hospital costs will increase by about 15 percent
annually for the next 5 years; after 10 years the
annual increase Is assumed to be about 10 percent.

Assumptions were also made concerning other
variables, such as the timing pattern of fertility,
migration levels, insured status, disability ter-
mination rates, marital status, administrative
expenses, and interest rates.
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FOREWORD

The purpose of this publication is to describe in a systematic manner the
basic provisions of Title II of the Social Security Act, the Old-Age, Survivors
and Disability Insurance Programs, and to note those areas where substantive
legis] at]ve changes were made by Public Law 95—216 (91 Stat. 1509), 95th
Congress, 1st Session. Included in the description are notes where major judicial
decisions affecting Title II have been reported.

This document is not designed to be a section-by-section analysis of the
Social Security Amendments of 1977. Rather, it is intended to provide the
reader with a narrative synopsis of the major legislative changes in Title II
and a ready comparison with the provisions of the law prior to enactment
of Public Law 95—216.

It is the intention of the staff to incorporate the amendments into the
general description of existing law in a later publication, and to note areas
where further legislative changes are contained in bills introduced in the 95th
Congress or recommended by the Carter Administration.

(V)





BRIEF SUMMARY OF PUBLIC LAW 95-216, THE SOCIAL
SECURITY AMENDMENTS OF 1977

FINANCING

The legislation makes provision for strengthening both the short- and long-
range financial stability of the social security cash benefits program, including
meeting the cost of the benefit improvements made by these amendments. The
legislation will result in annual excesses of income over outgo beginning in 1980;
it eliminates the medium-range deficits (over the next 25 years) and provides
adequate financing well into the next century; and, it reduces the long-range
deficit very substantially—from over 8 percent of taxable payroll to less than 1
percent. Detailed information on the effects of the legislation appears in the
appendix. The specific tax rates and wage bases under the new law are shown
below.

Tax rates.—The legislation includes a schedule of social security tax rate
increases for old-age, survivors, and disability insurance, and health insurance
(OASDHI) over prior law in 1979, 1981, 1982, 1985, 1986, and 1990 to provide
additional flnancmg. Tax rates for the self-employed will be adjusted to restore
the original level of one and one-half times the employee rate for the old-age,
survivors, and disability portion of the tax, effective in 1981. Provision is made
for a substantial reallocation of income to the disability trust fund which would
have been exhausted by the end of 1979. There are also shifts in scheduled tax
increases between the old-age, survivors, and disability insurance (OASDI) and
hospital insurance (HI) programs. The tax rate schedule under prior law and
under the 1977 amendments is as follows:

(1)
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Tace rates for old-age and survivors insurance, disability insuruince, and lw8pitcd insurance (OASDHI)
[In percent)

Calendar year

Prior law Pub110 Law 95-216

OASII Dl' OABDI HI Total OASI DI OASDI HI Total

EMPLOYERS AND EMPLOYEES, EACH

1977 4.375 0. 575 4.95 0. 90 5.85 4.375 0. 575 4. 95 0.90 5. 85
1978 4. 350 . 600 4. 95 1.10 6. 05 4. 275 . 775 5. 05 1. 00 6. 05
1979—80 4.350 .600 4.95 1.10 6.05 4.330 .750 5.08 1.05 6.13
1981 4.300 .650 4.95 1.35 6.30 4.525 .825 5.35 1.30 6.65
1982—84 4.300 .650 4.95 1.35 6.30 4. 575 .825 5.40 1.30 6. 70
1985 4.300 .650 4.95 1.35 6.30 4.750 .950 5.70 1.35 7.05
1986—89 4.250 .700 4.95 1.50 6.45 4.750 .950 5.70 1.45 7.15
1990—2010 4.250 . 700 4.95 1.50 6.45 5. 100 1. 100 6.20 1.45 7.65
2011 and later 5. 100 . 850 5. 95 1. 50 7. 45 5. 100 1. 100 6. 20 1. 45 7. 65

SELF-EMPLOYED PERSONS

1977 6.185 0.815 7.0 0.90 7.90 6.1850 0.8150 7.00 0.90 7.90
1978 6.150 .850 7.0 1.10 8.10 6.0100 1.0900 7.10 1.00 8.10
1979—80 6. 150 .850 7.0 1. 10 8. 10 6.0100 1.0400 7.05 1.05 8. 10
1981 6. 080 . 920 7. 0 1. 35 8. 35 6. 7625 1. 2375 8. 00 1. 30 9. 30
1982—84 6. 080 . 920 7. 0 1. 35 & 35 6. 8125 1. 2375 8. 05 1. 30 9. 35
1985 6.080 .920 7.0 1.35 8.35 7.1250 1.4250 8.55 1.35 9.90
1986—89 6. 010 . 990 7. 0 1. so a so 7. 1250 1.4250 & 55 1. 45 10. 00
1990—2010 6. 010 . 990 7. 0 1. 50 8. 50 7. 6500 1. 6500 9. 30 1. 45 10. 75
2011 and later 6.000 1. 000 7. 0 1. 50 8. 50 7. 8500 1. 6500 9. 30 1. 45 10. 75

'By allocation In the law.
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Taxable wage base.—There shall also be ad hoc increases in the taxable
wage base above prior law in 1979, 1980, and 1981. After 1981, the base will
be increased annually in line with wage levels whenever there has been a cost-
of-living benefit increase in the preceding year as under prior law. The legisla-
tion maintains the parity principle under which employers and employees pay
on the same amount of earnings each year. Following is the nw taxable base
schedule for employers, employees and the self-employe d:

Contribution and benefit base

Public Law
Prior law 95—216

Calendar year:
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987

$16, 500
117,700
1 18, 900
120,400
121, 900
123,400
124, 900
126,400
127, 900
'29,400
'31, 200

$16, 500
'17,700

22, 900
25, 900
29, 700

132, 100
1 34, 500
136,900

1 39, 600
142,000
1 44, 400

'Automatic.

DECOUPLING

To correct unintended effects in the benefit computation procedures which
produce benefits for future beneficiaries that could vary haphazardly with wage
and price fluctuations and that would generally be much higher than originally
intended, the legislation "decouples" the system. The new decoupled system
indexes a worker's earnings to reflect annual increases in average earnings
levels up to the second year before eligibility (age 62 or disability) or death.
This has the effect of assuring that generation to generation similarly situated
beneficiaries will receive relatively the same levels of benefits. The benefit level
adopted for the long-term is 5 percent below estimated 1979 levels. Included in
the legislation is a 5-year guarantee of December 1978 levels to provide a
gradual transition to the new system for workers who will reach age 62 in 1979
through 1983. The transition provision will not be applicable to disability and
survivor cases. As under prior law, benefits will continue to be increased accord-
mg to the mcreases in the cost-of-living after a person reaches age 62 or becomes
disabled, or in the case of survivor's benefits, after the time of the worker's
death. The "decoupling" provisions eliminate over one-half of the long-range
deficit in the social security system.

OTHER BENEFIT PRovIsIoNs

Mini mum .—T he present minimum benefit for future beneficiaries will
be frozen at its December 1978 dollar amount (about $122 for an individual).
The minimum benefit will be adjusted for annual cost-of-living increases
beginning with the earlier of the year the individual starts receiving benefits
or the year he reaches age 65.

Special minimum .—T his benefit, provided for long-term, low-paid workers,
increased. Under prior law this benefit was equal to $9 times the number of
years coverage a worker had in excess of 10 and up to 30; this benefit was not
subject to annual cost-of-living increases. The legislation revives this benefit by
increasing the $9 figure to $11.50, which will provide a maximum payment of
$230 a month, and by making the benefit subject to annual cost-of-living in-
creases in the future.
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Dekiyed retirement credit.—Prior law provided that retirement benefits
would be increased 1 percent a year for each year that a worker continued to
work beyond age 65 without taking his benefits. The legislation increases this
to 3 percent for workers reaching age 62 after 1978; it will apply beginning in
1982. The worker's delayed retirement credits will also apply to widow's and
widower's benefits.

Limitation on retroactive benefits.—Under prior law a person who filed an
application after he was first eligible could get benefits for a retroactive period
up to 12 months before the month in which the application was filed. However,
this could result in some cases in a permanent reduction in the monthly benefit.
The legislation eliminates retroactive payments where the result would be
a permanently reduced benefit (except in cases where the benefits were disabil-
ity-related or where unreduced dependent's benefits were involved).

Cost-of-living increases for early retirees.—The legislation changes the basis
for calculating cost-of-living increases for early social security retirees to place
them on the same footing as persons who retire at age 65 or later. Under prior
law, an early retiree who began receiving benefits between ages 62 and 65 had
his monthly payment permanently reduced on an actuarial basis to take account
of the longer period on the average that he would receive benefits. However,
when a cost-of-living increase was effective after he attained age 65, the early
retiree received this as if he were drawing a full benefit and not an actuarially
reduced benefit. The legislation makes applicable to cost-of-living increases for
early retirees the same actuarial reduction that is applied to their original
monthly benefit.

RETiREMENT TEST

The new law raises to $4,000 in 1978, $4,500 in 1979, $5,000 in 1980,
$5,500 in 1981, and $6,000 in 1982 the annual amount of earnings a beneficiary,
age 65 or over, may have without having any benefits withheld. After 1982, the
limitation will be adjusted automatically on the basis of earnings levels in line
with prior law. The retirement figure of prior law, which rose from $3,000 in
1977 to $3,240 in 1978, will continue to apply to beneficiaries under age 65.

The exempt age, which fixes the point at which elderly individuals may
receive full benefits without regard to their earnings, has been reduced from
72 to 70 beginning in 1982.

The bill e]iminates the monthly measure of retirement—the provision rn
prior law under which full social security benefits were paid for any month in
which a person earns one-twelfth of the annual retirement test amount, or less,
regardless of total earnings for the year. However, the monthly measure will
be retained for the first year in which a worker begins to receive retirement
benefits.

TREATMENT OF MEN AND WOMEN

Under the legislation, remarriage after age 60 will not act to reduce
benefits of widows and widowers.

The duration of marriage requirement for divorced spouse's benefits •has
been reduced from 20 years to 10.

The Secretary of Health, Education, and Welfare is directed to conduct
a study of changes in the social security program needed to guarantee that
women, as well as men, are treated equitably. The study is to be completed
and a report submitted to Congress within 6 months after enactment of the
legislation.

DEPENDENCY BENEFITS—PUBLIC PENSION OFFSET

Public Law 95—216 contains an offset provision under which social security
dependency benefits payable to spouses or surviving spouses will be reduced
(dollar for dollar) by the amount of a public (Federal, State, or local) pension
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available to the spouse. The offset would apply only to pension payments
based on the spouse's own work in public employment which is not covered
under social security. The provision applies to applications for such dependency
benefits in and after the month of enactment of the bill. (December, 1977.)

The provision contains an exception under which the offset will not apply
to individuals who were receiving or will be eligible to receive a public pension
within 5 years after enactment. This is designed to protect those persons
already retired or nearing retirement who were expecting a social security
dependency benefit based on their spouse's record but were not receiving it
because of their age or the fact that their spouses were not yet receiving benefits.

NATIONAL COMMISSION ON SOCIAL SECURITY

The legislation provides for establishment of a bipartisan National Com-
mission on Social Security, independent of the executive branch, composed of
nine members—five appointed by the President and two each by the Speaker
of the House and the President pro tempore of the Senate—to make a broad
study of the social security program including medicare. The study would
include the fiscal status of the trust funds, coverage, adequacy of benefits,
possible inequities, alternatives to the current programs and to the method of
financing the system, integration of the social security system with private
retirement programs, and development of a special price index for the elderly.
The Commission shall present its full report to the President and to the Con-
gress within 2 years after a majority of the members are appointed.

UNIVERSAL COVERAGE

The new law provides for a comprehensive study of the question of insti-
tuting universal coverage for social security by bringing under the system on a
mandatory basis all Federal employees, and the remainder of State and local
government employees and employees of nonprofit organizations not now
covered by the system. The study would include alternative methods of co-
ordinating social security coverage with retirement systems which now apply
to the public employees involved. The study will be under the direction of the
Secretary of Health, Education, and Welfare who will consult with the Secre-
tary of the Treasury, the Director of the Office of Management and Budget, and
the Chairman of the Civil Service Commission. The HEW Secretary is directed
to complete the study and submit a report with recommendations to the
President and to Congress within 2 years of enactment.

INTERNATIONAL SOCIAL SECURITY AGREEMENTS (TOTALIZATION)

Included in the legislation is a provision to authorize the President to
enter into bilateral agreements with interested countries providing for limited
coordination of the U.S. social security system with systems of other countries.
The agreements, known as totalization agreements, would eliminate dual
social security coverage for the same work in each country covered by an
agreement, and would enable individuals who work for periods in each of the
countries covered by an. agreement to qualify for a benefit based on their
coverage and earnings in both countries in situations where they were not
previously eligible for benefits in one or both of the countries involved. The
United States already has negotiated agreements with Italy and West Germany
which could be put into effect under this provision. Each agreement will have
to be submitted to Congress for 90 days while it is in session before it could
take effect; during that period either the House or Senate could veto the
agreement by majority vote.
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BLIND DISABILITY BENEFITS

Blind persons will be eligible for social security disability benefits despite
higher earnings than were permitted under prior law. Under prior regulations,
substantial gainful activity (S GA) was measured at $200 a month ($2,400
a year) and earnings over this amount would lead to termination or suspension
of benefits. Under the legislation, the SGA monthly amount for blind disability
beneficiaries will be the same as the retirement test for persons age 65 and over.

INVESTMENT INCOME UNDER LIMITED PARTNERSHIPS

In recent years, a growing number of businesses have advertised limited
partnerships as a means of acouiring social security coverage solely through
the income on investments in such partnerships. Public Law 95—216 excludes
from social security coverage the distributive share of income or lOss from the
trade or business of a partnership which is received by a limited partner.

ANNUAL WAGE REPORTING

Public Law 94—202 enacted in 1976 provided that employers other than
State and local governments and employers of domestic workers would report
their eployees' wages for social security and income tax purposes annually on
forms W—2 beginning with wages paid in 1978. But the law also required em-
ployers to report quarterly wage data on forms W—2 to enable the Social
Security Administration to determine whether a worker has enough quarters
of coverage to be eligible for social security benefits. The legislation changes
this so that annual data will be used instead of quarterly data. Under the bill,
employers no longer will be required to report quarterly data on forms W—2.

Under prior law, a worker generally received credit for a quarter of coverage
for a calendar quarter in which he received at least $50 in wages. Under the
new law, a worker will receive one quarter of coverage (up to a total of four)
for each $250 of earnings in a year, and the $250 amount shall be automatically
increased every year to take account of increases in average wages.

EMPLOYEES OF NONPROFIT ORGANIZATIONS

The legislation contains provisions designed to correct some unintended
effects of Public Law 94—563 enacted in 1976 to deal with problems of nonprofit
organizations that had been paying social security taxes without ffling the
necessary waivers with the Internal Revenue Service to make the payments
legal.

One provision in the new law would forgive back taxes due, up to June 30,
1977, on behalf of nonprofit organizations which ceased paying social security
taxes alter they had found they were not required to do so, but did not receive
a refund of those taxes.

Another provision extends to March 31, 1978, the period during which
nonprofit organizations that had received a refuhd of social security taxes can
file a waiver certificate and list only those employees who had wanted to be
covered under social security. Under this waiver, they would owe back taxes
only on the listed employees. The right to ifie such a waiver under Public Law
94—563 expired April 18, 1977.

Another provision provides for a refund of back taxes to nonprofit Organi-
zations that stopped paying social security taxes before October 1, 1976, but
then paid the back taxes alter they were requested to do so following passage
of Public Law 94—563.

TAXATION OF CORPORATIONS

The legislation provides that a group of related corporations concurrently
employing a worker will be considered as a single employer if one of the group
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serves as a common paymaster for the entire group. This would mean that the
group of corporations would have to pay no more in social security and unem-
ployment taxes for a single worker than a single employer pays.

OTHER SOCIAL SECURITY PROVISIONS

Quadrennial Advisory Council on Social Security.—The new law changes
the reporting date for the current Advisory Council from January 1, 1979, to
October 1, 1979.

Administrative kiw judges.—Pubhc Law 94—202 established temporary
administrative law judge positions to hear social security, medicare, and sup-
plemental security mcome cases. Public Law 95—216 converts these appoint-
ments to permanent status.

Delivery of benefit checks.—The legislation provides that if the regularly
designated dates for delivery of social security and supplemental security income
benefit checks fall on a Saturday, Sunday, or legal holiday, the benefit checks
will be mailed for delivery on the first day preceding the scheduled delivery
date which is not a Saturday, Sunday, or legal holiday, regardless of whether
this necessitates the delivery of two checks in one month.

Coverage of tips.—Under social security, tip income (if over $20 a month) is
taxed on the employee alone. Under the recently enacted legislation the em-
ployer will be taxed on tip income up to the amount that combined with the
employee's salary equals the minimum wage under the Fair Labor Standards
Act.

Cler9ymen.—The new law will permit clergymen who previously did not
elect social security coverage in the past a second opportunity to come under
the system as self-employed persons.

Mississippi policemen and firemen.—The new law authorizes social security
coverage for Mississippi policemen and firemen who previously were excluded
from the system.

Wisconsin public employees.—The legislation authorizes a consolidated
public employee group in Wisconsin to continue under social security on the
same terms which applied to three groups before they were merged into the
consolidated organization.

New Jersey pnblie employees.—The legislation adds New Jersey to the list
of States which are permitted to hold referendums among public employees for
coverage under social security. Those voting for coverage will be brought under
social security; those voting against will remain out of the system. All future
employees would be covered.

Illinois police and fire chiefs.—The legislation provides approximately
400 flhnois police and fire chiefs with credits for past payments into the social
security system (and future coverage) even though the applicable law did not
permit such payments when they were made.

Railroad retirement system and Pension Benefit Guaranty Corporation.—
Public Law 95—2 16 contains a provision to guarantee that the ad hoc increases
m the taxable earnings base will not increase the employer tax liability to
finance tier—Il benefits under the railroad retirement system. Tier—IL benefits
are those paid to supplement the tier—I payments which correspond to basic
social security benefits. Similarly, the new law provides that the increases
m the earnings base shall not increase the maximum amount of pension insured
by the Pension Benefit Guaranty Corporation established under the Employee
Retirement Income Security Act of 1974.

Wheekhairs.—The legislation will permit payment for certain power-
operated wheelchairs under medicare where the vehicle is determined to be
medically necessary and safe.
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PUBLIC ASSISTANCE AMENDMENTS

Fiscal relief for State and local welfare costs. —The legislation provides $187
million of such relief to be paid immediately for fiscal 1978 costs.

Error rates in the aid to families with dependent children program.—The
new law establishes a system of monetary fiscal incentives for States which
have low dollar rates in the AFDC program. The errors considered as a part
of this provision would be overpayments to ineligibles, underpaynients, and
erroneous denials and terminations.

Access by AFDC agencies to wage records.—The legislation authorizes State
AFDC agencies to obtain Social Security Administration and State unemploy-
ment compensation agency wage data for purposes of determining eligibility
for AFDC or the amount of an AFDC payment with appropriate safeguards
to be established by HEW.

State welfare demonstration project.s.—The new law authorizes the States
to engage in demonstration projects related to the AFDC program. There would
be public notices of each plan and copies of the plan available to the public.
The Health, Education, and Welfare Department shall review each plan and
can prevent its implementation by withholding approval. The prevailing wage
would have tobe paid in the projects.

Errors in supplemental security income supplementary payments.—The
legislation directs the HEW Secretary to reimburse the States for erroneous
state supplemental payments paid during 1974 to the extent that an HEW audit
determines is appropriate and after the audit is approved and reviewed by the
HEW inspector general.

NON-SOCIAL SECURITY ACT AMENDMENT

Honoraria under the Federal Election Campaign Act.—Under this act,
Federal officers including Members of Congress and employees cannot accept
an honorarium of more than $2,000 or honoraria aggregating more than $25,000
in a year. Public Law 95—216 provides that a contribution to a charitable
organization selected by the payor from a list of five or more organizations
named by the Government officer or employee shall not be counted as an
honorarium. In addition, the legislation provides that amounts returned to a
payor before the end of a year would not be treated as honoraria and that hono-
raria would be treated as accepted in the year of receipt.



SOCIAL SECURITY BENEFITS (OASDI)—PRIOR LAW AND LAW AS AMENDED IN
95TH CONGRESS

OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE

I. COVERAGE

Item Prior law Law as amended by Public Law 95-216

Covers all self-employed if they have net earnings from self-
employment of $400 a year except that certain types of income,
including dividends, interest, sale of capital assets and rentals
from real estate are not covered unless received by dealers in
real estate and securities in the course of business dealings. A
regularly self-employed worker may elect to report for social
security purposes two-thirds of his gross nonfarm self-employ-
ment income if (1) his total net earnings from self-employment
(farm and nonfarm) are less than $1,600 and (2) his net self-
employment earnings from his nonfarm business are less than
two-thirds of his gross income from such business. The nonfarm
option cannot be used more than 5 times and only when net self-
employment earnings have been $400 or more in at least 2 of
the 3 years immediately preceding taxable years. (This option
is similai to the option available to farmers.)

For purposes of determining a worker's average monthly wage
and quarters of coverage, in the case of taxable year which is a
calendar year, the self-employment income derived in the
taxable year is credited equally to each quarter of the calendar
year; and in the case of any other taxable year, the self-employ-
ment income is credited equally to the calendar quarter in
which the taxable year ends and to each of the next three or
fewer preceding quarters, any part of which is in the taxable year.

Provides that for taxable years beginning after
1977 self-employment income will be credited to
the calendar year for purposes of determining a
person's average monthly wage or quarters of
coverage, if the income was derived in a taxable
year which is a calendar year or which begins and
ends in a single calendar year. If the taxable year
beginning after 1977 was not a calendar year, and
did not begin and end in a single calendar year,
the self-employment income will be allocated
equally to each month of the taxable year, and the
income to be credited to the parts of the 2 calendar
years within the taxable year will be determined
by the number of months in each calendar year
(the month in which the taxable year ends will be
treated as wholly within the taxable year).

A. Self-employed No change.



OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE—Continued

I. COVERAGE—Continued

Item Prior law Law as amended by Public Law 95-216

A. Self-emplcyed—Continued
1. Ministers and members

religious orders.

2. Members of certain religious
sects.

of Cover8 as self-employed duly ordained, commissioned, or
licensed ministers, Christian Science practitioners, and members
of religious orders (other than those who have taken a vow of
poverty).

Clergymen can elect not to be covered if they are conscien-
tiously opposed to social security coverage or on grounds of con-
scientious belief or religious principle. An exemption from cover-
age received by a clergyman is irrevocable.

Clergymen who are serving outside the United States compute
self-employment earnings in the same way as clergymen in the
United States.

Members of religious orders employed outside of the religious
community are subject to FICA and income tax withholding.

(See sec. I, B—16, for vow of poverty, religious.)

Excludes a member of certain religious sects who files request
for exemption provided:

(1) he has never received benefits under the Social Secur-
ity Act and waives all rights to such benefits;

(2) he is member of a recognized religious group (which
has been in existence since December 31, 1950) and by rea-
son of the tenets of such group is conscientiously opposed to
accepting benefits under any private or public insurance
plan which provides benefits in the event of death, disability,
retirement, or which insures against the risk of medical care;
and

(3) the religious group makes reasonable provision for
its dependent members and has done so since December 31,
1950.

Permits clergymen and Christian Science prac-
titioners who filed on application for exemption
from social security coverage in the past to revoke
their exemption and obtain social security
coverage. The revocation must be filed before the
due date of the clergyman's Federal income tax
return for his first taxable year beginning after the
date of enactment of the measure, December 20,
1977. The revocation is irrevocable.

Coverage will be effective for the clergymen's
first taxable year ending on or after enactment or
beginning after enactment (whichever is specified
in the application) and effective for benefits payable
for months in or after the calendar year in which
the application is ified.

No change.

Cover8 farm operators on the same basis as other self-employed
persons except that farm operators whose annual gross earnings
are $2,400 or less can report either their actual net earnings or
66 percent of their gross earnings.

Farmers whose annual gross earnings are over $2,400 report
their actual net earnings if over $1,600, but if actual net earnings
are less than $1,600, they may report either actual net earnings
or $1,600.

Rentals from real estate are not creditable as self-employment
earnings, but if landlord under arrangements with tenant or
share farmer participates materially in the production of, or in
the management of, the crops or livestock on his land, the in-
come is covered.

Covers share farmers as self-employed.

3. Farm operators No change.



4. Fishing boat crewmen The Tax Reform Act of 1976 provided that a fishing boat No change.
crewman is covered as self-employed providing he is paid en-
tirely by a share of the catch (or a share of the proceeds from
the sale of the catch) on a boat with operating crew normally
made up of fewer than 10 persons and his share depends on the
amount of the catch. The boat operator is required to report to
the Secretary of the Treasury the percentage of each crewman's
share of the catch, and the weight of each share of the catch
distributed to each crewman (or the amount distributed to
each from the proceeds from the sale of the catch). This pro-
vision applies retroactively to 1972 and thereafter. Those who
have been covered as regular employees are not required to
pay retroactively the higher self-employment rate. Also refunds
of employer's share may not be made to boat operators.

5. Public officials Excludes individuals performing functions of public office No change.
other than functions of a public office of a State or local subdivi-
sion compensated solely on a fee basis not covered under agree-
ments between the individual State and the Secretary of Health,
Education, and Welfare (see sec. I, B—6). A public official may be
covered as an employee of a State or local government under
State agreement.

6. Newspaper vendors Covers employees over age 18 who buy newspapers and No change.
magazines at one price and sell them at an arranged fixed price,
and whose pay is the difference between the two prices regardless
of whether they are guaranteed minimum compensation or may
return unsold papers and magazines.

Covers individuals of any age who sell newspapers in an
independent capacity (not as employees).

7. Limited partnerships A partner's share of partnership income is includable in his net Excludes for social security coverage purposes
income from self-employment irrespective of the nature of his the distributive share of income or loss from the
membership in the partnership. trade or business of a partnership received by a

limited partner who performs no service for the
partnership.

The exclusion from coverage does not extend to
guaranteed payments such as salary and profes-
sional fees, received for services actually performed
by the limited partner for the partnership, or dis-
tributive shares received as a general partner.

8. Retirement payments to re- Retirement payments received by a retired partner excluded No change.
tired partners. for all social security benefit purposes if the retired partner had

no interest in the partnership, and rendered no services to the
partnership, and if his share of the capital of the partnership had
been paid to him. The payments must be made under a written
plan which meets requirements set up by the Secretary of the
Treasury; a plan must provide that the payments must be on a
periodic basis and continue until the partner's death. Effective
for taxable years ending on or after December 31, 1967.

Retirement payments are not considered earnings for the
retirement test purposes if no services are performed.



OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE—Continued
I. COVERAGE—Continued

Item Prter law Law as amended by Pubflc Law 95-216

A. Self-employed—Continued
9. Married couple in commu- In community property States all income from a business No change.

nity property States. owned or• operated by a married couple is deemed, for social
security purposes, to be the husband's unless the wife exercises
substantially all management and control. In other States, such
self-employment income is credited to the spouse who owns
or is predominantly active in the business.

B. Employees Cover8 employment not otherwise excluded, of an "employee" No change.
defined as follows:

(1) any officer of a corporation,
(2) any individual who, under the usual common-law

rules, has the status of an employee,
(3) any other individual (apart from common-law rules)

who performs services as:
(a) an agent-driver or commission-driver engaged in

distributing meat products, vegetable products, fruit
products, bakery products, beverages (other than
milk), or laundry or drycleaning services, for his
principal;

(b) a full-time insurance salesman;
(c) a home worker performing work, according to

specifications furnished by the person for whom the
services are performed, on materials or goods furnished
by such person which are required to be returned to such
person or a person designated by him; or

(d) a traveling or city salesman, other than as an
agent-driver or commission-driver, engaged upon a full-
time basis in the solicitation on behalf of, and the trans..
mission to, his principal (except for side-line sales ac-
tivities on behalf of some other person) of orders from
wholesalers, retailers, contractors, or operators of hotels,
restaurants, or other similar establishments for mer-
chandise for resale or supplies for use in their business
operations.

As to the individuals in (a) through (d) their contract of serv-
ice must provide that substantially all of such services are to be
performed personally. Such an individual shall not be considered
an "employee" if he has a substantial investment in facilities
connected with the services performed (other than transporta-
tion), or if the services are a single transaction and not part of a
continuing relationship with the person for whom the services
are performed.



Covers agricultural workers who either (1) are paid $150 or
more in cash wages in a calendar year by an employer or (2) per-
form agricultural labor for an employer on 20 days or more
during the calendar year for cash wages. This farm work must
be in connection with cultivating the soil or raising agricultural
or horticultural commodities. Workers who are recruited and
paid by a crew leader shall be deemed to be employees of the
crew leader if such crew leader is not, by written agreement,
designated to be an employee of the owner or tenant and if such
crew leader is customarily engaged in recruiting and supplying
individuals to perform agricultural labor. Under such circum-
stances the crew leader shall be deemed to be self-employed.

2. Domestic workers

3. Casual labor

4. Cash tips

And excludes:
(a) Mexican contract workers.
(b) Workers lawfully admitted to the United States from

the Bahamas, Jamaica, and other islands in the British
West Indies or from any other foreign country or its posses-
sions on a temporary basis to perform agricultural labor.

Covers persons performing domestic service in private nonfarm
homes if they receive $50 or more during a calendar quarter from
one employer. Noncash remuneration is excluded.

Excludes students performing domestic service in clubs or
fraternities if enrolled and regularly attending classes at school,
college, or university.

Covers cash remuneration for service not in the course of the
employer's trade or business if the remuneration if $50 or more
from one employer during a calendar quarter.

Cash tips received by an employee in the course of his em-
ployment are covered as wages for social security purposes if the
tips amount to $20 or more a month for employment by one
employer. Employers are not required to pay the social se-
curity employer tax on the tips. The tips shall represent com-
pensation for income tax purposes even though less than $20
a month or even though paid in other than cash but are not,
under either of these conditions, subject to withholding for in-
come tax purposes. However, tips amounting to $20 or more a
month in work for one employer are subject to withholding for
income tax purposes.

The employee is required to give his employer a written report
of his tips within 10 days after the end of the month in which the
tips are received. To the extent that the employer does not have
sufficient wage payments (or funds turned over to him by the
employee) to offset the required withholding, he notifies the
employee and the employee reports this amount to the Govern-
ment directly.

If an employee fails to report, as required by law, some or all
of his covered tips to his employer, he is liable not only for the
employee social security tax due on the unreported tips, but also
for an additional amount equal to 50 percent of the employee tax.
He pays his social security tax on these tips to the District
Director of the Internal Revenue Service.

No change.

Changes the amount of remuneration to at least
$100 from one employer in a calendar year, effective
with respect to remuneration paid after December
31, 1977.

Requires employers to pay social security taxes
on tips deemed to be wages under Fair Labor Stand-
ards Act (minimum wage law). Under that law an
employer can pay an employee up to fifty percent
less than the Federal minimum wage by counting as
wages for this purpose tips received by the em-
ployee.

Effective for tips that are counted as wages under
the minimum wage law with respect to employment
performed after December 31, 1977.

1. Agricultural workers No change.
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B. Employees—Continued
4. Cash tips—Continued

The employer is required to withhold the employee social
security tax only on tips reported to him within the specified
time and for which he has sufficient funds of the employee out of
which to pay the tax.

The Tax Reform Act of 1976 provides that the IRS is not to
take action until January 1, 1979, to enforce its recent ruling
that required employers to report separately to the IRS charge
account tips not reported to employers by employees and there-
fore not reported to IRS by employers as wages subject to with-
holding under prior law.

5. Incentive pay as deferred Covers deferred compensation payments such as incentive pay- No change.
compensation. ments made by an employer to an employee (or any of his de-

pendents) alter employment relationship ends unless—
(1) the payment is made under a plan established by the

employer for his employees generally, or a class or classes of
employees, or such employees and their dependents;

(2) the employment relationship ended because of death,
retirement for disability, or retirement for age specified in
the plan; and

(3) the payment would not have been made if the em-
ployee had not terminated his employment.

6. State and local government Covers employees of States and political subdivisions thereof,
employees, under voluntary agreements between the Secretary of Health,

Education, and Welfare and each State with the following special
provisions:

(a) With respect to each group covered the following can be
excluded:

(1) work in any class or classes of elective positions;
(2) work in any class or classes of part-time positions;
(3) work in any class or classes of positions the compensa-

tion for which is on a fee basis;
(4) services of election officials or workers who are paid Changes this amount of remuneration to $100 in

less than $50 in a calendar quarter; a calendar year, effective with remuneration paid
(5) work performed by a student employed by the public after December 31, 1977.

school, college, or university in which he is regularly enrolled
and attending classes.

(5) The following are mandatorily excluded:
(1) work by employees who are employed to give them

relief from unemployment;
(2) service performed in hospital, home, or other institu-

tion by patient or inmate thereof;
(3) work by transportation system employees who are

covered compulsorily by social security under provisions
applicable to employees in private industry;



(4) services of the types which would be excluded by the
general coverage provisions of the law if they were per-
formed for a private employer, except that agricultural and
student services in this category may be covered at the
option of the State;

(5) services performed by an employee serving on a tem-
porary basis in case of fire, storm, snow, earthquake, flood, or
other emergency;

(6) services of policemen and firemen (except in certain
States—see (c) below) if their positions are covered by a
retirement system including policemen not eligible to become
members of the system.

(c) Employees who are in positions covered under an existing
State or local retirement system may be covered under State
agreements only if a referendum is held by a secret written
ballot, after not less than 90 days' notice, the opportunity to
vote is given and limited to the eligible employees, the vote is
supervised by the Governor or his delegate, and the majority
of eligible employees under the retirement system vote in favor
of coverage. The Governor of a State or his delegate must certify
that these conditions have been met. In most States, all members
of a retirement system (with minor exceptions) must be covered
if any members are covered.

A retirement system for referendum purposes may consist of
all employees in positions under a system, employees of the State
in positions under a system, employees of one or more political
subdivisions under a system, employees of the State and one or
more political subdivisions under a system, employees of each
institution of higher learning (including a junior college or a
teachers' college) under a system, and employees of a hospital
which is an integral part of a political subdivision under a system.

In addition, employees whose positions are covered by a retire-
ment system but who are not themselves eligible for membership
in the system could be covered without a referendum. Employees
who are members or who have an option to join more than one
State or local retirement system cannot be covered unless all such
retirement systems are covered.

Individuals in positions under retirement systems on Septem-
ber 1, 1954, are precluded from obtaining coverage under the
retirement system coverage provisions.

Er ce ptin8 to general law concerning coverage in named States:
(1) Split-system provisions.—Authorizes Alaska Cali-

fornia, Connecticut, Florida Georgia, Hawaii, illinois,
Massachusetts, Minnesota, &evada, New Mexico, New
York, North Dakota, Pennsylvania, Rhode Island, Ten-
nessee, Texas, Vermont, Washington, and Wisconsin, and
all interstate instrumentalities, at their option, to extend
coverage to employees under a retirement system by
dividing such a system into two parts, one to be composed
of positions of those members who desire coverage and the
other of positions of those members who do not wish
coverage, provided that new members of the retirement
system coverage group are covered.

Includes New Jersey in the list of States which
may make social security coverage available to
State and local employees under the divided retire-
ment system procedure effective upon enactment.
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B. Employees—Continued
6. State and local government

employees—Continued
Those employees covered by a divided retirement system

who did not elect coverage in the original agreement, may
nevertheless at the option of the State elect coverage
within 2 years after the date on which coverage was
approved for the group that originally elected coverage.
The 2-year time limitation has been exthnded on four
occasions by amendments to the social security law in 1958,
1961, 1965, and 1967. The coverage of persons electing
under these provisions would begin on the date that cover-
age became effective for the group originally covered.

(2) Policemen and firemen.—Ailows the States of Alabama,
California, Florida, Georgia, Hawaii, Idaho, Kansas, Maine,
Maryland, Montana, New York, North Carolina, North
Dakota, Oregon, Puerto Rico, South Carolina, South
Dakota, Tennessee, Texas, Vermont, Virginia, and Wash-
ington and all interstate instrumentalities to make coverage
available to policemen and firemen in positions under a
retirement system in those States, subject to the same condi-
tions that apply to coverage of other employees who are
under State and local retirement systems. However, at the
option of the State, for purposes of holding a referendum and
becoming covered, a separate retirement system may be
deemed to exist in regard to the policemen, the firemen, or
both.

Firemen in other States may be covered if the Governor of
the State certifies that the total benefit protection of the
group of firemen would be improved as a result of social
security coverage. The divided retirement system cannot be
used and firemen have to be covered as a separate group and
not as part of a group which includes employees other than
firemen. Services of policemen and firemen whose positions
are not under a retirement system of the State or political
subdivision are covered when coverage becomes effective for
other employees of the State or political subdivision in posi-
tions not under a retirement system.

(d) Effective date of coverage agree,nenL—Allows agreements or
modifications to become effective at a date specified by the State
as early as 5 years before the year in which an agreement or
modification is executed by Secretary of HEW.

Coverage agreements generally are effective when the agree-
ments are mailed or delivered to the Secretary. However, in cases
involving maximum retroactivity of coverage or coverage of
positions compensated solely on a fee basis, the effective date is
the date the agreement is executed by the Secretary.

A modification to cover a new group may provide retroactive
coverage for former employees with respect to earnings that had
been erroneously reported if no refund has been made of the
taxes paid on the erroneously reported earnings.

Adds Mississippi to the list of States in the law
which may provide social security coverage for
policemen and firemen who are in positions covered
under a State or local retirement system.

Permits fllinois, by modification of its coverage
agreement with the Secretary, to provide social
security coverage at anytime before 1979 for certain
policemen and firemen who were in positions covered
by the flhinois Municipal Retirement Fund. Any
wages erroneously reported in the past for such
policemen and firemen would be validated.

No change.



7. Employees of nonprofit
organizations.

(e) Termination of coverage.—A State may terminate coverage
for a group by giving 2 years' notice to the Secretary after the
coverage has been in effect for at least 5 years. A group for
purposes of coverage termination consists of all of the employees
of a State or political subdivision of the State such as a city or
county. The Secretary of Health, Education, and Welfare may
terminate the coverage if he determines that the State has failed
in complying with the agreement. The termination applies to all
members of the group and once coverage has been terminated for
a coverage group, it can never again be provided for that group.
A State may terminate its agreement effective at the end of a
calendar quarter, specified in the notice.

(f) Penalty for late State deposits.—The rate of interest charged
on late payments by States of amounts due the Secretary under
agreements providing social security coverage for State and local
employees is 6 percent.

Covers employees of religious, charitable, education, and
other nonprofit organizations (which are exempt from income
tax and are described in section 501(c) (3) of the Internal Revenue
Code) on a voluntary basis if the employer organization waives
its exemption from the employment tax by filing a waiver
certificate certifying that it desires to extend coverage to its
employees. The waiver certificate must be accompanied by a
list of concurring employees. The organization may ifie supple-
mental lists of concurring employees within 24 months after the
quarter in which the certificate is filed. Employees who do not
concur in the filing of the certificate are not covered except that
all employees hired after a certificate becomes effective are
covered.

Waiver certificate may be made effective at the option of the
organization on the- 1st day of the quarter in which the cer-
tificate is filed, the 1st day of the succeeding quarter, or as early
as the 1st day of the 20th calendar quarter preceding the quarter
in which the certificateof waiver is filed.

Service performed in a calendar quarter by an employee of a
nonprofit organization is not covered unless the remuneration
for the service is at least $50.

Employees of nonprofit organizations who are in positions
covered by State and local retirement systems and are members
or eligible to become members of such systems must be treated
apart from those not in such positions. Certificates must be filed
separately for each group. All new employees who belong to a
group for which a certificate has been filed are automatically
covered, and new employees who belong to a group for which a
certificate has not been ified are not covered.

Nonprofit organizations that have been paying social security
taxes without having filed a valid waiver certificate to cover
employees under the social security system are deemed to have
filed such a waiver in those instances where no refund was ob-
tained before September 9, 1976, and also in instances where
organizations which received a refund before September 9, 1976,
did not file a waiver within 180 days after October 4, 1976 (date
of enactment of Public Law 94—563).

A State may terminate its agreement effective
only at the end of a calendar year, specified in the
notice.

Covers employees of nonprofit organizations where
remuneration for services performed after Decem-
ber 31, 1977, is at least $100 in a calendar year.

Forgives back taxes for nonprofit 501(c) (3) or-
ganizations, deemed to have filed a waiver certificate
under P.L. 94—563, that stopped paying F.I.C.A.
taxes prior to October 1976 and did not receive a
refund; refunds back taxes paid after enactment of
P.L. 94—563 by certain organizations, deemed to
have filed a waiver certificate, that terminated tax
payments prior to October 1976.
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B. Employees—Continued
7. Employees of nonprofit or-

ganizations—Continued

(a) Excludes stuoents in the employ of a school, college, or
university if enrolled and regularly attending classes.

(b) Exclude8 services of students performed after 1972 in the
employ of an auxiliary nonprofit organization which is organized
and operated exclusively for the benefit of and supervised or
controlled by the school, college, or university. Does not affect
coverage of students under a State agreement.

(c) Excludes student nurses employed by a hospital or nurse
training school if enrolled and regularly attending classes.

Provides noncontributory social security credits financed from
appropriated general revenues for U.S. citizens of Japanese
ancestry for the periods they were interned by the U.S. Govern-
ment during World War II and were age 18 or older.

Excludes employees of the United States or its instrumentali-
ties if:

(a) they are covered by a retirement system established
by Federal law; or

(ii) they perform services—
(1) as the President, Vice President, or a Member of

Congress, Delegate, or Resident Commissioner;
(2) in the legislative branch;
(3) in a penal institution as an inmate;
(4) as student nurses, and other student employees

of Federal hospitals;
(5) as employees on a temporary basis in disaster

situations;
(6) as employees not covered by the Civil Service Re-

tirement Act because they are subject to another retire-
ment system (other than the retirement system of the

Extends from April 19, 1977, to March 31, 1978,
the date by which nonprofit organizations that
received a refund of erroneously paid taxes may
file an actual waiver certificate; requires certain
organizations that received a refund of erroneously
paid taxes for a period of at least 3 consecutive
calendar quarters ending on June 30, 1973, or later
(rather than September 30, 1973, as under prior
law) to ifie a waiver certificate by March 31, 1978;
provides that those calendar quarters in which
organizations were required to pay social security
taxes pending determination of their application for
section 501(c)(3) tax exempt status shall not be
considered calendar quarters in which taxes were
paid without having ified a waiver certificate for
the purpose of deeming them to have filed a waiver
certificate under P.L. 94—563.

Directs the Secretary of Health, Education, and
Welfare to undertake a study and report on manda-
tory coverage of employees of Federal, State, and
local governments and of nonprofit organizations in
consultation with the Office of Management and
Budget, the Civil Service Commission, and the
Department of the Treasury. The study will ex-
amine the feasibility and desirability of coverage of
these employees and will include alternative meth-
ods of coverage, alternatives to coverage, and an
analysis, under each alternative, of the structural
changes which would be required in retirement sys-
tems and the impact on retirement system benefits
and contributions for affected individuals.

The report, to be made to the Congress and the
President, is due by December 20, 1979.

8. Students

9. World War II internees____

10. Federal employees

No change.

No change.

I—
00



Tennessee Valley Authority); or
(c) the instrumentality has been specifically exempted by

statute from the employer tax; or
(d) the instrumentality was exempt from the employer tax

on December 31, 1950, and its employees are covered by its
retirement system.

Covers the following Federal employees excepted• from the
exclusion in 10(d) unless they are excluded on the basis of one of
the other provisions:

(a) employees of a corporation which is wholly owned by
the United States;

(b) employees of a national farm loan association, a pro-
duction credit association, a Federal Reserve bank, or a
Federal credit union;

(c) employees (not compensated by funds appropriated by
Congress) of the post exchanges of the various armed serv-
ices (including the Coast Guard) and other similar orga-
nizations at military installations;

(d) employees of a State, county, or community com-
mittee under the Production and Marketing Administration;

(e) employees of the District of Columbia who are not
covered by a retirement system.

Cover8 individuals 18 and over who deliver and distribute news-
papers or shopping news, but covers individuals under 18 only if
they deliver or distribute such publication to points for subse-
quent delivery or distribution.

Covers active duty military service since January 1, 1957.
Provides $300 per quarter in noncontributory social security

credit financed from appropriated general revenues for service
on active duty, in addition to contributory coverage based on
actual earnings.

Noncontributory wage credits paid with appropriated funds
from general revenues of $160 per month are granted, in general,
for each month of active service in the Armed Forces of the
United States during the World War II period (September 16,
1940—July 24, 1947) and during the postwar emergency period
(July 25, 1947—December 31, 1956). Similar noncontributory
wage credits are provided for certain American citizens who, prior
to December 9, 1941, entered the active military or naval service
of countries that, on September 16, 1940, were at war with a
country with which the United States was at war during World
Waril.

A widow may, under certain circumstances, waive the right to
a civil service survivor's annuity and receive credit (not other-
wise possible) for military service prior to 1957 for purposes of
determining eligibility for, or the amount of, social security sur-
vivors' benefits.

13. Railroad employees Although railroad employment is not covered under social
security, the railroad retirement and social security programs
are closely coordinated, and one part of the railroad annuity is
basically a social security benefit based on railroad and nonrail-
road employment. Credits acquired in railroad employment by
workers who retire, become disabled, or die with a total of less
than 10 years of railroad service are transferred to, and counted
toward benefits under the social security program.

11. Newsboys

12. Members of the Armed
Forces.

No change.

For years after 1977, changes the amount of
noncontributory credits to $100 for each $300
of wages for military service; the maximum credits
are $1200 in a calendar year.

No change.
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B. Employees—Continued
13. Railroad employees—Con. The Railroad Retirement Act contains provisions for a finan-

cial interchange between the railroad retirement and social se-
curity programs to take into account the income and costs to each
program of the close coordination of their benefits. The purpose
of these cost adjustment provisions is to put the social security
trust funds in the same position they would have been in if
railroad service had been covered under social security since its
beginning on January 1, 1937.

Under the interchange, each year the social security trust
funds transfer to the railroad retirement system an amount equal
to the social security benefit that would theoretically have been
paid if railroad employment had been covered by social security
reduced by (1) the amount of the social security employer and
employee contributions which theoretically would have been
paid on railroad compensation if railroad employment had been
covered by social security, and (2) the total of social security
benefits actually being paid to railroad beneficiaries based on
nonrailroad employment.

14. Family employment Excludes services rendered by— No change.
(1) one spouse for another;
(2) a child under age 21 for his parent;
(3) a parent for his son or daughter if the services are not

performed in the course of the son or daughter's trade or
business; and

(4) a parent for his son or daughter if the services are
domestic and performed in or about the home of the son or
daughter unless (a) the son or daughter has a child under
age 18 or disabled and (b) the son or daughter is either a
widow or widower or is divorced or has a disabled spouse.

15. Employees of Communist Excludes from coverage employees of any organization which Changes the period in which coverage is excluded
organizations. is registered under the Internal Security Act, as a Communist- from a calendar quarter to a calendar year effec-

action, a Communist-front, or Communist-infiltrated organiza- tive with services performed after December 31,
tion during a calendar quarter. There is, however, no longer a 1977.
requirement for such organizations to register.

16. Members of religious orga- Coverage is provided to vow-of-poverty members of religious No change.
nizations under vow-of- orders if the order irrevocably elects coverage for its entire active
poverty, membership and lay employees. The member's wages are deemed

to be the fair market value of any board, lodging, clothing, or
other perquisites furnished by the order but may not be less
than $100 a month.



17. Sick pay Excludes payments made by an employer to or on behalf of an No change.
employee or any of his dependents for sickness or accident dis-
ability or medical or hospitalization expenses in connection with
sickness or accident disability if the payments are made under a
plan or system which applies to the employer's employees gen-
erally or to a class or classes of his employees.

Covers payments for sickness and disability that are not paid
under a plan or system established by the employer if:

(1) paid during the employment relationship; and
(2) paid before the end of 6 calendar months after the last

month in which the employee worked.
Such payments made after the 6-month period are not counted

as wages for social security purposes even though the employ-
ment relationship continues after the employee has stopped
working. Such payments made after the employment relation-
ship ends are not counted as wages unless they are extra pay for
past work.

In the case of public employment, however, payments made
under a plan or system are usually covered as wages if the pay-
ments are made from a regular wage or salary account and the
employer has no legal authority to appropriate funds to make
payments solely on account of sickness as the payments are
considered a continuation of salary rather than a payment on
account of sickness. (Social Security Ruling 72—56.)

18. Home workers Covers workers who perform work in their home according to Changes the amount of remuneration to at least
specifications furnished by the person for whom the services are $100 in a year, for services performed after Decem-
performed on materials or goods furnished by the person if the ber 31, 1977.
remuneration paid in a calendar quarter is at least $50.

C. Geographical scope Covers work for private employer and self-employment in the Authorization is granted to the President to enter
50 States, Puerto Rico, the Virgin Islands, District of Columbia, into bilateral social security agreements (totaliza-
Guam, and American Samoa. tion agreements) with interested foreign countries

to provide for limited coordination between the
U.S. Social Security System and that of other
nations. An agreement will eliminate dual coverage
and contributions for the same work under the
social security systems of two cooperating countries
and will provide that in determining eligibility and
the amount of benefits payable, each country will
take into account a wage earner's coverage and earn-
ings in both countries. Under an agreement each
country will pay only a part of the benefit computed
on the basis of the combined credits; the amount of
the benefit paid will be the proportion of the total-
ized benefit attributable to the work performed in
the paying country.

Each such agreement must be transmitted to the
Congress with a report on the estimated cost and
number of individuals affected and could not go into
effect until 90 legislative days after both Houses of
Congress had been in session, during which period
the agreement could be rejected by majority passage
of a simple resolution by either House. Effective
upon enactment.
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C. Geographical scope—Continued
Excluded work outside the United States unle8s performed

(a) by a U.S. citizen working for an American employer or for
a domestic corporation's foreign subsidiary where the domestic
oorporation has entered into an agreement with IRS which
provides coverage for all present and future employees of the
subsidiary; or (b) on or in connection with an American vessel
or aircraft if employment was entered into within the United
States, or if the vessel or aircraft touches at a port or airport in
the United States while employee is working on it.

The Tax Reform Act of 1976 amended the provisions of the
Internal Revenue Code affecting the social security coverage
of self-employed individuals outside the United States. A self-
employed U.S. citizen who is (1) a bona flde resident of a foreign
country for an entire taxable year, or (2) physically present
in a foreign country for at least 510 days in a period of 18 con-
secutive months and is not a resident of the United States
during the entire taxable year will have the first $15,000 earned
outside the United States excluded from gross income for social
security purposes for taxable years beginning after December 31,

However, an individual affected by the $15,000 exclusion may
elect not to have the exclusion apply to him in any year in which
it would otherwise apply and all subsequent years; the election
may not be revoked except with the consent of the Secretary of
the Treasury.

Excludes work performed by nonresident aliens temporarily
admitted to the United States for certain specific purposes
(generally students and exchange visitors).

Excludes employees of foreign government or international
organization, except that work by a U.S. citizen for a foreign
government or international organization within the United
States is covered as self-employed.

Excludes work in the employ of any instrumentality of the
United States if such service is covered by a retirement system
established by a law of the United States.

Excludes residents of the Philippines working in Guam on a
temporary basis.

Covers work as officer or employee of Government of Guam or
American Samoa except for persons covered under retirement
system established by U.S. law.

Covers work for the District of Columbia unless performed by
patients or inmates of hospitals or institutions, students in
hospitals, temporary emergency workers, or members of boards,
committees and councils paid on a per diem basis.

Covers temporary or intermittent employees of Guam who are
not covered under retirement system established by law of
Guam unless peformed in hospital or institution by patient or
inmate, performed by elected officer or member of legislature.



Public Law 94—241 will extend Prouty paymenta (special
benefits for persons age 72 or over who are not eligible for social
security benefits) to the Northern Mariana Islands (NM!)
effective no later than 180 days after the Constitution of the
NM! has been approved by the U.S. Government and will
extend the U.S. social security program to the NMI at the time
the U.S. Trusteeship for the Trust Territory of the Pacific
Islands terminates (or earlier if the United States and the NM!
so agree). The Prouty amendment does not apply to Guam,
Puerto Rico, or the Virgin Islands.

(See Retirement Test, Foreign Work Test, sec. VII, D.)

II. PROVISION RELATING TO DISABILITY

A. Nature of the provisions:
1. Benefits Provides monthly benefits for disabled workers under age 65 No change.

and dependent children who are aged 18 or older who have a
childhood disability meeting eligibility requirements. Benefits
are computed in the same way as retirement benefits. Monthly
social security benefits are payable on a reduced basis between
ages 50 and 65 to disabled widows and dependent widowers of
covered deceased workers. Provides hospital insurance and sup-
plementary medical insurance for disabled workers, disabled
widows and widowers, and disabled children who have received
benefits on the basis of disability for 24 consecutive months.

2. Disability "freeze" Provides that when an individual for whom a period of dis- No change.
ability has been established dies or retires, on account of age
or disability, his period of disability will be disregarded in de-
termining his eligibility for benefits and his average monthly
wage for benefit computation purposes.

B. Eligibility requirements:
1. Definition For benefits or for the freeze, an individual must be precluded See section II.B.5. regarding earnings which mdi-

from engaging in any substantial gainful activity by reason of a cate substantial gainful activity for the blind.
physical or mental impairment. The impairment must be medi-
cally determinable and one which can be expected to last for not
less than 12 months or to result in death. A person (other than
a disabled widow or widower) may be determined to be disabled
only if due to this impairment he is unable to engage in any kind
of substantial gainful work, considering his age, education, and
work experience, which exists in the national economy even
though such work does not exist in the immediate area in which
he lives, or whether a specific job vacancy exists for him, or
whether he would be hired if he applied for work. (For purposes
of the freeze or benefits blindness is defined as: Central visual
acuity of 20/200 or less in the better eye with use of correcting
lens. An eye in which the visual field is reduced to 20° or less
concentric contraction shall be considered as having a central
visual acuity of 20/200 or less.)

A widow (or widower) can be determined to be disabled only
if she has a physical or mental impairment of such a level of
severity that makes it impossible for her to perform any gainful
work (rather than substantial gainful work).
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Indlividuals who are blind under the "freeze" definition and
have attained age 55 will be disabled if they are unable because of
such blindness to engage in substantial gainful activity requiring
skill or abilities comparable to those of any gainful activity in
which they have previously engaged with some regularity and
over a substantial period of time. Although benefits are not ter-
minated, no benefits will be payable for any month the blind
individual engages in substantial gainful activity.

2. Entitlement to other benefits.. A person who becomes entitled before age 65 to a benefit pay-
able on account of old age can later become entitled to disability
insurance benefits. If prior benefit was a reduced benefit, dis-
ability insurance benefits are reduced to take account of payment
made for prior months.

An initial 5-month waiting period is required before disability
insurance benefits will be paid. Benefits are payable for 6th
month. However, benefits may be paid for the 1st full month of
disability to a worker who becomes disabled within 60 months
(for a disabled widow or widower the period is 84 months) after
termination of disability insurance benefits or a period of
disability.

To be eligible an individual must—
(a) (1) have at least 20 quarters of coverage in the 40

quarters ending with the quarter in which the period of
disability begins; or (2) if disabled before age 31 have not
less than 32 (but not less than 6) of the quarters during the
period elapsing after age 21 and up to the point of dis-
ability or, in the case of those disabled before age 24, at
least of the 12 quarters ending with the quarter in which
disability began. (Neither of these coverage requirements
must be met by an individual who meets the definition of
"blindness"; and

(b) be fully insured. (See sec. V, A.)

Provides the Secretary with specific regulatory authority to
prescribe the criteria for determining when earnings derived
from employment demonstrate an individual's ability to engage
in substantial gainful activity (SGA).

The Secretary has published final regulations increasing the
monetary amounts of the substantial gainful activity guidelines
under Title II and Title XVI. Under the increased amounts, an
individual's earnings from work activities averaging in excess of
$230 per month beginning with the calendar year 1976 shall be
deemed to demonstrate the ability to engage in substantial gain-
ful activity. (However, in a notice of proposed rulemaking pub-
lished January 13, 1978, the Secretary proposes to increase the
earnings guidelines amounts to $240 per month for the calendar
years after1976.)

Establishes a separate SGA level for blind dis
ability beneficiaries. Effective for months after
December 1977. The amount of earnings from work
activities which indicate substantial gainful activity
for disabled blind individuals shall be 2th of the
annual exempt amount under the earnings liniita-
tion provision for retired beneficiaries aged 65 and
over. For years after 1982, the SGA level for blind
disability beneficiaries will be automatically ad-
justed to increases in average wages, as will the
65 and over retirement test amounts.

The following table sets forth the new SGA level
for blind disability beneficiaries:

B. Eligibility requirements—Con.
1. Definition—Continued

3. Waiting period

4. Insured status (work re-
quirement).

5. Earnings which indicate sub-
stantial gainful activity
and cause termination of
benefits.

No change.

No change.

No change.



Under regulations promulgated by the Secretary, work per-
formed under Special Conditions of Employment (e.g. sheltered
workshops, hospitals) may provide evidence of skills and abil-
ities that demonstrate an ability to engage in a substantial gain-
ful activity, whether or not such work in itself constitutes sub-
stantial gainful activity. Where an individual's earnings from
work activities average $150 to $230 a month, consideration of
the amount of his earnings together with other circumstances
relating to his work activities, medical evidence and other factors
shall determine whether such individual is able to engage in sub-
stantial gainful activities. However, in the case of individuals
working in sheltered workshops or comparable facilities, whose
activities are limited by their impairments so that their earnings
average $230 a month or less, such activities and earnings ordi-
narily would not establish the ability to engage in substantial
gainful activity. (Note that the Secretary has issued a notice of
proposed rulemaking to increase the earnings guidelines amounts
to $240 per month for calendar years after 1976.)

6. Trial work period Provides, in effect, a 12-month period for disabled beneficiar-
ies (including disabled children but not disabled widows or wid-
owers) who attempt to work during which their benefits will not
be terminated because of work. If, after 9 months which need not
be consecutive, the beneficiary has demonstrated by his earnings
his ability to engage in substantial gainful activity (SGA), his
benefits will be terminated the 2d month following the month his
disability ceases.

If an individual medically recovers to the extent that he no
longer meets the definition of disability, benefits will be termi-
nated regardless of the "trial work" provision. Only one trial
work period permitted for each period of disabffity for beneficiar-
ies who qualified for benefits without a waiting period. (Secretary
of HEW by regulation has provided that earnings of $50 a
month will constitute a month of "trial work.")

The policy of Congress is stated that disabled persons applying
for a determination of disability be promptly referred to State
vocational rehabilitation agencies for necessary rehabilitation
services. The act provides for deduction of benefits for refusal,
without good cause, to accept rehabilitation services available
under a State plan approved under the Vocational Rehabilitation
Act in such amounts as the Secretary shall determine. A member
or adherent of a recognized church or religious sect that relies
on spiritual healing who refuses rehabilitation services is deemed
to have done so with good cause.

Provides for reimbursement from social security trust funds
to State vocational rehabilitation agencies for the cost of voca-
tional rehabilitation services furnished to disability insurance
beneficiaries to the end that savings will result to the trust
funds as a result of rehabilitating the maximum number of
beneficiaries into productive activity. The selection of bene-
ficiaries (workers, children, widows, and widowers) to receive
services shall be made in accordance with criteria formulated by
the Secretary of HEW which are based upon the effect the provi-
sion of such services would have upon the trust funds. Total
amount of the funds that may be made available for such reim-
bursement could not, in any year, exceed 134 percent of the social
security disability benefits paid in the previous year.

Monthly earnings which indicate substantial gainful
activity

Year:
$333. 33

375. 00
416. 67
458. 33
500. 00

1978
1979
1980
1981
1982

No change.

No change.C. Rehabilitation

bD
0*



OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE—Continued

IL PROVISIONS RELATING TO DISABILITY—Continued

Item Prior law Law as amended by Public Law 95—216

D. Determination of disability:
1. State agency adminlstration

2. Federal review of determi-
nation.

Provides that disability determinations (including determina-
tions that the disability has ceased) generally shall be made by
State agencies under agreements with the Secretary of HEW.

Provides that the Secretary shall enter into an agreement
under which the State vocational rehabilitation agency, or other
appropriate agency, shall make such determination, with respect
to all individuals in the State or with respect to such class or
classes as may be designated in the agreement at the State's
request.

Provides that the Secretary may, on his own motion, review
any allowance of disability and reverse such allowance or make
the onset date of the disability more recent.

No change.

No change.

E. Claimant appeal rights:
1. Administrative review

2. Judicial review

Any individual dissatisfied with a State agency decision shall
be entitled to a "hearing" by the Secretary if he appeals the
decision within 60 days. (The legislative authority for a hearin
is the basis for a regulation which requires a "reconsideration'
bIT the State agency before there can be a "hearing" before a
U.S. Administrative Law Judge (AU)). Recent regulations pro-
vide for the remand of cases where a hearing has been requested
(informal remand) at any time before the hearing. Thus, the
district office after a hearing request or the AU before the hearing
can remand the case back to the State agency in instances where
additional evidence has been produced or there are indications
that it is available. Pursuant to regulations, a review of the
AU decision by the Appeals Council may be requested if a
party to the hearing is not satisfied with the decision or dismissal
of the case. The Council will grant, deny, or dismiss the request
for review as it decides proper. (At present, only AU affirmances
of denials of benefits are examined by the Appeals Council.)
The Appeals Council decision is the final decision of the Sec-
retary.

Old-age and survivors claims are subject to the same appeals
procedure although State agencies are not involved.

The final decision of the Secretary may be appealed within 60
days to a U.S. district court. The findings of the Secretary as to
any fact, if supported by substantial evidence, shall be con-
clusive. The judgment shall be final except that it shall be subject
to review in the same manner as other civil actions; in a court of
appeals and in the Supreme Court under certain circumstances.
The district court shall remand a case to the Secretary if he so
requests before he ifies an answer or the court can on its own
motion remand the case to the ecretary. The Secretary can
modify or affirm a remanded decision, and file with the court
any modified findings of fact and decision. The judgment of the

Converts temporary Administrative Law Judges
whose positions were created under the provisions of
Public Law 94—202 for the purpose of hearing cases
under title II, XVI, and XVIII of the Social Security
Act, to permanent status as AU's under the Ad-
ministrative Procedure Act. The authority for the
temporary appointments would have expired in
December, 1978.

No change.



court shall then be final, except that it shall be subject to review
in the same manner as other civil actions, i.e. circuit court of
appeals and Supreme Court.

At the administrative level the Secretary of HEW is authorized
to fix a reasonable fee for the services provided before the Social
Security Administration for an applicant for social security
benefits by an attorney and to pay such attorney's fee out of the
applicant's past-due benefits. The amount that can be paid out of
past-due benefits is limited to the smaller of (a) 25 percent of the
past-due benefits; (b) the fee fixed by the Secretary; or (c) an
amount agreed to by the applicant and the attorney.

A court which renders a decision favorable to a claimant for
social security benefits is permitted to set a reasonable fee for the
attorney who represented the claimant before the court. The
fee cannot exceed 25 percent of the past-due benefits which re-
sult from the court's decision. The Secretary may certify for
payments to the attorney, out of the total of the past-due bene-
fits, the amount of the fee set by the court. Any attorney charging
or receiving more than the fee set by the court is subject to a fine
of up to $500, imprisonment up to 1 year, or both.

F. Burden of proof—medical evidence.. An individual shall not be considered under a disability unless
he furnishes such medical and other evidence as the Secretary
may require.

(The Secretary will not generally reimburse physicians or
hospitals for supplying medical evidence in support of claims for
social security disability insurance benefits. The Secretary will
pay for medical examinations if this is needed to adjudicate the
claim).

When a disabled worker under age 62 qualifies for both work-
men's compensation and social security disability benefits, the
social security benefits payable to him and his family are re-
duced by the amount, if any, that the total monthly benefits
payable under the two programs exceed 80 percent of his average
current earnings before he became disabled. A worker's average
current earnings for this purpose are the larger of (a) the average
monthly earnings used for computing his social security benefits,
or (b) his average monthly earnings in employment or self-
employment covered by social security during the 5 consecutive
years of highest covered earnings after 1950, or (c) his highest
year's earnings in the period consisting of the calendar year in
which he became disabled and the 5 years immediately preceding
that year. Alternatives (b) and (c) are computed without regard
to the limitations which specify a maximum amount of earnings
creditable for social security benefits. Reductions in disability
benefits are adjusted 2 years after the initial computation and
thereafter at 3 year intervals to take into account increases in
national average earnings. Such redetermination shall not result
in any decrease in disability benefits (a passthrough of benefit
increases) but if such passthrough increases the benefits to a
level equaffing or exceeding the benefits which would result from
the redetermination, there will be no additional increase because
of the redetermination. No reduction in benefits shall be made if
the State workmen's compensation law or plan provides for
reduction of its benefits because of entitlement to social security
disability benefits.

3. Attorney's fees and repre-
sentation.

G. Workmen's compensation offset - - -

No change.

No change.

Provides that increases in national average earn-
ings will be based on increases in average yearly
wages, rather than on increases in wages reported
for the first quarter of the year, beginning with
redeterminations in 1980.

-4



OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE—continued

III. BENEFIT CATEGORIES

Item Prior law Law as amended by Public Law 95—216

A. Eligibility for benefits:
1. Worker—oldage

2. Wife and husband

Full benefit (primary insurance amount or PIA) payable at
age 65 to fully insured retired worker. Payable at age 62 to fully
insured retired worker, but on an actuarially reduced basis. PIA
is reduced by % of 1 percent for each month worker is entitled
to receive a benefit before age 65—the total reduction is 20
percent if worker begins drawing benefits at age 62. The amount
of the reduction is recalculated at age 65 to take account of (ex-
clude) any months for which a worker did not get a benefit and
this reduced amount is permanent, continuing after worker
reaches age 65.

In the case of a woman who is entitled to a reduced old-age
insurance benefit and who is at the same time or subsequently
becomes entitled to a wife's benefit, the wife's benefit would be
reduced by the dollar reduction which was applicable to the
old-age benefit, plus the regular reduction amount on the excess
of the unreduced wife's benefit over the unreduced old-age bene-
fit. A similar provision is applicable to men entitled to reduced
old-age benefits and husband's benefits.

For workers who do not get benefits before age 65 a "delayed
retirement credit" is added to the full benefit of workers who
delay retirement beyond age 65. For each month from age 65 to
age 72 for which benefits are not payable because of excess earn-
ings under the earnings test (see sec. VII), or because benefits
were not elected, an increase of 52 of 1 percent is added to the
age 65 benefit.

A full benefit for a wife or husband is 50 percent of spouse's
primary benefit. (See No. 10 on benefits for divorced wives.)

Full benefit is paid at age 65. Benefit also payable at age
62 to a wife or husband, but on an actuarially reduced basis;
i.e., benefit is reduced by is of 1 percent for each month prior
to age 65. An individual who takes benefit at 62 receives 75 per-
cent of the full benefit.

A wife's full benefit is also payable, regardless of age, to the
wife of a retired or disabled worker who has in her care a child
of the worker who is under age 18 or disabled and entitled to
social security benefits. There is no comparable provision for
husbands.

(On the basis of its holding in Cahfano v. Goldfarb, the Supreme
Court has ruled that the provision requiring husbands to prove
dependency in order to collect benefits on their wives records is
constitutionally impermissible. Calif ano v. Siibowitz. See No. 3.)

Eliminates retroactive payment of monthly bene-
fits for months before the month in which an
application for benefits is filed where such retro-
activity would result in permanently reduced bene-
fits (except in cases where the benefits were dis-
ability-related or where unreduced dependent's
benefits were involved).

Provides for an increase in the delayed retirement
credit for each month from age 65 to 72 for which
benefits are not paid, to 3 percent per year ( of 1
percent per month). Effective for workers first
eligible for retirement benefits after December 1978.

Credit for nonpayment months after age 65
will apply to workers who had received benefits
for months before age 65.

Provides that social security dependent's benefits
payable to a spouse will be reduced by the amount
of any governmental (Federal, State, or local)
benefit payable to the spouse based on his or her
own earnings in noncovered employment. The
dollar-for-dollar reduction will apply to indivi-
duals who become entitled to spouse's dependency
benefits on the basis of applications filed in and
after December 1977.

An exception to the offset measure provides that
the reduction will not apply to those who (1)
were receiving, or were immediately eligible for,
pensions from noncovered employment within the
5-year period beginning December 1977 and (2)
at the time of entitlement or filing for the social
security spouse's benefit could qualify for social
security dependent's benefits if the law as in
effect, and as being administered, in January 1977
remained in effect.



The Secretary of Health, Education and Welfare,
in consultation with the Justice Department Task
Force on Sex Discrimination, is required to study
and report on proposals to eliminate dependency as
a factor in the determination of entitlement to
spouse's benefits under the social security program,
and proposals to bring about equal treatment of
men and women unçler the program. The study is
due within six months of enactment.

3. Widow and widower Full benefit is payable at age 65 to widow or widower if the Provides reduced benefits for surviving spouses
worker is either fully or currently insured. (See No. 10 on benefits receiving Government pensions. See No. 2.
for surviving divorced wives.)

Full benefit is 100 percent of deceased worker's primary bene- Widows and widowers are eligible for the deceased
fit. Widows or widowers may elect a reduced benefit between spouse's delayed retirement credit.
age 60 and 65 based on a reduction of 1%o of 1 percent for every
month prior to age 65 (71.5 percent at 60; 82.9 percent at 62;
94.3 percent at 64). Benefits are, however, limited to the greater
of (1) the amount the deceased worker would be getting if still
alive, or (2) 82.5 percent of the deceased worker's PIA.

(In Califano v. Goldfarb, decided on March 2, 1977, the
Supreme Court ruled that the provision requiring widowers to
prove dependency in order to collect benefits on their wives'
records was unconstitutional.)

4. Disabled widow and dis- Disabled widows and widowers can qualify for reduced benefits (See Nos. 2 and 3.)
abled widower. payable as early as age 50. (See No. 10 on benefits for disabled

surviving divorced wives.) Reduction between age 65 and 60 is
the same as for nondisabled widows above. Between ages 50
and 60 benefits are reduced %4o of 1 percent, for each month
prior to age 60. (At age 50 benefit is 50 percent of PIA.)

5. Widow or widower who re- A woman may qualify for benefits as a surviving spouse even No change; will be reviewed by HEW study of
marries before age 60. though she has remarried before age 60 so long as she is not equal treatment of men and women. (See No. 2.)

married at the time sne applies for benefits. A man loses eligi-
bility as a surviving spouse of a covered female worker if he
remarries before age 60.

6. Widow or widower who re- A widow or widower who remarries after age 60 (to a person Provides that a widow or widower who remarries
marries after age 60. other than certain social security dependent or survivor bene- after age 60 will not have his or her benefits reduced

ficiaries) gets either an amount equal to a wife's or husband's because of remarriage, effective January 1979.
benefit based on the deceased spouse's earnings, or a widow's or
widower's benefit based on the new spouse's earnings, which-
ever is higher. This may result in a benefit reduction.

7. Surviving dependent par- Benefit is payable at age 62 to surviving dependent parent of No change.
eat. deceased fully insured worker. Benefit is 82.5 percent of de-

ceased wage earner's PIA (75 percent in the case of two surviving
parents) and no reduced benefit is authorized. Parent has to
have been receiving at least one-half of support from worker at
time of death of wage earner and filed proof of support within 2
years of death.



OLD-AGE, SURVIVORS, AND DISABILITY INSURAN'CE—Cntinued

III. BENEFIT CATEGORIES—Continued

Item Prior law Law as amended by Public Law 9—216

A. Eligibility for benefits—Continued
8. Mother's benefit

9. Father's benefit

10. Divorced wife, husband,
and widow.

Benefits are payable at any age to the widow or divorced
widow of fully or currently insured deceased wage earner if she
has a child of the worker in her care who is getting benefits
based on his earnings record, and she is not married. Benefits are
75 percent of deceased worker's primary benefit. Her benefit
cannot be based solely on a child over 18 receiving a benefit
because of school attendance.

No statutory provision for payment of benefit to a widower
or divorced widower of a deceased wage earner who has a child
of the worker in his care.

(The Supreme Court has held in Weinberger v. Wiesenfeld
(1975) that the lack of such a provision for the widower violates
the equal protection clause of the 5th amendment in view of the
existence of the mother's benefit. The Department of Health,
Education, and Welfare by regulation has now established a
father's insurance benefit. Father's insurance benefits are paid
on the same basis as are mother's insurance benefits except that
benefits are not provided for surviving divorced fathers. Federal
Register, March 30, 1976, p. 13333.)

Wife's or widow's benefits (equal to an amount set out in 2 and
3 above) are payable to an aged divorced woman on her former
husband's earnings if he is fully insured and if she (a) had been
married to her former husband for 20 years immediately before
the divorce; and (b) is not married, regardless of intervening
marriages.

Payment of a wife's or widow's benefit to an aged divorced
woman does not reduce the benefits paid to any other person on
the same social security account and such wife's or widow's
benefit is not reduced because of other benefits payable on the
same account.

Benefits for a divorced wife or a surviving divorced wife are not
terminated on account of remarriage in those cases where the
remarriage is to a man getting benefits as a widower or dependent
parent or as a disabled child aged 18 or over. If a divorced wife or
a surviving divorced wife marries an old-age insurance benefici-
ary, her benefits are terminated but she is immediately eligible
for a wife's benefit on her new husband's account.

No statutory provision for payment of benefit to aged divorced
husband or aged or disabled surviving divorced husband. (In
1977, in Oliver v. Calif ano, a Federal District Court declared un-
constitutional the provision of benefits for aged divorced wives
but not aged divorced husbands. This decision was not appealed,
and SSA is preparing to pay benefits to aged divorced husbands
on the same basis as benefits are now paid to aged divorced
wives.)

No change, but will be reviewed by HEW study
of equal treatment of men and women. (See No. 2).
Provides reduced benefits for mothers receiving
government pensions. (See No. 2).

No change, but see HEW study of equal treat4
ment of men and women, No. 2.

Reduces the duration of marriage requirement for
entitlement to benefits as an older divorced wife or
surviving divorced wife from 20 years to 10 years,
effective for months after December 1978.

Provides reduced benefits for divorced wives and
widows receiving government pensions. (See No. 2.)

Divorced widows are eligible for the deceased
spouse's delayed retirement credit.

No change, but see HEW study of equal treat-
ment of men and women, No. 2.



11. Children A child's benefit (equal to 50 percent of the PIA for the child No change.
of a retired or disabled worker, or 75 percent of the PIA for the
child of a deceased worker) is paid to a "dependent" natural,
adopted or stepchild of a worker entitled to old-age or disability
benefits, or of a worker who died a fully or currently insured
individual, if the child is unmarried and either—

(a) is under age 18, or
(b) is under a disability which began before age 22 (858

definition of a disability),
(c) is age 18 or over and under age 22 if he is a full-time

student.
Benefits to a student who has not received or completed the

requirements for a degree from a 4-year college or university
would continue through the end of the school term in which his
22d birthday occurs. If the educational institution in which he is
enrolled is not operated on a semester or quarter system, benefits
would continue until the month following the completion of the
course or 2 months after the month he attains age 22, whichever
occurs first.

A child whose benefits have terminated because he has
attained age 18 may become reentitled upon filing a new applica-
tion if he is a full-time student and has not attained age 22, and
has not married since he was last entitled to benefits, unless the
marriage was void or annulled.

A wife, widow, widower, or surviving divorced mother will
not get benefits if the only child in his or her care has attained
age 18 and is getting benefits solely because he or she is a student.

Student and institution defined.—A full-time student is defined
as an individual who is in full-time attendance as a student at an
educational institution; whether or not the student was in full-
time attendance is determined by the Secretary in the light of the
standards and practices of the school involved. Specifically
excluded is a person who is paid by his employer while attending
school at the request of his employer. Benefits are provided for
any period of 4 calendar months or less in which a person does
not attend school if the person shows to the satisfaction of the
Secretary that he intends to continue in full-time school attend-
ance immediately after the end of the period, or does in fact
return.

Definition of child.—Whether an illegitimate child will meet
the definition of "child" (and thus will be presumed dependent)
is based on the laws applied in determining the devolution of
intestate personal property in the State in which the worker is
domiciled. Similarly, if the parent wage earner went through a
ceremonial marriage in good faith but it was legally invalid the
child would meet the definition.

An illegitimate child who does not qualify as a "child" under
the preceding provisions, will qualify if, at the time of the wage
earner's entitlement to old-age or disability benefits, or at the
time of his death, (1) he had been acknowledged in writing to
be the wage earner's child, or (2) the wage earner had been
ordered by a court to contribute to his support, or (3) a court had
determined the wage earner to be his father, or (4) the Secretary
finds, upon satisfactory evidence, that he was the child of the
wage earner (but in this instance he must have been living with
or receiving contributions for his support from the wage earner).



OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE—Continued

III. BENEFIT CATEGORIES—Continued

Item Prior law Law as amended by Public Law 95-218

A. Eligibility for benefits—Continued
11. Children—Continued

(The Supreme Court decision in Jimenez v. Weinberger ruled
that such an illegitimate child of a disabled worker can get
benefits based on the worker's earnings if the relationship and/or
living with or support requirements in the statute are met at
the time the child applies for benefits instead of before the
worker becomes disabled, as the statute provides. The Depart-
ment of Health, Education, and Welfare determined that the
decision should also apply to the child of a retired worker.)

The statute provides that benefits payable to illegitimate Deletes provision from statute.
children who can qualify for benefits even though they cannot in-
herit father's intestate property cannot exceed the difference be-
tween the total amounts payable to other people on the same ac-
count and the maximum monthly amount payable on that
account. (The Supreme Court declared this provision unconstitu-
tional on the grounds that it violates the equal protection clause
of the 14th Amendment, in Davis v. Richardson, 1972).

Dependency.—A child is deemed dependent upon his parent or
adopting parent unless the parent was not living with or contrib-
uting to the child's support and (1) the child is neither the legiti-
mate nor adopted child of the individual, or (2) the child has
been adopted by someone else. (Certain illegitimate children are
considered legitimate for purposes of this provision.) A child is
deemed dependent on a stepfather or stepmother if the child was
living with or receiving at least '2 his support from such steppar-
ent. Benefits are payable to a child who is adopted by an old-age
or disability insurance beneficiary already in payment status if
the following conditions are met:

(1) The child lived with the worker in the United States
for the year before the worker became disabled or entitled
to an old-age or disability insurance benefit;

(2) The child received at least 3/ of his support from the
worker for that year;

(3) The child was under age 18 at the time he began
living with the worker; and

(4) The adoption was decreed by a court of competent
jurisdiction within the United States.

Other provisions may apply where the adopted child is the
worker's grandchild—(see 11 below).

A child who was born in the 1-year period during which he
would otherwise be required to have been living with and receiv-
ing at least Y2 of his support from the beneficiary would be deemed
to meet the living-with and support requirements if he was
living with the beneficiary in the United States and receiving at
least i of his support from the beneficiary for substantially all
of the period occurring after the child was born.

12. Grandchildren Benefits are provided on the same basis as children's benefits No change.
to the grandchildren or stepgrandchildren of retired, deceased, or
disabled workers under the following conditions:



13. Dependency of husband or
widower.

14. Duration of relationship..of
widow, widower, and
stepchildren.

(1) The child's natural or adoptive parents are dead or
disabled; or

(2) The child was adopted by the worker's surviving
spouse after the worker's death in an adoption decreed by a
court of competent jurisdiction within the United States
and the child's natural or adoptive parents were not living
in the same household and making regular contributions
toward the child's support at the time of the worker's death.

A child shall be deemed dependent upon his grandparent or
stepgrandparent if:

(a) The child lived with the worker in the United States
for the year before the worker became disabled, or died, or
entitled to an old-age or disability insurance benefit;

(b) The child received at least 3/ of his support from the
worker for that year; and

(c) The child was under age 18 at the time he began living
with the worker.

A child who was born in the 1-year period during which he
would otherwise be required to have been living with and re-
ceiving at least 4 of his support from the beneficiary would be
deemed to meet the living-with and support requirements if he
was living with the beneficiary in the United States and receiving
at least 3 of his support from the beneficiary for substantially
all of the period occurring after the child was born.

When social security beneficiaries adopt grandchildren, the
child can receive benefits without the requirement that the child
must have lived with and been supported by the social security
beneficiary for the year before the beneficiary became disabled or
became entitled to old-age or disabifity benefits. The child must,
however, have lived with and been supported by the beneficiary
for a year before the child applies for benefits.

The statute provides that husband's and widower's benefits
are payable only to a husband or widower who was receiving at
least of his support from his wife at the time she became dis-
abled, retired, or died.

The statute does not require women to meet this test. (In
Califano v. Goldfarb the Supreme Court ruled that the provision
requiring widowers to prove dependency in order to collect bene-
fits on their wives' earnings violates the due process clause of the
5th Amendment. The decision in Califano v. Silbowitz followed
this reasoning with respect to dependency requirements for
husbands.)

In order for a widow, widower, or stepchild to obtain benefits
based on a deceased worker's earnings, the relationship generally
must have existed for at least 9 months. (This requirement does
not apply to the surviving widow or widower if the couple has a
child, has adopted a child or if the surviving spouse is actually
or potentially entitled to benefits on the earnings record of a
previous spouse.) The requirement is deemed to be met in the
case of a worker's death by accidental means or if death occurred
while he was on active duty in one of the uniformed services
unless the Secretary of HEW determines that at the time the
marriage occurred the worker could not reasonably have been
expected to live for 9 months.

Deletes dependency requirement provision from
statute.

Provides reduced benefits for spouses receiving
Government pensions. Bee No. 2.

No change.



OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE—Continued

III. BENEFIT CATEGORIES—Continued

Item Prior law Law as amended by Public Law 95—216

A. Eligibility for benefits—Continued
15. Lump sum death benefit.. - - A benefit of $255 is paid to the surviving spouse who was living

in the same household of a fully or currently insured worker at
No change.

the time of death. Where no eligible spouse survives, payment
of the iump-sum benefit can be made directly to the funeral home
for any impaid burial expenses upon the request of the person
who assumed responsibility for those expenses, or the benefit
can be paid as reimbursement to the person who paid the burial
expenses. If no one has assumed responsibility for the funeral
expenses within 90 days after the death of the insured individual,
and the expenses remain unpaid, the funeral home may receive

• direct payment after such 90 days have elapsed.
Application for the lump-sum death benefit must be filed with-

in 2 years after the death. This ffling period may, however, be
extended under certain conditions.

B. Major benefit termination events under law as amended by Public Law 95—216:

Terminates these benOtits

Dis-
Child abled

Mother's

0
Worker's Di- Child age 18-22 child tug dl-Retire- dig- vorced Hug- under full-time 18 or ld- vorcedccurrence of this event mont abifity wile's wile's band's 18 student over ow's wife

Moth-
er's

Wid- (wid-
ower's ow)

(surviv-
ing dl-
vorced
mother)

Par-
out's

Based on disability

WId- Wid-
ow's ower's

Attainment:
Of age 18 and not a full- x

time student or disabled.
Of age 22 and not disabled x

since before age 22.
Of age 65

Notinfull-tiineschool attend-
ance.

Cessation of disability:
Of worker getting disability X X X X X X Xbenefit.
Of beneficiary x >Death:
Of worker X )( X2 X2 X2Of beneficiary other than X X X X X X X X X X X X X Xworker.
Divorce or annulment (final x

decree).



Entitlement:To retirement or disability - X X X
insurance benefit based on
primary insurance amount
equal to or exceeding
the worker's primary in-
surance amount.

To retirement insurance X X X X

benefit equal to or ex-
ceeding amount of sur-
vivors benefit.

To widow's insurance bene- X

fit.
Marriage or remarriage X X X4
No child of worker under 18

or 18 or over and disabled
entitled.

1 Retirement insurance benefit payable instead.
'Widow's or widower's benefits usually payable.

Except where wile had attained age 62 at the time of the divorce and her marriage to th
had been In effect for 10 years immediately preceding the effective date of the final divorce.

a worker

4 Under certain circumstances marriage to another beneficiary does not terminate benefits.
'Marriage before age 60 terminates widow's and widower's benefits based on disabill , marriage

after age 60 does not terminate such benefits.
'Unless wife is at least age 65, or is at least age 62 and has elected to receive reduced benefits.

IV. BENEFIT AMOUNTS

Law 95-216
Item Prior law Law as amended by

X4 ---- X4
x

x x x x

x4 x4 X4 X4

A. Average monthly wage A worker's benefit amount is determined from the benefit table
(in or deemed to be in the law) which relates average monthly
wage amounts to primary benefits (PIA's).

In general, an individual's "average monthly wage" is com-
puted by dividing the total of his creditable earnings for his
'benefit computations years" by the number of months involved.

Excluded from this computation are all months and all earnings
in any year any part of which was included in a period of dis-
ability under the disability "freeze" (except that the months and
earnings in the year in which the period of disability begins or
ends may be included if the resulting benefit would be higher).

The average monthly wage in retirement cases is computed
on the basis of the number of years elapsing after 1950 (or after
attainment of age 21, if later) and up to the year the worker
attains age 62 for women and for men age 62 in 1975 or later.
For men age 62 in 1974, the elapsed years end at age 63, for men
age 62 in 1973, they end at age 64, and for men age 62 in 1972
and before, they end at age 65. This is regardless of when, before
age 21, the person started to work or when, after age 62, he files
application for benefits. The lowest 5 years of earnings are
dropped out from the computation of the average wage. The
number of years used to compute benefits for an individual
attaining age 62 in 1977 would be 21. The number increases each
year, reaching 35 for persons attaining 62 in 1991 and thereafter.
In death and disability cases the number of years is determined
by the date of death or disability.

For workers who become eligible or die after 1978'
earnings will be indexed by wages. Then a new
benefit formula in the law wifi be applied to the
average indexed monthly earnings Apart from the
indexing procedures, the computation of average
wages for benefit purposes generally follows prior law.

Wage indexing.—A worker's earnings in each
year after 1950 will be updated or "indexed" to the
2d year before the worker initially becomes eligible
for benefits. The year of eligibility for this purpose
is the year the worker attains age 62, the year of
onset of disability, or the year he dies.

Specifically, each year's earnings will be indexed
by multiplying the earnings by the ratio of average
wages in the 2d year before initial eligibility to
the average wages in the year being updated. For
example, if a worker earned $3,000 in 1956, and
retired at age 62 in 1979, the $3,000 would be multi-
plied by the ratio of average wages in 1977 ($9,779)
to average annual wages in 1956 ($3,540), as fol-
lows: $3,000X ($9,779-i-$3,540)$8,287. Thus,
while the worker's actual earnings for 1956 were
$3,000, his relative or indexed earnings would be
$8,287.



Item

A. Average monthly wage—Continued

OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE—Continued

IV. BENEFIT AMOUNTS—Continued

Prior law Law as amended by Public Law 95-216

B. Benefit formula

The earnings used. in the computation would be earnings in
the highest years. Earnings in years prior to attainment of age
22 or after attainment of retirement age could be used if they
were higher than earnings in intervening years. The "benefit
computation" years can never be less than 2, or less than S in
retirement cases after 1960.

In those cases where a larger benefit would result (because the
individual's best earnings were in years before 1951), the number
of years would be those elapsing after 1936 (or age 21, if later),
rather than 1950. . A mechanism appears in th law to credit
wages for benefit purposes for the years 1937—50 so that a manual
examination of records is not necessary. This method is available
for persons who attained age 22 before 1938.

The law provides a benefit table which is used in determining
benefit amounts for both future beneficiaries and those now on
the benefit rolls.

Though not stated in the law, the formula that roughly
approximates the primary insurance amounts in the table,
effective January, 1978 is:

145.90 percent of first $110 of ÂME,
53.07 percent of next $290 of AME,
49.59 percent of next $150 of ÂME,
58.29 percent of next $100 of ÂME,
32.42 percent of next $100 of ÂME,
27.02 percent of next $250 of AME,
24.34 percent of next $175 of ÂME,
22.54 percent of next $100 of AME,
21.18 percent of next $100 of ÂME,
20.00 percent of next $100 of AME.

For workers who become eligible for benefits or
die after 1978, eliminates the option of basing bene-
fits on earnings after 1936 except where the use of
such earnings under present law for the month before
the new system went into effect (January 1979) plus
any cost-of-living increase beginning with age 62,
onset of disability or death up to entitlement
produces a higher benefit than the wage-indexed
benefit using post-1950 earnings.

Provides a comparable wage crediting system for
1937—1950 wages for persons who attained age 21
after 1936.

Establishes a new benefit formula for individuals
who become eligible for old-age benefits (regardless
of application) after 1978, whose disability occurred
after 1978, or who die before eligibility after 1978.

The formula for those who attain age 62, become
disabled or die in 1979 is 90 percent of the first
$180 of the average indexed monthly earnings
(AIME), plus 32 percent of AIME over $180
through $1,085, plus 15 percent of AIME above
$1,085. For those who become eligible for benefits
or die in years after 1979, the percentages in the
formula will remain constant but the applicable
amounts of AIME (bend points) will be increased
in proportion to increases in average wages, with
the results rounded to the nearest $1.

For individuals eligible for benefits before 1979
(that is, who were insured and reached age 62,
established a disability offset, or died before 1979),
benefits will be computed on nonindexed earnings
on the basis of the provisions of existing law in
effect the month before (December 1978) the new
system goes into effect.

For beneficiaries on the rolls cost-of-living benefit
increase procedures would operate as they do under
existing law.

Transition guarantee.—For the period 1979—83
individuals becoming first eligible for old-age bene-
fits would be guaranteed the higher of the PIA
under wage-indexing or under the benefit table in



the law in December 1978. The benefit derived
from the table in the law in December 1978 will not
be increased by the cost-of-living mechanism until
the later of first eligibility or 1979; and earnings
after attainment of eligibility cannot be used to
increase benefits. However, the wage-indexed bene-
fit can be recomputed to take account of additional
earnings. The transition guarantee does not apply
to disabifity and death cases. In these situations
earnings for individuals who die or become disabled
after 1978 will be wage indexed.

If the Secretary determines that in the 1st quarter of the
year (January-March) the cost of living (CPI) has exceeded by
3 percent or more the level for the 1st quarter of the most recent
preceding year in which a cost-of-living benefit increase has
gone into effect, or, if later, the most recent calender quarter
in which an ad hoc increase became effective a benefit increase
equal to the percentage increase in the dPI between the 2
auarters (rounded to the nearest 34o of 1 percent) is effective
for June of the year in which the determination is made (pay-
able in the July checks). The increase is effective for beneficiaries
on the rolls and for future beneficiaries. (It would increase each
percentage figure iii the benefit formula by the percentage
increase.) There is no cost-of-living increase if in the preceding
year a law had been enacted providing a general benefit increase
or if in the preceding year such a general benefit increase had
become effective.

Cost-of-living increases to beneficiaries receiving actuarially
reduced benefits are reduced for the number of months from the
month of the increase to age 65. Benefit increases at age 65 and
later are based on the unreduced benefit (PIA).

D. Creditable earnings The maximum of annual earnings taxed and creditable for
benefit purposes (the wage or earnings base) was set by Congress
on an ad hoc basis up until legislation in 1972 provided for auto—
matic increases in the wage base in proportion to the increases
in average covered wages. No increase in the wage base is au-
tliorized unless in the preceding year there has been a cost-of-
living benefit increase.' The maximum amount of creditable
earnings 1937 to date is shown in section VI.

The mechanism for increasing the wage base was modified by
the annual reporting legislation (Public Law 94—202) enacted
January 2, 1976. Under previous law any new determination of
such automatic increases was based on the increase in average
taxable wages paid in the first calendar quarter of the year m
which the new determination is being made. For instance, by
November 1976 the Secretary would have had to promulgate a
new earnings base for 1977 based on the increase between the
let quarter of 1976 over the 1st quarter of 1975. Under the law
as modified by Public Law 94-202, total annual wages, rather
than first-quarter taxable wages, will be used in miking auto-
matic increase determinations.

'The automatic adjustment provisions under the 1972 amendments were modthed by laws passed In 1973 end 1976. These modthcations are reflected In the "prior law" column-

C. Cost of living increases Provides that in general cost-of-living increases
will apply only to benefits of individuals on the
social security rolls.

Modifies the mechanism relating to benefit in-
creases so that the across-the-board percentage
increase will apply to the actual benefit amount
being paid rather than to the primary insurance
amount prior to any actuarial reduction. Under this
provision, all beneficiaries on the rolls at the time
of an increase will get the same percentage increase
in their benefits.
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1Y. BENEFIT AMOUNTS—Continued

Item Prior law Law as amended by Public Law 95-210

D. Creditable earnings—Continued
In determining the wage base for each year 1977—80, the

amount of annual average wages in any given year 1978 or
prior, as required for the determination, will be deemed to be 4
times the amount of average taxable wages in the let quarter of
the given year. There will also be a 1-year shift in the measuring
period for determining the increases for 1977 and later, since
annual wage data will not become available until. about 1 year
later than 1st-quarter data under the quarterly reporting system.
(Although annual reporting does not begin until 1978, the 1-year
shift in the measuring period begins with the 1976 determina-
tion.) For example, the base for 1977 was based on the increase
in annual average wages from 1974 (deemed to be 4 times average
taxable wages for the 1st quarter of 1974) to 1975 (deemed to be
4 times average taxable wages for the first quarter of 1975). Be-
cause of this 1-year shift, the percentage increase in average
wages to be used in the determination of the base and the ex-
empt amount for 1977 is the same as the percentage used in
establishing the corresponding amounts for 1976. Thus, the in-
crease in the wage base from 1976 to 1977 with appropriate
rounding—$15,300 to $16,500—is the same percentage increase,
about 8%, as the increase from 1975 to 1976—$14,100 to $15 300.
For 1978, the increase to $17,700 was based on the 1976 1st
quarter measured against the 1975 1st quarter, expressed in
annual terms.

The base for any year after 1980 will be based on the increase Provides ad hoc base increases for the years 1979
in annual average wages from the year preceding the last year in through 1981. See Section VI B.
which such a determination was made to the year immediately
preceding the year in which a new determination is being made.

B. Maximum monthlj primary insur- Men and women retiring at 65 in 1978: $489.70 ($688 average
ance amount (HA), June 1978. monthly wage).

Young disabled worker or survivors (excluding earnings in the
year of death): $662.80 ($1,325 average monthly wage).

F. Minimum monthly primary insur- $121.80 (average monthly wage of $76 and be!' w' increased Freezes the minimum benefit effective Januaryance amount, June 1978. by the cost of living. 1979, for future beneficiaries at an amount equal to
the minimum benefit in the December 1978 benefit
table, rounded to the nearest $1 ($122). Benefits
based on the minimum would be kept up to date
with increases in the cost of living beginning with
the year the person becomes entitled to benefits.
However, for workers and aged widows and widow-
ers, benefits based on the minimum will be kept up
to date after the earlier of: (a) the flrt year the
worker or aged widow(er) is paid part or all of the
benefits to which he is entitled for that year, after
application of the retirement test; or (b) the year
of attainment of age 65.



G. Special minimum monthly primary
insurance amount.

H. Maximum monthly family benefit,
June 1978.

I. Special benefits for uninsured indi-
viduals of, advanced age (Prouty).

Maximum $180. Amount is computed by multiplying $9.00 by
the number of "years of coverage' in excess of 10 years up to 30
years. In general, a year of coverage is a year in which the worker
has covered earnings equal to at least one-fourth of the maximum
contribution and benefit base for that year. The special minimum
is paid only if it exceeds the monthly primary amount computed
otherwise. The special minimum is not increased by the cost of
living.

Men and women retiring at age 65 in 1978 $856. 40
Young disabled or survivor (excluding earnings in

the year of death) 1, 159. 80

Although not specified in the law the formula underlying the
benefit table in the law on June 1977 for the family maximum is
150 percent of PIA's up to $231.20. It gradually increases to 188
percent of a PIA of $331.60 and then declines to 175 percent of
PIA's for $435. 10 and above.

Under an amendment passed in 1966, persons attaining age
72 before 1968 who had no covered employment or less than 3
quarters of coverage, and who were residents of the United
States or, if aliens, had resided in the United States for the 5
years preceding application, were made eligible for special pay-
ments financed from general revenues.

The monthly payment amount is $83.60 for an eligible indi-
vidual or $125.50 if both husband and wife are eligible (the
payment is automatically adjusted to future increases in the cost
of living). The amount of the special payment is reduced by the
amount of any pension, retirement benefit or the annuity the
person -(or in the case of a married couple, either the husband or
the wife) is eligible to receive under any Government pension
system, including the social security system. These payments are
suspended for months in which cash payments are made under
public assistance.

This payment, is allocated so that the husband is paid two-
thirds of it and the wife is paid one-third.

Maximum $230. Increases the $9.00 amount to
$11.50. Provides for increases in the special mini-
mum by the cost of living. Effective January 1979.

B
Specifies the family maximum benefit formula i0

the law and maintains the same relationship tO
PIA's as provided in prior law—ranging from 15
percent to 188 percent of the PIA. In 1979 the
family maximum will be equal to 150 percent of
the PIA up to $230, plus 272 percent of PIA
over $230 through $332, plus 134 percent of PIA
over $332 through $433, plus 175 percent of PIA
over $433.

In the future the dollar amounts (bend points) in
the above formula will be increased in propor-
tion to increases in average annual wages with the
results rounded to the nearest $1.

Provisions for recomputing PIA's are largely the
same as those in prior law. For recomputations of
PIA's based on average indexed monthly earnings,
the benefit formula applied will be the one used in
computing the worker's initial PIA, or, for those
to whom the transitional provisions apply, the one
that would have been used in computing the initial
PIA if the "guarantee" PIA had not been higher.
Prior law recomputation provisions will continue to
apply for workers who become eligible for old-age
benefits, have an onset of disability, or die before

No change.

J. Recomputations After a person has become entitled to benefits, changes in his
benefit amount required on account of his continued work and
earnings are' generally processed automatically (i.e., without the
need for an application) if they will increase his benefit.

An automatic recomputation of the average monthly wage will be
made:

(1) to include earnings paid in or after the year of entitle-
ment to benefits. Such increases are effective with January
of the year following the year the earnings were derived
(or, in death cases with the month of death) but in no
event earlier than January 1966.



OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE—Continued

1V. BENEFIT AMOUNTS—Continued

A. Quarter of coverage defined Quarter in which individual received at least $50 in wages or
was credited with at least $100 of self-employment income. An
agricultural worker is credited with a quarter of coverage for
each $100 of cash wages paid during a year, to a maximum of

- four quarters of coverage in a year.

Item Prior law Law as amended by Public Law 95-216

J. Recomputations—Continued
(2) to include earnings paid in or after the year of entitle-

ment to benefits and prior to 1966 provided the person is
deemed to have become entitled before January 2, 1966, to
a recomputation of benefits under the law in effect prior to
July 30, 1965. The effective date of such increases varies
but may be as early as July 1963.

(3) in death case, to include railroad earnings that could
not be to used during the insured person's lifetime because he
was eligible for or entitled to benefits payable under the
Railroad Retirement Act. Such increases are effective with
the month of death. Any recalculation of a worker's benefit

1979. However, for an individual whose PIA is
computed under the trapsitional provisions, earn-
ings in and after the year of attainment of age 62
or onset of disability, or death cannot be used for
purposes of recomputing the "guarantee" PIA. (See
B above for transitional guarantee.)

.

to correct a computation error would also be automatic.
Automatic adjustment of the reduction factor (8ee sec. III, A—i).
Automatic increases on account of delayed retiremenL—An old-

age beneficiary who claims no benefits prior to age 65 and there-
after has benefits withheld under the retirement test is entitled
to have his benefit increased by a credit equal to of 1 percent
for each full month of withholding. Increases are effective in
January of the year following the year the credits were earned,
except that credits earned in the year of attainment of age 72
are effective in th month of such attainment.

Other recomputations and recalculation8.—Provides several re-
computations and recalculations of limited applicability.

Increases the delayed retirement increment to Y
of 1 percent for each full month that benefits are
withheld (3 percent annual credit). This change is
effective for workers reaching age 62 in or after
1979. The credit for nonpayment months alter age
65 will apply to workers who had received benefits
for months before age 65. Effective January 1979.

The delayed retirement credit that workers
receive under prior law will also be payable to their
surviving spouses receiving widow's or widower's
benefits. (In the future, surviving spouses of workers
entitled to the 3 percent delayed retirement credit
will also receive the increased credits.) Effective for
months after May 1978.

V INSURED STATUS

Changes the "quarter of coverage" definition so
that after 1977 all workers will receive a quarter of
coverage for each. $250 of wages paid in a year or of
self-employment income credited in a year. No
more than four quarters of coverage can be credited
in a year. The amounts measuring a quarter of
coverage will increase automatically each year to
take account of increases in average wages.



B. Fully insured- To be fully insured an individual must have: No change.
(1) 40 quarters of coverage; or
(2) 1 quarter of coverage (acquired at any time after

1936) for each calendar year elapsing after 1950, (or age
21, if later) and up to the year in which he or she attains
age 62 or dies, but not less than 6 quarters; or

(3) 6 quarters of coverage if individual died before 1951.
Fully insured statu8 provides benefits for—

(1) a retired worker age 62 or over, including eligible wife,
child, or dependent husband;

(2) disabled worker under age 65 provided the worker has
20 quarters of coverage out of the 40-quarter period ending
with quarter in which the disability began, including eligible
wife or husband and children; or, if disabled before age 31,
not less than 34 (but at least 6) of the quarters elapsing after
age 21 and up to the date disability began;

(3) a worker meeting the definition of blindness in the
law (See sec. II, B);

(4) surviving eligible widow or widower if they are age 60
or older; surviving eligible widow or widower if caring for
child under age 18 or disabled; eligible children; or eligible
parent or deceased wage earner;

(5) lunlp-8um death benefit.

C. Currently insured To be currently insured a person must have at least 6 quarters No change.
of coverage during the full 13-quarter period ending with the
quarter in which he died, became entitled to disabffity benefits
or became entitled to retirement benefits.

Currently insured status provides benefits for:
(1) eligible widow or widower if caring for child under 18

or disabled; and to eligible children;
(2) lump-sum death benefit.

D. Transitionally insured A person may be insured with fewer than 6 quarters of cover- No change.
age under transitional insured status if he attained age 72 before
1969 and has at least 1 quarter of coverage (whenever acquired)
for each calendar year elapsing after 1950 up to the year he
attains age 62 with a minimum of 3 quarters of coverage.

Transitionally insured status provides benefits to:
(1) worker who attained age 72 before 1969 and has less

than 6 quarters of coverage;
(2) a wife who attained age 72 before 1969, of a person

entitled to retirement insurance;
(3) a widow who attained age 72 before 1969.

E. Specialbenefit to uninsured (Prouty).. See sec. IV, item H. No change.
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VI. FINANCING

item Prior law Law as amended by Public Law 95-216

A. Contribution rate The combined Federal old-age, survivors and disability
insurance contribution rate for 1977 was equal to 9.9 percent of
taxable earnings (4.95 percent each from employer and em-
ployee). The combined employee-employer contribution rate
was scheduled to increase to 11.90 percent in 2011. The OASDI
contribution rate for self-employed individuals was 7 percent of
net earnings.

In 1977, the old-age and survivors insurance trust fund (OASI)
received an amount equal to 8.75 percent of taxable wages (4.375
percent each from the employer and the employee), plus 6.185
percent of self-employment income from which fund benefits
and administrative expenses for the OASI program are to be
paid. The rates were scheduled to be 8.7 percent for employees
and employers combined, and 6.15 percent for the self-employed
in 1978.

In 1977, the disability insurance trust fund (DI) receives an
amount equal to 1.15 percent of taxable wages (0.575 percent
each from the employer and employee), plus 0.815 percent of self-
employment income from which benefits and administrative ex-
penses are paid for the disability insurance program. These
amounts were scheduled to be 1.20 percent for employees and
employers combined, and 0.85 percent for the sell-employed in
1978.

Revises the schedule of social security tax rates
established in prior law and provides for increases in
the OASDI contribution rate to an ultimate com-
bined rate of 12.40 percent (6.20 percent each for
employees and employers) in 1990.

Tax rates for the sell-employed are adjusted to
restore the original level of one and one-half times
the employee rate for the OASDI portion of the pay-
roll tax, effective 1981.

Reallocates a substantial allotment of program in-
come to the disability trust fund.

(See following table.)



The following table shows the OASDI contribution rate8 and wage bases in effect since the inception of the program:

Contribution rate8 and tnacziimurm taxable amount of annual eairnings

Maximum amount
of taxable annual

Calendar years earnings

Contribution rates (percent of taxable earnings)

Employees and employers, each Sell-employed

OASDI OASI DI' OA8DI OASI DI

I There is no separate tax for disability insurance but the amounts indicated are allocated from the
OASDI tax under law.

2 Subject to automatic increase. See VI, E for estimated amount through 1981.
P.L. 95—216 provIded for a reallocation of 0.1 percent, each, for employees and employers, and for

the self.employed, of a previously scheduled HI tax rate increase of 0.2 percent, etoh, to the OASDI

program and for a revised allocation of OASDI income to the DI program. However, the overall
OASDHI tax rates for 1978 for employees and employers, each, and for the self-employed (and the
wage base) are the same under P.L. 95-218 as scheduled under prior law.

4 Subject to automatic increase. See VI, E for estimated amount through 1987.

Past experience:
1937—49
1950
1951—53
1954
1955—56
1957—58
1959
1960—61
1962
1963—65
1966
1967
1968

$3, 000
3,000
3, 600
3, 600
4, 200
4, 200
4, 800
4, 800
4,800
4, 800
6, 600
6, 600
7. 800

1. 000
1.500
1. 500
2. 000
2. 000
2. 250
2. 500
3. 000
3.125
3. 625
3. 850
3. 900
3. 800

1. 000
1.500
1. 500
2. 000
2. 000
2. 000
2. 250
2. 750
2.875
3. 375
3. 500
3. 550
3. 325

2. 2500 2. 2500
3. 0000 3. 0000
3. 0000 3. 0000

0. 260 3. 3750 3. 0000 0. 3750
. 250 3. 7500 3. 3750 . 3750
. 250 4. 5000 4. 1250 . 3750
.250 4.7000 4.3250 .3750
.250 5. 4000 5. 0250 . 3750
. 350 5. 8000 5. 2750 . 5250
. 350 5. 9000 5, 3750 . 5250
. 475 5. 8000 5. 0875 . 7125

1969
1970
1971
1972
1973
1974
1975
1976
1977
1978

Changes scheduled in prior law:
1979—80

7, 800
7, 800
7, 800
9, 000

10, 800
13, 200
14, 100
15, 300
16, 500
17, 700

(2)

4. 200
4. 200
4. 600
4. 600
4. 850
4. 950
4. 950
4. 950
4. 950
5. 050

4. 950

3. 725
3. 650
4. 050
4. 050
4. 300
4. 375
4. 375
4. 375
4. 375
4. 275

4. 350

. 475 6. 3000 5. 5875 .7125

. 550 6. 3000 & 4750 . 8250

. 550 6. 9000 6. 0750 . 8250

. 550 6. 9000 6. 0750 . 8250
- 550 7. 0000 6. 2050 . 7950
. 575 7. 0000 6. 1850 .8150
. 575 7. 0000 6. 1850 . 8150
. 575 7. 0000 6. 1850 . 8150
. 575 7. 0000 6. 1850 . 8150
- 775 7. 1000 6. 0100 1. 0900

. 600 7. 0000 6. 1500 . 8500
1981—85 (2) 4. 950 4. 300 . 650 7. 0000 6. 0800 . 9200
1986—2010 (9) 4. 950 4. 250 . 700 7. 0000 6. 0100 . 9900
2011 and later

Changes scheduled by P.L. 95—216:
1979
1980
1981
1982—84
1985
1986-89
1990 and later

(2)

22, 900
25,900
29, 700

(4)
(4)
(4)
(4)

5. 950

5. 080
5.080
5. 350
5. 400
5. 700
5. 700
6. 200

5. 100

4. 330
4.330
4. 525
4. 575
4. 750
4. 750
5. 100

. 850 7. 0000 6. 0000 1. 0000

. 750 7. 0500 6. 0100 1. 0400

.750 7.0500 6.0100 1.0400

. 825 8. 0000 6. 7625 1. 2375

.825 8. 0500 6. 8125 1. 2375

. 950 8. 5500 7. 1250 1.4250

. 950 8. 5500 7. 1250 1. 4250
1. 100 9. 3000 7. 6500 1. 6500
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VI. FINANCING—Continued

Item Prior law Law as amended by Public Law 95—216

B. Allocation between OASI and DI The old-age and survivors insurance trust fund (OASI) receives A substantial increase in the allocation to the dis-
trust funds, all OASDI tax contributions other than those allocated for the ability insurance trust fund for the near term is

disability insurance program. The allocation to the disability shown in the above table (sec. VI, A.).
insurance program is scheduled to increase in future years. A
separate tax and fund is established for the hospital insurance
program.

C. Board of trustees These funds are administered by a board of trustees consisting No change.
of the Secretary of the Treasury, as Managing Trustee,.the
Secretary of Labor and the Secretary of Health, Education, and
Welfaie, all cx officio (with the Commissioner of Social Security
as Secretary).

The board of trustees is required to send a report on the opera-
tions and status of the trust funds to the Congress by April 1 of
each year. This report must contain status of the funds during
preceding fiscal year and expected operation during next 5 fiscal
years including an analysis of benefit disbursements made from
OASI fund to disabled beneficiaries. In addition, the trustees
are required to (1) report immediately to Congress when the
board determines that the amount in any of the funds is unduly
small; (2) recommend administrative imprGvements to effectuate
proper coordination of OASI and the Federal-State umemploy-
ment compensation program; and (3) review general policies of
managing trust funds.

D. Investment of the trust funds It is the responsibility of the Managing Trustee to provide No change.
that the portion of the trust fund not needed for current with-
drawals shall be invested only in interest-bearing obligations of
the United States or in obligations guaranteed as to both princi-
pal and interest by the United States. Also authorized is the issu-
ance at par of public debt obligations for purchase by the trust
funds. Such obligations must have maturities fixed with due
regard for the needs of the trust funds and they must bear interest
equal to the average market yield on all marketable interest-
bearing obligations of the United States then forming a part of
the public debt which are not due or callable until after the expi-
ration of 4 years from the end of such calendar month. (In fiscal
1976 the effective annual rate of interest earned by the assets of
the trust fund was 6.8 percent.) The Managing Trustee is di-
rected to purchase special obligations, but may purchase other
interest-bearing obligations of the United States when he de-
termines. that the purchase of such obligations is in the public
interest.



F. Employees of members of related
groups of corporations.

$17,700 in 1978. In the year after an automatic benefit increase
becomes effective (8ee IV,C), the taxable wage base will auto-
matically increase in proportion to the increase in average wages
in covered employment. If it is not a multiple of $300, the amount
is rounded to the nearest multiple of $300.

The following are estimated automatic increases in the taxable
wage base, as reported in the 1977 Report of the Board of
trustees:

and benefit
Year: base

1979 $18, 900
1980 20, 400
1981 21, 900

In the case of concurrent employment of a worker by two or
more related corporations, each of the employing corporations
is liable for social security (and unemployment insurance) taxes
on that part of the worker's wages attributable to services per-
formed for each employer. In such cases of concurrent employ-
ment involving high paid workers, two or more employers may
be liable for employer taxes on an employee's wages up to the
taxable maximum.

Provides ad hoc increases in the maximum tax-
able amount of earnings for the years 1979 through
1981. For 1978, the taxable wage base is $17,700 as
computed under the automatic adjustment feature
of prior law.

The maximum taxable earnings bases for 1979—
1981 are shown in the following table, along with the
estimated levels of the taxable wage base for 1982—
1987, based on the intermediate set of assumptions
shown in the 1977 report of the Board of Trustees.
For years after 1981, the same automatic increase
mechanism will adjust the taxable wage base when
applicable.

(Jontr4but4on
and benefit

Year: ba8e
1979 $22, 900
1980 25, 900
1981 29, 700
1982 31, 800
1983 33, 900
1984 36, 000
1985 38, 100
1986 40, 200
1987 42, 600

The ad hoc increases in the taxable wage base
will not increase the employer tax liability to
finance tier-TI benefits under the Railroad Retire-
ment-Social Security Interchange System. The tier-
II base for both benefits and tax purposes would
be the same as under the automatic increase pro-
vision of prior law. The insured maximum pension
amount requirements imposed on the Pension Bene-
fit Guaranty Corporation by sec. 4022(b) (3) (B)
of P.L. 93—406 will similarly not be affected by the
ad hoc increases. (See also, sec. I, B, 13).

Provides that where related corporations con-
currently employ the same individual and compen-
sate such individual through a common paymaster
(which is one of such corporations) such corpora-
tions shall be treated as a single employer for
purposes of determining employer social security
and unemployment insurance tax liability with
respect to the wages paid to the individual. Effec-
tive with respect to wages paid after December 31,
1978.

E. Maximum taxable amount of earn-
ings.

0'
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VI. FINANCING—Continued

Item Prior law Law as amended by Public Law 9—2I6

G. Reimbursement to trust funds from
general revenues. (See also Coy-
erage, Railroad Retirement—
Interchange between systems.)

Appropriations from the general fund of Treasury reimburse
social security trust funds for: (1) costs arising from granting of
noncontributory wage credits for military service; (2) monthly
benefits to certain persons age 72 and over who are not eligible
for social security benefits under provisions of the program; (3)
cost of providing benefits to individuals of Japanese ancestry for
the period they were interned in the United States during World
War II; and (4) administrative costs of SSI.

No change.

VII. RFIREMENT TT

A. Scope Applies to covered and noncovered work No change.

B. Test of earnings Provides that benefits will be withheld from a beneficiary
under age 72 (and from any dependent drawing on his record)
at the rate of $1 in benefits for each $2 of annual earnings in
excess of $3,000 in 1977.

Benefits are not withheld for any month in 1977 during which
the individual neither rendered services for wages in excess of
$250 nor rendered "substantial services" in self-employment in a
trade or business.

Under automatic provisions, in the year after an automatic
benefit increase becomes effective (see IV, B) the amount of
earnings exempted from the withholding of benefits under the
retirement test automatically increases in proportion to the in-
crease in average wages in covered employment.

The following are estimated automatic increases in the annual
exempt amount under the retirement test as reported in the 1977
Report of the Board of Trustees (based on the intermediate set
of economic assumptions):

Annual exempt
amount under

Year: retirement test

1978 $3, 240
1979 3,480
1980 3, 720
1981 3,960

If the calculated monthly amount is not a multiple of $10, it
will be rounded to the nearest $10.

Changes the age at which the retirement test no
longer applies, from 72 to 70, effective 1982, see
below.

Eliminates the monthly measure of retirement.
The monthly measure is retained, however, in the
first year in which an individual is both entitled to
benefits and has a month in which he does not have
wages over the monthly exempt amount, or render
substantial services in self-employment.

Provides ad hoc increases in the annual exempt
amount for the years 1978 through 1982 for bene-
ficiaries aged 65 to 71 (cf. earnings limitation no
longer applies to individuals 70 or over beginning in
1982). For beneficiaries receiving reduced benefits
aged 62 through 64, the annual exempt amount will
be the same as the automatic increases in prior law.
For years after 1982 the new exempt amount for
beneficiaries aged 65 and over will be automatically
adjusted to increases in average wages as under
prior law.

The following are the new annual exempt
amounts for aged 65 and over beneficiaries:

Annual exempt
amount under

Year: retirement test

1978 $4, 000
1979 4,500
1980 5, 000
1981 5, 500
1982 6, 000

C. Age exemption Benefits are not suspended because of work, or earnings if Changes to age 70 or over, effective 1982, see
beneficiary is age 72 or over, above.



D. Foreign work test_

E. Date for filing report of earnings.. -

Separate retirement test applies to employment or self-employ-
ment outside the United States which is not covered by the U.S.
social security system. A monthly benefit is withheld when a
beneficiary under age 72 works on any part of 7 or more days
within a month. This test is based solely on the number of days
the beneficiary works and not on the amount of earnings.

When earnings in a year were large enough to cause a benefi-
ciary to lose some or all of his benefits in a year, a report of
earnings must be ified on or before the 15th day of the 4th month
following the end of the person's taxable year (by April 15 if his
taxable year is a calendar year). An extension may be granted by
the Social Security Administration if requested in writing before
due date by a beneficiary with a valid reason.

The penalty for failure to file the 1st timely report is an amount
equal to the amount of the monthly benefit to which such
beneficiary was entitled for the last month of the year in ques-
tion; for a 2d failure to report timely, an amount equal to 2
months' benefits; and for a 3d or subsequent failure to report
timely, an amount equal to 3-months' benefits.

No change.

No change.

VIIL MISCELLANEOUS PROVISIONS

Employers report wages for social security purposes on a quar-
terly basis. As a result of Public Law 94—202, beginning in 1978,
private employers will report annually; however, quarterly wage
information will need to be listed on the annual reports because
provisions of the law which require the use of quarterly wage
data were not changed. Forms W—2 will be used as the annual
reports of wages for both social security and income tax pur-
poses, and they will include either the amount of wages paid the
worker in each quarter or a checkoff of the calendar quarters in
which the worker was paid at least $50 (the measure of a quarter
of coverage). This information would allow SSA to determine
whether a worker has enough quarters of coverage to be eligible
for benefits.

Changes prior law provisions requiring the use of
quarterly wage data so that only annual data will
be needed, Listing quarterly wage information on
W—2 forms will no longer be necessary, annual wages
only wifi be reported. Effective January 1, 1978,
a worker will receive one quarter of coverage (up
to a total of four) for each $250 of annual earnings.
The $250 measure will be automatically increased
every year to take account of increases in average
wages. (See sec. V, A; also, I, B, 3, 6, 7, 12, 15, 18;
II, G; IV, C; VII B; VIII, D, 4).

B. Social Security Administration

C. Advisory Council on Social Security..

The Social Security Administration (SSA) was established,
and its predecessor, the Social Security Board, was abolished by
Federal Security Agency Reorganization Plan II of 1946.

Reorganization Plan I of 1953 transferred the Social Security
Administration from the Federal Security Agency to the Depart-
ment of Health, Education, and Welfare.

Requires that after January of each Presidential inauguration
year the Secretary shall appoint an Advisory Council on Social
Security consisting of a Chairman and 12 other members who
are representatives of organizations of employees and employers,
the self-employed, and the general public. The Council is required
to review the status of the trust funds and the scope of programs
under the OASI, DI, HI, and SMI trust funds, and their relation-
ships to the public assistance programs under the Social Security
Act. The Council is also required to submit reports of its findings
and recommendations to the Secretary not later than January 1
of the 2d year after the year in which it is appointed. Such reports
are to be transmitted to the Congress and the Board of Trustees.

No change.

The reporting date of the next statutory Advisory
Council on Social Security is extended by nine
months—to October 1, 1979.

Establishes a bipartisan National Commission on
Social Security to be jointly appointed by the Con-
gress and the President, composed of nine mem-
bers—five appointed by the President and two each
by the Speaker of the House and the President of the
Senate—for the purpose of making a broad-scale,
comprehensive study of the social security program
including medicare. The study will include the fiscal
status of the trust funds, coverage, adequacy of bene-

A. Reporting of wages for social secu-
rity.

-4
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VIII. MISCELLANEOUS PROVISIONS_Continued

Item Prior law Law as amended by Public Law 9—216 —
C. Advisory Council on Social Se-

curity—Continued fits, possible inequities, alternatives to the current
programs arid to the method of financing the sys-
tem, integration of the social security system with
private retirement programs and the need to
develop a special CPI for the elderly for purposes
of social security cost-of-living increases. The
Commission is required to submit its final report
two years after a majority of the members areappointed.

Requires the Secretary of Health, Education,
and Welfare to conduct a study, to be completed
within 6 months of enactment of P.L. 95—216,
of proposals to eliminate dependency and gender
based distinctions in the social security program.
(See sec. III, A, 2.)

D. Termination of benefits:
1. Childhood disability bene- When two childhood disability beneficiaries or a childhood dis- No change, but will be reviewed by dependencyfits, ability beneficiary and a disabled worker are married and one study. See previous note.spouse's benefits are terminated the continued eligibility of the

childhood disability beneficiary depends on his sex. A woman's
childhood disability benefits end when her husband's disability
benefits end. However, a man's childhood disability benefits are
not terminated when his wife's disability benefits end.

2. Dependents' or dependent When a childhood disability or disabled worker beneficiary No change, but will be reviewed by dependencysurvivors' benefits, marries a person receiving dependents' or dependent survivors' study. See VIII, C.benefits, benefits of each individual continue. If the disabled
beneficiary is a male and his benefits end, then his wife's benefits
also end. However, if the disabled individual is the wife and her
benefits end, then her husband's benefits are not terminated.

3. Deportation Benefits are terminated upon the deportation of a retired or No change.disabled worker under any 1 of 14 specified paragraphs of the
Immigration and Nationality Act. Benefits of dependents and
survivors who are not citizens will not be paid while they areout of the country.

4. Conviction of certain sub- If an individual is convicted of treason, espionage, or certain Provides that wages paid during the year of con-versive crimes, other offenses of a subversive nature, including a number of viction or any prior year be excluded in determiningoffenses under the Internal Security Act or title 18 of the U.S. entitlement to or the amount of a social securityCode, the court in its discretion may provide in addition to all benefit.other penalties provided by law that none of the individual's
wages or self-employment income (or the earnings of any other
individual upon which his benefit is based) credited during the
calendar quarter of conviction or in a calendar quarter before his
conviction shall be used in computing his benefit. The provision
applies only to the individual convicted of the offense and does
not affect the rights of his dependents or survivors.



E. Payments to aliens Benefits to an alien are withheld if he is outside the United No change.
States continuously for 6 consecutive calendar months. (Once
an alien has been outside the United States for 30 consecutive
days he will be deemed to be outside the United States until he
returns for 30 consecutive days.) This provision does not apply to
an alien:

(1) who is a citizen of a country which has in effect a social
insurance or pension system of general application which
would pay benefits to qualified U.S. citizens whilethey are
outside of that country;

(2) who is a citizen of a country that has no generally
applicable social insurance or pension system and who is
receiving benefits based on the earnings of a person who
either has 40 quarters of social security coverage or lived in
the United States for 10 years;

(3) who is outside the United States while in the active
military or naval service of the United States;

(4) if application of provisions would be contrary to a
treaty obligation in effect on Aug. 1, 1956;

(5) who is the survivor of a person who (a) died in military
service of the United States; (b) died as a result of disease
or injury incurred or aggravated in the line of duty while
on active duty; or (c) died as a result of an injury incurred
or aggravated in the line of duty while on inactive duty
training; and (d) was released or discharged from the period
of duty or training under conditions other than dishonorable;

(6) whose benefits are based on the earnings of a person
who has earnings from railroad employment which are
counted for social security purposes; or

(7) who was entitled to benefits for December 1956.
Benefits are not paid to individuals in months during which

they reside in certain countries designated in Treasury regu-
lations in which there is no assurance that the checks will be
received or can be negotiated at the full value. A U.S. citizen
can receive all accrued benefits for such months when he leaves
such a country but aliens are not paid accrued benefits for such
months.

F. Disclosure of information relating to There are four provisions affecting disclosure of records from
the social security system. the Social Security Administration:

(1) Section 1106 of the Social Security Act;
(2) Regulation No. 1;
(3) Freedom of Information Act (FOIA); and
(4) The Privacy Act.

First, section 1106 of the Social Security Act permits, but does
not require, disclosure of personally indentifiable information
contained in the social security system records. Second, regula-
tion No. 1 prescribes what information the Social Security Ad-
ministration may release without violating its pledge of con-
fidentiality and only as necessary for the administration of the
Social Security Act. Third, the Freedom of Information Act
requires the disclosure of records and statistical data that does
not relate to information of a personally identifiable nature.
Fourth, the Privacy Act provides safeguards against an in-
vasion of personal privacy; it grants the individual the right of
access to most information pertaining to him in a system of
records, the right to obtain a copy of the records, and to request
correction or amendment of the record.
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VIII. MISCELLANEOUS PROVISIONS—Continued

Item Prior Iw Law as aniended by Public Law 95-216

F. Disclosure of information relating to
the social security system—
Continued.

While section 1106 of the Social Security Act and regulation
No. 1 have governed the disclosure of information contained in
the social security system through the years, these two pro-
visions have been affected by the Privacy Act, the Freedom of
Information Act, and the recently enacted Sunshine Act.

Regulation No. 1 basically provides that information can only
be disclosed for purposes compatible with the administration of
the social security program, administration of Federal welfare,
tax, and immigration laws, or as a service to individual partici-
pants in the program. Section 1106 (added to the Social Security
Act in 1939 after regulation No. 1 had already been issued)
permits disclosure of information only pursuant to the regula-
tions and provides the Secretary with absolute discretion as to
what information may be disclosed, except as otherwise pro-
vided by law. Regulation No. 1 has been modified over the years
to reflect the intent of certain statutes, most notably the Free-
dom of Information Act and the privacy legislation enacted in
1974.

The Freedom of Information Act (1967) provides for the broad
disclosure of information in Federal files, with nine separate ex-
ceptions, including (1) those things specifically exempted from
disclosure by statute; (2) inter- and intra-agency memos and
letters, or (3) personnel and medical ifies, the disclosure of which
would constitute an unwarranted invasion of privacy.

Subsequent court decisions imply that section 1106 of the
Social Security Act applies only to information about individuals
and not to general data or statistical information. There is a
10-day limit for Social Security Administration to respond to
requests for information.

Under the provisions of the Privacy Act of 1974 (5 U.S.C.
552a(b)), an agency, subject to 11 enumerated exceptions, is
prohibited from releasing information contained in a "system of
records" to a third party or another agency, without the prior,
written consent of the individual to whom the record pertains.
Among the 11 exceptions are (1) information required to be
released under the Freedom of Information Act; (2) information
required for operation of an agency; and (3) information ordered
to be made available by. a court of competent jurisdiction.

While the Freedom of Information Act opens Government
records, the Privacy Act generally protects records of a personal
nature from public view. It provides an individual with a com-
siderable degree of control over collection, maintenance, use, and
disclosure of personal information pertaining to him.

The Sunshine Act (Public Law 94—409), which became effec-
tive March 12, 1977, removes section 1106 as a basis for denying
many requests for disclosure of information under the Freedom
of Information Act.

Provides statutory requirement that the States
have access to earnings information in records
maintained by the Social Security Administration
whenever such information is needed to administer
the Aid to Families with Dependent Children
(AFDC) program. Beginning October 1, 1979 the
States will be required to request and use the
earnings information if the same information is not
available from the State employment security
agency. The Secretary of Health, Education, and
Welfare is authorized to establish safeguards against
improper disclosure of the wage information.

0



Prior to the enactment of the Sunshine Act on September 13,
1976, the Social Security Administration withheld much infor-
mation, particularly personal information, from disclosure to
the public by asserting the Freedom of Information Act exemp-
tion that protects information "specifically excluded from dis-
closure by statute;" i.e., section 1106 of the Social Security Act.
However, the Sunshine Act, effective March 12, 1977, removes
section 1106 as a basis for denying many requests for disclosure of
information under the Freedom of Information Act. To withhold
information from disclosure, the Social Security Administration
will now have to look to other possible exemptions under the
Freedom of Information Act, such as the one which protects in-
formation the disclosure of which would constitute a "clearly
unwarranted invasion of personal privacy."

The Secretary of Health, Education, and Welfare requires
applicants for social security numbers to furnish evidence as
may be necessary to establish the age, citizenship or alien status,
and true identity of such applicants. In carrying out the law, all
applicants are screened against the Social Security Administra-
tion national files to make certain that the applicant has not
already been issued a social security number.

The law provides that, if a person knowingly, wififully, and
with an intent to deceive, falsely uses or represents a social
security number assigned to him by the Secretary, he can be
found guilty of a misdeameanor and, upon conviction, shall be
fined not more than $1,000 or imprisoned for not more than 1
year, or both.

The Tax Reform Act of 1976 requires an individual to furnish
to any State (or political subdivision thereof), in the adminis-
tration of any tax, general public assistance, driver's license, or
motor vehicle registration laws within its jurisdiction, the social
security number issued to him by the Secretary for the purpose
of establishing his identity.

Payment of social security benefits ends with the payment
for the month before the month in which the death of a benefi-
ciary occurs. Payment of social security benefits begins with a
full payment for the first month for which a person becomes
entitled to a benefit.

Provides that if the regularly designated dates
for delivery of social security and supplemental
security income benefit checks fall on a Saturday,
Sunday or legal holiday, the checks will be mailed
for delivery on the first day preceding the scheduled
delivery date which is not a Saturday, Sunday or
legal holiday, regardless of whether this neces-
sitates delivery of two checks in one month.

G. Social security numbers—issuances
and penalties.

H. Payment of benefits

No change.

No change.

0

I. Delivery of benefit checks No provision in prior law. (Administratively determined to
date and deliver title II benefit checks on the third of each
month for the previous month, except that when the third falls
on a Sunday or legal holiday, checks were delivered earlier, but
in no case was delivery made before the first day of the month.)

(Title XVI benefit checks were dated and delivered on the first
of each month for the current month, but in no case was delivery
made before the first day of the month.)
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Waives recovery of incorrect overpayment where
the overpayment occurs as a direct result of the
• provision requiring early delivery of benefit checks
under title II and title XVI when the regularly
designated delivery date falls on Saturday, Sunday
or legal holiday. See previous note.

Law as amended by Public Law 9-216
VIII. MISCELLANEOUS PROVISIONSContinued

Item
Prior aw

J. Overpayments A title II overpayment can be recovered by:
(1) requiring a cash refund; or
(2) withholding current or future cash benefits of the over-

paid person or any other person who is getting benefits on
the same account, whether or not the overpaid person is alive;
or (3) civil suit.

A person who is liable for the repayment of an overpayment
may have recovery waived if the liable person is without fault
and payment or recovery of those overpayments would either
(a) defeat the purpose of the OASDHI program, or (b) be against
equity and good conscience.

A title XVI overpayment can be recovered by:
(1) appropriate adjustments in future payments to an

individual; or
(2) by recovery from such individual or his eligible spouse

(or by recovery from the estate of either).
A person who is liable for the repayment of an overpayment

may have recovery waived if the liable person is without fault
and payment or recovery of those overpayments would either
(a) defeat the purpose of title XVI, (b) be against equity or
good conscience or (c) impede efficient or effective administra-
tion of title XVi due to the small amount involved.

K. LJnderpayments In the case of cash benefit underpayments where an individual
dies before the completion of the payment of amounts due him,
payment is to be made according to the following order of
priority:

(1) Spouse living with the individual at time of death or
to the spouse entitled to benefits on the same earnings
record.

(2) Child or children entitled to benefits on the same
earnings record.

(3) Parent entitled to benefits on the same earnings
record.

(4) Spouse who was neither entitled to benefits on the
same earnings record nor living with the individual.

(5) Child not entitled to benefits on the same earnings
record.

(6) Parent not entitled to benefits on the same earnings
record.

(7) Legal representative of the individual's estate, if any.

L. Computation of military wage In cases where a person is eligible for noncontributOry military

credits. service wage credits for periods both before 1957 and after 1956,
SSA is required to compute the cost to the social security trust
funds of paying increased benefits based on the credits by a
different method for each of the two periods.

C;'

No change.

No change.



M. War Shipping Administration - Unpaid social security employee taxes for services rendered No change.
between September 1941 and March 1943 in the employ of the
War Shipping Administration are withheld from social security
benefits based on such employees' earnings.

N. Mutual assistance agreements The claim of an individual residing outside the United States No change.
for social security benefits is developed and his continuing
entitlement to benefits is verified by SSA personnel in the United
States through direct correspondence with the beneficiary or with
the assistance of U.S. diplomatic and consular posts abroad.
There is no provision under present law enabling the U.S. to
enter into agreements with foreign countries to provide mutual
assistance in processing claims for benefits of people residing
abroad.

0. Cost of complying with Pension Present law allows for only partial reimbursement to the trust No change.
Reform Act. funds for the costs of providing certain private pension plans

with detailed earnings information needed by the plans to comply
with the Pension Reform Act (the Employee Retirement Income
Security Act of 1974).



APPENDIX

T&nr A1.—E8timated amount of c1zange in OASDI benefit payinente
that will re8v2t from Ptthlio Law 95-916, calewlizr years 1978-83

(In millions of dollara

1978 1979 1080 1081 1982 1983

Total amount of change in
benefit payments —440 —.492 —844 —1,446 —1, 896 —2, 577

—70 —351 —803 —1,473 —2,377

Wage-indexing formula —94 —423 —895 —1, 563
5-year transition guarantee 24 79 118 150
Frozen minimum benefit —7 —28 —60
3-percent delayed retirement

credit

Changes in retirement test (net
total) 54 266 359 404 895 981

Increases in exempt amount 267 491 585 640
Reduction in exempt age

from 72 to 70 in 1982
Elimination of monthly

measure —213 —225 —226 —236

Establish the retirement test ex-
empt amount for beneficiaries
aged 65 and over as a measure
of substantial gainful activity
for blind disabled workers

Elimination of retroactive pay-
ments of actuarially reduced
benefits —339

Limitation on increases in actu-
arially reduced benefits —90

Increase in benefits of surviving
spouses, resulting from de-
ceased workers' delayed retire-
ment credits 3

Delayed retirement credits for
workers with actuarially re-
duced benefits

Offset to benefits of spouses re-
ceiving public retirement pen-
sions —68

Eliminate reduction in widowed
spouses benefits due to remar-
riage after age 60

Reduction in duration of marriage
required for divorced spouses
benefits from 20 years to 10
years

Increase in special minimum
benefits

Changes in annual wage report-
ing provisions (3)

Authorization to enter into total-
lzation agreements $ (5)

Increases in contribution and
benefit base

Exempt amount increased for beneficiaries aged 65
and over to $4,000 in 1978, $4,500 in 1979, $5,000 in 1980,
$5 500 in 1981, and $6 000 in 1982.

I Less than $500,006.
S estimates represent additional OASDI benefit

payments that would result from Implementation of
totalleatlon agreements already signed with Italy and

(64)

Decoupling (net total)

—2,466
180

—106

15

709 762

403

—217

441

—222

1 1 1 2

—536 —550 —559 —565 —569

—280 —500 —751 —948 —1, 157

4 5 7 10 13

14 22 24 26 30

—106 —108 —110 —112 —116

130 155 166 178 189

67 80 86 92 98

12 14 14 15 16

1 4 9 18 26

5

(3)

4

21

4

62

5

161

6

281

West Germany. No agreement can become effective If
either House of Congress disapproves the agreement
within 90 days after it Is submitted to Congress.

Note: A positive figure represents additional benefit
payments, and a negative figure represents a reduction
in benefit payments.
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TABLE A2.—Additional contribution income resulting from Public Law
95—216, calendar years 1978—83

(In billions of dollars]

Increase in
OASDI self-

Increase in Reallocation of Increase in tax employment
contribution tax rates be- rates for tax rates to l3
and benefit tween OASDI employees and times employee

Calendar year base and HI employers rate Total 1

OASDI:
1978 1.6 1.7
1979 4.0 1. 1 1. 5 6.6
1980 6.3 1.1 1.8 9.2
1981 8. 0 1. 2 8. 1 0. 2 17. 6
1982 8.8 1.3 10.3 .8 21.3
1983 9. 4 1. 4 11. 1 . 9 22. 9

HI:
1978 —1. 6 —1.6
1979 .9 —1. 1 —.2
1980 1.4 —1.1 .2
1981 2. 1 —1.2 .9
1982 2. 4 —1. 3 1. 0
1983 2.5 —1.4 1.1

OASDHI:
1978 (2)
1979 4.9 1.5 6.4
1980 7. 6 1. 8 9. 4
1981 10.1 8.1 .2 18.4
1982 11. 2 10. 3 8 22. 4.

1983 11. 9 11. 1 - 9 23. 9

I Includes relatively small amounts of additional taxes 5 Amount is less than $50,000,000.
payable by employers on employees' income from tips and
reduction in taxes due to the provision on totalization
agreements.

Trn A3.—E8timated operations of the OASI and DI tru8t funds, combined,
under the program as modified by Public Law 95—216, calendar years 1977—87

(Dollar amounts in billions]

Funds at
beginning of Funds at end.

yearasa ofyearasa

Income Outgo
Net increase

in fund
Funds at

end of year

percentage of
outgo during

year

percentage of
outgo during

year

Calendar year: .

1977 $82. 1 $87. 6 —$5. 5 $35. 6 47 41
1978 92.4 97.2 —4.8 30.8 37 32
1979 106.5 106.9 —.4 30.4 29 28
1980 119.1 117.1 2.0 32.4 26 28
1981 137. 1 127. 4 9. 6 42. 0 25 33
1982 150.2 138.3 11.9 53.9 30 39
1983 161. 3 149. 2 12. 1 66. 0 36 44
1984 172.9 161.2 11.7 77.7 41 48
1985 194. 2 174. 0 20. 1 97. 9 45 56
1986 209. 0 187. 6 21. 4 119. 3 52 64
1987 223.7 202.0 21.7 141.0 59 70

Note: The above estimates are based on the intermediate set of assumptions shown In the 1977 trustees report.
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T&rni A4.—E8timated operation8 of the OASI trt fund under the program
a8 modified by Pvblic Law 95476, cal ewkir years 1977-87

(Dollar amounts In billions)

Fund at

Income Outgo
Net Increase

In fund
Funds at

end of year

beginning of
year as a

percentage of
outgo during

year

Fund at end
of year as a

percentage of
outgo during

year

Calendar year:
1977 $72. 5 $75. 6 —$3. 1 $32. 3 47 43
1978 78.6 83.6 —5.0 27.3 39 33
1979 90.8 91.6 —.8 26.5 30 29
1980 101.5 100.0 1.5 28.0 26 28
1981 116.0 108.4 7.5 35.6 26 33
1982 127.2 117.4 9.7 45.3 30 39
1983 136. 6 126. 3 10. 3 55. 6 36 44
1984 146. 4 136. 0 10. 5 66. 1 41 49
1985 162.0 146.4 15.7 81.7 45 56
1986 174. 1 157. 3 16. 8 98. 5 52 63
1987 186.3 168.9 17.4 115.9 58 69

Note: The above estimates are based on the Intermediate set of assumptIons shown In the 1977 trustees report.

T A5.—E8timated operation8 of the DI truet fund under the program a
modified by Publiii Law 95416, calendar years 1977—87

[Dollar amounts In billions]

Fund at

Income Outgo
Net Increase.

In fund
Fund at

end of year

beginning of
ycarasa

percentage of
outgo during

year

Fund at end
ofycarasa

percentage of
outgo during

year

Calendar year:
1977 $9.6 $12.0 —$2.4 $3.3 48 27
1978 13.8 13.7 .2 3.5 24 25
1979 15.7 15.3 .4 3.9 23 26
1980 17.6 17.1 .5 4.4 23 25
1981 21. 1 19. 0 2. 1 6. 5 23 34
1982 23. 0 20. 9 2. 1 8. 6 31 41
1983 24.7 22.9 1.8 10.4 38 45
1984 26.5 25.2 1.3 11.6 41 46
1985 32. 1 27. 7 4. 5 16. 1 42 58
1986 34. 9 30. 3 4. 6 20. 8 53 69
1987 37. 4 33. 1 4. 3 25. 1 63 76
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T&rnis A6.—Estimated operation8 o/the HI tru8t fund under the program, a8
nwdified by Public Luw 95—216, calendar years 1977-87

[Dollar amounts In billions]

Fund at

Income Outgo
Net increase

In fund
Fund at

end of year

beginning of
year as a

percentage of
outgo during

year

Fund at end
of year as a

percentage of
outgo during

year

Calendar year:
1977 $16. 1 $16. 2 —$0. 1 $10. 5 66 65
1978 19.2 19.0 .2 10.7 55 56
1979 23. 1 22. 2 . 9 11. 6 48 52
1980 25.7 25.7 (1) 11.5 45 45
1981 34.0 29.7 4.3 15.9 39 53
1982 37. 1 33. 9 3. 3 19. 1 47 56
1983 39.7 38.5 1.2 20.3 50 53
1984 42.3 43.7 —1.4 19.0 47 43
1985 46. 3 49. 1 —2. 8 16. 1 39 33
1986 52.4 54.9 —2.5 13.6 29 25
1987 55.8 61.2 —5.4 8.2 22 13

'Outgo exceeds Income by least han $50 million. Note: The above estimates are based on the Intermediate
set of assumptions shown In the 1977 trustees report.

Tarn A7.—Change in actuarial balance of the OASDI program. over the long-
range period (1977—O51) as a result of c/ian.ge8 included in Public Law 95—16

[Percentage of payroll costs: preliminary estimates]

Cost of social security system under present law
Balance under present law

Changes of the bifi:
Wage-indexed decoupling 3. 19 . 95 4. 13
5 percent reduction in benefit level . 53 . 13 . 66
Freeze minimum at 1978 level (including change in

special minimum) . 07 . 02 0. 8
Government pension offset . 04 0. 4
Retirement test —. 11 —. 11
Delayed retirement credit (including DRC for

widows) —.06 —.06
Marriage/remarriage effect after age 60 —. 01 —. 01
Elimination of retroactive payments of actuarially

reduced benefits . 01 . 01
Actuarial reduction applied to general benefit in-

crease . 24 . 24
Miscellaneous1
Annual reporting of earnings —. 01 —. 01
Change wage base .45 . 08 . 54
Self-employed tax rate to 16 times employee tax

rate . 08 . 02 . 10
Tax schedule . 57 . 57 1. 14

Total net cost effect

Balance under conference committee bill —1. 08

4.98 1.75 6.74

—.38 —1.46

Description of Item OASI DI Total

15. 51
—6. 06

3. 68 19. 19
—2. 14 —8. 20

'Includes change in SGA definition for blind, employer Note: Based on the intermediate set of assumptions
tax on tips deemed to be wages provision on limited part- shown In the 1977 trustees report.
nership coverage, tax relief for affiliated corporations,
reduction of 20-yr marriage requirement to 10 yr for certain
beneficiaries.



TAsr A8.—Social secursty (OASDHI) taai rate, wage ba.se levels and contributions under prior laiw and under Public Law 95-P216

OASDHI tax rates (percent) Wage base $10,000 wage earner $20,000 wage earner Maximum wage earner

Prior law
Public Law

95—216 ]'r1or law
Public Law

95—216 Prior law
Public Law

95—216 Increase Prior law
Public Law

95—216 Increase Prior law
Public Low

95—216 Increase

1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987

5.85
6.05
6. 05
6. 05
6. 30
6. 30
6. 30
6. 30
6. 30
6. 45
6.45

5. 85
6.05
6. 13
6. 13
6. 65
6. 70
6. 70
6. 70
7. 05
7. 15
7. 15

$6, 500
7, 700
18, 900
20, 400
21, 900
23, 400
24, 900
26, 400
27, 900
29, 400
31, 200

$16, 500
17, 700
22, 900
25, 900
29, 700
31, 800
33, 900
36, 000
38, 100
40, 200
42, 600

$585
605
605
605
30
630
630
630
630
645
645

$585
605
613
613
665
670
670
670
705
715
715

$8
8

35
40
40
40
75
70
70

$965. 25
1,070.85
1, 143. 45
1, 210. 00
1, 260. 00
1, 260. 00
1, 260. 00
1, 260. 00
1, 260. 00
1, 290. 00
1,290. 00

$965. 25
1,070.85
1, 226. 00
1, 226. 00
1, 330. 00
1, 340. 00
1, 340. 00
1, 340. 00
1, 410. 00
1, 430. 00
1,430.00

$82. 55
16. 00
70. 00
80. 00
80. 00
80. 00

150. 00
140. 00
140. 00

$965. 25
1,070.85
1, 143. 45
1, 234. 20
1, 379. 70
1, 474. 20
1, 568. 70
1,663. 20
1, 757. 70
1, 896. 30
2, 012.40

$965. 25
1,070.85
1, 403. 77
1, 587. 67
1, 975. 05
2, 130. 60
2, 271. 30
2,412. 00
2, 686. 05
2, 874. 30
3,045. 90

$260. 32
353. 47
595. 35
656. 40
702.60
748. 80
928. 35
978. 00

1,033. 50

O°°

0
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Social Security Coverage of State and Local Government
Employment

PRESENT LAW

Social security coverage: for employees of the States: and their p0-
litical subdivisions is available oniy through agreements between the
Secretary of Health,. Education, and Welfare and the States. tinder
the agreements each State decides what groups will be covered, sub-
ject to provisions in the Federal law which assure retirement system
members a voice in the coverage decision. Under these provisions, about
70 percent—some 8 million, out of the approximately 12 million State
aii lOcal, employees—are covered under social security. Of approx-
imately 4 million emplOyees who are not covered, around 250,000 are
in occupations that are excluded from coverage, e.g., university stu-
dents. The great majority of those not covered under social security are
covered under a State or local retirement system.

The social security law permits termination of coverage for employ-
ees of State and local governments. The action to terminate coverage
nust be taken by the State, rather than by the employees of the. State
,and local. governnients involved. The State must give 2 years' advance
notice of its desire to terminate social security coverage of the employ-
ees of a pqlitical subdivision and such notice cannot be given until after
the çoverage,has been in effect: for at least 5 years. The social security
law also provides that once coverage has been terminated for a coverage
'group it can never again' be piovided for that group. In 'addition, the
Secretary of Hedth,.Ediication, and Welfare may terminate an agree-
ment if a'ter a hearing he finds 'that a State either had "failed or is
nQ longer legally able to comply with any jrovision" of the agreement.

LEGISLATIVE HISTORY

The Social Security. Act excludes from mandatory coverage 'all, eixz-
ployment for States and localities, primarily because of the question
of 'the 'coistitutionaIity of any general levy of the' mpIoer tax 'on
States and localities In its report to the Committee on Ways find
Means of the House of Representatives in 1939, the Social Secur.ity
B.öard stated that "no' method has yet been devised,which would over-
come constitutional difficulties and also protect the old age insurance
system agaihst adverse selection." During the 1940's, the general 'con-
sensus was that the voluntary agreement approach offered the most
practical nthod of extending coverage to, employees of State and lo-
cal 'governments. Legislation enacted in 1950 followed, this' approach
in making social security coverage generally available for ',eriocT'
after 1950,to those employees of States and 'their political subdivisions
nOt covered inder a State or local retirement System.

(1
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During the consideration of the 1J50 legislation, opposition to cov-
erage of employees under State and local retirement systems was ex-
pressed by officers and representatives of retirement systems and many
of the employee organizations. Their opposition was based on the be-
lief that State and local governments might not support two retire-
merit systems and that consequently their own systems would be aban-
doned or greatly curtailed if social security coverage were obtained. In
its report on H.R. 6000, which became the Social Security Act Amend-
ments of 1950, the Senate Finance Committee stated that "Your Com-
mittee received overwhelming testimony apinst permitting such cov-
erage and has so specifically prohibited it.'

The 1950 legislation provided that social security coveraoe for State
and local employees could be secured only for groups F employees
called "coverage groups." This limitation was designed to prevent
selection against the social security program. In general, all of the em-
ployees of a State or of a political subdivision not under an existing
retirement system constituted a coverage group, and with the exception
of specified minor groups of employees that were excluded compul-
sorily, or could be excluded at the option of the State, all of the
'employees in a coverage group had to be covered if any were to be
covered. Consistent with the approach to coverage, the 1950 legisla-
tion also provided that 'a State could terminate the coverage of em-
ployees of any coverage group.

Legislation enacted in 1954 made social security coverage available
to State and local government employees covered under retirement
systems, with the exception of policemen 'and firemen, who, at the
request of their representatives, continued to 'be excluded from cover-
age. The legislation stated that it was the policy of the Congress in
making coverage available to retirement system members that there be
no impairment of the protection of members and beneficiaries of a re-
tirement system by reason of the extension of old-age and survivors
insurance coverage to employment covered by the retirement system.

The 1954 legislation made it possible for persons in State and local
'employment to have coordinated protection under State and local sys-
tems and social security. Generally, when social security coverage was
extended to 'State and local retirement system members the States and
political subdivisions modified their retirement systems to take ac-
count of the social security contributions and the social security bene-
fits that would be payable. Under one approach the States and sub-
divisions modified the contributions and benefits provided under the
retirement systems to make the retirement system protection suppLe-
mentary to that provided under social security. Under the seeondap-
proach the States and subdivisions modified the retirement systems by
providing for an offset of the retirement system benefits by the social
security benefits payable.

In 1956 legislation was enacted which permitted 8 specified States
and the then Territory of Hawaii to extend coverage to only thos
members of a retirement system group who desired such coverage, with
compulsory coverage for all persons who later became members of the
retirement system group. Since 1956, the Congress has extended this
special provision tO additional States when it was clear that the State
desired such legislation. At present, the so-called "divided retirement



3

system" provision is. available to 20 specified States and all interstate.
instrumentalities. While this provision does give current employees a
choice of coverage, the social, security trust funds are protected by the
requirement that all future members must be covered under social
security. This makes certam that eventually all members of the retire-
ment system will be covered under the Federal program.

Another provision of the 1956 amendments made an exception to the
specific exclusion from coverage of policemen and firemen who are
under a State or local retirement system. It permitted t'hese employees
to be covered in 5 specified States. Since 1956, this provision has been
extended to additional States when it was clear that the State desired
such coverage, until at present it applies to 21 specified States, Puerto
Rico, and all interstate instrumentalities. Also, in 1967 the law was
amended to permit all States to provide social security coverage for
firemen who are covered under 'a State or local retirement system, if
the State certifies that the social security coverage would improve the
overall protection available to the firemen concerned.

INCREASING TREND TOWAUD TERMINATION OF SOCIAL SECITRITY COVERAO

1. Magnitude.—Since social security coverage was first made avail-
able to State 'and local employees, their coverage under the program
has increased dramatically. By the early 1960's all States had made
coverage agreements and the percentage of State and local employees
covered under social security had reached its present level—about 70.

percent of all State and local employees are covered under social
security. During the 1950's and 1960's there were very few termina-
tions of coverage—in many cases the terminations resulted from dis-
solutions and consolidations of political subdivisions. The number of
State and local employees brought under coverage each year alwaya
well exceeded the number of terminations up until 1975. However, in
1975 the number of positions newly covered exceeded the number of
positions terminated by only 1,905. Coverage was terminated for about
15,105 jobs in 1975, while only 17,010 additional jobs were covered
under the coverage agreements.

In the past 4 years there has been an increasing trend in the termi-
nation of social security coverage. By March 1972 coverage had been
terminated for 133 entities employing 'about 9,900 workers (an average
of 74 workers per entity). As of December 1975 the number of entities
terminated had increased to 321, and the number of employees in-
volved to about 44,700. (The terminations between 1972 and 1975
averaged 139 employees per entity.) The Social Security Aciministra-
tion expects the number of employeesterminating to accelerate begin-
ning this year based on notices filed by the States of the intent to.
terminate coverage. By December 1977, based on requests already re-
ceived, the Social Security Administration expects coverage to be
terminated for another 210 entities employing about 75,000 workers
(an average of 357 employees per entity).

The State with the largest number of State and local employees for
whom coverage 'has already been terminated is California where the
coverage of about 24,500 employees had been terminated as of Decem-
ber 1975 and the termination of the coverage of an additional 33,600
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'employees is pending. However by March 1978 the State of New York
will lead in the number of employees terminated. In 1976 the State of
New York submitted notice to terminate social security coverage for
several groups in New York City. These groups include about 362,000
employees, or about 90 percent of the employees in New York City
who are now covered under social security. Unless New York with-
draws its notice of termination the coverage of these employees will
be terminated effective March 31, 1978.

No State has yet terminated the coverage of all State employees but
the State of Alaska will do so effective on December 31, 1977 (for
about 12,600 employees) unless it withdraws its notice of termination
before that date. Coverage has also been terminated to a larger extent
than in most States by Louisiana and Texas (11,397 and 4,868 employ-
ees respectively as of December 1975) and there are many terminations
pending for these States. (Coverage will be terminated for an addi-
tional 22,003 and 3,097 positions respectively in these States by the
end of 1977.)

2. Motivation behind termination._—In most cases up to now, when a
State terminated social security coverage, it was due to pressure from
employees who wanted their coverage terminated. Individuals who de-
sire to terminate their coverage are usually those who have been cov-
ered long enough under the program to meet the earnings requirements
for social security benefits without paying further contributions. They
often believe that it would be to their financial advantage to withdraw
from social security and purchase other protection with the money
that would otherwise have been paid as social security contributions.
Others, particularly policemen, firemen, and teachers, wish to with-
draw from social security because they have liberal staff-retirement
system protection and, since they can often retire at age 50 or 55 (or,
in some cases, after 20 years' service) with half pay, expect to be able
to qualify for social security benefits on the basis of credits earned in
secondary jobs or covered work performed after retirement from State
or local employment.

Most recently, the severe financial difficulties of many State and
local entities have led .State and local employers to actively consider
coverage termination as a way of reducing costs. The most well known
recent example is New York City. (New York City's social security
employer tax liability is now about $250 million a year, while its an-
nual cost for retirement plans for its employees is about double that.)

PROBLEMS RESIJLTING FROM TERMINATION OP COVERAGE

1. Gaps in protection.—Termination of social security coverage can
result in gaps in protection for the employees involved. Some em-
ployees have not worked long enough to be permanently insured when
coverage is terminated. Even those who are insured for retirement pro-
tection will lose disability protection in 5 years unless they have other
work covered under socialsecurity. Further improvements in the scope
of social security protection and increases in benefit• levels will make
it difficult, if not impossible, for future employees in a terminated
group to obtain comparable replacement protection at the cost of re-
maining under social security.
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2. Unwilling term,ination of coverage.—A related problem is that
when coverage is terminated for a group, some employees who wish to
continue to be covered are nevertheless: terminated because part of
the group desires termination. This has occurred most frequently in
the case of policemen and firemen who have aggressively campaigned
for termination even though employees in the group who are not
policemen or firemen have opposed termination. This is an especially
senous situation because the staff-retirement protection for the police-
men and firemen is often considerably more liberal than for other
members of the group who suffer serious deificiencies in their protection
when coverage is terminated. There are presently pending before the
committee several bills to allow policemen and firemen to terminate
their coverage without affecting the coverage of other employees in
the same coverage group and to permit the reinstatement of coverage
of such employees where the group's coverage 'has been previously
terminated. The administration has also recommended the enactment
of such legislation.

3. Effects on social security progra?m.—Termination of social Se-
curity coverage has serious financial effects on the social security pro-
gram since coverage of State and local employees has until now usually
been terminated at a time when most of the employees are already in-
sured for social security benefits. In many of these cases the social
security benefits payable are based on less than a lifetime of covered
work and are heavily weighted, thus representing a large return on the
workers' contributions. Also in regard to short-term financing, termi-
nation can present seridus financing problems. For instance, the Social
Security Administration has estimated that there will be a $3.1 billion
loss in contributions and interest to the social security trust funds dur-
irig the period 1978 through 1982 if coverage is terminated for the
362,000 employees of New York City effective in March 1978. If half
of the 8 million State and local government employees were termi-
nated, the loss for the same period would be $37.2 billion. On the other
hand, if all State and local employees were covered on a mandatory
basis an additional $35.2 billion would be added to the social security
trust funds.

The t.rend toward State and local termination not only has an ad-
verse effect on the social security trust funds but also stimulates other
workers and employers to consider termination—including persons
other than State and local employees who may seek the right to ter-
mm ate their social security coverage. People covered under the social
security program on a compulsory basis resent the fact that State and
local employees have the right to terminate coverage. The publicity
given to the recent New York City notice of termination has especialiy
aggravated this situation and tends to undermine public confidence in
the social security program.

4. Alternative protection may not be adequate.—Many State and lo-
cal employees who seek termination of their social security coverage

so on the assumption that they can obtain protection comparalIe
to that available under social security under an alternative plan at a
lower cost. However, this may not always be the case. Even if the
alternative plan is to greatly improve the retirement system protec-
tion, often the additional costs resulting from the liberalizations are
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inadequately financed. In some cases the retirement systems are fi-
nanced completely on a current cost basis which, while suitable for the
social security program which is backed by the capacity of the na-
tional work force to finance it, is not desirable for a retirement plan
for a relatively small group of employees. In other cases a State and
local employer, due to a shortage of operating funds, may divert con-
tributions intended for the retirement system to other purposes. In
these cases there is a real future threat to the ability ot the plan to
continue paying its promised benefits.

PROBLEMS RESULTING FROM LACK OF COVERAGE OF SOME STATE AND
LOCAL EMPLOYMENT

The exclusion of about 4 million State and local workers from social
security coverage has resulted in two serious problems, both related to
the fact that many workers shift between State and local employment
not covered under social security and employment covered under social
security.

1. Gaps in protection.—The first problem is that a large number of
individuals who have worked both under social security and in non-
covered jobs subject to a staff -retirsment system have gaps in their pro-
tection. Some get benefits under only one system, so that their benefits
do not reflect all their work. Some who have worked under both sys-
tems do not get benefits under either program. For example, many
workers who leave State or local employment have no carry-over staff-
retirement protection against death or disability, and, if they become
disabled or die before working long enough under social security to
qualify for social Security benefits, have no protection under eitherprogram.

2. WindaU social security benefit8.—The second problem is that
some State and local employees whose major employment is not
covered under social security qualify for substantial staff-retirement
benefits and also qualify for windfall social security benefits by work-
ing for relatively short periods in secondary jobs covered by social
security. Windfall situations occur because the social security pro-
gram, in accordance with principles common to social insurance, pro-
vides hea.vly weighted benefits for people who have had low average
monthly earnings over what would generally be considered a working
lifetime since they have less margin for reduction in their income upon
retirement, disability, or death.. These heavily weighted benefits,
though low dollar amounts, represent a relatively high return on a
worker's. social security contributions. Since many of those people
who. work less than a full working lifetime under social security are
likely to have an artificially low average of monthly earnings under
social security (because benefits are based on earnings averaged over
many years—ultimately over a period of 35 years—-a-nd. they will have
years of no or low earnings under social security due to their non-
covered work). they may qualify for heavily weighted social security
benefits. In such situations. the-combined benefits under-the two systems
may result in substantially higher benefits than if afl the work had
been- covered under only one system.
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This situatioh is inf air to all vorkers covered under social security
and to their employers who must bear the cost of the windfall social
security benefits payable to th State and Joal employees in such
situatiOns.

ALTERNATIVE APPROACHES TO SOLVINO ThE PBOBLE?48 THAT ARISE UN1)ER

THE PRESENT STATE AND LOCAL COVERAGE PROVISIONS

There are several general approaches to solving the problens that
arise because State and local employment is not covered under social
security on a compulsory basis and because covera.gecan be terminate4
for State and local groups. Most of the approaches however, raise, in
varying degrees, constitutional issues, including the issue of Federal
taxation of the States.

1. Co'm.pul.ory coverage.—Compulsory coverage of State and local
employment would not only solve the termination problem but would
prospectively eliminate windfall benefits and would fill the gaps in
protection of those who move between noncovered State and local em-
ployment and work covered under social security. Oontnbutions and
benefits provided under staff-retirement systems for groups not now
covered under social security could be adjusted to take account of social
security coverage and contributions. Coordinated coverage under
social security and a staff-retirement system would assure that benefits
under both systems would be reasonably related to a worker's life-
time. earnings and contributions.

The 1975 Advisory Council on Social Security urged that all em-
ployment not mandatorily covered under social security, including
State and local employment, be compulsorily covered under social
security. The Social Security Administration estimates that the exten-
sion of compulsory social security coverage to noncovered State and
local employment would over the long-range future result in a reduc-
tion in the cost of the cash benefits program of about 0.15 percent of
taxable payroll and about 0.04 percent in the cost of the hospital
insurance program.

However, the States would probably be opposed to compulsory
coverag, because of cost considerations and because many State and
local employers whose employees are not now covered under social.
security would have to modify their staff-retirement systems to take
account of the. additional cost of social security coverage. There is also
an unresolved constitutional question as to whether the Federal Gov-
ernment can levy a social security tax on employment by States and
their political subdivisions.

A modification of this approach which would avoid the issue of
whether the social security employer tax can be levied on the States
and their political subdivisions would be to compulsorily cover all
State and local employment but only to collect the social security em
pioyee taxes on such employment. This modification would eliminate
the problems of terminations, windfall benefits, and gaps in protection
but would have a substantial cost for the social security program due
to the loss of the employer contributions. To the extent that the added
cost would have to be borne by the rest of the contributors to the
social security prqgram, this, approach would be ufair
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2. Coverage of State and ZocaZ' eniployees tinder the self-employ-
ment provizbns.—Under this alternative all State and local employees
not covered under social security (either because the State has not
chosen to extend coverage to them or because the State has terminated
their coverage) would be. compulsorily covered under the self-employ-
ment provisions of the social security law. There are recedents for the
treatment of employee as• self-employed persons unuer social security
wherethere were problems in taxing employers, such as in the cases of
clergymen and members of religious orders who have not taken a vow
of poverty, U.S. citizens who perform services in the United States
as employees of foreign governments or international organizations,
and certain newspaper vendors who are 18 years of age or older. This
alternative would achieve universal coverage of State and local em-
ployment, thus eliminating the problems of windfalls and gaps in
protection, and would probably discourage employees from seeking
termination of coverage under State coverage agreements since they
would then have to pay social security self-employment contributions,
which are higher than employee contributions.

There are several problems associated with this approach. One prob-
lem is that the social securit.y trust funds would be disadvantaged in
that the self-employment contribution rate is only 68 percent of the
combined employer-employee contribution rate. (Alternatively, only
those State and local employees whose coverage has been terminated
could be covered as self-employed. This would reduce the cost to the
trust funds due to the lower self-employment tax rate but would not
eliminate windfall benefits for employees whose State and local em-
ployment had never been covered under social security.)

Another problem with this approach is that while it would dis-
courage employees from seeking termination, it could encourage em-
ployers to terminate because it would relieve them of the burden of
contributing to their employees' social security protection without de-
priving the employees of social security protection. Also, for the same
reason, there would be no incentive for a State to extend coverage to
additional State and local employee grAups. On the other hand, pres-
sures from State and local employees could tend to inhibit their em-ployers from terminating coverage and might in fact result in cover-
age of additional employees under Federal-State coverage agreements.

Still another problem is that State and local employees would
probably object to this approach because of the cost to them. The major-
ity of State and local employees who are not now covered under social
security are covered under and pay contributions to a State or local
retirement system. Coverage under social security on a self-employ-
ment basis would often result in the employees being required to make
very substantial contributions toward their retirement protection.
Further, in some cases, the combined benefits payable. under social
security and the staff-retirement system would be higher than their
former salary. The provisions of the staff-retirement systems would
have to be adjusted, if these problems are to be avoided.

3. Offset of social 8eczrity benefit8.—Another approach would be to
reduce the social security benefit payable to a person who was alsc
entitled to a staff-retirement penthon based on State and local employ-
ment which was not covered under social security. This would solve
the problem of windfall benefits.
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This approach has several' serious difficulties. It has proved vir-
tually impossible to find an offset method which would produce equi-
table results and would not involve insurmountable administrative
difflculties.For example, one offset method considered (but not recom-
mended) by the 1975 Advisory Council would be to combine an indi-
vidual's earnings under social security and' under the staff-retirement
plan' for purposes of determining the average monthly wage (AMW)
and the earnings-replacement rate of the social security benefit based
on the combined ea'rnings. The replacement rate applicable under
social security to that AMW would be applied to the individual's
AMW 'based solely on his earnings covered under social security to
determine the social security benefit payable. This approach .would
adversely affect individuals who worked under both systems and did
not receive windfall benefits (e.g. a person whose work career was
split 50—50 between both systems). Also, under this approach the
amount of the reduction in social security 'benefits would be capricious
because they would vary depending on whether the majority of the
soóial security employment had preceded or followed the employment
under the other system. '(The major reason for this variation is the
substantial increases in the contribution and benefit base over the
years.) Furthermore, under' this method it would be necessary to
obtain records of noncovered earnings from the State and local staff-
retirement systems; this could prove very difficult (and in some cases
impossible) and would result in delays in benefit payments.

ALTERNATIVE APPROACHES TO SOLVING ONLY THE TERMINATION PROBLEMS

1. Repeal termination provisions.—Seetion 218(g) (1) provides the
authority to the States to terminate the coverage for State and local
groups after the 2-year notice requirement and the 5-year duration of
agreement requirement is met. This provision could be repealed so that
under the law no current agreement could be terminated and future
coverage agreements would be of permanent duration. There is a ques-
tion, of course, as to whether the provision for termination which ap-
pears in each of the State agreements could be altered unilaterally.
Moreover, this procedure apparently would not take care of the situa-
tion where a State refused to meet its liability for the employer con-
tribution which, under existing law, would lead to termination of the
agreement by the Secretary of Health, Education, and Welfare. A
court would be unlikely to enforce a contractual obligation imposed
on the State where the Federal Government had already broken the
agreement by prohibiting termination. Since without some punitive
proyision, the State could thus, by non-compliance, accomplish what
it wanted to do in the first place—terminate coverage for its em
ployees—the issue of mandatory coverage of State and local employees
is really raised again by this alternative. Under another form of this
approach all present coverage agreements could be terminated, and
the States could be given an opportunity to negotiate new agreements
which would not include a right to terminate coverage for State and
local employees.

Any legislation to foreclose termination would probably accelerate
rather than inhibit termination of coverage because pending notices of
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lermination would become effective immediately. Many who'werecOn
sidering tennination notices would be likely to precipitously' grasp the
opportunity to stay out of coverage permanently. States which may
not even have been considering termination might take advantage of
the opportunity to take their employees out of coverage by not nego
tiating new agreements. To the extent that the States exercised the
opportunity to terminate, this approach could severely impair the
social security protection of millions of State and local employees,
increase the windfall benefits problem and result in serious adverse
effects on the social security trust funds.

2. Freeze benefits of State and local empllyee8 whose coverage 28
term.inated.—Beneflts of State and local employees whose coverage is
terminated could be frozen at the level provided under the law at the
time of termination. Thus, terminated employees would not get the
advantages of general benefit increases or liberalization in protection
afforded under the program which were enacted after termination.
This approach would discourage terminations and would reduce the
windfall benefits problem associated with terminations. The major
objection to this approach is that it would run counter to the purpose
of social security of preventing dependency, in that it would seriously
impair the protection of many State and local employees. Also it would
be inequitable to freez the social security benefits of State and io9ai
employees whose coverage was terminated (especially those employees
who wanted and needed continued social security coverage) while
givmg all other individuals who left employment covered under social
security ihe benefit of future improvements in social security.

This approach would be difficult to administer because records
would have to be kept of which individual State and local employees
occupied the positions for which coverage was terminated at the time
coverage was terminated, 'and there would have to be special provi-
sions for computing the amount of their frozen benefits. The provi-
sion would also be difficult to apply, especially in the case of a worker
who left State or local employment at some point 'after coverage was
'terminated and who then entered covered private employment, or other
pu'blic employment, covered under social security.

3. Pro'uide more restrictive conditions on the termination of cover-
aqe of State and local eniplovees.—There are various ways in which
the conditions for termination could be made more restrictive by legis-
lation rather than by renegotiation of the State coverage agreements.
IFor example, a referendum in which a majority of employees had to
vote for termination of coverage could be required before a State
could terminate. Another way would be to require certification by an
independent actuary that the total protec.tion (from all Sources) pro-
vided for the group would not be impaired because of termination.
Such a restriction would protect the employees involved and would
be consistent with the policy of the Congress. enunciated when cover-
age 'was first made available to State 'and local retirement system
members, that there be no impairment of the protection of the retire-
ment system members 'by reason of the extension of social security
coverage to their employment.

The major problem with this type of approach is that it cou1d'rise
the issue of 'whether the provision altered the terms of the State's
coverage agreement without the State's consent..
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4. Withhold from gi'ants to the £'tates the excess cost to the social
security trust funds arising out of terimination of coverage.—Uncler
this approach, the adverse effects on the social security trust funds
resultmg from paying windfall benefits to terminated State and local
employees would be avoided by providing that the amount of the wind-
fail benefits paid to State and local employees for whom coverage was
terminated could be withheld from Federal grants or other Federal
revenues given the State. (Social security benefits paid to the workers
involved would not be affected.)

Under present Federal law agencies may withhold grants t.o fulfill
a liability incurred by a State. For example, section 218(j) of the
Social' Security Act permits the Secretary of Health, Education, and
Welfare to withhold amounts of social security contributions owed by
the State from any grants made to the State under the Social Security
Act. However, there is a real problem in withholdino monies from
grants under the Social Security Act, because the resuit would be the
deprivation of some individuals of needed aid under social welfare
programs. Also, this approach would not reduce the incentives for
State and local employees to seek termination and would only partially
deter the States from seeking termination for financial reasons, since
the loss of grant revenues on account of windfalls arising out of
termination would be considerably less than the social security em-
ployer contributions the States would have to pay if coverage were
not terminated.

Another important problem with this approach is that it would be
difficult to closely estimate the amount of the windfall; it would be
necessary to have detailed information concerning such matters as the
age distribution, earnings potential, and turnover rates of terminated
employees. There would no doubt be strong disagreements between the
parties concerned as to the proper amount, of the adjustment.



Social Security Coverage of Federal Civilian Employment

PRESENT LAW

The Social Security Act excludes from coverage Federal civilian
employment that is covered under a staff retirement system (such as
the civil service retirement (CSR) system) established by a law of
the United States. For the calendar quarter ending December 31, 1975,
out of a total of 2.7 million Federal civilian employees about 2.4 mil-
lion were excluded from social security coverage because they were
covered under a Federal staff-retirement system. About 350,000 em-
ployees not covered under staff-retirement systems were covered by
social security.

LEGISLATIVE HISTORY

The Social Security Act of 1935 excluded from coverage all civilian
employment for the Federal Government or foi' an instrumentality of
the United States. (All other public employment, as well. as all self-
employment and private employment other than in industry and com-
merce, was. also excluded.) At that time the Federal CSR system had
been in existence for 15 years and was well established. Most Federal
civilian employment was covered under the CSR system or one of the
smaller Federal retirement systems and there seemed to be no need
for Federal employees to be covered under two retirement systems.

The Social Security Amendments of 1939 extended social security
coverage to U.S. instrumentalities with the exception of those wholly
owned by the United States or specifically exempted by any law.

The Social Security Amendments of 1950, as part of a major expan-
sion of the social security program, covered (1) employees of the
United States Government or of wholly owned corporations of the
United States who were not covered under any Federal retirement
system (these generally were short-term Federal employees,, whose em-
ployment was irregular, intermittent, or of limited or uncertain dura-
tion, who were considered likely to shift between Federal and private
employment) and (2) employees of certain types of instrumentalities
of the Federal Government who were already covered by staff-retire-
ment systems but whose employers sought social security coverage as
a means of improving the retirement protection of their employees
at a reasonable additional cost. These amendments specifically excluded
from coverage services performed by Members of Congress and legisla-
tive employees.

PROBLEMS RESULTING PROM LACK O' SOCIAL SECURITY COVERAGE

The exclusion of Federal civilian employment from social security
coverage has resulted in two major problems which have long been
recognized. These problems are related mainly to the large number of

(12)
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workers who shift between Federal employment and work covered
under social security and are• the same problems as those discussed
previously which occur because some State and local employment is
not covered under social security.

1. Gape in Protection.—The first problem is that there are gaps in
protection of many individuals who have worked under both the social
security and CSR systems. Some individuals may qualify for benefits
under only one system with the result that their benefits are not based
on their lifetime earnings and contributions to both systems. Some
fail• to get benefits under either system. As an example, employees
who become disabled or die after leaving Federal employment have
no carry-over protection from their period of Federal service; the
survivors or the disabled worker and his dependents may have no
protection at all if. the worker did not have enough employment cov-
ered under social securiy to become insured under social security. Also
80 percent of the workers who leave Federal employment before retire-
ment withdraw their retirement contributions and thus have no retire-
ment protection based on their Federal service.

There are also gaps in the disability and survivors protection of
Federal employees who do not shift between Federal employment and
other work but who have not completed very substantial periods of
Federal. service. It generally requires many more years of Federal
service, before a Federal civilian employee's family survivorship pro-
tection reaches the level that would have been provided under the
social security system if his Federal service had been covered by social
security. In some cases the CSR family survivorship protection never
ieaches the social security level regardless of the length of Federal
service. In disability cases the CSR system guarantees a minimum
benefit level after 5 years of Federal service for a disabled worker
with no dependents which is generally higher than the benefit which
would be payable under social security to a disabled worker with no
dependents. However, if the disabled worker has dependents the CSR
system family disability protection is in many cases less than social
security would provide, because social security provides benefits to
family dependents 'wlile the CSR system provides benefits only to the
disabled worker.

2. Windfall Benefits.—The second major problem resulting from
the exclusion of Federal civilian employment from social security cov-
erage is that many individuals who have worked under both the social
security and CSR systems are able to qualify for social security benefits
in addition to substantial CSR benefits. In many of these situations
the social security benefits may . be characterized as windfall benefits
because, although they are in the lower benefit range, they are heavily
weighted and represent ,a relatively high return on the worker's social
security contributions. (For a full discussion of windfall benefits see
the discussion under the State and local employment section.) This
situation is unfair to all workers covered under social security and to
their employers who must bear the cost of the windfall social security
benefits payable to Federal employees.

'A special study conducted in 1969 by the Social Security Admin-
istration in' cooperation with the Civil Service Commission indicated
that about 43 percent of civil service retirees were entitled to social
security benefits. This figure is probably closer to 50 percent today
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because of P.L. 89-504, which permitted Federal civil service em-
ployees, beginning in July 196, to retire on an unreduced annuity
at 'age 55 with 30 years of Federal service. As a result, many civil
service employees now retire at younger ages and have more oppor-
tunity to acquire social Security coverage; more civil service retirement
annuitants are now under age 62, the age when social security retire-
ment benefits are first payable. '(On the other hand, the, increasing
social security insured status requirements make it somewhat more
difficult for younger civil service employees to qualify for social
security retirement benefits.)

HISORT OP EFEORTS TO RRMEDY THE PROBLEMS THAT ARISE BECAUSE
FEDERAL EMPLOYEES ARE NOT COVERED UNDER SOCIAL SECURITY

Since 1938 many groups have studied the situation and made vari-
ous recommendations as to solutions. Following is a. brief history of
the studies and reCommendations which have been made over the
years concerning social security protection for Federal employees and
of variOus attempts to act on these recommendations.

1938

The 1938 Advisory Council on Social Security recommended that
the social security program be extended as soon as feasible to include
additional groups not covered and that "studies should be made of the
administrative, legal, and financial problems involved in the coverage
of self-employed persons and governmental employees."

1948

The 1948 Advisory Council on Social Security recommended that
social security coverage be extended immediately to Federal employees
who were excluded from coverage under the CSR system. As a tem-
porary measure designed to give protection to the short-term Govern
ment worker, the Council also recommended that the wage credits of
all those who died or left Federal employment with less than 5 years'
service be transferred to social security. In addition, the council said,
"The Congress should direct the Social Security Administration and
the agencies administering the various Federal retirement programs
to develop, a permanent lan for extending old-age and survivors in-
surance to, all Federal civilian employees, whereby the benefits and
contributions of the Federal retirement systems would supplement the
protection of old-age and survivors insurance and provide combined
benefits at least equal to those now payable under special retirement
systems."

The Social Security Amendments of 1950 extended social security
coverage to Federal civilian employees not protected under a staff-
retirement system.

1952—1954

The Committee on Retirement Policy for Federal Personnel ('the
Icaplan Committee) created in 1952 pursuant to P.L. 555, 82d Con-
gress, was dire'cted to study, among other things, the relationship of
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Federal retirement systems to one another and to the social security.
system. This committee in its 1954 report recommended specific plans
under which virtually all personnel of the Federal Government (both
civilian and military) would be covered tinder social security. Under
the plan applicable to the CSR system, the civil service benefits and
contributions would have been reduced (so as to reduce the cost of
dual coverage for both employees and the Government) to take into
account that social security benefits and contributions would be pay-
able, but the overall protection afforded civil service employees would
have been substantially improved.

The Congress extended coverage, to members of the uniformed serv-
ices, beginning in 1957.

1960—1966

In 1960 the Committee on Ways and Means in its report on the So-
cial Security Amendments of 1960 requested the Social Security Ad-
ministration and the Civil Service Commission to accelerate their
efforts in finding a workable and sound solution to the problems re-
sulting from lack of coverage of Federal civilian employment and to
report the solution to the Congress at the earliest opportunity. In re-
sponse to that reQuest the 1965 Joint Report of the Civil Service Com-
mission and the Social Security Administration entitled "Social Se-
curity and. Federal Employment" recommended a transfer-of-credit
plan, under which credit for the Federal employment of workers who
die, become disabled, or leave work covered under the CSR system and
are not eligible for protection under that system would be transferred
to social security.

The' 1965 Advisory Council on Social Security recommended a
similar plan. In 1965 the President asked the Cabinet Committee on
Federal Staff Retirement. Systems to review the structure of the Fed-
eral Government's staff retirement systems and to recommend changes
to make those systems fully effective and more equitable. The Cabinet
Committee in its 1966 report to the President recommended that

(a) Employees subject to the CSR or the Foreign Service re-
tirement systems who die, become disabled, or leave the Federal
service and do not have protection under the staff-retirement sys-
tem have their credits under the staff-retirement system trans-
ferred to social security;

() Employees an1 their survivors who become eligible for
benefits under either of these staff-retirement systems be guaran-
teed that the benefit amount they receive under the staff system
(or, if they are also eligible for social security benefits, under the
staff-retirement system and social security together) be at least
at the level that would be payable if their Federal service had
been covered under social security.; and

(c) All present Federal employees who desire the coverage, and
all persons who in the future enter or reenter Federal employ-
ment that is covered only by a staff-retirement system, be covered
under the health insurance provisions of social security.

These proposals were included in Adwinistration bills in 1966 and
1967 but were not adopted by the Congress In 1967 the Committee
on Ways and Means in its report on the Social Security Amendments
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of 1967 indicated awareness of the problem of the gaps in protection
of Federal employees not covered under social security and stated that
the committee had considered the transfer-of-credit plan as well as
a plan for extension 'of social security ccverage to Federal civilian em-
ployment. The committee believed that each of the ideas had merit but
also believed that further study was needed and directed the Social
Security Administration, in cooperation with employee groups and
appropriate Federal agencies, to study the problems and make recom-
mendations to resolve the problems on a basis fair to Federal em-
ployees and to all other workers.

1968

A Brookings Study in Social Econon)ics, "Social Security Perspec-
tives for Reform" recommended that social security coverage be ex-
tended to all Government employees, and Government employees'
pension programs be made supplementary to basic social security pro-
tection. The study also recommended that i.f integration along these
lines was not considered feasible, civil service workers whose period
of employment was insufficient to provide adequate benefits be given
transferable credits to the social security system to guarantee that
Government employment would always produce a benefit at least as
large as the same employment would produce under social security.

1969

In response to the 1967 request of the Committee on Ways and
Means, the Social Security Administration in a report "Relating So-
cial. Security Protection to the Federal Civil Service" recommended
a transfer-of-credit plan and minimum guarantee similar to those
recommended in 1966 by the Cabinet Committee on Federal Staff Re-
tirement Systems

1971

The. 1971 Advisory Council on Social Security recommended that
the Congress give consideration to an approach under which earnings
credits under social security and the CSR system of a worler who re-
tires, becomes disabled, or dies, would be combined in cases when there
is no, benefit eligibility, under one or either system so that benefits can
be paid—under one system. or the other—which take into account the
wOrker's earnings.under both systems.

The Committe on Ways and Means in its report on the Social
Security Amendments o,f 1971 spoke of its long concern about the in-
equities and gaps 'in protection arising from the exclusion of. Federal
employment from social security, coverage. The Committee noted that
over the years various proposals to coordinate the social security and
CSR systems had been advanced but none were completely accept-
able, and that since the recommendation of the 1971 Advisory Council
(described above) 'vas presented to the Committee late in its consider-
ation. of the 1971 legislation, there .was insufficient time for the com-
mittee to consider the complex issues involved. ,The committee directed
the Social Security Administration in consultation with organizations
of Federal employees and the Civil Service Commission to give fur
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ther study to ways in which an acceptable, limited coordination be-
tween the two programs could be achieved and to submit a report to
the committee by July 1, 1972. However, since it proved impossible for
the various interested parties to agree on what would constitute a
orkab1e plan, no report was submitted to the committee.

1975

The 1975 Advisory Council on Social Security was concerned about
the problems that arise because Federal civilian employment is not
covered under social security and recommended that the Congress de-
velop immediately ways of making the social security system applica-
ble to virtually all gainful employment, giving special attention to
those areas of employment in which coordinated coverage under social
security and existing staff-retirement systems would assure that bene-
fits were reasonably related to a worker's lifetime earnings and con-
tributions.

ALTERNATIVE APPROACHES TO SOLVING THE PROBLEMS RESULTING FROM
EXCLUSION OF FEDERAL CIVILIAN SERVICE FROM SOCIAL SECURITY
COVERAGE

1. Fufly-additive Socia' Security Coveraqe.—Tlnder this approac1
social security coverage would be mandatorily extended to Federal em
ployment covered by the CSR system without making any changes in
the CSR system to take account of this protection. Federal employees
and their employing agencies would each continue to contribute to the
CSR system at the current rate and, in addition, would make contri-
butions to the social security system at the current rate. Federal em-
ployees would receive full benefits under both systems.

This approach would solve the problems of gaps in protection and
windfall benefits, but would go too far in that combined benefits under
both. systems would be very high when compared to prior earnings.
In some cases the combined benefits would exceed the worker's salary
at the time he retired. Moreover, this approach would be very costly
to theFederal employees and the Government as employer. For exam-
ple, for 1976 the combined employer-employee contributions to both
systems would be 25.7 percent of each employee's salary up to $15,300,
and 14percent of salary above $15,300.

2. Transfer-of -Credits Approach.—One transfer-of-credits ap-
proach which has been considered in the. past would be to combine
earnings credits under the social security and CSR systems when a
worker retired, became disabled, or died with no benefits eligibility
under one or either system. This approach would remedy some of the
problems of gaps in protection but not all—for example, it would do
nothing to improve family disability or survivor protection under
the CSR system. It would not solve the windfall problem as Federal
employees eligible under both systems could still receive benefits under
both systems. Another difficulty with this approach is that the Civil
Service Commission has always opposed any plan that would grant
credit under the CSR system for non-Federal employment on the basis
that this would not be in accord with the staff-retirement system ob-
jective of rewarding long service for a particular employee.



18

Aiothex transfer-of-credits plan, which would avoid the Civil Serv-
ice Commission' objection stated above, would be to transfer credits
for Federal empolyment to social security if a worker retired, became
disabled,. or died with no benefit eligibility under the CRS system.
However, like the first transfer-of-credits plan, this plan would only
fill some of the gaps in protection and would not eliminate windafli
benefits. Consideration has also been given to this transfer-of-credits
plan combined with a guarantee to Federal employees that when
there was eligibility under the CSR system the CSR benefits would be
at least equal to the monthly amounts that would be payable if the
Federal service had been covered under social securiy. This approach
would still the remaining gaps in protection but would still not solve
the windfall problams.

3. Vo'7'untary Sodal Security Coverage.—Under this approach
(which has been supported by some organizations of Federal employ-
ees) Federal employees would be permitted to elect social security cov-
erage on an individual basis, with no changes made in the CSR system.
Employees who elected coverage would pay social security employee
contributions in addition to their CSR contributions. The Government,
as employer, would pay social security employer contributions in addi-
tion to CSR contributions. Employees would be able to receive full
benefits under both systems.

This approach has the difficulties discussed under the fully additive
approach of excessively high cost for employees and for the Govern-
ment and of excessively high combined benefits under both systems.
In addition, this approach would not fully solve either of the problems
of gaps in protection or windfall benefits since not all Federal em-
ployees would elect social security coverage. Relatively low-paid Fed-
eral employees who would be most in need of the social security pro-
tection. would be inclined not to elect to pay the additional social
security contributions because of pressing day-to-day needs. Participa-
tion. in the social security program would tend to be concentrated in
the group of employees who were higher paid and could afford the
additional contributions and who were higher cost risks in that they
expected to receive a large return on their contributions. The Govern-
ment's increased contributions would go largely toward increased bene-
fits for this group.

4. Socia7 Security Off8et.—TJnder an offset approach a reduction
would be made in any social security benefits payable to an individual
who was also entitled to a CSR benefit. This could be achieved in a
variety, of ways, ne of which is discussed in the section on State and
local employment. This approach would eliminate the problem of
windfall benefits but would do nothing to solve the problem of gaps
in protection. In addition, it has proved impossible to develop an offset
method which would provide equitable results and yet be feasible for
the Social Security Administration to administer, as discussed in the
section on State and local employment.

5. Coverage-Coordination.—The most effective approach for elimi-
nating both the problems of the gaps in protection and the windfall
benefits would be the extension of compulsory social security coverage
to Federal employment with modification in the CSR system to take
account' of the social security coverage. This approach, which has been
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recommended many times in the past, would result in Pederal em-
ployees having the same basic-plus-supplemental combination of social
security and staff-retirement system protection that has long been
provided for workers in other areas of employment. Under the ccver-
age-coordination plan, the worker would always have social security
protection, based on coverage of all of his work and regardless of
shifts between Federal service and other work. It would no longer
be possible, for example, for the worker who qualifies for a substantial
CSR benefit to also obtain a social security benefit based on a relatively
shOrt period of work covered by social security, and which might be
disproportionately large in relation to the amount of covered work
anti social security contributions. The Social Security Administration
estimates that extending social security coverage on a mandatory basis
to Federal civilian employment would over the long-range future
result in a reduction of costs of about 0.17 percent of taxable payroll
to the social security cash benefits program and 0.06 percent to the
hospital insurance program. Contributions would exceed benefit pay-
ments by large amounts shortly after extension of coverage (by an
estimated $47.2 billion for 1977 through 1982) but such balances would
decrease as benefits based on newly covered employment rose rapidly
in the future.

There are two major difficulties with this approach. The first is the
traditional opposition of organizations of Federal employees to any
coordination of the CSR system with social security because they fear
that once social security coverage was provided, the role of the CSR
system in providing protection for Federal employees would become
much less important and that further improvements in their retire-
ment, disability, and survivors protection would tend to be limited to
those made in the social security system.

The second problem is that increased early-year costs would be nec-
essary in order to prevent deliberalizations for current Federal em-
ployees. Under any plan extending social security coverage to Federal
employees, with employees qualifying for independently computed
benefits under social security and CSR based on the same period of
Federal service, there would likely be need to provide some increases
in benefits in situations where existing benefits are already reasonably
adequate, in order to avoid deliberalizing present benefits for some
employees. This technical factor could result in an additional cost for
improvements which may not be essential to achievement of the basic
objective. Increased long-range costs could be avoided by extending
social security coverage only to Federal workers hired after the effec-
tive date of coverage and to Federal workers not qualified for CSR
benefits as of that date.

INDEPENDENT DEVELOPMENT OF THE TWO SYSTEMS

The problems in developing a satisfactory proposal for providing
social security protection for Federal employees in coordination with
the OSR system are different than they were in past years because of
the improvements that have been made in both systems in the last 20
years. The more important changes made in the provisions of the CSR.
system during those two decades are:
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(a) The basic annuity formula was changed to produce larger
annuities;

(b) The high-5-year average basis for computing an annuity
was reduced to a high-3-year average;

(c) A guarantee was provided to generally improve the dis-
ability annuities of relatively short-to-medium term employees
and the survivor annuities of dependents of such employees;

(d) Automatic cost-of-living increases were provided for an-
iluity payments made to annuitants already on the rolls; and

(e) Annuitants were guaranteed that their annuities would not.
be less than the prevailing minimum primary insurance am'ount
payable by social security.

As a result of these improvements, the retirement system is paying
more liberal benefits to age-and-service retirees, disability retirees,.
and survivors with a large increase in the cost of the system.



Social Security Coverage of Employees
of Nonprofit Organizations

PRESENT LAW

Work performed for a nonprfit religious, charitable, educational,
or other tax-exempt organization specified in section 501(c) (3) of the
Internal Revenue Code is covered under social security if the. orga-
nization files a certificate with the internal Revenue Service waiving
its exemption from social security taxation. (I'Vork performed for other
nonprofit organization is covered compulsorily.) Work performed by
an employee of a tax-exempt nonprofit organization is covered only if
the remuneration paid for such work is $50 or more in a calendar quar-
ter. The organization can elect up to 5 years of retroactive coverage for
its employees at the time it files its waiver certificate. The waiver
certificate must be accompanied by a list of workers who are employed
when the waiver is filed, or were employed in the retroactive period,
who desire to be covered under social security; employees hired (or
rehired) in the future are covered compulsorily. The organization can
amend the list of employees 'who desire coverage to include additional
employees during the 2 year period following the calendar quarter in
which the waiver certificate is filed.

Nonprofit organizations may terminate coverage for their employees
upon giving 2 years' advance notice but the notice may not be given
until the coverage has been in effect for at least 8 years. Also, the Sec-
retary of the Treasury can terminate the coverage if an organization
is no longer able to meet the requirements of section 501 (c) (3) of the-
Code or if it is unable to pay the required social security contributions.
Under present law, once coverage has been terminated for a nonprofit
employer, the employer cannot again provide social security coverage
for its employees.

HISTORY OF THE DEVELOPMENT OF COVERAGE

The traditional tax exemption provided to religious and charitable
organizations had made it seem necessary to exclude employees of
these organizations from coverage under the social security program.
By 1950, however, it seemed that employees of these organizations and
the organizations themselves favored coverage provided that it could
be done in a way which would not endanger their tax-exempt status.
Coverage for employees of nonprofit organizations was provided under-
the Social Security Amendments of 1950. In the years following 1950,
the law was amended from time t3 time to permit validation of earn-
ings which were erroneously reported due to misunderstanding about
the provisions for covering the employees, and the time period in which
an organization could amend its list of concurring employees was
extended until it became 2 years following the calendar quarter in.
which the waiver certificate is filed.

(21)
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COVERAGE AND TERMINATIONS OF COVERAGE

At present about 90 percent of the roughly 4 million employees of
nonprofit organizations included in section 501(c) (3) of the Internal
Revenue Code are covered under social security. Of those employees
not covered under social security about 210,000 could be covered if the
employing organizations waived their tax-exempt status and the em-
ployees chose to be covered, and about 150,000 are excluded by Federal
law because they are paid less than $50 for work performed in a cal-
endar quarter or because the services they perform are excluded from
social security coverage. Over the years a total of about 133.000 orga-
nizations have waived their tax-exempt status and provided coverage
for their employees. Coverage under the provisions in the law applica-
ble to nonprofit employers has been terminated for about 131 of these
organizations. (The number of employees whose coverage was termi-
nated is not known.) In some cases the organizations voluntarily
chose to terminate the coverage; in others the termination resulted
from action of the Secretary of the Treasury. When the Secretary of
the Treasury terminates coverage because the organization no longer
meets the requirements of section 501(c) (3) of the Code (e.g., it loses
its tax-exempt status), the employees of the organization are covered
under social security on a compulsory basis under other provisions of
law governing the coverage of such employees.

EXTENT OF SOCIAL SECURITY COVERAGE OF EMPLOYEES F STATE AND LOCAL GOVERNMENTS, 1951-75

Fin thousands of workers in lone of each years

• Namberof Numberof

Total number
employees

covered under
employees not
covered under

Year of employees social security social security

1951
0952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975

3,400
3,830
3,670
4,200
4,340
4,430
4,610
4, 960
5, 210
5,410
5,590
6,020
6, 460
6,600
6,890
7,260
8, 030
8,710
8,890
9,700

10,380
10,710
11,100
11, 570
12, 390

NA
500
730
960

1,210
1,840
2,136
3, 000
3, 100
3,300
3,200
3,800
4, 000
4,700
4,900
5,600
6, 200
6,300
6,600
6,600
7,060
7, 300
7,550
7,870
8,670

NA
3,330
2940
3,240
3,130
2,640
2,474
1,960
2, 110
2,110
2,390
2,220
2,460
1,900
1,990
1,960
1,330
2,410
2,290
3,100
3,320
8,430
9,550
3,700
3,720

Source: Social Security Administration, Bureau of Data Processing.
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EXTENT OF SOCIAL SECURITY COVERAGE OF FEDERAL CIVILIAN EMpLOYEES, 1951—75

(In thousands of workers in June of each yearj

Number of Number of
employees employees net

Total number covered under covered under
Year of employees social security social security

1951 2,200 620 1,580
1952 2,520 710 1,810
1953 2,160 640 1,520
1954 2, 250 550 1, 700
1955 2, 220 450 1,770
1956 2, 190 290 1,900
1957 2,190 140 2,050
1958 2,170 170 2,000
1959. 2, 150 190 1,960
1969. 2,140 170 1,910
1961 2,220 170 2,050
1962 2, 300 180 2, 120
1963 2, 310 110 2, 140
1964 2, 340 180 2, 160
1965 2, 410 280 2, 130
1966. 2, 650 320 2,330
1967. 2,840 350 2,490
1968 2,820 360 2,460
1969. 2, 880 360 2, 520
1970 2, 760 330 2, 430
1971 2,680 300 2,380
1972 2,660 360 2,300
1973 2,630 320 2,310
1974,. 2,750 290 2,460
1975 2,770 300 2,470

Source: Social Security Administration, Bureau of Data Processing.

EXTENT OF SOCIAL SECURITY COVERAGE OF EMPLOYEES OF NON-PROFIT ORGANIZATIONS, 1951—75

(In thousands of workers In June of each yearj

Numberof Namberot
employees employees not

Total number covered under covered under
Year of employees social security social security

1951 1,260 700 560
1952 1,360 790 570
1953 1,590 880 710
1954 1,570 910 660
1955 1,350 1,130 220
1956 1,400 1,170 230
1957 1,640 1,204 436
1958 1,860 1,230 680'
1959 1,800 1,300 500
1969. 1,980 1,500 480
1961 2,080 1,690 480
1962 2,090 1,600 490
1963_ 2, 170 1,700 410'
1964 2,220 1,600 620
1915 2, 380 1,800 580
1966 2, 340 1,700 640
1967 2, 680 2, 100 580
1968 2,720 2, 100 620
1969 3,071) 2,670 400
1970 3,320 2,820 500
1971 3 380 2, 890 490
19Th 3, 050 2,620 430
1980 3, 330 2,890' 440
1974. 3, 510 3, 130 380
1975 3,910 3, 550 360

Source: Social Security Administration, Bureau of Data Processing.
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IIUMBER OF STATE AND LOCAL GOVERNMENTGROUPS AND EMPLOYEES NEWLY COVERED UNDER SOCIAL SECURITY

OR WHOSE COVERAGE HAS BEEN TERMINATED IN THE PERIOD 1973—75—BY STATE

Coverage extended Coverage terminated— Netgainorloss
Namber of Number of Number of Number of of coverage

State groups employees u groups employees of employees

.Albama 74 750 0 0 +750
Alaska 20 921 0 0 +921
Arizona 13 942 0 0 +942
Arkansas 38 162 0 0 +162
'California 88 2,981 77 18,414 —15,433,
'Colorado 38 205 4 382 —lllj
Connecticut 25 256 0 0 +250
Delaware 8 108 0 0 +108

'flurida 60 1,306 0 0 +1,306
Georgia 60 3,098 4 615 +2,483
Huwaii 0 0 0 0 0

idaho 40 92 0 0 +92
Illinois 230 3,354 0 0 +3,354
'Indiana 49 3,308 0 0 +3,308
lows 70 704 0 0 +704
Kansas ' 63 485 0 0 +485
Kentucky 71 1,638 0 0 +1, 638

toulsiunu 26 441 33 5, 331 +4,890
Maine 23 212 1 14 +198

'Maryland 16 1,689 0 0 +1,689
'Massachusetts 0 0 0 0 0

Michigan 93 1,363 0 0 +1,363
Minnesota 119 926 0 0 +926

'Mississippi 50 974 0 0 +974
Missouri 132 1576 0 0 +1,576

'Montana 21 83 0 0 +83
Nebraska 45 2,565 0 0 +2, 565

'Nevuda 8 181 0 0 +181
New Hampshire 11 58 0 0 +58
New Jersey 55 1,935 0 0 +1,935
New Mexico .._ 21 697 0 0 +697

'NewYork 62 1,734 0 0 +1,734
North Carolina 94 6,918 0 0 +6,918
North Dakota 30 , 61 0 0 +61

'Ohio 1 3 0 0
-Oklahoma 62 1,655 0 0 +1, 655
'Oregon 59 328 0 0 +328
Pennsylvania 219 1,920 0 0 +1,920
PuertoRico 0 0 0 0 0
Rhode Island 3 21 0 0 +21

-South Carolina ' 54 638 0 0 +638
South Dakota 23 93 0 0 +93
Tennessee 58 799 0 0 +799
Texas 117 3,044 24 2,842 +202
Utah ' 12 154 0 0 +154
Vermont,. 30 240 0 0 +240
Virginla 36 2,228 0 0 +2,228
'Virgin Islands 1 198 0 0 +198
Washingtss 38 1,581 9 804 +777

'West Virginia 34 357 0 0 +si
Wlsconsln 52 1,183 0 0 +1,183
Wyoming 29 2,211 0 0 +2, 211

'Interstate
instrumentalities 6 146 , 0 0 +146

Total 2,587 58, 522 15,2 28,402 +30,120

I The term "group" for termination purposes is generally broader than for coverage purposes. For example, a city
'which is a single group for termination purposes may include a number of groups within the city that were covered at
-different times (e.g. groups of employees under policemen, firemen, teachers', and city retirement systems).

I Represeoto the namher of positions covered for the first time due to modification of State coverage agreements. Does
not include increases in the number of covered positions which result from automatic coverage when (1) the work force in
—a covered entity Is enppoded or (2) a job vacated by an employee who hud not elected coverage In an entity in which cover-
-age was effected by the divided retirement system approach in filled by a new employee, or (3) there are noncovere4 posi-
lions in a group that becomes part of another group that had been previoUsly covered.

Source: Social Security Administration, Bureau of Data Processing.



25

'NUMBER OF STATE AND LOCAL GOVERNMENT GROUPS I AND EMPLOYEES NEWLY COVERED UNDER SOCIAL

SECURITY OR WHOSE COVERAGE HAS BEEN TERMINATED IN THE PERIOD 1967—75—BY YEAR

Year

Newly c

Number of
groups

overed

Number of
employees I

Termin

Number of
groups

ated

Number of
employees

Net gain or
loss of

coverage

1967
'1968
'1969
1970
1971
1972
T973.,_
1974
1975

1,000
1,717

938
1, 031
1,011

944
709
821

1,057

67,473
76, 925
84,351
58, 039
56,558
34, 881
20,231
21,281
17,010

11
14
20
29
33
41
33
68
51

323
863

1,262
2, 493
2,837
6,951
4,892
8,405

15, 105

+67,150
+76,062
+83,089
+55, 546
+53,721
+27,930
+15,339
+12, 876
+1,905

Total 9,228 436, 749 300 43,131 +393,618

I The term 'groops' for termioalion purposes io much broader lhan for coverage purpooeo. For euample, a city which
isa siogle group for terminatioo purpsseo muy include a oumber of groups withio the city that were covered at different
timeo (e.g. groups of employees under pslicemen, firemen, teachers' and city retirement systems).

Represento the numberof positions covered for the first time due to modification of State coverage agreements. Does
not include increases io the numbor of covered positions which result from automatic coverage when (1) the work force
in a covered entity is espanded, or (2) a job vacated by an employee who had not elected coverage in an entity in which
coverage was effected by the divided retirement system aprpsach is filled by a new employee, or (3) there are ooscovered
positions in a group that becomes part of another group that had been previously covered.

Source: Social Security Administration, Bureau of Data Processing.

NUMBER OF STATE AND LOCAL GOVERNMENT GROUPS AND EMPLOYEES WHOSE SOCIAL SECURITY COVERAGE WILL

HAVE BEEN TERMINATED BY MARCH 31, 1978—BY YEARI

Number nf Number of
Year groups employees

1959 1 3
1960 0 0
1961 1 5
1962 0 0
1963 2 41
1964 10 132
1965 4 105
1966 5 33
1967 11 323
1968 14 863
1969 20 1,262
1970 29 2,493
1971 33 2,837
1972 41 6,951
1973 33 4,892
1974 68 8,405
1975 51 15,105
1976 56 8, 197
1977 154 66,677
1978 35 379,983

Total 568 498,307

1 Firsttermination occurred in 1959. Figures for 1976 through 1978 based na notices of termination filed 1973 through
Llurch 1976.

Source: Social Security Administration, Bureau of Data Processing.



26

NUMBER OF STATE AND LOCAL GOVERNMENT EMPLOYEES WHOSE SOCIAL SECURITY COVERAGE WILL HAVE BEEN

TERMINATED BY APR. 11978, COMPARED WITH NUMBER OF COVERED EMPLOYEES IN JUNE 1975—BY STATE

Number of am-
Number of em— Persons in ployees for whom

ployeeo for whom covered positions coverage will have
coverage was in calendar been ternsinoted

terminoted prior to quarter ending from Jeiy 1 1975
State June 30, 1975 June 1975' to Apr. 1,19783

Alabama 0 222, 553 0

Aleoka 0 28, 101 12,649
Arizona 0 140, 257 0
Arkansas 0 107, 266 0
California 13, 124 567, 050 61,634
Colorado 848 43, 972 239

Connecticut 0 98, 760 0

Delaware 0 34, 753 0

florida 0 394,172 0

Georgia 563 268 776 2 840
Hawaii 0 38,421 0

Idaho 0 61, 637 0

Illinois 1 242,012 0

Indiono 270 274,372 0

Iowa 0 186,206 0

Kanoao 0 149, 134 0

Kentucky 4 129,846 0

Louioiana 9,699 87, 391 24,718
Maine 31 25,016 439

Maryland 3 253, 419 0

Massachusetts 31 114 0

Michigan 0 506, 616 3

Minnesota 0 173,853
Mississippi 0 139, 457 0

Missouri 0 212,323 68

Montana 0 53,690 0
Nebraska 0 115,947 0

Nevada 347 2,547 6

New Hampshire 0 48, 924 0

New Jersey 0 435, 513 0

New Menico 0 69, 629 0

New York 0 1, 126, 381 362, 0110

North Carolina 0 325, 457

North Dakota 0 44, 147 0

Ohio 0 3,250 0

Oklahoma 0 153, 331 0

Oregon 0 153,125 17

Pennsylvania 0 695, 556 0

Puerto Rico 0 233, 385 0

Rhode Island 0 40,074 0

South Carolina 0 172, 838 0

Sooth Dakota 0 35, 041 0

Tennessee 153 203,029 0
Texan 4,420 425, 538 3,853
Utah 2 79,860 0

Vermont 0 29, 562 0

Virginia 0 306, 586 0
Virgin Islands 0 11,878 0

Washington 1,036 247, 820 526

West Virginia _ 0 107,756 0

Wisconsin 0 272, 539 0

Wyoming 0 31, 768 0

Total 30, 532 9,810,708 488,992

1 Taken account of all covered employees In the calendar quarter. When an employee leaves hio lob and
another employee fills the vacancy both employees are counted. A representative number of employees iq State
and local employment at one point In time during this calender quarter would be about 8,670,000.

2 Taken eccount of notices of termination that were filed between Apr. 1, 1973 and Mar. 31, 1976.

Sourca: Social Security. Administration, Bureau of Data Proceoning.



27

ESTIMATED AMOUNT OF REDUCTION IN THE EXCESS OF TRUST—FUND INCOME OVER OUTGO RESULTING FROM

TERMINATION OF COVERAGE UNDER THE OASDI AND HI PROGRAMS,' FOR SELECTED GROUPS OF STATE AND

LOCAL GOVERNMENT. EMPLOYEES, CALENDAR YEARS 1978—82

lIn billionsi

6 New Yo

Calendar year OASDI

Termination of coverage for—

rk City government
entitieso

Hall of all State and local
government employees3

HI Total OASDI HI Total

1978 80.2 $0.1 $0.3 $1.7 80.4 $2.0
1979 .5 .1 .6 5.6 1.2 6.8
1980 .5 .1 .6 6.6 1.4 8.0
1981 .6 1 . 7 7.6 1.9 9. 5
1982 .1 .2 .9 8.7 2.2 10.9

I Estimates represent net effect of reduction in contribution income and decrease in expenditures, resulting from ter-
mination of coverage, with appropriate adjustment for interest.

'The 6 New York City government entities that have given notice of termination of coverage effective March 1978.
a Termination of coverage assumed to be effective June 1978.

Note: Totals may not equal the sum of rounded components.

Source: Office of the Actuary.

ESTIMATED AMOUNT OF INCREASE IN THE EXCESS OF TRUST-FUND INCOME OVER OUTGO RESULTING FROM
COMPULSORY COVERAGE, UNDER THE OASDI AND HI PROGRAMS,' FOR ALL FEDERAL, STATE, AND LOCAL GOV-
ERNMENT EMPLOYEES, CALENDAR YEARS 1977—82

tin billionsi

Compulsory coverage of all State a

At employer-employee
contribution rates

Calendar year OASDI HI Total

nd local government employees

Compulsory coverage of all
Federal Government employees

At self-employment
contribution rates

OASDI HI Total OASDI HI Total

1977 $2.6 $0.5 83.1 —$0.2 —$0.4 —$0.6 $3.9 $0.7 $4.6
1978 3.9 .8 4.7 —.3 —.7 —1.1 4.5 1.0 5.5
1979 4.5 .9 5.5 —.4 —.9 —1.3 5.3 1.1 6.5
1980 5.2 1.1 6.3 —.5 —1.1 —1.6 6.1 1.3 7.5
1981 5.8 1.4 7.3 —.8 —1.5 —2.2 6.9 1.8 8.7
1982 6.7 1.6 8.3 —.9 —1.8 —2.7 7.9 2.0 9.9

Compulsory coverage of all Federal, State, and local government employees

All at employer-employee contrIbution rates
State and local government employees at self-

employment contribution rates

OASDI HI Total OASDI HI . Total

1977 $6.5 $1.2 $7.7 $3.7 $0.3 $3.9
1978 8.4 1.8 10.2 4.2 .2 4.5
3979 9.9 2.1 11.9 4.9 .2 5.1
1980 11.4 2.4 13.8 5.6 .2 5.8
1981 12. 8 3. 2 16. 0 6.2 .3 6. 5
1982 14.6 3.7 18.2 7.0 .2 7.2

P I Estimates represent net effect of increase in contribution Income and additional expenditures, resulting from compulsory
coverage with appropriate adjustment for interest. Compulsory coverage of each group is assumed to become effective on
J50. 1, 1977.

Note: Totals do not necessarily equal the sum of rounded components.

Source: Office of the Actuary.
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To the Congress of the United States:
In accordance with section 233(e) (1) of the Social Security Act as

amended by the Social Security Amendments of 1977 (Public Law
95—216; 42 U.S.C. 1305 note), I transmit herewith the Agreement be-
tween the United States of America and the Italian Republic on the
Matter of Social Security, signed May 23, 1973, the Administrative
Protocol for the Agreement, signed November 22, 1977 (together with
a procés-verbal setting forth certain interpretative understandings)
and an exchange of notes of January 17—20, 1978 clarifying the in-
terpretation of Article 1, paragraph K, of the Agreement.

The Agreement fulfills a long-standing commitment made by the
two Governments in the 1951 Supplementary Agreement to their
1948 Treaty of Friendship, Commerce, and Navigation. This totaliza-
tion agreement would be the first such agreement undertaken by the
United States, but is in the tradition of a number of earlier treaties
between the United States and Italy. The first U.S. treaty to deal
with any aspect of social security was concluded with Italy in 1913,
and the 1948 treaty of Friendship, Commerce, and Navigation with
Italy was the first of the post-World War II era to contain broad
social security provisions. This totalization agreement can be expected
to be even more advantageous to Americans who have worked in
Italy, either as U.S. citizens or before their immigration to this coun-
try, than any of the earlier treaties or agreements.

I also transmit for the information of the Congress a comprehensive
report prepared by the Department of Health, Education, and We!-
fare which explains the provisions of the agreement and provides the
actuarial data on the number of persons affected by the agreements
and the effect on social security financing as required by the same
provision of the Social Security Amendments of 1977.

The Department of State and the Department of Health, Educa-
tion, and Welfare join in commending this Agreement, Protocol and
Exchange of Notes.

JIMMY CARTER.
TiLE WHITE HousE, February 28, 1978.
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AGREEMENT BETWEEN THE UNITED STATES OF AMERICA AND THE
ITALIAN REPUBLIC ON THE MATTER OF SOCIAL SECURITY

The President of the United States of America and
The President of the Italian Republic
Desirous of regulating the relations between the two States in the

field of social security, in accordance with the principles established
under Article VII of the Agreement signed at Washington, D.C.,
September 26, 1951, supplementing the Treaty of Friendship, Com-
merce and Navigation between the United States of America and the
Italian Republic signed at Rome, February 2, 1948, have agreed to
conclude an Agreement for that purpose and have therefore appointed
as their plenipotentiaries:

The President of the United States of America:
Caspar W. Weinberger, Secretary of Health, Education, and Wel-

fare, and
The President of the Italian Republic:
Dionigi Coppo, Minister of Labor and Social Welfare, who, having

exchanged their full powers, found to be in good and due form, have
agreed to the following provisions:

PART I. GENERAL PROVISIONS

ARTICLE 1

For purposes of the application of this agreement:
a. The term "territory" shall mean, as regards the United States of

America, the States, the District of Columbia, the Commonwealth of
Puerto Rico, the Virgin Islands, Guam and American Samoa; and as
regards the Italian Republic, Italy;

b. The term "national" shall mean, as regards the United States of
America, "national of the United States" as defined in Section 101,
Immigration and Nationality Act of 1952, as amended; and as regards
the Italian Republic, an Italian national;

c. The term "laws", unless otherwise qualified, shall mean the laws,
regulations, and any other measure concerning social security specified
in article 2 of this agreement;

d. The term "competent authorities" shall mean the authorities
responsible for the administration of the laws, and specifically: in the
case of the United States of America: the Secretary of Health, Educa-
tion, and Welfare (Ministro della Sanita, Educazione, e Previdenza
Sociale) ; in the case of the Italian Republic: the Minister of Labor and
Social Welfare (Ministro del Lavoro e della Previdenza Sociale);

e. The term "agency" shall mean for each Contracting State
any agency, body or authority entrusted with the administration of
an insurance system, under the laws specified in article 2 of this
agreement;

(1)
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f. The term "periods of coverage" shall mean the periods of payment
of contributions or periods of earnings based on wages for employment
or self-employment income, as defined or recognized as periods of
coverage by the law under which such periods have been completed,
or any similar periods insofar as they are recognized by such laws as
equivalent to periods of coverage;

g. The term "workers" shall mean persons who have periods of
coverage;

h. The term "family members" shall mean the persons defined as
eligible for benefits on the earnings record or periods, of coverage of a
living worker, whichever is applicable, as established under the laws
of each of the Contracting States;

i. The term "survivors" shall mean the persons defined as eligible
for benefits on the earnings record or periods of coverage of a deceased
worker, whichever is applicable, as established under the laws of each
of the Contracting States;

j. The terms "benefits" and "pensions" shall mean any cash benefits
payable under the laws specified in Article 2 of this Agreement;

k. The term "basic benefit amount" ("importo della prestazione")
shall mean, as regards the United States of America, "primary insur-
ance amount" as set forth in the table of benefits contained in section
215(a) of title II or deemed to be contained in such section of the
Social Security Act of 1935, as amended, from which is derived by law
the actual amount of the benefit which is payable; and as regards the
Italian Republic, the amount of the benefit which is payable;

1. The term "beneficiary" shall mean any worker, family member
or survivor who is entitled to benefits or pensions.

ARTICLE 2

1. For purposes of this Agreement the applicable laws relating to
social security for disability, old-age, and survivorship are:

a. in the case of the Italian Republic, the legislation on com-
pulsory general insurance for old-age, disability andsurvivors, as
well as legislation providing benefits which are substitutes for
benefits provided by said compulsory general insurance;

b. in the case of the United States of America, title II of the
Social Security Act of 1935, a amended, and regulations promul-
gated under the authority provided therein, except sections 226
and 228 of such title and regulations pertaining to such sections;

provided, however, that for the United States the totalization of the
periods of coverage in accordance with this Agreement shall not apply
to periods of voluntary coverage provided for by such laws.

2. Notwithstanding the provisions of paragraph 1, as regards the
Italian Republic, the present Agreement will be applied to legislation
concerning other social security systems for similar cases which will be
indicated by the competent authorities of the Italian Republic.

3. This Agreement shall also apply to future laws amending or
supplementing the laws specified in this article.

ARTICLE 3

1. The present agreement shall apply to workers who have periods
of coverage under the laws, and to their family members or survivors.
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2. The present agreement shall not apply to periods of service as
a diplomatic or career consular officer, or officer of a chancery, nor,
except insofar as provided under article 2.2, to periods of service cov-
ered under special systems for employees of the Government or of
Government agencies or instrumentalities ("enti pubblici").

ARTICLE 4

The persons to whom the provisions of this agreement apply shall
have the same rights and obligations under the social security laws of
each Contracting State under the same conditions as if such persons
were covered solely under the social security laws of such State,
whether they reside in the territory of a Contracting State or in a
third State.

ARTICLE 5

For the purposes of eligibility for voluntary or optional insurance,
in accordance with the provisions of the laws of a Contracting State,
the periods of coverage completed under the laws of such State shall
be combined, where necessary, with the periods of coverage completed
under the laws of the other State.

ARTICLE 6

Except as otherwise provided in this agreement, the persons eligible
for benefits under the laws of one Contracting State, including bene-
fits arising under this agreement, shall receive them fully and without
limitation or restriction while they reside in the territory of the other
State. Such benefits shall be paid by each State to persons to whom
the provisions of this agreement apply who reside in a third State on
the same terms and to the same extent that such benefits would be
paid if such persons had been covered entirely under the social secu-
rity laws of the paying State.

PART II. PRovisIoNs RELATING TO THE APPLICABLE LAWS

ARTICLE 7

1. Persons to whom this agreement applies who are employed or
self-employed (che svolgono la loro attivita) within the territory of
one of the Contracting States shall be subject to the laws of such
State, except as otherwise provided in this Article.

2. Services performed by a U.S. national in Italy which are covered
under the laws of the United States shall remain covered under the
laws of the United States.

3. Services performed by an Italian national in the United States
for an Italian employer or for an enterprise controlled by an Italian
firm shall be covered under the laws of Italy.

4. With respect to any services which are subject to the laws of
both States, the following rules will be applied:

a. a national of one of the States who, with respect to the
same period of work, would be subj oct to the laws of both States
shall remain subject for such period to the laws of the State of
which he is a national and shall be exempt from the laws of the
State of which he is not a national;
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b. a national of Italy or a national of both States who, with
respect to the same period of work, would be subject to the laws
of both States shall, for such period, elect to remain subject to
the laws of one of the States and shall be exempt from the laws

- of the other State;
c. a person who is not a national of either State and who, with

respect to the same period of work, is subject to the laws of both
States shall be subject, for such period, to the laws of the State
in which the work is performed and shall be exempt from the
laws of the other State.

5. The exemptions provided under this article shall be effective
when the agency of the State in which the periods of work are covered
pursuant to paragraph 4 certifies to the agency of the other State
that such periods of work are covered under its laws.

6. The competent authorities of the two States may agree in the
interest of a worker or on behalf of categories of workers to other ex-
ceptions to the rule provided in paragraph 1.

PART III. SPECIAL PRovISIONS: DISABILITY, OLD-AGE, AND
SURvIv0RSHIP

ARTICLE 8

1. With respect to a period of work which results in a period of
coverage under the laws of both Contracting States, the agency of
each State shall for purposes of article 8.2 and article 9.2 take into
consideration the period of coverage which results under the laws of
that State.

2. If the laws of one State require completion of periods of coverage
as a prerequisite for the acquisition, retention, or recovery of the
right to benefits, the agency which applies such laws shall take into
consideration, for such purpose, insofar as necessary, the periods of
coverage completed under the laws of the other State, as if these were
periods of coverage completed under the laws of the first State. Such
agency shall take into consideration all the periods of coverage re-
quired to ensure the right to the fullest benefits provided for by the
laws which it applies.

3. If the laws of a State establish as a condition for receiving certain
benefits that the periods of coverage be completed in a given profes-
sion or occupation which is subject to a special system of insurance,
in determining eligibility for such benefits only the periods completed
under a corresponding system of the other State or, failing that, m the
same profession or occupation—even if a special system for said profes-
sion or occupation does not exist in the other State—shall be counted. If the
total of such periods of coverage does not result in entitlement under
the special system, such periods shall be used to determine eligibility
for benefits of the general system of insurance or some other applicable
system of insurance; provided, however, that the provisions of this
paragraph shall apply only when they would result in payment of the
highest possible benefit amount.

4. The agency of Italy shall not be obliged to apply the provisions
of this article in the case of a worker who has less than one year of
coverage under the Italian law; the agency of the United States
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shall not be obliged to apply the provisions of this article in the case
of a worker who has less than 6 quarters of coverage under the U.S. law.

ARTICLE 9

1. When a worker, family member, or survivor satisfies the con-
ditions imposed by the laws of a Contracting State for eligibility for
benefits, without the need to invoke the provisions of Article 8,
the agency of that State shall establish, according to the provisions
of the said laws, the basic benefit amount based on the total periods of
coverage completed by the worker under the laws of such State.

2. Whether or not paragraph 1 applies, the agency of each of the
States shall determine the theoretical basic benefit amount by con-
sidering all the periods of coverage completed under the laws of the
two States as if they had been completed exclusively under its own
laws. The agency in question shall then establish the pro rata basic
benefit amount on the total periods of coverage completed under the
laws which it applies to the total of all the periods of coverage
completed under the laws of the two States.

3. The worker shall elect within a specified time whether benefits
shall be awarded by each of the States in accordance with the pro-
visions of paragraph 1 or paragraph 2, and such election shall be
applicable to all benefits payable to the worker and family members by
each State.

4. In the case of survivors, benefit amounts shall be established
by each of the States under the provisions of paragraphs 1 and 2.
Survivors benefits shall be awarded by each of the States based on the
provisions of either paragraph 1 or 2, whichever results in the higher
total benefits payable, unless all survivors eligible for benefits elect
to receive the lower total benefits payable.

5. The elections provided for in paragraph 3 and paragraph 4
shall be final, except in situations where Article 11 applies.

ARTICLE 10

1. For purposes of the computation of the theoretical basic benefit
amount, the agency of each Contracting State shall take account
of a worker's earnings in the other State in the following manner:

a. as regards the agency of the United States, the earnings in
any year to be taken into consideration for periods of coverage
completed under Italian laws shall be the equivalent of the
earnmgs credited under the system of insurance in Italy for
such year, subject to the maximum creditable earnings limitation
under the laws of the United States for such year.

b. as regards the agency of the Italian Republic, for the
periods of coverage completed under the laws of the United
States there shall be credited the average salary or average
contributions derived exclusively, from the salary received or
the credited contributions resulting from the periods of coverage
completed under the laws of Italy.

2. If, under the laws of one State, the amount of benefits varies
according to the number of family members or survivors, the agency
of such State shall also take into account family members or survivors
who are residing in the territory of the other State.
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ARTICLE 11

1. Upon application, benefits awarded under the provisions of
article 9.2 shall be recomputed by both States in accordance with
the provisions of article 9.2 to take into account additional periods of
coverage completed under the laws of either Contracting State.

2. Notwithstanding the provisions of article 9.5, benefits shall be
recomputed under the provisions of article 9 when:

a. a worker who has made an election under article 9.3 sub-
sequently becomes eligible for benefits under the laws of one or
both States without the need to invoke the provisions of article
8: or

b. the method of computing benefits under the system of in-
surance of a, State is changed by amendments to the law govern-
ing such computations.

3. Notwithstanding the provisions of article 9.5, if the entitlement
of all beneficiaries receiving benefits under the provisions of article 9
terminates, the benefits of any person who later becomes entitled to
benefits based on the periods of coverage of the same worker shall be
computed under the provisions of article 9.

ARTICLE 12

If the beneficiary becomes eligible under article 9.2 for benefits paid
by the agencies of both Contracting States and if the amount of such
combined benefits is less than 'the benefit amount which would be
payable, based on the minimum basic benefit amount, to such
beneficiary by the agency of the State in which he resides, the agency
of that State shall, at its own expense, pay the difference between the
amount of such combined benefits and the amount of benefits which
would be payable to such beneficiary based on such minimum basic
benefit amount.

PART IV. MISCELLANEOUS, TRANSITORY, AND FINAL PRovIsioNs

ARTICLE 13

The competent authorities and agencies of the two Contracting
States shall assist each other in applying the present agreement as
if they were applying their respective laws; such reciprocal assistance
shall be free of charge.

ARTICLE 14

1. The competent authorities of the two Contracting States shall
by mutual agreement establish such administrative procedures as may
be required to. implement this agreement and each competent authority
shall designate one coordinating agency or organization to facilitate
the application of this agreement.

2. The competent authorities of the two States shall communicate
to each other all information relating to regulations, administrative
procedures, and amendments to their laws which may affect the appli-
cation of this agreement.



ARTICLE 15

The diplomatic and consular authorities of each Contracting State
shall be empowered to address themselves directly to the competent
authorities or agency of the other State in order to obtain useful
information for safeguarding the interests of their own nationals, and
may represent them without special mandate.

ARTICLE 16

1. Exemptions from duties, taxes, and fees provided for by the laws
of either State shall also be valid for the application of the present
agreement, irrespective of the nationality of the beneficiaries.

2. The requirements imposed by the laws or regulations of either
Contracting State relating to the certification ("legalizzazione") of
all certificates or other documents shall be applied in respect to all
certificates or other documents which must be presented for purposes
of the application of this agreement.

3. The certification as to the authenticity of a certificate or docu-
ment, or a copy thereof, by the competent authorities or agency of
one State shall be accepted as authentic by the competent authorities
or agency of the other State.

ARTICLE 17

The competent authorities and the designated coordinating agencies
or organizations of the two Contracting States may correspond directly
with each other and with any persons wherever they may reside,
whenever such correspondence is necessary for the administration of
this agreement. Correspondence may be drafted in the writers's
official ]anguage.

ARTICLE 18

The petitions which the beneficiaries address to the competent
authorities or agency of either Contracting State for the application
of the present agreement may not be rejected merely because they
are written in the official language of the other State.

ARTICLE 19

1. The applications and other documents presented in writing to
the competent authorities or agency of either Contracting State shall
have the same effect as if they were presented to the correspondm
authorities or agency of the other State.

2. An application for benefits filed with the competent authorities
or agency of one State is to be considered as an application for the
payment of benefits by the agency of the other State, if the applicant
explicitly requests that his application be so considered.

3. An appeal which must be filed within a given period of time
with the competent authorities or agency of one of the States shall
be considered to have been filed within such time limit if the appeal
has been filed within such a period of time with the competent author-
ities or agency of the other State. In such case the authorities or
agency with which an appeal is filed shall without delay transmit
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the said appeal to the competent authorities or agency of the other
State, and acknowledge to the appellant that the appeal has been
received.

ARTICLE 20

1. The competent authorities of the two Contracting States
shall jointly establish procedures to reso]ve any problems or dis-
agreements which may arise with regard to the application or in-
terpretation of the present Agreement.

2. The competent authorities of the two States shall establish
a permanent arbitration procedure for the consideration and res-
olution of any problems or disagreements which cannot be resolved
under procedures established in accordance with paragraph 1. The
arbitral body established under this paragraph shall settle questions
referred to it in accordance with the prmciples of this Agreement.
Decisions of the arbitral body shall be final and binding for purposes
of the question referred to it, on the competent authorities and agencies
of both States.

3. The arbitral body established under paragraph 2 shall consist
of three members. The competent authorities of the two States
shall each designate one member. The third member shall be des-
ignated by agreement of the two competent authorities.

ARTICLE 21

1. Pending the final determination of a beneficiary's rights under
this Agreement, including settlement of any question under article
20 between the competent authorities and agencies of the two Con-
tracting States, the beneficiary whose rights are invo]ved shall be
awarded provisional benefits in accordance with this Article until
such time as such determination has been made.

2. Each agency shall award the beneficiary, as provisional benefits,
the benefits, if any, to which he would be entitled under its own laws
or under this Agreement.

3. a. The agencies of both States shall establish procedures for
adjusting their respective liabi]ities for benefits during the period
in which provisional benefits were paid pending the final deter-
mination referred to in paragraph 1.

b. In giving effect to such procedures, the agency of either State
shall withhold from payments it makes, based on the rights of a
beneficiary as finally determined, amounts permitted by the laws of
that State sufficient to reimburse the agency of the other State for
amounts paid as provisional benefits in excess of the amounts finally
awarded to such beneficiary.

ARTICLE 22

1. The agencies of the Contracting States, which have obligations
relating to benefits to be paid in the other State under the present
agreement, shall validly discharge such obligations in the currency
of their own State.

2. In case provisions designed to restrict the exchange of currencies
are issued in either State, both Governments shall immediately adopt
the necessary measures to insure, in conformity with the provisions of
the present agreement, the transfer of sums owed by either party.
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ARTICLE 23

1. The provisions of this agreement shall apply to any application
f or benefits (including a new application of an individual who has pre-
viously applied for benefits) which is filed on or after the date this
agreement enters into force.

2. In the application of the present agreement, the periods of cover-
age completed prior to its entry into force shall be taken into consider-
ation except that neither Contracting State shall take into account
periods of coverage occurring prior to the effective date of its laws.

3. If previous claims were satisfied through a lump-sum payment
because of insufficient periods of coverage and if, with the application
of the provisions of this agreement, the beneficiary meets the conditions
required for receivmg a pension, he may request a review of action
taken on his case.

4. This agreement shall not result in the payment of benefits for
periods prior to the date of its entry into force.

ARTICLE 24

1. This agreement shall be ratified and the instruments of ratifica-
tion shall be exchanged as soon as possible.

2. This agreement shall enter into force on the first day of the month
following the month in which the instruments of ratification are ex-
changed.

3. a., This agreement may be amended from time to tjm by supple-
mentary agreements which shall take effect on the first day of the
month following the month in which the instruments of ratification of
such supplementary agreements are exchanged; provided, however,
that nothing in this paragraph shall be construed to prevent such sup-
plementary agreements. from being given retroactive effect if they so
specify.

b. Any supplementary agreement which takes effect under the
terms of this paragraph shall be deemed thereafter for purposes of this
article to be an integral part of this agreement.

c. A meeting for the consideration of a supplementary agreement
shall be called at the reqrest of the competent authorities of either
State.

4. This agreement shall remain in force and effect until the expira-
tion of 1 calendar year following the year in which written notice of its
renunciation is delivered to the competent authorities of one Con-
tracting State by the competent authorities of the other State.

5. If this agreement is renounced, rights acquired shall be retained
under the provisions of this agreement and rights in the process of
being acquired shall be recognized in conformity with supplementary
agreements.

Done in Washington on this twenty-third day of May, 1973, in
duplicate, in English and Italian, the two texts being equally authentic.

FOR THE GOVERNMENT OF THE UNITED STATES OF AMERICA:
CASPAR W. WEINBERGEE.

FOR THE GOVERNMENT OF THE ITALIAN REPUBLIC:
DIONIGI Coppo.
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ADMINISTRATIVE PROTOCOL FOR THE IMPLEMENTATION OF THE
AGREEMENT ON SOCIAL SECURITY BETWEEN THE UNITED STATES
OF AMERICA AND THE ITALIAN REPUBLIC, SIGNED AT WASHINGTON,
D.C. ON MAY 23, 1973

PART I. GENERAL PROVISIONS

ARTICLE I—DEFINITIONS

For the purposes of the application of the Agreement and this
Protocol:

1. The term "Agreement" means the Agreement between the United
States of America and the Italian Republic on the matter of Social
Security signed at Washington, D.C., on May 23, 1973;

2. The term "claimant" means a worker, family member, or sur-
vivor who has filed an application for benefits under the laws of either
State or of both States;

3. The term "provisional benefits" means any benefit to which a
claimant may be entitled before a final determination as to the claim-
ant's rights has been made;

4. The terms defined in Article 1 of the Agreement shall have the
meaning given to them by the said, Article.

ARTICLE 2.—AGENCIES RESPONSIBLE FOR IMPLEMENTATION

1. The agencies responsible for applying this Protocol are:
(a) For the United States of America: The Social Security Ad-

ministration;
(b) For the Itahan Republic:

—I.N.P.S. (Istituto Nazionale della Previdenza Sociale), General
Directorate, Rome, for matters concerning disability, old-age
and survivors insurance of employees, farmers, agricultural
workers and sharecroppers, artisans, and businessmen;

—E.N.P.A.L.S. (Ente Nazionale di Previdenza e Assistenza per i
Lavoratori dello Spettacolo), General Directorate, Rome, con-
cerning disability, old-age and survivors insurance for workers
in the entertainment business;

—I.N.P.D.A.I. (Istituto Nazionale di Previdenza per i Dirigenti
di Aziende Industriali), General Directorate, Rome, concerning
disability, old-age and survivors insurance for managerial
personnel in industry;

—I.N.P.G.I. (Istituto Nazionale di Previdenza per i Giornalisti
Italiani), General Directorate, Rome, concerning disability,
old-age and survivors insurance for professional journalists.

2. The coordinating a.gencies designated under Article 14.1 of the
Agreement to facilitate its application are:

(a) For the United States of America: The Social Security
Administration;
(b) For the Italian Republic: The Istituto Nazionale della Pre-
videnza Sociale General Directorate, Rome.

3. In carrying out their responsibilities under Article 14.1 of the
Agreement, the Coordinating Agencies designated in paragraph 2 of
this article shall be responsible for the development of uniform policies
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and procedures and their uniform implementation by the Agencies in
their respective States; for providing a channel of communication
between the Agencies of one State and the Agencies of the other
State; for determining which Agency is competent for the determina-
tion of a particular claim; and for facilitating the resolution of any
issues that arise between the Agencies of the two States that cannot
be resolved directly.

PART II. PRovIsIoNs RELATING TO APPLICABLE LAWS

ARTICLE 3—COVERAGE AND EXEMPTIONS

1. The Agency of the State under whose laws the services of a worker
vil1 remain covered in accordance with paragraphs 2, 3, or 4 of article
7 Of the agreement shall issue to the worker, his employer, or the
Agency of the other State, a certificate to that effect when requested
to do so by the worker, his employer, or the Agency. of the other
State.

2. An exemption from the laws of one of the States, as provided
for in article 7.4 of the agreement, shall apply to the period of work
for which the certificate referred to in paragraph 1 of this article was
issued.

3. An election provided for in Article 7.4b of the Agreement or in
this paragraph shall be exercised within 3 months following the month
in which a period of work for any employer begins Or the right to
amend the election arises. The election shall be binding with respect
to that period of work, In the case of an Italian national who is not a
national of both States, any such election may be amended during
the second year after the beginning of the period of work and, the
election as amended shall be applicable from the date it is made for
future periods cf work where Article 7.4b of the Agreement applies;
except that such an Italian national shall be afforded the opportunity
to further amend his election if he subsequently acquires or loses the
status of permanent resident of the United States.

4. The obligation for payment of contributions and taxes in respect
of old-age, survivors, and disability insurance of the United States of
America shall be subject to the provisions of Chapter 2 and Chapter 21
of the Internal Revenue Code of 1954, as amended.

PART III. APPLICATION OF PARTICULAR PROVISIONS OF TilE AGREE-
MENT REGARDING DISABILITY, OLD-AGE, AND SURVIVORS INSURANCE

ARTiCLE 4. FILiNG AND PROCESSING CLAIMS

1. Claimants may avail themselves of their right to benefits under
Articles 8 to 12 of the Agreement by filing an application with an
Agency of either State, according to the rules of that Agency. Such
application must specifically express intent to claim benefits from the
Agency of the other State. An application with a Consulate of the
United States of America located in the Italian Republic shall be
deemed to be filed with the Agency of the United States of America;
however, the Consulate of the United States of America with which
the application was filed shall transmit, without delay, a copy thereof
to the Italian Agency.
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2. The date an application referred to in paragraph 1 is filed with
the Agency of one State shall be recognized as the date of filing by
the Agencies of both States; however, the claimant may request that
an application be effective to a different date in the other State,
within the limitations of and in conformity with the laws of the
other State.

3. The Agency with which a claim was first filed shall transmit
without delay to the Agency of the other State applications and other
forms agreed upon by the Competent Authorities of the two States.
Such forms shall contain all available information considered necessary
to credit periods of coverage completed in both States, and such other
information for determining a claimant's entitlement to benefits and
the amount of benefits, including earnings amounts needed for its
own calculations by the U.S. Coordinating Agency. Earnings amounts
provided by the Italian Agency for years in which coverage is reported
in terms of contributions and not in terms of earnings may be amounts
derived by. converting contributions made by workers into earnings
amounts, using conversion tables agreed upon by the Competent
Authorities of both States. In the case of an application for a disability
benefit or, when necessary for a survivor's benefit, the relevant medical
documentation which the Agency has in its possession shall be en-
closed with the application form. The data on applications and forms
shall be duly authenticated. by the Agency that transmits the forms,
and data on the authenticated forms shall be accepted as valid as the
data on the original documents from which the data were extracted.

4. The Agency of a State which receives an application filed in the
other States shall transmit without delay to the Agency of the other
State the earnings information and other information referred to in the
preceding paragraph;

5. The Agency of each State after determining the benefit amount
due a claimant under the Agreement shall promptly advise the Agency
of the other State of the benefit amount.

6. Each Agency shal] be the final judge of the quality or probative
value of documentary evidence presented to it from whatever source.

7. The limitations and restrictions mentioned in Article 6 of the
Agreement refer only to limitations and restrictions on payment of
benefits based solely on the physical presence or residence of the
beneficiary.

ARTICLE 6. TOTALIZATION AND PRO RATA CALCULATIONS

1. For the purpose of taking into consideration the periods of cover-
age as provided in Article 8 and for the purpose of computing benefits
under Article 9.2 of the Agreement, the following rules apply (subject
to the conditions established in Article 8.4 of the Agreement and the
proviso in Article 2.lb of the Agreement):

(a) The periods of coverage completed under the laws of one
State shall be added to the periods of coverage completed under
the laws of the other State, even if these periods have already
given rise to the payment of a benefit from the first State;

(b) When a period of coverage under compulsory insurance
completed under the laws of one State coincides with a period
of coverage under compulsory insurance completed under the
laws of the other State, the Agency of each State shall consider
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for purposes of determining the right to benefits and the benefit
amount only those periods that were completed under its laws;

(c) If a period of coverage under compulsory insurance com-
pleted under the laws of one State coincides with a period of
coverage based on voluntary insurance under the laws of the
other State, only the period of coverage under compulsory in-
surance shall be considered.

2. For purposes of calculating a benefit payable by an Agency of
the Italian Republic in accordance with Article 9.2 of the Agreement,
if a period of coverage under voluntary insurance completed under
Italian law coincides with a period of coverage under compulsory in-
surance completed under United States law, only the latter period
shall be considered. in such cases, the period of voluntary coverage
shall be considered by the above-mentioned Agency according to
the provisions of Italian law.

3. For the purposes of. calculating a benefit payable by the United
States of America, the pro rata basic benefit amount may be rounded
to the nearest primary insurance amount appearing in Column IV of
the table of benefits contained in section 215(a) of the Social Security
Act (or deemed to be contained in such section) or to a primary insur-
ance amount as set forth in an extension of that column from the
minimum primary insurance amount down to the amount of $1.00 in
increments to be determined by the competent Authority of the United
States of America.

4. Where a worker's periods of coverage are less than the minimum
period required by Article 8.4 of the Agreement under the laws of one
State, those periods of coverage will nevertheless be considered by
the Agency of the other State as if they were periods of coverage under
its own laws in order to both establish the right to benefits under
Article 8.2 of the Agreement and the amount of the benefit under
Article 9.2 of the Agreement, provided that:

(a) The worker has the minimum period required by Article
8.4 of the Agreement under the laws of the other State; and

(b) The individual claiming benefits based on the periods of
coverage of the worker is not eligible for a benefit based on those
periods of coverage under the laws of the other State without
recourse to totalization under Article 8.2 of the Agreement.

5. When a claiment is entitled to a benefit under the provisions of
paragraph 1 of Article 9 of the Agreement which would result in a
higher benefit amount than would result from the claimant's entitle-
ment under the provisions of paragraph 2 of Article 9, the Agency
shall award benefits in accordance with paragraph 1. The notice of
award shall also advise the claimant that he has the right to elect to
receive benefit payments as provided for in either paragraph 3 or
paragraph 4 of Article 9, within 3 months from the date of the award.

ARTICLE 6. RECOVERY OF OVERPAYMENTS

1. Whenever the Agency of one State has paid provisional benefits
under paragraphs 1 and 2 of Article 21 of the Agreement to an indi-
vidual in excess of the amount to which the individual is entitled
under terms of the Agreement, the Agency may, within the conditions
and limits prescribed by its laws, request the Agency of the other
State to deduct the amount of the overpayment from the benefits
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which may later be payable by the other Agency to that individual,
within the limits and conditions prescribed by the law under which it
operates.

.2. When Agencies of both States have overpaid benefits to the same
individual, an Agency may give precedence to recovery of the over-
payment under its laws.

3. The Competent Authorities of both States shall establish by
common agreement procedures for processing amounts of overpaid
provisional benefits recovered by each State on the account of the
other during the calendar year.

ARTICLE 7. MEDICAL EXAMINATIONS FOR DISABILITY

1. In making a determination of the degree of disability of a claimant
or of a beneficiary for a benefit based on a disability, the Agency of
each State shall take into account any medical findings provided by
the Agency of the other State. This shall be without prejudice to the
right of the Agency of each State to have the claimant examined by a
qualified physician.

2. The Agency of one State shall make available to the Agency of
the other State, at its request, any medical information and docu-
mentation concerning the claimant which may be in its possession.

3. Where the Agency of either State requires that the claimant sub-
mit to a medical examination, such examination shall if requested be
arranged by the Agency of the State in which the claimant resides at
the expense of the Agency which requests the examination. Where
such a medical examination has been secured for its own purposes by
an Agency which receives such a request, it shall furnish a report of
the examination without expense to the other Agency.

ARTICLE 8. RECOMPTJTATION OF BENEFITS

1. A beneficiary may file an application with the Agency of either
State for a recomputation of the benefit amount in accordance with
Article 11.1 of the Agreement, to take into account additional periods
of coverage completed under the laws of either State. An application
for recomputation may be filed within the time limits provided by the
laws of the State under which it is filed but in any case not more
frequently than once per year. All such applications must be in
written form and signed by the beneficiary involved. The Agency of
the United States of America shall recompute benefits only if the
additional earnings would increase the average monthly earnings on
which the current benefit was computed. The Agency making the
recomputation shall send the Agency of the other State information
concerning the additional earnings or periods of coverage and con-
cerning the amounts of the èurrent and recomputed benefits. If the
total amount of the benefits payable by both States after recomputa-
tion is less than the total payable without reomputation, the recom-
putation shall be disregarded.

2. (a) The Agency of each State shall upon request send the other
State information, concerning additional earnings or periods of cover-
age credited under its laws to claimants who have been awarded
benefits in accordance with Article 8.2 of the Agreement.
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(b) When an individual is entitled to a benefit from a State under
Article 8.2 of the Agreement and subsequently meets the prerequisites
for the receipt of a higher benefit from the same State under Article
9.1 of the Agreement, the higher benefit shall be paid. automatically
or upon request. In any case, the benefit shall be paid from the date
that the prerequisites are met.

PART IV. MISCELLANEOUS AND FINAL PROVISIONS

ARTICLE 9. EXCHANGE OF INFORMATION

1. The Competent Authorities of the two States shall develop
operating procedures and forms for the implementation of the Agree-
ment and shall establish by common agreement procedures for the
expeditious processing of claims filed under the Agreement.

2. The Competent Authorities of the two States shall meet to
establish procedures for the implementation of Article 12 of the
Agreement.

3. At the specific request of the Agency of one State, the Agency
of the other State shall furnish information or copies of documents
available to it relating to any specified claimant.

ARTICLE 10. APPEALS

1. An appeal from a decision of the Agency of one State may be
filed with the Agency of either State for the purpose of protecting
the filing date.

2. The Agency with which an appeal is filed shall notify the Agency
of the other State if it is determined to be an appeal from a decision
of the other State. The State whose decision is being appealed shall
follow its normal appellate process on an appeal, and shall notify
the other State of its decision.

FoB THE UNITED STATES OF FOR THE ITALIAN REPUBLIC
AMERICA

'2:

ARTICLE 11. CONFIDENTIALITY OF EXCHANGED INFORMATION

1. The use of iniormation furnished by one State to another with
regard to an individual shall be governed by this Article.

2. Any information transmitted by one State to the other State
about an individual shall be treated as confidential by the other State
and its officials receiving such information, including the officials
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mentioned in Article 15 of the Agreement, and shall be used exclusively
for purposes of the implementation of the provisions contained in the
Agreement and this Protocol or for the purpose of administering other
benefit programs under the legislation of the other State.

3. The term "information" includes, but is not limited to, applica-
tion forms, documentary evidence, medical evidence, certificates of
election, any other papers furnished by an individual, notices to an
individual, and all records, in whatever form, furnished by one State
to the other which contains information concerning an individual, his
earnings, the names of his employers, his present or past whereabouts,
or his medical condition.

4. Use of information which does not pertain to or which does not
identify a specific individual, such as in the case of statistical or re-
search reports, shall be governed by the legislation or regulations of
the respective States.

5. The right of an individual to inspection of records containing
information pertaining to horn shall be governed by the legislation
or regulations of the State where the record is maintained.

ARTICLE 12. ENTRY INTO FORCE

This Administrative Protocol shall enter into force on the date the
Agreement enters into force and shall be coterminous with that
Agreement.

Done in Rome, November 22, 1977, in duplicate originals in the
English and Italian languages each equally valid.

PROCES VERBALE

Of the meetings between the delegations of the United States of
America and of the Italian Republic from October 17 through 21,
1977 for the completion of the Administrative Protocol for the appli-
cation of the United States—Italy Agreement on Social Security of
May 23, 1973.

Delegations of the United States and Italy met in Rome from
October 17 to 21, 1977 to complete the draft of an Administrative
Protocol to the Agreement on Social Security between the United
States of America and the Italian Republic of May 23, 1973.

The names of the participants in the discussions are listed in the
attached Annex A.

As a basis for their discussions, the delegations followed the text of a
preliminary draft worked out during their last meeting in October,
1974, and considered a number of amendments to that draft subse-
quently proposed by both delegations. After a thorough examination
of all of the proposed amendments, the two delegations agreed on the
final draft texts which are attached as Annexes B and C in their
respective official languages.

As regards the text of the Administrative Protocol, the two dele-
gations wish to make the following clarifications:

1. With reference to the question of vo]untary social insurance
coverage in Italy, which is an inteoral part of its social insurance
pension system but is presently excTuded from consideration under
the principal Agreement, the parties are agreed that they will
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endeavour to seek a satisfactory resolution of the question as soon
as possible but without prejudice to the prompt implementation
of the principal Agreement and the Administrative Protocol.

2. The parties are also agreed that since, under the terms of
Article 9.2 of the Administrative Protocol, it is necessary to
establish special procedures for the implementation of Article 12
of the principal Agreement, the implementation of the said
Article 12 will be undertaken after the formulation of the said
procedures.

3. As regards the recognition of the qualification as an Italian
employer for the purposes of Article 7 of the Agreement, the two
delegations have agreed that it is the responsibility of the em-
ployer in the United States to establish that he is an Italian
employer.

4. Under Article 2.3 of the Administrative Protocol, it is under-
stood that the coordinating Agency of Italy in the first phase of
the imp] ementation of the Agreement will be responsible for
determining which of the regional offices of I.N.P.S. ims juris-
diction over new claims filed initially with the United States
and for directing those claims to the appropriate office. Once
the appropriate regional office has communicated with the
United States Agency, with respect to a claim, subsequent
communications concerning that claim shall be made directly
between those Agencies. Any question regarding regional office
jurisdiction and any other questions which cannot be resolved
satisfactorily by the resptiv,eAgencies will be resolved by the
Coordinating Agencies. It is agred by both parties that if these
arrangements, and procedures adopted to implement them, prove
to be unsatisfactory, the Coordinating Agencies at the request of
either party, shall consider revisions of the arrangements and pro-
cedures within the terms of the principal Agreement.

The two delegations are agreed that, as soon as an independent
comparison of the respective language texts has been completed to
assure that they are parallel, they will recommend to their Govern-
ments that the Administrative Protocol be signed as soon as possible.

Rome, October 21, 1977.
FOR THE ITALiAN DELEGATION FOR THE UNITED STATES

DELEGATION

LU7iL
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ANNEX A. UNITED STATES-ITALY DISCUSSIONS ON THE CONCLUSION
OF AN ADMINISTRATIVE PROTOCOL ON SOCIAL SECURITY

UNITED STATES DELEGATION

Mr. William M. Yoffee (Head of Delegation), International Liaison
Officer, Social Security Administration.

Mr. IrvingJacobs, Chief, Coverage Planning Branch, OPEP, SSA.
Mr. Jack Jice, Division of International Operations SSA.
Avv. Mario Gallotti, U.S. Embassy Rome (Legal Consultant).

DELEGAZIONE ITALIANA

Ministro Sergio Angeletti (Head of Delegation), Vice Direttore
Generale della Emigrazione e A.S.

Dott. Vittorio Tedeschi, Consigliere di Legazione.
Dott. Corrado Gianturco, Segretario di Legazione-D. G.E.A.S. Uff.3°.
Dott. Giuseppe Cinti, Segretario di Legazione Ufficio Trattati.
Dott.ssa Gabriella Pirrone, Priino Dirigente, Ministero Lavoro e

Previdenza Soc.
Dott.ssa Franca Selvaggi, Direttore Capo Aggiunto del Ministero

Lavoro e Previdenza Soc.
Dott. Salvatore Randisi, Dirigente Superiore Istituto Nazionale

Previdenza Soc.
Dott. Dario Bosso, Istituto Nazionale Previdenza Soc.

(No. 88]

ROME, January 16, 1978.
His Excellency ARNALDO FORLANI,
Minister for Foreign Affairs.

EXCELLENCY: I have the honor to refer to the Agreement between
the United States of America and the Italian Republic on the matter
of social security signed in Washington on May 23, 1973, to the Ad-
ministrative Protocol for the implementation of the 1973 Agreement
signed in Rome on November 22, 1977, and to Article 2 Paragraph 3
of the 1973 agreement.

The social security amendments of 1977 (Public Law 95—2 16) which
became law on December 20, 1977, have inter alia, altered the method
of computing benefits under the Social Security Act after December
31, 1978. As a result of this change, which in general eliminates the
use of a benefit table for computing benefits after December 31, 1978,
the definitiop of "basic benefit amount" which is applicable to the
United States now contained in Article 1 K of the 1973 agreement
will be obsolete after that date. Since the continued reference to that
definition would. make the 1973 agreement, as a practical matter,
inoperable under United States law after December 31, .1978, and since
that would be contrary to the purposes of the agreement and to the
intent of the contracting parties, the United States proposes to use the
following language as the definition for purposes of implementing
the 1973 agreement after December 31, 1978. If this definition is
acceptable to the Government Of the Italian Republic, the Congress
of the United States will be so informed during the process of review
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leading to the approval of the 1973 agreement and the 1977 Adminis-
trative Protocol and their subsequent implementation.

It is therefore proposed that, beginning on January 1, 1979, that
portion of Article 1 K of the 1973 agreement which defines "basic
benefit amount" with respect to the United States of America shall be
interpreted to mean:

and as regards the United States of America, "primary
insurance amount" based on a worker's average monthly
earnings or average indexed monthly earnings, as provided in
section 215 (a) of the Social Security Act as amended by
the Social Security amendments of 1977;

Except with respect to this interpretation, all terms and conditions
of the 1973 Agreement and the 1977 Administrative Protocol remam
the same. I propose that, as to the interpretation of Article 1 K of
the 1973 Agreement, this note and your reply concurring therein
constitute an agreement between our two Governments effective on
the date of your Note in reply.

Accept, Excellency, the renewed assurances of my highest considera-
tion.

RICHARD GARDNER.

ROMA, gennaio 20, 1978.
S.E. l'Ambasciatore RICHARD GARDNER,
Ambasciata .Degli Stati Uniti d'America

SIGNOR AMBASCIATORE: Ho l'onore di riferirrni alla Sua lettera n.
33 del 16 gennaio 1978, del seguente tenore:

EXCELLENCY: I have the honor to refer to the Agreement
between the United States of America and the Italian
Republic on the matter of social security signed m Wash-
ington on May 23, 1973, to the Administrative Protocol for
the implementation of the 1973 Agreement signed in Rome
on November 22, 1977, and to Article 2, Paragraph 3, of the
1973 Agreement.

The social security amendments of 1977 (Public Law 95—
216) which became law on December 20, 1977, have, inter
sEa, altered the method of computing benefits under the
Social Security Act after December 31, 1978. As a result of
this change, which in general eliminates the use of a benefit
table for computing benefits after December 31, 1978, the
definition of "basic benefit amount" which is applicable to
the United States now contained in Article 1.K of the 1973
agreement will be obsolete after that date. Since the con-
tinued reference to that definition would make the 1973
agreement, as a practical matter, inoperable under United
States law after December 31, 1978, and since that would be
contrary to the purposes of the agreement and to the intent
of the contracting parties, the United States proposes to use
the following language as the definition for purposes of
iniplementin the 1973 agreement after December 31, 1978.
If this definition is acceptable to the Government of the
Italian Republic, the Congress of the United States will be



20

so informed during the process of review leading to the
approval of the 1973 agreement and the 1977 Administrative
Protocol and their subsequent implementation.

It is therefore proposed that, beginning on January 1, 1979,
that portion of Article 1.K of the 1973 agreement which de-
fines "basic benefit amount" with respect to the United
States of America shall be interpreted to mean:

* * and as regards the United States of America, 'pri-
mary insurance amount' based on a worker's average
monthly earnings or average indexed monthly earnings, as
provided in section 215 (a) of the Social Security Act as
amended by the Social Security amendments of 1977;"

Except with respect to this interpretation, all terms and
conditions of the 1973 Agreement and the 1977 Administra-
tive Protocol remain the same. I propose that, as to the
interpretation of Article 1.K of the 1973 Agreement, this
note and your reply concurring therein constitute an agree-
ment between our two Governments effective on the date of
your Note in reply.

Accept, Excellency, the renewed assurances of my highest
consideration.

Al riguardo ho l'onore di comunicarle che il mio Governo concorda
circa la proposta contenuta nella lettera medesiina, concernente
l'interpretazione dell'articolo 1 .K dell'Accordo fra gli Stati Uniti
d'America e la Repubblica Italiana in materia di sicurezza sociale
firmato a Washington il 23 maggio 1973.

Voglia accettare, signor Ambasciatore, i rinnovati sensi della mia
piu alta considerazione.

A. FORLANI.
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REPORT TO CONGRESS To ACCOMPANY THE SOCIAL SECURITY AGREE-
MENT BETWEEN THE UNITED STATES AND ITALY AND AN ADMINIS-
TRATIVE PROTOCOL TO THE AGREEMENT

BACKGROUND

The social security totalization agreement between the United
States and Italy was signed by former Secretary of Health, Education,
and Welfare Caspar W. Weinberger and the Italian Minister of Labor
on May 23, 1973. The agreement was negotiated in fulfilment of a
commitment to develop such an arrangement contained in the 1951
Supplementary Agreement to the U.S.-Italy Trealy of Friendship,
Commerce, and Navigation of 1948 (Annex A). In consenting to
ratification of the Supplementary Agreement, the Senate incorporated
a reservation (Annex B) to the effect that the entry into force of an
such arrangement would require authority in U.S. statute. Sue
authority is now provided by section 233 of the Social Security Act
as amended by Public Law 95—216. Italy enacted a law authorizing
approval of the agreement in 1975 (published in the Gazzetta Ufficiale
della Repubblica Italiana—No. 92—April 7, 1975).

The administrative protocol to the 1973 agreement was signed by
Secretary Calif ano and the Italian Minister of Labor on November 22,
1977. The protocol clarifies some of the provisions of the principal
agreement and lays down basic operating procedures for its
implementation.

A recent exchange of diplomatic notes between the U.S. and
Italian Governments revises the definition of "basic benefit amount"
as it applies to the United States in the agreements to take account of
changes in the U.S. method of benefit computations which were
enacted as part of the Social Security Amendments of 1977. This
term is used in the agreement and protocol to facilitate implementation
of the provisions dealing with benefit computations.

Accompanying this report arid forming an integral part of it are
paragraph-by-paragraph analyses of the principal agreement (Annex
C) and administrative protocol (Annex D), as well as the report
(Annex E) required by section 233(e) (1) of the Social Security Act
on the effect of the agreements on income and expenditures of social
security programs and the number of individuals affected by the
agreements.

MAIN PROVISIONS OF THE AGREEMENT AND PROTOCOL

Required provisions
Section 233(c) (1) of the Social Security Act recjufres that totaliza-

tion agreements concluded pursuant to that section provide for the
elimination of dual coverage of the same work under the social security
systems of the United States and the other country party to the
agreement, and for the totalization of credits earned by a worker
under the two systems for benefit eligibility purposes. In addition, the
law requires, that when social security benefit eligibility is established
on the basis of totalized credits the amount of the benefit payable
under title II be prorated based on the proportion of the worker's
periods of coverage completed under that title to the combined total
in both countries. The agreement and protocol include these required
provisions.
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Under article 7 of the principal agreement dual coverage would be
eliminated generally by maintaining under U.S. coverage and excludm
from Italian coverage those U.S. citizens working in Italy who woul
otherwise be dually covered, and by maintaining under Italian cover-
age and excluding from U.S. coverage nationals of Italy employed in
the United States by an Italian employer who choose not to be covered
under the U.S. system. Under article 3 of the protocol this choice
would have to be exercised within 3 months of the beginning of a
period of work and generally could be amended only during the second
year after the period of work began. Those U.S. citizens who primarily
would be affected by these provisions are the American workers em-
ployed by an American employer in Italy (and some self-employed
Americans in Italy) who are now covered under both the U.S. and
Italian social security systems.

In conformity with section 233 (c)(1) of the Social Security Act, the
agreements also would prevent gaps in the protection of workers with
work histories divided between the two countries by permitting their
credits to be combined (or totalized) m order to meet the insured
status requirements of either or both countries. A worker would need a
minimum period of coverage under the system of a country before that
system would consider periods of coverage from the other country.
Under the agreement the minimum would be 6 quarters of coverage
(as stipulated in section 233(c) (1) (A) of the Social Security Act) in
the case of the United States and 1 year of coverage in the case of
Italy.

The benefits of persons who qualify based on totahzed credits
would be in amounts that are in proportion to the amount of coverage
completed in the paying country to the amount of combined coverage
from both countries. For example, a worker who retired with 5 years
of credit under the U.S. system and 10 years under the Italian system
(and who therefore under the present situation would qualify for
benefits' under neither system) could have his credits combined under
each country's system to meet its eligibility requirements. The U.S.
and Italian benefits would equal approximately one-third and two-
thirds respectively of the benefit that would be payable if all work had
been covered under the system paying the benefits.

The manner in which' the United States takes account of Italian
periods of coverage and covered earnings in those periods to determine
insured status and compute prorata benefits will be published m regula-
tions and will depend to some extent on the precise information avail-
able in Italian records. If sufficient information is available from the
Italian system, we intend to apply the general $50 quarter of coverage
measure which applied under U.S. law to wages paid before 1978 and
the quarter of coverage measures that apply under the annual wage
reporting system to wages earned after 1977. Thus, for earnings before
1978, the United States would credit one quarter of coverage for ever
calendar quarter not already credited as a quarter of coverage in whic
'a person had earnings certified by Italy equivalent to at least $50 or
combined U.S. and Italian earnings totaling at least $50.

For earnings in 1978 and later (when the annual reportmg system is
in effect), the United States would consider Italian periods of cover-
age only when a person did not' have sufficient earnings in a year under
the U.S. system to be credited with 4 quarters of coverage for the year.
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Where fewer than 4 quarters of coverage were credited, additional
quarters of coverage could be established based on earnings amounts
certified by Italy applying the earnings criteria in effect for that year
(in 1978, $250 annual earnings for a quarter of coverage). In any year
where Italian earnings were to be considered, quarters of coverage
based on U.S. earnings would be assigned to calendar quarters so as to
permit crediting of the calendar quarter(s) of highest Italian earnings.
This approach is consistent with the provisions of the Social Security
Act which provide for assigning quarters of coverage under the annual
wage reporting system in such a way as to be most adv.ntageous to
the worker.

Quarters of coverage which result only from combining U.S. and
Italian earnings to meet either the $50/quarter test with respect to pre-
1978 earnings or the annual test 'with respect to post-1977 earnings
would be considered Italian periods of coverage for purposes of com-
puting prorata benefit amounts.
Additional provisions

Section 233(c) (2) of the Social Security Act also permits agreements
to provide for the payment of a supplement by the United States in
cases where a U.S. resident is eligible for monthly prorata benefits
from the United States and the other contracting party which to-
gether amount to less than the monthly benefit that would be payable
by the United States based on the regular minimum primary insurance
amount under the Social Security Act. The supplement in such cases
would be equal to the difference between the benefit based on the
regular minimum PTA and the total amount of the combined pro-
rata benefits otherwise payable by both countiies. Article 12 of
the principal agreement provides for the payment of such a "guaranteed
mimnium benefit supplement" by the country in which an eligible
beneficiary resides.

Implementation of this provision would require that the two coun-
tries agree to additional administrative procedures which will be
settled upon in accordance with provisions of the administrative pro-
tocol. It is the understanding of both sides, as expressed in the procês-
verbal accompanying the protocol, that neither side will implement
the guaranteed minimum benefit provision until the additional pro-
cedures are settled upon. However, once the provision is implemented
any additional benefits payable under it would be paid retroactively
from the effective date of an application under the principal agreement.

Section 233(c) (2) of the Social Security Act also permits agreements
to contain provisions suspending the application of the alien nonpay-
ment provisions of the Social Security Act for persons residing in a
foreign country which is party to an agreement. The principal agree-
ment in accordance with this section provides that benefits payable
to a person by the United States or Italy under the agreement or the
country's national law shall be payable while the person resides in the
other country. The effect of this provision is limited because under the
social security equal treatment provisions of the 1948 Treaty of
Friendship, Commerce and Navigation, the United States and Italy
already pay social security cash benefits outside their territory to
citizens of the other country. Thus, the effect of the new provision is
to permit the payment of benefits to third country nationals (in par-
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ticular those who are deilendents and survivors of insured persons)
residing in Italy or the United States, notwithstanding either coun-
try's alien nonpayment provisions.

ADMINISTRATIVE PROVISIONS

Section 233(c) (4) of the Social Security Act authorizes agreements
to contain other provisions not inconsistent with title II of the Act
which are appropriate to carry out the purposes of the agreements.
In accordance with this provision the agreement and protocol contain
a number of articles designed to permit the United States or Italy to
render free assistance to the other country in implementing the
agreement.

The agreement and protocol contain provisions typically included
in totalization agreements under which certain benefit overpayments
made by one country in implementing the agreements may be re-
covered by the other country from benefits it pays. However, the
protocol provides that the overpayment recovery provisions will be
implemented only within the limits of each country's law. No re-
coveries will be made under this provision until it has been determined
to what extent such recoveries are permitted under U.S. law.

The protocol provides strict limitations on the use that either coun-
try may make of information received from the other country under
the agreements. This information would include primarily the data
on workers' covered earnings and periods of coverage that is necessary
to determine benefit rights under the agreement. The information
must be treated as confidential by the agencies of both countries
which receive the information, and by their officials and employees.
Thus, any information pertaining to an individual which an Italian
social security• agency received from the Social Security Administra-
tion in the course of implementing the agreements could be used only
to administer the agreements or disclosed to the individual to whom
the information pertains. Disclosure to the individual by either
country would be governed by that country's national law, which in
the case of the United States would include the Privacy Act, Freedom
of Information Act, and other pertinent provisions of U.S. law.

[Treaties and Other International Acts—Series 4685]

FRIENDSHIP, COMMERCE AND NAVIGATION

AGREEMENT BETWEEN THE UNITED STATES OF AMERICA AND ITALY
SUPPLEMENTING THE TREATY OF FEBRUARY 2, 1948

(Signed at Washington, September 26, 1951)

ITALY

FRIENDSHIP, COMMERCE AND NAVIGATION

Agreement supplementing the treaty of February 2, 1948.
Signed at Washington September 26, 1951;
Ratification advised by the Senate of the United States of America,

with anunderstanding, July 21, 1953;
Ratified by the President of the United States of America with said

understanding, September 22, 1960;
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Ratified by Italy October 28, 1960;
Instruments of ratification exchanged at Washington March 2, 1961;
Proclaimed by the President of the United States of America

March 8, 1961;
Entered into force March 2, 1961.

B TEE PRESIDENT OF THE UNITED STATES OF AMERICA

A PROCLAMATION

WHEREAS an agreement supplementing the treaty of friendship,
commerce and navigation between the United States of America and
the Italian Republic was signed at Washington on September 26,
1951, the original of which agreement, in the English and Italian
languages, is word for word as follows:

* * * with such provisions for the transfers referred to in
Article III, paragraph 2(b), as may be feasible, giving con-
sideration to special needs for other transactions, and shall
afford the other High Contracting Party adequate oppor-
tunity for consultation at any time regarding such provisions
and other matters affecting such transfers. Such provisions
shall be reviewed in consultation with such other High
Contracting Party at intervals of not more than twelve
months.

2. The provisions of the present Article, rather than those
of Article XXIV, paragraph 1(f), of the said Treaty, shall
govern as to the matters treated in the present Agreement.

Article V

In addition, and without prejudice to the other provisions
of the present Agreement or of the said Treaty, there shall be
applied to the investments made in Italy the regulations
covering the special advantages set forth in the fields of
taxation, customs and transportation rates, for the industrial-
ization of Southern Italy under Law No. 1598 of December
14, 1948, and for the development of the Apuanian industrial
area and the industrial areas of Verona, Gorizia, Trieste;
Leghorn, Marghera, Boizano and other areas covered by
the Italian legislation now existing or which may in the
future be adopted.

Article VI

The clauses of contracts entered into between nationals,
corporations and associations of• either High Contracting
Party, and nationals, corporations and associations of the
other High Contracting Party, that provide for the settle-
ment by arbitration of controversies, shall not be deemed
unenforceable within the territories of the other High Con-
tracting Party merely on the grounds that the place desig-
nated for the arbitration proceedings is outside such terri-
tories, or that the nationality of one or more of the arbi-
trators is not that of such other High Contracting Party.
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No award duly rendered pursuant to any such contractual
clause, which is final and enforceable under the laws of the
place where rendered, shall be deemed invalid or denied
effective means of enforcement within the territories of
either High Contracting Party merely on the grounds that
the place where such award was rendered is outside such
territories or that the nationality of one or more of the
arbitrators is not that of such High Contracting Party.
ut is understood that nothing herein shall be construed to
'entitle an award to be executed within the territories of
either High Contracting Party until after it has been duly
declared enforceable therein

Article VII

1. The two High Contracting Parties, in order to prevent
gaps in the social insurance protection of their respective
nationals who at different times accumulate substantial pe-
riods of coverage under the principal old-age and survivors
insurance system of one High Contracting Party and also
under the corresponding system of the other High Con-
tracting Party, declare their adherence to a policy of per-
mitting all such periods to be taken into account under either
such system in determining the rights of such nationals and
of their families. The High Contracting Parties will make the
necessary arrangements['] to carry out this policy in accord-
ance with the following principles:

(a) Such periods of coverage shall be combined only
to the extent that they do not overlap or duplicate each
other, and only insofar as both systems provide compa-
rable types of benefits.

(b) In cases where an individual's periods of coverage
are combined, the amount of benefits, if any, payable to
him by either High Contracting Party shall be deter-
mined in such a manner as to represent, so far as prac-
ticable and equitable, that proportion of the individual's
combined coverage which was accumulated under the
system of that High Contracting Party.

(c) An individual may elect to have his right to bene-
fits, and the amount thereof, determined without regard
to the provisions of the present paragraph.

Such arrangements may provide for the extension of the
present paragraph to one or more special old-age and sur-
vivors insurance systems of either High Contracting Party,
or to permanent or extended disability insurance systems of
either High Contracting Party.

2. At such time as the Maintenance of Migrants' Pension
Rights Convention of 1935 enters into force with respect to
both High Contracting Parties, the provisions of that Con-
vention shall supersede, to the extent that they are inconsistent
therewith, paragraph 1 of the present Article and arrange-
ments made thereunder.

'For understanding othe two Governments concerning arrangements under Article VIII
paragraph 1, see po8t, p. 10.
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Article VIII

Each High Contracting Party shall accord sympathetic
consideration to, and shall afford adequate opportunity for
consultation regarding, such questions as the other High Con-
tracting Party may raise with respect to any matter affecting
the operation of the present Agreement or of the said Treaty

Article IX

The present Agreement shall be ratified, and the rati-
fications thereof shall be exchanged at Washington as
soon as possible. It shall enter into force on the day of ex-
change of ratifications, and shall thereupon constitute an
integral part of the said Treaty of Friendship, Commerce
and Navigation.

[Treaties and Other International Acts—Series 4685]

FRIENDSHIP, COMMERCE AND NAVIGATION

AGREEMENT BETWEEN THE UNITED STATES OF AMERICA AND
ITALY SUPPLEMENTING THE TREATY OF FEBRUARY 2, 1948

(Signed at Washington, September 26, 1951)

IN WITNESS WHEREOF the respective Plenipotentiaries have signed
the present Agreement and have affixed hereunto their seals.

DONE in duplicate, in the English and Italian languages, both
equally authentic, at Washington, this twenty-sixth day of September,
one thousand nine hundred fifty-one.

For the United States of America: Per gli Stati Uniti d'America:
DEAN ACHESON. [SEAL]

For the Italian Republic: Per la Repubblica Italian a:
GIUSEPPE PELLA. [BEAU

WHEREAS the Senate of the United States, of America by their
resolution of July 21, 1953, two-thirds of the Senators present con-
curring therein, did advise and consent to the ratification of the said
agreement "subject to the understanding that the arrangements
referred to in Article VII, paragraph 1, of the said agreement shall
be made by the United States only in conformity with provisions of
statute";

WHEREAS the text of the said understanding was communicated by
the Government of the United States of America to the Government
of the Italian Republic by a note dated July 24, 1953 and was accepted
by the Government of the Italian Republic on a reciprocal basis;

WHEREAS the said agreement was ratified by the President of the
United States of America on September 22, 1960, in pursuance of the
aforesaid advice and consent of the Senate and subject to the said
understanding, and was ratified on the part of the Italian Republic;

WHEREAS the respective instruments of ratification as aforesaid,
were exchanged at Washington on March 2, 1961, and a protocol of
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exchange, in the English and Italian languages, was signed at that
place and on that date by the respective Plenipotentiaries of the
United States of America and the Italian Republic, the said protocol
of exchange declaring that "it is understood that the entry into force
of the arrangements mentioned in Article VII, paragraph 1, of the
said agreement is subordinate in any case to the fulfilling on the part
of the United States of America of its provisions of statute and on the
part of the Italian Republic of its constitutional requirements";

AND WHEREAS it is provided in Article IX of the said agreement
that the agreement shall enter into force on the day of exchange of
ratifications;

Now, THEREFORE, be it known that I, John F. Kennedy, President
of the United States of America, do hereby proclaim and make public
the said agreement to the end that the same and every article and
clause thereof may be observed and fulfilled in good faith on and after
March 2, 1961, by the United States of America and by the citizens
of the United States of America and all other persons subject to the
jurisdiction thereof, subject to the said understanding.

IN TESTIMONY WHEREOF, I have caused the Seal of the United States
of America to be hereunto affixed.

DONE at the city of Washington this eighth day of March in the year
of our Lord one thousand nine hundred sixty-one and of

[sEALI the independence of the United States of America the one
hundred eighty-fifth.

JOHN F. KENNEDY.
By the President:

DEAN RUSK
Secretary of State.
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AGREEMENT BETWEEN TUE UNITED STATES OF AMERICA AND
TUE ITALIAN REPUBLIC ON THE MATTER OF SOCIAL SECURITY

The President of the United States of America and
The President of the Italian Republic
Desirous of regulating the relations between the two

States in the field of social security, in accordRnce with the
principles established under Article VII of the Agreement
signed at Washington, D.C., September 26, 1951, supple-
menting the Treaty of Friendship, Commerce and Naviga-
tion between the United States of America and the Italian
Republic signed at Rome, February 2, 1948, have agreed to
conclude an Agreement for that purpose and have there-
fore appointed as their plenipotentiaries:

The President of the United States of America:
Caspar W. Weinberger, Secretary of Health,
Education, and Welfare, and

The President of the Italian Republic:
Dionigi Coppo, Minister of Labor and Social
Welfare,

who, having exchanged their full powers, found to be in
good and due form, have agreed to the following pro-
visions:

PART I. GENERAL PROVISIONS

ARTICLE 1

For purposes of the application of this Agreement:
a. The term "territory" shall meaml, as regards the Ital-

ANNOTATIONS AND COMMENTS

This agreement is based on the principles established by
article VII of the 1951 Supplementary Agreement to the
Treaty of Friendship, Commerce, and Navigation of 1948
between the United States and Italy (TIAS 4685) and is
in conformity with time provisions of statute (Section 233
of the Social Security Act) thus meeting the requirement
that any such agreement be in accordance with legislation,
as stipulated by the Senate in giving its advice and consent
to the ratification of the 1951 Supplementary Agreement_

Article 1 defines the key terms used in the agreement.
The U.S. definition of territory is identical to the defini-
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ian Republic, Italy; and as regards the United States of
America, the States, the District of Columbia, the Com-
monwealth of Puerto Rico, the Virgin Islands, Guam and
American Samoa;

b. The term "national" shall mean, as regards the Italian
Republic, an Italian national; and as regards the United
States of America, "national of the United States" as de-
fined in Section 101, Immigration and Nationality Act of
1)52, as amended;

j. The terms "benefits" and "pensions" shall mean any
cash benefits payable under the laws specified in Article 2
of this Agreement;

k. The term "basic 'benefit amount" ("importo della
piestazione") shall mean, as regards the Italian Republic,
the amount of the benefit which is payable; and as regards
the United States of America, "primary insurance
amount" as set forth in the table of benefits contained in
section 215(a) of title II or deemed to be contained in such
section of the Social Security Act of 1935, as amended,
from which is derived by law the actual amount of the
benefit vhich is payable;

tion of the U.S. in section 210(i) of the Social Security
Act.

Under section 101 of the Immigration and Nationality
Act of 1952, "the term national of the United States means
(A) a citizen of the United States, or (B) a person who,
though not a citizen of the United States, owes permanent
allegiance to the United States." At present, the practical
effect of paragraph (b) is that the term national includes
natives of American Samoa and Swain's Island.

The definition of the terms "benefits" and "pensions" in-
cludes periodic cash be.nefits (generally nionthly, except
for a 13th monthly payment under the Italian scheme)
payable under the social security laws plus lump-sum pay-
ments—in the case of the U.S., the lump-sum death
payment.

The term "basic benefit amount" has been established
to facilitate implementation of. the provisions of. Part III
of the Agreement dealing with computation of pro rata
benefits. Prior to January 1, 1979, the PIA will be com-
puted I roni the table contained in or deemed to be con-
tained in section 215 (a) of the Social Security Act. In
accordance with the Agreement embodied in diplomatic
notes exchanged by the U.S. and Italian Governments, the
PTA for persons who become eligible aftei December 31,
1978, generally will be computed in accor4ntii. the
benefit formula based on indexed earnings as puesciibed in
section 215 (a) as amended by the Social Security Amend-



]. 'be term "beneficiary" shall mean any worker, family
member, or survivor who is entitled to benefits or pensions.

ARTICLE 2

1. For purposes of this Agreement the applicable laws
relating to social security for disability, old-age, and sur-
vivorship are:

a. in the case of the Italian Republic, the legislation
on compulsory general insurance for old-age, disalyil-
ity, and survivors, as well as legislation providing
benefits which are substitutes for benefits provided
by said compulsory general insurance;

b. iii the case of the United States of America, title
II of tue Social Security Act of 1935, as amended, and
regulations promulgated under the authority provided
therein, except sections 226 and 228 of such title and
regulations pertaining to such sections;

provided, however, that for the United States the totaliza-
tion of the periods of coverage in accordance with this
Agreement shall not apply to periods of voluntary cover-
age provided for by such laws.

c. T1' term "laws", unless otherwise qualified, shall
mean the laws, regulations, and ui other measure con-

inents of 1977. The term "basic benefit amount" does not
include the special minimum PIA provided for workers
who have worked for long periods under the U.S. system
at low wages.

The term "beneficiary" means any person entitled to
benefits under the laws specified in Article 2.1.

Article 2 enumerates the laws to. which the Agreement
applies. The Italian laws are identified in general terms as
those relating to social security old-age, disability, and
survivor programs (including voluntary and optional in-
surance). However, the U.S. is required to take into ac-
count only voluntary or optional periods of coverage based
on employment or self-employment. (For example, upon
becoming temporarily unemployed, a worker in Italy may
elect to pay contributions to maintain continuity of cover-
age.) The U.S. is not required to take into account any
form of voluntary or optional insurance similar to the
purcitase of an annuity. The U.S. laws to which the Agree-
ment applies are title II of the Social Security Act except
section 226 (Medicare benefits) and section 228 (special
age-72 payments—Piouty benefits). 1-lospital insurance
under Medicare has been excluded. It is understood,
t1iou1i not specified, that persons to whom the Agreement
al)phes who qualify independently for Medicare hospital
insurance benefits would be entitled to receive such
benefits.

The laws to wltieli the agreement: applies are defined in
this paragraph iii conjunction with Article 2. See corn—
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cerning social security specified iii Article 2 of this
Agreement;

d. The term "competent authorities" shall mean the
authorities responsible for the administration of the laws,
and specifically: in the case of the Italian Republic: the
Minister of Labor and Social Welfare (Ministro del
Lavoro e della Previdenza Sociale); in the case of the
United States of America: the Secretary of Health, Edu-
cation, and Welfare (Ministro della Sanita, Educazione, e
Previdenza Sociale);

e. The term "agency" shall mean for each Contracting
State any agency, body, or authority entrusted with the
administration of an insurance system, under the laws
specified in Article 2 of this Agreement;

f. The term "periods of coverage" shall mean the periods
of payment of contributions or periods of earnings based
on wages for employment or self-employment income, as
defined or recognized as periods of coverage by the law
under which such periods have been completed, or any
similar periods insofar as they are recognized by such
laws as equivalent to periods of coverage;

g. The term "workers" shall mean persons who have
periods of coverage;

tuents on Article 2.1. See also Article 3.4 of the Adniinis-
trwt.ive Protocol and accompanying comments.

"Competent authorities" as used throughout this Agree-
inent, refers to the Government official who has the ulti-
mate responsibility for administering its provisions.

Italy has one agency, the I.N.P.S., which adininiers
its principal social security system, and a number of
smnller agencies which administer the comparable systems
for specialized groups of workers. The definition is in-
tended to assure that the U.S. will be required to deal
directly with only the agency administering the principai
system (as the Italians would be required to deal with only
one U:S. agency) and have that agency act for the smaller
agencies.

The term "periods of coverage" includes both wages and
self-employment income. Only periods of employment, or
periods recognized as such (i.e., periods of self-employ-
ment or gratuitous periods), for which earnings or con-
tributions are credited would be taken into consideration
under the Agreement.

The self-employed are included in the term "workers"
and the term is limited to those who are covered under
the social. security laws.



h. The term "family members" shall mean the persons
defined as eligible for benefits on the earnings record or
periods of coverage of a living worker, whichever is appli-
cable, as established under the laws of each of the Con-
tracting States:

i. The term "survivors" shall mean the persons defined
as eligible for benefits on the earnings record or periods
of coverage of a deceased worker, whidhever is applicable,
as established under the laws of each of the Contracting
States;

2. Notwithstanding the provisions of paragraph 1, as
regards the Italian Republic, the present Agreement will
be applied to legislation concerning other social security
systems for similar cases Which will be indicated by the
competent authorities of the Italian Republic.

3. This Agreement shall also apply to future laws
amending or supplementing the laws specified in this
Article.

ARTIOLE 3

1. The present Agreement shall apply to workers Who
have periods of coverage under the laws, and to their
family members or survivors.

2. The present Agreement shall not apply to periods of
service as a diplomatic or career consular officer, or officer
of a hancery, nor except insofar as provided under Arti-
cle 2.2, to periods of service covered under special systems
for employees of the Government or of Government agen-
cies or instrumentalities ("e.nti publici").

Since the U.S. law does not provide definitions of "fam-
ily members" and "survivors", the definitions of these
terms in paragraphs 1.h and 1.i are made compatible with
U.S. law.

See comments on paragraph 1.h.

Article 2.2 makes it possible for the Agreement to apply
to certain special systems in Italy, sucii as those for em-
ployees of public utilities Which are not generally consid-
ered to be a part of the general system.

The Agreement shall also apply to future laws amend-
ing or supplementing the laws specified in Article 2.1.

Article 3.1 provides that the Agreement applies to all
workers Who 'have periods of coverage under the laws of
both States and to their eligible dependents 'and survivors,
regardless of nationality or residence.

Article 3.2 provides that the Agreement shall not apply
to the services of a diplomatic or career consular officer or
a Government employee except those services of a Govern-
ment employee covered by the laws specified in Article 2.1
as laws to which this Agreement applies. Under this pro-
vision Italian nationals working for the U.S. Embassy in
Italy would not be subject to this Agreement. The Depart-
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ARTICLE 4

meat of State favors the exclusion of such Italian nation-
ais who are generally covered under the U.S. civil service
retirement System.

The persons to whom the provisions of this Agreement
apply shall have the same rights and obligations under the
social security laws of each Contracting State under the
same conditions as if such persons were covered solely
under the social security laws of such State, whether they
reside in the territory of a Contracting State or in a third
State.

ARTICLE 5

For the purposes of eligibility for voluntary or optional
insurance, in accordance with the provisions of the laws of
a Oontracting State, the periods of coverage completed
under the laws of such State shall be combined, where nec-
essary, with the periods of coverage completed under the
laws of the other State.

ARTICLE 6

Except as otherwise provided in this Agreement, the
persons eligible for benefits under the laws of one Con-
tracting State, including benefits arising under this
Agreement, shall receive them fully and without limita-
tion or restriction while they reside in the territory of the
other State. Such benefits shall be paid by each State to

Article 4 provides that persons to whom the Agreement
applies would have the same rights and obligations as per-
sons covered solely under the laws of one State.

Article 5 provides that periods of coverage under each
State may be combined or purposes of eligibility for vol-
unitary or optional insurance. This provision does not
affect rights under title II, but provides a very important
right under Italian law.

Article 6 contains provisions relating to payment of
benefits outside the paying State. It provides for benefit
payments to entitled persons without restrictions due to
absence from the U.S. where the beneficiary resides in
Italy. (Nationality would no longer affect the payment of
benefits, as it now does under U.S. law, with respect to



persons to whom the provisions o this Agreement apply
who reside in a third State on the same terms and to the
same extent that such benefits would be paid if such per-
sons had been covered entirely under the social security
laws of the paying State.

PART II. PRovIsIoNs REIriNG TO THE APPLICABLE LAWS

ARTICLE 7

1. Persons to whom this Agreement applies who are
employed or self-employed (che svolgono la loro attivita)
within the territory of one of the contracting States shall
be subject to the laws of such State, except as otherwise
provided in this Article.

2. Services performed by a United States national in
Italy which are covered under the laws of the United
States shall remain covered under the laws of the United
States.

3. Services performed by an Italian national in the
United States for an Italian employer or for an enterprise
controlled by an Italian firm shall be covered under the
laws of Italy.

4. With respect to any services which are subject to the
laws of both States, the following rules will be applied:

a. a national of one of the States who, with respect

some third country nationals residing in Italy.) Also, it
provides that residents of a third State will, regardless of
nationality, receive benefit payments under the same con-
ditions which otherwise govern the paying State in making
payments to such persons. Thus, no change would be made
by this Agreement in the present U.S. foreign payment
provisions applicable to residents of third countries. This
provision is in accordance with section 233(c) (2) (A) of
the Social Security Act.

This article is in conformity with section 233(c) (1) (B)
of the Social Security Act.

Article 7 is intended to eliminate dual coverage, i.e.,
situations where a worker is covered under the laws of both
States with respect to the same services. In so doing, the
existing coverage provisions of the laws of both States
are preserved to the greatest extent possible. In cases of
dual coverage the service would generally be exempt from
coverage under the laws of the State with the least direct
connection with the worker. The first three paragraphs of
this Article create parallel dual coverage. Article 7.1 con-
firms the principle that a national of one State working in
the other State is entitled to be covered there. Article 7.2
establishes that wOrk in Italy by a U.S. national which is
presently covered in the U.S. will remain so. Article 7.3,
in effect, changes Italian law so that work performed in the
U.S. by Italian nationals would be covered mandatorily
in Italy, rather than voluntarily as at present.

Article 7.4 provides three exceptions to the preceding
paragraphs: (a) a national of one State covered in both
remains covered in the State of which he is a national and
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to the same period of work, would be subject to the
laws of both States shall remain subject for such
period to the laws of the State of which he is a
national and shall be exempt from the laws of the
State of which he is not a national;

b. a national of Italy or a national of both States
who, with respect to the same period of work, would
be subject to the laws of both States shall, for such
period, elect to remain subject to the laws of one of
the States and shall be exempt from tie laws of the
other State;

c. a person who is not a national of either State
and who, with respect to the same period of work, is
subject to the laws of both States shall be subject, for
such period, to the laws of the State in which the
work is performed and shall be exempt from the laws
of the other State.

5. The exemptions provided under this Article shall be
effective when the agency of the State in which the
periods of work are covered pursuant to paragraph 4 cer-
tifies to the agency of the other State that such periods of
work are covered under its laws.

6. The competent authorities of the States may agree in
the interest of a worker or on behalf of categories of
workers to other exceptions to the rule provided in para-
graph 1.

is exempt in the other; (b) dual nationals with dual
coverage, and Italians working in the United States for
Italian employers, may elect the State in which they are
to be covered (presumably dual nationals will choose to
remain covered under the system where they can main-
tain continuity of coverage while some Italians who come
to work in the United States, even temporarily, may pre-
fer to be covered in the United States rather than in
Italy); (c) third country nationals are covered where
they work. Restrictions on the exercise of elections are
contained in Article 3.3 of the Administrative Protocol.

Article 7.5 specifies the period for which a coverage
exemption shall be effective.

Article 7.6 provides for the exemption from coverage
of other workers upon agreement between the United
States and Italy. This provision is designed to permit the
competent authorities to correct anomalous situations that
arise to the disadvantage of workers who do not fall under
one of the other exceptions to paragraph 1.

C)



PART III. SPECIAL PRovIsIoNs—DISABILrrY, Ow-AGE, AND
Stmvivoismr

ARTICLE 8

1. With respect to a period of work which results in a
period of coverage under the laws of both Contracting
States, the agency of each State shall for purposes of Arti-
cle 8.2 and Article 9.2 take into consideration the period of
coverage which results under the laws of that State.

2. If the laws of one State require completion of periods
of coverage as a prerequisite for the acquisition, retention,
or recovery of the right to benefits, the agency which ap-
plies such laws shall take into consideration, for such
purpose, insofar as necessary, the periods of coverage com-
pleted under the laws of the other State, as if these were
periods of coverage completed under the laws of the first
State. Such agency shall take into consideration all the
periods of coverage required to ensure the right to the
fullest benefits provided for by the laws which it applies.

3. If the laws of a State establish as a condition for re-
ceiving certain benefits that the periods of coverage be
completed in a given profession or occupation which is sub-
ject to a special system of insurance, in determining eli-.
gibility for such benefits only the periods completed under
a corresponding system of the other State or, failing that,
in the same profession or occupation—even if a special
system for said profession or occupation does not exist in
the other State—shall be counted. If the total of such
periods of coverage does not result in entitlement under
the special system, such periods shall be used to determine
eligibility for benefits of the general system of insurance

Part III is in conformity with section 233(c) (1) (A)
and (C) of the Social Security Act.

Article 8.1 provides that in dual coverage situations
(primarily those which occurred before this Agreement
becomes effective) a State shall take into account only the
period of coverage under its own laws for insured status
and benefit computation purposes.

Article 8.2 relates to insured status, and provides that if
completion of periods of coverage is a requirement for eli-
gibility for benefits under the laws of one State, such State
shall independently take into account, if necessary to estab-
lish eligibility, the periods of coverage completed under
the laws of the other State.

Article 8.3 is included in the Agreement for the benefit
of Italy, which has separate social security systems for
certain occupational groups. It provides that if the laws
of one State require that as a condition for receiving cer-
tain benefits periods of coverage must be completed in an.
occupation that is subject to a special social security system
or in a given job, only periods of coverage under the laws
of the other State unaer a corresponding special system or
in the same occupation or job shall be counted. If the total
of such periods of coverage does not qualify the worker
for benefits under the special system, such periods shall be
credited under the general system. However, this para-
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or some other applicable system of insurance; provided,
however, that the provisions of this paragraph shall apply
only when they would result in payment of the highest
possible benefit amount.

4. The agency of the United States shall not be obliged
to apply the provisions of this Article in the case of a
worker who has less than 6 quarters of coverage under the
United States law; the agency of Italy shall not be obliged
to apply the provisions of this Article in the case of a
worker who has less than 1 year of coverage under the
Italian law.

ARTICLE 9

1. When a worker, family member, or survivor satisfies
the conditions imposed by the laws of a Contracting State
for eligibility for benefits, without the need to invoke the
provisiorisof Article 8, the. agency of that State shall es-
tablish, according, to the provisions of the said laws, the
basic benefit amount based on the total periods of coverage
completedby theworker under the laws of such State.

2. Whether or not paragraph 1 applies, the agency of
each of the States shall determine the theoretical basic
benefit amount by considering all the periods of coverage
completed under the laws of the two States as if they had
been completed exclusively under its own ] aws. The agency
in question shall then establish the pro rata basic benefit
amount on the basis of the theoietical basic benefit amount
by applying the ratio of the total periods of coverage com-
pleted under the laws which it applies to the total of all
the periods of coverage completed under the laws of the
two States.

graph applies only if it would result in payment of a
higher benefit amount.

Article 8.4 provides that the United States will not
consider periods of coverage .credited under the Italian
system if the worker has less than 6 quarters of coverage
under the U.S. system. This provision conforms to the
requirements of Section 233(c) (1) (A) of the Social Se-
curity Act. Italy has elected a 1-year minimum period of
coverage for this purpose.

The provisions under which benefits will be pro rated
are set out in Article 9. Article 9.1 provides that if a worker
is insured for benefits under the laws of one State without
considering periods of coverage completed under the laws
of the other State, such State shall compute the basic bene-
fit amount based on the total periods of coverage com-
pleted under its own laws.

Article 9.2 provides that each State shall also compute a
theoretical basic benefit amount by considering the total
periods of coverage completed under the laws of the two
States. Then each State shall determine the pro rata basic
benefit amount according to the following formula:

Theoretical

________________

basic benefit
amount in
St.ate A

Periods of cover-
age in State A
Total periods of
coverage in both
States

Pro-rata basic
benefit amount

= inStateA



3. The worker shall elect within a specified time whether
benefits shall be awarded by each of the States in ac-
cordance with the provisions of paragraph 1 or paragraph
2, and such election shall be applicable to all benefits pay-
able to the worker and family members by each State.

4. In the case of survivors, benefit amounts shall be es-
tablished by each of the States, under the provisions of
paragraphs 1 and 2. Survivors benefits shall be awarded by
each of the States based on the provisions of either para-
graph 1 or 2, whicheyer results in the higher total benefits
payable, unless all survivors eligible for benefits elect to
receive the lower total benefits payable.

5. The elections provided for in paragraph 3 and para-
graph 4 shall be final, except in situations where Article 11
applies.

ARTICLE 10

1. For purposes of the computation of the theoretical
basic benefit amount, the agency of each Contracting State
shall take account of a worker's earnings in the other State
in the following manner:

The United States will not count a calendar quarter
more than once in determining the number of quarters of
coverage to be used in the denominator of the 'fraction of
the above formula.

Under Article 9.3 the worker must elect whether he
wishes to have benefits payable by each State computed
under Article 9.2. The election must be made within a
specified time; otherwise benefits will be awarded under
Article 9.1 or 9.2, whichever is higher. See Administra-
tive Protocol Article 5.5, which provides that the elections
must be made within 3 months from the date of the award.

Article 9.4 provides the method for determining
whether benefits payable to survivors should be amounts
determined with or without recourse to totalization. Sur-
vivors would be paid the higher of the two amounts, unless
all the survivors choose otherwise.

Article 9.5 provides that an election made as provided
in paragraphs 3 and 4 will be final except where Article 11
applies. A worker's election will be irrevocable during his
lifetime for himself and his family (although not binding
on survivors). This is intended to avoid having to make a
new choice of the method of computation whenever there
is a recomputation, benefit adjustment, or change in
beneficiaries.

Article 10.1 provides the method of determining the
amounts of wages, earnings, and contributions for periods
of coverage completed under the laws of one State that
shall be considered in computing a pro rata benefit under
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a. as regards the agency of the United States, the
earnings in any year to be taken into consideration for
periods of coverage completed under Italian laws
shall be the equivalent of the earnings credited under
the system of insurance in Italy for such year, subject
to the maximum oreditable earnings limitation under
the laws of the United States for such year.

b. as regards the agency of the Italian Republic,
for the periods of coverage completed under the laws
of the United States there shall be credited the average
salary or average contributions derived exclusively
from the salary received or the credited contributions
resulting from the periods of coverage completed
under the laws of Italy.

2. If, under the laws of one State, the amount of benefits
varies according to the number of family members, the
agency of such State shall also take into account family
members who are residing in the territory of the other
State.

ARTICLE 11

1. Upon application, benefits awarded under the provi-
sions of Article 9.2 shall be recomputed by both States in

the laws of the other State. Because wage levels and bene-
fit computation methods are very different in the two
States, different provisions have been developed for each
State: paragraph l.a applies to the U.S. and paragraph
1.b applies to Italy.

Paragraph l.a provides that the U.S. shall consider the
dollar equivalent of actual earnings under the Italian laws
(up to the U.S. maximum for the year) in computing pro
rata benefits in the same way as if they were earnings under
its own laws.

Paragraph 1.b provides that Italy shall deem the earn-
ings in U.S. periods of coverage to be equal to the average
salary or average contributions resulting from periods of
coverage completed only under the laws of Italy.

Article 10.2 provides that when benefit amounts pay-
able by one State vary according to the number of family
members, family members residing in the other State shall
also be taken into account. This provision is included for
purposes of assuring that benefits under Italian law will be
payable to (or on behalf of) family members residing in
the United States.

Article 11.1 provides that pro rata benefits may be re-
computed to take into account additional periods of cover-

0



accordance with the provisions of Article 9.2 to take into
account additional periods of coverage completed under
the laws of either Contracting State.

2. Notwithstanding the provisions of Article 9.5, benefits
shall be recomputed under the provisions of Article 9
when:

a. a worker who has made an election under Article
9.3 subsequently becomes eligible for benefits under
the laws of one or both States without the need to in-
voke the provisions of Article 8; or

b. the method of computing benefits under the sys-
tem of insurance of a State is changed by amendments
to the law governing such computations.

3. Notwithstanding the provisions of Article 9.5, if the
entitlement of all beneficiaries receiving benefits under the
provisions of Article 9 terminates, the benefits of any per-
son who later becomes entitled to benefits based on the
periods of coverage of the same worker shall be computed
under the provisions of Article 9.

ARTIGL}J 12

If the beneficiary becomes eligible under Article 9.2 for
benefits paid by the agencies of both Contracting States
and if the amount of such combined benefits is less than
the benefit amount which would be payable, based on the
minimum basic benefit amount, to such beneficiary by the
agency of the State in which he resides, the agency of that

age completed in either State. 1-lowever, the Agreement
does not generally permit a new election of the method of
determining a benefit when the worker has additional
periods of coverage except as provided in Article 11.2.
Article 8 of the Administrative Protocol establishes proce-
dures for the recomputation of benefits.

Article 11.2 provides an exception to the provision in
Article 9.5 (under which an election of method for deter-
mining a benefit is final) so that the benefits of a person
who later becomes eligible for benefits from either or both
States without the need to consider periods of coverage
completed in the other State shall have his benefits recom-
puted. Also, an opportunity for a new election will be pro-
vided if the laws of either State changes the method of
computing benefits.

Article 11.3 provides an additional exception to Article
9.5 so that if the entitlement of all beneficiaries terminates
and if any person later becomes entitled to benefits based
on the same worker's periods of coverage, then a new elec-
tion as to the method of determining a benefit amount will
be made.

Article 12 provides that if the combined pro rata benefits
payable to a beneficiary by the two States are less than the
minimum benefit (in the case of the U.S., the benefit
amount which would be payable to such a beneficiary based
on the minimum PTA) of the State where he resides, that
State shall pay the beneficiary the difference between its
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State shall, at its own expense, pay the difference between
the amount of such combined benefits and the amount of
benefits which would be payable to such beneficiary based
on such minimum basic benefit amount.

PART IV. MISCELLANEOUS, TRANSITORY, AND FINAL
PRovIsIoNs

ARTICLE 13

The competent authorities and agencies of the two Con-
tracting States shall assist each other in applying the pres-
ent Agreement as if they were applying their respective
laws; such reciprocal assistance shall be free of charge.

ARTICLE 14

1. The competent authorities of the two Contracting
States shall by mutual agreement establish such adminis-
trative procedures as may be required to implement this
Agreement and each competent authority shall designate
one coordinating agency or organization to facilitate the
application of this Agreement.

2. The competent authorities of the two States shall
communicate to each other all information relating to reg-
ulations, administrative procedures, and amendments to
their laws which may affect the application of this
Agreement.

minimum benefit and the beneficiary's combined pro rata
benefits. This provision is in conformity with Section 233
(c) (2) (B) of the Social Security Act. See comment on
Article 9 of the Administrative Protocol.

Article 13 provides for nonreirnbursable reciprocal as-
sistance between the States in applying the Agreement.

Article 14.1 provides for the establishment of mutally
acceptable procedures to administer the Agreement and for
the designation of one agency in each country to coordinate
the application of the Agreement.

Article 14.2 provides for an exchange between the agen-
cies responsible for administratiOn of the Agreement of
all pertinent regulations, administrative procedures,
amendments to laws, and any related information which
may affect application of the Agreement.



ARTICLE 15

The diplomatic and consular authorities of each Con-
tracting State shall be empowered to address themselves
directly to the competent authorities or agency of the other
State in order to obtain useful information for safeguard-
ing the interests of their own nationals, and may represent
them without special mandate.

ARTICLE 16

L Exemptions from duties, taxes, and fees provided for
by the laws of either State shall also be valid for the appli-
cation of the present Agreement, irrespective of the na
tionality of the beneficiaries.

2. The requirements imposed by the laws or regulations
of either Contracting State relating to the certification
("legaizzazione") of all certificates or other documents
shall be applied in respect to all certificates or other docu-
ments which must be presented for purposes of the appli-
cation of thisAgreement.

3. The certification as to the authenticity of a certificate
or document, or a copy thereof, by the competent authori-
ties or agency of one State shall be accepted as authentio
by the competent authorities or. agency of the other State.

ARTICLE 17

The competent authorities and the designated coordinat-
ing agencies or organizations of the two Contracting

Article 15 provides for direct communication by diplo-
matic and consular authorities with the administrative
agency of the other State when necessary to safeguard the
interests of their own nationals.

Article 16.1 provides that exemptions from duties, taxes,
and fees shall apply regardless of the nationality of the
beneficiaries. This provision applies only with respect to
the laws of Italy which impose a document stamp tax and
other fees.

Article 16.2 provides that the requirements of either
State relating to the certification of documents submitted
for purposes of the Agreement shall apply, since liberaliza-
tion of policy in this regard only for persons to .whom the
Agreement applies does not appear justified.

However, Article 16.3 provides that if the competent
agency of one State certifies to the authenticity of a docu-
ment, the document shall be accepted as authentic by the
other State.

Article 17 provides for direct correspondence betveen
the administrative agencies of the two States and between
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States may correspond directly with each other and with
any persons wherever they may reside, whenever such cor-
respondence is necessary for the administration of this
Agreement. Correspondence may be drafted in the writer's
official * * *

ARTICLE 18

The petitions which the beneficiaries address to the
competent authorities or agency of either Contracting
State for the application of the present Agreement may
not be rejected merely because theyare written in the offi-
cial language of the other State.

ARTICLE 19

1. The applications and other documents presented in
writing to the competent authorities or agency of either
Contracting State shall have the same effect as if they
were presented to the corresponding authorities or agency
of the other State.

2. An application for benefits filed with the competent
authorities or agency of one State is to be considered as
an application for the payment of benefits by the agency
of the other State, if the applicant explicitly requests that
his application be so considered.

3. An appeal which must be filed within a given period
of time with the competent authorities or agency of one
of the States shall be considered to have been filed within
such time limit if the appeal has been filed within such

the administrative agencies and any persons they may find
it necessary to communicate with.

Article 18 provides, in effect, that claims, appeals, etc.,
by beneficiaries may be written in the official language of
either State.

Article 19.1 provides that claims, documents, etc., may
be effectively presented to either State. Where applicable,
such claims, etc., to be ified with one State shall be con-
sidered timely filed if received timely by either State.

Article 19.2 provides that an application for benefits
filed with one State is to be considered an application for
benefits by the other State if the applicant so requests.

Article 19.3 provides that an appeal which must be filed
within a time limit shall be considered filed timely if filed
within such limit with the other State. The State with
which the appeal is filed shall transmit it without delay to



period of time with the competent authorities or agency
of the other State. In such case the authorities or agency
with which an appeal is filed shall without delay transmit
the said appeal to the competent authorities or agency of
the other State, and acknowledge to the appellant that the
appeal has been received.

ARTICLE 20

1. The competent authorities of the two Contracting
States shall jointly establish procedures to resolve any
problems or disagreements which may arise with regard to
the application or interpretation of the present Agreement.

2. The competent authorities of the two States shall
establish a permanent arbitration procedure for t!he con-
sideration and resolution of any problems or disagree-
ments which cannot be resolved under procedures estab-
lished in accordance with paragraph 1. The arbitral body
established under this paragraph shall settle questions
referred to it in accordance with the principles .of this
Agreement. Decisions of the arbitral body shall be fijial
and binding for purposes of the question referred to it, on
the competent authorities and agencies of both States.

3. The arbitral body established under paragraph 2
shall consist of three members. The competent authorities
of the two States shall each designate one member. The
third member shall be designated by agreement of the two
competent authorities.

ARTICLE 21

1. Pending the final determination of a beneficiary's
rights under this Agreement, including settlement of any

the other State and shall notify the applicant that his
appeal has been received.

Article 20.1 provides that the States shall jointly estab-
lish procedures to resolve problems or disagreements
which may arise from the application of the Agreement.

Article 20.2 provides for administrative procedures to
resolve such issues and for the establishing of a binding
arbitral body to settle questions which cannot be resolved
under the administrative procedures. The decisions of the
arbitral body shall be binding only on the administrative
agencies of both States (and only for purposes of tile ques-
tion referred to the arbitral body) so that the right of a
claimant to seek judicial review provided under U.S. law
will not be impaired.

Article 20.3 provides for tile selection of members of the
arbitral body.

Article 21 provides for the payment of provisional bene-
fits pending the final decision as to a beneficiary's rights,
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c&uestion under Article 20 between the competent authori-
ties and agencies of the two Contracting States, the bene-
ficiary whose rights are involved shall be awarded pro-
visional benefits in accordance with this Article until such
time as such determination ias been made.

2. Each agency shall award the beneficiary, as pro-
visional benefits, the benefits, if any, to which he would
be entitled under its own laws or under this Agreement.

3. a. The agencies of both States shall establish pro-
cedures for adjusting their respective liabilities for bene-
fits during the period in which provisional benefits were
paid pending the final determination referred to in para
graph 1.

b. In giving effect to such procedures, the agency of
either State shall withhold from. payments it makes, based
on t'he rights of a beneficiary as finally determined,
amounts permitted by the laws of that State sufficient to.
reimburse the agency of the other Sta.te for amounts paid
as provisional benefits in excess of the amounts finally
awarded to such beneficiary.

AIUICLE 22

1. The agencies of the Contracting States, which have
obligations relating to benefits to be paid in the other State
under the present Agreement, shall validly discharge such
obligations in the currency of their own State.

2. In case provisions designed to restrict the exchange
of currencies are issued in either State, both Govern-
ments shall immediately adopt the necessary measures to

including the settlement of a disagreement between States
concerning application of this Agreement.

Article 21.2 provides that each State shall award, as
provisional benefits, the benefits payable, if any, under
its own laws or under this Agreement.

Paragraph 8.a provides for the States to establish pro-
cedures for adjusting their respective liabilities for ene-
fits during periods in which provisional benefits were paid,

Paragraph 3.b permits the recovery of overpayment
arising out of the payment of provisional benefits by the
withholding of benefits by one State (in accordance wiih
its laws) to reimburse the other State.

Article 22 provides that each State shall pay benefits
under this agreement to residents of the other State in its
own (paying State's) currency In the event restrictions
on the exchange of currency are issued in the future, the
States shall adopt the necessary measures to ensure pay-
ment of benefits in accordance with this Agreement.



insure, in conformity with the provisions of the present
Agreement, the transfer of sums owed by either party.

ARTICLE 23

1. The provisions of this Agreement shall apply to any
application for benefits (including a new application of
an individual who has previously applied for benefits)
which is filed on or after the date this Agreement enters
into force.

2. In the application of the present Agreement, the
periods of coverage completed prior to its entry into force
shall be taken into consideration except that neither Con-
tracting State shall take into account periods of coverage
occurring prior to the effective date of its laws.

3. If previous claims were satisfied through a lump-sum
payment because of insufficient periods of coverage and if,
with the application of the provisions of this Agreement,
the beneficiary meets the conditions required for receiving
a pension, he may request a review of action taken on his
case.

4. This Agreement shall not result in the payment of
benefits for periods prior to the date of its entry into force.

Article 23 defines when the Agreement shall becomeef-
fective. The Agreement shall not be applicable to claims
filed prior to the effective date. (This reflects the usual
procedure in the U.S. in requiring new applications with
respect to amendments to the law.) Requiring a new am
plication avoids problems, such as identifying the bene-
ficiaries to whom the Agreement applies, and provides a
means of obtaining necessary information.

Under paragraph 2, periods of coverage completed prior
to the effective date of the Agreement shall be considered
in applying the Agreement. However, the Agreement, in
effect, precludes the use by the U.S. of periods of coverage
completed in Italy prior to 1937 since it would be inappro-
priate to give credit for purposes of the Agreement for
periods in which there was no U.S. social security coverage
available.

Paragraph 3 provides that if a prior application for
benefits has been satisfied by a lump-sum payment because
of lack of insured status and a benefit would be payable as
a result of totalization, the individual may request a re-
view of his case, to be carried out by each State in accord-
ance with its laws. (This would apply only to Italy since
U.S. social security laws do not provide for such lump-
sum settlements.)

Paragraph 4 provides that no benefits shall be payable
under the Agreement for periods prior to its effective date.

-4
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ARTICLE 24

1. This Agreement shall be accepted and the instru-
ments of acceptance shall be exchanged as soon as possible.

2. This Agreement shall enter into force on the first day
of the month following the month in which the instru-
ments of acceptance are exchanged.

3. a. This Agreement may be amended from time to
time by supplementary agreements which shall take effect
on the first day of the month following the month in which
the instruments of acceptance of such supplementary
agreements are exchanged; provided, however, that noth-
ing in this paragraph shall be construed to prevent such
supplementary agreements from being given retroactive
effect if they so specify.

b. Any supplementary agreement which takes effect
under the terms of this paragraph shall be deemed there-
after for purposes of this Article to be an integral part
of this Agreement.

c. A meeting for the consideration of a supplementary
agreement shall be called at the request of the competent
authorities of either State.

4. This Agreement shall remain in force and effect until
the expiration of one calendar year following the year in
which written notice of its renunciation is delivered to the
competent authorities of one Contracting State by the
competent authorities of the other State.

Article 24 concerns acceptance of the Agreement and
provisions for future 'termination.

Paragraphs 1 and 2 provide for acceptance as soon as
possible and for entry into force on the first day of the
month following the month in which the instruments of
acceptance are exchanged.

Paragraph 3 provides for amending the Agreement by
supplementary agreements and provides for the effective
date of such agreements. After a supplementary agree-
ment becomes effective, it will thereafter be considered an
integral part of the Agreement. Either State may call a
meeting for consideration of a supplementary agreement.

Paragraph 4 provides for the Agreement to remain in
effect until the expiration of 1 calendar year after notice
of termination is given by one of the States.

00



5. If this Agreement is renounced, rights acquired shall
be retained under the provisions of this Agreement and
rights in the process of being acquired shall be recognized
in conformity with supplementary agreements.

Done in Washington on this twenty-third day of May,
1973, in duplicate, in English and Italian, the two texts
being equally authentic.

FOR THE GOVERNMENT OF THE UNITED STATES OF
AMERICA:

CASPAR W. WEnimiiaEL
FOR THE GOVERNMENT OF THE ITALIAN REPUBLIC:

DI0NIGI OOPPO.

Paragraph 5 provides that, in the event of termination
of the Agreement, acquired rights to benefits shall be re-
tained by individuals and that rights in the process of
being acquired, with respect to periods of coverage com-
pleted prior to termination of the Agreement, shall be re-
tained in conformity with supplementary agreements.

I



AImIINIsTn1IvE PRoTocor FOE THE IMPLEMENTATION OF THE AGREEMENT ON SOCIAL SECU1UTY BETWEEN THE UNITED

STATES OF AMERICA AND THE ITALIAN REPUBLIC

(Signed at Washington, D.C., on May 23, 1973)

SOCIAL SECURITY TOTALIZATION AGREEMENT ANNOTATIONS AND COMMENTS

PART I. GENERAL PRovIsIoNs

ARTICLE 1. DEFINITIONS ARTICLE 1

For the purposes of the application of the Agreement Article 1 provides additional definitions to supplement
and this Protocol: those that exist in the agreement.

1. The term "Agreement" means the Agreement
between tile United States of America and the Italian
Republic on the matter of Social Security signed at Wash-
ington, D.C., on May 23, 1973;

2. The term "claimant" means a worker, family mem-
ber, or survivor who has filed an application for benefits
under the laws of either State or of both States;

3. The term "provisional benefits" means any benefit to
which a claimant may be entitled before a final determina-
tion as to the claimant's rights has been made;

4. The terms defined in Article 1 of the Agreement will
have the meaning given to them by the said Article.



1. The agencies responsible for applying this Protocol
are:

(a) For the United States of America:
The Social Security Administration;

(b) For the Italian Republic:
—I.N.P.S. (Istituto Nazionale della Previdenza So-

ciale), General Directorate, Rome, for matters con-
cerning disability, old-age and survivors insurance
of employees, farmers, agricultural workers and
sharecroppers, artisans, and businessmen;

—.E.N.P.A.L.S. (Ente Nazionale di Previdenza e As-
sisteuza per i Lavoratori dello Spettacolo), General
Directorate, Rome, concerning disability, old-age
and survivors insurance for workers in the enter-
tainment business;

—I.N.P.D.A.I. (Istituto Nazionale di Previdenza per
i Dirigenti di Aziende Industriali), G&ieral Direc
torate, Rome, concerning disability, old-age and
survivors insurance for managerial personnel in
industry;

—I.N.P.G.I. (Istituto Nazionale di Previdenza per i
Giornalisti Italiani), General Directorate, Rome,
concerning disability, old-age and survivors insur-
ance for professional journalists.

7. The coordinating agencies designated under Article
14.1 of the Agreement to facilitate its application are:

(a) For the United States of America: The Social
Security Administration;

ARTICLE 2

Paragraph 1 contains a list of those agencies which will
actually deal with claims.

Paragraph 2 lists those agencies which will coordinate
claims-processing activities within their respective coun-
tries and through which communications will be directed.
Their designation is provided for in article 14 of the
agreement.
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• (b) For the Italian Republic: The Istituto Nazio-
nab della Previdenza Sociale General Directorate,
Rome.

3. In carrying out their responsibilities under Article
14.1 of the Agreement, the Coordinating Agencies desig-
nated in paragraph 2 of this Article shall be responsible
for the development of uniform policies and procedures
and their uniform implementation by the Agencies in their
respective States; for providing a channel of communica-
tion between the Agencies of one State and the Agencies of
the other State; for determining which Agency is compe-
tent for the determination of a particular claim; and for
facilitating the resolution of any issues thatT arise between
the Agencies of the two States that cannot be resolved
directly.

PART II. PROVISIONS RELATING TO AI'PLICABLE LAWS

ARTICLE 3. COVERAGE AND EXEMPTIONS

1. The Agency of the State under whose laws the serv-
ices of a worker will remain covered in accordance with
paragraphs 2, 3, or 4 of Article 7 of the Agreement shall
issue to the worker, his employer, or the Agency of the
other State, a certificate to that effect when requested to
do so by the worker, his employer, or the Agency of the
other State.

2. An exemption from the laws of one of the States, as
provided for in Article 7.4 of the Agreement, shall apply

Paragraph 3 spells out in detail the responsibilities of
the coordinating agencies listed in paragraph 2. These re-
sponsibilities include the formulation of uniform policies
and procedures as well as their uniform implementation.
The specific designation of these responsibilities is de-
signed primarily to meet the administrative needs of Italy
which has 11 semi-autonomous regional offices responsible
for processing claims. The operating and coordinating
agency of the United States will be the Social Security
Administration. The coordinating agencies will endeavor
to resolve any problems that arise in the administration of
the agreement before it becomes necessary to refer them
to the ministerial level.

ARTICLE 3

Article 3 provides the methods and procedures for the
elimination of coverage under both systems for the same
work.

Under paragraphs 1 and 2 the agency of the country
under whose laws an individual's services are to be covered
will issue a certificate of coverage which when presented to
the agency of the other country will result in an exemption
from coverage under its laws.



to the period of work for which tile certificate referred to
in paragraph 1 of this Article was issued.

3. An election provided for in Article 7.4b of the Agree-
ment or in this paragraph shall be exercised within 3
months following the month in which a period of work for
any employer begins or the right to amend the election
arises. The election shall be binding with respect to that
period of work. In the case of an Italian national who is
not a national of both States, any such election may be
amended during the second year after the beginning of
the period of work and the election as amended shall be
applicable from the date it is made for future periods of
work where Article 7.4b of the Agreement applies; except
that such an Italian national shall be afforded the oppor-
tunity to further amend his election if he subsequently
acquires or loses the status of permanent resident of the
United States.

4. The obligation for payment of contributions and
taxes in respect of old-age, survivors, and disability in-
surance of the United States of America shall be subject
to the provisions of Chapter 2 and Chapter 21 of the In-
ternal Revenue Code of 1954, as amended.

PART Ill. AP1'LICATJON o P CD'IAR PRovIsIoNs OF
rrHs Aoati.r Rxo.1wING ThsARuzry, OIn-AoE, AND
StmvlvoRs INSURANCE

ARTICLE 4. FlUNG AND PROCESSING CLAIMS

1. Claimants may avail themselves of their right to
benefits under Articles 8 to 12 of the Agreement by filing

Paragraph 3 places limitations on the exercise of elec-
tions of which system will provide coverage under para-
graph 7.4b of the agreement. The initial election must be
exercised within 3 months of the commencement of the
right to exercise the election. For Italian nationals, the
election may be amended during the second year following
the start of a particular period of work. Thereafter the
initial or amended election shall apply to all future periods
of work. Another election is permissible if an Italian na-
tiona.l changes his status as to permanent U.S. residence.

Paragraph 4 clarifies that contributions and taxes for
U.S. social security coverage are subject to the Internal
Revenue Code.

ARTICLE 4

Article 4 provides the methods and procedures for filing
and processing claims under the agreement.
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an application with an Agency of either State, according
to the rules of that Agency. Such application must Spe-
cifically express intent to claim benefits from the Agency
of the other State. An application with a Consulate of
the United States of America located in the Italian Repub-
lic shall be deemed to be filed with the Agency of the
United States of America; however, the Consulate of the
United States of America with. which the application was
filed shall transmit, without delay, a copy thereof to the
Italian Agency.

2. The date an application referred to in paragraph 1
is filed with the Agency, of one State shall be recognized
as the date of filing by the Agencies of both States; how-
ever, the claimant may request that an application be ef-
fective on a different date in the other State, within the
limitations of and in conformity with the laws of the
other State.

3. The Agency with which a claim was first filed shall
transmit without delay to the Agency of the other State
applications and other forms agreed upon by the Com-
petent Authorities of the two States. Such forms shall
contain all available information considered necessary to
credit periods of coverage completed in both States, and
such other information for determining a claimant's en-
titlement to benefits and the amount of benefits, including
earnings amounts needed for its own' calculations by the
U.S. Coordinating Agency. Earnings amounts provided by
the Italian Agency for years in which coverage is reported

Paragraph 1 requires an application for benefits under
the agreement and makes provision for furnishing to the
Italian government copies of applications ified in U.S.
consulates. The application may be effective for benefits
under one or both countries' laws at the option of the in-
dividual.

unUer paragraph 2, an application 'which is filed with
intent to claim benefits from both countries will have the
same filing date in both countries unless the individual
indicates a different ffling date for one of the countries
within the limits of applicable law.

Paragraphs 3, 4, and 5 outline the procedures to be
followed by both countries for exchange of pertinent in-
formation needed to process clainis under the agreement.
Under paragraph 3 earnings information in Italian social
security records which are not maintained in a form usable
by the Social Security Administration will be converted
to a usable form ma manner to be agreed upon by the au-
thorities of both countries.

C'



in ternis of contributions and not iii terms of earnings may
be amounts derived by converting contributions made by
workers into earnings amounts, using conversion tables
agreed upon by the Competent Authorities of both States.
In the case of an application for a disability benefit or,
when necessary for a survivors benefit, the relevant medi-
cal docuinentat ion which the Agency has in its possession
shall be enclosed with the application form. The data on
applications and forms shall be duly authenticated by the
Agency that transmits the forms, and data on the authenti-
cated forms shall be accepted as valid as the data on the
original documents from which the data were extracted.

4. The Agency of a State which receives an- application
filed in the other State shall transmit without delay to the
Agency of the other Sthte the earnings information and
other information referred to in the preccdin paragraph.

5. The Agency of each State after determining the bene-
fit amount due a claimant under the Agreement shall
promptly advise the Agency of the other State of the
benefit amount.

6. Each Agency shall be the final judge of the quality or
probative value of documentary evidence presented to it
from whatever source.

7. The limitations and restrictions mentioned in Article 6
of the Agreement refer only to limitations and restrictions
on payment of benefits based solely on the physical pres-
ence or residence of the beneficiary.

Under Article 16, paragraph 3, of the principal agree-
ment certification as to the authenticity of a document by
one country will be accepted by the other country, but
under paragraph 6 each country will be the final judge of
the quality or probative value of the document. -

Paragraph 7 makes clear that article 6 of the principal
agreement only provides exemptions from alien nonpay-
ment provisions such as those under section 202(t) of the
Social Security Act.
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ARTICLE 5. TOTALIZATION AND PRO RATA CALCULATIONS -

1. For the purpose of taking into consideration the pe-
riods of coverage as provided in Article 8 and for the
purpose of computing benefits under Article 9.2 of the
Agreement, the following rules apply (subject to the con-
ditions established in Artiule 8.4 of the Agreement and
the proviso in Article 2.lb of the Agreement);

a. The periods of coverage completed under the laws
of one State shall be added to the periods of coverage
completed under the laws of the other State, even if
these periods have already given rise to the payment
of a benefit from the first State;

b. When a period of coverage under compulsory
insurance completed under the laws of one State coin-
cides with a period of coverage under compulsory
insurance completed under the laws of the other State,
the Agency of each State shall consider for purposes
of determining the right to benefits and the benefit
amount only those periods that were completed under
its laws;

c. If a period of coverage under compulsory insur-
ance completed under the laws of one State coincides
with a period of coverage based on voluntary insur-
ance under the laws of the other State, only the period
of coverage under compulsory insurance shall be
considered.

2. For purposes of calculating a benefit payable by an
Agency of the Itaiian Republic in accordance with Article

ARTICLE 5

Paragraphs 1—4 describe the methods whereby each
country will .consider periods of coverage credited in the
other country for the purpose of determining the right to
benefits and the benefit amounts.

Paragraphs 1 and 2 provide the method by which specific
periods of coverage will be used in determining an individ-
ual's entitlement and benefit amount. Paragraph 1.b. pro-
vides that where there are periods of coverage credited in
the same time period under both U.S. and Italian law, each
State will credit only that coverage completed under its
own law. Thus, the United States would not credit Italian
earnings in any quarter in which a U.S. quarter of coverage
is already credited.

C)



9.2 of the Agreement, if a period o coverage under volun-
tary insurance comipleted under Italian law coincides with
a period of coverage under compulsory insurance com-
pleted under United States law, only the latter period shall
be considered. In such eases, the period of voluntary cover-
age shall be considered by the above-mentioned Agency
according to the provisions of Italian law.

3. For the purposes of calculating a benefit payable by
the United States of America, the pro rata basic benefit
amount may be rounded to the nearest primary insurance
amount appearing in Column IV of the table of benefits
contained in section 215 (a) of the Social Security Act (or
deemed to be contained in such section) or to a primary
insurance amount as set forth in an extension of that
column from the minimum primary insurance amount
down to the amount of $1.00 in increments to 'be deter-
mined by the competent Authority of the United States of
America.

4. Where a worker's periods of coverage are less than
the minimum period required by Article 8.4 of the Agree-
ment under the laws of one State, those periods of coverage
will nevertheless be considered by the Agency of the other
State as if they were periods of coverage under its own
laws in order to both establish the right to benefits under
Article 8.2 of the Agreement and the amount of the benefit
under Article 9.2 of the Agreement, provided that:

a. The worker has the minimum period required
by Article 8.4 of the Agreement under the laws of the
other State; and

Paragraph 3 provides an optional method of rounding
benefit amounts to amounts on the benefit table in the U.S.
Social Security Act which the United States may use to
facilitate computer processing of claims. It is intended
that this provision will not apply under the benefit formula
based on indexed earnings which generally becomes ap-
plicable under U.S. law to persons whose eligibility is
established after 1978.

Paragraph 4 provides that only in cases where there is
no benefit payable on the basis of a country's own periods
of coverage will it take into account periods of coverage
which are less than the minimum required in the other
country.
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b. The iiidividual claiming benefits based on the
periods of coverage of the worker is not eligible for
a benefit based on those periods of coverage under the
laws of the other State without recourse to totaliza-
tion under Article 8.2 of the Agreement.

5. When a claimant is entitled to a benefit under the
provisions of paragraph 1 of Article 9 of the Agreement
which would result in a higher benefit amount than would
result from the claimant's entitlement under the provi-
sioiis of paragraph 2 of Article 9, the Agency shall award
benefits in accordance with paragraph 1. The notice of
award shall also advise the claimant that he has the right
to elect to receive benefit payments as provided for in
either paragraph 3 or paragraph 4 of Article 9, within 3
months from tile date of the award.

ARTICLE 6. RECOVERY OF OVERPAYMENTS

1. Whenever the Agency of one State has paid provi-
sional benefits under paragraphs 1 and 2 of Article 21 of
the Agreement to an individual in excess of the amount
to which •the individual is entitled under terms of the
Agreement, the Agency may, within the conditions and
limits prescribed by its laws, request the Agency of the
other State to deduct the amount of the overpayment from
the benefits which may later be payable by the other
Agency to that individual, within the limits and condi-
tions prescribed by the law under which it operates.

Paragraph 5 is intended to clarify the procedure to be
followed with respect to the election of benefits as set
forth in article 9 of the principal agreement. It provides
that where an agency of a country can determine that a
benefit under national law would be higher than a pro
rata benefit (whether or not actual computation of the
pm rata benefit is necessary) the agency will award the
benefit payable under national law. The claimant will be
advised in the award notice of his right under the agree-
ment to elect the lower pro rata benefit.

ARTICLE 6

Tills article provides for the possibility of establishing
procedures by whicli the agency of one country will re-
cover from the benefit it pays oveipayments made by the
other country. Such procedures would be instituted only
to the extent that they are permitted by the national law
of the two countries.



2. When Agencies of both States have overpaid benefits
to the same individual, an Agency may give precedence to
recovery of the overpayment under its laws.

3. The Competent Authorities of both States shall estab-
lish by common agreement procedures for processing
amounts of overpaid provisional benefits recovered by
each State on the account of the other during the calendar
year.

ARTICLE 7. MEDICAL EXAMINATIONS FOR DISABILITY ARTICLE 7

1. Tn making a determination of the degree of disability
of a claimant or of a beneficiary for a benefit based on a
disability, the Agency of each State shall take into account
any medical findings provided by the Agency of the other
State. This shall be without prejudice to the right of the
Agency of each State to have the claimant examined by a
qualified physician.

2. The Agency of. one State shall make available to the
Agency of the other State, at its request, any medical in-
formation and documentation concerning the claimant
which may be in its possession.

3. Where the Agency of either State requires that the
claimant submit to a medical examination, such examina-
tion shall if requested be arranged by the Agency of the
State in which the claimant resides at the expense of the
Agency which requests the examination. Where such a
medical examination has been secured for its own purposes
by an Agency which receives such a request., it shall fur-
nish a report of the examination without expense to the
other Agency.

This article requires the agencies to consider medical
evidence provided by the other country and to provide
medical evidence that it obtains to the other country for

of making a determination of disability. The
Agency of each State will make determinations of disa-
bility- under its own laws.
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ARTICLE 8. RECOMFUTATION OF BENEFITS

1. A beneficiary may file an applicatioh with the Agency
of either State for a recomputation of the benefit amount
in accordance with Article 11.1 of the Agreement, to take
into account additional periods of coverage completed un-
der the laws of either State. An application for recom-
putation may be filed within the time limits provided by
the laws of the State under which it is filed but in any
case not more frequently than once per year. All such
applications must be in written form and signed by the
beneficiary involved. The Agency of the United States of
America shall recompute benefits only if the additional
earnings would increase the average monthly earnings on
which the current benefit was computed. The Agency mak-
ing the recomputation shall send the Agency of the other
State information concerning the additional earnings or
periods of coverage and concerning the amounts of the
current and recomputed benefits. If the total amountof the
benefits payable by both States after recomputation is less
than the total payable without recomputation, the recom-
putation shall be disregarded.

2. (a) The Agency of each State shall upon request send
the other State information concerning additional earn-
ings or periods of coverage credited under its laws to
claimants who have been awarded benefits in accordance
with Article 8.2 of the. Agreement.

(b) When an individual is entitled to a benefit from a
State under Article 8.2 of the Agreement and subsequently

ARTICLE 8

Article 8 establishes the procedures for recomputation
of pro rata benefits. It specifies that an application must
be filed in order to become entitled to a recomputation and
that such application may not be filed more than once a
year. It also provides that the United States will not re-
compute pro rata benefits unless the additional earnings
will increase an individual's average monthly earnings
sufficiently to increase the primary insurance amount. The
United States will disregard the recomputation if the total
recomputed benefits of Italy and the United States pay-
able to all beneficiaries would be les than those that were
previously payable. 0

Paragraph 2(a) provides for the exchange of post-en-
titlement earnings information pertaining to individuals
who have ben awarded pro rata benefits.

Paragraph 2(b) provides that where fully insured status
under- national law is acquired subsequent to entitlement



meets the prerequisites for the receipt of a higher benefit
from the same State under Article 9.1 of the Agreement,
the higher benefit shall be paid automatically or upon re-
quest. In any case, the benefit shall be paid from the date
that the prerequisites are met.

PART IV. MISCELLANEOUS aim Fnqai. PROVISIONS

ARTICLE 9. EXCHANGE OP INFORMATION

1. The Competent Authorities of the two States shall de-
velop operating procedures and forms for the implemen-
tation of the Agreement and shall establish by common
agreement procedures for the expeditious processing of
claims ified under the Agreement.

2. The Competent Authorities of the two States shall
meet to establish procedures for the implementation of
Article 12 of the Agreement.

3. At the specific request of the Agency of one State, the
Agency of the other State shall furnish information or
copies of documents available to it relating to any specified
claimant.

ARTICLE 10. APPEALS

1. An appeal from a decision of the Agency of one State
may be filed with the Agency of either State for the pur-
pose of protecting the filing date.

based on totalization and a higher benefit is payable with-
out recourse to totalization such benefit may be paid auto-
matically under U.S. law.

ARTICLE 9

Paragraph 1 provides for the establishment of proce-
dures for the expeditious processing of claims.

Paragraph 2 provides for the establishment of special
procedures to implement the guaranteed minimum benefit
provision under article 12 of the principal agreement. Un-
der the terms of the procès-verbal signed by the negotia-
tors at the time the protocol was drafted, this paragraph is
intended to mean that the guaranteed minimum benefit pro-
vision will be implemented only after the formulation of
the necessary procedures.

Paragraph 3 provides for the exchange of information,
such as copies of claims-related documents, upon request.

ARTICLE 10

Article 10 permits the filing of an appeal with either
country and for eash country to follow its own appellate
procedures on appeals to its determinations.
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2. The Agency with which an appeal is flied shall notify
the Agency of the other State if it is determined to be an
appeal from a decision of the other State. The State whose
decision is being appealed shall follow its normal appel-
late process on an appeal, and shall notify the other State
of its decision.

ARTICLE 11. CONFIDENTIALITY OF EXChANGED
INFORMATION

1. The use of information furnished by one State to
another with regard to an individual shall be governed
by this Article.

2. Any information transmitted by one State to the
other State about an individual shall be treated as confi-
dential by the other State and its officials receiving such
information, including the officials mentioned in Article
15 of the Agreement, and shall be used exclusively for
purposes of the implementation of the provisions con-
tained in the Agreement and this Protocol or for the
purpose of administering other benefit programs tinder
the legislation of the other State.

3. The term "information?' includes, but is not limited
to, application, forms, documentary evidence, medical
evidence, certificates of election, any other papers fur-
nished by an individual, notices to an individual, and
all records, in whatevei. form, furnished by one State to

ARTICLE 11

Article 11 provides assurances that each country will
protect the confidentiality of information transmitted
about an individual and that this information will be
used exclusively for the purposes of implementing the
agreement, the protocol, or other benefit programs under
national legislation.



the other which Contain information concerning an indi-
vidual, his earnings, the names of his employers, his pres-
ent or past whereabouts, or his medical condition.

4. Use of information which does not pertain to or
which does not identify a specific individual, such as in
the case of statistical or research reports, shall be gov-
erned by the legislation or regulations of the respective
States.

5. The right of an individual to inspection of records
containing information pertaining to him shall be gov-
erned by the legislation or regulations of the State where
the record is maintained.

ARTICLE 12. ENTRY iNTO FORCE ATICl 12

This Administrative Protocol shall enter into force Article 12 gives this protocol the same effective date c
on the (late the Agreement enters into force and shall be as the agreement.
coterminous with that Agreenment.

Done in Rome, November 22 197, in du1licãte. orig-
inals in time E]mg•hish ami Italian languages each equally
valid.

For the ITnited States of America:

For the Italian Republic:



REPORT OF THE SOCIAL SECURITY ADMINISTRATION
ON THE EFFECT OF THE SOCIAL SECURITY AGREE-
MENT BETWEEN THE UNITED STATES AND ITALY ON
INCOME AND EXPENDITURES OF SOCIAL SECURITY
PROGRAMS AND THE NUMBER OF INDIVIDUALS AF-
FECTED BY THE AGREEMENT

This report presents estimates of benefit costs and reductions in
contribution income resulting from the totalization agreement with
Italy. Also presented are estimates of the number of persons affected
by the Agreement. The estimates are based on the assumption that the
agreement will become effective July 1, 1978.

The following table contains estimates of additional old-age, survi-
vors and disability insurance (OASDI) benefit payments, over and
above payments under present law, in fiscal years 1978, 1979, and 1980.
The estimates are based on the assumption that the backlog of new
claims would be processed by the end of fiscal year 1979, so that the
estimate for fiscal year 1980 represents an"ongoing" cost.

(In millions]
A.ddittonal

benefit
Fiscal year: payments

1978 (1)

1979 $4
1980 3

1 Less than $500,000.

Estimates of the amount of reduction in total tax contribution
income for the old-age, survivors, disability and health insurance pro-
grams are shown below in the following table for fiscal years 1978, 1979,
and 1980:

[In mifflons]
ReducUon 4n

OASDI and HI
Fiscal year: taw oontr4buttona

1978
1979 $1
1980 2

1Le than $500.000.

Estimates of the number of persons not eligible f9r OASDI benefits
under present law who would become immediately eligible for such
benefits are shown in the following table:
Retired or disabled workers 5, 000
Dependents and survivors 3, 000

Total 8, 000

Also, many persons already eligible for U.S. OASDI benefits will
qualify for additional benefits from the Italian Government under
the agreement.

The ongoing number of persons becoming eligible for U.S. OASDI
benefits as a result of the agreement is estimated to be less than 1,000
annually.

About 1,000 employees, and their employers, will no longer make
tax contributions to the OASDI and health insurance trust funds as
a result of the agreement.





9trri CONGRESS
1ST SESSION H. R.. 8057

IN THE HOUSE OF REPRESENTATIVES

JuNE 28, 1977

Mr. BURKE of Massachusetts introduced the following bill; which was referred
to the Committee on Ways and Means

A BILL
To amend tt1e II of the Social Security Act, the Internal Reve-

nue Code of 1954, as amended, andtlie Railroad Retirement

Act of 1974 to permit combined reporting of wages by em-

ployers for old-age, survivors, disability, and health insur-

ance and income tax withholding purposes on an annual

basis, and for other purposes.

1 Be it enacted by the Senate and House of Representa-

2 lives of the United States of America in Congress assembled,

3 That this Act, with the following table of contents, may be

4 cited as the "Combined Social Security and Income Tax

5 Annual Reporting Amendments of 1977".

TABLE OF CONTENTS

TITLE I—AMENDMENTS TO TITLE II OF THE SOCIAL
SECURITY ACT

Sec. 101. Annual crediting of quarters of coverage.
Sec. 102. Adjustment in amount required for a quarter of coverage.
Sec. 103. Technical and conforming amendments.
Sec. 104. Definition.
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TABLE OF CONTENTS—Continued

TITLE Il—AMENDMENTS TO THE INTERNAL REVENUE
CODE OF 1954, AS AMENDED

Sec. 201. Deduction of tax from wages.
Sec. 202. Technical and conforming amendments.

TITLE Ill—CONFORMING AMENDMENT TO THE
RAILROAD RETIREMENT ACT OF 1974

Sec. 301. Computation of employee annuities.

1 TITLE I—AMENDMENTS TO TITLE II OF THE

2 SOCIAL SECURITY ACT

3 ANNUAL CREDITING OF QUARTERS OF COVERAGE

4 Amendments to Definitions of Wages and Employment

5 SEc. 101. (a) (1) Sections 209(g) (3), 209(j), 210

6 (a) (17) (A), and 210(f) (4) (B) of the Social Security

7 Act are each amended by striking out "quarter" wherever it

8 appears and inserting in lieu thereof "year".

9 (2) Sections 209 (g) (3) and 209 (j) of that Act are

10 each further amended by striking out "$50" and inserting

11 in lieu thereof "$100".

12 (3) (A) Section 209 of that Act is amended by striking

13 out "or" at the end of subsection (n), by striking out the

14 period at the end of subsection (o) and inserting in lieu

15 thereof "; or", and by inserting after subsection (o) the fol-

16 lowing new subsection:

17 "(p) Remuneration paid by an organization exempt

18 from income tax under section 501 of the Internal Reve-

19 nue Code of 1754 in any calendar year to an employee for
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1 service rendered in the employ of such organization, if the

2 remuneration paid in such year by the organization to the

3 employee for such service is less than $100.".

4 (B) Section 210 (a) (10) of that Act, is amended by

striking out subparagraph (A), Tedesignatmg subparagraph

6 (B) as paragraph (10), and redesignating clauses (i) and

7 (ii) as subparagraphs (A) and (B), respectively.

8 Amendment of Provisions for Crediting Self-Employment

9 Income to Calendar Quarters

10 (b) Section 212 of the Social Security Act is amended

11 to read as follows:

12 "CREDITING OF SELF-EMPLOYMENT INCOME TO

13 CALENDAR YEARS

14 "SEC. 212. (a) For the purposes of determining aver-

15 age monthly wage and quarters of coverage the amount of

16 self-employment income derived during any taxable year

17 which begins before 1978 shall—

18 "(1) in the case of a taxable year which is a calen-

19 dar year, be credited equally to each quarter of such

20 calendar year; and

21 "(2) in the case of any other taable year, be

22 credited equally to the calendar quarter in which such

23 taxable year ends and to each of the next three or fewer

24 preceding quarters any part of which is in such taxable

2 year.
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1 " "(b) For the purposes of determining average monthly

2 wage and quarters of coverage the amount of self-employ-

3 merit income derived during any taxable year which begins

4 after 1977 shall—

5 "(1) in the case of a taxable year which is a

6 calendar year or which begins with or. during a calendar

7 year and ends with or during such year, be credited to

8 such calendar year; and

9 "(2) in the case of any other taxable year, be

10 allocated proportionately to the two calendar years,

11 portions of which are included within such taxable year,

12 on the basis of the number of months in each such

13 calendar year which are included completely within the

14 taxable year.

15 For, purposes of clause (2), the calendar month in which a

1€' taxable year ends shall be treated as included completely

17 within that taxable year.".

18 Amendment of Definition of Quarter of Coverage

19,. (c) Section 213 (a) (2) of the Social Security Act is

20 amended to read as follows:

21
. "(2) (A) The term 'quarter of coverage' means—'

22 "(i) for calendar years before 1978, and subject to

23 the provisions of subparagraph (B), a quarter in which

24 an individual has been paid $50 or more in wages

25 (except wages for agricultural labor paid after 1954)
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1 or for which he has been credited (as determined

2 under section 212) with $100 or more of self-

3 employment income; and

4 "(ii) for calendar years after 1977, and subject

to the provisions of subparagraph (B), each portion

6 of the total of the wages paid and the self-employment

7 income credit (pursunt to section 212) to an individ-

8 ual in a calendar year which equals $250, with such

9 quarter of coverage being assigned to a specific calendar

io quarter in such calendar year only if necessaty in the

case of any individual who has attained age 62 or died

12 or is under a diabi1ity and the requirements for insured

13 status in •subction (a) or (b) of section 214, the

14 requirements for entitlement to a computation or

15 recomputation of his primary insurance amount, or the

16 requirements of paragraph (3) of section 216 (i) would

17 not otherwise be met.

18 "(B) Notwithstanding the provisions of subparagraph

19 (A)—

20 "(1) no quarter after the quarter in which an

21 individual dies shall be a quarter of coverage, and no

22 quarter any part of which is included in a period of

23 disability (other than the initial quarter and the last

24 quarter of such period) shall be a quarter of coverage;

25 "(ii) if the wages paid to an individual in any
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i calendar yeaE equal to $3,000 in the case, of a calendar

2 year before 1951, r $3,600 in the case 'of a calendar

3 year after 1950 and before 1955, Or$4,200 in the case

4 of a calendar year after 1954 and before 1959, or $4,800

5 in the case of a calendar year after 1958 and before 1966,

6 or $6,600 in the case of a calendar year after 1965 and

.7' before 1968, or $7,800. in the case of a calendar year

8 after 1967 and before 1972, or $9,000 in thO case of a

calendar year after 1971 and before 1973, or $10,800

10 -in the case of a calendar year after 1972 and before

Ii. 1974, or $13,200 in the case of a calendar year after

12 1973 and before 1975, or an amount equal :to the con-

13 . tribution and benefit base (as determined under section

14 230) in the case of any calendar year after 1974 with

15' respect to whick such contribution and benefit base is

16 'effective, each quarter of such year shall (subject to

17 clauses (i) and (v) ) be a quarter of coverage;

18 "(iii) if an individual has self-employment income

19 for a taxable year, and if the sum of such income and

20 the 'wages paid to, him durThg such year equals $3,600

21 in.. the case of a taxable year beginning after 1'950 and

22 'ending before 1955, . or $4,200 in the case of a taxable

23 year ending after' 1954. and before 1959, ' Or '$4,800 in

24 the case of' a taxable year ending after 1958 and before

25 . 1966, or '$6,600 in the case of a taxable year ending
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1 after 1965 and before 1968, or $7,800 in. the case of

•2 a taxable year ending after 1967, or $9,000 in the case

of a taxable year beginning a.fter 1971 and before

4 1973, or $10,800 in the case of a. taxable 'year begin-

5 ning after 1972 and before 19,74, or' $13,200 in the

6 case of a taxable year beginning after 1973 and before

7 1975, or an amount equal to the Contribution and

8 benefit base (as determined under section 230) which

9 is effective for the calendar year in the case of any

10 taxable year beginning in any calendar. year after

11 1974, each quarter any part of which falls in suth

12 year shall (subject to clauses (i) 'and '(v) )'' be a

13 quarter of coverage;

14 "(iv) if an individual is paid wages for agricultural

15 labor in a calendar year after 1954 and before 1978,

16 then, subject to clauses (i) and (v), (I) the last quar-

17 ter of such year which can be but is not otherwise a'

18 quarter of coverage shall be a quartet of coverage,. if such

19 wages equal or exceed $100 but are less than $200.;

20 (II) the last two quarters of such year which can be

21 but are not otherwise quarters of coverage shall be

22 qiarteis of coverage if such wages equal or exceed $200

23 but are less than $300; (III) the last three quarters of

24 such year which can be but are not othei'wise quarters.

25 of coverage shall be quarters of eoveragC if such wages
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i equal or exceed $300 but are less than $400; and (IV)

2 each quarter of such year which is not otherwise a quar-

3 ter of coverage shall be a quarter of coverage if such

4 wages are $400 or more;

5 "(v) no quarter shall be counted as a quarter of

6 coverage prior to the beginning of such quarter;

7 "(vi) not more than one quarter of coverage may

8 be credited to a calendar quarter; and

9 "(vii) no more than four quarters of coverage may

10 be credited to any calendar year after 1977.

ii. If in the case of an individual who has attained age 62 or

12 died or is under a disability and who has been paid wages

13 for agricultural labor in a calendar year after 1954 and

14 before 1978, the requirements for insured status in subsec-

15 tion (a) or (b) of section 214, the requirements for entitle-

16 mont to a computation or recomputatioñ of his primary

1 insurance amount, or the requirements of paragraph (3)

18 of section 216 (i) are not met after assignment of quarters

19 of coverage to quarters in such year as provided in clause

20 (iv) of the preceding sentence, but would be met if such

21 quarters of coverage were assigned to different quarters in

22 such year, then such quarters of coverage, shall instead be

23 assigned, for purposes only of determining compliance with

24. such requirements, to such different quarters. If, in the case

25 of an individual who did not die prior to January 1, 1955,
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1 and who attained age 62 (if a woman) or age 65 (if a man)

2 or died before July 1, 1957, the requirements for insuted

3 status in section 214 (a) (3) are not met because of ;.his

4 having too few quarters of coverage but would be met if'his

5 quarters of coverage in the first- calendar year in- whichhe

6 had any covered employment had been determined on the

7 basis of the period during which wages were earned rather

8 than on the basis of the period during which wages were id

(any such wages paid that are reallocated on ar earned bsis

10 shall not be used in determining quarters of coverage for stb-

11 sequent calendar years), then upon application - filed by ithe

12 individual or his surVivors and satisfactory proof Of his record

13 of wages earned being furnished by such individual or his

14 survivors, the quarters of coverage in such calendar year may

be determined on the basis of the periods during which wages

- were earned.".

Effective Date

-18 (d) The amendments made by this sectinu shall be

19 effective January 1, 1W78,

20 ADJUSTMENT IN AMOUNT REQUIRED FOR A QUAIER'. OF

21 COVERAOE

So. 102. (a) Secrion 13 (a) (2) (A)'(ii) of the

23 Social Security Act, as amended by section 101(c) of this

A6t, is amended by striking out "$5O" and inserting in



1 lieu thereof "the amount required for a quarter of coverage

2 in that calendar year (as determined under subsection

3 (d))".

(b) Section 213 of the Social Security Act is further

amended by adding at the end thereof the following new

subsection:

"Amount Required for a Quarter of Coverage

"(d) (1) The amount of wages paid and self-employ-

ment income credited to an individual required for: a

quarter of coverage in that year under subsection (a) (2)

(A) (ii) shall be $250 in calendar year 1978 and the

amount determined under paragraph (2) of this subsection

-for yars after 1978.

"(2) The Secretary shall, on or before November 1 of

1978 and• of every year thereafter, determine and publish

in the Federal Register the amount of wages paid and self-

employment income credited to an individual required for a

quarter of coverage in the succeeding calendar year. The

amount required for a. quarter of coverage shall be the larger

"(A) the amount .in effect in the calendar year .in

which the determination under this subsection is made,

or

"(B). the product of the amount prescribed in para-

graph (1) which is required for a quarter of coverage

4

5

.6

7

8

9

10

.11

12

• 13

14

• j5

16

17

18

19

20 of—

21

2'.
23

'24

25
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in 1978 and the ratio of the average of the total wages

2 (as defined in regulations of the Secretary) reported to

3 the' Secretary of the Tteasury or his delegate for the

4 calendar year before the year in which the determination

'under this paragraph' is made to the' average of the total

6 wages (as defined in regulations of the Secretary) re

ported to the Secretary of the Treasury or his delegate'

8 for1976,

with such product, if not a multiple of $10, being rounded

10 to' the next higher multiple of $10 where such 'amount is a

multiple Of $5 but not of $10 and to the nearest multiple of.

12 $10 in any other case.".

13 '

' Effective Dátê

14 (c) The amendments made by this section 'shall be effec-.

15 tive January 1, 1978.

16 TECHNICAL AND CONFORMING AMENDMENTS"

17. Modification' of Wage Data Used in Adjusting Retirement

Test Exempt Amount

19 SEC 103. (a) (1) Section 203(f) (8) (B) (i) of'. the

20 Social Security 'Act is amended by deleting "was" wherever,,

21 it appears and inserting instead "is".

22'' (2) 'Section 203 (f) (8) (B) (ii) of thátAct is amended

23 to read as follows:'

24 ' "(ii). the product of the exempt amount de-

25 scribed in clause (i) and the ratio 'of (I) the' aver-
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1 age of the total wages (as defined jn i'cguJations of

the Secretary) reported to the Secretary of the

3 Trea1sury or his delegate for the calen4ar year be

4 fore the calendar year in which the determinatiox

under subparagraph (A) is made to (II) the

6. average of the total wages (as defined in regu

hlatjons of the Secretary) reported to the Secre-

8 tary of the Treasury or his delegate for the calendar

9 year before the most recent calendar year in which

• n increase in the exempt amount was enacted or a

11 determination resulting in such an increase was

12 made under subparagraph (A)., with such product,

13 if not a multiple of $10, being rounded to the next

14. higher multiple of $10 where such product is a

15 multiple of $5 but not of $.1Q and to the nearest

16 multiple of $10 in any othercase.".

1 :(3) The. amendments made by this. subsection shall

18 be effective beginning January 1, 1979.

19. Ameirents of Certain Requirements Applicable to Volun,i

2€. tary Agreements for the Coverage of State and Local

21 Employees

22. .(b) (1) The first sentence of section 218 (c) (8) oJ

23 the Social Security Act is amended by deleting '"quarter"

24. : whrevr it appears 'and. inserting in lieu thereof "year", anI

25' by' deJe1iig "5Q!' and inserting in lieu thereof "$100'..
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1 (2) Section 218 (g) (1) of that Act is a.n.ded by.

2 striking out "quarter" and inserting in lieu thereof "year".

(3) Section 218 (q) (4) (B) of that Act is amended

4 by striking iit "any calendar quarters" and inserth g in lien

thereof "a calendar year", and by striking out "sueh calendar

6 quarters" and inserting in lieu thereof "such calendar year".

(4) Section 218 (q) (6) (B) of that &ct is amended by

8 striking out "calendar quarters designated by the State in

such wage reports as the" and inserting in. lieu thereof

10 "period or periods designated by the State in such wage

u reports as the period or".

12 (5) Section 218 (r) (1) of that Act is amended by

13 (A) striking out "quarter" in. the matter before

14 clause (A) and inserting in lieu thereof "year",

15 (B) striking out "in which occurred the calendar

16 quarter" in clause (A)., and

17 (0) striking out "quarter" in clause (B) and

18 inserting in lieu thereof "year".

19 (6). (A) The amendments made by paragraphs (1).,.

20. (3), (4), and (5) of this subsction. shall V be effective V

21 with respect to remuneration paid after Decewbr 31., 1977,

2 (B) The amendment made by paragraph. (2) shall

23 be egective with respect to n.otices submitted' by tbe Stat

24 to the. Secretary after the date 'o enactment of this Act.

25 Modification of Wage. Data Used in. Eeçoin.ptation f.
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1 Disability Benefits on Account of Receipt of Work-

2 men's Compensation

3 (c) (1) Effective with estimations made for calendar

4 years beginning after December 31, 1977, section 224

5 (a) of the Social Security Actis amended by deleting the

6 last sentence thereof.

7 (2) Effective January 1, 1979, section 224 (f) (2).

8 of that Act is amended to read as follows:

9 "(2) In making the redetermination required by para-

10 graph (1), the individual's average current earnings (as.

11 defined in subsection (a) shall be deemed to be the prod-

12
. uct of—

13. "(A) his average current earnings as initially

14 determined under subsection (a);

15
. "(B) the ratio of (i) the average of the 'total wages

16 (as defined in regulations of the 'Secretary) .reported

17 to the Secretary of the Treasury or his delegate for the

18 calendar year. before the year in which such redetermi-

19 nation is made to (ii) the average of the total wages

20 (as defined in regulations of the Secretary) reported to

2i the Secretary of the Treasury or his delegate for calendar

22 year 1977 or, if later, the calendar year before the year

23 in whiCh the reduction was first computed
. (but not

24 counting any reduction made in benefits for a previous

period of• disability); and
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1 " (0)' in any dase Ill which the rèdüction was .rst

2 computed before 1978 the ratiO of (i) .the .average of

3. the taxable wages reported to the ' SOetary for the

4 flrst'caléndar quarter of. 1977 to (ii) .thel aveiage of the

5 taxable wages reported to the 'Secretary. for the first

.6 calendar quarter of the calendar year before the year in

7 which' the reduction 'was first computed but not count-

8 ing any reduction made in benefits for a previous period

9 of disabffity).

it) Any amount' determined under this paragraph which 'is 'not

ii a multiple of $1 shall be reduced to the nextlOwer nultip1e

12 of $1.".

13 Amendment of Provisions for Determining :Deemed Wages

14 in Case of Members of the Uniformed' Services

(d) ffective January 1, 1978, section :22".(a) of :the

16 Social Security 'Act is amended by—

(1) striking out "shall be deemed to 'have been

18 paid, in each calendar quarter occurring after 1956 in

19 which he" and inserting in lieu thereof ", if he", and'

(2) striking out "wages (in addition to the wages

actually paid to him for such service) of $300." at the

22 end thereof and inserting in lieu thereof the following:

23 "shall be deemed to have been paid—

24 "(1) in each calendar quarter occurring after 1956
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1 and before 1978 in which he was iaid iiCh wages, addi-

tional wages ofl$300, and

3 "(2) in each calendar year occurring after 1977

4 in which he was paid such wages, additional wages of

5 $100. for each $300 of such wages, up to a maximum

6.. of $1,200 of additional wages for any calendar year.".

7 Modification of Wage Data Used in Adjusting

Contribution and Benefit Base

9 (e) (1) Section 230 (b) of the. Social Security Act is

.10 athénded by deleting the last sentence in the matter following

ii paragraph (2).

12 (2) Section 230 (b) (1) of that Act is amended to read

13 asfollow:

14 "(1) the contribution and benefit base 'which is in

15 eect with respect to rernuneratiolT paid in (and taxable

16 years beginning in) the calendar year in which the

17 'determination under subsection (a) is made, and".

18 (3) 'Section 230 (b) (2 of that Act is' amended to

19 read as follows:

"(2) the' ratio of (A) the' average of the total

21 wages- (as defined in regulations of the' Secretary) re-

22' ported to the Secretary of the' Treasury or his delegate

23 for the calendar .yar before the calendar year in which

24 the 'determination under subsection (a) is made to

25 (B) the average of the total wages (as defined in
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i regulations of the Secretary) reported to the Secretary

2 of the Treasury or his delegate for the calendar year

3 before the most recent calendar year in which an

4 increase in the contribution and benefit base was

5 enacted or a. determination resulting in such an increase

6 was made under subsection (a) ,".

7 (4) The amendments made by this subsection shall

8 be effective beginning January 1, 1979.

9 Miscellaneous Technical and Conforming Amendments

10 (f) (1) Section 202 (u) (1) (0) of the Social Secu-

11 rity Act is amended by striking out "quarter" wherever

12 it appears and inserting in lieu thereof "year".

13 (2) (A) Section 205 (c) (1) of that Act is amended by

14 striking out "(as defined in section 211 (e) ) ".

15 (B) Section 205 (c) (1) of that Act is further amended

16 by inserting at the end thereof the following new subpara-

17 graph:

18 "(D) The term 'period' when used with respect to

19 self-employment income means a taxable year and when

2C used with respect to wages means—

21 "(i) a quarter if wages were reported or should

22 have been reported on a quarterly basis (I) on tax

23 returns filed with the Secretary of the Treasury or

24 his delegate under section 6011 of the Internal Rev-

25 enue Code of 1954 or regulations thereunder, or
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i (Ii) on reports filed by a State under section 218

2 (e) or regulations thereunder.

3 "(ii) a year if wages were reported or should

4 have been reported on a yearly basis on such tax re-

5 turns or ieports, or

6 "(iii) the half year 'beginning January 1 or

7 July 1 in the case of wages which were reported or

8 should have been reported fOr calendar year 1937.".

9 (0) SectiOn 205 (o) of that Act is amended by insert-

10 ing "before 1978" after "calendar year".

ii. (3) (A) The amendment made by paragraph (1) of

12 this subsection shall be effective 'with respect to convictions

13 after Decéniber 31, 1977.

14 (B) The amendments made by paragraph (2) of this

15 subsection shall be effective January 1, 1978.

16 DEFINITION

17 SEc. 104. As used in this title and the amendments to

18 the Social Security Act made by this title, the term "See-

19 •retary" means, unless the context otherwise requires, the

20 Secretary 'of Health, Education, and Welfare.

21 TITLE TI—AMENDMENTS TO THE INTERNAL

22 REVENUE CODE OF 1954, AS AMENDED

23 DEDUCTION OF TAX FROM WAGES

24 SEc. 201. (a) Section 3102 (a) of th Internal Reve-

25 nue Code of 1954 is amended by striking out "or (C) or

26 (10)" and by inserting after "is less than $50;" the fol-
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1.' lowing: "and an, employer who in any calendar year pays

2 to an employee cash remuneration to which paragraph (7)

3 '(0) or (10) of section 3121 (a) is 'applicable may deduct

4 an amount equivalent to such tax from any such payment of

5 remuneration, even though at the time of payment the total

6 amount of such remuneration paid to the employee by the

7 employer in the caIendar year is less than $100;".

.8 (b) (1) Paragraphs '(1) and (2). of section 3102 (c)

. of such Code are each amended by striking out "quarter"

10 wherever it appears and by inserting in lieu thereof "year".

11, (2) Paragraph (3) of section .3102 (c) of such Code

12 is amended—

13 (A) by striking out "quarter of the" in subpara-

14 graph (A); and

15 (B) by striking out "quarter" wherever it appears

16 in subparagraphs (B) and (C) and inserting in' lieu

1.7' thereof "year".

18 (c) The amendments made by this section shall apply

19. with respect to remuneration paid and to tips received after

20 December 31, 1977.

21 TECHNICAL AND CONFORMING AMENDMENTS

22 SEC. 202. (a) Sections 3121(a) (7) ('C) and 3121

23 (a) (10) of 'the Internal IReveñue Cde of 1954 are each',

24 amended' by striking out "quarter" wherever it appears and

25 inserting in lieu thereof "year", and by ,striking out "$50"

26 and inserting in lieu thereof "$100".



1 (b) Section 3121 (a) of such Code is amended by in-

2 serting afte paragraph (15) the following new paragraph:

3 "(16) remuneration paid by an. organization

4 exempt from income tax under section 501 (a) (other

5 than an organization described in section 401 (a)) or

6 under section 521 in any calendar year to an employee

7 for service rendered in the employ of such organization,

8 if the remuneration paid in such year by .the organiza-

9 tion to the employee for such service is less than $100.".

10 (c) Section 3121(b) (10) of such Code is amended by

11 striking out subparagraph (A), redesignating subparagraph

12 (B) as paragraph (10), and redesignating clauses (i) and

13 (ii) as subparagraphs (A) and (B), respectively.

14 (d) Sections 3121 (b) (17) (A) and 3121 (g) (4) (B)

15 of such Code are each amended by striking out "quarter" and

16 inserting in lieu thereof "year".

17 (e) The amendments made by this section shall be

18 effective January 1, 1978.

19 TITLE Ill—CONFORMING AMENDMENT TO THE

20 RAILROAD RETIREMENT ACT OF 1974

21 COMPUTATION OF EMPLOYEE ANNUITIES

22 SEC. 301. (a) The last sentence of section 3 (f) (1) of

23 the Railroad Retirement Act of 1974 is amended by—

24 (1) inserting "paid before 1978" after "in the

25 case of wages", and
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1 (2) inserting "and in the case of wages paid after

2 1977" before the period at the end thereof.

3 (b) The amendments made by this section shall be

4 effective January 1, 1978.
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I. THE SOCIAL SECURITY PROGRAM AND ITS FINANCING

The words "social security" are used in different senses to describe
a variety of programs. The most common understanding of the term,
however, is as an identification for those Federal programs which
provide retirement, survivors, and disability insurance benefits
financed from an earmarked payroll tax which is referred to as the
social security tax. More than 33 million people are currently receiving
social security benefits. The average monthly benefits, are $234 for
retired workers alone, $262 for disabled workers, and $223 for aged
widows.

About 108 million workers, and their employers, will pay social
security taxes this year. The social security payroll tax paid by
employers, employees, and self-employed persons is a composite of
three separate tax rates supporting: (1) the old-age and survivors
insurance program (OASI); (2) the disability insurance program (DI);
and the hospital insurance program (HI or part A of medicare). (Part
B of medicare or supplementary medical insurance is also considered
a "social security program" but is financed from premiums and
general funds rather than from payroll taxes.)

Each of the three components of the overall social security tax—
OASI, DI, and HI—has a separate trust fund which receives all of
the taxes generated by its portion of the overall tax and which can
use those funds oniy to operate its own program. For convenience, the
two cash benefit programs OASI and DI are frequently considered
together. In this document, except where otherwise specified, refer-
ences to social security financing will include the OASI and DI systems
combined and will exclude the HI system.

How the Program is Financed

Tax rates.—The social security program is financed by a tax on
earnings paid by employees, employers and the self-employed. The
schedule of taxes in present law is shown in the following table:

TABLE 1.—SOCIAL SECURITY TAX RATES

[In percent]

Year

Employee.employer, each Self-employment

Cash
benefits

Hospital
insurance Total

Cash
benefits

Hospital
insurance Total

1977 4.95 0.9 5.85 7.0 0.9 7.9
1978-80.. 4.95 1.1 6.05 7.0 1.1 8.1
1981-85.. 4.95 1.35 6.30 7.0 1.35 8.35
1986-

2010. - -. 4.95 1.5 6.45 7.0 1.5 8.5
2011 and

after.... 5.95 1.5 7.45 7.0 1.5 8.5

(3)
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The tax base.—For 1977 the tax applies to the first $16,500 of an
individual's earnings and for 1978 the amount will rise to $17,700. In
future years the amount of earnings taxed will rise depending on the
rise in average earnings from year to year. The estimates in the 1977
report of the Trustees indicate that the taxable amount will rise as
follows:

TABLE 2.—SOCIAL SECURITY TAX BASE

Year: Taxable earnings
1979 $18,900
1980 20,400
1981 21,900

The 1977 reports of the Board of Trustees show that the OASI and
DI trust funds will be depleted in the very near future unless additional
financing is provided through changes in the law and that the annual
deficits will grow each year in the future.

Long-term deficit .—Over the 75-year period covered by the long-term
actuarial cost estimates, the OASDI taxes provided under present law
are estimated to provide income averaging 10.99 percent of taxable
payroll while the benefits authorized are estimated to have an average
cost of 19.19 percent of taxable payroll. The deficit of 8.20 percent of
taxable payroll is about $66 billion per year at present payroll levels.
(Effective taxable payroll is estimated at about $803 billion for this
year.)

Short-term deficit.—In the short-term, the estimates indicate that the
OASI program will run out of funds about 1983 and that the DI pro-
gram will exhaust its reserves early in 1979. A more detailed discussion
of the deficits appears in the material which follows.

Changes over time.—The situation depicted in the 1977 report of the
Trustees is in marked contrast to the situation shown by the estimates
made in 1972 when the last major changes in that program were
adopted. The actuarial estimates made at that time showed that the
program was in exact actuarial balance, that is long-term income
equaled long-term outgo. The steadily deteriorating conditions which
have existed from that time result in the short-run from the interac-
tion of the economy on benefit payments and income. In the long-run,
the effect of short-term conditions on long-term projections combined
with the effects of changes in economic and demographic assumptions,
have resulted in increases in the estimated cost of the program in
relation to the anticipated income.

The Social Security Benefit Structure

The primary insurance amount .—TJnder the present law, cash bene-
fits for an individual are based on a Primary Insurance Amount (PTA)
which is arrived at by determining a worker's average monthly earn-
ings (AME). ÂME is, broadly speaking, total earnings (minus 5 years
of lowest earnings) under social security divided by the number of
months (minus 60) between 1950 (or attainment of age 22, if later) and
the earliest of (1) attainment of age 62, (2) onset of disability, or (3)
death. The PTA is determined from the ÂME by reference to a table
which is included in the Social Security Act and which determines the
payments to people on the rolls and those who become entitled to
benefits. The tables in the law for May 1977 and for June 1977 (when
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a 5.9 percent cost-of-living increase became effective) can be approxi-
mated by the following formulas:

TABLE 3.—SOCIAL SECURITY BENEHT FORMULA—MAY 1977
Benefit as
percent of

average
Formula: monthly

137.77 percent of first $110 of average monthly earnings

earnings, but not less than $107.90 . . . . (at least) 137
$151.55 plus 50.1 percent of average monthly

earnings above $110 and not more than $400.... 137—74
$296.84 plus 46.82 percent of average monthly

earnings above $400 and not more than $550.... 74—67
$367.07 plus 55.05 percent of average monthly

earnings above $550 and not more than $650*.. 67—65
$422.12 plus 30.61 percent. of average monthly

earnings above $650 and not more than $750.... 65—60
$452.73 plus 25.51 percent of average monthly

earnings above $750 and not more than $1,000.. 60—52
$516.51 plus 22.98 percent of average monthly

earningsabove$1,000and notmorethan$1,175. 52—47
$556.73 plus 21.28 percent of average monthly

earnings above $1,175 and not more fhan $1,275. 47—45
$578.00 plus 20 percent of average monthly earn-

ings above $1,275 and not more than $1,375.... 45—43

*Thjs is the last step in the formula used for men who retire at age 65 in 1977.

TABLE 4.—SOCIAL SECURITY BENEFIT FORMULA—
JUNE 1977

Benefit as
percent of

average
monthly

Formula: earnings
1459 percent of first $110 of average monthly earn-

ings, but not less than $114.30 (at least) 146
$160.49 plus 53.06 percent of average monthly earn-

ings above $110 and not more than $400 146—79
$314.36 plus 49.58 percent of average monthly earn-

ings above $400 and not more than $550 79—7 1
$388.73 plus 58.3 percent of average monthly

earnings above $550 and not more than $650*.... 7 1—69
$447.03 plus 32.42 percent of average monthly earn-

ings above $650 and not more than $750 69—64
$479.45 plus 27.02 percent of average monthly earn-

ings above $750 and not more than $1,000 64—55
$546.99 plus 24.34 percent of average monthly earn-

ings above $1,000 and not more than $1,175 55—50
$589.58 plus 22.54 percent of average monthly

earnings above $1,175 and not more than $1,275.. 50—48
$612.12 plus 21.18 percent of average monthly earn-

ings above $1,275 and not more than $1,375 48—46

*This is the last step in the formula used.for men who retire at age 65 in 1977.
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Automatic cost-of-living increases.—E xi sting law calls for automatic
cost-of-living increases in benefits effective each June and for increases
in the tax base each January (assuming that the Consumer Price
Index rises by at least 3 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, because of the rise in the CPI between the
first quarter of 1976 and the first quarter of 1977, benefits for June 1977
will be increased by 5.9 percent. As a result, each of the percentages in
the benefit formula will be increased by 5.9 percent—the 137.77 per-
cent factor becomes 145.9, the minimum PTA becomes $114.30 and so
on until the 20 percent factor becomes 21.18 percent. A further expan-
sion of the table will take place the following January when the
maximum amount of earnings taxable rises to $17,700. This will cause
a new last step to be added: $633.30 plus 20 percent of average monthly
earnings above $1,375 and not mOre than $1,475. Much of the esti-
mated long-term deficit results from the fact that these modifications
in the benefit formula apply to benefits which will be awarded in the
future as well as to the benefits paid to people on the benefit rolls
on the effective date:

Relationship between benefit formula and the deflcit.—The automatic
"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. Once the initial
benefit has been established, it is periodically increased by a percentage
which restores its original purchasing power according to the official
governmental index of purchasing power—the Consumer Price Index
(CPI).

The "cost-of-living" 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, wages 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.

For 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
is still working will have his $100 wage increased to $110. If the benefit
formula is left unchanged, both individuals would qualify for a $55
benefit. But under present procedures the benefit formula is also
increased 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-increasingpercentage of the new retiree's wages in
the year before he retires. For significant numbers of workers, the
benefits payable just after retirement would approach—and in many
cases exceed—their wage levels immediately before retirement.
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Under this existing automatic increase mechanism, the annual costs
of the program are estimated to grow from their present level of 11 per-
cent of taxable wages to over 12_percent by 1990, about 14 percent by
2000, and 27 percent by 2050. If, however, the law were changed so
that the automatic cost-of-living adjustment mechanism were used
only to keep benefits inflation-proof after a person comes on the rolls
and not to provide a constantly increasinglevel of initial benefits, the
situation would be changed drastically. In place of an increasingly
costly program, the costs of the program as a percent of payroll would
actually decline. The average long-range costs of the program which
are now 19.2 percent of payroll would be reduced to 7.2 percent of
payroll—or 3.8 percent less than the revenues which present tax
schedules will generate.

Thus, "decoupling" the automatic cost-of-living mechanism from
the formula for determining initial benefits so that it operates only to
increase benefits after an individual comes on the rolls would solve the
long-range deficit entirely and would, in fact, leave a very substantial
long-range surplus. However, it would then be necessary to consider
the adequacy of the initial benefits determined under the present-
law formula in the absence of future automatic increases, and to deter-
mine what other changes if any, are appropriate.

Meaures of bertefit ad equaey.—T here is no accepted measure of
what constitutes an adequate level of social security benefits. Whether
social security benefits are adequate or not is a value judgment. There
is, however, general agreement that once a benefit has been awarded
the purchasing power of the initial benefit should be maintained.
A convenient benchmark for measuring the adequacy of initial benefits
in the absence of any absolute standard is the currently prevailing
level of benefits. Measured against this benchmark, a proposed new
benefit formula will either increase, decrease, or maintain the level of
adequacy now existing for persons retiring at the presèñt time. Even
so, two different types of 'adequacy" can be described. In terms of
purchasing power, present levels of adequacy are maintained if future
benefits are sufficiently higher than today's benefits for similar workers
to offset the impact of inflation.

An alternative measure of adequacy is the percentage of pre-
retirement earnings which the initial benefit represents—the "replace-
ment rate." Since wages tend to rise faster than prices over the long-
run, a new benefit formula which maintains adequacy in terms of
purchasing power may still fall short of maintaining adequacy in
terms of replacement rates.

It should be emphasized that there is no method of determining
what "the replacement rate" is under the existing system or any pro-
posed modifications of it. There are in fact many different replacement
rates depending on the individual's level and pattern of earnings and
on what base is chosen to measure replacement apinst. Similarly,
there is no single "level of purchasing power" for initial social security
benefits today but a wide range of purchasing power depending upon
what each worker qualifies for on the basis of his past work history.
For convenience, the actuaries of the Administration compute certain
replacement rates and benefit levels for theoretical workers at low,
average, and maximum earnings, assuming them to have steadily
rising wage levels over their working lifetime, and applying the result
against their assumed earnings in the year before retirement. A study
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done by the Hsiao panel for the Congressional Research Service
demonstrates that these theoretical models do not bear any great
resemblance to typical wage patterns of actual workers.

The variety of different replacement rates possible depending upon
such factors as work history and family composition is illustrated by
table 5 below. This table shows the replacement ratios for workers
who have averagc monthly wages at various levels. The examples
shown are based on retired workers whose final earnings are 66%
percent higher than their average monthly earnings and disabled
workers whose final earnings are 25 percent higher than their average
monthly earnings.

TABLE 5.—SOCIAL SECURITY REPLACEMENT RATIOS, AGED
RETIRED WORKER, YOUNG DISABLED WORKER, AND THEIR
FAMILIES, JANUARY 1977 BENEFIT RATES

(In percent]

Replacement ratio —Highest earnings equal to:

1%AME—Retired 1.25 (AME)—Young disabled

Average monthly
earnings (AME)

worker worker

Alone With wife
Family

Alone With wife maximum

Up to $110, at
least 83 127 110 165 164

$400 44 67 59 89 107
$550 40 60 53 89 97
$6501 39 58 52 78 91
$750 36 54 48 72 85
$1,000 31 46 41 63 72
$1,175 28 43 38 57 66
$1,275 27 41 36 54 63

Retirement benefits based on earnings in excess of $650 are not ordinarily
payable until after 1977.

The choice of what change, if any, to make in the way in which
benefits are computed under the social security system will depend on
a judgment as to the extent to which it is desirable to maintain or
increase adequacy under the system as measured in terms of purchas-
ing power and replacement rates and as to how much of the desired
adequacy can be accommodated within the funding that can be made
available. A number of possibilities exist. Some of the more widely
discussed proposals are described elsewhere in this print. The following
table shows the growth in benefits and replacement rates for a median
earner which is projected under present law using the intermediate
assumptions in the 1977 Trustees report:
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TABLE 6.—PROJECTED EARNINGS AND BENEFITS FOR INDI.
VIDUALS WITH MEDIAN EARNINGS RETIRING AT AGE 65 IN
SELECTED YEARS 1977-2050

Taxable earnings
in prior year

Annual benefit
amount 1

Replace.
ment ratio 2

Year of attainment of
age 65:

1977 $8,858 $4,078 0.460
1978 9,602 4,483 .467
1979 10,38Q 4,842 .466
1980 11,189 5,221 .467
1981 11,984 5,620 .469

1982 12,751 6,032 .473
1983 13,516 6,498 .481
1984 14,293 6,957 .487
1985 15,115 7,478 .495
1990 19,990 9,981 .499

1995 26,437 13,385 .506
2000 34,963 18,626 .533
2005 46,240 25,710 .556
2010 61,153 35,326 .578
2015 80,876 48,291 .597

2020 106,960 65,753 .615
2025 141,456 89,175 .630
2030 187,079 120,653 .645
2035 247,415 162,870 .658
2040 327,211 219,375 .670

2045 432,743 294,960 .682
2050 572,310 395,946 .692

Total benefits paid durirlg year.
2 Replacement ratio represents the ratio of annual benefit amount to taxable

earnings in the year 'ust prior to retirement.
Note: The long-range economic assumptions underlying this table are those

used as the "intermediate" (alternative II) assumptions for the 1977 Trustees
report: with ultimate 4 percent annual CPI growth; 5.75 percent annual wage
growth. The annual benefit anlount of $395,946 In the year 2050 would be ap.
proximately $21,390 in constant (1977) dollars.
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The Deficit

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
OASDI—were inadequately financed in both the near-term and the
long-range future. In addition the hospital insurance program (HI)
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
long-run.

Over the 25-year period covered by the cost estimates the HI
program has an average deficit of 1.16 percent of taxable payroll
compared to the 0.64 percent deficit estimated in 1976.

Two deficits.—There are really two cash-benefits deficits. A short-
term deficit caused by recent economic conditions and a long-term
deficit reflecting changes in economic conditions and the assumptions
used for the actuarial estimates. The estimates in the 1977 reports of
the Trustees were that the cash benefits program could be expçcted
to run out of funds in the early 1980's (with the disability program
being depleted early in 1979 if some action to provide additional
funds is not taken). In the long-run (the 75-year period ending in
2051), the average deficit for the cash benefits programs was estimated
at 8.2 percent of taxable payroll and a 25-year deficit of 1.16 percent
was projected for the medicare program. This is equivalent to annual
amounts of $66 billion if based on the 1977 taxable payroll, lithe 25-
year deficit of 1.16 percent projected for the medicare program, which
is equivalent to $9.3 billion per year were added, the total social
security deficit would be equal to $75.3 billion a year, based on the
1977 taxable payroll.

These deficits represent the magnitude of the financing problems
facing the social security programs when averaged over the entire
valuation period. The deficit at present and in the years immediately
ahead is much smaller, but the ultimate deficit is much larger. The
following table shows the deficits at various points in the future.

(13)



14

TABLE 7.—DEFICITS OF THE SOCIAL SECURITY CASH BENEFiTS
PROGRAM (OASDI)

DoUs 2quiva
lent based on

Percent of 1977 payrofi
taxable payrol! Iev&s (bilUons)

1977 1.01 $8
2000 4.01 32
2025 12.40 100
2050 15.03 121

Yearly average 1977—200 1
Yearly average 2002—2026
Yearly average 2027—2051
75.yr average ( 977-2051)

2.34
7.67

14.57
8.20

19
62

117
66

In other words, if the benefit structure of the cash benefits program
were left unchanged, additional funding would have to be provided
to meet benefit costs over and above current revenues. The amount
of additional funding would be $8 billion in 1977 increasing each year
to $121 billion (in constant 1977 dollars) by 2050. The alternative to
providing this much additional funding is to change the structure of
theprogram so that it pays out less in benefits.

Estimates not predictions.—In evaluating estimates of the future
cost of the social security program, one should keep in mind that while
the estimates are useful as indicators of future trends, they should not
be taken as accurate predictions of future events. The estimates
depend on assumptions (predictions, in a sense) of future economic,
demographic and sociological trends. To the degree that the estimates
are validated by future experience they will be accurate, while they
will be inaccurate to the degree that they depart from future trends,
In projecting the cost of the program, the Trustees actually adopt a
range of assumptions within which it appears likely that future
experience will fall. Under the 1977 Trustees assumptions, the range of
the deficit is estimated to be from 3.88 percent of taxable payroll
under an optimistic set of assumptions to 16.09 percent under a
pessimistic set of assumptions. Generally, the intermediate set of
assumptions which yield an 8.20 percent deficit are used for con-
venience. See appendix A for additional discussion of the actuarial
assumptions.

The Short-Term Deficit

Background.—Early in 1973, it was obvious that the cost of living
was increasing at a rapid rate. Congress therefore provided (P.L, 93—66)
a 5.9 percent increase in benefits which would have been payable for
the months June through December 1974 as an advance payment of
the January 1975 automatic cost-of-living increase. Inflation continued
at a very high rate and, before this increase went into effect, Congress
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substituted (P.L. 93—233) a two-step 11 percent increase for the 5.9
percent increase previously authorized. The first 7 percent rise in
benefits was effective for March 1974 with the remainder being
effective for June. The changes in the financing made at that time are
the most recent changes made by Congress.

At the time of the December 1973 legislation, the Social Security
Administration informed Congress that the income to the cash benefits
program (taking into account the effect of the changes made by P.L.
93—233) would be more than outgo for the period covered by the short-
term estimates. The balance in the two trust funds (old-age and sur-
vivors insurance and disability insurance) which was about $42.8
billion at the end of 1972 was estimated to rise to $53.6 billion by the
end of 1978. The following table compares the 1973 estimates with the
actual experience through 1976 and the most recent estimates for the
years 1977—1978.

The 1973 estimates were based on the assumption that there would
be a gradual rise in employment and wages with an increase in aver-
age wages about 6.2 percent a year. The CPI was assumed to rise at
an average rate of 3.3 percent aiear from the second quarter of 1974
to the first quarter of 1977. However, actual economic experience
proved to be quite different from the 1973 assumptions.



TABLE 8.—INCOME AND EXPENDITURES OF THE SOCIAL SECURITY CASH BENEFITS TRUST FUNDS AS
ESTIMATED IN 1973 AND IN 1977

[In billions of dollars]

1973 estimate 1977 estimate

Income
Expendi-

tures

Changes
in

funds

Funds at
end of

year Income
Expendi-

tures

Changes
in

funds

Funds at
end of

year

Year:
1973
1974

548
631

534
612

14
19

442
461

1548
1621

'531
1606

116
115

1444
1459

1975 685 676 8 469 1676 '692 115 1443

1976 74.8 73.1 1.7 48.6 1 75.0 1 78.2 1 —3.2 1 411
1977 80.9 77.8 3.1 51.7 82.1 87.7 —5.6 35.5
1978 85.5 83J 1.9 53.6 90.7 97,5 —6.9 28.6

'Actual rather than estimated amounts.
Note: Totals do not necessarily equal the sum of rounded components.
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The OPT rose faster than anticipated. Under the 1973 assump-
tions, the automatic cost-of-living provisions would have caused
benefits to rise at an average rate of 3 percent a year while the actual
increases along with that assumed for 1978 average 6.4 percent, or 115
percent higher than the 1973 estimate. The automatic cost-of-living
increases used for the 1973 and 1977 estimates are shown below:

TABLE 9.—COST-OF-LIVI NG INCREASES IN BEN EFITS—1973
AND 1977 ESTIMATES

1973 estimate— 1977 estimate—
Year: percent percent

1975 3.1 8.0
1976 3.1 6.4
1977 10 5.9
1978 5.8 5.5

1 The 1973 estimates projected that the CPI rise for 1976 to 1977 would be less
than the 3%needed to trigger an automatic benefit increase.

Wage levels also rose faster than had been anticipated but not
enough faster to offset the impact of the price rises. For 1973 the in-
crease in average wages was 7.0 percent, for 1974 the increase was 6.9
percent, for 1975 it was again 6.9 percent, and for 1976 it was 7.4 per-
cent. The estimates for the years 1977 and 1978 assume rises of 8.4
percent and 8.1 percent—an average of 7.4 percent, 20 percent higher
than assumed in the 1973 estimates.

The 1977 Trll8tees report .—T he 1977 report of the Trustees indicated
that the cash-benefit programs would require relatively modest but
growing amounts of additional funds in the immediate future and
quite large amounts later on. The estimates, were based on 3 alterna-
tive sets of economic assumptions and projected the following changes
as a result of the provisions of the law which call for automatic in-
creases in benefits to take account of rises in the OPT and increases in
the tax base to take account of rising wage levels.

TABLE 10—PROJECTED INCREASES IN BENEFITS AND TAX
BASE

G

Year

eneral benefit increase (percent)
under alternative—

Tax baseI II Ill

1976 6.4 6.4 6.4 $15,300
1977
1978
1979
1980
1981

5.9 5.9
5.5 5.5
4.8 5.2
4.5 5.0
3.6 4.2

5.9
5.5
6.9
6.8
5.2

16,500
17,700
18,900
20,400

i 21,900

I $22,200 under alternative Ill.

The estimated 1976—1981 income and e xpenditures of the combined
cash-benefits trust funds and of each separate fund under the three
alternative assumptions are shown in th e following tables:
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TABLE 11.—ESTIMATED OPERATIONS OF THE OLD-AGE AND
SURVIVORS INSURANCE AND DISABILITY INSURANCE TRUST
FUNDS, COMBINED, DURING CALENDAR YEARS 1976-81
UNDER 3 ALTERNATIVE SETS OF ASSUMPTIONS

[Dollar amounts in billions]

Funds at begin-

Dis-
burse

Net
Increase

Funds at
end of

ning of year as
a percentage of
disbursements

Calendar year Income ments in funds year during year

Alternative I:
1976 '
1977

$75.0
82.1

$78.2
87.7

—$3.2
—5.6

$41.1
35.5

57
47

1978 90.7 97.5 —6.8 28.7 36
19792 100.0 107.2 —7.3 21.4 27
19802 109.3 117.2 —7.9 13.5 18
1981 2 118.0 127.4 —9.4 4.1 11

Alternative II:
1976' 75.0 78.2 —3.2 41.1 57
1977 82.1 87.7 —5.6 35.5 47
1978 90.7 97.5 —6.9 28.6 36
1979 2 99.5 107.4 —7.9 20.7 27
19802 108.9 118.0 —9.1 11.6 18
19812 117.4 128.9 —11.5 .1 9

Alternative III: .

1976 ' 75.0 78.2 —3.2 41.1 57
1977 82.1 87.7 —5.6 35.5 47
1978 90.5 97.5 —7.0 28.5 36
1979 2 98.2 108.4 —10.2 18.3 26
19802 106.7 121.1 —14.3 3.9 15
19812 115.7 134.1 —18.4 —14.5 3

1 Figures for 1976 represent actual experience.
2 Because the disability insurance trust fund is exhausted in 1979 under each

alternative, and because none of the estimated income to one trust fund can be
allocated to the other trust fund, under present law, the figures for 1979—81 are
theoretical, representing arithmetical addition of figures shown in tables 14 and 15.

Note: Totals do not necessarily equal the sum of rounded components.
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TABLE 12.—ESTIMATED OPERATIONS OF THE DISABILITY
INSURANCE TRUST FUND DURING CALENDAR YEARS 1976-81
UNDER 3 ALTERNATIVE SETS OF ASSUMPTIONS

[Dollar amounts in billions]

Fund at begin.

Dis- Net Fund at
ning of year as

a percentage of
• burse. increase end of disbursements

Calendar year Income ments in fund year during year

Alternative I:
1976' $8.8 $10.4 —$1.6 $5.7 71
1977 9.6 12.1 —2.5 3.3 48
1978 10.9 13.6 —2.8 .5 24
19792 11.9 15.3 —3.5 —3.0 3
19802
19812

Alternative II:

12.8
14.7

17.2
19.2

—4.4
—4.5

—7.4
—11.9

(
(a

1976' 8.8 10.4 —1.6 5.7 71
1977 9.6 12.1 —2.5 3.3 48
1978 10.8 13.6 —2.8 .5 24
19792 11.8 15.4 —3.5 —3.1 3
19802
19812

Alternative III:

12.7
14.6

17.4
19.5

—4.6
—4.9

—7.7
—12.5

(3

(3

1976' 8.8 10.4 —1.6 5.7 71
1977 9.6 12.1 —2.5 3.3 48
1978 10.8 13.7 —2.8 .4 24
19792 11.7 15.5 —3.9 —3.4 3
19802
1981 2

12.5
14.4

17.9
20.3

—5.4
—6.0

—8.8
—14.8

(3

(3

1 Figures for 1976 represent actual experience.
2 Figures for 1979—81 are theoretical because it is estimated that the disability

insurance trust fund will be exhausted in 1979.
'Fund exhausted in 1979.
Note: Totals do not necessarily equal the sum of rounded components.



20

TABLE 13.—ESTIMATED OPERATIONS OF THE OLD-AGE AND
SURVIVORS INSURANCE TRUST FUND DURING CALENDAR
YEARS 1976-81 UNDER 3 ALTERNATIVE SETS OF ASSUMP-
TIONS

[Dollar amounts in billions]

Fund at begin.

Dis.
burse-

Net
increase

Fund at
end of

fling of year as
a percentage of
disbursements

Calendar year Income ments in fund year during year

Alternative I:
1976 1
1977

$66.3
72.5

$67.9
75.7

—$1.6
—3.2

$35.4
32.2

54
47

1978 79.8 83.9 —4.0 28.2 38
1979 88.1 91.9 —3.8 24.4 31
1980 96.5 100.0 —3.5 20.9 24
1981 103.3 108.2 —4.9 16.1 19

Alternative II:
1976 ' 66.3 67.9 —1.6 35.4 54
1977 72.5 75.7 —3.2 32.2 47
1978 79.8 83.9 —4.1 28.2 38
1979 87.7 92.1 —4.4 23.8 31
1980 96.1 100.6 —4.5 19.3 24
1981 102.8 109.4 —6.7 12.7 18

Alternative Ill:
1976 1 66.3 67.9 —1.6 35.4 54
1977 72.5 75.7 —3.2 32.2 47
1978 79.7 83.9 —4.2 28.1 38
1979 86.5 92.9 —6.3 21.7 30
1980 94.3 103.2 —8.9 12.8 21
1981 101.3 113.8 —12.5 .3 11

1 Figures for 1976 represent actual experience.

Note: Totals do not necessarily equal the sum of rounded components.

The Long-Term Deficit

Background.—The last time (1972) that major changes were made
in the cash-benefits programs the actuaries estimated that long-term
income would just equal long-term expenditures. All subsequent
estimates have projected increasing deficits as shown in the following
table:



•TABLE 14.—OLDAGE, SURVIVORS, AND DISABILITY INSURANCE TRUST FUNDS
LONG-RANGE ACTUARIAL BALANCE: 1971-77 ESTIMATES

(Percent of payroll]

All of the estimates were made by the Social Security Administra-
tion Actuaries except for the 1975 Senate panel estimate (see,
Report on Social Security Financing to the Committee on Finance,
committee print dated February 1975).

3 The level-cost estimates which were used prior to 1972 assumed
no future changes in the law, in benefit levels, or in wage levels.

The dynamic estimating procedures were adopted to demonstrate
the effect of automatic increases in benefits and in the tax base.
They assume no changes in the law but do assume increases in
benefit levels and in wage levels. Dynamic procedures were the
basis for all subsequent estimates.

Long-range

Law In effect Date of estimate I Cost Income OASI

balance

Dl Total

1971 (level cost?2
1971 (dynamic)
1972 (Public Law 92-336)...
H.R. 1 (Public Law 92-603)..

Do
Do

1972
1972
1972
1972
1973 (trustees)
October1973

10.16 10.21 +0.13 —0.08
8.96 10.29 + 1.38 —.05
9.77 9.84 +.09 —.02

10.63 10.63 —.01 +.01
10.95 10.63 —.09 —.23
11.31 10.63 —.40 —.28

+0.05
+ 1.33
+.07

.00
—.32
—.68

Do
H.R. 11333 (Public Law93-

233).
Do
Do

Do
Do
Do
Do

November 1973
do

1974 (trustees)
1975 (advisory
council).

1975 Senate panel)..
1975 trustees)
1976 trustees)
1977 trustees)

11.39 10.63 —.48 —.28
11.39 10.88 —.43 —.08

13.89 10.91 —2.58 —.40

16.90 10.90
16.26 10.94 —3.88 —1.44
18.93 10.97 —5.99 —1.97
19.19 10.99 —6.06 —2.14

—.76
—.51

—2.98
—3.50

—6.00
—5.32
—7.96
—8.20
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A number of people have noted that the decline in the actuarial
status of the trust funds began with the adoption of the automatic
cost-of-living increases in benefits. While it is true that a substantial
part of the long-term deficit is caused by the cost-of-living increases,
this is because the assumptions made in 1972 as to the relationship
between rises in wage levels and increases in the OPT are now con-
sidered excessively optimistic. In addition, the 1972 assumptions about
demographic factors have also proven 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.

In this connection it seems worth noting that the only time the
Finance Committee reported a cost-of-living provision (in connection
with H.R. 17750, 91st Congress) it said in its 1970 report that it
wished "to make clear its intention that the full cost (as estimated
at the time the increase is promulgated) of each automatic increase
is to be financed by additional taxes imposed at the same time that
benefits are increased." While this principle was incorporated in the
Senate-passed bill, it was not included in the legislation subsequently
enacted in 1972. The earlier bill passed the Senate but no conference
was held to compromise differences between the House-passed and
Senate-passed bills. Subsequently, cost-of-living provisions were en-
acted as a Senate floor amendment to a debt ceilmg bill, Public Law
92—336.

Changing assumptions affecting the long-term deficit .—T he long-term
deficit comes about because the earlier cost estimates—and as a result,
the financing—were based on demographic and economic assumptions
which are now considered unrealistic.

The 1973 estimates of the cost of the cash-benefits programs were
based on the assumption that the ultimate fertility rate would be
2.3 or 2.8 children per women. By 1973, it was probably more reason-
able to assume that the ultimate rate should be one which would ap-
proach• zero population growth. (about 2.1 children per woman).
Subsequent cost estimates were based on lesser fertility rates. The
initial reduction came in 1974 when a rate of 2.1 was assumed and a
further reduction was made in 1976 where an ultimate fertility rate of
1.9 was used for the intermediate 1976 assumptions.

As for the economic assumptions made for 1973, the most significant
were that after 1977 average earnings would increase at an annual
rate of 5 percent while the OPT would increase at 2% percent a year.
Even at the end of 1973 this seemed a dim prospect, and the 1974
estimates were based on the asaumption that the annual rise in the
CPI would average 3 percent a year. The effect of this change, how-
ever, 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 been
changed to a 5.75 percent annual rise in average wages and a 4 percent
annual rise in the OPT.

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
assuming that the fertility rate would rise to 2.1 (the approximate rate
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at which the population would neither grow nor decline) The net
result of the two changes in the demographic assumptions is to in-
crease the cost of the programs by 0.02 percent of taxable payroll. The
change in the valuation period from 1976—2050 to 1977—205 1 sub-
stitutes a year of high cost for a low-cost year and increases the long-
term cost by 0.24 percent of taxable payroll. The effects of the changes
in assumptions starting with the 1974 report of the Trustees are shown
in the following table:

TABLE 15.—ACTUARIAL FACTORS AFFECTING CHANGES IN
ESTIMATES: 1974-77

[In percent or taxable payroll]

1974 1975 1976 1977
trustees' trustees' trustees' trustees'

report report report report

Retirement rates —0.14
Disability assumptions.... —.21 —0.60 —0.33 —.26
Population and demo-

graphic assumptions.... —1.87 —.24 —.69 1 +.02
Economic assumption —.19 —1.95 —1.24 +.12
Female labor force partic-

ipants +.35
Supreme Court decision

on dependency test —0.12
All other (net) —.06 +.10 •54 2 —.02

Total —2.47 —2.34 —2.08 —.26

'Includes —0.64 as a result of changed mortality and +0.66 as 'a result
of changed fertility assumptions.

2 Includes —.024 as a result of change in valuation period (from 1976—2050 to
1977-205 1).

Note: A negative (—) figure indicates an increase In the deficit while a positive
(+) figure indicates a decrease in the deficit.

The full effect of the changes in assumptions on the estimated cost of
the program does not come all at once. For the first 25 years the in-
crease iii cost is significant but relatively small when compared with
the rises occurring in the rest of the valuation period.
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TABLE 16.—ESTIMATED EXPENDITURES UNDER PRESENT LAW
OF OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE
SYSTEM AS PERCENT OF TAXABLE PAYROLL FOR SELECTED
YEARS, 1977—2055

(In percent]

Expenditures as percen
taxable payroll 1

t of

Old-age
and

survivors Disability
Calendaryear insurance insurance Total

Tax rate
in law Difference

1977 9.40 1.50 10.91 9.90 —1.01
1978 9.37 1.53 10.89 9.90 —.99
1979 9.30 1.55 10.86 9_go —.96
1980 9.21 1.59 10.80 990 —.90
1981 9.24 1.65 10.88 9.90 —.98

1982 9.31 1.70 11.01 9.90 —1.11
1983 9.40 1.77 11.17 9.90 —1.27
1984 9.51 1.84 11.35 9.90 —1.45
1985 9.64 1.92 1,1.56 9.90 —1.66

1986 9.77 1.99 11.76 9.90 —1.86
1987 9.86 2.06 11.92 9.90 —2.02
1988 9.95 2.13 12.08 9.90 —2.18
1989 10.03 2.20 12.23 9.90 —2.33
1990 10.12 2.27 12.39 9.90 —2.49

1991 10.20 2.34 12.54 9.90 —2.64
1992 10.28 2.41 12.68 9.90 —2.78
1993 10.35 2.48 12.83 9.90 —2.93
1994 10.42 2.56 12.98 9.90 —3.08
1995 10.50 2.64 13.14 9.90 —3.24

1996 10.54 2.73 13.27 9.90 —3.37
1997 10.60 2.83 13.43 9.90 —3.53
1998 10.66 2.92 13.58 9.90 —3.68
1999 10.72 3.02 13.74 9.90 —3.84
2000 10.79 3.12 13.91 9.90' —4.01

2001 10.89 3.23 14.12 9.90 —4.22
2005 11.30 3.66 14.96 9.90 —5.06
2010 12.46 4.11 16.57 9.90 —6.67
2015 14.47 4.42 18.89 11.90 —6.99
2020 17.05 4.59 21.64 11.90 —9.74

2025 19.75 4.55 24.30 11.90 —12.40
2030 21.57 4.45 26.02 11.90 —14.12
2035 22.26 4.43 26.69 11.90 —14.79
2040 22.12 4.55 26.67 11.90 —14.77
2045 21.83 4.76 26.59 11.90 —14.69

See footnote at end of table.
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TABLE 16.—ESTIMATED EXPENDITURES UNDER PRESENT LAW
OF OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE
SYSTEM AS PERCENT OF TAXABLE PAYROLL FOR SELECTED
YEARS, 1977-2055—Continued

(In percent]

Expenditures as perc
taxable payroll1

ent of

Old-age
and

survivors Disability Tax rate
Calendar year insurance insurance Total in law Difference

2050 22.02 4.91 26.93 1L90 —15.03
2055 22.53 4.98 27.51 11.90 —15.61
25-yr averages:

1977-2001.. - - 10.00 2.24 12.24 9.90 —2.34
2002-26 14.65 4.20 18.85 11.18 —7.67
2027-51 21.86 4.61 26.47 11.90 —14.57

75-yr average:
1977-2051.... 15.51 3.68 19.19 10.99 —8.20

1 Expenditures and taxable payroll are calculated under the intermediate set of
assumptions (alternative II) which Incorporates ultimate annual increases of
5% percent in average wages in covered employment and 4 percent in CPI, an ulti-
mate 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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III. DEALING WITH THE SOCIAL SECURITY DEFICITS

Although it is correct to view the social security financing problem
as involving two deficits—long run and short run—there is consider-
able interaction between the two. In fact, under the present program,
the deficit is estimated to increase every year throughout the entire
75-year valuation period. Significant additional financing is necessary
to keep the program operating over the next several years and basic
changes in program structure and/or financing are needed. Making
long-range changes will not eliminate the need for short-range financ-
ing. However, the long-range structural problems of the program will
become more severe each year if the short-range financing is not
taken care of. Moreover, the proposal chosen by Congress to deal with
the long-range financing situation can affect the judgment as to the
most appropriate methods of dealing with the short-range situation.

Administration Package

The Administration has proposed a package of changes in the
social security system designed to reduce future social security
expenditures and to increase trust fund income. Although draft
legislation to carry out the Administration program has not yet been
submitted, the following details of the elements of that program have
been made known:

Changes in the basic benefit structure.—The present law automatic
benefit increase mechanism now applies both to benefits after retire-
ment and to the formula for initially determining benefits for new
retirees. The Administration proposal would make that mechanism
inapplicable in the future to the formula for determining initial bene-
fits. This modification is commonly referred to as "decoupling." As a
substitute for the present automatic adjustment mechanism as it
applies to the formula for determining initial benefits, the Adminis-
tration proposal would establish a new formula in which initial benefits
would be based on the worker's wages after adjustment for changes
in wage levels over his working lifetime. This is commonly referred
to as "wage-indexing." The proposed new benefit structure would
maintain replacement rates at approximately current levels. It is
essentially the same change recommended by the 1974 Advisory
Council and the Ford Administration.

Eligibility for dependents bertefits.—The package includes a proposal
under which a wife, widow, husband, or widower would have to meet
a test of dependency on the spouse in order to qualify for dependents
or survivors benefits.

General revenues.—General revenues would be transferred to the
OASDI trust funds to replace social security taxes lost as a result of
unemployment in excess of 6 percent during the recent recession. The
proposal would apply to the period 1975—1982. (Under the intermedi-
ate assumptions in the 1977 trustees report, the rate drops below 6
percent after 1978.)

(29)
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Employee artd self-employed tax base.—The Administration proposal
would increase the annual amount of wages or self-employment income
subject to the employee share of social security taxes (or the self-
employment tax) by $2,400 over and above the levels which would
apply under existing law. This change would take place in 4 steps
with $600 increases in 1979, 1981, 1983, and 1985.

Employer tax base.—The limit on annual wages subject to the
employer part of the social security tax would be eliminated entirely
in 1981. (It would be increased to $23,400 in 1979 and $37,500 in 1980.)

Self-employment tax rate.—The rate of the social security tax for
the cash-benefits program for self-employed persons would be in-
creased to a rate equal to 13' times the rate for employees. This change
would be effective in 1979.

Reallocation of HI tax revenue.—A portion of the Hospital Insur-
ance tax rate would be shifted to the cash-benefits program beginning
in 1978.

Long-range increase in OASDI tax rates.—The combined employer-
employee tax rate for the social security cash benefits-program is
now 9.9 percent and is scheduled under present law to rise to 11.9
percent in 2011. The Administration would advance the date of the
increase, making 0.5 percent (0.25 each for employee and employer)
effective in 1985 and the remaining 1.5 percent (0.75 each) effective
in 1990.

Long-term cost estimates of Administration proposal .—T he total
package shows a slight (0.5 percent of taxable payroll) actuarial
surplus in the 25-year period 1977—2002; in the long-term (197 7—
205 1) the proposal would have a deficit of 1.9 percent of taxable payroll
or 13 percent of the cost of the revised program. The following table
summarizes the 75-year cost effects of the Administration proposal:

TABLE 17-—IMPACT OF ADMINISTRATION PROPOSALS ON
LONG, RANGE FINANCIAL STATUS OF TRUST FUNDS

[As percent of taxable payroll]

Deficit under present law —8.2
Savings from decoupling +12.0
Cost of wage-indexed benefit formula —7.9
Effect of:

Employer base increases +0.9
Employee base increases +0.1
Self-employed tax increase +0.1
Diversion of hospital taxes and acceleration of 2011

tax rate increase +1.0
Dependency tests +0.1

Residual deficit 1_1.9
1 While the Administration's proposals would assure sufficient financing for the

next 25 years or so and maintain the reserve ratio above one-third in the 1980's,
they would leave a long.range deficit of 1.9 percent of taxable payroll, which is
equal to about 12.6 percent of long range expenditures, under the program as it
would be modified by the Administration's recommendations. The Administration
says that this deficit is to be studied by the Social Security Advisory Council along
with other benefit adequacy questions which would change the long range deficit.
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Short-tenn effects of the Administration proposal8.—The Administra-
tion has indicated that the cash-benefits programs will need an
additional $83 billion in the period 1978—1982 in order to have a trust
fund balance equivalent to 50 percent of one year's outgo. In order to
provide this amount they have suggested a number of changes which
could (1) reduce the amount needed by $27billion and (2) provide an
additional $56 billion in additional income.

The additional income would be provided by:
Billions

Additional employer taxes $30
Additional employee taxes 4
Diversion of hospital insurance taxes 7
Increase in self-employment tax rate 1

Appropriation from general revenues 14

Total 56
The reduction would come from: Billions

Reducing the ratio of trust fund assets to expenditures from
50 percent to 35 percent $24

Adding a dependency requirement for spouses benefits 3

Total 27

The following tables show the estimated status of the cash-benefits
trust funds under present law and under the Administration's pack-
age of proposals over the period 1977—1987:
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TABLE 18.—ESTIMATED OPERATIONS OF THE OASI AND DI
TRUST FUNDS, COMBINED, DURING CALENDAR YEARS 1977-
87 UNDER PRESENT LAW AND UNDER THE PROGRAM AS
MODIFIED BY THE ADMINISTRATION'S PROPOSALS

[In billions of dollars]

Net increase
Income Outgo in funds

Admin. Admin- Admin-
Present istration Present istration Present istration

law proposal law proposal law proposal

Calendar year:
1977 82.1 82.1 87.7 87.7 —5.6 —5.6
1978 90.7 98.0 97.5 97.4 —6.9 .6
1979 ' 99.5 108.5 107.4 107.1 —7.9 1.4
1980' 108.9 121.3 118.0 117.4 —9.1 3.9
1981 ' 117.4 134.1 128.9 128.0 —11.5 6.1
1982 1 125.2 144.7 140.1 138.7 —14.9 6.0
1983 1 132.9 155.1 152.1 149.9 —19.2 52
1984 ' 140.7 165.7 165.1 162.1 —24.4 3.6
1985 1 148.4 184.8 179.2 175.4 —30.9 9.4
1986 ' 156.2 198.3 194.4 189.4 —38.2 .8.9
1987 ' 164.4 211.7 210.5 204.4 —46.2 7.2

[Dollar amounts in billions]

Funds at beginning of
year as a percentage of

Funds at end of year outgo during year

Adminis- Adminis-
Present tration Present tration

law proposal law proposal

Calendar year:
1977 $35.5 $35.5 47 47
1978 28.6 36.1 36 36
1979 ' 20.7 37.6 27 34
1980' 11.6 41.5 18 32
19811 .1 47.6 9 32
1982' —14.8 53.6 2 34
1983 ' —34.0 58.9 8 36
19841 —58.4 62.5 8 36
19851 —89.3 71.9 (8 36
19861 —1274 808 (a 38
19871::::::::::::::::: —173.6 88:0 40

1 Because it Is estimated that the Dl trust fund will be exhausted In 1979 under
present law, the figures for 1979-87 under present law are theoretical.

2 Less than 0.5 percent.
Funds exhausted.



TABLE 19.—ESTIMATED OPERATIONS OF THE OASI TRUST
FUND DURING CALENDAR YEARS 1977-87 UNDER PRESENT
LAW AND UNDER THE PROGRAM AS MODIFIED BY THE
ADMINISTRATION'S PROPOSALS

(In billions of dollars]

Net increase
Income Outgo in fund

Admin- Admin- Admin-
Present istration Present istration Present istration

law proposal law proposal law proposal

Calendar year:
1977 72.5 72.5 75.7 75.6 —3.2 —3.1
1978 79.8 84.0 83.9 83.8 —4.1 .3
1979 87.7 92.6 92.1 91.8 —4.4 .8
1980 96..1 103.5 100.6 100.2 —4.5 3.3
1981 102.8 113.4 109.4 108.8. —6.7 4.6
1982 109.7 122.2 118.4 117.4 —8.7 4.8
1983 1 116.7 129.7 127.9 126.4 —11.2 3.3
1984' 123.9 138.3 138.3 136.2 —14.4 2.1
1985 1 131.1 155.5 149.5 146.8 —18.4 8.7
1986 1 136.9 164.6 161.4 158.0 —24.5 6.5
1987 1 144.3 175.3 174.1 170.0 —29.7 5.3

[Dollar amounts in billions]

Fund at beginning of
year as a percentage of

Fund at end of year outgo during year

Adminis- Adminis-
Present tration Present tration

law proposal law proposal

Calendar year:
1977 $32.2 $32.3 47 47
1978 28.2 32.5 38 39
1979 23.8 33.3 31 35
1980 19.3 36.6 24 33
1981 12.7 41.3 18 34
1982 4.0 46.1 11 35
1983 1 —7.3 49.3 3 36
1984' —21.7 51.4 2 36
1985 1 —40.1 60.2 2 35
1986' —64.6 667 2 38
1987.:::::::..::':.::: —94.4 72.0 2 39

1 Because it is estimated that theOASI. trust fund wilIbe exhausted in 1983 under
present law, the figures for 1983—87 under present law are theoretical.

2 Fund exhausted in 1983.
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TABLE 20.—ESTIMATED OPERATIONS OF THE DI TRUST FUND
DURING CALENDAR YEARS 1977-87 UNDER PRESENT LAW
AND UNDER THE PROGRAM AS MODIFIED BY THE ADMINIS.
TRATION'S PROPOSALS

[In billions of dollars]

Net increase
Income Outgo in fund

Admln• Admin- Admin-
Present istration Present Istration Present Istration

law proposal law proposal law proposal

Calendar year:
1977 9.6 9.6 12.1 12.1 —2.5 —2.5
1978 10.8 14.0 13.6 13.6 —2.8 .4
1979 1 11.8 15.9 15.4 15.3 —3.5 .6
1980' 12.7 17.8 17.4 17.2 —4.6 .6
19811 14.6 20.7 19.5 19.2 —4.9 1.5
1982'....... 15.5 22.4 21.7 21.2 —6.2 1.2
1983 1 16.2 25.5 24.1 23.5 —8.0 2.0
19841 16.8 27.4 26.8 25.9 —10.0 1.5
1985 1 17.3 29.3 29.8 28.6 —12.4 .7
19861 19.3 33.8 33.0 31.4 —13.6 2.4
1987 1 20.0 36.3 36.4 34.4 —16.4 1.9

[Dollar amounts in billions]

Fund at beginning of
yearasa percentage of

Fund at end of year outgo during year

Adminis- Adminis-
Present tration Present tration

law proposal law proposal

Calendar year:
1977 $3.3 $3.3 48 48
1978 .5 3.6 24 24
1979' —3.1 4.2 3 24
19801 —7.7 4.8 24
19811 —12.6 6.3 25
19821 —18.8 7.6 2 30
1983' —26.7 95 2 32
1984' —36.7 11.0 2 37
19851 —49.2 11.7 2 39
19861 —62.8 14.1 2 37
1987k —79.2 16.0 2 41

I Because it isestimatedihat the Dl trust fund wIll be exhausted In 1979 under
present laW, the flguresfor 1979-87 are theoretical.

'Fund exhausted In .1981.
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Additional employer taxes.—Under present law employers, employees
and the self-employed are taxed on the first $16,500 of an individual's
earnings. (The amount is scheduled to rise each year as average earn-
ings rise.) The Administration proposes to remove this limitation
on the employer tax base in three steps. In 1979 the employer tax
would be applied to the first $23,400 of an individual's wages and
to the first $37,500 in 1980. Starting in 1981 the employer's total pay-
roll would be covered. The additional taxes which employers would
pay in the years 1979—82 would be:

[In billions of dollars]

Additional employer taxes

Old-age,
survivors, and

disability Hospita'
insurance insurance Total

Year:
1979 2.1 0.5 2.6
1980 5.0 1.1 6.1
1981 8.1 2.2 10.3
1982 9.0 2.4 11.4

Additional employee taxee.—As mentioned above, the present law
puts a ceiling on the amount of earnings subject to the social security
tax, and the ceiling rises as average earnings rise. The administration
proposes four additional increases of $600 in 1979, 1981, 1983 and
1985. The estimated ceilings under present law and under the admin-
istration proposal are shown below:

Ceiling

Administration
Present law proposal

Year:
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990

$18,900
20,400
21,900
23,400
24,900
26,400
27,900
29,400
31,200
33,000
34,800
36,900

$19,500
21,000
23,100
24,600
26,700
28,200
30,300
32,100
33,900
35,700
37,800
39,900
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The additional taxes that would be paid by employees and the self-
employed as a result of the tax base increases are shown in the following
table:

[In billions of dollars]

Additional empi oyee taxes

Old-age,
survivors, and

disability Hospital
insurance insurance Total

Year:
1979 0.4 0.1 0.5
1980 .5 .1 .6
1981 .9 .2 1.1
1982 1.0 .3 1.3

Diversion of hospital insurance taxes.—Under present law the hospi-
tal insurance program (Part A of Medicare) is financed through a
payroll tax (separate from the taxes which support the cash-benefits
program) which is permanently appropriated to the Federal Hospital
Insurance Trust Fund. The tax is subject to the same ceiling which
applies to the cash-benefits program and is paid by employees, em-
ployers and the self-employed. For 1977, the tax rate is 0.9 percent of
earnings and is scheduled to rise to 1.1 percent in 1978 and to 1.35
percent in 1981 with additional increases in later years. The Admims-
tration proposes that these rates be cut to 1 percent in 1978 and to
1.15 percent in 1981. At the same time the cash-benefits tax rates
would be increased by 0.1 percent in 1978, from 4.95 percent to 5.05
percent, and by an additional 0.1 percent (to 5.15 percent) in 1981.

Increase in OASDI Trust Fund and decrease in HI Trust Fund

Billions
1978 $1.6
1979 2.0
1980 2.3
1981 4.8
1982 5.4

Although the 1977 report of the Trustees of the hospital insurance
trust fund states that, over the 25-year period covered by the cost
estimates, the average deficit is 1.16 percent of taxable payroll, the
Administration says that the program will need less money than
preyiously anticipated if their cost containment program is enacted.
Should that program be enacted, they anticipate a savings of about
$10 billion through 1982. In effect, they propose to allocate $7 billion
of the anticipated savings plus all of the added revenue generated by
the proposed tax base increases and general fund contributions to
the cash-benefits programs.

The net impact of the Administration's short-range financing pro-
posals on the hospital insurance program would be an increase in the
deficit from 1.16 percent of taxable payroll .to 1.22 percent of taxable
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payroll. If the Administration's cost containment proposals are enacted
and have the anticipated effects, that deficit would be reduced to 0.79
percent of payroll (at current payroll levels about $6.3 billion per year
over the 25-year valuation period). The Hospital insurance trust fund
would become exhausted under the Administration's financing pro-
posal in 1985 or, if the cost containment proposals are enacted and
effective, in 1990.

TABLE 21.—LONG RANGE (25-YEAR) STATUS OF HOSPITAL
INSURANCE TRUST FUND UNDER INTERMEDIATE AS-
SUM PTI ONS

[In percent of taxable payroll]

Under administration financing

Under present
law

proposal

Without cost With cost
containment containment

Average cost 3.96
Average tax rate 2.80

3.66 3.23
2.44 2.44

Actuarial balance. —1.16 —1.22 —0.79

TABLE 22.—HOSPITAL INSURANCE TRUST FUND BALANCES

Start-of-year balance
(billions)

Start-of-year balance as
percent of outgo for year

Administration Administration
proposal proposal

Without With Without With
Present contain- contain- Present contain- contain-

Year law ment ment law ment ment

1978... $11 $11 $11
1979... 12 12 13

55 55 58
56 53 60

1980... 14 12 14 53 47 60
1981... 14 11 16 45 39 59
1982... 17 13 20 50 38 65

1983... 19 12 23 50 31 67
1984... 19 9 25 44 20 64
1985... 17 2 24 34 5 56
1986... 11 0 21 20 0 44
1987... 6 21 10 .. 38

1988.. 0 18 0 29
1989... 12 18
1990 2 3
1991 0 0
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Increaee in self -employment tax rate.—When earnings from self-em-
ployment were made subject to the social security tax in 1950, 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 main-
tained until 1973 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 rate has increased.)
The Administration proposal would increase the self-employment tax
rate for cash benefits according to the original ratio of 1.5 times the
employee rate.

rhe additional taxes that would be paid by the self-employed in the
period 1979—1982 are shown in the following table:

Additional Self-Employment Tax
Year: Billions

1979 $0.1
1980 .3
1981 .4
1982 .4

New tax rate schedules.—The parts of the Administration package
callmg for mcreased self-employment tax and the diversion of hospital
insurance funds into the OASDI funds would necessitate the enact-
ment of revised tax rate schedules as shown below:

TABLE 23.—SOCIAL SECURITY TAX RATES UNDER PRESENT
LAW AND UNDER THE ADMINISTRATION'S PROPOSALS

[Percent of taxable earnings]

OASDI OASI Dl HF Total

EMPLOYEES AND. EMPLOYERS, EACH

Present law:
1977 4.950 4.375 0.575 0.900 5.850
1978-80 4.950 4.350 .600 1.100 6.050
1981-82 4.950 4.300 .650 1.350 6.300
1983-84 4.950 4.300 .650 1.350 6.300
1985 4.950 4.300 .650 1.350 6.300
1986-89 4.950 4.250 .700 1.500 6.450
1990-2010 4.950 4.250 '.700 1.500 6.450
2011 and later 5.950 5.100 .850 1.500 7.450

Proposal:
1977:::::::': 4.950 4.375 .575 .900 5.850
1978-80 5.050 4.300 .750 1.000 6.050
1981-82... 5.150 4.350 .800 1.150 6.300
1983-84.. 5.150 4.300 .850 1.150 6.3001985;... ::5.400 4.550 .850 1.150 6.550
1986-89. .• . . i.... 5.400 4.475 .925 1.300 6.700
1990-2010 6.150 5.000 1.150 1.300 7.450
2011 and later 6.150 5.000 1.150 1.300 7.450
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TABLE 23.—SOCIAL SECURITY TAX RATES UNDER PRESENT
LAW AND UNDER THE ADMINISTRATION'S PROPOSALS

(Percent of taxable earnings]

OASDI OASI Dl HI Total

SELF-EMPLOYED PERSONS
Present law:

1977 7.000 6.185 .815 .900 7.900
1978 7.000 6.150 .850 1.100 8.100
1979-80 7.000 6.150 .850 1.100 8.100
1981-82 7.000 6.080 .920 1.350 8.350
1983-84 7.000 6.080 .920 1.350 8.350
1985 7.000 6.080 .920 1.350 8.350
1986-89 7.000 6.010 .990 1.500 8.500
1990-2010 7.000 6.010 .990 1.500 8.500
2011 and later 7.000 6.000 1.000 1.500 8.500

Proposal:
1977 7.000 6.185 .815 .900 7.900
1978 7.100 6.045 1.055 1.000 8.100,
1979-80 7.600 6.470 1.130
1981-82 7.700 6.500 1.200

1.000
1.150

8.600
8.850

1983-84 7.700 6.430 1.270 1.150 8.850
1985 8.100 6.830 1.270 1.150 9.250
1986-89 8.100 6.710 1.390 1.300 9.400
1990-2010 9.200 7.480 1.720 1.300 10.500
2Oliand later 9.200 7.480 1.720 1.300 10.500

Appropriation from general revenue8.—The Administration proposal
includes what it describes as a counter-cyclical financing mechanism
to compensate the cash-benefits and hospital insurance programs for
the income that is not forthcoming from taxes because unemployment
is in excess of 6 percent. The proposal would transfer funds from gen-
eral revenues to the OASDI trust funds. The details of the proposed.
transfer have not been made available but the process would mvolve a
formula for determining the amount of social security taxes that were
not paid in the period 1975—1978 when unemployment was above 6
percent. The amount calculated under this formula, $14.1 billion for
the entire period, would be appropriated to the trust fund in three
installments:

Billions

1978 $6.5
1979 43
1980 3.3

Total 14.1
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Although the Administration proposals are based on an assumption
that the provision would become a permanent part of the social
security financing pian, they suggest that it be enacted on a temporary
basis. The Advisory Council on Social Security (to be appointed this
year and to report at the end of 1978) would be charged with recom-
mending whether such a provision should be part of the permanent
financing scheme.

Ratio of trust fund asset.—The Administration short-term financing
proposals are premised on a decision to recommend that the balance
m the social security trust funds at the end of any year should be
about 50 percent of the expenditures anticipated for the following year.
This 50 percent ratio, they say, could be further reduced to 35 percent,
provided that their recommendations for general revenue financing
are adopted. If a 50 percent trust fund level was determined to be
desirable, rather than the 35 percent level, an additional $24.1 billion
would be needed for the period 1978—1982.

Dependency requirement for spouses benefits—The Social Security
Act provides benefits for a wife or a widow without regard to her
actual dependency on her husband. However, benefits for a husband
or a widower are authorized in the law only if the husband received at
ieast one-half of his support from his wife in the year before she became
disabled, retired or died. Recently the Supreme Court ruled that the
provision of the Act requiring a husband or widower to establish his
dependency was discriminatory and unconstitutional. Therefore, the
Social Security Administration has begun to pay benefits to husbands
and widowers even though they were not dependent on their wives.

The Administration proposes that the law be changed so that
in the future benefits would be awarded to wives, widows, husbands,
and widowers only when they are dependent on their spouses. Details
of how the new dependency test would work- have not- been made
available. The Secretary of Health, Education, and Welfare in his pre-
pared testimony before the House Subcommittee on Social Security
said: "Under our proposal, in order to qualify for benefits, a person
must show that he or she earned less than one-half of the couple's total
income in the three years prior to the application for benefits." The
year-by-year savings resultmg from the adoption of this provision are
shown below:

Reduction in Benefit Payments
Year: Billions

1978 $0.1
1979 .3
1980 .5
1981 .7
1982 1.0



TABLE 24.—SOURCE OF ADDITIONAL REVENUES PRODUCED BY ADMINISTRATION PLAN

Year

Change in
trust funds
current law

Removing
base for

employers

Counter• Increasing Reallo-
cyclical Increasing self-em- cation of
general base for ployment Reduced part of

revenues employees tax rate outgo' HI rate

Added
interest
income

Total
effect

Change in
trust funds
under plan

Old-age, survivors, and disability insurance

1978
1979
1980
1981
1982

—6.9
—7.9
—9.1

—11.5
—14.9

+2.1
+5O
+8.1
+9.0

+5-5 +0_i +1.6
+3.6 +0.4 +0_i +.3 +2.0
+2.8 +.5 +.3 +.6 +2.3

+.9 +.4 +.9 +4.8
+1.0 +.4 +1.5 +5.4

+0.3
+.8

+1.5
+2.5
+3.7

+7.5
+9.3

+13.0
+17.7
+20.9

+0.6
+1.4
+3.9
+6.1
+6.0

1978
1979
1980
1981
1982

+1.9
+1.2

—.1
+3.6
+2.3

+.5
+1.1
+2.2
+2.4

Hospital insurance

+1.0 +0.8 —1.6
+.7 +.i. +1.3 —2.0
+.5 +.1 +2.0 —2.3

+.2 +2.7 —4.8
- +.3 . +3.4 —5.4

Cumulative total, 1977-82

+0.1
+.1.
±.2
+.2

+0.2
+.7

+1.5
+.5
+.9

+2.0
+1.9
+1.4
+4.0
+3.2

OASDI
HI

—50.3
+8.8

+24.2
+6.2

+11.9 +2.8 +1.2 +3.5 +16.1
+2.2 +.7 +10.2 —16.1

+8.8
+.6

+68.4
+3.7

+18.1
+12.5

Total —41.5 +30.4 +14.1 +3.5 +1.2 +13.6 +9-4 +72.1 +30.6

1 Includes effect of institution of new dependency test, decoupling,
end hospital cost containment.
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Effects of the Administration proposals.—The following 2 tables
show how the Administration proposals would affect the financial
status of the social security system at different points in the future.
The first table shows the impact only considering the adoption of a
new wage-indexed benefit formula. The second table shows the impact
of the entire package.

TABLE 25.—COMPARISON OF OASDI COST PROJECTION UNDER
THE ADMINISTRATION WAGE-INDEXING PROPOSAL1 AND
THE OASDI TAX RATES SCHEDU LED IN PRESENT LAW

[As percent of taxable payroll]

OASDI OASDI
cost tax rate Difference

Calendar year:
1977 10.91 9.90 —1.01
1978 10.89 9.90 —1.01
1979 10.86 9.90 —.96
1980 10.76 9.90 —.89
1981 10.86 9.90 —.96

1982 10.98 9.90 —1.08
1983 11.11 9.90 —1.22
1984 11.27 9.90 —1.37
1985 11.43 9.90 —1.53
1986 11.59 9.90 —1.69

1987 11.71 9.90 —1.81
1988 11.81 9.90 —1.91
1989 11.87 9.90 —1.97
1990 11.92 9.90 —2.02
1991 11.99 9.90 —2.09

1992 12.05 9.90 —2.15
1993 12.12 9.90 —2.22
1994 12.19 9.90 —2.29
1995 12.25 9.90 —2.35
1996 12.30 9.90 —2.40

1997 12.36 9.90 —2.46
1998 12.40 9.90 —2.50
1999 12.46 9.90 —2.56
2000 12.51 9.90 —2.61
2001 12.60 9.90 —2.70

2005 12.91 9.90 —3.01
2010 13.75 9.90 —3.85
2015 15.08 11.90 —:3.18
2020 16.74 11.90 —4.84
2025., 18.23 11.90 —6.33

Si, foobiotis at md of tabl•.
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TABLE 25.—COMPARISON OF OASDI COST PROJECTION UNDER
THE ADMINISTRATION WAGE-INDEXING PROPOSAL'
AND THE OASDI TAX RATES SCHEDULED IN PRESENT
LAW—Continued

[As percent of taxable payroll]

OASDI
cost

OASDI
tax rate Difference

2030 19.00 11.90 —7.10
2035 18.97 11.90 —7.07
2040 18.45 11.90 —6.55
2045 18.01 11.90 —6.11
2050 17.85 11.90 —5.95

25-yr averaqes:
1977-2001 11.73 9.90 —1.83
2002-26 15.12 11.18 —3.94
2027-51 18.48 11.90 —6.58

75-yr average: 1977—2051 15.11 10.99 —4.12

1 The system considered here excludes any of the Administration's proposals
that would increase income as well as the new proposed dependency test for living
or surviving spouses.

Note: The above estimates are based on alternative II assumptions used in the
1977 OASDI Trustees report.
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TABLE 26.—ADMINISTRATION PACKAGE,1 OASDI COST
PROJECTIONS OVER THE LONG RANGE (1977-2051)

[As percent of taxable payroll]

OASDI Proposed
cost tax rate Difference

Calendar year:
1977 10.91 9.90 —1.01
1980 10.17 10.10 —.07
1985 10.41 10.80 +.39
1990 10.84 12.30 +1.46
1995 11.15 12.30 +1.15

2000 11.41 12.30 +.89
2005 11.78 12.30 +.52
2010 12.56 12.30 —.26
2015 13.81 12.30 —1.51
2020 15.37 12.30 —3.07

2025 16.75 12.30 —4.45
2030 17.47 12.30 —5.17
2035 17.46 12.30 —5.16
2040 16.99 12.30 —4.69
2045 16.58 12.30 —4.28

2050 16.43 12.30 —4.13
25-yr averages:

1977-2001 10.80 11.32 +.52
2002-26 13.84 12.30 —1.54
2027-51 17.00 12.30 —4.70

75-yr average: 1977—2051 13.88 11.97 —1.91

1 Reflects combined impact of decoupling, wage-indexed benefit formula, new
taxes and other proposed changes.

Note: The above estimates are based on alternative II assumptions used in the
1977 Trustees' report.

Reducing the Long-Term Deficit

The goal of long-range financing.—Over the years Congress has
sought to finance the social security program on what has been called
an actuarially sound basis. In general, the social security program can
be said to be on an actuarially sound basis if, over the period covered
by the estimates, income is sufficient to pay the benefits provided and
the administrative costs of the program. Clearly, it is not possible to
make estimates over so long a period with absolute precision. There-
fore, some tolerance for error must be included in the definition of
actuarial soundness. At one time the cost estimates were carried out
into the indefinite future (perpetuity) and the program was considered
in actuarial balance if income and outgo varied by no more than plus
or minus 0.25 percent of taxable payroll. When the valuation period
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was reduced to a finite 75-year term, the permissible variation was
reduced to 0.1 percent of taxable payroll. When these tolerances
were generally accepted the estimates were made on the so-called
"level-cost" basis which assumed that the law would not be changed
and that wages and benefits would remain at the actual levels existing
at the time the estimates were made.

When the automatic increases in the tax base and cost-of-living
benefit increase provisions were added to the law, the estimates
showed the program to be in actuarial balance under the 0.1 percent
tolerance. However in 1973, the Committee on Ways and Means stated
in its report on a bill to increase social security benefits (H.R. 11333)
that the "acceptable limit of variation" was plus or minus 5 percent of
the cost of the program, or at that time 0.57 percent of taxable payroll.
This judgment was based on the opinion of the Social Security Admin-
istration's actuary that a greater tolerance than the former 0.1 percent
of payroll would have to be accepted under the new assumptions of
rising wages and rising benefits. Indicating that the experience up to
that time had been inadequate to indicate what the acceptable im-
balance should be, he believed that it might be in the neighborhood of 5
percent of the cost of the program.

Since that time, there have been no definitive statements as to the
tolerances which should be applied in determining whether the pro-
gram is in actuarial balance. The income to the present program has
a long-term average value of 10.99 percent of taxable payroll and a
long-term cost of 19.19 percent. Therefore, if 5 percent of program
income is used as the tolerance and the program's financing were not
increased, a maximum deficit of 0.55 percent of payroll would be
within the acceptable limits. This would mean that the program's
cost would have to be reduced to a level that was not in excess of
11.54 percent of taxable payroll. (At present payroll levels, 0.55 per-
cent of taxable payroll amounts to $4.4 billion a year.) While the
tolerance would be a residual deficit of 0.55 percent of payroll, the
goal of long-range financing would be to bring income and outgo into
as nearly complete balance as possible. In other words, within the
current 10.99 percent average tax rate, the goal would be a program
costing 10.99 percent of taxable payroll but that goal could be con-
sidered acceptably met if the estimated cost fell between 10.44 and
11.54 percent of taxable payroll. (Similarly; if the long-range cost of
the program were not reduced below its current level of 19.19 percent
of taxable payroll and the 5-percent-of-cost tolerance were used as the
guideline for actuarial soundness, the funding of the program would
have to be increased from it's present level of 10.99 percent to 18.23
in order to be within the 0.96 percent tolerance.)

The means to achieve long-range soundness.—The reason for the long-
term deficit is not that Congress has changed the program since 1972
when it was last determiied to be soundly financed; rather it is because
the actuaries have found it necessary to change the assumptions as to
what social and economic changes may occur over the next 75 years.
The program is still what Congress provided in 1972; it is just being
looked at from a changed vantage point. In brief, from the 1977 point
of view the estimated deficit is the result of changed assumptions as to
economic and demographic factors such as the long-term relationship
between wages and prices, population growth, longevity and disa-
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bility rates. The changed assumptions, however, are not arbitrary
changes but reflect changing conditions in the economy and society
which have made it necessary to change the actuarial judgment as to
what are the most likely future economic and demographic situations.
While these assumptions will, in turn, have to be revised from time to
time, they do represent a reasonably firm basis on which to predict
the direction and to some degree the magnitude of future changes in
outgo and income for the social security program.

While it is not really possible to directly change the economic and
demographic factors which will ultimately determine whether the
social security program is soundly financed, it is possible to modify
the benefit structure of the program to reduce the anticipated deficit
which may result from future changes in economic and demographic
conditions. Moreover these changes can be made so as to make sound
financing of the program considerably less sensitive to variations in
economic conditions. Some reduction in the ultimate cost of the
program would be possible through a variety of proposals dealing with
specific elements of entitlement. However, most proposals which have
been advanced to significantly reduce the ultimate cost of the program
and to make it less sensitive to economic changes involve changing
the formula for determining the amount of initial benefits.

In revising the basic social security benefit formulas, a number of
alternatives are possible depending upon what level of benefits Con-
gress wishes the program to provide and what level of costs it wishes
to provide funding for. As indicated in the first part of this document,
two measures of adequacy for various alternative benefit structures
are benefit levels in terms of purchasing powcr as compared with
current levels and replacement rates—that is, the ratio of initial
benefits to earnings just prior to retirement. The tables which follow
present information concerning these elements together with cost
information for a variety of proposals. For purposes of comparison,
the first table shows how the present system has operated in this
respect in the past and how it is projected to operate in the future
under the intermediate assumptions in the 1977 Trustees' report.
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TABLE 27.—HISTORICAL BEHAVIOR AND PROJECTIONS OF
PRESENT PROGRAM

• Initial Average Benefit Same as in Present Law
• Workers Earnings Records Not Indexed
• Benefit Formula Bend Points Not Indexed
• Benefit Formula Factors CPI Indexed (ad hoc increases

prior to 1975)

(In percent]

Worker with average
earnings 1

Replacement rate
for worker with—

Aggregate OASDI
expenditures

Annual
Year benefit in Replace.

1977 ment
prices rate

Low High
earn- earn-
lngs2 ings3

As per. As per.
cent of cent of
payroll GNP4

Year:
1955...
1960...
1965...
1970...
1975...

52,141 31
2,493 33
2,665 32
2,987 34

•3,619 43

45 31
45 30
43 33
46 29
56 30

3.3 1.3
5.9 2.3
8.0 2.8
8.1 3.4

10.7 4.6

1979...
1985...
1990...
1995...
2000...

4,415 46
5,258 48
5,766 49
6,360 49
7,273 52

58 35
60 34
63 36
66 36
76 38

10.9 4.5
11.6 4.8
12.4 5.1
13.1 5.4
13.9 5.7

2010...
2020...
2030...
2040...
2050...

9,334 56
11,733 60
14,558 63
17,892 66
21,830 68

84 42
91 44
97 45

102 47
106 48

16.6 6.8
21.6 8.9
26.0 10.7
26.7 11.0
26.9 11.1

Average medium-range cost (1977—2001) 12.2
Average medium-range revenue 9.9
Average medium-range deficit —2.3
Average long-range cost (1977—2051) 19.2
Average long-range revenue 11.0
Average long-range defIcit —8.2

1 Assumed to be 4 times the average 1st quarter covered earnings.
Assumed at $4,600 In 1976 and following the trends of the average.
Assumed at the maximum taxable under the program.

4 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 II) in the 1977
OA5DI Trustees Report. The replacement rates pertaIn to workers with steady em-
ployment 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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Decoupting.—The starting point for most proposals for dealing
with the long-term deficit of the social security system is a concept
called "decoupling." Decoupling means that the automatic benefit
increase mechanism in present law would continue to apply to keep
benefits inflation proof after a person retires and begins to draw his
benefits but the formula for initially determining benefits at the time
of retirement would no longer be automatically increased. If the
system were simply decoupled with no other changes, a man or
woman retiring in 1987 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 a result
of rising wage levels which, using the same benefit formula, would
tend to generate higher benefits. However, the rise in actual benefits
awarded in the future would not be enough to keep pace with rising
wage levels or to offset the rise in the OPT.

Simple decoupling would completely eliminate the long-range deficit
and would, in fact, generate a long-range surplus of 3.8 percent of
taxable payroll. However, the impact on benefit levels for initial
retirees in the future would be a decline in adequacy as compared
with the present situation whether measured as in terms of purchasing
power or in terms of replacement rates. After simple decoupling, it
would be necessary to adopt a new automatic mechanism for increasing
initial benefit levels in order to assure continued adequacy unless
Congress wished to leave this to ad hoc legislation. A number of
proposals for automatic increases in initial benefit levels are discussed
in the following pages.
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TABLE 28.—IMPACT OF SIMPLE DECOUPLING

(Present law provisions except no CPI adjustment of benef it table)

• Initial Average Benefit Same as in Present Law
• Workers Earnings Records Not Indexed
• Benefit Formula Bend Points Not Indexed
• Benefit Formula Factors Not Indexed

Year

Worker with average
earnings I

Replacement rate
for worker with—

Aggregate OASDI
expenditures

Annual
benefit in Replace-

1977 ment
prices rate

(percent)

Low High
earn- earn-
ings2 ings3

(percent) (percer.t)

As per- As per-
cent of cent of
payroll GNP4

(percent) (percent)

1979
1985
1990
1995
2000

$4,415 46
4,058 37
3,657 31
3,315 26
3,116 22

58 35
46 26
40 22
34 19
32 17

10.9 4.5
10.8 4.5
10.3 4.2
9.3 3.8
8.2 3.4

2010
2020
2030
2040
2050

2,776 17
2,650 14
2,703 12
2,903 11
3,235 10

24 14
18 12
14 11
12 10
11 10

6.7 2.8
6.3 2.6
5.8 2.4
4.9 2.0
4.3 1.8

Average medium-range cost (1977—2001) 10.0
Average medium-range revenue 9.9
Average medium-range deficit —.1
Average long-range cost (1977-205 1) 7.2
Average long-range revenue 11.0
Average long-range surplus +3.8

I Assumed to be 4 times the average 1st quarter covered earnings.
2 Assumed at $4,600 in 1976 and following the trends of the average.

Assumed at the maximum taxable under the program.
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 II) 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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Option 1. Wage-indexing (Admini.t ration proposal) .—This option
involves the adoption of a new automatic mechanism for adjusting the
formula for computing initial benefits which is designed to keep re-
placement rates at about existing levels. The proposal incorporating
this objeôtive uses a benefit formula in which the worker's initial
benefit is based on his average wages during his working years but
using wages after adjustment to offset changes in wage levels from
year to year rather than using his actual unadjusted wages. This
proposal, in slightly different forms, was recommended by the 1974
Social Security Advisory Council, the Ford Administration, and the
Carter Admimstration.

The wage-indexing option would reduce the deficit by 3'ii to 4.1
percent of payroll. (Put another way, it would use up the 3.8 percent
of payroll surplus generated by decoupling and would require an
additional 4.1 percent of payroll in ne'v financing to restore the
long-range soundness of the system.) The Carter Administration
proposal includes long-range additional financing or reduction in cost
equal to 2.2 percent, thus leaving a deficit to be financed later of 1.9
percent of payroll (equivalent, at 1977 payroll levels, to $15 billion
per year over the 75-year valuation period).

Under the wage-indexing proposal, replacement ratios would stabil-
ize after falling about 1 percent from their 1979 levels. Thus, adequacy
would be maintained in terms of replacement rates and substantially
increased in terms of purchasing power. The real value of benefits
would increase about 3% times in the period ending 2050. The theo-
retical individual with average earnings who qualified for an annual
benefit of $4,326 in 1979 would (in constant dollars) qualify for
$14,047 in 2050.
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TABLE 29.—OPTION 1: WAGE INDEXING

(Proposal recommended by Carter Administration)

• Initial Average Benefit Clos&to Present Law in 1979
• Workers Earnings Records Wage Indexed
• Benefit Formula Bend Points Wage Indexed
• Benefit Formula Factors Not Indexed

Year

Workers with average
earnings'

Replacement rate
for worker with—

Low High
earn- earn-
ings 2 ings

(percent) (percent)

Aggregate OASDI
expenditures

Annual
benefit in Replace-

1977 ment
prices rate

(percent)

As per- As per-
cent of centof
payroll GNP

(percent) (percent)

1979
1985
1990
1995
2000

4,326 45
4,733 44
5,169 44
5,610 44
6,098 44

57 33
55 32
56 32
56 33
56 33

10.9 4.5
11.5 4.7
11.9 4.9
122 5.0
12.5 5.1

2010
2020
2030
2040
2050

7,206 44
8,514 44

10,061 44
11,888 44
14,047 44

56 34
56 34
56 34
56 34
56 34

13.8 5.7
16.7 6.9
19.0 7.8
18.4 7.6
17.8 7.3

Percent

Average medium-range cost (1977—2001) 11.7
Average medium-range revenue 9.9
Average medium-range deficit —1.8
Average long-range cost (1977—2051) 15.1
Average long-range revenue 11.0
Average long-range deficit —4.1

1 Assumed to be 4 times the average 1st quarter covered earnings.
2 Assumed at $4,600 in 1976 and following the trends of the average.

Assumed at the maximum taxable under the program.
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 II) 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. The values
in this table refers only to the Administration wage-indexing proposal and exclude
the effect of all other benefit and financing modifications in the Administration
proposal.
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Option . Price indexing.—Another alternative would be a system
which uses up the 3.8 percent surplus generated by decoupling. This
option also involves establishing a new mechanism for automatically
adjusting the benefit formula for new retirees. A proposal along these
lines was included in a report prepared for the Congressional Research
Service by a panel of actuaries and economists (the "Hsiao Report").
This proposal would establish a benefit formula for determining initial
social security benefits under which benefits would be based not on
the worker's actual average wages but on the average of those wages
after an adjustment to compensate for changes in inflation during
his working lifetime.. This proposal is commonly referred to as "price-
indexing."

Using purchasing power as a measure of adequacy, the price-
indexing approach would provide for steadily increasing adequacy of
initial benefit levels as compared with current benefits though not as
much as under option 1. Under the assumptions used for the 1977
Trustees report, the real value of benefits paid to a worker with
average wages in each year would rise by nearly 90 percent in the
period 1979—2050, from $4,369 to $8,325 a year.

Using replacement rates as a measure of adequacy, the price-
indexing approach would result in a decline in replacement rates for
the next several years. Using the Administration method of measuring
replacement ratios, the ratio for the average worker would fall from
45 to 27 percent in the period 1979—2050.

From a cost standpoint, the long-range cost of the system under a
price-indexing approach would be approximately equal to the long-
range revenues which the system is expected to generate under the tax
schedules in present law. The short-range deficit would still require
some added financing, but little or no other financing would be needed
in the long run unless Congress subsequently decided to improve
benefit levels above those which would be automatically generated by
the proposal.
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TABLE 30.—OPTION 2: PRICE INDEXING

(Proposal recommended by panel of consultants to Congressional
Research Service)

• Initial Average Benefit Close to Present Law in 1979
• Workers Earnings Records CPI Indexed
• Benefit Formula Bend Points CPI Indexed
• Benefit Formula Factors Not Indexed

Year

Workers with average
earnings 1

Replacement rate
for worker with—

Low High
earn• earn-
ings ings

(percent) (percent)

Aggregate OASDI
expenditures

As per- As per
cent of cent of
payroll GNP

(percent) (percent)

Annual
benefit in Replace.

1977 ment
prices rate

(percent)

1979
1985
1990
1995
2000

$4,369 45
4,428 41
4,515 38
4,631 36
4,820 34

59 32
53 29
50 28
47 27
45 27

10.9 4.5
11.0 45
11.0 4.5
10.8 4.4
10.5 4.3

2010
2020
2030
2040
2050

5,263 32
5,855 30
6,546 28
7,361 27
8,325 26

42 27
40 26
37 25
35 24
32 23

10.6 43
12.0 4.9
12.8 53
11.8 4.9
10.9 4.5

Average medium-range cost (1977—200 1)
Average medium-range revenue
Average medium-range deficit
Average long-range cost (1977—2051)
Average long-range revenue
Average long-range deficit

Percent

1 Assumed to be 4 times the average 1st quarter covered earnings.
2 Assumed at $4,600 in 1976 and following the trends of the average.
8 Assumed at the maximum taxable under the program.

Based on full employment and assuming taxable payroll equals 41.1 percent of
GN P.

Note: The estimates in this table are based on the economic and demographic
assumptions used in the intermediate cost estimates (alternative II) 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.

10.8
9.9
—-9
11.3
11.0
—-3
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Option 3. Combination proposal.—This option would seek to
maintain replacement rates at about current levels for the next 15
years. After that, replacement rates would be allowed to decline as
under the price-indexing approach (but not necessarily by the use
of price indexing).

In terms of benefit adequacy, the combination option would have
continually increasing adequacy in terms of purchasing power. In
addition replacement rates would be maintained at existing levels
through 1995 and would decline thereafter, slowly at first and then•
more rapidly after the turn of the century. The cost of this approach
would more than use up the 3.8 percent surplus generated by decou-
pling and would leave a long-range deficit of about 2 percent of payroll.
Thus, if Congress chose this option it would have to increase the
financing of the system by 2 percent of payroll in order to have a
soundly financed program. (At current wage levels, 2 percent of payroll
is the equivalent of $16 billion per year over the 75-year valuation
period.)

If the combination option were adopted with the necessary addi-
tional financing, present levels of benefit adequacy (by the replace-
ment rate criterion) would be essentially maintained for nearly 20
years. During that period, Congress would have to determine whether
or not to provide the additional financing which would be necessary
to maintain replacement rates beyond that period.
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TABLE 31.—OPTION 3: COMBINATION PROPOSAL

• Initial Average Benefit Close to Present Law in 1979
o Workers Earnings Records Wage Indexed
• Benefit Formula Bend Points Wage Indexed
o Benefit Formula Factors Not Indexed Before 1995; Thereafter

Reduced by Half the Gains in Real Earnings

Year

Worker with average
earnings I

Replacement rate
for worker with—

Low High
earr- earn-
ings2 ings8

(percent) (percent)

Aggregate OASDI
expenditures

Annual
benefit in Replace-

1977 ment
prices rate

(percent)

As per- As per-
cent of cent of
payroll GNP'

(percent) (percent)

1979
1985
1990
1995
2000

$4,326 45
4,938 45
5,366 45
5,781 45
6,016 43

57 33
58 33
58 34
57 34
55 33

1O9 4.5
11.4 4.7
120 4.9
124 5.1
12.5 5.2

2010
2020
2030
2040
2050

6,516 39
7,057 36
7,643 33
8,277 30
8,964 28

50 31
46 29
42 26
39 24
36 22

12.9 5.3
14.5 60
15.1 6.2
13.5 5.5
12.0 4.9

Percent

Average medium-range cost (1977—2001) 11.8
Average medium-range revenue 9.9
Average medium-range deficit —1.9
Average long-range cost (1977—2051) 13.0
Average long-range revenue 11.0
Average long-range deficit —2.0

1 Assumed to be 4 times the average 1st quarter covered earnings.
2 Assumed at $4,600 in 1976 and following the trends of the average.
8 Assumed at the maximum taxable under the program.

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 Ii) In the 1977
OASDI Trustees Report. The replacement rates pertain to worker 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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Option 4. Maintaining replacement rates at a level 10 percent below
the 1979 rates.—In 1976 the American Council .of Life Insurance ai:i4
the National Association of Manufacturers presented a proposal (de-
veloped for them by Robert J. Myers) which would maintain replace-
ment ratios at a level 10 percent below the current levels. This pro-
posal would leave a deficit equal to 2.7 percent of taxable payroll (the
equivalent, at current payroll levels, of $22 billion per year over the 75-
year valuation period). -

Under this proposal the level of benefits to be maintained for people
coming on the benefit rolls would drop from 45 percent (for the
hypothetical average worker) to 40 percent in 1979. For any individual,
however, a grandfather clause would guarantee a benefit equal to the
dollar benefit payable in 1979 under present law. In effect, lenefits
would be stabilized at the 41 percent level estimated for 1985. The
purchasing power of benefits, however, would rise 33 times in the
period 1979 to 2050, from $3,893 to $13,141 in 1977 dollars.

This option is actually the same basic approach as embodied in the
Administration recommendations except that it uses as a starting
point a benefit formula which yields a lower replacement rate than
now prevails. Once that formula is established, however, it would
utilize wages indexed to reflect changes in wage levels in the same way
as the Administration proposal.
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TABLE 32.—OPTION 4: WAGE INDEXING AT REDUCED
REPLACEMENT RATE LEVEL

• Initial Average Benefit Close to 10 Percent Below Present Law
in 1979

• Workers Earnings Records Wage Indexed
• Benefit Formula Bend Points Wage Indexed
• Benefit Formula Factors Not Indexed

Year

Worker with average
earnings 1

Replacement rate
for worker with—

Aggregate OASDI
expenditures

Annual
benefit in Replace.

1977 ment
prices rate

(percent)

Low High
earn- earn-
ings2 Ings3

(percent) (percent)

.

As per- As per-
cent of cent of
payroll GNP'

(percent) (percent)

1979
1985
1990
1995
2000

53,893 40
4,444 41
4,829 41
5,249 41
5,705 41

51 30
52 30
52 30
52 31
52 32

10.9 4.5
10.9 4.5
11.0 4.5
11.2 4.6
11.3 4.6

2010
2020
2030
2040
2050

6,741 41
7,966 41
9,412 41

11,121 41
13,141 41

52 32
52 33
52 33
52 33
52 33

12.4 5.1
15.1 6.2
17.1 7.0
16.6 6.8
16.0 6.6

Percent
Average medium-range cost (1977—200 1) 11.0
Average medium-range revenue 9.9
Average medium-range deficit —1.1
Average long-range cost (1977—2051) 13.7
Average long-range revenue 11.0
Average long-range deficit —2.7

1 Assumed to be 4 times the average 1st quarter covered earnings.
2 Assumed at $4,600 in 1976 and following the trends of the average.

Assumed at the maximum taxable under the program.
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 II) 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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Option 5. Increaeing benefit form'ula by le.sser of CPI increaee or
55% of wage inereaee.

An example of an alternative which does not involve decoupling
or the use of indexed wages would be to retain the provisions of
present law which call for increasing the benefit formula to take
account of increases in price levels with a modification limiting the
percentage increase to the smaller of (1) the rise in the Consumer
Price Index or (2) 55 percent of the rise in average wage levels. Under
such a proposal the replacement ratios would be maintained at
approximately present levels for all except those workers who had
low earnings throughout their working lifetimes (for low-earners,
replacement rates would increase). Under the wage-price relationships
assumed for the 1977 report of the Trustees the proposal would have
the same long-term cost as the wage-indexed proposal recommended
by the Carter Administration. That is, it would reduce the cost of the
program from 19.2 percent of taxable payroll to 15.1 percent and the
average long-term deficit would be 4.1 percent of taxable payroll (at
current payroll levels about $33 billion per year over the 75-year
valuation period.)
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TABLE 33.—OPTION 5: INCREASING BENEFIT FORMULA BY
LESSER OF CPI INCREASE OR 55 PERCENT OF WAGE
INCREASE

• Initial Average Benefit Same as in Present Law
• Workers Earnings Records Not Indexed
• Benefit Formula Bend Points Not Indexed
• Benefit Formula Factors Indexed to Smaller of Increase in CPI

or 55 Percent of Increase in Wages

Worker with average
earnings 1

Replacement rate
for worker with—

Low High

Aggregate OA5DI
expenditures

Annual Replace. As per- As per-
benefit in ment earn- earn- cent of cent of

Year
1977 rate

prices (percent)
ings2 ings3

(percent) (percent)
payroll GNP

(percent) (percent)

1979
1985

$4,415 46
5,144 47

58 35
59 34

109 4.5
11.4 4.7

1990 5,428 46 59 33 120 4.9
1995
2000

5,760 45
6,340 45

60 33
66 33

123 5.0
12.5 Sd

2010 7,545 46 67 34 13.8 5.7
2020
2030
2040
2050

8,906 46
10,503 46
12,390 46
14,619 45

68 34
68 34
67 34
67 34

16.8 6.9
19.0 7.8
18.5 7.6
17.9 7.3

Percent
Average medium-range cost (1977—2001) 11.7
Average medium-range revenue 9.9
Average medium-range balance —1.8
Average long-range cost (1977—2051) 15.1
Average long-range revenue 11.0
Average long-range balance —4.1

1 Assumed to be 4 times the average 1st quarter covered earnings.
2 Assumed at $4,600 in 1976 and following the trends of the average.
8 Assumed at the maximum taxable under the program.

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 II) 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.

Reducing the Short-Range Deficit

The goal of short-range financing.—Although the tolerable amount
of long-range deficit that should be permitted is subject to debate, the
fundamental goal is quite clear: income aver the long-range should
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come quite close to equaling outgo. The goal of short-range financing
is to provide the money needed to pay benefits as they come due and
to maintain or build up an "adequate" trust fund.

When the social security program was created in 1935, a fully
funded program would have created unmanageable reserves. And
until 1960 the law required the trustees of the social security trust
funds to report to Congress whenever, in the course of the next five
years it was expected that either of the cash benefits trust funds
would exceed three times expenditures for any one year. Therefore,
the financing adopted was considered a compromise with an interest
earning reserve fund which was expected to be larger than needed
for contingency purposes but much smaller than would be created
under a fully-funded system. This concept was gradually modified
and the program developed into one that was financed essentially on
a pay-as-you-go basis with a contingency fund equal to about one
year's benefit payments.

Prior to the adoption of the automatic cost-of-living benefit increase
provisions in 1972, the 1971 Advisory Council had considered the
adequacy of the cash benefits trust funds and recommended that the
funds be naintained at a level equal to about the benefits payable for
the following year. Although it presented no analysis to support the
recommendation, the council observed that there was "nothing new"
about the recommendation. The council realized that strict adherence
to the one-year-of-benefits level would be impractical and that a year-
end balance equal to between 75 percent and 125 percent of the total
expenditures anticipated in the following year would be adequate.

The cost estimates which accompanied the 1972 amendment provid-
ing automatic cost-of-living increases in benefits (P.L. 92—336) were
predicated on the assumption that year-end balances in the trust
fund should approximately equal expenditures anticipated for the
following year. When the Social Security Amendments of 1972 were
adopted a few months later, the tax schedule in the law was based on
a prediction that the year-end balance in the trust funds would start
at about 80 percent of the expenditures anticipated for the following
year and in the long-run would rise to 100 percent. Beginning in 1973
economic conditions did not coincide with the assumptions made in
1972, and the ratio of year-end trust fund balances to anticipated
expenditures fell rapidly so that at the beginning of 1977 it was 47
percent, less than 6 months benefit payments. It is estimated that
by 1981 it will be about 9 percent and, by the start of 1982, less than
1 percent.

There is no clear definition as to what constitutes an adequate
reserve for the cash-benefits trust funds. Clearly, the fund should
never fall below one month's benefits and a fund equal to one year's
benefits would soon be more than $100 billion. There is some agree-
ment that if the trust fund is to serve as a contingency reserve the
funds should be large enough at the start of a recession to carry the
program through the recession without any need for a tax rate increase
until after the end of the recession. If such a course were followed,
taxes would have to be increased at the end of the recession so that
the funds could be rebuilt to whatever level seemed necessary to
ride out the next recession.
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A 1976 paper prepared in the Department of Health, Education,
and Welfare' concludes that a trust fund of about 60 percent of one
year's expenditures would be enough to' last through a depression
"slightly more severe than the present one without having to raise
taxes until unemployment falls below 6 percent."

In his testimony before the House Subcommittee on Social Security
4he Secretary of Health, Education, and Welfare described the Ad-
ministration's proposals for financing the cash-benefits programs and
Indicated that a 50 percent level would be adequate. He said that
because of the proposal to provide some general revenue financing to
make up for the income lost when unemployment rises to 6 percent or
more, the 50 percent level could be reduced to a 35 percent level.

At the end of 1973, the cash-benefits trust funds had a balance of
$44.4 billion which was 73 percent of the 1974 fund outgo. The table
below shows the relationship between fund balances at the start of
'each year since 1970 to fund outgo during the year for the cash-
benefits trust funds.

TABLE 34.—CASH-BENEFITSTRUST FUND BALANCES, 1970-81'

Start of year tru at fund balance

Amount
(billions)

As a percent of
outgo for the

year

Calendar year:
1970
1971

$34
38

103
99

1972 40 93
1973 43 80
1974 44 73
1975 46 66
1976 44 57
1977 41 47
1978 35 36
1979 29 27
1980 21 18
1981 12 9

1 1977—81 amounts based on intermediate assumptions of 1977 Trustees reports.

Means of meeting the short-range deficit .—T here is general agreement
that the solution to the short-term financing problems of the cash-
benefits programs requires additional funding. There are, however,
different views as to the amount of additional funds needed, the timing
of the funding and the source of the funds.

The Social Security Administration actuary has pomted out that
the short-term financing problems of the disability insurance program
are particularly acute. According to his estimates, the DI trust fund

'van de Water, Paul N. and Thompson, Lawrence H. Technical analysis paper, "The
Social Security Trust Funds as Contingency Reserves." Omce oi Income Security Policy,
Omce of Assistant Secretary of Planning and Evaluation, Department of Health, Edu-
cation, and Welfare, July 1970.
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may not have sufficient funds in the latter part of 1978 to pay benefits
as they come due. The estimates for the latter part of 1978 are shown
below.

(In billionsj

Month in calendar year 1978

Assets at
beginning
of month

Benefit pay-
ments on the

3d of the month

October $1.7 $1
November 1.1 1

December .6 1

From these estimates it appears that additional funds must be
provided to the DI program before the last quarter of 1978. To assure
that the fund will have sufficient money to pay benefits in the latter
part of 1978, the actuary recommends that the disability program be
provided additional funding equivalent to 0.3 percent (over the
present 1.2 percent funding level) starting January 1978.

If no new source of funding is provided before 1979, the added
funds needed by the disability program would have to be reallocated
from the retirement and survivors program. Such reallocation requires
enabling legislation. The short-term financing problems would be met
under the Adminis ration's proposals by a combination of several
approaches including increases in the tax base, use of general revenues,
and reallocation of Hospital Insurance funds to the cash-benefits
program.

Depending upon the objectives, level, of funding desired, economic
considerations, and other factors many different combinations of
proposals for short-term financing could be devised. The following
examples are not proposals in any sense but are examples computed by
the Social Security Administration actuary illustrating a range of
alternative ways that short-term funding could be provided through
the use of tax-rate and tax base increases (and not taking into account
any impact of other proposals such as general revenue funding, changed
eligibility requirements, or a revised benefit structure.)

The examples have been prepared on the assumption that the ratio of
trust fund assets to expenditures would be maintained at about the
present level (47 percent) through 1986. Under each example, the
assets of the trust funds would drop from their 1977 level of about
$35.5 billion for a few years and then would rise so that by 1986 the
balance would range from a low of $90.2 billion to a high of $109.7
billion and the ratio of assets to expenditures would be 46 to 49 percent.

Example 1. Single-step tax rate increase.—Under this example the
employer and employee tax rate would rise from 4.95 percent to
5.75 percent each in 1979 and the self-employment rate would rise
from 7 percent to 8.625 percent. The ratio of trust fund assets to
expenditures would fall to 27 percent in 1979 and begin to rise there-
after reaching the current 47 percent in 1984, 48 percent in 1985 and
falling to 47 percent in 1986.

Example 2. Several-step tax rate increase .—Like example 1, this
would increase income through a tax rate increase only. In the 10-
year period taxes would be increased 5 times as shown below:
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(In percent]

Employee,
employer, each.

Present Ex-

Seli-empJoyed.

Present
law ample 2 law Example 2

Year:.
1977 4•95 4.95 7 7.0
1978 4.95 4.95 7 7.0
1979 4.95 5.25 7 7.9
1980 4•95 5.55 7 8.3
1981 4.95 5.55 7 8.3
1982 4.95 5.85 7 8.8
1983 4.95 5.85 7 8.8
1984 4.95 6.10 7 9.2
1985 4.95 6.10 7 9.2
1986 4.95 6.25 7 9.4

The ratio of trust fund assets to expenditures would fall to 22 percent
in 1980 and then begin to rise until it reaches 47 percent in 1986.

Example S. Single-step increase in tax rate and tax base.—This
example shows the effects of increasing the tax base from an estimated
$18,900 in 1979 to $30,000, with automatic increases thereafter
'according to the formula in present law. At the same time, the tax
xates would increase from 4.95 percent, each, for employees and em-
ployers to 5.3 percent and from 7 percent for the self-employed to
'7.9 percent. The ratio of trust fund assets to expenditures would fall
'from 47 percent in 1977 to 27 percent in 1979 and then rise until
'reaching 47 percent in 1983, 50 percent in 1985, and falling to 49
percent ir 1986. At the end of the period, the tax base would have
'risen to $47,100 rather than to the $29,400 estimated for the present
law.
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Example 4. Several-step increase in the tax rate and the tax base.—In
this example the tax rate and the tax base are increased in several
steps as follows:

Present law Example 4

Tax rate Tax rate

Em- Em-
ployee!

em- Self-
ployee/

em- Self-
ployer, em-

each ployed
Tax base (percent) (percent)

ployer,
each

Tax base (percent)

em-
ployed

(percent)

Year:
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986

$16,500 4.95 7.0
17,700 495 7.0
18,900 4.95 7.0
20,400 4.95 7.0
21,900 4.95 7.0
23,400 4.95 7.0
24,900 4.95 7.0
26,400 4.95 7.0
27,900 495 7.0
29,400 495 7.0

$16,500 4.95
17,700 4.95
21,900 5.1
26,400 5.25
28,500 5.25
35,400 5.40
37,800 5.40
44,100 5.55
46,500 5.55
49,200 5.55

7.0
7.0
7.7
7.9
7.9
8.1
8.1
8.3
8.3
8.3

Under this schedule, the ratio of trust fund assets would fall to 23
percent in 1980 and then rise to 46 percent in 1986.

Example 5. Elimination of the taxable earnings limit.—In this
example all of the additional income would come from eliminating the
ceiling on the amounts taxable for employers, employees and the self-
employed. This would result in the ratio of trust fund assets falling to
27 percent in 1979 and then rising to 48 percent in 1985 and falling to
46 percent in 1986.
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Example 6. Eliminations of the taxable earnings limit for employers
only and a several-step tax rate increase.—Elimination of the ceiling on
taxable earnings for the employer only would not provide sufficient
additional income to allow the trust funds to grow to about present
levels. Therefore, in addition to eliminating the ceiling for employer this
example would increase the tax rates as follows:

[In percent]

Employee/employer,
each

Present Example 6
law

Self.employed

Present
law

Example 6

Year: 7.01977 4.95 4.95
7.0 7.01978 4.95 4.95
7.0 7.61979 4.95 5.05
7.0 7.61980

1981
4.95 5.05
4.95 5.25 7.0

7.0
7.9
7.91982 4.95 5.25

7.0 8.51983 4.95 5.65
8.51984

1985
1986

4.95 5.65
4.95 5.65
4.95 5.65

7.0
7.0

8.5
8.5

Under this schedule, the ratio of trust fund assets to expenditures
would fall to 25 percent in 1980 and would then rise to 46 percent in
1986.

The following table compares the provisions and the effects of the 6
examples:



TABLE 35.—ESTIMATED OPERATIONS OF THE OASI AND DI TRUST FUNDS, COMBINED, UNEER PRESENT LAW
AND UNDER THE PROGRAM AS IT WOULD BE MODIFIED BY ALTERNATIVE EXAMPLES OF PROPOSED
FINANCING CHANGES, CALENDAR YEARS 1977-86

Alternative financing examples

Present
law1

Rate increase only

Single Several
step steps

Increase in
base and rate

Single Several
step steps

Elimination of base
for—

Employers
and Employers

employees only

CONTRIBUTION AND BENEFIT BASE

$16,500
17,700
18,900
20,400
21,900
23,400
24,900
26,400
27,900
29,400

$16,500
17,700
18,900
20,400
21,900
23,400
24,900
26,400
27,900
29,400

$16,500
17,700
30,000
32,400
34,800
37,200
39,600
42,000
44,400
47,100

$16,500
17,700
21,900
26,400
28,500
35,400
37,800
44,100
46,500
49,200

Calendar year:
1977 $16,500
1978 17,700
1979 18,900
1980 20,400
1981 21,900
1982 23,400
1983 24,900
1984 26,400
1985 27,900
1986 29,400

$16,500 $16,500
17,700 17,700

23,400

26,400

29,400



OASDI CONTRIBUTION RATES FOR
EMPLOYEES AN.D EMPLOYERS, EACH
(PERCENT)

Calendar year:.
1977 495 495 4•95 4.95 4.95 4.95 4.95
1978 4.95 4.95 4.95
1979 4.95 5.75 5.25 5.30 5.10 4.95 5.05
1980 4.95 5.75 5.55 5.30 5.25 4.95 5.05
1981 4.95 5.75 5.55 5.30 5.25 4.95 5.25
1982 4.95 5.75 5.85 5.30 5.40 4.95 5.25
1983 4.95 5.75 5.85 5.30 5.40 4.95 5.65
1984 4.95 5.75 6.10 5.30 5.55 4.95 5.65
1985 4.95 5.75 6.10 5.30 5.55 4.95 5.65
1986 4.95 5.75 6.25 5.30 5.55 4.95 5.65

-

INCOME (IN BILLIONS)

Calendar year:
1977 $82.1 $82.1 $82.1 $82.1 $82.1 $82.1 $82.1
1978 90.7 90.7 90.7 90.7 90.7 90.7 90.7
1979 99.5 114.6 105.2 114.4 105.8 113.2 108.2
1980 108.9 128.3 122.6 129.6 123.1 129.5 120.4
1981 117.4 139.7 133.8 141.1 134.7 140.9 135.4
1982 125.2 150.5 151.0 151.8 151.1 151.4 145.8
1983 132.9 161.5 162.9 162.8 163.3 162.2 167.2
1984 140.7 172.8 181.4 174.1 180.7 173.3 180.4
1985 148.4 184.3 194.9 185.7 194.2 184.7 193.0
1986 156.2 196.3 213.0 198.0 207.7 196.8 206.3



TABLE 35.—ESTIMATED OPERATIONS OF THE OASI AND DI TRUST FUNDS, COMBINED, UNDER PRESENT LAW
AND UNDER THE PROGRAM AS IT WOULD BE MODIFIED BY ALTERNATIVE EXAMPLES OF PROPOSED
FINANCING CHANGES, CALEN DAR YEARS 1977-86—Continued

OUTGO (IN BILLIONS)

Calendar year:
1977 $87.7 $87.7 $87.7 $87.7 $87.7 $87.7 $87.7
1978 97.5 97.5 97.5 97.5 97.5 97.5 97.5
1979 107.4 107.4 107.4 107.4 107.4 107.4 107.4
1980 118.0 117.8 117.9 117.9 118.0 118.0 117.9
1981 128.9 128.7 128.8 128.8 128.9 128.9 128.8
1982 140.1 139.9 140.0 140.1 140.1 140.3 139.9
1983 152.1 151.8 151.8 152.2 152.1 152.5 151.8
1984 165.1 164.9 164.8 165.4 165.3 166.0 164.8
1985 179.2 179.0 178.9 179.8 179.6 180.7 178.9
1986 194.4 194.1 194.0 195.3 195.1 196.5 194.0

00

Alternative financing examples 2

Increase in Elimination of base

Present
law1

Rate increase only base and rate for— -

Single Several
step steps

Single Several
step steps

Employers
and Employers

employees only



NET INCREASE IN FUNDS (IN BILLIONS)

Calendar year:
1977 —$5.6 —$5.6 —$5.6 —$5.6 —$5.6 —$5.6 —$5.6
1978 —6.9 —6.9 —6.9 —6.9 —6.9 —6.9 —6.9

1979 —7.9 7.2 —2.2 6.9 —1.7 5.8 .8
1980 —9.1 10.4 4.7 11.7 5.1 11.5 2.5
1981 —11.5 11.0 5.0 12.3 5.8 12.0 6.6
1982 —14.9 10.6 11.1 11.7 10.9 11.1 5.9
1983 —19.2 9.7 11.1 10.6 11.2 9.6 15.4
1984 —24.4 8.0 16.6 8.7 15.5 7.3 15.6
1985 —30.9 5.3 16.0 5.9 14.6 4.0 14.1

1986 —38.2 2.2 19.0 2.7 12.7 .2 12.3

ASSETS AT END OF YEAR (IN BILLIONS)

Calendar year:
1977 $35.5 $35.5 $35.5 $35.5 $35.5 $35.5 $35.5
1978 28.6 28.6 28.6 28.6 28.6 28.6 28.6
1979 20.7 35.8 26.4 35.5 27.0 34.4 29.4
1980 11.6 46.2 31.1 47.2 32.1 45.9 31.9
1981 .1 57.2 36.0 59.5 37.9 57.9 38.4
1982 —14.8 67.8 47.1 71.2 48.8 69.0 44.3
1983 —34.0 77.5 58.2 81.8 60.0 78.6 59.0
1984 —58.4 85.4 74.8 90.5 75.5 86.0 74.6
1985 —89.3 90.7 90.7 96.4 90.1 90.0 88.7
1986 —127.4 92.9 109.7 99.1 102.8 90.2 100.9



Alternative financing examples3

Present
law 1

Rate increase only
Increase in

base and rate
Elimination of base

for—

Single Several
step steps

Single Several
step steps

Employers
and Employers.

employees only

•ASSETS AT BEGINNING OF YEAR AS A
PERCENTAGE OF OUTGO DURING YEAR

.

Calendar year:
1977
1978
1979
1980:
1981
1982
1983
1984
1985
1986 .

36
27
18
9

36 36
27 27
30 22
36 24
41 26
45 31
47 35
48 42
47 47

36 36
27 27
30 23
37 25
42 27
47 32
49 36
50 42
49 46

36 36
27 27
29 25
36 25
41 27
45 29
47 36
48 42
46 46

1 Estimated operations in calendar years 1979—86 under present
law are theoretil because it is estimated that the Dl trust fund will
be exhausted in 1979 and that the OASI trust fund will be exhausted
in 1983.

I Each set of financing changes also includes an increase in the
contribution rate for self-employed persons to 13 times the rate for
employees.

TABLE 35.—ESTIMATED OPERATiONS OF THE OAS AND Di TRUST FUNDS, COMBINED, UNDER PRESENT LAW
AND UNDER THE PROGRAM AS IT WOULD BE MODIFIED BY ALTERNATIVE EXAMPLES OF PROPOSED
Ft NANCI NG. CHANGES, CALEN DAR YEARS 1977-86—Continued

'Less than 0.5 percent.
'Funds exhausted in 1982.
Note: The above estimates are based on the intermediate set of

assumptions shown in the 1977 Trustees report.



IV. CHARTS ON SOCIAL SECURITY FINANCING
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Chart A

Sensitivity of Cost Estimates to
Various Assumptions (Costas a percent
of taxable payroll)

Shod Lone
range range

(Z5yrg.) (75yrs)

Trustees' assumptions 12.24% 19.19%

Mortality improvement:
None -0.09% -0.93%

-- —

33% +O.O9 ÷OS1%

Children per woman: 1.7 -0.02% +1.817.
1.9 -- 0.847.
2.1 —— —.

2.3 +0.02% -0.74%

Annual price increase: 2% -0.08% -2.617.
4%lC

6% O.10% +2.77%

Productivity growth: 17. +0.95% ÷5.01%
140/.*

217. -082Z -3.551.

*Amount assumed by Trustees



Chart A

Sensitivity of Cost Estimates to Various Assumptions

The long-range costs of the social security program are measured
in terms of the social security tax rate that would be necessary to
pay all of the benefits which will be due. Over the next 75-year period,
the average social security tax rate will, under the provisions of
present law, be 10.99 percent. What the program will cost, however,
depends upon the interaction of various demographic and economic
factors which are difficult to predict with any degree of confidence.
The 1977 Trustees report indicates that the cost of the program over
the next 75 years could range from 14.87 percent of taxable payroll
under a somewhat optimistic set of economic and demographic assump-
tions to 27.08 percent under a somewhat pessimistic set of assump-
tions. An intermediate set of assumptions yields an estimated cost
of 19.19 percent or 8.20 percent more than the average tax rate now in
the law.

Over the next 25 years, the average tax rate will be 9.90 percent and
the average cost will, under the Trustees' estimates, range from 11.57
percent under optimistic assumptions to 13.14 percent under pessi-
mistic assumptions, with an intermediate estimate of 12.24 percent.

Chart A, using the intermediate set of assumptions as a base, shows
how the estimated costs over the next 25 and 75 years would change
if one of the basic demographic or economic factors were varied while
the other factors remained the same. While all of these factors are
shown to have a significant impact on the cost of the program, par-
ticularly over the long-range period, it is the economic factors of
inflation and real-wage growth that most strongly influence the cost
estimates.

The extreme sensitivity of the program to the economic factors
results from the operation of the existing mechanism for automatically
increasing the formula for computing initial benefits as the cost-of-
living rises. Since benefit levels rise in response to price increases but
the program's income is tied to wage levels, a change in the relation-
ship between wage and price increases will have a disproportionate
impact on the actuarial balance of the system. Similarly a change in
the rate of inflation alone will cause a large change in program costs.
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ii°i. Formula on which the Social Security Benefit
Table is Based: Relation between Average
Monthly Earnings and Benefits
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t1O $4QQ 55065o7sO 1,OOO $1,475



Chart B

Formula on Which the Social Security Benefit Table Is Based.
Relation Between Average Monthly Earnings and Benefits

Under existing law, a person gets an initial social security benefit
which is based on his average monthly earnings under the progiam
during his working lifetime. (After 1990, a working lifetime will mean
the 35 years of highest earnings; because social security coverage did
not become fully effective until the 1950s, a smaller number of years
are used for those retiring now—21 years for persons reaching age 62
in 1977, 22 years for persons reaching age 62 in 1978, etc.). For each
level of average monthly earnings, a benefit table in the law specifies a
particular monthly benefit amount.

Chart B shows the approximate formula which underlies the benefit
table in the law as of June 1977. Because persons who have had low
wages throughout their lifetimes are presumed to have less other
sources of retirement income and also to need, for basic necessities, a
greater percentage of their pre-retirement income, the benefit table is
heavily weighted at the low-income end. Thus, for the first $110 of
average monthly wages a benefit is provided which approaches 1%
times those wages. At higher wage levels, the percentage replacement
declines sharply except for a bulge in the $550 to $650 range. (The
benefit formula as now structured appears to give the greatest advan-
tage not to the long-time, low-income worker but to the worker who
has had only marginal attachment to the social security program. The
long-time, low-income worker will generally have average monthly
earnings well above $110 which is the upper limit of the most highly
weighted factor in the formula.)

Although the benefit table now provides for benefits at average
monthly wage levels up to nearly $1,500, it is not yet possible for
retirees to have lifetime average monthly wages under social security
at the higher levels. At present, a worker retiring with maximum
wages in all years will have average monthly wages at approximately
the $650 level.

In future years, if the benefit formula shown in chart B remained
static, benefit levels—in terms of percentage replacement—would
become less and less adequate as retirees average wage levels increased
and moved them into the lower percentage factors shown on the right
half of the chart. Existing law offsets this impact by increasing each
of the percentages shown on the chart by the annual percentage
increase in the Consumer Price Index. However, there is no mechanism
in existing law for maintaining the relationship between the two
factors which determine benefit amounts—average wage levels and
the percentages applied to those wage levels to determine benefit
amounts. In other: words, the working population moves along the
bottom line of the chart according to the way in which wage levels
in the economy grow while the benefit computation percentages
increase according to the way price levels grow. The results, in terms of
benefit levels and therefore program costs, can vary greatly under
differing predictions c?f the relationship in the growth of these two
factors.
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Social Security Benefits Upon Retirement as a Percent of
Earnings in the Year Before Retirement: Present Law
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Chart C

Social Security Benefits Upon Retirement as a Percent of
Earnings in the Year Before Retirement: Present Law

As described in the preceding chart, the benefits payable to new
retirees in the future will beldetermined by the)interaction of two
factors—wage level increases and price increases. Chart 0 shows the
result of that interaction under the intermediate economic assumptions
in the 1977 Trustees' report. These assumptions are that wage levels
will increase by 5.75 percent per year and price levels will increase
by 4 percent per year (once beyond the short-range period).

Under these intermediate assumptions, benefit levels when measured
as a percentage of earnings in the year before retirement will increase
sharply in the future. Because of the higher benefit percentages at the
lower end of the table, this phenomenon is most pronounced for the
lower income workers, but it also will result in much higher benefits
for average and higher income workers. By 2040, the benefits for
a single worker with low earnings and the husband-wife benefit for a
mamd worker with average earnings will be more in the year they
first retire than their earnings immediately prior to retirement. A
worker with average earnings retiring in 1970 got a benefit equal to
34 percent of his prior year earnings. By 1975 that had increased to
43 percent and by 2050 it is projected to reach nearly 70 percent. It
should be noted that these percentages would be even higher if calcu-
lated as a percent of net earnings after expenses such as payroll and
other withholding taxes.

This rapid increase in benefit levels in relation to earnings accounts
for a substantial proportion of the projected increased cost of thesocial
security program.
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Chart D

Social Security Cash Benefits: Cost as a Percent of Payroll:
Present Law

The social security payroll tax paid by employers and employees
is now set at a rate of 9.9 percent (combined) of taxable wages. The
law now also provides for that rate to increase to 11.9 percent in the
year 2011. Over the next 75 years, the rate will average 10.99 percent.

The cost of the program, however, is now somewhat more than
the current 9.9 percent tax rate and is projected to grow to 27.51
percent by the year 2055. Over the next 75 years, the average cost of
•the program will be 19.19 percent of taxable payroll or 8.20 percent
• more than the average tax rate.

The cost of the program grows so rapidly because the law contains
an automatic mechanism for raising the level of benefits paid to new
retirees as the Consumer Price Index increases. If the law were
amended so that benefits would continue to be adjusted for inflation
after an individual retires but no further adjustment were made in
the formula for determining benefits for new retirees, the cost of the
program would be substantially reduced. This approach is called
"simple decoupling" in that the inflation adjustment mechanism

• which now applies both to benefits after retirement and to the initial
benefit formula would be made applicable only to benefits after
retirement.

Under simple decoupling, the cost of the program as a percent of
taxable payroll would begin to decline almost immediately and would
reach a level of 4.3 percent of payroll by the year 2050. Over the 75
year period, the annual average cost of the program would be 7.2
percent of payroll or 3.8 percent less than the tax rate now in the law.

• Although simple decoupling would produce a significant long-range
actuarial surplus, there would stifi be need for added financing in the

• next few years to maintain the short-range cash flow. In addition,
simple decoupling would lead to declining adequacy of benefit levels
when measured as a percent of pre-retirement earnings or when
measured in terms of purchasing power. In order to restore and
maintain the adequacy of the benefits after decoupling, some further

• changes in the law would have to be made. The next several charts
illustrate various aspects of alternative possibilities.
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Chart E

Social Security Cash Benefits: Cost as a Percent of Payroll
Proposals

Chart E shows how the cost of the social security program would
be affected by a number of alternative options for revising the benefit
formula.

Simple decoupling as described on Chart D would reduce the long-.
range average cost of the program by 12 percent of payroll to a level
of 7.2 percent, but would lead to declining benefit adequacy for future
retirees.

The proposal is recommended bythe Administration (which was also
endorsed by the prior Administration and the 1974 Social Security
Advisory Council) is called wage-indexing. This approach adopts a
new benefit formula in which the percentage factors are not changed
periodically but in which indexed rather than actual average wages
are used in applying the formula. Under the Administration proposal,
wages would be indexed according to changes which took place in
national wage levels during the individual's working years. This ap-
proach would reduce the 8.2 percent deficit to 4.1 percent. Put another
way, it would use up the 3.8 percent surplus from decoupling and
would create a new deficit equal to 4.1 percent of taxable payroll.
(Other Administration proposals included in their total financin
package would reduce this deficit to 1.9 percent of taxable payroll.

Another option would be to decouple but then substitute a new
mechanism for automatically adjusting benefit levels for new retirees
designed in such a way as to use up the 3.8 surplus from decoupling
without requiring any additional new financing. One such approach
called price indexing was designed by a consultant panel to the Con-
gressional Research Service (Hsiao panel). Their proposal would
adopt a new benefit formula for determining initial benefit amounts
based on indexed rather than actual average wages. Wages would be
indexed to changes in price levels during the mdividual's working
years.

A combination approach would be possible following the wage-
indexing approach for about 15 years and then introducmg elements
which would reduce costs by causing benefits to rise at a lesser rate
thaxi under the Administration proposal. Such an approach would be
designed to use up the surplus generated by decoupling and would
reduce the current dificit to 2.0 percent of payroll. In order to restore
the program to a sound financial status, such an approach would have
to be combined with additional measures to provide new financing of
about the same magnitude as those proposed by the Administration.
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Chart F

Social Security Benefits Upon Retirement as a Percent of
Earnings in the Year Before Retirement: Proposals

Chart C demonstrated that the benefits paid under present law will
rise over time when measured as a fraction of earnings in the year
before retirement. Chart F illustrates the effect of several decoupling
proposals on the relationship of benefits at time of retirement to
wages just before retirement.

In 1955, the benefits paid to a worker with average earnings were
about 31 percent of his earnings and by 1970 they had risen 3 per-
centage points to 34 percent. In the next 5 years, the rise was 9 per-
centage points to about 43 percent and as shown in chart C this trend
could be expected to continue on into the future.

One of the purposes of the various proposals is to cut off the trend
of benefits to represent an increasing part of preretirement earnings.
The wage indexed proposal recommended by the Administration
would maintain future benefits at about the present level in relation-
ship to earnings in the year before retirement. The other proposals
would allow the replacement rates to drop. For a worker with average
earnings in all years, the ultimate percentage of preretirement earn-
ings represented by benefits would be 44 percent under wage indexing,
28 percent under the combination plan, 26 percent under price index-
ing, and 10 percent under simple decoupling. These percentages
compare with the 68 percent rate projected under present law.
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Chart G

Purchasing Power of Social Security Cash Benefits

Under the present law the worker who has average earnings in
every year can expect to get an annual benefit of $4,415 in 1979 which
in constant dollars will rise to $21,830 by 2050. This large increase is
the result of the automatic benefit increase mechanism in present law;
and the various proposals are intended to reduce it to levels which can
be financed. Under three of the four proposals shown in the chart,
the purchasing power of benefits—measured in 1977 dollars—rises
from the $4,415 estimated for 1979. Under the simple decoupling
proposal shown by the bottom line purchasing power falls to
$3,235 by 2050. This contrasts with the rise to $14,047 under the
wage indexing proposal, to $8,964 under the combination proposal,
and to $8,325 under the price indexing proposal.

Thus, all of the indexmg proposals do more than make benefits
inflation proof and provide future retirees with improved purchasing
power but with a lesser increase than would be provided under present
law.
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Chart H

Social Security Cash Benefits: Cost as a Percent of 'Gross
National Product

The portion of national wealth devoted to the social security cash
benefits programs has been increasing over time. In 1955 about 1.3
percent of the gross national product (GNP) was devoted to the
program. In the following 15 years, the amount increased so that it
was 3.4 percent in 1970. In the next 5 years it rose to 4.6 for 1975.
The growth in the percentage of GNP devoted to social security
arises from a variety of factors such as the growth in coverage under
the program, increasing benefit levels, and changes in the sizes of the
beneficiaiy population in comparison with the total population.

Chart.H shows how the cost of the present program will increase
over thne and how it would change under various proposals to
change the benefit computation procedures. Under present law and
under the alternatives the cost of the program as a percent of GNP
will increase until about 1990 when it will range from 5.1 percent
under present law to 4.2 percent under the simple decoupling concept.
The costs of the other three proposals would be 4.9 percent for the
wage indexing and combination proposals and 4.5 percent for the
price indexing proposal.

After 1990 the cost of the proposals changes in different directions
depending on the type of indexing used and how it relates to the
anticipated growth in national wealth. The sharpest increase comes
under the present law. This is, of course, in sharp contrast to the
reduction in cost which results from the non-indexed simple decoupling
which allows relative benefit levels to fall while national wealth
increases.

The wage and price indexing proposals show increasing costs as a
percentage of the GNP until about 2030 because the indexing formulas
devote a part of increasing national wealth t the programs and be-
cause the ratio of beneficiaries to working population grows through-
out the period.

[n 203,0 the portion of GNP going to the cash benefits program would
be about 10.7 percent under present law, 7.8 percent under wage
indexing, 5.3 percent under price indexing, and 2.4 percent under
simple decoupling.
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Chart I

Social Security Trust Funds: Balances in Billions of Dollars

Chart I shows the rapid decline in the cash benefits trust funds
which will occur in the near future if no additional money is provided.
At the start of the period the OASI fund has a reserve equal to bene-
fit payments for about 6 months and the DI fund for about 8 months.
The balances in both funds fail quickly and by 1981 the OASI fund
equals about 2 months benefit payments. The DI fund runs out of
money in 1979. However, even before running out of money in 1979,
the DI fund wo}lld have some cash flow problems, and new funding will
be needed to pay benefits for the latter part of 1978 when due on the
3rd of the month because taxes to pay the benefits will not be collected
until later in the month.

Taken together, the two funds could continue to pay benefits
through 1981. However, legislation will be needed in any case since
present law does notpermit the transfer of the money needed from the
OASI fund to the DI fund.

(89)





APPENDIX A

ACTUARIAL ASSUMPTIONS





93

Actuarial Assumptions

The common measure of the financial soundness of the social secu
rity cash benefits program is the actuarial cost estimates presented
each year in the report of the Trustees. Two basic estimates are made,
short-term estimates covering the next 5 years and long-term esti-
mates covering the 70-year period beginning where the short-term
estimates leave off.

The 8hort-ter)n e8timates.—The short-time estimates essentially pic-
ture the cash flow over a 5-year period based on assumptions as to
what economic conditions (inflation, unemployment, and wage levels)
will prevail in each of the years covered by the estimate.

The Zong-ter7m estimates.—The long-term estimates, unlike the short-
term estimates, are not presented in dollar terms. Rather they are in
terms of percent of taxable payroll. (At the present payroll level each
1 percent of taxable payroll amounts to about $8.0 billion.) The current
long-term deficit of 8.2 percent of taxable payroll points to the need
for major changes in the social security program. However, in evaJu-
ating the estimates one should bear in mind that estimates over a
75-year future period, however reasonable they may appear at the
time they are made, are not precise predictions of future events. For
example, a. major assumption in estimating the cost of the social
security program is that the present law will remain unchanged over
the period covered by the estimates.

Prior to 1972, the long-range estimates were made on 'a level-cost
basis that assumed earnings and benefit levels would not change over
the next 75 years. In 1972, when automatic cost-of-living increases in
benefits were authorized, the method of making cost estimates was
changed. Under the revised procedures, the 'actuarial projections as-
sume an increase in both wages and prices in future years. These
assumptions are the result of the provisions in the law under which
benefits can increase each year as the Consumer Price Index rises, and
the t'ax base rises in proportion to the rise in average taxable earnings.
In 1972 it was estimated that with the automatic cost-of-living in-
creases and the automatic increases in the tax the program would
remain in exact actuarial balance.

The former level-cost assumptions were generally considered to be
"conservative" in view of the probability that wage levels would con-
tinue to rise in the future. Thus, when the cost wasexpressed in terms
of 'a percentage of covered payroll, there was an implicit allowance for
an increase in benefit levels. Moreover, Congress did act from time to
time to use the actuarial surpluses (which resulted from rising wage
levels) to finance part of the cost of the various benefit increases. As
a result, large amounts of surplus funds were not 'accumulated and
for all practical purposes the program was financed largely on a pay-
as-you-go .basis—that is, income in most years 'approximated outgo.
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TABLE 36.—COMPARISON OF AVERAGE EXPENDITURES AND'
TAXES FOR OLD-AGE, SURVIVORS, AND DISABILITY INSUR-
ANCE SYSTEM UNDER PRESENT LAW ASPERCENTOF TAX-
ABLE PAYROLL UNDER ALTERNATIVES I, II, AND Ill

[In percent]

Alternative—

Item I II Ii
1st 25-yr period (1977—2001):

Expenditures as percent of tax-
able payroll 11.57 12.24 13.14

Tax rate in law 9.90 990 9.90

Difference —1.67 —2.34 —3.24

2d 25-yr period (2002-26):
Expenditures as percent of tax-

able payroll 15.12 18.85 24.51
Taxrateinlaw 11.18 11.18. 11.18

Difference —3.94 —7.67 —13.33

3d 25-yr period (2027—51):
Expenditures as percent of tax-

able payroll 17.93 26.47 43.61
Taxrateinlaw 11_go 11.90 11.90

Difference —6.03 —14.57 —31.71

Total 75-yr period (1977-2051):
Expenditures as percent of tax-

able payroll 14.87 19.19 27.08
Tax rate in law 10.99 10.99 10.99

Difference —3.88 —8.20 —16.09

The three alternative sets of assumptions underlying the costs
estimates in the 1977 Trustees' report (see table 36 above) are those
which the Trustees call "optimistic" (alternative I), "intermediate"
(alternative II) and "pessimistic" (alternative III). The report goes
on to warn that while "it does not seem unreasonable to assume tht
actual experience will f all within the range defined by alternatives 1
and III . - . there can be no guarantee that this will be the case
because of the high degree of uncertainty in economic and demographic
forecasting." The values of the major factors in each set of assumptions
are shown in the following table:
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TABLE. 37.—VALUES OF SELECTED. ECONOMIC AND DEM.
GRAPHIC FACTORS UNDER. 3 ALTERNATIVE SETS OF
ASSUMPTIONS, CALENDAR YEARS 1977-2051

. Percentage increase In .

.

Calend ar year

average annual— .

.

.

Average
annual
unem-

ployment
rate

Tota'
fertility

rate

Wages In
covered

em. . Real
ployment CPI wages 1

Alternative I:
1977 8.4 6.0 2.4 7.1 1,709.9
1978: 8.2 5.3 2.9 6.3 1,685.9
1979.....: 7.9 4.6 3.3 5.6 1,662.0
1980 6.6 4.1 2.5 5.0 1,670.2
1981 5.8 3.4 2.4 4.5 1,710.5
1982 5.3 3.0 2.3 4.5 1,750.9
1983 5.25 3.0 2.25 4.5 1,791.2
1984 and later.. 5.25 3.0 2.25 4.5 82,300.0

'Alternative II:
1977 8.4 6.0 2.4 7.1 1,709.9
1978 8.1,. 5.4 2.7 6.3 1,685.9
1979 7.8 5.3 2.5 5.7 1,662.0
1980 7.1 4.7 2.4 5.2 1,662.9
1981 6.4 4.1 2.3 5.0 1,688.8
1982 6.0 4.0 2.0 5.0 1,714.7
1983 5.75 4.0 1.75 5.0 1,740.5
1984 and later.. 5.75 4.0 1.75 5.0 82,100.0

Alternative Ill:
1977 8.4 6.0 2.4 7.1 1,709.9
1978 7.9 5.7 2.2 6.4 1,685.9
1979. ;. 8.1 7.6 .5 6.6 '1,662.0
1980 8.2 5.9 2.3 6.6 1,648.4
1981 7.0 5.1 1.9 6.3' 1,645.2
1982 ' 6.5 5.0 1.5 6.0 1,642.1
1983 . 6.25 5.0 1.25 5.6 1,638.9
1984 and later.. 6.25 5.0 1.25 5.5 1,700.0

1 Expressed as the difference between percentage Increases In average annual
wages and average annual CPI.

number of children born per 1,000 women In their lifetime.
$ This ultimate total fertility rate Is not reached until after 1984.'
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The wide range in the costs of the program under the three sets of
assumptions only suggests the degree to whih the estimates are
sensitive to changes in assumptions and how far from the mark
experience may show the estimates to be. For example, the 75—year
average cost under each of the three sets of estimates is 14.87 percent,
19.19 percent and 27.08 percent. However, if one takes only the
intermediate set of estimates, uses the 1.75 real wage growth but
assumes that the OPI rises at either 2 percent or 6 percent rather than
the 4 percent value used for the intermediate set of assumptions, the
cost of the program becomes:

75.year
average

cost

Wages 3.75 percent—CPI 2 percent . 16.58
Wages 5.75 percent—CPI 4 percent 19.19
Wages 7.75 percent—CPI 6 percent 21.96

The above keeps the rise in real wages at 1.75 percent. If one holds
the CPI constant but assumes that real wages rise at 1 percent or 2.5
percent the cost under assumption II would be:

75.year
average

cost

Wages 5 oercent—CPI 4 iercent 24.20
Wages 5.75 percent—CPI 4 percent 19.19
Wages 6.5 percent—CPI 4 percent 15.64

A similar though much less substantial variation in cost would be
shown if the ultimate fertility rate of 2.1 children per woman were
changed. Under the assumptions indicated the cost would be:

75-year
average

Fertility rate: cost

1.7 21.00
1.9 20.03
2.1 19.19
2.3 18.45
2.5 17.80

Staff Note: The social security actuaries have indicated to the staff their pref
erence for a 1.9 ultImate fertility rate.

The report of the Trustees also points out that in preparing the
long-term cost estimates they did not make any assumptions as to
the size of the trust funds or changes in the size of the trust fund.
If one wished to have the funds grow so that at the end of the 75-year
valuation period they equaled the expenditures for the following year,
additional income averaging 0.24 percent of taxable payroll per year
over the 75-year period would be needed.
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Increase in Employer Tax Liabilities Under
Administration Proposal

The attached tables, were prepared in the Department of Health,
Education, and Welfare to show the estimated impact of the adminis-
tration short-run financing plan on 1981 employer tax liabilities. The
staff has not had an opportunity to evaluate the information in the
tables. The staff notes that the data is broken to show small firms and
large firms but not firms with more than 1,050 employees but less
than 10,000 employees.

The following statement was furnished to the staff along with the
tables.

"These estimates are from data supplied by the Office of Research
and Statistics of the Social Security Administration. They come from
a 1 percent sample of persons working in covered employment in 1973.

"Implicit in this exercise is the assumption that the 1981 structure
of relative wages and employment in each industry will be identical
to the 1973 structure.

"Employers are categorized by the estimated total number of
persons who worked for them at any time during the year. Those
categorized as small employers had fewerthan 1,050 employees. Given
the nature of the data, it is probably not feasible for us to break out
employers that are much smaller than this.

"State and local government employment is categorized according
to the industry reported by the governmental unit. Some governments
report local school and hospital employment as education and hos-
pitals respectively; others report all employment regardless of func-
tion as government."
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TABLE 38.—PERCENTAGE INCREASE IN EMPLOYER TAX LIA.
BILITIES BY INDUSTRY GROUP AND SIZE OF FIRM ESTI.
MATED 1981 LIABILITY UNDER ADMINISTRATION PLAN

Industry
All

firms
Small

firms 1
Large

firms'

Agriculture, forestry, and fisheries
Construction

6.0
14.3

4.8
13.7

(2)

14.1
Mining and durable manufacturing
Nondurable manufacturing
Transport, communication, and utilities..
Wholesale trade

14.1
13.0
15.7
23.6

12.6
12.9
12.8
23.2

16.6
13.8
18.4
25.9

Retail trade 9.8 9.9
Finance, insurance, and real estate
Medical offices
Hospitals and nursing homes
Educational institutions

21.2
60.5
4.8

10.6

21.1
63.3
2.7
6.2

21.1
(2

(2

17.1
Nonprofit institutions
Other services

10.6
14.8

9.9
14.5

(2)

17.4
State and local government
U.S. military

All industries

7.7
4.7

2.5
(2)

10.7
4.7

13.9 14.0 14.7

I Small firms are those with fewer than 1,050 employees; large firms are those
with 10,000 or more employees. Classification based on estimated total number
of persons employed by firm at some time during 1973.

I None In category or too few to allow reliable estimate.
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TABLE 39.—ESTIMATED PERCENTAGE OF EMPLOYEES EARNING
MORE THAN THE 1981 PRESENT LAW TAXABLE MAXIMUM
FROM 1 EMPLOYER

Small
Industry All firms firms Large firms

Agriculture, forestry, and fisheries.
Construction

1.6
8.3

1.3
10.9

(2)

16.4
Mining and durable manufacturing.
Nondurable manufacturing
Transport, communication, and

utilities

14.6
8.5

18.0

7.1
5.3

9.0

26.2
14.9

29.9
Wholesale trade 12.2 9.1 25.8
Retail trade 2.7 2.4 3.9
Finance, insurance, and real estate.
Medical offices
Hospitals and nursing homes
Educational institutions

8.7
6.8
2.5
8.7

7.0
6.6
1.4
5.4

14.5
(2)
(2)

14.4
Nonprofit institutions
Other services

3.8
3.7

3.6
4.7

(2)

3.8
State and local government
U.S. military

8.0
4.6

2.4
(2)

12.6
4.6

See notes to table 38.

TABLE 40.—PERCENTAGE INCREASE IN EMPLOYER TAX LIA.
BILITIES BY INDUSTRY GROUP AND SIZE OF FIRM (DETAILED
BREAKOUT OF EDUCATIONAL INSTITUTIONS)

Industry
All

firms
Small
firms

Large
firms

Elementary and
Colleges and un

secondary education
iversities

7.9
17.5

5.6
8.4

(2)

19.3

0





95TE CONGRESS

1ST SEssioN H R. 8218

IN THE HOUSE OF 1tEPRESENTATIVES

Juv 12,1977
Mr. BURKE of Massachusetts introduced the following bill; which was referred

to the Committee on Ways and Means

A BILL
To amend the Social Security Act and the internal Revenue

Code of 1954 to strengthen the finaneing of. the social secu-

rity system, to reduce the effect of wage and price fluctua-

tion on the system's benefit structure, and to eliminate from

that system gender-based distinctions.

1 Be it enacted by the Senate ad House of Representa-

2 tives of the United States of America in Congress asgembled,

3 SHORT TITLE; REFERENcE TO ACT

4 SECTIoN 1. (a) This Act may be cited: as the, "Social

5 Security Financing, Benefit Indexing, and Equal Eighth

6 Amendments of 1977".

(b) Whenever in this Act an amendment is expressed

8 in terms of an amendment to a section or other provision



2

i without specification of Act, the reference is to a section or

2 other provision of the Social Security Act.

3 TITLE I—PROVISIONS TO IMPROVE THE FINANC-

4 ING OF THE OLD-AGE, SURVIVORS, AND DIS-

5 ABILITY INSURANCE PROGRAMS

6 SHORT TITLE OF TITLE I

7. So. 101. This title may be cited as the "Social Security

8 Financing Amendments of 1977".

9. CONTRIBUTION FROM THE GENERAL FUND OF THE TREAS-

10. URY TO THE FEDERAL OLD-AGE AND SURVIVORS, DIS-

11 ABILITY, AND HOSPITAL INSURANCE TRUST FUNDS

12 FOR YEARS OF EXCEPTIONALLY HIGH UNEMPLOYMENT

13,, SEc. 102. Section 201 is amended by adding at the end

14 "the following new subsection:

15 "(j) (1) On or before July 1 of eaóh calendar year im-

16 mediately succeeding a calendar year in which the average

17 ' rate.of unemployment, as determined by the Bureau of Labor

18. Statisticg of the Department of Labor, has 'exceeded 6 per-

19 cent, the Secretary of the Treasury shall transfer to the Fed-

20 eral Old-Age and Survivors Insurance Trust Fund, the Fed-

21 era! Disability Insurance Trust Fund, and (as established

22 by section 1817 (a)) the Federal Hospital Insurance Trust

23 Fund an amount computed in accordance with 'paragraph

24 (2), and apportioned among the funds in accordance with

25 paragraph (3).
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"(2) The amount to be transferred under paragraph

2 (1) in a calendar year shall be the product of—

3 "(A) an amount equal to the sum ol (i) the

4 amounts appropriated in the preceding calendar year to

5 the Federal Old-Age and Survivors Insurance Trust

6 Fund under subsection (a), the Federal Disability In-

7 surance Trust Fund under subsection (b), and the Fed-

8 eral Hospital Insurance Trust Fund under section 1817

9 (a) ; and (ii) the amounts deposited in those trust

10 funds in the preceding calendar year under section 218

11 (h);and

12 "(B) 3 times the number of whole one-term per-

13 centage points by which, for that preceding calendar

14 year, the average rate of unemployment exceeded . 6

15 percent, divided by 1,000.

16 "(3) The sum allocated to each trust fund in any cal-

17 endar year from the amount transferred under the preceding

18 paragraph shall bear the same proportion to the sum of (i)

.19 the amount transferred under that paragraph in that year s

2.0 the amount appropriated to that trust fund by subsection

21 (a) or (b) of this section, or subsection (a) of section

22 1817, as may be applicable, and (ii) the amount deposited

23 in that trust fund under section 218 (h), bears to the entire

24 amount appropriated by those subsections to those trust
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j funds and deposited in those trust funds, under section 218

2 (h), in the preceding calendar year.

3 "(4) This. subsection is deemed to become effective

4 January 1,. '1976. Any transfer under this subsection that

5. would thereby have been made in calendar year 1976 or

. 1.977,. ith. respect to the rate of unemployment in calendar

.7 year 1975 or 1976, respectively, shall be made in three

8 equal installments, the first within 30 days. after the enact-

'9 ment of this subsection,. the• second no later than June 30,

10 1979; and the third no later than. June 30, 1980.. No trans

11. fer may be made under this subsection with respect to the

of unemploymen.t for any calendar year after 1982.".

.j APPLICATION OF E1\PLOYER EXCISE TAX TO. WAGES IN

14 EXCESS OP CONTRIBUTION AND. BENEFIT BASE

15 SEC.. 103. (a) Section. 230 (c) is. amended. by adding

16 at the ónd the following sentence: "For. purposes of the

17. employer tax liability under section 3.111 of' the Internal

18 Revenue Code' of 1954 and section 3221 in the ase of rail-

19 road:' employment, the. contribution and benefit base referred

20 to. in paragraph (.1) of. section 3121 (a.) of the Jnten'

Revenue. Code of 1954 is. deemed to be $23,4)0 and $37,500

22 Wish 'respect ot remuneration paid during calendar years

23 "19.79 and 1.980. respectively.".

24' ('b) (1). Sections 31:1li (a) and 31.1.1 (b). of the internal



5

1 Rtviue Codle o i54 dare ech airided by ineitg"; but

2 vithat regard to praraph '(1) thc"4ter "a defined

3 insection3l2l(a)".

4 (2) Seetion 3221 (&) Gf t1e Jode is edd by in-

5 serting ", but without regard to jiagaph (1) of section

:6 3121(a) ," itr "as deflneil in rge(y J 431W' ex*dh time it

7 appears.

8. (8) Sètion 3i2i (a) f the Oôde is amended by in-

'9 serting imediate1y afe the umber designag paragraph

10 (1) the 5ollowing: "other than for purposes of sections 3111

11 and 321".

1 (4) This subsection is effective with respect to remu-

13 neration paid in any calendar year after 1S1.

14 INCRE5E IN OONThIBUTION AND BENEFIT BASE FOB

15 nots
16 SEC. 104. Section 230 is amended 1y'as1ing at the end

17 the following new ubsection:

18 "(d) Except as otherwise provided by the 1at sentence

19 of subsection (c), for calendar yeaas 19, 1981, 1983,

20 and. 1S5 the contribution and benefit base áall be equal to:

21 the amnt dterrnined nder subsoetion (b) bitt as aug..

22 mented for each such year (and carried for'vard thereafter).

23 by $600.".
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1 ADVANCE OF PLANNED EMPLOYMENT TAX INCREASE;

2 INCREASE IN SELF-EMPLOYMENT TAX; REALLOCATION

3 AMONG TRUST FUNDS

4 SEc. 105. (a) TAX ON EMPLOYEES.—

5 (.1) OASDI.—Paragraphs (1) and (2) of section

6 3101 (a) of the internal Revenue Oode of 1954 are

7 amended to read as follows:

•8 "(1) with respect to wages received during the

calendar years 1974 through 1977, the rate shall be 4.95

10 percent;

11 "(2) with respect to wages received during the

12 calendar years 1978 through 1980, the rate shall be

13 5.05 percent;

14 "(3) with respect to wages received during the

15 calendar years 1981 through 1984, the rate shall be

16 5.15 percent;

17 "(4) with respect to wages received during the

18 calendar years 1985 through 1989, the rate shall be

19 5.40 percent; and

20 "(5) with respect to wages received after Decem-

21 ber 31, 1989, the rate shall be 6.15 percent."

22: (2) HoSPITAL INSURANCE.—Paragraphs (2)

23 through (4) of section 3101 (b) of the Code are

24 amended to read as follows:

25 "(2) with respect to wages received during the
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i calendar years 1978 through 1980, the rate shall be

2 1 percent;

3 "(3) with respect to wages received during the

4 calendar years 1981 through 1985, the rate shall be

5 1.15 percent; and

6 "(4) with respect to wages received after Decem-

7 ber 31, 1985, the rate shall be 1.30 percent.".

8 (b) TAX ON EMPLOYERS.—

9 (1) .OASDI.—Paragraphs (I) and (2) of section

10 3111(a) of the Code are amended to read ',s follows :

11 "(1) with respect to wages paid during the calen-

12 dar years 1974 through '1977, the: 'rate shall be 4.95'

13 percent;

14 "(2) with respect to wages paid during the calendar

15 years 1978 through 1980, the rate' 'shall 'be 5.05. per-

16 cent;

17 "(3) with respect to wages paid during' the calen-

18 dar years 1985 through 1989, 'the rate shall be 5.40

19 percent;

20 "(4) with respect to wages paid during the calen-

21 dar year 1985 through 1989, the rate shall be 5.40:

22 percent; and

23 "(5) with respect to wages paid after December'

24 31, 1989, the rate shall be 6.15 percent."

25. '(2) HOSPITAL INSTJRANCE.—ParagraphS (2)'
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through (4) of section 3 liii. (.b) of the Code are

2 amended to read as follows:

•
"(2) with respeot to wages paid during the calen-.

.4 .dar.year 178 through 1980, the rate shall be 1 per-

.5 cent;

. "3) with respeot to wages paid during the calen-

7 dar years 98i thiiough 1985, the rate shall be 1.15

8 percent; and

"(4) with respect to wages paid after December 31.,

10 1985, the rate shall he 1.30 percent."

1]. (c) Th oic SELF-EMPLOYMENT INCOME.—

12 (1) OASDI.—Subsection (a) of section 1401 of

13 the Code is amended to read as follows:

14 "(s) OLo.-AGE, SuRvwoEs, AND DISABILITY INSTJR-

15 ,ANCE.—In iddiiixu to oilier taxes there shall he imposed

16 for each taxable year, on the self-employment income of

17 every individual, ft tax as follows:

18 . " (1) in the case of any taxable year beginning

19 after December 31, 1972, and before J&uary 1, 1978,

20 the tax hai1 be .eql to 7 percent of the amount of the

2i sélf.empioymeut income for such taxable year;

22 "(2) in the case of any taxable year beginning

23 aster Deecinher 31., 1977, Sand before January 1, 1979,

24 the tax shall be equal to 7.10 percent of the amount of

25 the self-employment income for such taxable year;
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t "(3) in the case of any taxable year beginning

2 after December 31, 1978, and before January 1, 1981,

the tax shall be equal to 7.60 percent of the amount of

4 the self-employment income for such taxable year;

5 "(4) in the case of any taxable year beginning

6 after December 31, 1980, and before January 1, 1985,

7 the tax shall be equal to 7.70 percent of the amonnt-of

the self-employment income for such taxable year;

9 "(5) in tile case of any taxable year beginning

10 after December 31, 1984, and before January 1, 190,

ii the tax shall be equal to 8.10 percent of the amount of

12 the self-employment income for such taxable year; and

13 "(6) in the case of any taxable year beginning

14 after December 31, 1989, the tax shall be equal;. to

15 9.20 percent of the amount of the self-employment

16 income for such taxable year."

17 (2) 1-TOsPITAL TNSIJIIANCE.—Paragraphs ()
18 through (4) of subsection (b) of section 1401 of the

19 Code are amended to read as follows:

20 "(2) in the case of any taxable year l)egiflwllg

21 after December 31, 1977, and before January 1, 19S1,

22 t.he tax shall be equal to 1 percent of the amount of

23 the self-employment income for such taxable year;

24 "(3) in the case of any taxable year beginning

25 after December 31, 1980, and before January 1, 1986,
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1 the tax shall 'be equal to 1.15 percent of the amount of

2 the self-employment income for such taxable year; and

3 "(4) in the case of any taxable year beginning

4 after December 31, 1985, the tax shall be equal to 1.30

5 percent of the amount of the self-employment income for

6 such taxable year."

(d) ALLOCATION TO DISABILITY INSURANCE TRUST

8 FUND.—

9 (1) ALLOCATION OP WAGES.—SectiOn 201 (b) (1)

10 of the Social Security Act is amended by striking out

11 all that follows clause (F) and inserting in lieu thereof

12 the following:

13 "(G) 1.50 percent of the wages (as so defined)

14 paid after December 31, 1977, and before January 1,

15 1981, and so reported, (H) 1.60 percent of. the wages

16 (as so defined) paid after December 31, 1980, and be-

17 fore January 1, 1983, and so reported, (I) 1.70 percent

18 of the wages (as so defined) paid after December 31,

19 1982, and before January 1, 1986, and so reported, (J)

20 1.85 percent of the wages (as so defined) paid after

21 December 31, 1985, and before January 1, 1990, and

22 so reported, and (K) 2.30 percent of the wages (as so

23 defined) paid after December 31, 1989, and so reported,

which wages shall be certified by the Secretary of
25 Health, Education, and Welfare on the basis of the rec-
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ords of wages established and maintained by such See-

2 retary in accordance with such reports; and".

3 (2) ALLOCATION OF SELF-EMPLOYMENT IN-

4 COME .—Section 201 (b) (2) is amended by striking out

5 all that follows clause (F) and inserting in lieu thereof

6 the following: "(G) 1.055 percent of the amount of

7 self-employment income (as so defined) so reported for

8 any taxable year beginning after December 31, 1977,

9 and before January 1, 1979, (H) 1.130 percent of the

10 amount of self-employment income (as so defined) so

11 reported for any taxable year beginning after Decem-

12 ber 31, 1978, and before January 1, 1981, (I) 1.200

13 percent of the amount of self-employment income (as so

14 defined) so reported for any taxable year beginning after

15 December 31, 1980, and before January 1, 1983, (J)

16 1.270 percent of the amount of self-employment income

17 (as so defined) so reported for any taxable year begin-

18 fling after December 31, 1982, and before January 1,

19 1986, and (K) 1.390 percent of the amount of self-

20 employment income (as so defined) so reported for any

21 taxable year beginning after December 31, 1985, and

22 before January 1, 1990, and (L) 1.720 percent of the

23 amount of self-employment income (as so defined) so

24 reported for any taxable year beginning after Decem-

25 ber 31, 1989, which self-employment income shall be
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i certified by the Secretary of Health, Education, and

2 Welfare on the basis of the records of self-employment

3 income established and maintained by the Secretary of

4 Health, Education, and Welfare in accordance with such

5 returns.".

6 TITLE TI—STABILIZATION OF INCOME REPLACE-

7 MENT RATES IN THE OLD-AGE• SURVIVORS,

8 AND DISABILITY INSURANCE PROGRAMS

9 SHORT TITLE OF TITLE II

10 SEC. 201. This title may be cited as the "Social Security

ii Benefit Indexing Amendments of 1977".

12 COMPUTATION OF PRIMARY INSURANCE AMOUNT

13 SEC. 202. (a) Section 215 (a) is amended to read as

14 follows:

15 "(a) (1) (A) The primary insurance amount of an

16 individual to whom this paragraph applies by reason of

17 paragraph (3) is an amount (but in no case less than the

18 amount specified by subparagraph (C) ) that is equal to the

19 sum of—

20 "(i) 94 percent of the portion of the individual's

21 average indexed monthly earnings (determined under

22 subsection (b) ) that is established with respect to this

23 clause by subparagraph (B),

24 "(ii) 34 percent of the portion of the individual's

25 average indexed monthly earnings that exceeds the
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1 portion to which clause (i) applies but does not exceed

2 an amount established with respect to this clause by sub-

3 paragraph (B), and

4 "(iii) 16 percent of the portion of the individual's

5 average indexed monthly earnings that exceeds the sum

6 of the portions established by subparagraph (B) with

7 respect to clauses (i) and (ii) of this subparagraph,

8 rounded in accordance with subsection (g) and thereaftr

increased as provided by subsection (i) of this section. .
10 "(B) (i) For the calendar year 1979 the portions s-

tablished with respect to subparagraphs (A) i) and (A)

12 (ii) are $180 and $1,075, respectively.

13 "(ii) For a calendar year after 1979 the portion esta-

14 lished with respect to each of those subparagraphs shall equal

15 the product of the portion established with respect to it by

16 clause (i) of this subparagraph and the quotient obtained by

17 dividing—

18 "(I) the average of the wages of all employees -as

19 reported to the Secretary of the Treasury for the second

2() calendar year preceding the caiendar year for which the

21 determination is made, by

22 "(II) the average of the wages of all enployees

23 as reported to the Secretary of the Treasury for the

24 calendar year 1977.

25 "(iii) The portion established under clause (ii) shall
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1
be rounded to the nearest $5, except that an amount that is

2 a multiple of $2.50 but not a multiple of $5 shall be rounded

to the higher $5.

"(iv) In computing the primary insurance amount of

an individual under this paragraph, the portions of the mdi-

6
vidual's average indexed monthly earnings to which sub-

r paragraph (A) applies are those portions established by

8 this subparagraph for the year in which the individual mi-

g tially becomes entitled to an old-age insurance benefit, or

10 (if earlier) becomes disabled or dies.

"(C) (i) No primary insurance amount computed under' subparagraph (A) may be less than the greatest of—

13 "(I) $120.60,

14 "(II) the amount determined under subparagraph

15 (i) with respect to this subparagraph,

16 "(III) an amount equal to $9 multiplied by the

17 individual's years of coverage in excess of 10.

18 "(ii) For purposes of the preceding clause, the term

19 'years of coverage' means the number (not exceeding 30)

20 equal to the sum of (I) the number (not exceeding 14 and

zi disregarding any fraction) determined by dividing the total

22 of the wages credited to the individual (including wages

23 deemed to be paid prior to 1951 to such individual under

24 section 217, compensation under the Railroad Retirement
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Act of 1974 prior to 1951 which is creditable to such mdi-

2 vidual 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

6 computation base year (within the meaning of subsection

(b) (2) (B) (ii)) and in each of which he is credited with

8 wages (including wages deemed to be paid to such individ-

ual under section 217, compensation under the Railroad

10 Retirement Act of 1974 which is creditable to such individ-

ual pursuant to this title, and wages deemed to be paid prior

12 to 1951 to such individual under section 229) and self-

13 employment income of not less than 25 percent of the maxi-

14 mum amount which, pursuant to subsection (e), may be

15 counted for such year.

16 "(D) In each calendar year after 1978 the Secretary

17 shall publish in the Federal Register, on or before N'ovem-

18 ber 1, the formula applicable under this paragraph and sub-

19 section (b) (3) to an individual who becomes entitled •tcs

20 an old-age insurance benefit, or (if earlier) becomes disabled

21 or dies, in the following year, and the average wages (as

22. described by clause (I) of subparagraph (B) (ii)) on which

23 that formula is based. With the initial publication required

24 by this subparagraph, the Secretary shall also publish in the
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Federal Register the average wages (as so 'described) for

2 each year after calendar year 1950 fot which •he has that

3 information.

4 "(2) (A) In the case of an individual who was entitled

5 to a disability insurance benefit for any of the 12 months

6 before the month in which he became entitled to an old-age

7 insurance benefit, reen:tit,led to a disability insurance benefit,

8 or died, the primary insurance amount for determining any

9 benefit attributable to that entitlement, reentitlement, or

10 death is the greater of—

11 "(i) the primary insurance amount upon which

12 that disability insurance benefit was based, increased in

13 the case of the individual who so became entitled, re-

14 entitled, or died by each general benefit increase (as

15 defined in subsection (i) (3)) and each increase pro-

16 vided under subsection (i) (2) that would have applied

17 to that primary insurance amount had the individual

18 remained entitled to that disability insurance benefit

19 until the month in which he became entitled, reentitled,

20 or died, or

21 "(ii) the amount computed under paragraph (1)

22 (C).

23 "(B) In the case of an individual who was entitled to

24 a disability insurance benefit for any month, and with respect

25 to whom a primary insurance amount is required to be
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1 computed at any time after the close of the period of the

2 individual's disability (whether because of that individual's

3 subsequent entitlement to old-age insurance benefits, to a

4 disability insurance benefit based upon a subsequent period

5 of disability, or death), the primary insurance amount so

6 computed may in no case be less than the primary insurance

7 amount with respect to which that former disability insur-

8 ance benefit was determined.

9 "(3) (A) Except as otherwise provided by paragraph

10 (4), paragraph (1) applies to—

11 "(i) an individual who was not eligible for an old-

12 age insurance benefit prior to January 1979 and who

13 in that or any succeeding month—

14 "(I) become's eligible for that benefit, or

15 "(II) becomes eligible for a disability insur-

16 ance benefit, or

17 "(III) dies.

18 "(ii) an individual described in clause (i) of this

19 subparagraph, notwithstanding that the individual was

20 entitled to receive a disability insurance benefit for a

21 month prior to January 1979, except as paragraph (4)

22 (A) otherwise provides.

23 "(B) For the purposes of this title, unless less than

24 12 months have elapsed since the termination of a prior

25 period of disability, an individual is deemed to be eligible
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1 for a benefit for the first month in which he could have been

2 entitled to that benefit upon his filing of an application for

3 it, or, in the case of a disability insurance benefit, the. month

4 in which the disability began as described in section 216 (i)

(2) (C).

6 " (4) Paragraph (1) does not apply to the computation

7 or recomputation of a primary insurance amount for—

8 "(A) an individual who was eligible for a disability

9 insurance benefit for a month prior to January 1979

10 unless, prior to the month in which there occurs the event

11 described in clause (i) (I), (i) (II), or (1) (III) of

12 paragraph (3). (A), there occurs a period of 12 con-

13 secutive months for which he was not entitled to receive

a disability insurance benefit, or

15 "(B) (i) an individual who was not eligible for an

16 old-age or disability insurance benefit, or did not die,

17 prior to January 1979, if in the year for which the corn-

18 putation or recomputation would be made the mdi-

19 vidual's primary insurance amount would be greater if

20 computed or recomputed—

21 "(I) under section 215 (a) (without reference

22 to section 215 (d)), as in effect in December 1978,

23 111 the case of an individual who becomes eligible for

air old-age insurance benefit prior to 1984, or

25 "(II) as provided by section 215 (d), in the
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1 case of an individual who becomes eligible for an

2 old-age insurance or disability insurance benefit, or

3 dies, after 1978.

4 "(ii) In making the comparison required by this

5 subparagraph—

6 "(I) the table of benefits in effect in Decem-

7 ber 1978 shall apply without regard to any in-

8 creases in that table effective (in accordance with

9 subsection (i) (4)) for years after 1978 and prior

10 to the year in which the inured individual became

ii. eligible for an old-age or disability insurance bene-

12 fit, or died; and

13 "(II) the individual's average monthly wage

14 shall be computed as provided by subsection (b)

15 (4).

16 "(5) With respect to computing the primary insurance

17 amount, after December 1978, for an individual to whom

18 paragraph (1) does not apply (except an individual de-

19 scribed in paragraph (4) (B)), this section as in effect in

20 December 1978 remains in effect. The table for determining

21 primary insurance amounts and maximum family benefits

22 contained in this section in December 1978 shall be revised

23 as provided by subsection (i) for each year after 1978."

24 (b) Section 215 (b) (except the caption thereof) is

25 amended to read as follows:
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1 "(b) (1) An individual's average indexed monthly

2 earnings is equal to the quotient obtained by dividing—

3 "(A) the total (after adjustment under paragraph

4 (3)) of his wages paid in and self-employment income

5 credited to his benefit computation years (determined

6 under paragraph (2)), by

7 "(B) the number of months in those years.

8 "(2) (A) The number of an individual's benefit compu-

9 tation years equals the number of elapsed years, reduced by

10 five, except that the number of those years may not be less

11 than two.

12 "(B) For purposes of this subsection—.

13 "(i) the term 'benefit computation years' means

14 those computation base years, equal in number to the

15 number determined under subparagraph (A) of this

16 paragraph, for which the total of the individual's wages

17 and self-employment income, after adjustment under

18 paragraph (3), is the largest;

19 "(ii) the term 'computation base years' means the

20 calendar years after 1950 and prior to the earliest of—

21 "(I) in the case of an individual entitled to

22 old-age insurance benefits, the year in which oc-

23 curred (whether by reason of section 202 (j) (1)

24 or otherwise) the first month of that entitlement;
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1 "(ii) in the case of an individual who has

.2 . died, the year succeeding the year of his death;

except that the term excludes any calendar year entirely

4 included in a period of disability;

5 "(iii) the term 'number of elapsed years' means,

6 except as otherwise provided by section 104 (j) of the

7. Social Security Amendments of 1972, Public Law

8 92—603, the number of calendar years after 1950 (or,

9 if later, the year in which the individual attained age 21)

10 and before the year in which the individual died, or,

11 if it occurred after 1960, the year in which he attained

12 age 62; except that the term excludes any calendar year

13 any part of which is included in a period of disability.

14 "(3) (A) Except as provided by subparagraph (B),

15 the wages paid in and self-employment income credited to

16 each of an individual's benefit computation years under

17 paragraph (1) is deemed equal to the product of—

18 "(i) the wages or income so credited, and

19 "(ii) the quotient obtained by dividing—

20 "(I) the average of the wages of all employees

21 as reported to the Secretary of the Treasury for the

second calendar year (after 1976) preceding the

23 earliest of the year of the individual's death, initial
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i entitlement to an old-age insurance benefit, or initial

2 eligibility for a disability insurance benefit, by

3 "(II) the average of the. wages of all em-

4 ployees as reported to the Secretary of the Treasury

5 for the benefit computation year for which the deter-

6 mination is made.

7 "(B) Wages paid in or self-employment income credited

8 to an individual's benefit computation year that occurs—

9 "(i) after the second calendar year specified in sub-

10 paragraph (A) (ii) (I), and where applicable,

11 "(ii) in a year deemed by subsection (f) (2) (D)

12 to be the last year of the period specified in subsection

13 (b) (2) (B) (ii),

14 are included in determining his average indexed monthly

15 earnings, under paragraph (1), without applying subpara-

16 graph. (A) of this paragraph.

17 "(4) With respect to determining the average monthly

18 wage of an individual whose primary insurance amount is

19 computed (after 1978) under section 215 (a) or 215 (d)

20 as in effect (except with respect to the tables contained

21 therein) in December 1978, byreason of subsection (a) (4)

22 (B), this subsection as in effect in December 1978 remains

23 in effect, except that paragraph (2.) (C) (as then in effect)

24 is deemed to provide that 'computation base years' include
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i oniy calendar years in the period after 1950 (or 1936, if

2 applicable) and prior to the year in which, occurred the first

3 month for which the individual was eligible (as defined in

4 subsection (a) (3) (B) of this section as in effect in January

5 1979) for an old-age or disability insurance benefit, or died.

6 Any calendar year all of which is included in a period of

7 disability is not included in a computation base year.".

8' (c) Section 215 (c) (except the caption thereof) is

9 amended to read as follows:

10 "(c) This subsection, as in effect in December 1978,

11 shall remain in effect with respect to an individual to whom

12 subsection (a) (1) does not apply by reason of the mdi-

13 vidual's eligibility for an old-age insurance or disability in-

14. surance benefit, or the individual's death, prior to 1979.".

15 (d) (1) The matter in section 215 (d) preceding sub-

16 paragraph (0) of paragraph (1) is amended to read as

17 follows:

18 ." (d) (1) For the purpose of column I of the table ap-

19 pearing in subsection (a) of this section, as that subsection

20 was in effect in December 1977, an individual's primary

21 insurance benefit shall be computed as follows:

22 "(A) The individual's average monthly wage shall

23 be determined as provided in subsection (b) of this see-

24 . tion, as in effect in December 1977.. (but without regar4
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1 to paragraph (4) thereof), except that, for purposes of

2 paragraphs (2) (C) and (3) of that subsection (as so in

3 effect), 1936 shall be used instead of 1950.

4 "(B) For purposes of subparagraphs (B) and (C)

5 of subsection (b) (2) (as so in effect), the total wages

6 prior to 1951 (as defined in subparagraph (0) of this

7 subsection) of an individual who attained age 21 after

8 1936 and prior to 1951 shall be divided by the number

9 of years (hereinafter in this subparagraph referred to as

10 the 'divisor') elapsing after the year in which the mdi-

11 vidual attained age 21 and prior to the earlier of 1951

12 or the year of the individual's death. The quotient so ob-

13 tamed is deemed to be the individual's wages credited

14 for each of the years included in the divisor except—

15 "(i) if the quotient exceeds $3,000, only

16 $3,000 is deemed to be the individual's wages for

17 each of years included in the divisor, and the re-

18 mainder of the individual's total wages prior to 1951

19 (I) if less than $3,000, are deemed credit to the

20 year immediately preceding the earliest year used in

21 the divisor, or (II) if $3,000 or more, are deemed

22 credited, in $3,000 increments, to the year in which

23 the individual attained age 21 and to each year con-

24 secutively preceding that year, with any remainder
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i less than $3,000 credited as provided by clause

2 (I);and

3 "(ii) no more than $42,000 may be taken into

4 account, for purposes of this subparagraph, as total

5 ' wages prior to 1951."

6 (2) Section 215(d) (1) (D) is amended to read as

7 follows:

8 "(D) The individual's primary insurance benefits

9 shall be 40 percent of the first $50 of his average

10 monthly wage as computed under this subsection, plus.

11 10 percent of the next $200 of his average monthly

12 wage; increased by 1 percent for each• increment year.

13 The number of increment years is the number,

14 not more than 14 nor less than 4, that is equal to the

15 individual's total wages prior to 1951 divided by $1,650

16 (disregarding any fraction) .".

17 " (3) Section 215 (d) (3) is amended (A) by striking

18 subparagraphs (A) and (B), and (B) by striking the dash

19 after "individual" , and inserting instead the text of the

20 'stricken subparagraph (B).

21
' (4) Section 215(d) is amended, by adding at the end

22 the following new paragraph:

23 "(4) The provisions of this subsection as in effect in

24 December 1977 shall be applicable to individuals who become



1 eligible for old-age insurance or disabiiby insurance benefits

2 or die prior to 1978.".

.(e) Sect.ion21. (e) isamended

4 (1) by striking ou.t "average monthLy wage" each

5 time it appears and inserting instead "average indexed

6 monthly earnings or, in the case ofan individual whose

7 primary insurance amount is computed under •section

.8 215(a) as in effect prior to January 1979, average

.9 rnnth1y wage,".and

1O .(2) by inserting immediately before "of: (A)" ifl

11 paragraph (1) the following.: "(before the tplication,

12 in the case of average indexed monthly earnings, of sub-

13 section(b) (S) (A))".

14 (f) (1) Section 215(f) .(2) is amended to read s
15 follows:

16 "(2) (A) If an individual has wages or self -employ-

17 mont income for a year after .1978 for. any part of which

18 he 'is entitled to old-age or .disability insurance benefits,

19 the Secretary shall, at such time or times.and within suth

20 period as he may by regulation prescribe, recompute the

21 individual's primary insurance amount for that year.

22 "(B) For the purpose of applying subparagraph

23 (A) ,of -subsection (a) (1) •to the average indexed

24 monthly earnings of an individuaL to whom that subsoc-

25 tion applies and who receives a recomputation under this
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2 those earnings established by clauses (i) and (ii) of

3 subparagraph (B) Gf that .subsection, the portions that

4 were (or, in the ease of an individual described in s*b-

5 section (a) (4) (B) would have been used 1' the c-
6 .putation f the .individuai's primary nsurance amoit

7 priorto the ppiication.of this subseotion.

"C) A recomputation under this paragrh shall

9 be 'made as provided in subsection '(a) :( 1) as though

10' the year with respect to whieli 'it is made is the las year

of the period specified in subsection (b) (2) (B) 411).

12 " (I)) 'A reconputation under thIs '.pargrpIi with

13 respect.to any year 'shall be effective—

14 ":(i) in the case of an individuul' whi .&d not

15 die in that year, for monthly benefits beginning

16 ' 'with benefits for January of the follwing yer; .r

.17 "(ii) in the case of an individual 'ho'diedip

18 that year, for monthly benefits beh3nin with ben-

:19 fits for the month in which he died.'.

20 (2) Section 215(f) (3) is repealed.

21 ' (3) :Sectión 215 (f) (4) is amended to read as follow

22 "(4) A recómputation 'is iffectve under this subsection

22 only if it results in a primary surae,amount that is higher

24 .(by at 1eâst$i') after.compñtation under subsection (a) (1)

25' or, in. the case ;of an individual to whom, subsection (a) (4.)
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1 (B) applies, results in such higher amount under the table

2 then in effect under section 215 (a) as in effect (other than

3 with respect to the table) in December 1978.".

4 (4) There is added at the end of section 215 (f) the

5 following new paragraph:

6 . "(7) This subsection, as in effect in December 1978,

7 shall continue to apply to the recomputation of a primary

.8 insurance amount computed under subsection (a) or (d)

• 9 as in effect (withOut regard the table contained therein)

10 in that month, and, where appropriate, under subsection (d)

11 as in effect in December 1977. For purposes o recomputing

12 the primary insurance amount. under subsection (a) or (d)

i.3 (as thus in effect) with respect to an individual to whom

14 those subsections apply by reason of paragraph (B) of sub-

15 sOctiOn . (a) (4) as in effect after December 1978, no remu-

16 neration shall be taken into account for the year in which the

17. individual initially became eligible for an old-age insurance

18 or disability insurance benefit, or for any year thereafter."

19 (g) (1) Section215(i) (2) (A) (ii) is amended to read

20 as follows:

21 "(ii) If the Secretary, determines that the base

22. quarter in any year is a cost-of-living computation quar-

23 • ter, he shall, effective with
. the. month of June of that

24 yekr as provided' in.. subparagraph (B) , . inereas&-.—

25 'f (I) the benefit amount of each individual who
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1 for 'that month. is entitled to benefits under section

2 227 or 228, and the benefits otherwise scheduled

3 to be provided under those sections, and

4 "(II) the primary insurance amount of each

5 other individual on which benefit entitlement is

6 based under this title,

7 "(III) the total monthly benefits permitted

8 under section 203 (which shall be increased, unless

9 otherwise so increased under another provision of

10 this title, at the same time as the primary insurance

11 amount on which 'they are based) or, in the case

12 of a primary insurance amount computed under sub-

13 section (a) as in effect (without regard to the table

contained therein) prior to January 1979, the

15 amount to which thle beneficiaries may be entitled

16 under section 203 as in effect in December 1978,.

17 except as provided by sections 203 (a) (6) and

18 . (7) as in effect after December 19.78,

19 but shall not increase a primary insurance amount that is

20 computed under subparagraph (C) (i) (III) of subsec-

21 tion (a) (1) or a primary insurance amount that was

22 computed prior to January 1979 under subsection (a),.

23 (3) as then in effect. The increase shall be derived by

24 multiplying each of the amounts described . in clauses

25 , (I),. (II), and (III) (including each of those. piimary..
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i insurance amountsi or benefit amounts as previously in-

2 creased under this subparagraph) by thô same percent-

3 ag (rounded t. the nearest one-tenth o 1 percent) as

4 tbe percentage by which the Consuñiei Price Index for

tbt cost-of-living computation iaiter exceeds that index

6 for the most recent prior calendar quarter that Was a

7 base quarter under paragraph (1 ) (A) (ii) or, if later,

the most recent cost-of-living computation; quarter un-

9 dor paragraph (1) (B. Any amount so. increased that

10. is not a multiple o. $0.105 shall be inôreased to the next

U higher multiple of $0.10.

12 (2) Section 215:(i): (2)' (A). is amended by adding at

13 the end the following new clause:

14 "(iii In the case f an ndividiial' who becomes

15 eligible for an. old-age insuranCe or disability insurance

benefit, or dies prior to b.ecOñthig so eligible, in a year in

17 whicH there Occurs an. inerase provided in clause (ii),

18 the indiridiiai's. primary insurance amôufit (without re-

g.rd to the thn of entitlement to. that Iièiifit) shall be

20 inraId Mes otherwise increased under another.

21 prevision of this t1tie) by the athothit f that increase,.

2 but only: Mth respeCt' to benefits pay&le for month.

23 a.ter May. of that. year."

(.3) S'éction 2ic5'i)i (2 i1)) i. arnenä€d by striking

2 ouib all that follows' the first s eicó, inserting in-
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1 stead the following: "He shall also publish in the Federal

2 1egister at that time a rviion of the benefit established by

a subragraph (0) (1) (I) of subsection (a) (1 ), and that

4 shalT be the amount cTetermined for purposes of subparagraph

5 (C) (i) (ll of such subsetin.".

(4) There is added at the end of section 215 (1) the

7 following new pragraph:

8 "(4) This subsection, as in efect in December 1978,

shall continue to apply to subsections (a) arni (d), as then

10 in effect, with respect to computing the primary insurance

11 amount of an individual to whom subsection (a), as in effect

12 after December 1978, does not apply (including an indi-

13 vidual to whom subsection (a) does not apply in any year

14 by reason of paragraph (4) (B) of that subsection). For

15 this purpose, the Secretary shall publish in the Federal Reg-

16 ister revisions of the table of benefits contained n subsection

17 (a), as in effect in December 1978, as required by para-

18 graph (2) (D) of this subsectiOn, as then in effect."

MAXIMUM BENEFITS

26 SEC. 203. (a) The matter m section 203 (a) preceding

21. paragraph (2 thereof is amended to read as follOws:

22 "(a) (1) Tn the case of an individual whose primary

23 insurance amount has been computed or recomputed under

24 section 215 (a) (1), of (4), or 215 (d), as in elTect after

25 December 1978, the total monthly benefits to which bene-
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1 ficiaries may be entitled under section 202 or 223 for a

2 month on the basis of the wages and self-employment in-

3 come of that insured individual shall, except as provided

4. by paragraph (3), be reduced so as not to exceed—

5 "(A) 150 percent of the portion of the individual's

6 primary insurance amount that is established with re-

spect to this subparagraph by paragraph (2),

8 "(B) 275 percent of the portion of the individual's

9 primary insurance amount that exceeds the portion to

10 which subparagraph (A) applies but does not exceed

11 an amount established with respect to this subparagraph

12 byparagrapli (2),

13 "(0) 130 percent of the portion of the individual's

14 primary insurance amount that exceeds the sum of the

15 portions. to which subparagraphs (A) and (B) apply

16
. but does not exceed an amount established with respect

17 to this subparagraph by paragraph (2), and

18 "(D) 175 percent of the portion of the individual's

19 primary insurance amount that exceeds the sum of the

20 portions established by paragraph (2) with respect to

21 the preceding subparagraphs of this paragraph.

22 Any such amount that is not a multiple of $0.10 shall be

23 increased to the next higher multiple. of $0.10.

24 "(2) (A) For the calendar year 1979 the portionses-
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j. tablishêd with respect to subparagraphs (A)., (B), and (C)

2 of amgraph (1) are $245, $340, and $455, repectively.

3 " (B) For a calendar year after 1979. the portion es-

4 tablished with respect .to each of those 'subparagraphs shall

5 equal the product of the portion established with respect to

6 it by subparagraph (A) of this paragraph and the quotient

7 obtained under subparagraph (B) (ii) of section 21.5 (a)

8 (1). The portion shall be rounded in like manner as is pre-

9 scribed by section 215 (a) (.1) (B) (iii).

10 "(0) in each calendar year after 1978 the Seoretary

11 shall publish in the Federal Register, on or beTorO Novena-

12 ber 1, the formula applicable under thi subsection to.. mdi-

13 viduals who become eligible for oldage insurance benefits,

14 become disabled, or die in the following ca1endaryear.

15 "(3) (A.)' When an individuá1 to whom' this subecti'on

16 applies would .(but for the provisions of section. 202 (k) (2)

17 (A))' be entitled to child's insurance benefits for a month

18 on the basis of the wages and seif-empToyment income of one

19' or more other individuals, the total, of benefits shall uot he

20 reduced under this subsection to 'less than the smaller of—

21 "(i) the sum of the maxhnum amOunts, of benefits

22 payable on the basis of the wages and self-ernployment

23 income of all of those individuals, or

24 "(ii) an amount equal to 'the product pf 1.75 and



34

i the .pritxlaty insurance aiiiotlnt thtt would be cinlputed

2 tinder setidri 215 (a) (1) for that nÔnth 'with 'respect

8 th 9Vrflg indexed iuth1r earnings equal t ne-twe1fth

4 f the entribut1oh and benefit base deterrthned or that

5 year under section 2O.".

6 Q) Paragraph (2) of sétibn 203 (a) (prioF ..o the

gmendthent 'made by subsection (a) of this sectiOn) is re-

g designated as tibpatagraph (B) (of pragrah (3)), its

9 three lettered stiqiafagrphs are respetiveIy Iedesignated. a eIaues (i) (ii), and (iii), its initial word is stricken arid

ii "When" Inserted instead, and ", cr" as it ajpears at the erid

12 thereif is trickén and a period inserted intead.

ia (c) Paiagmph (8) of seCtion 208 (a) (pi'ioFto the

i.4 aineninénts' madC b the preeding provisiOtis of this sec-

15 tiá) is redegnated ê hbparagraph (0) (of paragraph

(3)), and its initial 'word is stricken and "When" inserted

IT instead.

18 (d)' The matter 111 sction 203 (a) that follOws para-

19 'graph (8) (priOr tO th amendments made by the preceding

2O prvisions of this section) and precedes paragraph (4)

21 (prior' to the amendments made by the preceding provisions

22' of this section) is strickeh and there is inserted instead the

23 following:

24 "(4) In any case in which benefits ar reduced pursuant

2 to the preceding provisioiis of this subsection, the reduction
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1 shall be made after any deductions under this section and after

2 any deductions under section 222 (b) Whenever a reduction

3 is made under this subsection in the total Of monthly benefits

4 to which individuals are entitled for any month oh the basis

of the wages and selfempioyment income of an insured

6 individual, eaih such bënfit other than the old-age or dis-

7 ability insurance benefit shall be proportionately decreased.".

8 (e) Paragraph (4) of secon 208 (a) (prior to the

9 amendrnents made by the preceding provisions of this sec-

10 tion) is redesignated as paragraph (5), its initial word is

11 stricken and "Notwithstanding" inserted instead, and ", or"

12 at the end thereof is stricken and a period inserted instead.

13 The matter following subparagraph (B) of this paragraph

14 and preceding the next numbered paragraph iS a portion of

15 the redesignated paragraph (5), and shall be indented

16 accordingly.

17 (.f) Paragraph (5) of seotiOn 203 (a) (prior to the

18 amendments made by the preceding provisions of this see-

19 tion) is repealed, except with respect to an individual who

20 became eligible for a monthly benefit or died prior to 1979.

21 (g) Following paragraph (5) of section 208 (a) (as

22 amended by this section) there is added the following new

23 paragraphs:

24 "(6) In the case of any individual who is entitled for

25 any month to benefits based upon the primary insurance
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1 amounts of two or more insuied individuals, one or more of

2 which primary insurance amounts were determined under

3 section 215 (a) or 215 (d) as in effect (without regard to

4 the table contained therein) prior to January 1979 and one

5 Or more of which primary insurance amounts were deter-

6 mined under section 215 (a) (1) or (4), or 215 (d), as in

7 effect after December 1978, the maximum benefit payable

8 to that individual (or the total benefits payable to that

9 individual and all other individuals entitled to benefits for

10 that month based upon those primary 'insurance amounts)

11 shall be reduced to an amount equal to the product of 1.75

12 and the primary insurance amount that would be computed

13 under section 215 (a) (1) for that month with respect to

14 average indexed monthly earnings equal to one-twelfth of

15 the contiibution and benefit base determined for the year in

16 which that month occurs under section 230.

17 "(7) Subject to the preceding paragraph, this subsec-

18 tion, as in effect in December 1978, shall remain in effect

19 with respect to a primary insurance amount computed under

20 section 215 (a) or (d), as in effect (without regard' to the

21 table contained therein) in December 1978, except that a

22 primary insurance amount so computed with respect to an

23 individual who first becomes eligible for an old-age or dis-

24 ability insurance benefit, or dies, after December 1978 shall
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1 instead, be governed by this section, as in effect after

2 December 1978."

3 CONFORMING CHANGES

4 SEC. 204. (a) Section 202 (m) (1) is amended to read

5 as fOllOw3:

6 "(1.) In any case in which an individual is entitled

7 to a monthly benefit under this section on the basis of a

8 primary insurance amount computed under section 215

9 (a) or (d), as in effect after December 1978, on the

10 basis of the wages and self-employment income of a de-

11 ceased individual for any month and no other person is

12 '(without the application of subsection (j) (1))• entitled

13 to a monthly benefit under this section for that month on

14 the basis of those wages and self-employment income,

15 the individual's benefit amount for that month, prior

16 to reduction under subsection (k) (3), shall not be less

17 than that provided by subparagraph (C) (I) or (0)
18 (II) (whichever is greater) of section 215 (a) (1). In

19 any case in which an individual is entitled to a monthly

20 benefit under this section on the basis of a primary insur-

21 ance amàànt èomputed under section 215 as in effect

22 (without regard to the table contained therein) prior to

23 January 1979, that monthly benefit shall be determined
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under this' section" as in effect as prescribed by section

'2 215 (a) (5) .".

3 ('b) Section 2t7 (b) (I) is amended by inserting "as in

4 effct in iecem'br 1 &7" after "section' 215 (c)" each tim'e

5 it appears, and 'after "section 215 (d) ".

6' (c) Section 224 (a) is amended in th matter follo'w'

7 mg paragrajh (8) by inserting "(determined unTer section

8 215(b') in effect prioru January 179 "after" (A) the

: 7erage morrthly wage".

1O (d.) Setiöi 2 (aj (2") is amended' by inserting after

U "eetin 2O' the' follO*ing:. ", or wOuld be' entitled' to those

12' benefits eept that he ha not filed an appIicaloi therefot

13 (' app'1iation has not been thad'e for & benefit th entitle-

14 merit to which, for any indi.'ridl1ft1 is a condition of entitle-

15 merit therefor) and, in. conformity with regu'latinns of the

16 Secretary, flies an application. for entitlement t ho&pital in-

17 surance: benefits underpart A of title XVIII,".

18
. J Section 1839 (c) (3)' (B) is amen'ded( to read as

19 follows:.

20
, "(B ) the monthly premiiini rate;. most recently

21 promulgated. by the Secretary under this' paragraph, in-

22 creased by a.. percentage de.termiiied as follows : The See-

23
. re.tary shall ascertain the primary in.trance amount

24 computed under section 215 (a) (1), based upon av-



1 erage indeid. ithir earniñg of $900, that applied

2 to individu 'rbô bcam llb1e for and entitled

a old-age uice. benefit On May 1 of the yar of th

4 promulgatioñ He shall inérease file rnoitMy p'eiMum

ra by the same percéntagé' by wMch that xrima ifl.

6. surthce amoimt is izrereased! when, by resoü of' the law

7 in effect at the time th prdrnu1gatioi is mdè, it is so

8 cothputed to' appiy tO those indMduals . th following'

9' May 1.".

10' EFFECTIVE DA±E. PRV!S1ONS

ii. SEC. 205. Except foi sectiOn Z()2 (d4 this' At is effe

12 five with respect to monthly benef1t arid Itimp-sum death

13 payments under title II of the Social Security Act payable:

i for: months aster December 1978.. SOctin 202(d) is effeO

15 five: with rep.ec to moiithly beiieftts of an,. inaividhal who..

16 becomes eligible for an old-age or disability insurance benefit

17 or dies after December 1977.

18 TITLE Ill—ELIMINATION OF OENDER-BASED

DIFFERENCES IN STATUTORY PROVISIONS.

20 OF THE OLDAGE,. SURVIVORS AND DIS-

2t ABILITY INSURANCE FROGRAM

22 SHORT TITLE O' TITLE. III.

23 SEC. 301. This title may be cited as the "Sobial Security

24. Equal. Rights Amndmetits of 1977".
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Benefits for Divorced Men

2 DIVORCED HUSBANDS

3 SEC. 302. (a) (I) The matter immediately preceding

4 section 202 (c) (1) (A) is amended by inserting "and every

divorced husband (as defined in section 216 (d))" before

6 "of an individual" and by inserting "or such divorced hus-

7 band" after "if such husband".

8 (2) Section 202(é) (1) is further amended:

9 (A) by redesignating subparagraphs (0) and (D)

10 as subparagraphs (D) and (E) and by inserting after

11 subparagraph. (B) the following new subparagraph:

12 "(0) in the case of a divorced husband, is not

13 married,";

14 (B) by striking out everything after "occurs:" and

15 inserting in lieu thereof the following new subpara

16 graphs:

17 "(F) he dies,

18 "(G) such individual dies,

19 "(H) in the case of a husband, they are divorced

20. and either (i) he has not attained age 62, or (ii) he

21 has attained age 62 but has not been married . to such

22 individual for a period of 20 years immediately before

23 the divorce became effective,

24 "(I) in the case of a divorced husband, he marries

25 a person other than such individual,
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1 "(3) he becomes entitled to an old-age or disabil-

2 ity insurance benefit based on a primary insurance

3 amount which is equal to or exceeds one-half of the

4 primary insurance amount of such individual, or

5 "(K) such individual is not entitled to disability

6 insurance benefits and is not entitled to old-age insur-

7 ance benefits.";

8 (0) by striking out "after August 1950"; and

9 (D) by inserting "first" before "month in which

10 any".

11 (3) Section 202 (c) (3) is amended by inserting "(or,

12 in the case of a divorced husband, his former wife)" before

13 "for such month".

14 (4) Section 202 (c) is amended by inserting after para-

15 graph, (3) the following new paragraph:

16 "(4) In the case of any divorced husband who

'17 marries—

18 "(A) an individual entitled to benefits under

19 subsection (b), (e), (g), or (h) of this section,

20 or

21 "(B) an individual who has attained the age

22 of 18 and is entitled to benefits under subsection

23

24 such divorced husband's entitlement to benefits under

25 this subsection shall, notwithstanding the provisions of
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pagraph i( 1) 1(but subject to subsectiQn (s) ) , not ;be

2 ternnated byxeason of suchmarriage".

.:(5) The matter immediateiy preceding section 202 (c)

(2),(A) isamendedhystrikiug out "((i)" andinserting in

. Jieutkereof "(P)".

ç(6;) Section 2O2c(:b) :(:3) (A) is amended by striking

out "(f)" and inserting in lieu therf '(e), f3) ,".

8 .(7;) Section 2O2((') (:1) ?(.E) ,as redeignated by para-

graph (2:.) of this bseclicn, is rneiled by ..triking out "his

10 wife" and inserting in lieu thereof "such in4ivdual".

12 (b) ( 14 rJie rn4ter inme4iate1y reoediig sectiqn 2Q2

13 (f) (1) (A) is amended by inserting "and .evry ..suiviviflg

divored hpsbnd (as defined in sectiqn 216 (4) 4" before

15 "of an individual" rand by inerting "or such surviving di-

cd;hiishai4" ter "ifuch widGwer".

17 (2) Subparagraph (E) and the matter ,oilowing sub-

.amgzaph (Q.) of section 202 (1) (1) are each amended

19 by strikiig ot 'bis 4cçased .wf" jd inserting in lLeu

20 thereof "such deceased individual".

4aParagthhs (a) ,(4), (a), and (7) of section 202. 40 hare eah .imendd by .inertiu "for surviving divorced

23 husband" after "widower" wherever it appears in such para-

graphs.

Pragraph ) f sotion ;20.(f) :18 further
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awended by strikiig out 'is 4eased •wif" wherever it

.2 ppears in such .paragraph aud by .inseiting in lieu thereof

3 "such deceased individual", and by striking out "wife"

4 wherevr it a,ppears in •suh paragraph :an4 by nserting in

5 lieu thereof "individual".

6 (5) Sectien 202 () '(4) is ,frther amended by striking

7 out "rwajies" and .insertig in lieu tboreQf "marries", ad

:8 1iy iieTti,g "or sur.vi'ing :divoreed liusband.'s" after

9 'vtidoeE's".

10 (6) Section 202 (e) (3) (A) is amended b.ytciking out

ill ':(".anllinsertingin lieu thereof "'(c.), .(f) ,".

12 (7) Section 2O2 ( g) . (3) (t.) is amended by inserting

13 '":(c) "bfore":(f) "•

14 r(8) Section 2Q2t(h) (4) !(A) is 'amended by inserting

,15 "(c) ,"bfore "() ".
16 Definitions of Divorced Husband; Survhting 'Pivoreed

17 llusbands

18 ;(") (ia) Section 216;(d) is amended by adthng after

19 rparagra4h (4:) thc 'fol1owing;neiw.ipaitagraphs':

20 "(5) . The term 'divorced husband' means a man

21 divoreed.froaman jiidividiia1, but; on! jf 'he. has been mar-

22 ried;to uch; indi'*idaal for a period f2O years immedi-

23 ately 'befn?e 'Ue date the .divorce becaine 4ffeetive.

24 "(6), he term ¶siirvivng.?divoroedhxisbaid' means

25 a man divorced from an individual who has died, but
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1 only if he has been married to the individual for a pe-

2 nod of 20 years immediately before, the, divorce became

3 effective.".

4 (2) The heading of section 216 (d) is amended to read

5 as follows:

6 "Divorced Spouses; Divorce"

7 Evidence, Procedure, and Certification

8 (d) (1) Section 205 (b') is amended .by inserting "di-

9 vorced husband," after "husband," and "surviving divorced

10 husband," after "widower,".

ii (2) Section 205 (c) (1) is amended by inserting "sur-

12 viving divorced husband," after "wife,".

13 REMARRIAGE OF SURVIVING SPOUSE BEFORE AGE 60

14 SEC. 303. Section 202 (f) (I) (A) is améndéd by strik-

15 ing out "has not remarried" and inserting. in lieu• thereof "is

16 not married".

17 ILLEGITIMATE CHILDREN

18 SEC. 304. (a) Section 216 (h) (3) is amended by in-

19 serting "mother or" before "father" wherever it appears in

20 such scetion.

21 (b) Section 216(h) (3) (A) (i) is 'ameñdedby strik-

22 ing out everything after "daughter" 'at the 'end' of clause

23 (III) thereof and inserting in lieu thereof "; or".

24 (c) Section 216(h) (3) (A) (II) is amended by stnik-
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1 ing out everything after "time" and inserting in lieu thereof

2 "such applicant's application for benefits was -filed;".

3 (d) Section 216 (h) (3) (B) (i) is amended by strik-

4 ing out everything after "daughter" at the end of clause

5 (III) thereof and inserting in lieu thereof "; or".

6 (e) Section 216 (h) (3) (B) (ii) is amended by strik-

7 ing out "such period of disability began" and inserting in

8 lieu thereof "such applicant's application for benefits was

9 filed".

10 TRANSITIONAL INSURED STATUS

11 SEc. 305. (a) Section 227 (a) is amended by:

12 (1) striking out "wife" wherever it appears and

13 inserting in lieu thereof "spouse";

14 (2) striking out "wife's" wherever it appears and

15 inserting in lieu thereof "spouse's";

16 (3) striking out "she" wherever it appears and

17 inserting in lieu thereof "he"; and

18 (4) inserting "or section 202 (c)" after "section

19 202 (b)" wherever it appears.

20 (b) Section 227 (b) and section 227 (C) are amended

21 by:

22 (1) striking out "widow" wherever it appears and

23 inserting in lieu thereof "surviving spouse";
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1 (2) striking out "widow's" wherever it appears

2 and inserting in lieu thereof "surviving spouse's";

3 (3) striking out "her" wherever it appears and in-

4 serting in lieu thereof "the"; and

5 (4) inserting "or section 202 (f)" after "section

6 202 (e)" wherever it appears.

7 (c) \Section 216, as amended by section 302 of this

8 Act, is further amended by inserting as subsection (a)

9 thereof the following subsection and heading:

10 Spouse; Surviving Spouse

11 "(a) (1) The term 'spouse' means a wife as defined

12 in subsection (b) of this section or a husband as defined in

13 subsection (f) of this section.

14 "(2) The term 'surviving spouse' means a widow as

15 defined in subsection (c) of this section or a. widower as

16 defined in subsection (g) of this section.".

17 EQUALIZATION OF BENEFITS UNDER SECTION 228

18 SEC. 306. (a) Section 228(b) (2) is amended by:

19 (1) striking out "the husband's benefit" and in-

20 serting in lieu thereof "each of their benefits";

21 (2) striking out "$64.40" and inserting in lieu

22 thereof "$48.30"; and

23 (3) striking out everything after "section 215 (i)"

24 the first time it appears in such section and inserting in

25 lieu thereof a period.
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1 (b) Section 228 (c) (3) is amended to read as follows:

2 "(3) In the case of a husband or wife, both of whom

3 are eiititled to benefits under this section for any month, the

4 benefit amount of each, after any reduction under paragraph

5 (1), shall be further reduced (but not below zero) by the

6 excess (if any) of (i) the total amount of any periodic bene-

7 fits under governmental pension systems for which the other

8 is eligible for such month, over (ii) the larger of $48.30

9 or the amount most recently established in lieu thereof under

10 section 215 (i) .".

11 (c) The Secretary shall increase the amounts specified

12 in section 228, as amended by this section, to take account

13 of general benefit increases (as referred to in section 215

14 (i) (3) ) and increases under section 215 (i), which occurred

15 after June 1974.

16 FATHER'S INSURANCE BENEFITS

17 SEc. 307. (a) Section 202 (g) is amended by:.

18 (1) striking out "widow" wherever it appears and

19 inserting in lieu thereof "surviving spouse";

20 (2) striking out "widow's" wherever it appears and

21 inserting in lieu thereOf "surYiving spouse's";

22 (3) in clause (1) (D), striking out "wife's" and

23 inserting in lieu thereof "a spouse's";

.24 (4) . striking out "her" wherever it appears and

25 inserting in lieu thereof "his";
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1 (5) striking out "she" wherever it appears and

2 inserting in lieu thereof "he";

3 (6) striking out "mother" wherever it appears and

4 inserting in lieu thereof "parent";

5 (7) inserting "or father's" after "mother's" wher-

6 ever it appears;

7 (8) striking out "after August 1950"; and

8 (9) in clause (3) (A), inserting "this subsection,"

9 before "subsection (a) ".

10 (b) The heading of section 202 (g) is amended by in-

11 serting "and Father's" after "Mother's".

12 (c) Section 216 (d), as amended by section 302 of this

13 Act, is further amended by adding after paragraph (6) the

14 following new paragraphs:

15 "(7) The term 'surviving divorced father' means a man

16 divorced from an individual who has died, but only if (A)

17 he is the father of her son or daughter, (B) he legally

18 adopted her son or daughter while he was married to her

19 and while such soii or daughter was under the age of 18,

20 (C) she legally adopted his son or daughter while he was

21 married to her and while such son or daughter was under the

22 age of 18, or (D) he was married to 'her at the time both of

23 them legally adopted a child under the age of 18.

24 "(8) The term 'surviving divorced parent' means a sur-

25 viving divorced mother as defined in paragraph (3) of this
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1 subsection or a surviving divorced father as defined in para-

2 graph (7) of this subsection.".

3 .( d) The matter following clause (B) of section 202

4 (g) (3) is amended by striking out "in the case of such a

5 marriage to an individual" and inserting in lieu thereof "in

6 the case of a marriage of a woman to a male".

7 (e) The matter following section 202 (c) (I) (E), as

8 redesignated by section 302 (a) (2) of this Act, is amended

9 by inserting "(subject to subsection (s) )" before. "be en-

10 titled to".

11 (f) Section 202 (c) (1) (B) is amended by inserting

12 after "62" the following: "or (in the case of a husband)

13 has in his care (individually or jointly with such individual)

14 at the time of filing such application a child entitled to

15 child's insurance benefits on the basis of the wages and self-

16 employment income of such individual".

17 (g) Section 202 (c) (1), as amended by section 302

18 (a) (2) (B) of this Act, is amended by redesignating the

19 new subparagraphs (J) and (K) as (K) and (L), respec-

20 tively, and by adding after subparagraph (I) the following

21 new subparagraph:

22 "(J) in the case of a husband who has not attained

23 age 62, no child of such individual is entitled to a child's

24 insurance benefit,".

25. (h) Section 202 (f) (1) (0) is amended by inserting
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i. "(i)" after "(C)", by adding at the end thereof "or" and

2 by inserting at the end of that section the following new

3 clause:

4 "(ii) was entitled, on the basis of such wages and

5 self-employment income, to father's insurance benefits

6 for the month preceding the month in which he attained

7 age 65,".

8 (i) Section 202 (f) (6) is amended by striking out

9 "or" at the end of subparagraph (A), by inserting "or"

10 at the end of subparagraph (B), and by adding after sub-

11 paragraph (B) the following new subparagraph:

12 "(C) the last month for which he was entitled to

13 father's insurance benefits on the basis of the wages and

14 self-employment income of such individual,".

15 EFFECT OF MARRIAGE ON CfflLDIIOOD DISABILITY

16 BENEFICIARY

17 SEC. 308. (a) The matter following clause (B) of see-

18 tion 202 (d) (5) is amended by striking out "a male" and

19 inserting in lieu thereof "an".

20 (b) The amendment made by subsection (a) of this

21 section shall be effective with respect to benefits under title

22 II of the Social Security Act for months after the month of

23 enactment of this Act but only in cases where "the last

24 month" referred to in section 202 (d) (5) is a month after

25 the month of enactment of this Act.
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1 EFFECT OF MARRIAGE ON OTHER DEPENDENTS' OR DEPEND—

2 ENT SURVIVORS' BENEFITS

3 SEC. 309. (a) Section 202 (c) (4), as added by section

4 302 of this Act, is amended by inserting before the period

5 at the end thereof the following: "; except that, in the case

6 of such a marriage to an individual entitled to benefits under

7 subsection (d), the preceding provisions of this paragraph

8 shall not apply with respect to benefits for months after the

9 last month for which such individual is entitled to such bene-

10 fits under subsection (d) unless she ceases to be so entitled

1.1 by reason of her death".

12 (b) Section 202 (f) (4) is amended by inserting before

13 the period at the end thereof the following: "; except that,

1.4 in the case of such a marriage to an individual entitled to

15 benefits under subsection (d), the preceding provisions of

16 this paragraph shall not apply with respect to benefits for

17 months after the last month for which such individual is

18 entitled to such benefits under subsection (d) unless she

19 •ceases to be so entitled by reason of her death".

20 (c) The matter following clause (B) of section 202.

21 (g) (3), as amended by section 307 (d) of this Act, is

22 amended by striking out "in the case of a marriage of a

23 woman to a male" and inserting in lieu thereof "in the case

24 of such a marriage to an individual".
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(d) The matter following clause (B) of section 202 (h)

2 (4) is amended by striking out "a male" and inserting in

3 lieu thereof "an".

4 (e) The amendments made by subsections (a), (b),

5 (c), and (d) of this section shall be effective with respect

6 to benefits under title II of the Social Security Act for months

7 after the month of enactment of this Act but only in cases

8 where "the last month" referred to in sections 202 (c) (4),

9 202(f) (4), 202(g) (3), or 202(h) (4) is a month after

10 the month of enactment of this Act.

11 TREATMENT OF SELF-EMPLOYMENT INCOME IN COMMIJ-

12 NITY PROPERTY STATES

13 SEc. 310. (a) Section 211 (a) (5) of the Social Se-

14 curity Act and section 1402 (a) (5) of the Internal Revenue

15 Code, as amended, are each amended by striking out "hus-

16 band unless the wife exercises substantially all of the manage-

17 ment and control of such trade or business, in which case all

18 of such gross income and deductions shall be treated a.s the

19 gross income and deductions of the wife" and inserting in

20 lieu thereof "spouse who exercises the greater management

21 and control over the trade or business".

22 (b) The amendment made by subsection (a) shall be

23 effective with respect to taxable years beginning after the

24 month of enactment of this Act.
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1 CREDIT FOR CERTAIN MILITAEY SERVICE

2 SEC. 311. Section 217 (f) is amended by striking out

3 "widow" each place it appears and inserting in lieu thereof

4 "surviving spouse" and by striking out "her" each place it

5 appears in paragraph (2) thereof and inserting in lieu

6 thereof "his".

7 REVISED TEST FOR DEPENDENT'S BENEFITS

8 SEC. 312. (a) (1) Section 202 (b) (1) is amended by

9 redesignating subparagraplis (D) through (K) as subpara-

10 graphs (E) through (L), respectively, and by adding after

11 subparagraph (C) the following new subparagraph:

12 "(D) was dependent upon such individual, as de-

13 termined according to section 216 (1) ,".

14 (2) Section 202 (b) is amended by redesignating para-

15 graphs (2) and (3) as paragraphs (3) and (4), respec-

16 tively, and by addiiig after paragraph (1) the following

17 new paragraph:

18 "(2) The provisions of subparagraph (D) of pam-

19 graph (1) shall (subject to subsection (s) ) not be appli-

20 cable in the case of any wife who—

21 "(A) (i) in the month prior to the month of her

22 marriage to such individual was entitled to, or on appli-

23 cation theref or and attainment of age 62 in such prior

24 month would have been entitled to, benefits under this
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1 subsection or subsections (e) or (h), and (ii) with

2 respect to the benefits under this subsection or subsec-

3 tion (e) referred to in clause (i) of this subparagraph

4 has established her dependency (as determined under

5 section 216 (1)) on the individual on the basis of whose

6 wages and self-employment income she was or would

7 have been entitled to such benefits;

8 "(B) in the month prior to the month of her mar-

9 riage to such individual had attained age eighteen and

10 was entitled to, or in application. therefor would have

11 been entitled to, benefits under subsection (d) ; or

12 "(C) in the .month prior to the month of her mar-

13 riage to such individual was entitled to, or on application

14 therefor and attainment of the required age (if any)

15 would have been entitled to, a wife's, widow's, child's

16 (after attainment of age 18), or parent's insurance an-

17 nuity under section 2 of the Railroad Retirement Act

18 of 1974, as amended.".

19 .( b) (1) Section 202 (c) (1) (D), as redesignated by

20 section 302 (a) (2) of this Act, is amended to read as

21 follows:

22 "(D) was dependent upon such individual, as de-

23 termined according to section 216 (1) ,".

24 (2) Section 202 (c) (2) (A) is amended by inserting

25 "(i)" after "(A) ", by striking out "subsection" and insert-
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1 ing in lieu thereof "this subsection or subsections", and by

2 striking, out "(h) ;" and inserting in lieu thereof "(h), and

3 (ii) with respect to the benefits under this subseotiqn or

4 subsection (f) referred to in clause (i) of this subparagraph

5 has established his dependency (as determined under section

6 216 (1) ), or receipt of at least one-half support as determined

under sections 202 (c) or (f) as in effect prior to March

8 1977, on the individual on the basis of whose wages and self-

employment income he was or would have been entitled to

10 such benefits;".

11 (3) Section 202 (c) (2) (0) is amended by inserting

12 "husband's" before "widower's,".

13 (c) (1) Section 202 (e) (1) is amended by redesignat-

14 ing subparagraphs (D) through (F) as subparagraphs (E)

15 through (G), respectively, and by adding after subpara-

16 graph (0) the following new subparagraph:

17 "(D) was dependent upon such individual, as de-

18 termined according to section 216 (1) ,".

19 (2) Section 202 (e) is amended by redesignating para-

20 graphs (2) through (7) as paragraphs (3) through (8),

21 respectively, and by adding after paragraph (1) the fol-

22 lowing new paragraph:

23 "(2) The provisions of subparagraph (D) of paragraph

24' (1) shall (subject to subsection (s)) not be applicable in

2'5 the case of any individual who—
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1 "(A) (i) in the month prior to the month of her

2 marriage to such individual was entitled to, or on appli-

3 cation therefor and attainment of age 62 in suoh prier

month would have been entitled to, benefits under this

5 subsection or subsections (b) or (h), and (ii) with re-

6 spect to the benefits under this subsection or subsectioii

b) referred to in clause (I) of this subparagraph has

8 established her dependency (as determined under see-

9 tion 216 (1)) on the individual on the basis of whose

10 wages and self-employment income she was or woui4

have been entitled to such benefits;

12 "(B) in the month prior to the month of her mar-

13 riage to such individual had attained age eighteen and

14 was entitled to, or on application therefor would have

15 been entitled to, benefits under subsection (d) ; or

16 "(0) in the month prior to the month of her ma'r-

17 riage to such individual was entitled to, or on applica-

18 tion therefor and attainment of the required age (if

19 any), would have been entitled to, a wife's, widow's,

20 child's (after attainment &f age 18), or parent's insur-

21 ance annuity under section 2 of the Railroad Retirement

22 Act of 1974, as amended.".

23 (d) (1) Section 202(f) (1) (D) is amended to read as

24 follows:
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1 "(B) was dependent upon such individual, as de-

2 termined according to section 216 (1) ,"..

(2) Section 202 (f) (2) (A) is amended by inserting

"(i)" after "(A) ", and by striking out "subsection (h) ;"

and inserting in lieu thereof "subsections (c) or (h), and

6 (ii) with respect to the benefits under this subsection or

subsection (c) has established his dependency (as deter-

8 mined under section 216 (1) ), or receipt of at least one-half

9 support as determined under sections 202 (c) or (f) as in

io effect prior to March 1977, on the individual on the basis of

u whose wages and self-employment income he was or would

12 have been entitled to such benefits ;".

13 (3) Section 202 (f) (2) (0) is amended by inserting

14 "husband's," before "widower's,".

15 (e) Sectioi'l 202 (g) (1), as amended by section 3.07

16 (a) of this Act, is further amended by striking out "and"

17 at the end of subparagraph (E), by inserting "and" at

18 the end of subparagraph (F)', and by a.dding a:t the end

19 thereof the following new subparagraph:

20 "(G) was dependent upon such individual, as deter-

21 mined according to section 21& (I) ,".

22 (f) Section 216 is amended by adding at the end therf

23 the following new subsection:.
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1 "Dependency of a Spouse

2 "(1) For purposes of sections 202 (b) (1) (D), 202 (o)

3 (1) (D), 202(e) (1) (D), 202(f) (1) (D), and 202(g)

4 (1) (G), a person was dependent upon the individual re-

5 ferred to in such sections (1) if such person's income (as

6 defined in regulations of the Secretary) was less than such

7 individual's income (as defined in regulations of the Secre-

8 tary) in the three years immediately preceding (A) the

9 month such individual became entitled to old-age or disability

10 insurance benefits, or, if such individual had a period of dis-

11 ability which did not end prior to the month in which he

12 became so entitled, the month such period began or the

13 month he became so entitled, or (B) in the case of such a

14 person who survives such an individual, the month specified

15 in subparagraph (A) of this paragraph or the month of such

16 individual's death or, if such individual had a period of dis-

17 ability which did not end prior to the month in which he

18 died, the month such period began or the month of his death,

19 and (2) such person files proof of such dependency (accord-

20 ing to regu1ations of the Secretary) within two years after

21 the applicable month specified in paragraph (1) of this sub-

22 section. In the case of a person who marries an individual in

23 the applicable three-year period specified in the preceding

24 sentence, such period shall instead be the period from the

25 date of such marriage to the end of such three-year period."
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1 (g) The amendments made by this section shall be

2 effective with respect to benefits under title II of the Social

3' Security Act for months following the month of enactment

4 of this Act, except that such amendments shall not apply to

5 an individual who is entitled to, or, on application therefor,

6 would have been entitled to, benefits under sections 202 (b),

i (c), (e), (f), or (g), or section 228, of such title for

8 the month this Act is enacted until such time as he is not

9 entitled to any such benefits under such sections for a month.

10 (h) For purposes of section 216 (1) of the Social Se-

11 curity Act, any proof of dependency required to be filed

12 by such section before the end of two years after the month

13 this Act is enacted shall be deemed to have been filed within

14 the required period specified in such section if such proof is

15 filed within two years after the month this Act is enacted.

16 CONFORMING AMENDMENTS

1' 5e. 313. (a) (1) Section 202 (e) (1) (B) is amended

18 by striking out "paragraph (5)" and inserting in lieu thereof

19 "paragraph (6)"..

20 (2) Section 202 (e) (1) (F) (i) is amended by striking

21 out "paragraph (6)" and inserting in lieu thereof "para-

22 graph (7)".

23 (3) Section 202 (e) (1) (F) (ii) is amended by ztrik-

24 ing out "paragraph (5)" and inserting in lieu there "para-

25 graph (6)".
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1 (4) Section 202 (e) (3), as redesignated by section

2 312 (c) (2) of this Act, is amended by striking out "para-

3 graph (4)" and inserting in lieu thereof "paragraph (5)".

4 (5) Section 202 (e) (5), a.s redesignated by section

312 (c) (2) of this Act, is amended by striking out "pa'a-

6 graph (3)" and inserting in lieu thereof "paragraph (4)"

7 and by striking out "paragraph (2)" and inserting in lieu

8 thereof "paragraph (3) ".

(6) Section 202 (e) (7), as redesignated by section

10 312 (c) (2) of this Act, is amended by striking out "para-

ii graph (5)" and inserting in lieu thereof "paragraph
. (6) ".

12 (7) Section 202(g) (1) (D) is amended by striking

13 out "benefits" and inserting in lieu thereof "benefit".

14 (8) Section 202 (k) (2) (B) is amended by striking

15 out "(e) (4)" each place it appears and inserting in lieu

16 thereof "(e) (5) ".

17 (9) Section 202 (k) (3) is amended in subparagraph

18 (A) by striking out "(e) (2)" and inserting in lieu theieof

19 "(e) (3)" and in subparagraph (B) by striking out "(e)

20 (4)" and inserting in lieu thereof "(e) (5) ".

21 (10) Sect.ion 202 (s) (2) is amended by striking out

22 " (b) (3) " and inserting in lieu thereof " (b) (4) , (c) (4) '

23 and by striking out "(e) (3)" and inserting in lieu thereof

24 "(e) (4)".

25 (11) Section 202 (s) (3) is amended by striking out
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i "(c) (2) (B) and (f) '(2) (B) ":and inseiltiiig 'in lieu thereof

2 " (b) (2) (B), (c) (2) (B), (e') (2) (B), and (f) (2)

3 (B) ", and by striking oat "(b) (3)" d ffnserting in lieu

4 thereof "(b) (4), (c) (4)" and 'by striking ut ":(e) (3)"

5 and inserting in lieu thereof "(e) !(4), (f) (4) ".

6 (12) Section 202'('b) (4) (A), as redesignated by se-

7 tion 312 (a') (2)' of this Act and as mende'd 4y eection 302

8 (a) (.) of this Act, is further amended by inserting "(g) ,"

9 after "(f),".

10 (b) Section 202 (p) (1) is amended to read as follows:

11 "(1) to file proof of support within the period of

12 time prescribed in section 202 (h) (1) (B) or proof of

13 dependency within the period of time prescribed in see-

14 tion 216 (1)., or".

15 (c) Section 202 (q) (3) is amended in siibparagraphs

16 (E), (F), and i(G) by inserting "or surviving divorced

17 husband" after "widower".

18 (d) Section 202 (q) (5.) is amended:

19 (1) by inserting "husband's or" before "wife's"

20 each jrlace it appears in that section;

21 (2) by inserting "he or" before "she" 'each place

22 it appears in ?that section;

23 (3) by inserting "his or" before herx 'eah place

24 it appears in that section;
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1 (4) by striking out "woman" each place it ap-

2 pears and inserting in lieu thereof "individual";

3 (5) in subparagraph (D) by inserting "widower's

4 or" before "widow's"; by inserting "wife or" before

5 "husband" each place it appears; by inserting "wife's

6 or" before "husband's" each place it appears; and by

7 inserting "father's or' before "mother's".

8 (e) Section 202 (q) (6) (A) (i) is amended by strik-

9 ing out "or husband's insurance" in subclause (I) and by

10 inserting "or a husband's" after "a wife's" in subelause (II).

11 (f) Section 202 (q) (7) is amended in subparagraph

12 (B) by inserting "husband's or" before "wife's", by insert-

13 ing "he or" before "she", and by inserting "his or" before

14 "her" and in subparagraph (D) by inserting "or widower's"

15 after "widow's".

116 (g) Section 202 (.s) (1) is amended by inserting "(c)

1.7 (1)," after" (b) (1),".

18 (h) Section 203 (a) (3) is amended by inserting ", or

19 as divo'rcèd husband under section 202 (c) or as a surviving

20 divorced husband under section 202 (f) ," after "section 202

2 (e)" and by inserting "or divOrced husband or surviving'

22 divorced husband" after "such divorced wife or surviving

23 divorced wife".

24 (i) Section 203 (b) is amended by inserting "or

25 father's" after "mother's".
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1 (j) Section 203 (c) is amended to read as follows:

2 "(c) Deductions, in such amounts and at such time or

3 times as the Secretary shall determine, shall be made from

4 any payment or payments under this title to which an mdi-

5 vidual is entitled, until the total of such deductions equals

6 such individual's benefits or benefit under section 202 for

7 any month—

8 ",( 1) in which such individual is under the age of

9 seventy-two and on seyen or more different calendar

10 clays of which he engaged in noncovered remunerative

11 activity outside the United States; or

12 "(2) in which such individual, if a wife or husband

13 under age sixty-five entitled to a wife's or husband's

14 insurance benefit, did not have in his care (individually

15 or jointly with his spouse) a child of his spouse entitled

16 to a child's insurance benefit and such wife's or husband's

17 insurance benefit for such month was not reduced under

18 the provisions of section 202 (q) ; or

19 "(3) in which such individual, if a widow or .wid-

20 ower entitled to a' mother's or father's insurance benefit,

21 lid not have in his care a child of his 'deceased spouse

22 endued to a child's insuraice benefit; or

23 "(4) in which such an individual, if a surviving

24 divorced mother or father entitled to a mother's or

25 father's insurance benefit, did not have in his care a
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ehiJd of (his deceased foimer spouse who (A) is his son,

2 daughter, or legally adoted child d B) is entitled

3 to a child's insurance benflt oii the 'basis of the wages

4 and self -em 1 oyrnen.t incone of ihis deceased rmer

5 spouse.

'or putpeses of paragraphs 2), ' and (4) of this sub-

7 section, a child shall not be considered to be entled to a

8 chiM"s um,noe benefit for any month in which paragraph

9 1) of seetion 2t(s) alies or an event pified in sec-

10 ton 22 (b) oocurs with respeot to sch 'child. SlLbject to

11 paragraph (3) of such section 202 i(s), no' deductions shall

12 be made under this subsection from any child's insurance

13 benefit for the month in which the child .entiitIed to such

14 benefit attained the age of eighteen or any subsequemit month;

15 nor shall any dedacion be made under this s&8eobion from

16 any widow's insuranoe benefits for any n'a in which the

17 widow r surviving divored wife is eni1led 'and has not

18 attained age sixty-five (but only if she became so entitled

i prior to attaining age sixty), or from any 'cciidower's insur-

20 ane benefit for any month in which the widower or survh-

21 ing iiivorced hnsband is entit;led and has iot atAained age

22 sixty-five (but only if he beenme so entitled prior attain-

23 hig age sixty) ."

24 (k) Section 203 (d) is amended by nsertig "divorced



65

1 husband," after "husband," and by. inserting "or father's"

2 after "mother's" each place it appears.

(1) (1 ) Section 205 (b'), as amended' by section 302 (d)

4 (1) of this Act is further amended. by inserting "surviving

5 dvoree father,." after "mother,".

6 (2) Section 205 (c), as amended by section 302 (d)

7 (2). of this Act, is: further amended by. inserting, "surviving

8. divoroe father," after "urviving divorced mother,".

(th4 Scti 216(f.) is amended by inserting "(c),"

10 before ')i".

'iii (ii Section' 21.('g) is amended' by inserting "(c) ,"

12

(o) Seotiom 222' (b') (1) is amende& by striking out

i "or" before' "surviving divorced wife", and inserting instead

i a comma, anti? by' inserting ", or surviving divorced' husband"

i after "su viving'&ivorced wife".

17 (p) Section 222 (b) (3) is' amen'd'ed by inserting "di-

18' vorcecf husband;" after "husband,".

19 (q) Section 22(b)' ('2)' is amended 'by inserting "or

20' father's" after"mother'" each place it appears.

21 (r) Section 22 ('d) (1)" is amendec1 by inserting "and

'22' surviving divorced' hiisband' after "for widowers".

23' (s) Section 223('d) (2) is amended by striking out "or

24 widower' where that term appears ih sub paragraphs (A
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i and (.B) and inserting in lieu thereof "widower, or surviving

2 divorced husband".

3 (t) Section 225 is amended by inserting "or surviving

4 divorced husband" after "widower".

5 (u) (1) Section 226(h) (3) is amended to read as

6 follows:

7 "(3) For purposes of determining entitlement to hos-

8 pita! insurance benefits under subsection (b) any disabled

9 widow or widower age 50 or older who is entitled to mother's

10. insurance benefits (and who would have been entitled to

11 widow's insurance benefits by reason of disability if she had

12 filed for such widow's benefits) or to father's insurancebene-

13 fits (and who would have been entitled to widower's insur-

14 ance benefits by reason of disability if he had filed for such

15 widower's benefits) shall, upon application, for such hospital

16 insurance benefits be deemed to have filed for such widow's

.17 or widower's benefits.".

18 (2) For purposes of determining entitlement to hospital

19 insurance benefits under section 226 (h) (3), as amended by

20 paragraph (1) of this subsection, an individual becoming

21 entitled to such hospital insurance benefits as a result of the

22 amendments made by such paragraph shall, upon furnishing

23 proof of such disability within nine months after the month

24 of enactment of this Act, under such procedures as the Sec-

25 retary may prescribe, be deeme4 to have been entitled to
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1 the widow's or widower's benefits referred to in section 226

2 (h) (3), as amended, as of the time he would have been

3 entitled to such widow's or widower's benefits if he had ified

4 a timely application therefor.

5 SEc. 314. The amendments made by sections 302, 303,

6 304, 305, 306, 307, 311, and 313 of this Act shall be effec-

7 tive with respect to benefits under title II of the Social Se-

8 curity Act for months after the month of enactment of this

9 Act.
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FOREWORD

The purpose of this publication is to provide members of the
Social Security Subcomnuttee with background information on major
social security issues that may be discussed at subcommittee hearings
scheduled to begin on July 18. The following issues are summarized
herein: short.. and long-term financing, the retirement test, disability
appeals, coverage under social security, the Goidfarb decision, totaliza-
tion agreements, annual reporting, and freedom of information and
privacy under the social security system.

More detailed information on these issues will be available to the
subcommittee for markup sessions on social security legislation.

The cost estimates for the Administration proposals were prepared
before the draft bill had been sent to Oongress and may need to be
revised to conform to the provisions of the bill.

(III)
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FINANCING THE SOCIAL SECURITY TRUST FUNDS

The social security system is the Nation's primary means of pro-
viding economic security to workers and their dependents or survivors
in the event of retirement, death, or disability. There are presently
over 33 million people receiving monthly social security benefits and
about 108 million workers will contribute to the system this year.

The social security system is financed on a current-cost basis. That
is, current taxes paid by workers and their employers are paid out to
current beneficiaries. The benefits to present workers will be paid in
the future by future workers. Any surplus paid into the trust funds
remains in the funds as reserves to be used in the event that outgo
from the funds exceeds income in a given year.
Payroll tax

The payroll tax is paid by employees, employers, and the self-
employed. Funds are allocated as specified by law into the following
trust funds to support the respective programs:

(1) The old-age and survivors insurance trust fund (OASI);
(2) The disability insurance trust fund (DI); and
(3) The hospital insurance trust fund (HI), part A of medicare.'
The following is a schedule of present law OASDHI payroll tax

rates:
Present law tax rates

(In percenti

Calendar year OASI DI' OASDI HI OASDHI

EMPLOYERS AND
EMPLOYEES, EACH .

1977 4.375 0.575 4.95 0.90 5.85
1978 4. 350 .600 4. 95 1. 10 6. 05
1979 4. 350 600 4. 95 1. 10 6. 05
1980 4. 350 600 4. 95 1. 10 6. 05
1981 4. 300

.

.650 4. 95 1. 35 6. 30
1982 4.300 .650 4.95 1.35 6.30

SELF—EMPLOYED
1977 6. 1850 .8150 7. 0 90 7.90
1978 6. 1500 8500 7. 0 1. 10 8. 10
1979 6. 1500 8500 7. 0 1. io a io
1980 6. 1500

.

8500 7. 0 1. 10 8. 10
1981 6.0800

.

.9200 7.0 1.35 8.35
1982 6.0800 .9200 7.0 1.35 8.35

I There is no separate tax for disability insurance but the amounts indicated are allocated from the OASDItax under the law.

Part B of medicare I financed by premium payments and payments from the General
Treasury.

(1)
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Taxable wage baee
The payroll tax is applied to earnings up to a certain amount.

established by law. In 1977, the taxable wage base is $16,500. Legis-
lation enacted in 1972, which provided for automatic cost-of-living
increases, also provided for automatic increases in the wage base. (It
was thought that the benefit increases could be financed from the
additional income which would result from rising wage levels.) Auto-
matic wage base increases occur in the year after an automatic
cost-of-living increase is effective, and the actual dollar increase is
based on the increase in wages as reported to the Social Security
Administration. A schedule of present and estimated future wage base
levels follows:

Contrbuton and
Calendar year: benejU baa

1977 $16, 500
1978 17, 700
1979 18,900
1980 20,400
1981 21,900

In analyzing the financial status of the social security trust funds, it
is important to view both the short term and long term financing and
expenditures.

SHORT-TERM TRUST FUND FINANCING

Short-term deficit
Over the past 5 years, outlays from the old-age, survivors and

disability insurance (OASDI) trust funds have been exceeding in-
come. In 1970, the OASDI trust funds had a balance of about 1
year's outgo. At the beginning of 1977 the balance had been reduced
to 47 percent of a year's outgo. This trend will continue, and the
combined funds will be exhausted in 1982 unless action is taken by
Congress to correct this situation. Considered separately the DI fund
will be exhausted in 1979 and the OASI in the early 1980's.

The operations of the trust funds are extremely sensitive to changes
in economic conditions. Outgo is higher than was estimated in the
past because the rate of inflation during the last few years has been
higher than had been expected, and under automatic increase pro-
visions in the law, benefits have been raised more than was expected.
On the other hand, although income is also higher than was expected,
income has not risen fast enough to offset the effect of the rise in
prices. In addition, the high rate of unemployment in recent years
has resulted in fewer people contributing to the system, while the
number of beneficiaries has increased.
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Estimated operations of the OASI, DI, combined OASDI, and HI trust
funds during calendar jears 1976—81, based on the intermediate
economic assumptions of the Board of Trustees

(Dollar amounts in bllllonsj

Disburse- Net increase Fund at end

Fund at begin.
ning of year as
a percentage of
disbursements

Calendar year Income ments in fund of year during year

OASI
1976' $66.3 $67.9 —$1.6 $35.4 54
1977 72.5 75.7 —3.2 32.2 47
1978 79. 8 83. 9 —4. 1 28. 2 38
1979 87.7 92.1 —4.4 23.8 31
1980 96.1 100.6 —4.5 19.3 24
1981 102.8 109.4 —6.7 12.7 18

DI
1976 1 8. 8 10. 4 —1. 6 5. 7 71
1977 9. 6 12. 1 —2. 5 3. 3 48
1978 10.8 13.6 —2.8 .5 24
19792 11. 8 15. 4 —3. 5 —3. 1 3
19802 12. 7 17.4 —4.6 —7.7 (5)
19812 14. 6 19. 5 —4. 9 —12. 5 (2)

OABDI
19762 75.0 7&2 —3.2 41.1 57
1977 82. 1 87. 7 —5. 6 35. 5 47
1978 90.7 97.5 —6.9 28.6 361979 99.5 107.4 —7.9 20.7 27
19802.. 108.9 118.0 —9.1 11.6 18
19812 117. 4 128. 9 —11. 5 . 1 9

lit.
1976 2 13. 8 13. 7 . 1 10. 6 77
1977 1.1 16.2 —.1 10.5 66
1978 20. 9 19. 0 1. 9 12. 4 55
1979 23.4 22.2 1.2 13.6 56
1980 25.6 25.7 —.1 13.5 53
1981 33. 2 29. 7 3. 6 17. 0 45

1 FIgures for 1976 represent actual experience.
I Figures for 1979-81 are theoretical because itis estimated that the disability insurance trust fund will be

exhausted in 1979.
'Fund exhausted In 1979.

NoTx—Totals do not necessarily equal the sum of rounded components.
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Aospects Udr Present Law1 Based cn 191
Budgat Ecoiomc AssumptIons
Billions of DoUa;s

1982

It is clearly evident that additional revenue is needed to deal with
the short-term deficits of the trust funds. The condition of the disa-
bility insurance trust fund, is so serious that social security actuaries
have indicated that due to the way taxes are collected, a cash-flow
problem may develop late in 1978 and there may not be sufficient
funds to pay disability benefits when they are due.

50

combined
Tax Rate 9.9%
Waaa Base $16.500 i 1977 --.'::Balance Required:
Automatic Thereafter ....:.:.::::::::::::::::: for 50% of

30

20

40

Balance
$37 odin Fund-

1976 1977 73 1979 1980 1981
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Alternatives for short-term financing
There are basically three methods of increasing trust fund revenues:
(1) Increasing the tax rate;
(2) Increasing the taxable wage base; or
(3) Using general revenue contributions.
The effect of any of these methods on the program and the tax-

payers depends, of course, on the specific method or combination
of methods used.
Reallocation

If short-term financing legislation is not enacted within a year,
then the additional funds needed by the disability insurance program
could be reallocated from the OASI fund or the HI fund. Such a
transfer would require enabling legislation. Reallocations among the
three trust funds have been legislated in the past. However, this
measure should be considered as a last resort, inasmuch as it merely
postpones, and for only a very short time, dealing directly with the
basic financing problem.

THE ADMINISTRATION'S SHORT-TERM FINANCING PROPOSALS

The administration has recommended several changes which would
provide sufficient income to enable the cash-benefits programs to
meet their short-term financial obligations. Assuming that the trust
funds should have year-end balances approximating 50 percent of
the outgo anticipated for the following year, the administration
estimates that the programs will require an additional $83 billion
in the period 1978—83. The changes it recommends would (1) reduce
the amount needed by $27 billion and (2) provide $56 billion in
additional income as follows:

The additional income would come from:
B4fliona

Additional employer taxes 1 $30
Additional employee taxes 4
Diversion of hospital insurance taxes 7
Increase in self-employment tax rate 1
Appropriation from general revenues 1 14

Total 56

The reduction would come from:
BiUon.

Reducing the ratio of trust fund assets to expenditures from 50 percent to
35 percent $24

Adding a dependency requirement for spouses benefits 3

Total 27
* Includes new revenues initially going to hospital insurance (RI) fund but reaUocated

to cash benefit funds through transfers of the HI tax rate.

Additional employer taxes
• The additional employer taxes would be provided by gradually

removing the limitation on the amount of an individual's earnings that
are taxed. Under the present law employers, employees, and the self-
employed are taxed on the first $16,500 of an mdividual's earnings.
The amount taxed rises each year as average earnings rise. The
administration recommends that this ceiling on the employer tax be
removed in three steps. In 1979 the employer tax would apply to the
first $23,400 of an individual's wages, and in 1980 to the first $37,500.
Starting in 1981, the employer's total payroll would be taxed.
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Additional employee taxes
The additional employee taxes would be provided by four rises

in the amount of earnings subject to the employee tax. Each rise
would be $600 more than would be taxed under present law and
would be effective in 1979, 1981, 1983, and 1985. The following table
shows the estimated ceilings under present law and under the ad-
ministration's recommendation.

Employee oontrlbuti
base

on and benefit
Portion of total earnings of employees
and seil-employed tasable under base

(percent)

Administration Administration
Present law proposal Present law proposal

Year:
1979
1980
1981

$18,900
20,400
21,900

$19,500
21,000
23,100

84 84
84 84
84 85

1982 23,400 24,600 84 85
1983
1984

24,900
26,400

26,700
28,200

84 86
84 86

1985
1986

27, 900
29, 400

30, 300
32, 100

84 86
84 86

1987 31,200 33,900 84 86
1988 33, 000 35, 700 84 86
1989 34,800 37,800 84 86
1990 36, 900 39, 900 84 86

Diversion of hospital insurance taxes
The present law requires that the hospital insurance program be

financed by a payroll tax which is. separate from the tax which supports
the cash-benefits programs. In addition, the proceeds of the tax are
permanently appropriated to the Federal hospital insurance fund
which can be used only to meet the costs of the hospital insurance
program. The amount of earnings taxed is subject to the same limita-
tions as apply to the cash-benefits programs. The tax rate for 1977 is
0.9 percent and it is scheduled to rise to 1.1 percent in 1978 and to 1.35
percent in 1981 with additional increases in later years. The adminis-
tration recommends that these rates be held to 1 percent in 1978 and to
1.15 percent in 1981 with the income that would otherwise go to the
hospital insurance program being diverted to the cash-benefits pro-
grams through an mcrease in the OASDI tax rates. As a result, the
cash-benefits tax rates would be increased in 1978 from 4.95 percent to
5.05 percent (an increase of 0.1 percentage point) and by an additional
0.1 percentage point (to 5.15 percent) in 1981.

Although the 1977 report of the trustees of the hospital insurance
trust fund indicates that the program is adequately financed for about
the next 5 years, it also indicates that the program has a long-term
(25 year) deficit of 1.16 percent of payroll. The administration ex-
plains that the diversion of taxes from the hospital insurance program



to the cash-benefits programs is based on its recommendation for a
cost containment program which would reduce cost by about $10
billion through 1982. As a result, it recommends that about $7 billion
of the anticipated savings be transferred to the cash-benefits program.

The table which follows shows the effects of the administration
recommendation on the hospital insurance trust fund.

Hospital insurance trust fund balances

Start-of-year balance (billions)
Start-of.year balance as percent of outgo

for year

Administration proposal Administration proposal

Present Without With Present Without With
Year law containment containment law containment containment

1978 $11 $11 $11 55 55 58
1979 12 12 13 56 53 60
1980 14 12 14 53 47 60
1981 14 11 16 45 39 59
1982 17 13 20 50 38 65
1983 19 12 23 50 31 67
1984 19 9 25 44 20 64
1985 17 2 24 34 5 56
1986 11 0 21 20 0 44
1987 6 21 10 38
1988 0 18 0 29
1989 12 18
1990 2 3
1991 0 0

Increase i'm self-employment tax rate
When earnings from self-employment were made subject to the

social security tax in 1950, 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 1973 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 re-
mained equal as the rate has increased.) The Administration recom-
mends increasing the self-employment tax rate for cash benefits
according to the original ratio of 1.5 times the employee rate.
Changes in tax schedules

Changes the in social security tax schedule which would result from
adoption of the administration recommendations are shown below.
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Social security tax rates under present law and under the administration's
recommendation

IPercent of taxable earningsj

OASDI OASI DI HI Total

EMPLOYEES AND EMPLOYERS,
EACE

Present law:
1977 4.950 4.375 0.575 0.900 5.850
1978—80 4. 950 4. 350 . 600 1. 100 6. 050
1981—82 4. 950 4. 300 . 650 1. 350 6. 300
1983—84 4.950 4.300 .650 1.350 6.300
1985 4.950 4.300 .650 1.350 6.300
1986—89 4. 950 4. 250 . 700 1. 500 6. 450
1990—2010 4.950 4.250 .700 1.500 6.450
2011 and later 5. 950 5. 100 . 850 1. 500 7. 450

Recommendation:
1977 4.950 4.375 .575 .900 5.850
1978—80 5.050 4.300 .750 1.000 6.050
1981—82 5. 150 4. 350 . 800 1. 150 6. 300
1983—84 5. 150 4. 300 . 850 1. 150 6. 300
1985 5. 400 4. 550 . 850 1. 150 6. 550
1986—89 5. 400 4. 475 . 925 1. 300 6. 700
1990—2010 6. 150 5. 000 1. 150 1. 300 7. 450
2011 and later 6. 150 5. 000 1. 150 1. 300 7. 450

SELF-EMPLOYED PERSONS

Present law:
1977 7.000 6. 185 .815 .900 7. 900
1978 7. 000 6. 150 .850 1. 100 8. 100
1979-80 7.000 6. 150 .850 1. 100 8. 100
1981—82 7. 000 6. 080 . 920 1. 350 8. 350
1983—84 7. 000 6:080 . 920 1. 350 8. 350
1985 7. 000 6. 080 . 920 1. 350 8. 350
1986—89 7.000 6.010 .990 1.500 8.500
1990—2010 7. 000 6. 010 . 990 1. 500 8. 500
2011 and later 7. 000 6. 000 1. 000 1. 500 8. 500

Recommendation:
1977 7. 000 6. 185 . 815 . 900 7. 900
1978 7. 100 6. 045 1. 055 1. 000 8. 100
1979—80 7. 600 6. 470 1. 130 1. 000 8. 600
1981—82 7. 700 6. 500 1. 200 1. 150 8. 850
1983—84 7. 700 6. 430 1. 270 1. 150 8. 850
1985 8. 100 6. 830 1. 270 1. 150 9. 250
1986—89 & 100 6. 710 1. 390 1. 300 9. 400
1990-2010 9. 200 7. 480 1. 720 1. 300 10. 500
2011 and later 9. 200 7. 480 1. 720 1. 300 10. 500

Appropriation from general revenues
The administration recommends adoption of a "countercyclical"

financing mechanism which would compensate the social security
programs for the tax income which was not received because the
unemployment rate exceeded 6 percent over the last few years. The
administration has estimated that in the period 1975—78 $14.1 billion
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in social security taxes were not paid because of the high unemploy-
ment rate and recommends that this amount be appropriated to the
trust funds in three installments:

.BlUion8

1978 $6.5
1979 4. 3
1980

Total 14. 1

In testimony before both the House and Senate Subcommittees on
Social Security the Secretary of Health, Education, and Welfare
suggested that although this "countercydical" mechanism might be
an appropriate part of the permanent social security law, he recom-
mends it only as a temporary measure until the Advisory Council on
Social Security (to be appointed in 1977 and submit its final report
by January 1, 1979) has an opportunity to consider the matter and
make its recommendations.
Ratio of trust fund as8ets

The Administration's recommendations for additional short-term
financing assume that the ratio of trust fund assets to anticipated
annual expenditures should be about 50 percent. However, if the
general revenue financing it recommends is provided, it believes that
the ratio could be reduced to about 35 percent. As a result the addi-
tional funding for the period 1978—82 would be reduced by about $24
billion, from $83 billion to $59 billion.
Dependency requirement for spouses benefits

The Social Security Act provides benefits for a wife or a widow
without regard to her actual dependency on her husband. However,
benefits for a husband or a widower are authorized in the law only if
the husband received at least one-half of his support from his wife
in the year before she became disabled, retired or died. Recently the
Supreme Court ruled that the provision of the act requiring a husband
or widower to establish his dependency was discriminatory and un-
constitutional. Therefore, the Social Security Administration has begun
to pay benefits to husbands and widowers even though they were not
dependent on their wives.

The Administration recommends that the law be changed so that
in the future benefits would be awarded to wives, widows, husbands
and widowers only after showing that he or she had less than one-half
of the couple's total income in the 3 years prior to the worker's retire-
ment, disability, or death.



Additional revenues produced by administration recommendation
[In billions of dollars]

Change in
trust funds

Year current law

Removing
base for

employers

Counter-
cyclical
general

revenues

Increasing
base for

employees

Increasing
self-em-

ployment
tax rate

Reduced
outgo'

Reallo-
cation of

part of
HI rate

Added
interest
Income

Total
effect

Change In
trust funds
under plan

OLD-AGE, SURVIVORS,
AND DISABILITY IN-
SURANCE

Total —41.5 +30.4 +14.1 +3.5 +1. 2 +13. 6 +9.4 +72.1 +30.6

'Includes effect of Institution of new dependency test, decoupling, and hospital cost containment.
Note: Individual items may not add to ttal due to rounding and hospital cost containment.

1978 —6.9 +5. 5 +0. 1 +1.6 +0. 3 +7. 5 +0.6
1979 —7.9 +2. 1 +3.6 +0.4 +0. 1 +. 3 +2.0 +. 8 +9.3 +1.4
1980
1981
1982

—9.1
—11.5
—14.9

+5.0
+8.1
+9.0

+2.8 +.5 +.3
+. 9 +.4

+1.0 +. 4

+.6
+. 9

+1.5
+2.3
+4.8
+5.4

+1.5
+2.5
+3.7

+13.0
+17.7
+20.9

+3.9
+6. 1
+6.0

HOSPITAL INSURANCE

1978
1979
1980
1981
1982

+1.9
+1.2

—. 1
+3.6
+2.3

+. 5
+1. 1
+2. 2
+2.4

+1.0
+. 7
+. 5

+. 1
+. 1
+. 2
+.3

+0.8
+1.3
+2. 0
+2. 7
+3.4

—1.6
—2.0
—2. 3
—4. 8
—5.4

+0. 1
+. 1
+. 2
+.2

+0.2
+. 7

+1. 5
+. 5
+.9

+2.2
--1. 4
+1. 0
+4.9
+3.6

CUMULATIVE TOTAL,
1977-82 .

OASDI _
HI

—50.3
+8.8

+24.2
+6.2

+11.9
+2.2

+2.8 +1.2
+. 7

+3.5
+10.2

+16.1
—16. 1

+8.8
+. 6

+68.4
+3.7

+18.1
+12.5



Estimated operations of the OASI and DI Trust Fand$, combined, daring calendar years 1977—87 under present law and under
the program as modified by the administration's recommendations

Income

Admin-
istration

Outgo Net increase in funds Funds at end of year-

Funds at beginning of
year as a percentage of

outgo during year

Admin-

law

Admin-
istration

Admin-
isi ration

Present law proposal

Adn,in-
istration

Present law proposal
istration

Present law proposalPresent law proposal Present

Calendar year:
1977 $82. 1 $82. 1 $87. 7 $87.7 —$5.6 —$5. 6 $35.5 $35. 5 47 47

1978 90. 7 98. 0 97. 5 97. 4 —6. 9 . 6 28. 6 36. 1 36 36

19791 99.5 108.5 107.4 107.1 —7.9 1.4 20.7 37.6 27 34

1980' 108.9 121.3 118.0 117.4 —9.1 3.9 11.6 41.5 18 32

19811 117.4 134. 1 128.9 128.0 —11.5 6. 1 .1 47.6 9 32

1982' 125.2 144.7 140.1 138.7 —14.9 6.0 —14.8 53.6 (2) 34

1983' 132.9 155.1 152.1 149.9 —19.2 5.2 —34.0 58.9 3) 36

19841 140.7 165.7 165.1 162.1 —24.4 3.6 —58.4 62.5 3) 36

1985' 148.4 184.8 179.2 175.4 —30.9 9.4 —89.3 71.9 (3) 36

1986' 156.2 198.3 194.4 189.4 —38.2 8.9 —127.4 80.8 3) 38

1987' 164.4 211.7 210.5 204.4 —46.2 7.2 —173.6 -88.0 (3) 40

I Beceuse it is estimated that the DI tn,sl fund will be exhausted in 1979 under present
law, the figures for 1979—87 tuider present law are theoretical.

2 Less than 0.5 percent.
3 Funds exhausted.



Estimated operations of the OASI Trust Fund during calendar years 1977-87 under present law and under the program as
mOdfied by the administraiwn'8 recommendations

tDollar amounts In billions)

Income Outgo Net Increase in funds Funds at end of year

Funds at beginning of
year as a percentage of

outgo during year

Present law

Admin-
istratlon
proposal Present law

Admin-
istratlon
proposal

Admin-
istratlon

Present law proposal

Admin-
Istration

Present law proposal

Adn,in-
istratlon

Present law proposal

Calendar year:
1977 $72. 5 $72. 5 $75. 7 $75. 6 —$3. 2 —$3. 1 $32. 2 $32. 3 47 47
1978 79. 8 84. 0 83. 9 83. 8 —4. 1 . 3 28. 2 32. 5 38 39
1979 87. 7 92. 6 92. 1 91. 8 —4. 4 . 8 23. 8 33. 3 31 35
1980 96. 1 103. 5 100. 6 100. 2 —4. 5 3. 3 19. 3 36. 6 24 33
1981 102.8 113.4 109.4 108.8 —6.7 4.6 12.7' 41.3 18 34
1982 109. 7 122. 2 118. 4 117. 4 —& 7 4. 8 4. 0 46. 1 11 35
19831 116.7 129.7 127.9 126.4 —11.2 3.3 —7.3 49.3 3 36
19841
19851
1986 1
1987 1

123.9
131. 1
136. 9
144. 3

138.3
155.5
164.6
175. 3

138.3
149.5
161.4
174. 1

136.2
146.8

'158.0
170. 0

—14.4 2.1
—18.4 8.7
—24. 5 6. 5
—29. 7 5. 3

—21.7 51.4
—40.1 60.2
—64. 6 66. 7
—94. 4 72. 0

(2) 36
(2) 35
(2) 38
(2) 39

'Because It Is estimated that the OASI trust fund will be exhausted in 1983 under pres- 'Trust fund exhausted In 1983.
ant law, the figures for 1983-87 under present law are theoretical.



Estimated operations of the DI Trust Fund during calendar years 1977—87 under present law and under the program
as modified by the administration's recommendations

Income Outgo

Present law

Admin-
Istration
proposal

Net increase in funds

Admln-
istration

Present law proposal

Fund at end of year

Admin-

Fund at beginning of
year as a percentage of

outgo during year

Admin-
istration

Present law proposal
Istratiofl

Present law proposal
Present law

Admin-
istration
proposal

Calendar year:
1977 $9. 6 $9. 6 $12. 1

13. 6
$12. 1
ia 6

—$2. 5 —$2. 5
—2. 8 4

$3. 3 $3. 3
5 3. 6

48 48
24 24

1978 10. 8 14. 0
15.3

.

—3.5 .6
.

—3.1 4.2 3 24
1979' 11.8 15.9

17.2 —4.6 .6 —7.7 4.8 (2) 24
1980' 12.7 17.8 17.4

19. 2 —4. 9 1. 5 —12. 6 6. 3 (2) 25
1981 '
1982'

14. 6
15.5

20. 7
22.4

19.
21.7 21.2

23. 5
—6.2 1.2
—& 0 2. 0

—18.8 7.6
—26. 7 9 5

(2) 30
(2) 32

1983 1 16. 2 25. 5
25. 9 —10. 0 1. 5 —36. 7 11. 0 (2) 37

1984 1 16. 8 27.4 26.
28. 6 —12. 4 7 —49. 2 11. 7 (2) 39

1985 ' 17. 3 29. 3
31. 4

.

—13. 6 2. 4 —62. 8 14. 1 (2) 37
1986 1 19. 3 33. 8

34.4 —16. 4 1. 9 —79. 2 16. 0 (2) 41
1987 1 20. 0 36. 3 36.

I Because it is estimated that the Dl trust fund will be exhausted In 1979 under present 'Fund exhausted In 1979.
law, the figures for 1979-87 are theoretical.



Tax rate
in law

9. 90
9. 90
9. 90
9. 90
9. 90
9. 90
9. 90
9. 90
9. 90
9. 90
9. 90
9. 90
9. 90
9. 90
9. 90
9. 90
9. 90
9. 90
9. 90
9. 90
9. 90
9. 90
9. 90
9. 90
9. 90
9. 90
9.90

11. 90
H. 90
11. 90
11. 90
11. 90
11. 90
11. 90
11. 90
11. 90

9. 90
11. 18
11. 90

10. 99

Difference

—1.01
—.99
—.96
—.90
—. 98

—1. 11
—1.27
—1.45
—1.66
—1.86
—2. 02
—2. 18
—2. 33
—2. 49
—2. 64
—2. 78
—2. 93
—3. 08
—3. 24
—3. 37
—3. 53
—3. 68
—3. 84
—4. 01
—4. 22
—5. 06
—6. 67
—6. 99
—9. 74

—12.40
—14.12
—14.79
—14.77
—14.69
—15.03
—15.61

—2. 34
—7. 67

—14.57

—8. 20
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LONG-TERM F!NANCING—"DECOTJPLING"

Long-term deficit
Over the 75-year period covered by the long-term actuarial cost

estimates, the OASDI taxes provided under present law are estimated
to provide income averaging 10.99 percent of taxable payroll while
the benefits authorized are estimated to have an average cost of 19.19
percent of taxable payroll. The deficit is 8.20 percent of taxable payroll.

Estimated expenditures under present law of old-age, survivors, and
disability insurance system as percent of taxable payroll for selected

• years, 1977—P2055

Expenditures percent of taxable payroll I

Old-age and
survivors Disability

Calendar year insurance insurance Total

1977 9. 40 1. 50 10. 91
1978 9. 37 1. 53 10. 89
1979 9. 30 1. 55 10. 86
1980 9. 21 1. 59 10. 80
1981 9.24 1.65 10.88
1982 9. 31 1. 70 11. 01
1983 9. 40 1. 77 11. 17
1984 9. 51 1. 84 11. 35
1985 9. 64 1. 92 11. 56
1986 9.77 1.99 11.76
1987 9. 86 2. 06 11. 92
1988 9. 95 2. 13 12. 08
1989 10.03 2.20 12. 23
1990 10. 12 2. 27 12. 39
1991 10.20 2.34 12.54
1992 10.28 2.41 12.68
1993 10. 35 2. 48 12. 83
1994 10. 42 2. 56 12. 98
1995 10. 50 2. 64 13. 14
1996 10. 54 2. 73 13. 27
1997 10.60 2.83. 13.43
1998 10. 66 2. 92 13. 58
1999 10.72 3.02 13.74
2000 10. 79 3. 12 13. 91
2001 10. 89 3. 23 14. 12,
2005 11. 30 3. 66 14. 96
2010 12. 46 4. 11 16. 57
2015 14.47 4.42 18.89
2020 17. 05 4. 59 21. 64
2025 19. 75 4. 55 24. 30
2030 21. 57 4. 45 26. 02
2035 22. 26 4. 43 26. 69
2040 22. 12 4. 55 26. 67
2045 21. 83 4. 76 26.59
2050 22. 02 4. 91 26. 93
2055 22. 53 4. 98 27. 51
25-yr averages:

1977—2001 10.00 2.24 12.24
2002—26 14. 65 4. 20 18. 85
2027—51 21. 86 4. 61 26. 47

75-yr average: 1977—
2051 15.51 3.68 19.19

I Expenditures and taxable I)ayroll are calculated under the icitennediate set of sssusnpticns (alternative
11) which Incorporates ultimate annual Increases of 5i pereeni. (cc averagewages In reverEd riclploylnEntand
4 percent in CPI an ultimate uneniploynient late ci 5 Inert, sid on ultimate total fertility ICte of 2.1children per woman. Taxable payroll Is adjueted to take Into account lice lcwrr ec.ntrlbuliocc rateson self.
employment Income, on tips, acid on multiple-employer 'excess wages" as compared with the combined
employer-employee rate.
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Replacement rates
Replacement rates (the relationship between a benefit awarded at

retirement and the worker's earnings just before retirement) are a
vital element of the social security system, and should be reasonably
predictable over long periods of time.

Under present law, replacement rates can fluctuate widely in the
future, either up or down, but most probably up, depending on future
changes in wages and prices. In fact, under the present system and
under current economic assumptions, benefits for persons with low
earnings who go on the rolls in the next century would actually be
higher than preretirement earnings. The cause of this instability is
found in the automatic benefit increase mechanism which was enacte(l
in 1972. This can be corrected by "decoupling" legislation to establish
a new method of com)Utiflg benefits which would stabilize replacement
ratios. In considering a new benefit formula it is essential that Congress
formulate a policy posittoil concerning what the actual replacement
rates should be.
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Historical behavior arid projections of replacement rates under present
program

• Initial average benefit same as in present law
• Workers earning records not indexed
• Benefit formula bend points not indexed
• Benefit formula factors CPI indexed (ad hoc increases prior to 1975)

[In percentj

Worker with average
earnings'

Replacement rate for
worker with—

Aggregate OASDI
expenditures

Annual
benefit in Replacement

1977 prices rate
Low High

earnings' earnings'
As percent As percent

of payroll of GNP'

Year:
1955__
1960__
1965___
1970___
1975__
1979_ --
1985__
1990_ --
1995___
2000__
2010.__
2020___
2030__
2041L__
2050__

$2,141 31
2,493 33
2,665 32
2, 987 34
3,619 43
4, 415 46
5,258 48
5, 766 49
6,360 49
7,273 52
9,334 56
11,733 60
14,558 63
17,892 66
21,830 68

45 31
45 30
43 33
46 29
56 30
58 35
60 34
63 36
66 36
76 38
84 42
91 44
97 45
102 47
106 48

3.3 1.3
5.9 2.3
8.0 2.8
8. 1 3. 4

10.7 4.6
10. 9 4. 5

11.6 4.8
12. 4 5. 1

13. 1 5. 4

13.9 5.7
16.6 6.8
21.6 8.9
26.0 10.7
26.7 11.0
26.9 11.1

Average medium-range cost (1977—2001) 12. 2
Average medium-range revenue 9. 9
Average medium-range deficit —2. 3
Average long-range cost (1977—2051) 19. 2
Average long-range revenue 11. 0
Average long-range deficit —8. 2

1 Assumed to be 4 times the average 1st quarter covered earnings.
5 Assumed at $4,000 in 1976 and foilowlng the trends of the average.
3 Assumed at the maximum taxable under the program.
4 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 II) in the 1977 OASDI Trustees Report. The replacement rates
pertain to workers with steady employment at increasing earnings and compare the annual retirement bene-
fit at age 66 with the earnings in the year immediately prior to retirement.

Decoupling
Social security experts agree that the benefit structure must be

"decoupled," that is, the current workers' future benefits be separated
from those beneficiaries currently on the rolls and that the automatic
cost-of-living increases will apply only to those retirees on the rolls.
This requires a new benefit formula for new future beneficiaries with
predictable results that would compensate for changes in earnings
levels that have occurred during an individual's work years. The
principal recommended way of doing this is to index the wages of
workers and the formula itself. Two different methods of indexing
have been recommended by social security experts: wage indexing and
price indexing.
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Wage indexing
—The actual earnings of a worker would be indexed by the rate of

increase in average wages between the time of retirement and the
year the wages were earned.

—Average earnings calculation would be based on a long averaging
period of each worker's wage history, as under present law.

—Benefit calculation would be made by applying the new benefit
formula to the average (indexed) earnings. Any dollar amounts
in the formula would be adjusted annually to take account of
annual changes in average earnings levels.

—Replacement rates would remain at approximate prevailing (1979)
levels.

—The long-term deficit under present actuarial assumptions would
be reduced by about half.

—Has been supported by the 1975 Social Security Advisory Coun-
cil, National Council of Senior Citizens, NRTA—AARP, AFL—
ClO.
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Replacement rates under wage 'indexing

(Proposal recommended by Carter administration)

• Initial average benefit close to present law in 1979
• Workers earnings records wage indexed
• Benefit formula bend points wage indexed
• Benefit formula factois not indexed

(In percentj

Workers with average
earnings I

Replacement rate for
worker with—

Aggregate OASDI
expenditures

Annual
benefit in

1077 Replacement
prices rate

Low High
earnings 3 earnings 3

As percent As percent
of payroll of ON P

Year:
1979__
1985__

$4,326 45
4,733 44

57 33
55 32

10.9 4.5
11. 5 7

1990 -- 5, 169 44 56 32 11. 9 4. 9
1995_.
2000__
2010__
2020__
2030..._

5,610 44
6,098 44
7,206 44
8,514 44
10,061 44

56 33
56 33
56 34
56 34
56 34

12.2 5.0
12.5 5. 1

13.8 5.7
16.7 6.9
19.0 7.8

2040.....

2050_..
11,888 44
14,047 44

56 34
56 34

18.4 7.6
17.8 7.3

Percent
Average medium-range cost (1977—2001) 11. 7
Average medium-range revenue 9. 9
Average medium-range deficit —1.8
Average long-range cost (1977—2051) 15. 1
Average long-range revenue 11. 0
Average long-range deficit —4. 1

'Assumed to be 4 tImes the average 1st quarter covered earnings.
2 Assumed at $4,600 in 1976 and following the trends of the average.

Assumed at the maximum taxable under the program.
4 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 II) 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 yesr immediately prior to retirement. The values in this table

refer only to the Adaiinistration wage-md 'xiug proposal and exclude the effect of all other benefit and
financing modifications in the Administration proposal. -

A variant—wage indexing at lower than prevailing benefit levels—
which would result in constant but lower replacement rates and reduce
the long-range deficit by more than one-half has been recommended
by Robert J. Myers, the American Council of Life Insurance, and
the NAM.
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Replacement rates under wage indexing at reduced replacement rate level

(Proposal recommended by Robert J. Myers)

• Initial average benefit close to 10 percent below present law in 1979
• Workers earnings records wage indexed
• Benefit formula bend points wage indexed
• Benefit formula factors not indexed

ETa percenti

Workers with average Replacement rate for Aggregate OASDI
earnings 1 worker with— expenditures

Annual
benefit in

1977 Replacement Low High As percent As percent

prices rate earnings 2 earnings 3 of payroll of UN P

Year:
40 51 30 10.9 4.5

1979___ $3,893
41 52 30 10. 9 4. 5

1985 --
1990__
1995.__
2000

4, 444
4,829
5,249
5, 705

41
41
41
41

52
52
52
52

30
31
32
32

11.0
11.2
11. 3

12.4

4.5
4.6
4. 6

5.1
2010__
2020___
2030___

6,741
7,966
9,412

41
41
41

52
52
52

33
33
33

15.1
17. 1

16. 6

6.2
7.0
6. 8

2040___ 11,
41 52 33 16.0 6. 6

2050___ 13,

Percent

Average medium-range cost (1977—2001) 11. 0

Average medium-range revenue 9. 9

Average medium-range deficit —1. 1

Average long-range cost (1977—2051) 13. 7

Average long-range revenue 11. 0

Average long-range deficit —2. 7

I Assumed to be 4 times the average 1st quarter covered earnings.
2 Assumed at $4,600 in 1976 and following the trends of the average.

Assumed at the maximum taxable under the program.
4 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 II) in the 1977 OASDI Trustees Report. The replacement rates
pertain to workers with steady employment at increasingearnings and compare the annual retirement benefit
at age 65 with the earnings in the yeas' immediatelyprior to retirement.
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Price indexing
—The actual earnings of a worker would be indexed by the rate of

inflation between the year of retirement and the year the wages
were earned.

—Average earnings calculation would be based on a long averaging
period of each worker's history, as under present law.

—Benefit calculation would be made by applying the new benefit
formula to the average (indexed) earnings. Any dollar amounts
in the formula would be adjusted annually to take account of
annual changes in inflation (as measured by the CPI).

—Replacement rates would decline below the prevailing (1979)
levels.

—The long-term deficit under present actuarial assumptions would
be virtually eliminated.

—Has been supported by the panel of consultants to the Congres-
sional Research Service (Hsiao panel).

Replacement rates under price indexing

(Proposal recommended by panel of consultants to Congressional Research
Service)

• Initial average benefit close to present law in 1979
• Workers earnings records CPI indexed
• Benefit formula bend points CPI indexed
• Benefit formula factors not indexed

[In percent]

Workers with average
earnings1

Replacement rate for
worker with—

Aggregate OA8DI
expenditures

Annual
benefit In Replacement
1977 prIces rate

Low High
earnings 2 earnings 8

As percent As percent
of parroll of GNP'

Year:
1979 --
1985__..
1990___
1995___
2000___
2010_ --
2020..__
2030 --
2040___
2050__

$4, 369 45
4,428 41
4,515 38
4,631 36
4,820 34
5, 263 32
5,855 30
8, 546 28
7,381 27
8,325 26

59 32
53 29
50 28
47 27
45 27
42 27
40 26
37 25
35 24
32 23

10. 9 4. 5
11.0 4.5
11.0 4.5
10.8 4.4
10.5 4.3
10. 6 4. 3
12.0 4.9
12. 8 5. 3
11.8 4.9
10.9 4.5

Percent
Average medium-range cost (1977—2001) 10. 8
Average medium-range revenue 9. 9
Average medium-range deficit —. 9
Average long-range cost (1977—2051) 11. 3
Average long-range revenue 11. 0
Average long-range deficit —. 3

I Assumed to be 4 times the average 1st quarter covered earnings.
2Assumed at $4,600 in 1976 and following the trends of the average.
'Assumed at the maximum taxable under the program.
4 Based on full employment and assunlng 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 II) In the 1977 OABDI 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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TOTAL IMPACT OF ADMINISTRATION FINANCING PROPOSALS ON LONG-
RANGE FINANCIAL STATUS OF TRUST FUNDS

Percent of
tazabie payroll

Deficit under present law —& 2
Savings from decoupling + 4. 1
Effect of:

Employer base increases +0. 9
Employee base increases +0. 1
Sell-employed tax increase +0. 1
Diversion of hospital taxes and acceleration of 2011 tax rate increase_ -- +1. 0
Dependency tests + 0. 1

Residualdeficit 119
While the Administration's proposals would assure sufficient financing for the next 25

years or so and maintain the reserve ratio above one-third in the 1980's, they would have
a long-range deficit of 1.9 percent of taxable payroll, which is equal to about 12.6 percent
of long range expenditures under the program as it would he modified by the Administra-
tion's recommendations. The Administration says that this deficit is to be studied by the
Social Security Advisory Council along with other benefit adequacy questions which would
change the long range deficit



THE RETIREMENT TEST

Under present law the retirement test for social security bene-
ficiaries is applied on both an annual and a monthly basis. For example,
in 1977 if an individual earns over $3,000 during the year, then he
loses $1 in benefits for every $2 earned over that amount. However,
if an individual earns $250 or less in any month, then he will be eligible
for his entire monthly benefit for that month, even if his annual
earnings exceed $3,000.

The exempt amounts are scheduled to increase automatically
every year following a year that an automatic cost-of-living increase
is effective (estimated to be $3,240 a year, or $270 per month in 1978).
Over the course of a year approximately 1.4 million persons aged
65 and over have some or all of their benefits withheld as a result of
the retirement test.

Over 200 Members of the House have sponsored or cosponsored
legislation to liberalize or eliminate the retirement test. Total elimina-
tion would be extremely costly—approximately $6—s 7 billion in 1978;
and 0.37 percent of payroll in the long range. However, there are other
less expensive proposals. The following are cost estimates for proposals
to increase the exempt amount to various levels:

Effective January 1978 increase exempt
amount from $3,240 to—

1st year additional
cost in 1978

(billions)

Long-range cost (as percent
payroll)

of taxable

Decoupled Coupled

$3,600 $0. 3 0. 04 0. 05
$4,000 7 08 .09
$4,500 1. 2

.

12 14
$4,800 1. 5 14

.

17
$5,000 1. 6

.

. 16
.

19
$5,500 2. 1 18

.

22
$6,000 2. 5 20

.

24
$6,500 2.9

.

.21
.

.26
$7,000 3. 2 22 27
$7,500 3. 6 . 23

.

. 28

Alternative methods of revising the basic structure of the retirement test

1. Increase the monthly exempt amount (now $250) by the amount,
if any, by which the "maximum benefit of the type involved" exceeds
the monthly benefit payable to a beneficiary.
First-year cost for 1978 (billion) $1. 1
Longterm cost as percent of payroll:

Decoupled (percent) 0. 13
Coupled (percent) 0. 16

(22)
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2. Reduce the age for exemption from the retirement test from 72
to 65.
First-year cost for 1978 (billion) $2. 9
Long-term cost as percent of payroll:

Decoupled (percent) 0.24
Coupled (percent) 0.30

In comparing this proposal to total elimination of the retirement
test, first-year costs are significantly less for reducing the age from
72 to 65. However, over the long run, t.he costs are fairly• close—
reducing the age to 65 is only 0.07 percent of payroll less than total
elimination.

3. Reduce benefits at the rate of $1 for every $3 earned over the
exempt amount, instead of reducing benefits at the rate of $1 for
every $2 earned over the exempt amount.
First-year cost for 1978 (billion) $1. 1
Long-term cost as percent of payroll:

Decoupled (percent) 0. 05
Coupled (percent) 0.06

In the fiscal year 1978 budget, the Carter administration included
a proposal to eliminate the monthly test of retirement except in the
year of retirement, maintaining the test on an annual basis only.
Under this proposal, if an individual earns over the annual exempt
amount in any year, other than the year in which he first retired
($3,000 in 1977), his benefits for any month in the year would be
subject to deductions even if he earned less than the monthly measure
in that month. Ellininating the monthly test means that people cannot
earn large amounts of income working part of the year, and get social
security for months they do not work. This proposal would result in
savings of $173 million in fiscal year 1978. (President Ford included
the same proposal in his fiscal year 1977 budget..)



DISABILITY INSURANCE, APPEALS PROCESS, AND TEM-
PORARY ADMINISTRATIVE LAW JUDGES (AU'S)

Problems in the disability area, including vocational rehabilitation,
and in the social security appeals area generally are discussed in the
subcommittee print "H.R. 8076—Disability Insurance Amendments
of 1977," which outlines the provisions of Mr. Burke's bill which was
introduced on June 28, 1977. Another major problem involves the
temporary AU's who were authorized by the subcommittee under
Public Law 94—202 to adjudicate all types of social security cases. This
legislation's added flexibility had reduced the hearings backlog from
over 115,000 cases in mid-1975 to a low of about 80,000 cases a few
months ago. At the present time, however, the hearing caseload is
beginning to build up again and has pssed 84,000. This is despite
record productivity for the AU corps. The unwillingness or inability
of the Civil Service Commission to convert temporary AU's to the
regular corps is now causing major morale problem and is leading
toward another appeals crisis. Only a handful of the 180 temporary
AU's have been given permanent appointments and their existing
positions expire by the terms of the legislation on December 31, 1978.

To resolve once and for all the status of these hearings officers,
which has hampered the effective operation of the appeals process for
3 years, Mr. Burke, and some 60 cosponsors, introduced H.R. 5723
which blankets-in the temporary AU's into the regular corps. The
legislation was jointly referred to Ways and Means and the Post
Office and Civil Service Committees. On May 5, 1977, the Employee
Ethics and Utilization Subcommittee held hearings on the legislation
and the Civil Service Commission opposed the bifi as undermining
the merit system for choosing AU's. A committee print prepared by
staff—"Background Material on H.R. 5723: Conversion of Tem-
porary Social Security ALJ's"—suggests that there are many prob-
lems with the "merit" system and that the Civil Service Commission
is not following the intent of Congress in giving credit for experience
adjudicating disability cases. The Post Office and Civil Service Sub-
committee postponed action on the bill for 45 days (until July 9)
pending an attempt by the Bureau of Hearings and Appeals and the
Civil Service Commission to work out a better system of "vouchering"
and in awarding credit for social security adjudication experience.
Staff has learned on an informal basis that the only concession made
by the Civil Service Commission is a vague suggestioii that it will
give more weight to BHA evaluation of those temporary AU's who
have qualified for the AU register. Since the major problem with the
temporary AUJ's is their inability to get on the register in the first
place, a meaningful administrative solution has not been achieved
and legislative action appears to be still necessary.

(24)



COVERAGE

Universal coverage
Most discussions on the desirability of extending social security

coverage conclude with favorable expressions as to the desirability of
providing "universal coverage" as a concept but with reservations
as to its practicality. By "universal coverage" these discussions do
not mean extending coverage to all of the paid work performed
in the United States. Rather they are concerned chiefly with extending
compulsory coverage to Federal civilian employment, to employment
for State and local governments, and to employment by nonprofit
organizations. The relatively minor exceptions to compulsory coverage
such as the provisions which allow clergymen, and the sell-employed
members of the Old Order Amish Church to opt out and the exclusions
from coverage of newsboys and inmates ofpenal institutions, for
example, persumably would be continued. This section, therefore,
does not deal with universal coverage but is limited to the three
major exclusions—Federal civilian employment, employment by State
and local governments, and employment by nonprofit organizations.

FEDERAL CIVILIAN EMPLOYMENT
Present law

The Social Security Act excludes from coverage Federal civilian
employment that is covered under a staff retirement system (such as
the civil service retirement (CSR) system) established by a law of
the United States. For the calendar quarter ending December 31, 1975,
out of a total of 2.7 million Federal civilian employees about 2.4
million were excluded from social security coverage because they were
covered under a Federal staff-retirement system. About 350,000 em-
ployees not covered under staff-retirement systems were covered by
social security.
Two major problems.

The exclusion of Federal civilian employment from social security
coverage causes two maj or problems for the large number of workers
who shift between Federal employment and work covered under
social security:

1. The first problem is that there are gaps in protection of many
individuals who have worked under both the social security and CSR
systems. Some individuals may qualify for benefits under only one
system with the result that their benefits are not based on their
lifetime earnings and contributions to both systems. Others fail to
get benefits under either system. As an example, employees who be-
come disabled or die after leaving Federal employment have no
carry-over protection from their period of Federal service. The sur-
vivors or the disabled worker and his dependents may have no pro-
tection at all if the worker did not have enough employment covered
under social security to become insured under social security. Also

(25>
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80 percent of the workers who leave Federal employment before retire-
ment withdraw their retirement contributions and thus have no
retirement protection based on their Federal service even when they
have worked long enough to qualify for an eventual pension.

There are also gaps in the disability and survivors protection of
Federal employees who do not shift between Federal employment and
other work but who have not completed very substantial periods of
Federal service. It generally requires many more years of Federal
service before a Federal civilian employee's family survivorship pro-
tection reaches the level that would have been provided under the
social security system if his Federal service had been covered by social
security. In some cases the CSR family survivorship protection never
reaches the social security level regardless of the length of Federal
service. In disability cases the CSR system guarantees a minimum
benefit level after 5 years of Federal service for a disabled worker
with no dependents which is generally higher tha.n the benefit which
would be payable under socia.l security to a disabled worker with no
dependents. However, if the disabled worker has dependents the CSR
system family disability protection is in many cases less than social
security would provide because social security provides benefits to
family dependents while the CSR system provides benefits only to the
disabled worker.

2. The second major problem resulting from the exclusion of Federal
civilian employment from social security coverage is that many
individuals who have worked under both the social security and CSR
systems are able to qualify for social security benefits in addition to
substantial CSR benefits. In many of these situations the social
security benefits may be characterized as windfall benefits because,
although they are in the lower benefit range, they are heavily weighted
and represent a relatively high return on the worker's social security
contributions. This situation is unfair to all workers covered under
social security and to their employers who must bear the cost of the
windfall social security benefits payable to Federal employees.

A special study conducted in 1969 by the Social Security Admin-
istration in cooperation with the Civil Service Commission indicated
that about 43 percent of civil service retirees were entitled to social
security benefits. This figure is probably closer to 50 percent today
because of Public Law 89—504, which permitted Federal civil service
employees, beginning in July 1966, to retire on an unredueed annuity
at age 55 with 30 years of Federal service. As a result, many civil
service employees now retire at younger ages and have more oppor-
tunity to acquire social security coverage; more civil service retirement
annuitants are now under age 62, the age when social security retire-
ment benefits are first payable. (On the other hand, the increasing
social security insured status requirements make it somewhat more
difficult for younger civil service employees to qualify for social
security retirement benefits.)
Loss of income

Because Federal civilian employment is not covered under the social
security program the income to the trust funds is some $5 billion less
this year than it might be. The Social Security Administration actuary
estimates that if coverage were extended to all civilian employees of
the Federal Government on January 1, 1980, the additional incrne to
the cash-benefits trust funds would be:
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Additional income
(In billions of dollars]

. OABDI HI Total

Calendar year:
1980_
1981

5. 1
5.9

1. 1
1.6

6. 2
7.5

1982 8. 7 1.8 8.5
1983 7.5 1.9 9.4
1984 8.5 2.1 10.6

If coverage were extended to all current civilian employees, it would
be advisable to make changes in the civil service retirement program
which would prevent the payment of excessive benefits and to reduce
the cost of both employees and the Federal Govermnent. (If no change
were made in either program the combined 1981 cost to the employee
and the employing agency under present law would be 26.1 percent
of earnings up to $21,900 and 14 percent on earnings above that
amount.)

Because current Federal employees have built up expectations as to
the retirement and survivor benefits they might qualify for under the
present law, some have suggested that coverage could be extended
only to (1) new employees or (2) employees with less than 5 years of
Federal employment and who therefore could not qualify for a retire-
ment annuity under present law without additional employment.

STATE AND LOCAL GOVERNMENT EMPLOYMENT

Pre8ent law
Social security coverage for employees of the States and their po-

litical subdivisions is available only through agreements between the
Secretary of Health, Education, and Welfare and the States. Each
State decides what groups will be covered, subject to provisions in the
Federal law which assure retirement system members a voice in the
coverage decision. Under these provisions, about 70 percent—some
8 million out of the approximately 12 million State and local em-
ployees—are covered under social security. Of approximately 4 mil-
lion employees who are not covered, around 250,000 are in occupations
that are excluded from coverage, e.g., university students. The great
majority of those not covered under social security are covered under
a State or local retirement system.

The social security law permits termination of coverage for employ-
ees of State and local governments. The action to terminate coverage
must be taken by the State, rather than by the employees of the State
and local governments involved. The State must give 2 years' advance
notice of its desire to terminate social security coverage of the employ-
ees of a political subdivision and such notice cannot be given until after
the coverage has been in effect for at least 5 years. The social security
law also provides that once coverage has been terminated for a
coverage group it can never again be provided for that group. In
addition, the Secretary of Health, Education, and Welfare may ter-
minate an agreement if after a hearing he finds that a State either had
"failed or is no longer legally able to comply with any provision" of
the agreement.
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Constitutionality of compulsory coverage
The Social Security Act excludes from mandatory coverage all em-

ployment for States and localities, primarily because of the question
of the constitutionality of any general levy of the employer tax on
States and localities. In its report to the Committee on Ways and
Means of the House of Representatives in 1939, the Social Security
Board stated that "no method has yet been devised which would over-
come constitutional difficulties and also protect the old-age insurance
system against adverse selection."

• There is, of course, no way to tell in advance how the courts would
rule on a provision extending compulsory social security coverage to
the States and localities. The most recent Supreme Court decision on a
somewhat related matter (National League of Cities v. Usery) declared
that it was unconstitutional to impose the requirements of the Fair
Labor Standards Act on the States. The 5 to 4 decision was based
on the Court's view of the constitutional relationship of the States
to the Federal Government under the Commerce Clause but did not
indicate whether similar limitations exist with respect to the power
of the Federal Government to tax the States.

The Social Security Administration actuary estimates that if cover-
age were extended to all employees of State and local governments on
January 1, 1980, the additional income to the cash-benefits programs
would be:

Additional income
(In billions of doilarsi

OASDI HI Total

Calendar year:
1980 4.0 0.9 4. 9
1981 5. 8 1. 5 7.3
1982 6.6 1.7 8.3
1983 7.4 1. 9 9. 3
1984 & 4 2. 1 10. 5

Termination of coverage
By the early 1960's all States had made coverage agreements and the

percentage of State and local employees covered under social security
had reached its present level—about 70 percent of all State and local
employees are covered under social security. During the 1950's and
1960's there were very few terminations of coverage—rn many cases the
terminations resulted from dissolutions and consolidations of political
subdivisions. The number of State and local employees brought under
coverage each year always well exceeded the number of terminations
up until 1975. However, in 1975 the number of positions newly covered
exceeded the number of positions terminated by only 1,905. Coverage
was terminated for about 15,105 jobs in 1975, while only 17,010 addi-
tional jobs were covered under the coverage agreements.

In the past few years there has been an increasing trend in the termi-
nation of social security coverage. By March 1972 coverage had been
terminated for 133 entities employrng about 9,900 workers (an average
of 74 workers per entity). As of December 1975 the number of entities
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terminated had increased to 320, and the number of employees in-
volved to about 42,035. (The terminations between 1972 and 1975
averaged 139 employees per entity.) The Social Security Adininistra-
tion expects the number of employees terminating to accelerate begin-
ning this year based on notices filed by the States of the intent to
terminate coverage. By December 1977, based on requests already re-
ceived, the Social Security Administration expects coverage to be
terminated for another 205 entities employing about 63,000 workers
(anaverage of 307 employees per entity).

The following table shows the year-by-year terminations of coverage,
including terminations which have not gone into effect but for which
notifications of terminations have been filed by the State.

Number of State and local government groups and employees whose
social security coverage will have been terminated by Dec. 31, 1978—by
year

Number of Number of
groups employees

Year:
1959 1 3
1960 0 0
1961 1 5
1962 0 0
1963 2 41
1964 10 132
1965 4 105
1966 5 33
1967 11 323
1968 14 863
1969 21 1,369
1970 29 2,456
1971 33 2, 843
1972 41 6,992
1973 33 4,616
1974 68 8,828
1975 47. 13,426
1976 55 8, 117
1977 150 54,860
1978 37 23 449, 940

Total 562 554, 952

1 First termination occurred in 1959. FIgures for 1976 through 1978 based on notices of termination filed
1973 through March 1976.

2 Notéce termination may be withdrawn at any time before the end of the 2-year notice period.
8 About 391,500 of these are employees of New York City.

8ource Social Security Administration, Bureau of Data Processing.

Major problems
The exclusion of significant numbers of State and local government

employees from social security coverage creates two broad classes of
problems. One, regarding those employees who have never had cover-
age and the other involving those whose coverage is terminated. For
both groups the gaps in protection and the availability of windfall
benefits discussed earlier in connection with coverage of Federal
civilian employees exist.
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In addition special problems exist with regard to those for whom
coverage is terminated. For example, when coverage is terminated
for a group, some employees who wish to continue to be covered are
nevertheless terminated because part of the group desires termination.
This has occurred most frequently in the case of policemen and firemen
who have aggressively campaigned for termination even though em-
ployees in the group who are not policemen or firemen have opposed
termination. This is an especially serious situation because the staff-
retirement protection for the policemen and firemen is often con-
siderably more liberal than for other members of the group who suffer
serious deficiencies in their protection when coverage is terminated.

The basic motivation for terminating coverage is to reduce costs to
the Government, to the employee or to both. At the same time there
appears to be a genuine attempt to .reduce cost without impairing the
protection provided to the individual workers. As a result, social se-
curity coverage has been terminated on the assumption that a new
plan would provide comparable protection at a lower cost. However,
this may not always be the case. Even if the alternative plan is to
greatly mprove the retirement system protection, often the additional
costs resulting from the liberalizations are inadequately financed. In
some cases the retirement systems are financed completely on a current
cost basis which, while suitable for the social security program which is
backed by the capacity of the national work force to finance it, is not
desirable for a retirement plan for a relatively small group of em-
ployees. In other cases a State and local employer, due to a shortage of
operating funds, may divert contributions mtended for the retirement
system to other purposes. In these cases there is a real future threat to
the ability of the plan to continue paying its promised benefits.

Termination of coverage also has significant financial effects on the
social security program. In many cases coverage is terminated after
most of the employees have worked long enough to qualify for benefits.
Where the benefits paid to these employees are based on less than a full
working lifetime of covered employment, the weighted benefit formula
results m benefit payments that provide an excessive return for the
contributions paid on the workers earnings. Also, termination of cover-
age can create serious short-term financing problems. For example,
when the city of New York announced that it would terminate cover-
age, the Social Security Administration estimated that income to the
social security trust funds would be decreased by about $3.1 billion in
the period 1978 through 1982. (Since that time the city of New York
has indicated that it would not go through with the plan to terminate
coverage.) Thus, while the coverage termination may represent only a
small percentage of total covered employment, it represents significant
amounts of money.

Because termination of coverage can have adverse effects on
individuals and the social security program there have been sugges-
tions that if compulsory coverage of State and local government
employment is not possible, consideration might be given to eliminat-
ing the provisions which permit a State to terminate coverage agree-
ments.
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EMPLOYMENT BY NONPROFIT ORGANIZATIONS

Present law
Work performed for a nonprofit religious, charitable, educational,

or other tax-exempt organization specified in section 501(c) (3) of the
Internal Revenue Code is covered under social security if the orga-
nization files a certificate with the Internal Revenue Service waiving
its exemption from social security taxation. (Work performed for other
nonprofit organizations is covered compulsorily.) Work performed by
an employee of a tax-exempt nonprofit organization is covered only if
the remuneration paid for such work is $50 or more in a calendar quar-
ter. The organization can elect up to 5 years of retroactive coverage for
its employees at the time it files its waiver certificate. The waiver
certificate must be accompanied by a list of workers who are employed
when the waiver is filed, or were employed in the retroactive period,
who desire to be covered under social security; employees hired (or
rehired) in the future are covered compulsorily. The organization can
amend the list of employees who desire coverage to include additional
employees during the 2-year period following the calendar quarter in
which the waiver certificate is filed.

Nonprofit organizations may terminate coverage for their employees
upon giving 2 years' advance notice but the notice may not be given
until the coverage has been in effect for at least 8 years. Also, the Sec-
retary of the Treasury can terminate the coverage if an organization
is no longer able to meet the requirements of section 501(c)(3) of the
Code or if it is unable to pay the required social security contributions.
Once coverage has been terminated for a nonprofit employer, the em-
ployer carmot again provide social security coverage for its employees.

About 90 percent of the roughly 4 million employees of nonprofit
organizations included in section 501(c) (3) of the Internal Revenue
Code are covered under social security. Of those employees not
covered under social security about 210,000 could be covered if the
employing organizations waived their tax-exempt status and the em-
ployees chose to be covered, and about 150,000 are excluded by Federal
law because they are paid less than $50 for work performed in a cal-
endar quarter or because the services they perform are excluded from
social security coverage. Over the years a total of about 133,000 orga-
nizations have waived their tax-exempt status and provided coverage
for their employees. Coverage under the provisions in the law applica-
ble to nonprofit employers has been terminated for about 131 of these
organizations. (The number of employees whose coverage was termi-
nated is not known.)
Compulsory coverage

Although the idea of voluntary coverage for nonprofit organizations
is premised on the traditional tax exemptions provided to religious
and charitable organizations, Congress could (if it wished to do so)
extend compulsory coverage to employment for nonprofit organiza-
tions.
Public Law 94—563

Late in the 1976 session, the subcommittee approved a bill on
nonprofit organizations which was enacted as Public Law 94—563
signed on October 19, 1976. The bill sought to deal with situations
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which arose because the Internal Revenue Service bad allowed thou-
sands of nonprofits to pay social security taxes erroneously in that
they had not ified the waivers necessary to cover their employees
under social security. The bill accomplished its principal purpose of
validating the taxes for the organizations and their employees. How-
ever, the bill also affected some other organizations in ways that were
not intended. For example, it covered organizations which had learned
they were paying the taxes erroneously and had not sought or received
refunds but simply stopped paying the taxes. It had the effect of
bringing these nonprofits back under social security and requiring
them in some instances to pay considerable amounts to cover payment
of back FICA taxes from the point that they stopped paying these
taxes. The bill seems to have worked a hardship on some of these
organizations and others in different situations.



THE GOLDFARB DECISION

There has been increasing concern over areas of sex discrimination
under the social security system.

In Galifano v. Goldfarb, decided on March 2, 1977, the Supreme
Court ruled that the provision requiring widowers to prove depen-
dency in order to collect benefits on their wives' records was unconsti-
tutiona.l. The Court later ruled that husbands do not have to prove
dependency either. (Social security never required wives or widows
to prove dependency in order to collect benefits, since the system
was based on the premise that a woman was dependent on her husband.)
The result of. these decisions is that approximately 520,000 widowers
and husbands are now eligible for benefits, costing the social security
system about $515 million in fiscal year 1978. The following is a
breakdown of costs and beneficiaries concerning the decisions:

Cost and number of people affected by eliminating dependency for husband&
and widowers

(Dollar amounts in mlllionsl

Fiscal year Total Husbands Widowers

I. Cost:
$100 $70 $3&

II.

1977
1978
1979
1980
1981
1982

Number of people affected

515
621
588
646
707

270
310
309
340
372

245
311
279'
306
335'

520, 000 299, 000 221, 00

273,000 (114,000 husbands and 159,000 widowers) would get
partial benefits because they are receiving social security benefits.
as workers.

247,000 (185,000 husbands and 62,000 widowers) would get full.
husbands' and widowers' benefits.

It is important to note that many of these husbands and widowers.
are civil service annuitants who will receive the social security benefits
as a windfall. The following are legislative alternatives to the Goldfar&
decision which would reduce the cost of paying benefits to spouses
widows, and widowers:

I. Administration proposal (see p. 9).
(33)
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II. Offset proposals—Reduce the social security benefits for spouses
and surviving spouses by the amount of any other governmental
pension to which they are entitled.

A. Affecting wives, widows, husbands, and widowers who be-
come eligible after implementation of offset legislation:

Reduction in outgo in fiscal year 1978 over present law:
$47 million.

Net cost of Goldfarb decision as modified: $468 million
($515 million — $47 million).

Number of people who would have benefits completely or
partially reduced by the offset in the first year: 25,000
husbands and widowers; 10,000 wives and widows.

B. Affecting wives, widows, husbands and widowers who became
eligible after the Goklfarb decision:

Increase in outgo in fiscal year 1978 over law in effect
prior to Goldfarb: $38 million.

Net savings of Goldjarb decision as modified: $477 million
($515 million—$38 million).

Number of people who would have benefits completely or
partially reduced by the offset in the first year: 100,000 hus-
bands and widowers; 10,000 wives and widows.

C. Affecting all wives, widows, hisbands and widowers on the
benefit rolls as well as new beneficiaries:

Reduction in outgo in fiscal year 1978 over present law:
$0.7 billion.

Net savings due to Goldfarb decision as modified: $0.2 bil-
lion ($0.7 billion — $0.5 billion).

Number of people who would have benefits completely or
partially reduced: 445,000 husbands and widowers; 190,000
wives and widows (180,000 wives and widows on rolls in ad-
dition to the numbers affected under Alternative A.)

III. Dependency Requirement—Establish a dependency requirement
(one-half support) similar to the requirement applied to husbands and
widowers prior to Goldfarb.

A. Affecting wives, widows, husbands and widowers who came
on the rolls after implementation of legislation requiring depend-
ency test:

Reduction in outgo for fiscal year 1978 over present law:
$108 million.

New cost of Goldfarb decision as modified: $407 million
($515 million — $108 million).

Number of people who would have benefits eliminated:
30,000 husbands and widowers; 75,000 wives and widows.

B. Affecting wives, widows, husbands, and widowers who be-
came eligible for benefits after the Goldfarb decision:

Reduction in outgo for fiscal year 1978 from law in effect
prior to Goldfarb: $141 million.

Net savings due to Goldfarb decision as modified: $656 mil-
lion ($515 million + $141 million).

Number of people who would have benefits eliminated:
550,000 husbands and widowers; 75,000 wives and widows.
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C. Affecting all wives, widows, husbands and widowers on the
benefit rolls:

Reduction in outgo for fiscal year 1978 from law in effect
prior to Gokljarb: $1.1 billion.

Net savings due to Goldjarb decision as modified: $1.6 bil-
lion ($1.1 billion + $0.5 billion).

Number of people who would have benefits eliminated:
550,000 husbands and widowers; 1.1 million wives and
widows.



TOTALIZATION

The Ford administration submitted a bill in 1976, the International
Social Security Agreements Act (H.R. 14429), to give the President
authority to enter into bilateral agreements on social security with
interested countries. The subcommittee held a hearing on the bill in
August. It is expected the bill will be resubmitted by the Carter
administration.

The bill has two purposes: (1) to authorize agreements, known as
totalization agreements, providing for limited coordination between
the U.S. social security system and the systems of the other countries,
and (2) to eliminate dual social security coverage for the same work in
each country covered by an agreement.

Under an agreement, the periods of work in each cOuntry would be
totalized so that many workers would Qualify for benefits which they
now are denied because they do not work long enough to qualify for a
benefit under the system of one or both countries. To determine the
amount of benefits payable based on combined earnings under the
U.S. and foreign systems, each country would compute a theoretical
social security benefit under its own laws based on covered work in
both countries. However, each country would pay only a part of this
benefit—the amount payable would be based on the proportion of total
covered employment that was completed in the country paying the
benefit. For example, if a worker had 8 years of work covered under the
U.S. social security system and 8 years covered under the Italian social
security system, the United States would compute a benefit based on
the total 16. years of work but would pay only one-half of that benefit
because only one-half of th total period of work was covered under
the 'U.S. social security system. Italy. would do the same.

The dual coverage provisions of an agreement would simply exempt
from coverage under one system work covered under the other system.
The exemption from coverage would depend on the nationality of the
'worker, where he ordinarily resides, and the country in which the work
was performed. For example, a U.S. citizen working for a time in the
branch office of a U.S. employer in Italy would remain covered under
the U.S. system and would be exempted from coverage under the
Italian system. This would tend to reduce the number of cases in
'which the worker would have covered work in more than one country
and would therefore reduce the number of cases where totalization
would apply.

The United States already has signed two totalization agreements—
with Italy (1973) and West Germany (1976). These cannot take
effect until the authorizing legislation has been enacted. Social Security
Administration officials have testified that some discussions have
taken place with other countries and that perhaps 15 agreements
might eventually be negotiated. The proposed legislation is of special
interest to many former German citizens now living in the United
States. The agreement already signed would restore to these citizens a

(30)
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right, cut off in 1972, to make voluntary contibutions to the West
German social security system and qualify for substantial benefits.
It also could be of some benefit to persecutees driven out of prewar
Germany who are seeking to make retroactive payments to the West
German system and to former Germans who worked in areas which
ire now under communist overnments and who are seeking to have
this work counted for credit under the West German social security
system.

SSA officials, in testimony last year, met an objection made by
some members of the Social Security Subcommittee by agreeing that
individual totalization agreements would be submitted to Congress
60 days before taking effect. This would give Congress an opportunity
to review each agreement and its effect on our social security system.

The officials estimated in the initial years the legislation would
result in $4 million annually in additional OASDI payments to persons
covered by the German and Italian agreements. In addition, they
said elimination of dual coverage would reduce OASDHI tax income
by $4 to $7 million in the first years and by perhaps as much as $25
million if 15 agreements eventuafly were in effect.

However, they said there would be a net gain of $15 to $20 million
annu ally at the outset in the U.S. international balance-of-payments
position, in large part because of a reduction in the amount, of taxes
U.S. employers would have to pay in social security taxes to West
Germany and Italy.

First-year administrative costs were estimated at $3.8 million.
But alter that year, the costs were estimated at about $600,000
annually.



COMBINED ANNtTAL WAGE REPORTING

Public Law 94—202 authorized employers to make a single annual\
report of wages for social security and Federal income tax purposes
beginning in January 1978. That law, however, did not relieve the
Social Security Administration of the need for quarterly wage in-
formation for determining the numbers of quarters of social security
coverage which any individual earns, and consequently employers are
still required to bear the burden of reporting quarterly wage data.
(Quarters of coverage are used to determine whether a person has
worked for a sufficient period of time in employment covered under
social security to be eligible for benefits.)

The administration has therefore recommended the establishment
of an annual wage reporting system under which quarterly wage
informati.on for each employee would no longer be reported by em
ployers. A bill (H.R. 8057) to accomplish this has been introduced by
Mr. Burke, the chairman of the subcommittee. Except for summary
wage and tax liability information, which would continue to be filed
quarterly with the Internal Revenue Service on form 941, only annual
wages without a quarterly breakdown would be reported using the
form W—2 as the annual report of wages for both social security and.
income tax purposes. With the exception of household employees,.
this would constitute the sole means of reporting income tax with-
holding and social security information on individual employees.

Under the annual reporting system, it would be necessary to measure
a quarter of coverage in terms of annual earnings, since quarterly
earnings data would no longer be available. (Under current law, a
quarter of coverage is generally any calendar quarter in which an
individual has been paid at least $50 in wages.) Under H.R. 8057 an
individual would earn one quarter of coverage for each $250 of annual.
earnings, not to exceed four quarters of coverage in any calendar year.
The annual earnings necessary for a quarter of coverage would be
automatically increased on an annual basis to reflect increases in.
average wage levels.

(88)



FREEDOM OF INFORMATION AND PRIVACY IN THE
• SOCIAL SECURITY SYSTEM

There are four provisions of law or regulation affecting disclosure
of records from the Social Security Administration:

(1) Section 1106 of the Social Security Act;
(2) Regulation No. 1;
(3) Freedom of Information Act (FOIA) as amended by the

"Government in the Sunshine Act"; and
(4) The Privacy Act.

First, section 1106 of the Social Security Act permits, but does
not require (except for use in locating absent parents and enforcing
child support payments), disclosure of personally identifiable informa-
tion contained in the social security system records. Second, Regu-
lation No. 1 (20 CFR 401) prescribes what information the Social
Security Administration may release without violating its pledge of
confidentiality and only as necessary for the administration of the
Social Security Act. Third, the Freedom of Information Act requires
the disclosure of records and statistical data that do not relate to
information of a personally identifiable nature. Fourth, the Privacy
Act provides some safeguards against an invasion of personal privacy;
it grants the individual the right of access to most information per-
taining to him in a system of records, the right to obtain a copy of the
records, and to request correction or amendment of the record.

The purpose of section 1106 of the Social Security Act is to prevent
widespread dissemination of information of a personal nature gathered
by the Social Security Administration in the administration of the
Social Security Act. Section 1106 has provided the Secretary of Health,
Education, and Welfare with broad discretion, except as otherwise
provided by law, as to what information maintained by the Social
Security Administration may be disclosed. Under the authority of
section 1106, Regulation No. 1 governs the disclosure of personal
information from social security files. Basically information can be
disclosed only for the administration of the social security program,
administration of Federal welfare, tax, and immigration laws, or as a
service to individualparticipants in the program

The Freedom of Information Act of 1967 provides for the broad
disclosure of information in Federal files. The FOIA originally had
little effect on the disclosure policies of the Social Security Administra-
tion with regard to personal information, because while the FOJA
required that Federal agencies make records available upon request
from an individual, section 1106 of the Social Security Act was on-
sidered to be an exempt statute under section 552(b) (3) of the FOTA.

The "Government in the Sunshine Act" (Public Law 94—409)
which became effective March 12, 1977, amended section 552(b) (3)
of the FOIA so that a Federal agency may refuse to disclose informa-
tion exempted by statute only if the statute which serves as the basis

(39)



40

for refusal (a) requires that matters be withheld from the public in
such a manner as to leave no discretion on the issue, or (b) establishes
particular criteria for withholding or refers to particular matters to
be withheld.

The report of the conference committee on the Sunshine Act made
it clear that section 1106 of the Social Security Act as presently
written is a statute whose terms do not bring it within this exemption.
The effect of this amendment to the FOJA has been to require the
disclosure of information previously protected by section 1106 and
Regulation No. 1 unless another FOIA exemption applies, or unless.
another statute, which qualifies under section 552(b) (3) of the FOJA
as an exempt statute, prohibits disclosure.

Disclosure of personal information from social security files is now
governed by an mterim regulation published in the Federal Register
on March 16, 1977. In announcing the interim regulation, the Secretary
of Health, Education, and Welfare indicated that the Department had
undertaken an "indepth evaluation of existing policy" with the inten-
tion of establishing a final set of rules. He pointed out that the FOIA
exempts from disclosure information "the disclosure of which would
constitute a clearly unwarranted invasion of personal privacy." As
a result, he did not anticipate or intend any "significant change in the
availability of beneficiary or worker information."

The Social Security Administration is also currently exploring the
possibility of amending section 1106 of the Social Security Act to
comply with section 552(b) (3) of the FOIA as amended by the Sun-
shine Act as a further safeguard for the personal information contained
in social security ifies.

Under the provisions of the Privacy Act of 1974 (5 U.S.C. 552a),
an agency is prohibited from releasing information to a third party or
another agency, without the llrior, written consent of the individual
to whom the record pertains. In general, Regulation No. 1 was more
restrictive in its disclosure policies than the Privacy Act, and the
primary impact of that law on the social security system was to insure
that an individual would have access to his or her own record. The
protection of the Privacy Act against disclosure is limited in that the
information to which it applies is that contained in a "system of
records." Furthermore, while the Privacy Act prohibits the disclosure
of personal information without the consent of the individual, there
are 11 exceptions to this requirement which do permit disclosure.
Among the 11 exceptions are (1) information required to be released
under the Freedom of Information Act; (2) information required for
operation of an agency; and (3) information ordered to be made
available by a court of competent jurisdiction.
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SHORT-TERM FINANCING OF THE SOCIAL SECURITY
TRUST FUNDS

The social security system is the Nation's primary means of pro-
viding economic security to workers and their dependents or. survivors
in the event of retirement, death, or disability. There are presently
over 33 million people receiving monthly social security benefits and
about 107 million workers who will contribute to the system this year.

The social security system is financed on a current-cost basis. That
is, current taxes paid by workers and their employers are paid out to
current beneficiaries. The trust funds form contingency reserves to
be used in the event that, due to some unanticipated situation, outgo
exceeds income in a given year or years.

PAYROLL TAX

The payroll tax is paid by employees, employers, and the self-
employed. Funds are allocated as specified by law into the following
trust funds to support the respective programs:

(1) The old-age and survivors insurance trust fund (OASI);
(2) The disability insurance trust fund (DI); and
(3) The hospital insurance trust fund (HI), p_art A of medicare.'
The following is a schedule of present law OASDHI payroll tax rates:

TABLE 1.—Present w tax rates

(In percent]

Calendar year OASI DP OASDI HI OA$DEI

EMPLOYERS AND
EMPLOYEES, EACH

1977
1978

4.375
4. 350

0.575
. 600

4.95
4. 95

0.90
1. 10
1. 10

5.85
6. 05
6.051979

1980
1981

4.350
4. 350
4.300

.600
. 600
.650

4. 95
4.95

1. 10
1.35
1.35

6. 05
6.30
6.301982 4.300 .650

SELF-EMPLOYED
7.901977

1978
6.185
6.150

.815

.850
7.0
7.0
7. 0

1.10
1. 10

8. 10
8. 101979

1980
1981

6. 150
6.150
6.080

. 850

.850

.920
7.0
7.0

1.10
1.35
1.35

8.10
8.35
8.351982 6.080 .920

There is no separate tax for disability insurance but the amounts indicated are allocated from the OASDI
tax under the law.

I Part B of medicare is financed by premium payments and payments from the General
Treasury.

(1)
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TAXABLE WAGE BASE

The payroll tax is applied to earnings up to a certain amount estab-
lished by. law. In 1977 the taxable wage base is $16,500. Legislation
enacted jn 1972, which provided for automatic cost-of-living increases,
also provided forautomatic increases in the wage base. (It was thought
that the cost of the benefit increases could be financed from the
additional income which would result from rising wage levels in-
cluding aitomatic increases in the contribution and benefit base.)
These' automatic 'increases occur 'in the year after an automatic
cost-of-living increase is effective, and the actual dollar increase is
based on the increase in wages as reported to the Social Security
Administration. A schedule of present and estimated future wage
baser levels' follows:

'TABLE 2.—Contribution and benefit base
Calendar year:

1977 . $16,500
1978 '. ' 17, 700
1979 18,900
1980 20,400
1981 21,900

SI0RT-TERM FINANCING

Appropriat Trust Fund 'Size
The social security program has generally been considered ade-

quately anced in the short term if (1) annual income is approxi-
mately equal to or slightly in excess of annual outgo and (2) the trust
funds are large enough to wether moderate to severe recessions
without increasing social security contributions until economic
recovery is underway. There is a wide range of views on the appropri-
ate near term trust.fund level, ranging from very low (20 to 30 percent
,f annual outgo) to ,very large (over 100 percent). .. S

The 1971 'Advisory Council on Social .Security. recommended that
the trust funds maintain a reserve ratio equal to 100 percent of annual
outgo and that the 'trustees notify the Congres if the reserves were
Cpcted to"g4 over 1?5 percent or under 75 percent. .This..recommen-
:dtion was• upported 'in principle by both the executive and. legisla-
•tive branches at the, time it was put .forward tinder the -1972'legisla-
'tio (Publi 'Law 92—603), the trust funds were expected to remain
'at' about 80 percent 'of annual ekpenditures for a number of years
and to gradually build to 100 percent. According to the estimates
made at the time of. the last' major social security legislation 'in 1973,
jt '-as expdtted that there would 'be annual excesses of icOme over
outgo over the short range, 'but the OASDI funds were projected to
decline from 'about 72 percent of expenditures at the end of .1.973 'to
about 62 percent at he end of 1977. At the time of the 1973 legiela-
tion, the recession was just getting underway and as a result of'it,
and much .Iigher, than expected öostof -living increases, reserves have
since fallen to less than 50 percent. ' .

The .Fprd adistration flnancin proposals in 1975 and 1976 wers
designed to prevent the reserve ratio from falling 'below' one-third of
annual outgo during the next 5 years in order to (1) prevent 'erosion
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of public confidence, (2) provide some degree of protection against
adverse economic conditions, and (3) provide time to take further
steps to deal with longer range financing needs.

The Carter administration has recommended a reserve ratio, of
about 35 percent as a short-term goal (1982) if countercydical general
revenues are provided to protect the trust funds against the loss of
income due to' unemployment in excess of 6 percent. Without the
general revenue proposal, the Carter administration believes the
reserve ratio should be equal to 50 percent of annual outgo in order
to meet the needs of the system during a recession as severe as the
recent one.
Short-Term Deficit

Under the provisions of present law and the, economic and demo-.
graphic assumptions used by the Board of Trustees, the annual excess
of outgo over income that began in 1975 is expected to continue and to
grow each year into the future.

The short term is generally defined as the next 5 to' 10 years, the
medium range as the next 25 years (through 2001), and the long term
as the next 75 years (through 2051). Although the near term deficits
are quite small when compared to the deficits over longer periods, the
current and projected deficit over the next 5 to 10 years is the most
critical problem facing the program today.

In 1970, the OASDI trust funds combined had a balance of about
1 year's outgo. At the beginning of 1977 the balance had been reduced
to 47 percent of a year's outgo. This trend will continue, and the
combined funds will be exhausted in 1982 unless, action is taken to
correct this situation. The disability trust fund will be depleted In
1979 or even late 1978.

The operations of the trust funds are extremely sensitive to changes
in economic conditions. Outgo is higher than was estimated in the
past because the rate of inflation during the last few years has been
higher than had been expected, and under the automatic benefit
increase provisions in the law, benefits have been increased more
than was expected. Although income has also been higher than 'was
expected, it has not been enough to offset the increase in outgo 'due
to the rapid rise in benefits. In addition, the high rate of unemploy-
ment in recent years has resulted in fewer people contributing to the
system than was previously expected while' the number of benefici-
aries is higher than estimated. Finally, the experience in the disability
program has been extremely adverse.
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TABLE 3.—Estjmated operations of the OASI, DI, combined OASDI,
and Iii trust funds during calendar years 1976—81, based on the
intermediate economic assumptions of the 1977 Report of the Board
of Trustees

[Dollar amounts in billions]

Disburse-
Calendar year Income tuents

Net Increase
In fund

Fund at end
of year

Fund at begin.
ning of year as
a percentage of
disbursements

during year

OASI
19761 $66.3 $67.9 —$1.6 $35.4 54
1977 72.5 75.6 —3.1 32..3 47
1978 79. 8 84. 0 —4. 2 28. 1 38
1979 87. 7 92. 0 —4. 3 23. 8 31
1980 96. 1 100. 6 —4. 4 19. 4 24
1981 102.8 109.4 —6.7 12.7 18

DI
1976' 8.8 10.4 —1.6 5.7 71
1977 9.6 12.0 —2.4 3.3 48
1978_ 10.9 13.6 —2.8 .5 2419792 11.8 15.3 —as —3.0 3
1980 12. 8 17; 4 —4. 6 —7. 6 (3)
1981 2 14. 6 19.5 —4. 9 —12.5 (3)

OASDI
1976 1 75. 0 78. 2 —3. 2 41. 1 57
1977 82. 1 87. 6 —5. 5 35. 6 47
1978 90.7 .97.6 —7.0 28.6 36
1979 99. 6 107. 4 —7. 8 20. 8 271980 108.9 117.9 —9.0 1L8 181981 117.4 128.9 —11.5 3 9

HI
1976 1 13. 8 13. 7 . 1 .10. 6 77
1977 16. 1 16. 2 —. 1 10. 5 66
1978 20.9 19.0 1.9 12.4 55
1979 23.4 22.2 1.2 13.6 56
1980 25.6 25.7 —.1 13.5 53
1981 33.2 29.7 3.6 17.0 45

I Figures (or 1976 represent actual experience.
Figures for 1979-81 are theoretical because it is estimated that the disability insurance trust fund will be

exhausted In 1979.
Fund exhausted in 1979.

N0TE.—Totals do not necessarily equal the sum of rounded components. Estimates reflect minor adjust-
ments that were made to the 1977 Trustees Report in recognition of actual experience.

It is clearly evident that additional revenue is needed to deal with
the short-term deficits of the trust funds. The condition of the disa-
bility insurance trust fund is so serious that social security actuaries
have indicated that due to the way taxes are collected, a cash-flow
problem may develop late in 1978 and there may not be sufficient
funds to pay disability benefits when they are due.
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SHORT-TERM FINANCING OPTION—S-YEAR PERIOD

Reallocation of Funds
If legislation to increase OASDI revenues is not enacted within a

year, the additional funds needed by the disability insurance program
in 1978—79 would have to be reallocated from the OASI fund or the
HI fund. Such a transfer would require an amendment of the law.
Reallocations among the three trust funds have been legislated in the
past. However, this measure should be considered as a last resort,
inasmuch as it merely postpones, and for only a very short time, deal-
ing directly with the basic financing problem.
Increased Revenues

There are basically three methods of increasing trust fund revenues:
(1) Increasing the tax rate;
(2) Increasing the taxable wage base; or
(3) Using, general revenue contributions.

The effect on the program and the taxpayers of increasing revenues
depends, of course, on the amount of contributions to be raised and
on the specific method or combination of methods used The amount
of revenues raised over the next 5 years depends on the goals to be
achieved.
Ullman Proposal

Mr. Ullman has developed a proposal which would assure the fiscal
integrity of the system and give Congress the opportunity to more
fully and carefully consider basic changes in the system.' The Ullman
proposal would combine (1) a modest tax rate and wage base ad-
justment, (2) reallocating moneys among the trust funds, and (3)
the adoption of a standby guarantee of trust fund levels backed by
loans from the general fund of the Treasury.

Tables 4 and 5 show estimated operations of the trust funds applying
these changes and indicating that through 1982 the trust fund levels
would remain above the point which would bring about a transfer of
moneys from the general fund to the trust funds under the loan
authority.

The following are the main features of the proposal:
(1) Tax rate increase: 0.2 percent each on employer and employee

(and increase self-employment tax rate to 1 times the employee
rate).

(2) Wage base increase: $500 above automatic increases each year
for 1978 through 1982.

(3) Reallocation: Funds would be allocated from the HI trust fund
to the OASI and DI trust funds in such a manner as to maintain
the three trust funds at approximately equal levels as a percentage of
outgo.

(4) Standby general revenue loan guarantee: Provide for the transfer
of moneys from general revenues to the trust funds, on a loan basis
and with automatic appropriations, if the balances in any of the trust
funds at the end of a year falls below 25 percent of the outgo from the
trust funds in that year. The determination could be made in February
of each year and the transfer of moneys to the trust funds made on
July 1 of the same year. The loan would be in an amount equal to the
difference between the actual trust fund balance at the end of the prior

Delaying decoupling for a year or two would have a relatively iiisignlfieant cost eect.
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year and 30 percent of the outgo for the prior year. Any moneys ad-
vanced to the trust funds under this loan authority would be repaid
whenever the year-end balance in the trust fund to which such a loan
had been made reaches 40 percent or more of the outgo from the
trust fund.

The following two tables show how the Uliman proposal would
operate 1977—82 for the OASDI funds combined and for the hospital
insurance funds. Such a mechanism could also be adopted using differ-
ent tax rate and wage base increases. The Office of the Actuary has
informed the subcommittee staff that proposals of this nature using
(a) a tax rate increase of 0.15 percent each on employer and employee
with an annual increment in the wage base of $800, or (b) a tax rate
increase of 0.1 percent each on employer and employee with an annual
increment of $1,000 in the wage base, would also operate through 1982
without the balance in the trust funds going below the 25-percent
trigger point that would bring about a loan from the general fund of
the Treasury.

TABLE 4.—Estimated oprrations of the OASI and DI trust funds
combined, under the Ullmart proposal, calendar years 1977—8

[In biliions)

Calendar year Income Outgo
Net increase

in funds
Assets at

end of year

Assets at
beginning
of year as

percent of
outgo in

that year

Assets at
end of year

as percent of
outgo In

that year

1977 $82. 1 $87. 6 —$5. 5 $35. 6
33. 5

47
36

41
341978 95. 6 97. 6 —2. 1

1 31 311979
1980
1981
1982

106. 9
119.3
130. 2
140. 1

107. 3
117.9
128. 9
140. 1

—. 4
+1.4
+1. 3

(')

34.5
35. 8
35. 8

28
27
26

29
28
26

1 Less than $50,000,000.
Source: Social Security Administration, Office of the Actuary.

TABLE 5.—Estimated operations of the HI trust fund under
Ullman propo8al, calendar years 1977—84

[In billionsi

the

Assets at
beginning Assets at

Calendarye&r
,

Income
,

Outgo
Net lrcrease

intunds
Assets at

endofyear

of year as
percent of

outgo in
that°year

end of year
as percent of

outgo In
thatyear

1977 $16. 1 $16. 2 —$0. 1 $10. 5
11.

66
55

65
611978 20. 2 19. 0 1. 1

11. 1 52 551979
1980

22. 7
23.8

22. 2
25.7

.

—1.9 10.2 47
34

40
401981 31. 4 29.7 1.7

12. 2 35 361982 34. 2 33. 9 . 3

Source: Social Security Administration, Office of the Actuary.
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Carter admini,stration propocal
The administration has recommended several changes which would

provide sufficient income to enable the cash-benefits programs to
meet their short-term financial obligations. Assuming that the trust
funds should have year-end balances approximating 50 percent of
the outgo anticipated for the following year, the admmistration
estimates that the programs will require an additional $91 billion
($82 billion excluding interest) in the period 1978—82.

The following are the main features of the proposal:
(1) Eliminate the ceiling on the employer tax in three steps: raising

it in 1979 to the first $23,400 of an individual's wages; in 1980 to the
first $37,500; and in 1981, the employer's total payroll would be taxed.

(2) Shift tax revenues from the hospital to the cash program.
(3) Increase the ceiling on employee tax by $600 over present law

in 1979, 198, 1983, and 1985.
(4) Increase the self-employment tax rate to 1 ' times the employee

rate.
(5) Provide a "countercyclical" financing mechanism which would

compensate the social security programs for the tax income which was
not received because the unemployment rate exceeded 6 percent over
the last few years.

(6) Add a dependency requirement for spouses and widows' and
widowers' benefits.

The changes recommended by this proposal would (1) reduce the
amount needed by $26 billion and (2) provide $65 billion in additional
income.

The additional income would come from:
B1Uons

Additional employer taxes 1 $31
Additional employee taxes 3
Diversion of hospital insurance taxes 7
Increase in self-employment tax rate 1
Appropriation from general revenues 14
Additional interest 9

Total 65
Includes new revenues initially going to hospital insurance (HI) fund but reallocated

to cash benefit funds through trensfers of the HI tax rate.

The reduction would come from:
BiUone

Reducing the ratio of trust fund assets to expenditures from 50 percent
to 35 percent $24

Adding a dependency requirement for spouses benefits 2

Total 26
Note: These figures assume enactment of the administration's decoupling proposal.

Other Short-Term Financing Aliernatives
In order to raise social security revenues, the tax rates or the wage

base or both can be raised as has been the traditional method in the
past. Tax rate increases would spread the, additional tax burden over
the entire covered worker population and would represent the least
change in the tax and benefit structure. Unlike a base increase, it has
no effect on future benefit expenditures and, unlike general revenues,
it would not depart from the dedicated tax arrangements.
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On the other hand, tax rate increases are criticized on the grounds
that lower income workers cannot afford to pay additional social
security taxes; they add to the inherent regressivity of the social
security tax structure as well as decreasing the progressivity of the
overall Federal tax structure. (This regressive tax is, of course,
counterbalanced by the progressive social security benefit structure;
for example, low-paid workers get benefits that represent a higher
proportion of their earnings, as compared with higher-paid workers.)

Increasing the earnings base over and above the automatic increases
under present law would make the social security tax more progressive
and could raise the needed additional income without an increase in
taxes for low-income workers. However, the entire burden of the in-
crease would fall on the small percentage of workers (about 15 percent)
who earn above their current earnings base and on their employers.
Another consideration, of course, is that a base increase would increase
benefit expenditures over the longer run, since the higher earnings
that would be taxable would also be counted in figuring future benefit
amounts. Any major increase in the base results in a higher long-term
deficit under the present "coupled" system. Under a "decoupled" sys-
tem, a base increase would always decrease the deficit.

A combination of a rate and base increase has both the advantages
and disadvantages noted above but in a modified form, and could
be said to be a compromise approach.

Table 6 shows additional revenues to the OASDI and HI trust
funds resulting from selected increases in the taxable wage base
without any changes in the tax rate. Table 7 shows increased revenues
resulting from combinations of tax rate and wage base increases.

Each 0.05 percent rate increase for employees and employers, each,
would produce about $0.8 billion in 1978 and $5.4 billion cumulatively
through 1982. On the other hand, increasing the base would produce
varying amounts of additional income raning from $356 million on
a $300 increase in the base in 1978 to $7 billion from an increase in the
base to $30,000 in 1978.

The following example illustrates how the two tables can be used to
calculate additional taxes above present law, given any conventional
rate and/or base increase in 1978. If the base were increased to
$21,000 in 1978, the estimated additional OASDI contributions in
1978 would be $3,184 million as shown in table 6. If, in addition,
there were a 0.15 percent increase in the OASDI rate for employees
and employers, each, and an increase in the self-employed rate to
1 times the employee rate, the, estimated additional OASDI con-
tributions in 1978, as shown in table 7, would be $51 million (for
increasing the self-employed rate from 7.0 percent to 7.4 percent)
plus $2,562 million (3 times $854 million for increasing the rate for
employees and employers, each, from 4.95 percent to 5.10 percent
and increasing the rate for self-employed persons from 7.4 percent to
7.7 percent), or a total of $2,613 million for the rate increase only.
The estimated total increase for both base and rate increases would
be $5,797 million in 1978.



'$17, 700 1$18, 900 '$20,400 '$21,900
18, 000 19, 200 20, 700 22, 200
18, 500 19, 800 21, 300 23, 100
19, 000 20, 400 21, 900 23, 7D0
19, 500 21, 000 22, 800 24, 600
20, 000 21, 300 23, 100 24, 900
20,500 21,900 23,700 25,500
21, 000 22, 500 24, 300 26, 100
21,500 23,100 24,900 26,700
22, 000 23, 400 25, 200 27, 300
22, 500 24, 000 25, 800 27, 900
23, 000 24, 600 26, 700 28, 800
23, 500 25, 200 27, 300 29, 400
24, 000 25, 800 27, 900 30, 000
25, 000 26, 700 28, 800 30, 900
26, 000 27, 900 30, 000 32, 400
27, 000 28, 800 31, 200 33, 600
28, ooa 30, 000 32, 400 34,800
29, 000 30, 900 33, 300 36, 000
30, 000 32, 100 34, 800 37, 500

T 6.—Additional OASDJ and HI eontributjon.9 over present lan, at selected contribution and benefit ba8es and at
pre8ent law tax rate8, collected in calendar years 1978--82

Contribution and benefit base Additional OA8DI
1978 1979 1980 1981 1982 1978 1979 1980 1981 1982 Total

'$23,400
23, 700 $356 $469 $482 $482 $476 $2, 265
24, 600 919 1, 331 1, 394 1, 743 1, 814 7, 201
25, 500 1, 440 2, 127 2, 242 2, 572 2, 950 11, 331
26, 400 1, 927 2, 874 3, 328 3, 714 4, 053 15, 896
26, 700 2, 380. 3, 279 3, 693 4, 067 4, 041 17, 820
27, 300 2, 796 3, 936 4, 376 4, 742 5, 063 20, 913
27, 900 3, 184 4, 546 5, 011 5, 376 5, 678 23, 795
28, 500 3, 545 5, 108 5, 603 5, 961 6, 258 26,475
29, 100 3, 882 5, 421 5, 885 6, 452 6, 806 28, 446
30, 000 4, 193 5, 921 6, 420 6, 960 7, 507 31, 010
30, 900 4, 485 6, 38.0 7, 095 7, 687 8, 198 33, 84531, 500 4, 755 6, 810 7, 545 8, 126 8, 625 35; 86132, 100 5, 007 7, 207 7, 963 8, 540 9, 026 37, 74333, 000 5, 457 7, 789 8, 541 9, 108 9, 590 40, 48534, 800 5, 855 8, 435 9, 228 9, 918 10, 542 43, 97836, 000 6, 026 8, 895 9, 801 10, 514 11, 121 46, 53737,200 6,515 9,404 10,342 11,053 11,645 48,95938, 400 6, 792 9, 774 10, 712 11, 509 12, 122 50, 90940, 200 7, 042 10, 189 11, 241 12, 053 12, 741 53, 266



Additional HI contributions Additional OASDI and

1980

HI contributions

1981

combined

1982 Total
1978 base 1978 1979 1980 1981 1982 Total 1978 1979

$17,700
$18,000 $79 $104 $105 $125 $127 $540 $435 $573 $587 $607 $603 $2, 805

$18,500 205 293 305 458 484 1, 745 1, 124 1, 624 1, 699 2, 201 2, 298 8, 946

$19,000 317 466 488 668 788 2,727 1,757 2,593 2,730 3,240. 3,738 14,058

$19,500 425 624 725 962 1, 082 3, 818 2, 352 3, 498 4, 053 4, 676 5, 135 19, 714

$20,000 525 714 804 1, 053 1, 176 4, 272 2, 905 3, 993 4, 497 5, 120 5, 577 22, 092

$20,500 617 858 951 1,226 1,347 4,999 3,413 4,794 5,327 5,968 6,410 25,912

$21,000 701 988 1, 089 1, 389 1, 514 5, 681 3, 885 5, 534 6, 100 6, 767 7, 192 29, 476

$21,500 784 1, 111 1, 220 1, 538 1, 668 6, 321 4, 329 6, 219 6, 823 7, 499 7, 926 32, 796

$22,000 858 1, 181 1, 278 1, 667 1, 811 6, 795 4, 740 6, 602 7, 163 8, 119 8, 617 35, 241

$22,500 925 1,289 1,395 1,800 1,999 7,408 5, 118 7,210 7,815 8,769 9,506 38, 418

$23,000 989 1, 388 1, 541 1, 980 2, 183 8, 081 5, 474 7, 768 8, 636 9, 667 10, 381 41, 926

$23,500 1, 048 1,481 1, 637 2, 095 2, 298 8, 559 5, 803 8, 291 9, 182' 10, 221 10,923 44, 420

$24,000 1, 104 1, 567 1, 729 2, 199 2, 401 9, 000 6, 111 8, 774 9, 692 10, 739 11, 427 46, 743

$25,000 1, 205. 1, 693 1, 853 2 341 2, 550 9, 642 6, 662 9, 482 10, 394 11, 449, 12, 140 50, 127

$26,000 1,291 1, 830 2, 003 2, 549 2, 802 10,475 7, 146 10, 265 11,231 12, 467 13, 344 54, 453 ''
$27,000 1,371 1,928 2,126 2,697 2,953 11,075 7,577 10,823 11,927 13,211 14,074 57,612

$28,000 1, 438 2, 038 2, 239 2, 833 3, 091 11, 639 7, 953 11, 442 12, 581: 13, 886 14, 736 60, 598

$29,000 1, 498 2, 118 2, 317 2, 947 3, 216 12, 096 8, 290 11, 892 13, 029 14, 456 15, 338 63, 005

$30,000 1, 553 2, 206 ' 2, 431 3, 083 3, 377 12, 650 8, 595 12, 395 13, 672. 15, 136 16, 118 65, 916

1 Estimated contribution and benefit base under present law. Source: Social Security Administration, Office of the Actuary.
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TABLE 7.—Additional OASDI contributions at .selected contribution
and benefit bases in 19'8 resulting from (1) an increase in.the contri-
bution rate for self-employed perns to 1½ times the emploVee rate
under pre8ent law (i.e., from 7 to 7.4 percent), and (2) on ncreasé
in the contribution rate for emploijees and employers each of 0.05
percent wit/i a resulting 0.1 percent 1 increase i the self-employed
rate, calendar years .7978—82

Em milionsi

1978 base 1978 1979 1980 1981 1982 Total

Addtional contributions resulting from Increasing the sell-employed
rate from 7.0 to 7.4 percent

$17,700 $48 $242 $265 $289 $312 $1, 156
$18,000 48 244 267 291 313 1,163
$21,000 51 261 286 312 336 1,246
$24,000

. 54 275 301 329 354 1,313
$27,000 56 286 313 342 368 1, 365
$30,000 58 296 324 354 . 381 1,413

Additional contributions resulting from a 0.05 percent Increase in the
contribution rate for employees and employers, each •2

$17,700 $821 $1, 001 $1, 103 $1, 198 $1, 27 . $5, 410
$18,000 825 1, 006 1, 108 1, 203 1, 292 5,434
$21,000 854 1, 048 1, 155 1, 254 1, 346 5, 657
$24,000 872 1, 076 1, 186 1, 287 1, 381 5, 802
$27,000 885 1, 094 1, 206 1, 308 1, 404 5, 897
$30,000 893 1, 108 1,221 1,325 1,421 5,968

Total additional contributions from rate increase on employer-employee
and self-employed —_______

$17,700 $869 $1, 243 $1, 368 $1, 487 $1, 599 $6, 566
$18,000 873 1, 25Q 1, 375 1, 494 1, 605 6, 597
$21,000 905 1, 309 1, 441 1, 566 1, 682 6, 903
$24,000 926 1, 351 1, 487 1, 616 1, 735 7, 115
$27,000 941 1, 380 1, 519 1, 650 1, 772 7, 262
$30,000 951 1,404 1, 545 1, 679 1, 802 7, 381

I The OASDI rate for self-employed persona is rounded to the nearest tenth of 1 percent.
2 Also includes the effect of increasing the rate for self-employed persons by 0.1 percent.

Source: Social Security Administration, Office of the Actuary.

General Revenues
Alternatively, some or all of the necessary additional income could

be obtained from general revenues. The use of general revenues could
be approached in a number of different ways. Mr. Burke has suggested
a one-third general revenue

. contribution. Other suggestions have
been made to finance various "welfare" aspects of social security
out of general revenue. The Carter administration has recommended
the temporary limited use of general revenues (until 1983) to make

for the loss of income due to unemployment in excess of 6 percent.
I he administration states that this proposal would be referred to the
next statutory Advisory Council on Social Security due to be ap-
pomted this year to determine whether it should be made a permanent
feature of the law. Another way would be a one-time grant or loan of
a specific amount of general revenues to carry the program through
the short range, for example, along the lines of the Uliman proposal.
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ALTERIcATIVE FINANcING PRorosALs—lO YEARS OR. MORE

There are any number of alternative financing arrangements to
choose from to finance the program for the next 10 years. A comparison
of several of these options with the administration plan is shown
below. The effect of these options on the OASDI trust funds assumes
(1) the administration's decoupling and dependency test proposals,
and (2) a self-employed tax rate equal to three-quarters the com-
bined employee-employer rate. .(The administration's decoupling pro-
posal is the most conservative one to use for illustrative purposes in
the sense that outgo would be higher than under the other de-
coupling options that are described later.)

Brief Description of Altermative. Met hod S1uwn in Table 8 for In-
creasing Reve'ivues to the OASDJ Trust Funds fo'r the Short Term
(10 Years)

1. Administration proposal .—Increase taxable wage base for employ-
ers only to $23,400 and to $37,500 in 1979 and 1980, respectively, and
eliminate it in 1981; increase the taxable wage b.ase. for employees
by $600 over automatic increases in 197g, 1981, 1983, and 1985;
increase OASDI tax rate to 5.05 percent in 1978, 5.15 percent in
1981 (by reallocating part of HI tax rate increases scheduled in present
law), and to 5.40 percent in 1985.

2. Base and rate increase.—Increase taxable wage base to $23,100
in 1978 (rather than $17,700 under present law) with automatic
increases thereafter; increase OASDI tax rate to 5.10 percent in 1978,
5.25 percent in 1981, and 5.35 percent in 1985, each on employer and
employee.

3. Rate increase only.—Increase tax rate on employer and employee
to 5.40 percent in 1978, 5.55 percent in 1981, and 5.70 percent in
1985; and retain taxable wage base under present law.

4. Base increase on.ly.—Increase the taxable wage base to $39,000
in 1978 with automatic increases thereafter; retain the tax rate
under present law.

5. Chamber of Commerce proposal.—Increase tax rate on employer
and employee to 5.25 percent in 1978; retain taxable wage base under
present law.

6. Senate Finance Committee staff proposal.—Eliminate the tax-
able wage base for employers in 1978; increase taxable wage base for
employees by $600 over automatic increases in 1979, 1981, 1983,
and 1985 (same. as administration proposal); increase OASDI tax
rate to 5.00 percent in 1978, 5.35 percent in 1981,. and 5.30 percent
in 1982. (This includes a 0.25 percent increase in the combined
OASDHI tax rate beginning in 1981 and a reallocation of funds from
the HI trust fund to the OASDI and DI trust funds in all of the
years affected.)



TABLE 8.—Comparison of the operations of the OASJ and DI tni.st funds combined, under present law, the
administration's proposal, and 5 alternative proposals, calendar years 1976—87

(1) (2) (3) (4) (5) (6)

Administration
Chamber of
Commerce

Senate Finance
CommitteeCalendar year Present law proposal Base and rate Rate only Base only proposal staff proposal

Contribution and benefit base 1

4.95
4. 95
4.95
4.95
4. 95

Cpntribution rates for employees and employers, each (percent)

4. 95
5.05
5. 15
5. 15
5. 40

1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987

$15, 300
16,500
17,700
18,900
20,400
21, 900
23,400
24, 900
26, 400
27, 900
29, 400
31, 200

$15, 300
16,500
17,700
19,500
21,000
23, 100
24,600
26, 700
28, 200
30, 300
32, 100
33, 900

$15, 300
16,500
23,100
24,600
26,700
28, 800
30,900
33, 000
35, 100
37, 200
39, 300
41, 700

$15, 300
16,500
17,700
18,900
20,400
21, 900
23,400
24, 900
26, 400
27, 900
29, 400
31, 200

$15; 300
16,500
39,000
41,700
45,000
48, 600
51,900
55, 200
58, 500
61, 800
65, 400
69, 300

$15, 300
16,500
17,700
18,900
20,400
21, 900
23,400
24, 900
26, 400
27, 900
29, 400
31, 200

$15,300
16,500
17,700
19,500
21,000
23, 100
24,600
26, 700
28, 200
30, 300
32, 100
33, 900

1976—77
1978—80
1981
1982—84
1985—87

1976 —$3. 2 —$3. 2 —$3. 2 —$3.2 —$3. 2 —$3. 2 —$3. 2
1977 —5. 5 —5. 5 —5.5 —5. 5 —5. 5 —5.5 —5. 5
1978 —7.0 .5 .5 .8 1.9 —1.7 —.3
1979 —7. 8 1. 5 3. 2 2. 6 6.2 —. 7 1.9
1980 —9. 0 3. 9 4. 1 3.3 7. 7 —. 5 2. 7
1981 —11. 5 6. 2 7. 3 6.2 7. 6 —1.5 10.9
1982 —14. 9 5. 8 6.8 5. 8 6.4 —3.4 10. 5
1983 —19.2 4.8 5.7 4.6 4.8 —5.8 10.0

4. 95
5. 10
5. 25
5. 25
5. 35

4.95
5. 40
5.55
5. 55
5. 70

4.95
4.95
4. 95
4. 95
4. 95

Net increase in funds (in billions)

4. 95
5. 25
5. 25
5. 25
5. 25

4_ 95
5. 00
5.35
5. 30
5. 30



Assets of beginning of year (in billions)

$44. 3
41. 1
35. 6
28.6
20. 8
11. 8

.3
—14.6
—33.8
—58.2
—89. 0

—127.2

Z44. 3
41. 1
35. 6
351
37. 6
41. 5
47. 6
53. 5
58.3
61. 2
69. 5
77. 0

$44. 3
41. 1
35. 6
36. 1
39. 3
43. 4
50. 6
57. 5
63. 1
66. 9
71. 2
78. 1

$44.3
41. 1
35. 6
36. 4
39. 0
42. 3
48.5
54.3
58. 9
61. 6
66. 0
68.3

$44.3
41. 1
35. 6
37. 5
43. 7
51. 4
59. 0
654
70. 2
72. 5
71. 6
67. 1

1984 —24.4
4.2 4.4 —.9 —13.0 7.0

1985 —30.8
2. 0 2. 4 —4. 6 —17. 6 5. 0

1986 —38. 1 7. 5
—.9 —.2 —8.8 —22.5 2.4

1987 —46.1 5.3

1976

.

1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987

1976 ' '' " ,5 '
1977
1978 36 37

34 34 34 35 32 33
1979 27

32 33 33 37 28 32
1980 18

34 33 40 26 31
1981 9

36 • 35 42 22 37
1982 (3)

36 38 36 43 18 41
1983 (8)

36 39 36 43 14 44
1984
1985
1986
1987..___

(3)
(3)
(3)
(3)

35
36
37

38
37
35

35
35
33

41
37
32

7
()
(8)

45
46

$44.3
41. 1

35. 6
33 9
33. 2.
32. 7
31. 2
27. 8
22. 0
13. 2

.1
—17.5

$44. 3
41. 1
35. 6
35. 4
37. 2
39. 9
50. 7
61. 2
71. 2
80. 0
87. 0
92. 1

Assets at beginning of year as a percentage of outgo during the year (reserve ratio)

I After 1977, contribution and benefit bases for employers are different from those Lees than 0.5 percent.
shown in the table for the administration's proposal ana the Senate Finance Committee S Combined funds are exhausted In 1982 under present law and In 1988 under the
proposaL l'or the administration's proposal, the bases are $23400 and $37,500 In 1979 Chamber of Commerce proposal.
and 1980 respectively. The base is removed beginning In 1981. For the Senate Finance
Committee proposal, the base Is removed beginning in 1978.

0





95th Congress
}

COMMITTEE PRINT {WMCP: 95-48

SUBCOMMITTEE ON SOCIAL SECURITY

OF TEE

COMMITTEE ON WAYS AND MEANS

U.S. HOUSE OF REPRESENTATIVES

Long-Term Financing of the

Social Security Trust Funds

(Decoupling)

SEPTEMBER 6, 1977

N0TE.—This document has been printed for information purposes only.
It has not been considered or approved by the subcommittee.

Prepared by the staff of the Subcommittee on Social Security

U.S. GOVERNMENT PRINTING OFFICE

94-50 WASHINGTON : 1977



COMMITTEE ON WAYS AND MEANS
AL ULLMAN, Oregon, Chairman

JAMES A. BURKE, Massachusetts BARBER B. CONABLE, JR., New York
DAN ROSTENKOWSKI, lUinois JOHN J. DUNCAN, Tennessee
CHARLES A. VANIK, Ohio BILL ARCHER, Texas
OMAR BURLESON, Texas QUY VANDER JAGT, Michigan
JAMES C. CORMAN, California WILLIAM A. STEIGER, Wisconsin
SAM M. GIBBONS, Florida PHILIP M. CRANE, Illinois
JOE D. WA000NNER, JR., Louisiana BILL FRENZEL, Minnesota
OTIS 0. PIKE, New York JAMES 0. MARTIN, North Carolina
J. J. PICKLE, Texas L.A. (SKIP) BAFALIS, Florida
CHARLE8 B. RANGEL, New York WILLIAM M. KETCHUM, California
WILLIAM R. COTTER, Connecticut RICHARD T. SCHULZE, Pennsylvania
FORTNEY H. (PETE) STARK, California BILL GRADISON, Ohio
JAMES R. JONES, Oklahoma
ANDY JACOBS, JR., Indiana
ABNER J. MIKVA, Illinois
MARTHA KEYS, Kansas
JOSEPH L. FISHER, Virginia
HAROLD FORD, Tennessee
KEN HOLLAND, South Carolina
WILLIAM M. BRODHEAD, Michigan
ED JENKINS, Georgia
RICHARD A. GEPHARDT, Missouri
JIM GUY TUCKER, Arkansas
RAYMOND F. LEDERER, Pennsylvania

JoHN M. MARTIN, Jr., Chief Counsel
J. P. BARER, Assistant Chief Counsel
JOHN K. MEAOHER, Minority Counsel

SUBCOMMITTEE ON SocIAL SECURITY

JAMES A. BURKE, Massaøhusetts, Chairman
JOE D. WAGGONNER, JR., Louisiana BILL ARCHER, Texas
ANDY JACOBS, Ja,, Indiana WILLIAM A. STEIGER, Wisconsin
J. J. PICKLE, Texas WILLIAM M. KETCHUM, California
WILLIAM R. COTTER, Connecticut RICHARD P. SCHULZE, Pennsylvania
ABNER I. MIKVA, Illinois
JIM GUY TUCKER, Arkansas
RICHARD A. OEPHARDT, Missouri
RAYMOND F. LEDERER, Pennsylvania

JAMES W. KELLEY, PI'ofeaafonal Staff
FREDERICK B. ARNER, Professional Staff

'II)



Lóng.Term Financing of the Social Security Trust Funds

LONG-TERM FINANCING—DECOTJPLING

Amo'ant of Deficit
Over the medium range (through year 2001), income to OASDI will be

equal to .9.9 percent of payroll while the estimated outgo is 12.24 percent,
leaving a deficit of about 2.34 percent. The estimated deficit is expected to
increase to 7.67 percent for the period 2002—2026 and to 14.57 percent for the
last 25 years of the 75-year valuation period. (See table 1.)

Over the 75-year period covered by the long-term actuarial cost estimates,
the OASDI taxes provided under present law are estimated to provide income
averaging 10.99 percent of taxable payroll while the benefits authorized are
estimated to have an average cost of 19.19 percent of taxable payroll. The
deficit is. 8.20 percent of taxable payroll. The estimated annual deficit is ex-
pected to rise from about 1 percent of taxable payroll currently to over 15
percent at the end of the valuation period. As will be shown later, the various
decoupling proposals w 7uld reduce the deficit in varying degrees.

The increases in program costs over the three 25-year periods are caused
largely by (a) revisions in the long-range economic assumptions under which
benefit levels are expected to rise faster and real wages slower than had been
assumed earlier (the present benefit formula is extremely sensitive to both
wage and price changes), (b) changing demographic patterns which sharply
increase the ratio of aged to working age populations (as a result of low birth
rates now and in the future in conjunction with the retirement of people born
during the high-birth-rate period of the late 1940's and the 1950's) (see chart I),
and (c) an expected continued rise in disability rates. (See table 2.)
Replacement Rates

A major factor contributing to the long-range deficit is the projected rise
in social security benefit replacement rates—initial benefit levels as a percent
of prior earnings—under current economic assumptions. Thus, a central ques-
tion in developing a revised social security benefit structure is whether replace-
ment rates should remain constant or decline over time. In addition, if replace-
ment rates are to remain constant, consideration should be given to the level
at which they should be fixed.

Current long-range projections show that benefit levels will rise by about
50 percent more than wages over the next 75 years, with most of this mcrease
occurring after the 1990's. Under current economic assumptions, replacement
rates are expected to rise significantly, particularly after the early 1990's. (See
chart II.) Replacement rates can fluctuate widely in the future, either up or
down, depending on future changes in wages and prices. (See chart III.)

(1)



2.
It can be argued that Congress intended that replacement rates should

remain constant at the levels established by the 1972 amendments which pro-
vided for automatically increasing benefits as the cost of living rises. It can also
be argued that Congress did not endorse constant replacement rates at that
time but merely wished to keep benefits up with increases in the cost of living.
At, that. time jt was expected, on the basis of the economic assumptions made
then, that future replacement rates would remain fairly constant relative to
wage levels. The rise in replacement rates under current assumptions causes
roughly one-half of the long-term deficit.

The projected increase in replacement rates is due to the fact that benefits
for people who will retire in the future will be affected by the changes in both
wages and prices that occur during their working years. Their benefits will be
affected by the automatic cost-of-living benefit increases, since such increases
apply to future benefits for current workers as well as the benefits paid to current
beneficiaries. A current worker's future benefits will also increase because his
earnings are expected to increase as economic growth occurs.

Social security experts agree that the benefit structure should be "de-
coupled," that is, that current workers' future benefits be separated from those
of beneficiaries currently on the rolls and that the automatic cost-of-living in-
creases should apply only to those retirees on the rolls. Decoupling requires a
new benefit formula for future beneficiaries that would produce replacement
rates and costs that are much more predictable than under present law. Under
all of the various decoupling proposals, the automatic CPI benefit increases
after retirement would continue.



TABtE 1.—E8timated expenditures under pre8ent law of old-age, 8ivot, dni
dieabiity in8urance sy8tem a.! percent of taxable payroll for 8elect-ed year8,
1977—tO55

un peroentj

• Expenditurcsas percentof taxable payroll'

Old-age and
survivors Disability

Calendar year Insurance insurance Total
Tax rate

in law Differeate

1977 -: .9.39 (50 10-. 89 9.90 —0.99
1978 9.38 1.53 10.91 9.90 —1.01
1979 9. 30 1. 5 10. 85 9. 90 —. 95

1980 9.21. 1.59. 10.80 9.90. —90
1981 9. 23 1. 65 10. 88 9. 90 —. 9

1982 9.31 1.71 11.01 9.90 —1,1
1983 9.40 1.77 11.17 9.90- .-'1.27
1984 9. 51 1. 84 ii. 36 9. 90.. —1. 46

1985 9.64 1.92 11.56 9.90 —1.66
1986 9.76 1.99 11.76 9.90 81.86
1987 9. 86 2. 06 11. 92 9. 90 '-2. 02
1988 9. 95 2. 13 12. 08 9.90 '2d 1
1989 10. 03 2. 20 12. 23 9. 90 '-2. 33
1990 10. 12 2. 27 12. 39 9 90- —2. 49
1991 10. 20 2. 34 12. 54 . 9. 90- 64
1992 10.28 2.41 12.68 9.90 .-2.78
1993 10. 35 2. 48 12. 83 9. 90. —2. 93
1994 .. 10.42 2.56 12.98 9.90- —3.08
1995 10. 50 2. 64 13. 14 9. 90. -'.3. 24
1996 10.54 2.73 13.27 9.90 —3.37
1997 10.60 2.83 1343 9.90 -3.53
1998 10.66 2.92 13.58 9.90 w-3.68
1999 10. 72 3. 02 [3. 74 9. 90 —3. 84
2000 10. 79 3. 12 13. 91 9. 90 —4.01
2001 10. 89 3. 23 14. 12 9. 90 —4. 22
2005 11. 30 3. 66 14. 96 9. 90 -& 06
2010 12. 46 4. 11 16. 57. 9. 90 —6.6?
2015 14.47 4.42 18.89 11.90 —6.90
2020 17.05 4.59 21.64 11.90 —9.74
2025 19.75 4.55 24.30 11.90 —12.40
2030 21.57 4.45 26.02 11.90 —14.12
2035 22.26 4.43 26.69 11.90 —14.79
2040 22. 12 4. 55 26. 67 11. 90 —14. 77
2045 21.83 4.76 28.59 11.90 —14.69
2050 22.02 4.91 28.93 11.90 —15.03
2055 22. 53 4. 98 27. 51 11. 90 —iS. 61

25-yr averages:
1977—2001 10.00 2.24 12.24 9.90 —2.34
2002—26 14. 65 4. 20 18. 85 11. 18 —7. 67
2027—51 21.86 4.61 26.47 11.90 —14.57

75-yraverage, 1977—2051--- 15.51 3.68 19.19 10.99 —8.20

I Expenditures and taxable payroll are calculated under the Intermediate set of assumptions (alternative II) which
Incorporates ultimate annual Increases of 55% percent in average wages in covered employment and 4 percent In CPI
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 selIemployment income,on tips, and on multiple-employer
"excess wages" as compared with the combined employer-employee rate.
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TABLE 2.—Hietorical behavior and projectwn8 of replacement rate8 sunder pre8ent
program

• Initial average benefit same as In present law
• Workers earning records not indexed
• Benefit formula bend points not indexed
• Benefit formulafactors CPI indexed (ad hoc increases prior to 1975)

[In percentj

Worker with average
earningst

Replacement rate for
worker with—

Aggregate OASD-
expenditures

Annual
benefit In Replacement

1977 prIces rate
Low High

earnings earnings5

-

As percent As percent
of payroll of GNP'

Pt years:
1955
1960_
1965
1970
1975

Future years:
1979
1985
1990
1995
2000
2010
2020
.2030
2040
2050

$2, 141 31
2, 493 33
2, 665 32
2,987 34
3, 619 43

4, 444 45
5,354 48
5,871 49
6, 476 49
7, 406 52
9,489 56

11,916 60
14, 785 63
18 122 65
22, 088 67

45 31
45 30
43
46 29
56 30

58 35
60 35
63 36
86 37
75 39
84 42
91 44
96 46

101 47
106 48

3. 3 1. 3
5. 9 2. 3
& 0 2. 8
8.1 3.4

10. 7 4. 6
.

10. 9 & 5
11.6 4.8
12.4 5.1
13. 1 5. 4
13. 9 5. 7
16.6 6.8
21.6
26. 0 10. 7
26. 7 11. 0
26. 9 11. 1

Percent
Average medium-range cost (1977—2001) 12. 2
Average medium-range revenue .9. 9
Average medium-range deficit —2. 3
Average long-range cost (1977-2051)_ . 19. 2
Average long-range revenue 11. 0
Average long-range deficit - —8. 2

'Assumed to be 4 tImes the average 1st quarter covered earnings.
* Assumed at $4,600 In 1976 and following the trends of the average.
'Assumed at the maximum taxable under the program.
4 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 11) 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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CHART I

OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE PROGRAM

BENEFICIARIES PER HUNDRED COVERED
1977—205 1

2010 2020

CALENDAR YEAR

PROJECTED POPULATION, BENEFICIARIES, AND WORKERS IN COVERED EMPLOYMENT

Projected Number (in millions)
. Beneficiaries

Total OASDI Covered Per Hundred

Year Population Beneficiaries Workers Covered Workers

1977 225.9 33.50 107.0 31.3

2000 264.6 47.76 135.4 35.3

2025 295.2 71.88 143.0 50.3
2050 311.5 74.48 150.9 49,4
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OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE PROQRAM

100

CHART II

ILLUSTRATION OF SENSITIVITY OF REPLACEMENT RATIOS'
TO ALTERNATIVE WAGE-PRICE ASSUMPTIONS

FOR A MALE RETIRING AT AGE 65 WITH MEDIAN EARNINGS— ——
- t-

Assumed Annual
Increase In...
Wages: Prices:

:

6¼%
5010p

—

—.

5¾°lo

5¼01o

4%

3%

CALENDAR YEAI OF RETIREMENT
'The Replacement Ratio is the ratio f the first year's benefits
to the worker's earnings in his last year before retirement.

'In 1976, "low" earnings were $4,600: median earnings were $8,858
and "maximum" earnings were $15,300.

PROJECThD REPLACEMENT RATIOS 1 FOR MALES RETIRING
AT AGE 65 IN FUTURE YEARS, 1977-2051125

100

75
58,

50
46

33

25

125

1980 1990 2000 2010 2020 2030 2040 2050

CALENDAR YEAR OF RETIREMENT

CHART III

106%

70%

48%

100%

70%

50%

75

50
46

25
1980 1990 2000 2010 2020 2030 2040 2050
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DECOUPLING OPTIONS

Three general approaches to decoupling have been proposed which would
achieve different goals.

First—the AdministratiOn approach—is simply designed to correct the
aberration of rising replacement rates that will occur under present law under
virtually any reasonable assumptions as to future ware and price increases.
This approach cuts the long-term costs of the program only to the extent that
the flaw in the present benefit formula is expected to produce an unintended
rise in replacement rates. Is does nothing to solve the long-term cost implica-
tions associated with a shift in the benefit/worker ratio.

Second—the Myers approach—would prevent replacement rates from
rising and also reduce the rates to the level that existed prior to the benefit
increases in 1972. In effect, this approach makes the judgment that the increase
in replacement rates that began in 1972 is inappropriate.

Third—the Hsiao panel and Senate Finance Committee stafl approach—
attempts to deal with virtually all of the long-term deficit by providing for
declining replacement rates in the future. 'he virtual elimination of' the long-
term deficit would be achieved by mixing the solution to the, long-term financing
problem with the need to correct a technical problem in the law.
Maintain Current Replacement Rates

This decoupling approach was recommended by the 1975 Advisory Council
on Social Security and both the Ford and Carter Administrations. It is designed
to make the system operate as it would have under the economic assumptions
made when the automatic provisions were enacted in 1972; although the issue
was little discussed at that time, it was assumed that replacement rates would
have remained fairly constant in the future.

Under the Administration proposal (H.R. 8218), the benefit amounts pay-
able to workers who retire in the future would generally reflect the increase in
the standard of living that occurs during their working years (between 'age 20
and 64). Thus, while replacement rates would be stabilized, benefit amounts for
each new group of retirees would rise in proportion to the general increase in
wage levels.

A major feature of H.R. 8218 is that the worker's earnings would be indexed to
reflect the change in general wage levels that has occurred during his working
lifetime. These indexed earnings would be averaged (average indexed monthly
earnings) and a three-step, weighted benefit formula 1 (designed to approximate
benefit levels and replacement rates prevailing under present law when the new
system is implemented) would be applied to his average indexed earnings to
produce the worker's benefit amount. For those becoming entitled to benefits
in the future, the benefit factors (percentage amounts) would not be indexed,
but the bend points (dollar amounts) in the formula would be adjusted auto-
matically as average wages increase.

By providing for the indexing of earnings and the benefit formula to the
increase in general wage levels, benefits would be based on the worker's relative
earnings position averaged over his working lifetime. As a result, all workers
with the same relative earnings position would be treated the same regardless of
when they become entitled to benefits. Thus, while the dollar amounts of benefits
of, say, workers with average earnings retiring 20 or 30 years apart wpuld 'be
substantially different, their replacement 'rates would be the same.

I'The formula follows:
94 percent of the first $180 of AIME, plus
34 percent of AIME over $180 through AIME of $1,075, plus
16 percent of AllelE above $1,075.
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TABLE 3.—Current replacement rates through wage indexing

(Proposal recommended by Carter Administration)

• Initial average benefit close to present law in 1979
$ Workers earnings records wage indexed
• Benefit formula bend points wage indexed
• Benefit formula factors not indexed

tIn percenti

Worker with average
earnings 1

Replacement rate for
worker with—

Aggregate OASI
expenditures

Annual
benefit In Replacement

1977 prices rate
Low High

earnings earnings2
As percent As percent

ni payroll of GNP'

Year:
1979
1985
1990
1995
2000
2010
2020
2030
2040
2050

$4, 444 46
5,027 45
5,460 45
5, 939 45
6, 455 45
7, 626 45
9,012 45

10,648 45
12, 583 45
14, 868 45

58 35
58 34
58 34
58 35
58 35
58 36
58 36
58 36
58 36
58 36

10. 9 4. 5
11.5 4.7
12.0 4.9
12. 4 5. 1
12. 7 5. 2
14. 0 5. 7
17.0 7.0
19.3 7.9
18. 8 7. 7
18. 1 7. 5

Pdrcent
Average medium-range cost (1977—2001) 11. 8
Average medium-range revenue (present law) 9. 9
Average medium-range deficit —1. 9
Average long-range cost (1977—2051) 15. 3
Average long-range revenue (present law) 11. 0
Average long-range deficit ._4. 3

2 Assumed to be 4 tImes the average 1st quarter covered earnings.
tAssumed at $4,600 In 1976 and following the trends of the average.
$ Assumed at the maximum taxable under the program.
4 Based on full employment and assuming taxable payroll equals 41.1 percent of GNP.

The present law benefit formula applies for all workers attainIng age 62 before Jan. 1, 1979.

NOTE.—The estimates in this table are based on the economic and demographic assumptions used In the intermediate
cost estimates (alternative 11) in the 1977 OASDI Trustees Report. The replacement rates pertain to workers with stead
immediately prior to retirement. The values in this table refer only to the Administration wage-indexing proposal wit
the transitional provision and exclude the effect of all other benefit and financing modifications in the Admmlstrat lost
proposal.

This decoupling option would have a significant impact on the long-range
cost of the social security program. Under current economic and demographic
assumptions, this approach would reduce the current long-range financial
deficit of the social security cash benefits program by about half—from an
average of 8.2 percent of payroll over the next 75 years to an average of about
4.3 percent of payroll.

Thus, that portion of the long-term deficit that can be attributed to the
rising replacement rate aberration under present law would be eliminated.
This approach, then, does not attempt to change the basic nature of the system.
The remaining 4.3 percent deficit is largely due to the changing age composi-
tion resulting from the baby boom of the 1940's and 1950's combined with the
lower fertility rate expected in the future, and the adverse experience in the
disability program.

If the Administration's benefit and financing proposals are taken into
account, there would be a surplus of 0.5 percent of taxable payroll over the
medium range and the 75-year deficit would be reduced from 4.3 percent to 2.1
percent of taxable payroll. These proposals include four $600 earnings base
mcreases for employees, elimination of the base for employers (in three steps),
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rescheduling the tax rate increase now scheduled for 2011 to 19 and 1990 for
employers and employees, reallocation of taxes from the HI progi n, increasing
the self-employment tax rate to three-quarters the combined empk jee-employer
rate, and a dependency test. for spouses benefits.

If this alternative were adopted, the Congress would have to deal with
all or part of the remaining deficit by providing additional increases in social
security tax contributions, adding general revenue contributions, or changes in
the social security benefit structure or eligibility requirements or combinations
of these approaches.
Maintain Lower Replacement Rates

A variant—wage indexing at lower than prevailing benefit levels—which
would result in constant but lower replacement rates and reduce the long-range
deficit by more than one-half has been recommended by the Chamber of
Commerce, the American Council of Life Insurance, and the National Associa-
tion of Manufacturers. It was designed by the former Chief Actuary of the
Social Security Administration, Robert J. Myers.

As under the Carter Administration proposal, all workers retiring in the
future would share in the rise in real wages and in the standard of living that
occurs during their working lifetime. The primary difference between the
proposals is that replacement rates would be stabilized at a lower level, about
11 percent below existing law. (Both proposals would wage index the worker's
earnings and the bend points in the benefit formula.)

TABLE 4.—Replacement rates through wage indexing at reduced replacement
rate level

(Proposal recommended by Robert J. Myers)

• Initial average benefit close to 11 percent below present law in 1979
• Workers earnings records wage indexed
• Benefit formula bend points wage indexed
• Benefit formula factors not indexed

tIn percenti

Worker with average
earnings'

Replanement rate for
worker with—

regate OASDI
expenditures

Annual
benefit in Replacement

1977 prices rate
Low High

earnings 2 earnings'
As percent As percent
of payroU of ONP 4

Year:
1979
1985
1990
1995
2000
2010
2020
2030
2040
2050

$4, 444 46
4, 481 40
4,868 40
5,293 40
5,752 40
6,797 40
8, 032 40
9,492 40

11,215 40
13, 252 40

& 58 35
52 28
52 28
52 29
52 29
52 30
52 30
52 30
52 30
52 30

10. 9 4. 5
11. 1 4. 6

11.2 4.6
11.2 4.6
11.3 4.6
12.3 5.1
14. 9 6. 1
16.9 7.0
16.4 6.8
15. 9 6. 5

Percen

Average medium-range cost (1977—2001) 11. 1
Average medium-range revenue (present law) 9 9
Average medium-range deficit —1. 2
Average long-rage cost (1977—2051) 13. 7
Average long-range revenue (present law) 11. 0
Average long-range deficit —2. 7

'Assumed to be 4 times the average 1st quarter covered earnings.
I Assumed at $4,600 In 1976 and following the trends of the average.
$ Assumed at the maximum taxable under the orogram.
4 Based on full employment and assuming taxable payroll equals 41.1 percent of GNP.
6 Assumed to be based on the present new benefit formula for all workers attaining age 62 before Ian. 1, 1979 (as in

H.R. 8218).
NoB.—The estimates in this table are based on the economic and demographic assUmptions used in the intermediate

cost estimates (alternative II) lathe 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. The values in this table refer only to the Myers wage-Indexing proposal with the
transitional provision and exclude the effect of any other benefit and financing modifications.
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This proposal suggests that the rise in replacement rates resulting from
the 1972 legislation and the subsequent automatic benefit increases is un-
warranted. And it would somewhat reduce the relative role of social security
as a retirement program and place greater reliance on private pensions, personal
savings, private insurance and means-tested public assistance in meeting the
retirement income needs of the aged.

Since replacement rates would be lowered, this approach would eliminate
the costs of rising replacement rates in the future plus the costs arising from
the effect of benefit increases since 1972 on replacement rates. The proposal
would reduce the deficits to 1.1 percent over the medium range and to 2.7
percent over the 75-year valuation period.

In testimony before the Subcommittee, Mr. Myers suggested increasing
the present law tax rate schedule, by 0.5 percent in 1978 and by an additional
0. 25 percent in 1985 for employers and employees, each, and increasing the
self-employment tax rate as per the Administration. If these proposals were
adopted, in conjunction with the dependency test included in the Administra-
tion bill, there will be a surplus of 0.3 percent of taxable payroll over the
medium range and a deficit of 1.0 percent over the long range.
Declining Replacement Rates Based on Price Indexing

The Panel of Consultants to the Congressional Research Service (Hsiao
panel) recommended a decoupling proposal under which replacement rates
would decline rapidly until 1991 and gradually thereafter. Replacement rates
for the average worker would decline to 26 percent (as compared with 45
percent under the Carter proposal and 40 percent under the Myers proposal)
for workers retiring in the year 2050. The range of replacement rates between
regularly employed low-wage earners and maximum earners would also be
reduced. Currently, replacement rates range from 58 percent for low-wage
earners to 35 percent for maximum earners. Under the price indexing proposal,
these replacement rates would eventually range from 32 percent to 23 percent
respectively.

This proposal would substantially reduce benefit amounts below what could
be expected if replacement rates were maintained at current levels. For exam-
ple the average earner who retires in 1990 would receive about $786 a month (45
percent of his prior earnings) under the Administration's proposal, and $662
a month (38 percent of prior earnings) under this proposal. This differential
would gradually increase for average workers who retire after 1990. Thus,
a worker's initial benefit upon retirement in the future would reflect only
part of the increase in real wages and the increase in the standard of living
that has çccurred during his lifetime. It would reflect more than the increase
in the cost of living, however. Initial benefits for workers who retire between
now and 1991 would reflect only a small part of the real wage growth that
occurs during the period. After 1991, the rate of decline in replacement rates
is much slower, and a slowly growing proportion of real wage growth would
be reflected in the initial benefit amount.
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TABLE 5.—Declining replacement rates through price indexin9

(Proposal recommended y panel of consultants to Congressional Research Service—
Hsiao Panel)

• Initial average benefit close to present law in 1979
• Workers earnings records CPI indexed
• Benefit formula bend points CPI indexed
• Benefit formula factors not indexed

[In percent]

Worker with average
earnings 1

Replacement rate for
worker with—

Aggregate OASDI
expenditures

Annual
Low Righ Asperóent As percentbeneflt.ln Replacement

1977 prIces rate earnings earnings5 of payroll of GNP'

Year:
1979
1985
1990
1995
2000
2010
2020
2030
2040
2050

'$4,444 46
4,508 41

4, 597 38
4, 713 36
4, 908 34
5,360 32

5,962 30
6, 665 28
7, 496 27
8, 477 26

'58 '35
53 30
50 28.

47 28
45 28
42 27
40 26
37 25
35 24
32 23

10.9
11.0 4.5
11. 0 4. 5

10. 8 4. 4

10. 5 4.3
10.6 4.3
12.0 4.9
.12. 8 5., 3

11. 8 4. 9

10. 9 4. 5

Average medium-mnge cost (1977—2001) . 10.8
Average medium-range revenue. (present law) .

- 9 9
Average medium-range deficit . -. . -.------------- —-.

Average long-range cost (1977—2051) 3
Average long-range revenue (present law) 11. 0
Average long-range deficit —. 3

'Assumed to be 4 tImes the average 1st quarter covered earnings.
2 Assumed at $4,600 In 1976 and following the trends of the average.
'Assumed at the maximum taxable under the program.
4 Based on full employment and assuming taxable payroll equals 41.1 percent of GNP.
sssum to be based on the present law benefit formula for all workers attaining age 62 before Jan. 1, 1979 (as In

H.R. 8218).
N0TE.—The estimates In this table are based on the economic and demographic assumptions used In the Intermediate

cost estimates (alternatIve 11) 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. The values In this table refer only to the Rslao price Indexing proposal with the tran-
sitional provision and exclude the effect of all other benefit and financing modifications.

Under current assumptions, enactment of this proposal would virtually
eliminate the long-rauge deficit, although some additional revenues would still
be needed. The deficits would be reduced to 0.9 percent of payroll over the
medium range and to 0.3 percent over the long range. The Panel also sug-
gested a wage base increase and tax rate adjustments that would reduce the
deficits further.

In considering the cost-reduction effect of this proposal, it should be noted
that one of the goals of the panel's proposal is to give Congress flexibility to
adjust benefits from time to time through ad hoc action to restore replacement
rates as economic and social conditions change. If replacement rates are restored
in the future, additional financing may be required and the cost reduction re-
sulting from this option would not be realized.

The panel's proposal implicitly assumes that if real wage growth occurs,
workers will be able to afford to purchase private protection if they want to
maintain the same standard of living in retirement as would be provided by
social security under either proposal to maintain constant replacement rates.
If workers fail to purchase private protection and Congress does not restore
replacement rates, this alternative may resi4t in shifting some part of the cost
of income maintenance for the aged from social security to public assistance.

Although the proposed benefit formula would be less sensitive to changing
economic conditions than present law, it would be more sensitive than either
of the wage indexing proposals described previously because initial benefits
would still be affected by both price and wage changes.
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Combination Approach
A decoupled social security benefit structure can be designed so as to

provide constant replacement rates for certain periods and declining replace-
ment rates during other periods. The Senate Finance Committee staff devel-
oped one such decoupling approach under which replacement rates would be
constant through 1987, decline during the 1988—2030 period, and remain
constant thereafter. Although this approach is based on indexing both the
worker's wages and the benefit formula to changes in average wages, the
benefit percentage factors that apply to different ranges of average indexed
monthly earnings in the formula would be reduced by one-half the increase
in real wages each year during 1988—2030. This would cause replacement rates
to decline during the period.

The decline in replacement rates occurs approximately at the same time
that the ratio of beneficiaries to workers is increasing so it may be assumed
that this pattern of replacement rates is intended both to correct the flaw in
the present benefit structure and to offset nearly all of the cost effects due to
projected demographic changes. The decline in replacement rates would reduce
the medium-range deficit from 2.34 percent to 1.7 percent and the overall de-
cline would reduce the long-range deficit from 8.2 percent to 1.6 percent.

The Senate Finance Committee staff also suggested increasing tax rates
in 1981, eliminating the wage base for employers in 1978, offsetting benefits
for dependents and survivors, by the amount of any pension based on non-
covered employment that is received from a public retirement system, reallo-
cating taxes from the HI trust fund, increasmg the wage base for employees
and self-employed persons as in the administration bill, and increasing the self-
employed tax rate (also in the administration bill). The overall effect of these
changes would be to provide a 0.6 percent surplus over the next 25 years and
a 02 percent surplus over the next 75 years,
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TABLE 6.—Combination alternative

(Proposal recommended by Senate Finance Committee staff)

• Initial average benefit close to present law in 1978
• Workers earnings records wage indexed
• Benefit formula bend points wage indexed
• Benefit formula factors not indexed before 1988, then reduced by 50 percent of

gains in real earnings until 2030, thereafter not indexed

[In percent]

Worker with average
earnings i

Replacement rate for
worker with—

Aggregate OASD
expenditures

Annual
benefit In Replacement

1977 prIces rate
Low Bigh

earnings earnings
As percent As percent

of payroll of GNP'

Years:
5 46 58 535 10.9 4.5

1979
1985
1990
1995
2000
2010
2020
2030
2040
2050

$4,444
4949 45
5, 243 44
5, 466 42
5, 697 40
6, 191 37
6, 727 34
7,311 31
8, 639 31

10,208 31

57 34
56 33
54 32
52 32
47 30
44 28
40 25
40 25
40 25

11.5 4.7
11. 9 4. 9
12. 0 4. 9
11. 9 .
12. 1 5. 0
13. 6 5. 6
14.3 5.9
13. 2 5. 4
12.6 5.2

Average medium-range cost (1977—2001) 11. 8

Average medium-range revenue (present law) 9. 9

Average medium-range balance —1.7
Average long-range cost (1977—2051) 12. 6
Average long-range revenue (present law) 11. 0

Average long-range balance —1. 6

I Assumed to be 4 tImes the average 1st quarter covered earnings.
Assumed at $4,600 In 1976 and following the trends of the average.

$ Assumed at the maximum taxable under the program.
'Based on full employment and assuming taxable payroll equals 41.1 percent of GNP.
5 Assumed to be based on the present law benefit formula for afl workers attIng age 62 before Jan. 1, 1979 (as In

KR. 8218).
Norx.—The estimates In this table are based on the economic and demographic assumptions used n the Intermediate

cost estimates (alternative 11) In the 1977 OASDI Trustees Report. The replacement rates pertain to worker with steady
employment at Increasing earnings and compare the annual retirement benefit at age 65 wIth the earnings In the year
Immediately rlor to retirement. The values In this table refer only to the combination alternative with the transitional
provision an exclude the eftect of all other benefit and financing modifications.

Only part of the real wage growth that occurs during the 1988—2030 period
would be reflected in initial social security benefit amounts. As workers retire,
become disabled, or die during the declining replacement rate period, they would
have to rely on private pensions, other forms of private protection, or public
assistance programs to meet an ever increasing proportion of their income needs.
Thus, the projected increase in dependency costs of the aged resulting from
the drop in fertility rates (number of children per woman of child-bearing age)
would be met by reducing the benefits payable to future beneficiaries.

As a result, the cost of the social security program as a percentage of taxable
payroll would be reduced considerably, which means that the revenues needed
to support the program in the next century would be significantly lower than
under present law, the Carter Administration proposal, or the proposal of the
business comrnumty.

On the other hand, the decline m replacement rates would appear to be
governed solely by cost considerations rather than by any judgment between
appropriate and excessive replacement rates. In particular, the timing of this
decline is subject to question. By maintaining constant replacement rates for 10
years before starting to reduce them, the proposal fails to deal with the difficult
policy decision relating to proper replacement rates in a realistic and permanent
manner.
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Cost Effects and Replacement Rates Compared

TABLI 7.—Effect of alternative decoupling plans on average medium- and long-
range deficits

(In percent of taxable payroll]

Present
law

Carter Ad-
ministration Myers Eslao

Senate F!-
nance Corn-
mittee staff

Average medium-range (1977—
2001):

Cost
Revenue

Deficit

Average long-range (1977—2051):
Cost
Revenue

Deficit

12.2
9

11.8
9 9

11.1
9

10.8 11.6

2. 3 1. 9 1. 2 0. 9 1. 7

19. 2
11. 0

15. 3
11. 0

13. 7
11. 0

11. 3
11. 0

12. 6
ii. 0

8. 2 4. 3 2. 7 0. 3 1. 6



CHART IV

Comparison of Replacement Rates for Average Earner

Under Various Decoupling Proposals
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COMPARISON OF VARIOUS PROPOSALS FOR

Provision Advisory Council Proposal
(1974—5)

Admicintrat(on Proposal 1/ HAM—Myers Proposal 1/'

Effective Date Not specified

(8.5. 8218)

1979 1979

pdof Indexing To wages To wages To wages

mplacement Ratio 3/ Constant Constant Constant

Excluded from
One;4nq

Not Spncified Eargings of workers who attained
age 62, had an onset of disability
(unless worker fecovored), or died.
prior to 1979.

Earnings of workers entitled to
retirement or disability bcnefit
(unless worker recovered) or who
died prior to 1979.

Pojnt to Which Earnings
Indexed or Length of -

Computation Period

Most recent calendar year for
which annual average wage data
are available,

Earliest of: Second year before
entitlement to retirgncnt benefits.
onset of disability, or death, but
not before 5917.

Earliest of: Second year before
attainmept of age 62, entitlement
to disability benefits: or death.
but not before 1977.

,forula 100% of first $123 of AIME 5/,
31% of AIME over $123 (if
effective date is 1976.)

——or—-
100% of first OX of AIME, 4

31% of next Of of AIMf, 4
20% of 61041 over (IX +$y).

94% of first $180 of AIME, +
34% of next $895 of 6104$, 's
16$ of AIME over $1075.

.

oF ttrt £180 'of AIS .
3-If ,,t sxt f70 or , t0 'aic' o -'er 95O -

4,jppteent of PtA Formula Each year, adjunt bend points 6/
by increase in average wages,

- Each year, adjust bend points
by inernane, in average wages;
round to ne9rest $5.

Each year, adjust bend points by
increase in average wages; round
to nearest $1.

y Maximum Formula Not specified 150% of first $245 of P16. *
35% of next $95 of P29, a'

130% of next $115 of P16, 4
175% of P16 over $455.
Adjunt naximum formula like
PtA formula,

150% of first $249 of P1-A. 4

275$ of next $114 of P16, 4-

130% of nest $114 of P06, 4
175% of PtA over.$477.
Adjust maximum formula like P16
formula.

Minimum PtA Frozen at level in effect when -

proposal implemented,
Increases with CPX increa9es
beginning in 1979.

Frozen at level in effect when
proposal implemented.

Cost—of—Lids9 Increases Effective after retirement.
death, or disability. Effective ylth year of entitlement

to retiregent benefits, onset ot
disability, death (or 1979, jf
later),

Effectiw0 with year of attainment
of age 62. entitlenent to di8abil—
ity benefits, degth '(or 1979, if
later).

in e Used for
computations

'

Not npecified
•

Count dollar amount of earnings
after the year to which earnings
at. indexed, 9/

Count at dollar amount o e9rninqs
after toe year to which oarnings
are indexed,

'Transition Indefinite duration: guarantees
benefit table effective at

-

implementation without CPI
increases,

5—year guarentee for all retirees Permaneflt, guarantees benetswho are age 62 fter 1978 and in tablg at tine gi
before 1984; guapantpe 12/78 tation. 10/
benefit table after 1978 and
prior to year of first eligibil-
ity (with DPI increases only
from ye of 'age 6 nd use of
earnings up to year of age 62>.

/ These proposals are patterned after the general recosnoWnd8tions of the 1975 Advisory council ag 6cia1 Surity./ Apparently this is a technicel defect.
Worker's age—62 primary insurance amounts (P06) as a pefgept of preretirenent earning9 for suaaa.ding jregpa ofretirees over time.

y The panel's report is not clear on this point, but the system would apparently index to eligit4flty. ' reportdoes not make reconisendationa for treatment of disability or deat)t cases but says they must be ;iadie4 (IIthet./ Average indexed monthly earnings,
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DECOUPLING THE SOCIAL SECURITY SYSTEM

(S. 559) 1/ siao Paflel Proposal
— (l976 —

lal:s #ill (HR 0(
•

Cowhinatson Proposal
(SEC 7/77 Staff Paper)

lg8o

,tt'c

1999

—--——

1978

quarterly To prices
wages).

Not (,gdexe4 To wages

Declining congtant _ l97R'C7, constant; 1988—2030,
declinir.g; after 2031, constant

who became t spcc4fied

retiRement of
(unless

or died.

Not applicable Earnings of workers who attained
age 62. had an onset of dma—

buSty )m4ess woçlnr recovered),

or died prior to 1978.

before ypar bofoe attginpent of age 6$

62, entitle— but not before 1976. 4/

benefits, or
before 1977.

1$ highest years. Earliest of; Second year before
estitlemest to retirenent benefits.
gnset of digability, or death, but
sot before 1976.

of SINE, + 8% of first $200 of SINE, C

of AIM, + 35% of fleet $400 of SIMS. +

$1050. 25% of SINE over $600.
(Formula is for 1977; it would

have to be updated for 1990
effective date.)

100% of first $110 of A.ME, +

31% of neat $940 of AME, *
20% of PS%E over $1050.

91% of first $175 of AlOE.
33% of next $870 of SINE, +

16% of AlICE over $5045.

bend points Each year, adjust bend points

average wages; by increase in the CE'S. 7/

0.01.

-— —_________ —

Each year, adjust bend points
he mnccease in average wages;
round to nearest si.

%djus,t (send points by secreases in

avergge wages) for 1988-2030,
decrease percentagE fgctor each

year by half the gain in real wages.

$205 of PEA, Os retiremest cases, 122% of

of P3%, + SINE (Or 240% of the gveraqe

of P1%, 5 SOME is two—worker families).

$381. No but no morn than 50% of PIP, at

maximum formula. 2/ the first bend point in P1%
formula to a child. Is dma—
bility an survivor cases—-so
recommendatiOn.

150% of first $230 of P0%. *

275% of fleet 0105 of PIP., +

130% o next 09$ of P1%, e

175% of PEA over $430.
Adjust nanimum formula
like PlC fssesola.

1Ol of first $245 of P05. C
275% of Cent $95 of (sos. •
130% of next $115 of P2%.

175% of PIP, over $455.

Adjust maximum formula like PD,

formula.

C?! increases Eliminates the minimum. Eliminates thc minimum.

Yecreases with CPI beginning with

17H.

year of attain- Effective after retireeent.

entitlement to
death (or

Effective after retirement.
death, Or di0gbility.

Effective ssth year of entitlement
to retirement benefits, entitle—
nest to disobility benefits, death

(or 1978. if later).

amsust of earninge Not specified
to which earnings

Count earns' sqs after year of

nnt4tlement to retirement or
disability benefits. 5/

Count at dollar amount of earnings

after the year to which earnings
are indexed.

for all isdivid— S-year guarantee for all workers

52. entitled to born in l'3l7 to 1022, a benefit

or die before based on a combination of per—

saving clause for centage of old—law benefit,

guarantees 12/77 (decredning from 100% to 20% in
after $977 an4 prior equal stops over the S—year

disability entiti,gemnt, poiod). -ror thqs,e born in

CO'S inoregaeg 1922 ao4 later a bepnfiX based
on new law only.

10—year guarantee foe all
individuals who' are age 62. have

as onset of disability, or die
prior to 1309; guarantees 12/78
benefit ta(sle after 197g an4 prior
to year of ,$eath or f$rt elis$ibil
ity (with CO'I iscreases only from

yeg; of age 52, opse.t of
digabohity, or death).

S-year guargntee for all retirees
who are age 62 after 1977 and
before 1983; guarantee 12/77 bone—
fit table after 19 and prior to
year of fjrst eligibility (with
C?! increases oni,y from year of
age 52 and use of eareings up to

year of gge 62).

6/ Average monthly earnings level at which the formula percentage changes.

7/ Consumer Price Index.

8/ Present law reconputation procedures would apply to workers who reach age 62 or have an onset of

disability prior to 1979.

9/ The bill has a technical defect which doeo not permit the use of earnings after the year the

worker reaches age 72.

10/ Applicable to persons with 1 quarter of coverage before 1978.
8/12/77
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SPECIFIC DECOUPLING ISSUES

The essential elements of any decoupling proposal relate to:
(1) The measure of earnings—usually expressed as average.

monthly earnings, whether indexed or not.
(2) The computation period—whether or not the period for com-

puting average monthly earnings would gradually increase as under
present law or be limited to a shorter period.

(3) The benefit formula—whether or not the formula would
approximate present law benefits at implementation and keep up to
date with wages in the future.

These elements need to be considered together since virtually any change
in any one of them will necessitate changes in the others and may give rise to the
need for additional changes. For instance an explicit recognition of length-of-
service might be incorporated if a short computation period is used or con-
sideration given to a separate benefit formula for disability and survivor cases.

Under any proposal of this magnitude it is also necessary to make con-
forming changes in other provisions of the cash benefits program—e.g., the
minimum benefit, the family maximum benefit. Under H.R. 8218, such changes.
have generally been designed to reproduce the effects of present law.

b•ll
The following pages discuss these issues in terms of the Administration's

Wage Indexing

A worker's earnings in each year after 1950 would be updated through the
second year 2 before the worker retires.3 Specifically, each year's earnings would
be indexed by multiplying the actual earnings by the ratio of average wages in
the second year before retirement to the average wages in the year being
updated. For example, if a worker earned $3,000 in 1956, and retired at age 65
in 1979, the $3,000 would bemultiplied by the ratio of average annual wages in
1977 ($10,002) to average annual wages in 1956 ($3,514), as follows:

$3, 000X'=$8, 539

Thus, while the worker's, actual earnings for 1956 were $3,000, his relative
or wage-indexed earnings would be $8,539. The worker's earnings each year
would be adjusted in this manner. The result would be that the worker's benefits
would be based on earnings levels that prevail just prior to retirement, disability,
or, in the case of survivors, death. In effect, benefits would be based on the
worker's relative earnings (that is, relative to average wages) averaged over the
compptation period. (See Computation Period.)

Wage indexing has the effect of treating high earnings the same regardless
of whether they occur early OI late in the person's working lifetime. As compared
with present law, wage indexing tends to advantage workers with high relative
earnings early in their career and disadvantage those with high relative earningslate in their career.

'While it would seem reasonable to update earnings through the first year before the year of retirement, finn data on
actual wage growth will not be available in time to allow for such current indexing. For 1978 and subsequent years,' thelaw provides that earnings will be reported on an annual, rather than a quarterly basis. Thus, for example data on average
wage levelsin 1980 will not become available in time to form an indexing basis for 1981 retirees; 1980 wouid be the indexingyear for 1982 retIrees. Another approach would be to use an estimated average wage for the year before retirement. (Sug-gested by Robert I. Myers.) Rowever, this approach could cause problems if actual experience varied from the estimate;for example, people might complain If the actual average were higher than the estimate that had been used. Tins situationcould lead to pressure for reindexing using actual wage data for such years, which would be an added program complexity.'year of retirement for this purpose Is the year of initial entitlement—that is, the year for which the worker electsto receive retirement benefits (whether or not be actually Is paid a benefit In that year), the year of onset of disabifity, orthe year he dies.
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Alternatives
Actual earnings.—H.R. 4870, the Whalen bill, would use actual earnings

averaged over a 10-year period. If actual earnings are used, a fixed—rather than
expanding—computation period would be necessary to assure that individuals'
average earnings would grow at roughly the same rate as average earnings in
the national economy. A fixed, short period, such as is provided in H.R. 4870,
might invite pressure to add an explicit length-of-service measure, in order to
distinguish between short- and long-term workers. (It would be difficult to
devise an equitable length-of-service measure that would not give rise to
windfalls or disadvantage low-paid regular workers.)

The benefit formula would have to be revised in order to replicate present-
law benefits at the time of implementation or to produce whatever replacement
rate levels were desired. Assuming a benefit formula designed to reproduce
present-law benefits at implementation, program costs would be reduced some-
what more by the Administration proposal than by proposal using a short,
fixed computation period (such as is provided in the Whalen bill). This is true
because the relative advantage of a short fixed computation would increase
over time as the computation period under H.R. 8218 lengthens. While indexin
the workers earnings under H.R. 8218 largely overcomes the effect of outdate
earnings in a lengthening computation period, the longer computation period
would act as a measure of continuity of covered employment. With a short,
fixed computation period, a larger and larger number of years of low or no
earnings could be excluded from the average period.

Basing benefits on actual earnings, as under present law, advantages
workers who have high earnings late in their working lifetime as opposed to
early in their career.

Price-indexed earnings (Hsiao Panel) .—tlnder the Hsiao Panel approach,
wages would be indexed in relation to the CPI to produce "price indexed earn-
ings". Under this approach the system would be somewhat sensitive to the
relationship between wages and prices but to a lesser extent than under present
law.

Indexing earnings by the CPI injures the position of workers who have
high earnings in their 20's but not as much as wage indexing. Thus price in-
dexing provides some advantage but not as much as basing benefits on actual
earnings as under present la'w, for workers whose earnings rise faster than the
average toward the end of their working lifetime.

A comparison of average monthly earnings under various alternatives is
shown below for people retiring at age 62 in i979. The differences would be
even larger if the earnings were averaged over a 35-year period.

TABLE 8

Earnings pattern

Average monthiy earnings

Haiao

•

WhalenPresent
law I

Administra-
tion proposal panel bill &

Increasing slower than average wages
Equal to average wages each year
Increasing faster than average wages (equal

to contribution and benefit base each year)
Level, $3,000 each year

$372
500

678
250

$712
836

1, 107
582

$643
814

1, 062
506

$455
669

1, 000
250

I Actual, rather than indexed, earnings as I4lder administration and Hsiao panel proposals.

'The average monthly earnings were calculated on the basis of a worker reaching age62 in 1979 (rather than age 66)
In order to facilitate comparison with the panel approach—the draft panel report lacks clarity with respect to the treatmant
of workers retiring alter age 62. Elsewhere, where possible, age 65 has been used.
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Comput.xtion Period

Under most of the major decoupling proposals, as under present law,
benefits would be based on a worker's indexed earnings averaged over the period
since 1950, when the worker could reasonably have been expected to have
worked in covered employment, not counting the 5 years of lowest indexed
earnings.5 As underpresent law, the computation period would expand—from 20
years for those reaching age 65-in 1979, up to 35 years for those reaching age
65 in 1994 or later. If a worker's earnings increase at the same rate as average
wages in the economy, indexing his actual earnings to changes in average wage
levels would assure that his average indexed monthly earnings (AIME) would
rise at the same rate as average wages in the economy, even though the com-
putation period is expanding. Indexing according to changes in wage levels
also generally would assure that the benefits payable to a worker (and his
family) would be based on his relative earnings position—that is, relative to
average wages in the economy.

The long computation period tends to distinguish between short- and
long-term workers since, all other things being equal, the latter would have
higher average earnings and would therefore get a higher benefit amount.
Alternative

Fixed, short computation period.—Relatively constant replacement rates
could also be achieved with a fixed, short computation period. It could be
fixed at 20 years or, alternatively, as under H.R. 4870, the Whalen bill, it
could be fixed at 10 years. If the period is set at 10 or 20 years workers with
10 or 20 years of coverage could get the same benefit as workers with 35 or 40
years of service. Thus, consideration would probably need to be given to an
explicit length-of-service factor.

While length of service with a single employer may not be unduly difficult
to measure, application of this concept to a national program like social sccurity
poses some problems. There is no feasible way to measure length of service in
employment covered by social security that would not give rise to serious
inequities. As a practical matter, use of quarters of coverage as a measure of
length of service would raise a number of issues. It is possible for some workers
to gain 4 quarters of coverage by having worked only a few weeks during a
year—workers with maxjrnum earnings and some self-employed people, for
example. Further, records of quarters of coverage under social security prior
to 1956 are not available in a form appropriate for machine processing.

An arbitrary dollar amount for each year could serve as the basis for
determining length of service. However, if the amount were set relatively
high—$2,000 in 1979, for example—some workers would get credit for a year
of service even though they may have worked only a few weeks or months
while others who worked for most of the year at low wages would not get credit.
In addition regardless of what amount is selected, the amount would have to
be adjusted annually to take account of rising wage levels; if not, eventually
almost everyone would get credit for a year of service.

The shorter the computation period, the greater the opportunity for
workers to manipulate their covered earnings, that is, they might work con-
siderable overtime or in two jobs as they approach retirement in order to increase
their average earnings as computed for benefit purposes and thus get "windfall"
benefits.

Benefit Formula

The formula that approximates benefit amounts in present law applies to
average monthly earnings, which are computed from the worker's actual or
unindexed earnings in covered employment. As shown below, the present law
formula has 9 steps. Each time the contribution and benefit base is increased,
an additional step is added to the formula and each time there is an automatic
benefit increase, the percentage factors in the formula are increased by the
percentage increase in benefits.

'Benefit. based on earnings before 1951 would be calculated, essentially, as under present law—see page 3O
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Though not stated in the law, the formula that roubly approximates the
primary insurance amounts in the table in the law, effective June 1977, is:

145.90 percent of first $110 of ÂME,
53.06 percent of next $290 of ÂME,
49.58 percent of next $150 of ÂME,
58.30 percent of next $100 of ÂME,.
32.42 percent of next $100 of ÂME,
27.02 percent of next $250 of ÂME,
24.34 percent of next $175 of ÂME,
22.54 percent of next $100 of ÂME,
21.18 percent of next $100 of ÂME.

The benefit formula in H.R. 8218, shown below, would be applied to the
worker's average indexed monthly earnings (AIME). The formula is designed
to approximate as closely as possible the benefit amounts payable to workers
who retire in January 1979 (based on the assumption that the revised benefit
structure would go into effect in that month) under present law: 6

94 percent of the first $180 of AIME, plus
34 percent of AIME over $180 through AIME of $1,075, plus
16 percent of ÂIME above $1,075.

This formula would apply to those who reached age 62 and retire, have an
onset of disability, or die in 1979. The dollar amounts (bend points)7 in the
formula would be adjusted automatica1ly as average wages increase for those
entitled in the future. A comparison of PIA's under_present law and the pro-
posal for selected average monthly earnings (ÂME) and AIME levels for
January 1979 is illustrated in the following table:

TABLI 9

ÂME present law AIME i proposal

PTA Difference

Present law Proposal Amount Percent

$50 $83 $121 $121 0 0

76 126 121 121 0 0

110 182 171 170 —$1
1

—• 6
200 331 220 221

300 496 276 277 1 4

400 662 333 333 0 0
1.500 827 385 389

650
727

1,075
1, 203

472
499

474
494

2
—5 —.1. 0

'In this table AIME and ÂME are"equated," for Illustrative purposes through the use of a general equivalence guide
developed by the Office of the Actuary, Social Security Administration, rather than by an Individual comparison of actual
wage histories with and without Indexing. As a result, the PTA's shown In the' proposal" column of the table are approxi-

mate and may not be the same as PTA's shown elsewhere based on ATME computed by actually indexing earnings.
2 The minimum benefit guarantee, described under a separate heading is applicable.
SAME of $727 are the highest possible for the age-65 retlrement8 in 1979.

Alternatives
(1) Unindexed earnings formula (Whalen)

Under H.R. 4870, benefit amounts would be based on the worker's 10
years of highest actual or unindexed earnings in covered employment. The
specific benefit formula in H.R. 4870 is shown below. The dollar amounts (bend
points) in the formula would be adjusted each year by the percentage increase
in average'wages, as under H.R. 8218.

100 percent of first $110 of ÂME, plus
31 percent of next $940 of ÂME, plus
20 percent of ÂME $1,050.

'The formula approximates the effects of present law at the beginning of 1979. A revised formula would be necessary
to approxhnate later experience, say, 1980. Tue adtual formula would be designed to approximate the benefit table In
effect at the time of Implementation. Of course, 86 provided under some of the alternative approache3 the benefit formula
could be changed so that It would weight benefits In favor of those with low earnings more .or less heavily than Is true
under present law. This could be accomplished by changing the starting dollar amounts or by changing the apnllcable
benefit percentages. The degree of weighting in the benefit formula Is a controversial area on which consensus Is fficult
to achieve since there are few, If any objective standards.

'The bend points are the AIMi,.' levels at which the weighting In the benefit formula changes. The adjusted bend
points would be rounded to the nearest multiple of $5.
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() Lower general benefit levels (Myers)
The formula could be changed so that it would approximate benefit

levels prevailing under present law sometime in the past—say before the ad
hoc benefit increases of the early 1970's. If this were done, replacement rates
would be stabilized at lower levels than those prevailing at the time of imple-
mentation, and greater reliance would need to be placed on a transitional
provision to prevent sharp benefit reductions for large numbers of new retirees.
The proposed formula for 1979 is:

82 percent of first $190 of AIME, plus
30 percent of next $760 of AIME, plus
10 percent of AIME over $950

(3) Price-indexing formula (Hsiao panel)
If the dollar amounts in the formula were adjusted as prices increase (as i

generally done in price-indexing systems) rather than as average wages increase.
replacement rates would decline in the future. (The decline would be even
sharper if the bend points were not indexed at all.) The proposed formu]a for
1977 is:

80 percent of first $200 of AIME, plus
35 percent of next $400 of AIME, plus
25 percent of AIME over $600

(4) Combination approach—index formula by a portion of real
wage growth

Such a formula could be essentially the same as in H.R. 8218 for the first
10 years. During the 1988—2060 period the dollar amounts in the formula (bend
points) would be adjusted to wages but the percentage factors would be de-
creased each year by 50 percent of the difference between average wage and
price increases. Under this approach, replacement rates would decline but (in
contrast to the price-indexing approach) the relative weighting of the benefit
formula would be maintained. Such an approach is included in the Senate
Finance Committee staff decoupling "combination plan" under which replace-
ment rates would be stabilized at present-law levels at implementation for a
period of about 10 years, then decline for a period of about 40 years, and then
be stabilized again after 2030 at a lower level.

The Minimum Benefit

Under the Administration proposal, as under present law, the minimum
benefit (now $114.30) would rise with prices. Thus, the minimum benefit
(estimated to be $120.60 in January 1979) would rise (under the intermediate.
assumptions used in the 1977 trustees' report) to about $139 in January 1982,
and. by 4 percent per year thereafter. A worker coming on the rolls in the future
would get the higher of the benefit based on the benefit formula applied to his
AIME or the minimum benefit.

Since the minimum would only be adjusted by CPI increases and since
wage levels, and hence benefit amounts based on those wage levels, are expected
to go, up. at a faster rate than the cost of living, the trend should be for a smaller
percentage of newly entitled people each year to get benefits based on the mini-
mum. Although the minimum benefit is designed primarily to pay more ade-
quate benefits to workers with low average earnings, it is also paid to higher
income workers who qualify for benefits under another public retirement system
and also qualify for social security benefits with very little attachment to
employment covered by social security.
Alternatives

(1) Eliminate the minimum benefit prospectively.—Under this alternative,
which was suggested by the Hsiao panel, a person with very low average earnings
would get whatever benefit would result from applying the benefit formula to
his average earnings.
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Eliminating the minimum would result in sharp reductions in benefits for
substantial numbers of people. (In recent years about 10 percent of awards to
retired workers have been based on the minimum.) Thus, it would raise ques-
tions such as (1) the application of the transitional provision to workers with
very low earnings and (2) the availability of SSI or other needs-tested payments
for needy people affected by the change.

Under any of the decoupling proposals discussed herein, if this provision
were applied to future beneficiaries, the long range program savings would be
about 0.03 or 0.04 percent to taxable payroll.

(2) Freeze the minimum benefit prospectively.—For future beneficiaries, pro-
vide that initial PTA's would be frozen at an amount equal to the minimum PIA
in effect at the time of enactment of the provision. After entitlement, benefits
based on the minimum PTA would be updated to CPT increases as under present
law. (Freezing the minimum benefit was recommended by the 1975 Advisory
Council on Social Security and is included in the Myers decoupling proposal.)

Freezing the minimum would avoid the sharp drop in benefit amounts
involved in the elimination of the minimum and would involve similar, though
more gradual, reductions in future benefits for people with very low average
earnings under social security.

Tinder any of the decoupling proposals discussed herein, social security
costs would be reduced by about 0.02 percent of taxable payroll over the long
range.

Maximum Family Benefits

Under H.R. 8218, maximum family benefits would bear the same relation-
ship to PTA's as they do under present law—ranging from 150 percent to 188
percent of the PTA.8 The family maximum would be determined by applying the
formula shown to the worker's PTA:

150 percent of the first $245 of PTA, plus
275 percent of PTA's over $245 through $340, plus
130 percent of PTA's over $340 through $455, plus
175 percent of PTA's above $455

In the future, the dollar amounts (bend points) in the formula would be
adjusted as average wages increase. A comparison of maximum family benefits
at different earnings levels under present law and under the revised benefit
structure is shown in the following table.

TABLE 10.—Comparison qf maximum family benefits in January 1979

AME present law AIME proposal

Maximum family benefits Difierence

Present law Proposal Amount Percent

$50 $83 $182 $182
182

0
0

0
076 126 182

—$1 4110
200
300
400
500
650

1 727

182
331
496
662
827

1,075
1, 203

256
330
452
607
705
826
872

332
456
610
692
812
846

2
4
3

—13
—14
—26

—.
. 6
. 9
. 5

—1.8
—1.7
—3. 0

1 ÂME of $727 are In general the highest possible for age-85 retirements in 1979.

This treatment of the family maximum is similar to that in other decoupling
proposals.

8 SInce the 1971 amendments the maximum family benefit has been related to PTA's at all earnings levels (rather than
to average earnings as had previously been the case for higher paid workers). On the basis of tbls relationship to PTA, In
1979 the family maximum will be equal to 150 percent of PIA's up to an estimated PTA of $242.30. It gradually Increases to
18$ percent of an estImated PIA of $349.90 and then declines to 175 percent of PIA's at an estimated PTA of $459.10 and
above.
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Alternative
Flat-rate percentage maximum family benefit.—The family maximum could

be made a flat-rate percentage of the PIA. This approach would be adminis-
tratively less complicated and more easily understood by the public than the
provision in the Administration proposal. However, if the maximum family
benefits are set at a low percentage, say, 150 percent of PIA's or even an inter-
mediate percentage, say, 175 percent of PTA's, many families would get sub-
stantially lower benefits than under present law, which would raise the question
of whether a separate transitional provision for maximum family benefits
should be provided. (The Administration's transitional proposal guarantees
PTA's not family maximums because to do so would be an administrative
complication.) On the other hand, if maximum family benefits were set at,
say, 188 percent of PTA's (the highest percentage payable under present law),
the cost of the proposal would be increased. At the 150-percent level, cost
would be reduced.

Transitional Provision

The decoupled system proposed by the Administration is designed to
closely approximate overall retirement benefits that would be payable at
implementation (January 1979) under present law. However, it is unavoidable
that some workers would receive somewhat higher retirement benefits and
others somewhat lower under the new system than under present law upon
implementation.

H.R. 8218 includes a 5-year transitional provision to protect the benefit
rights of people who are now approaching age 62 and whose retirement plans
have taken social security benefits into account. Under the provision, a worker
who reaches age 62 after 1978 and before 1984 would be guaranteed a benefit
no lower than he would have received under present law when the new system
becomes effective (January 1979). The guarantee would not apply in disability
and death cases. Benefits for workers who become disabled after 1978 and the
survivors of workers who die after 1978 would generally be figured only under
wage indexing.

The PIA for a worker reaching age 62 after 1978 and before 1984 (and his
dependents or survivors) would be the higher of (1) the amount based on the
benefit table in the law at implementation (the guarantee), (2) the minimum
benefit, or (3) the amount derived by applying the new benefit formula to the
worker's AIME.9

For purposes of the guarantee, the January 1979 benefit table would not be
subject to future automatic benefit increases, but all individul benefits would
be subject to all benefit increases becoming effective beginning with age 62.
Earnings after age 61 would not be used under the guarantee computation.
With the passage of time, benefits under the wage-indexing system would rise
beyond the levels generally payable under the guarantee, since annual wage
increases would be reflected in higher AIME and in the adjustments in the
benefit formula each year. As a result, the proportion of newly entitled bene-
ficiaries that would receive higher benefits under the guarantee would decreasewith each passing year.

As shown below, it is estimated that the percent of new retirees eligible
for guarantee benefits each year that would receive such benefits would decline
from about 28 percent in 1979 to about 2 percent in 1983.

TABLE 11.—Proportion of new retirees eligible for guarantee who would
get benefits under guarantee during transitional period

Year: Percent
1979

281980
101981
61982

1983
2

'Under the guarantee the minimum Is frozen at the 1979 level, and under the new benefit formula
there would be nominimum. Thus, H. 11.8218 makes separate provision ior a minimum benefit that rises with priCes,as under present law.



A decoupling plan, such as that in H.R. 8218, that is designed to generally
reproduce present law benefit levels for retired workers at implementation
would result in an overall initial reduction in expenditures, primarily with
respect to the disabled and to survivors. (See Benefits in Disability and Death
Cases for discussion of the ramifications of having no transition guarantee.)

The following table shows a net cost reduction for the H.R. 8218 formula of
$20 million in 1979. This figure reflects a reduction of about $55 million for
disability and survivor cases which is offset by a cost increase of about $35
million in retirement cases. The table also. shows the additional cost of providing
a guarantee in retirement cases ($10 million) leading to a net effect of a $10
million overall reduction in expenditures for 1979.

TABLE 12.—Estimated effect of administration proposal on OASDI benefit
payments in calendar years 1979—83

(In

Annual cost effect of H.R. 8218 wIthout guarantee HR. 8218
guarantee

(retirement
only)

Net cost effect of HR. 8218

Year Retirement Survivor Disability Total Each year Cumulative

1979
1980

$35 —$40 —$15 —$20
125 —100 —105 —80

—160

$10
25
35

—$10 —$10
—55 —65

—125 —1901981 240 —175
—260 40 —220 —4101982 370 —255 —375
—385 45 —340 —7501983 510 —345 —550

Alternatives
(1) No transitional rovision.—Elimination of the transitional provision

would be an administrative simplification and increase the early year saving
under the proposal. However, it would disadvantage some people who are
approaching age 62. (All the major decoupling proposals make some provision
for a transitional period.)

() Extend guarantee to disability and death cases.—The guarantee could be
extended to apply to all beneficiaries, not just to retirees and their families.
This approach would perpetuate to some extent the situation under present
law where higher benefits can be paid in early death and disability cases than
in retirement cases and also continues present work disincentives for some
young disabled workers. (See Benefits in Disability and Death Cases.) It would
also involve a substantial early-year cost—$2.1 billion over the 5-year transi-
tional period.

(3) Ten-year transition.—The transitional period could be expanded to a
period of 10 years. This approach would extend "guarantee" protection to some
additional retired workers (and to a significant proportion of additional disa-
bility and survivor cases, if included) as compared with a 5-year transition. It
has higher program and administrative costs than a 5-year transition. (Under
H.R. 14430, last year's administration bill, the transitional period was 10 years
and applied to death and disability cases as well as to retirement cases.)

(4) Indefinite transition.—The transitional provision could be retained in-
definitely to assure that no one would be disadvantaged under the proposal as
compared with present law at implementation, regardless of when a person
became entitled to benefits. This approach is included in the Myers proposal
under which decoupled-system replacement rates would be significantly lower
than those under present law at implementation.
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(5) Hsiao panel transition.—Under this approach, benefits during a 5-year
period would be a "blend" of present-law benefits and the decoupled-system
benefits. This approach is not designed to protect the benefit rights of people
near retirement at implementation. Rather, it would phase out the present
coupled system gradually to allow for a period of adjustment to a decoupled
system. Twenty percent of the benefit of an individual becoming eligible for
benefits in the first year of implementation would be computed under. the new
system and 80 percent under the provisions of present law. In the second year,
the blend would be 40—60, and so on.

Benefits in Disability and Death Uase'

Under present law, benefits in young disability and death cases can be
significantly higher than in retirement cases. The major reason for the higher
benefits is that earnings are generally averaged over less than 20 years—2
years in some cases—while, in retirement cases, earnings are averaged over 20
years. Moreover, the benefit differential will grow in the future as the com-
putation period for retirement benefits expands. Under the Administration
bill, H.R. 8218, the relative significance of the length of the computation
period would be substantially reduced since all prior years of earnings would
be indexed to reflect changes in earnings levels since the year the earnings
were paid. Thus, average earnings in retirement cases would closely approxi-
mate average earnings in early disability or death cases.

In addition, the benefit formula in H.R. 8218 is designed to replicate
benefit levels prevailing in retirement cases under present law at implemen-
tation. The overall effect of wage indexing and the new formula is a substantial
reduction in benefits in early disability and death cases. This reduction to a
la.rge degree would deal with the criticism that the high benefits can act as a
disincentive for disabled workers, particularly young ones, to return to work
or to seek vocational rehabilitation. (The Administration bill last year, H.R.
14430, would have had a similar effect, but, unlike H.R. 8218, provided for
a 10-year guarantee so there would have been a gradual, rather than a sharp,
reduction in benefits.) For instance, under existing law an individual retiring
at age 65 in January 1979 with average earnings would have a retirement
benefit of $399 a month as compared to the benefit of $540 awarded a worker
age 29 or younger who becomes entitled to disability benefits at the same
time. Under the new Administration bill the two benefits would be virtually
the same; $339 for the retirement case and $403 for the young disabled worker.

Some differential would remain for many years with regard to maximum
(and above maximum) workers.1° And some differential in benefit amounts
would persist due to other factors (such as insured status requirements). Never-
theless, the basic elements of the present social security program that result
in the higher benefits in early disability and death cases—the use of actual
(nominal) earnings in a long (and growing) averaging period—would be sub-stantially modified.

10 If all years used in computing retirement benefits for maximum earners reflect the same relative earnings bass level,the base would not be a factor resulting in higher benefits in disability and death cases. However, the base has increasedfaster than average wages and would continue to rise faster under H. B. 8218 until 1985.
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Tau 13.—Convpari8on of projected young 'death and di8abiity primary
beneflfr (P14'8) and replaoemen rates under pre8ent ,la'ip and H.R.,8218
for ilu8tratwe cases of regular worlcer8 'with earmEng8 a low, average,
and 'maxim'um levels1

•

Yarof entitlement

Low earnings' Average earnings' Maximum earnings

Presentlaw H.R.8218 .Pesentlaw H.R.8218 Presentlaw H.'R.$218

PIA's: .

1979
1980
1981....

$349. 90
386. 20
424. 90

,

$254. 90
275. 50
296. 40

.

$539. 70
588. 70
638. 60

$402. 80
435. 30
467. 70

$678. 30
735. 30
796. 80

$529. 50
569. 80
613. 90

1982...... ... 465. 10. 316.. 90 688. 00 499. 90 857. 00 648. 20
198

PIA's as a percent of
prior year earnings:

1979

506.00 337.20 733.60 531.30 917.80 .7025O

.

80 58
.

62

,

46 • 37
1980 82 . 59 62 46 48 37,
1981 84 59 63 46 48' 37
1982
1983

86
89

59
59

63
64

46 ,

46
48
48

37
37

'The table (1) gives PTA'S for ianuary o( year shown, (2) glvesannualleed replacement rates, and (3) assumes disability
or death occurs before age 30 and that there are no earnings in year of entitlement.

2 The 1976 earnings levels of $4,600 for low earners, $9,200 for average earners and $15,300 for maximum earners are
adjusted annually according to the intermediate set of assumptions used in the 197 annual report of the Board of Trustees
of the Federal OASDI Trust Funds.

Alternatwe8
Limit of Benefits.

H.R. 15630, introduced by Chairman Burke in the 94th Congress, would
have limited the PIA in disabthty and survivor cases to the highest PIA payable
to a worker who reached age 65 in the same month as the worker who became
disabled or died. No similar proposal is contained in Mr. Burke's disability bill,
fli.R. 8076, introduced in the 94th Congress.

Under present law, such a proposal would alleviate the large dollar differ-
ences between PIA's in retirement and in disability and death cases at higher
earnings levels. However, under H.R. 8218, these differences would be greatly
reduced and the fact that the Aclmimstration's bill this year does not have a
guarantee for such cases makes such a "cap" less necessary. In either case, such
a limitation would not have any effect on the differences at lower earnings
levels.

Explicit Limit on Earnings Replacement
The Health Insurance Association of America (representing private

disability insurers) testified that disability benefits (including workmen's
compensation) should never exceed 65 percent of gross earnings at the time of
disability. This would constitute a fairly major deliberalization of existin
law. In order to avoid benefit levels for families in early disability and deat
cases from being excessive in terms of prior earnings levels, a limit on the per-
centage of average indexed monthly earnings (AIME) replaced by the benefits
could 'be 'established. For example, if a limit of, say, 80 percent of AIME was
instituted, the benefits of workers with AIME of $235 or less and the families
of workers with AIME of $910 or less would be reduced. The effect would be
especially marked in early disability cases where wage indexing would also act
to substantially reduce benefits. An alternative to this approach would be to
have a limit which varied by AIME from, say, 100 percent at the lowest level
to, say,40 or 50percent at the highest.1' Other variations are possible depending
upon 'how much benefit adequacy as 'opposed to work incentive one wish9s' to

Separate Formula
A separate compatation could be provided for disability and survivors'

benefits than is used for retirement, benefits, or' each of these programs could
have its own formula.

"The HIAA stated that the formula should not exceed 30 percent (or incomes In excess of $15,000.
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BaBe Year for Indexing Earnings

•An insured worker's earnings would be indexed by average wage increases
in covered employment through the second year before the worker retires (that
is, becomes entitled to retirement benefits), becomes disabled, or dies.12 The
earnings in the year prior to retirement would be counted in the actual dollar
amount. The year of retirement is the year a worker elects to receive benefits
(whether or not he is actually paid a benefit for that year). Because earnings
will be reported in the future on an annual (rather than a quarterly) basis,
average wage figures will not be available in time to index the earnings to a later
year. (The same provision was included in H.R. 14430.)

A major issue to be considered is whether earnings should be indexed to
age. 62 (the age of first eligibility) rather than to retirement (first entitlement).
The Use of retirement as the base year for, indexing rewards workers who
stay in the work force for the longest time beèause benefits would reflect
the increase in average wages that occur after age 62. The following table13
compares PTA's under retirement indexing to age 62 indexing for a worker
with average earnings each year retiring at different ages in the future.

TABLE 14

Age at retirement
in January

PIA's: Index to—

Difference
—

Retirement Age 62

Year of retirement:
1979 62 $392.30 $392.30 0
1980 63 424. 40 414. 90 $9. 50
1981 64 457. 20 439. 10 18. 10
1982 65 489.70 462.30 27.40
1983 66 521. 10 486. 90 34. 20
1984 67 552.90 513.50 39.40
1985 68 584. 70 543. 40 41. 30
1986 69 618. 10 576. 00 42. 10
1987 70 652.60 612.60 40.00
1988 71 688. 80 652. 50 36. 30
1989 72 729.70 696.60 33. 10

When retirement occurs after age 62, indexing to retirement produces
higher benefits than indexing to age 62 because (under current assumptions that
wages increase faster than prices) benefits for workers of the same age retiring in
successive years whose earnings are indexed to retirement would increase at least
as fast as wages while their benefits, if indexed to age 62, would increase no
raster than prices.
AlterwAtive

Age 62.—Earnings could be indexed up to the second year preceding age 62
rather than retirement.

This alternative provides less incentive for a worker to remain in the worli
force since, all other things being equal, the worker who retires at age 62 and the
worker who retires 3 years later at age 65 will receive benefits based on ap-
proximately the same PTA. If it is believed necessary to provide additional work
incentives under age-62 indexing consideration could be given to increasing the
delayed retirement credit.

indexing earnings to age 62 in all cases, as under this option, would seem
to give official sanction to a lower retirement age. On the other hand, the argu-
ment that indexing to the date of retirement would reward individuals who work
longer fails to take into account that many people normally go back and forth

IC'fi ince the retirement test does not apply after age 72, there is no program.related reason for Insured workers to delayfiling beyond age 72, and virtually no beneficiaries start getting benefits after age 72. Atechnical change should be loadsin the bill so thatearnings would not be indexed to a year after the year a worker reaches age 70 (the second year prior tothe year he becomes age 72).
" Based on intermediate set of econoruic assumptions used In the 1977 Aniiul Report of th Boardof Trustees of theirederal OASDI Trust Yu.
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between employment and retirement. These individuals would receive lower
benefits permanently than they would if they had been well-informed and not
applied for benefits.

If the CPI is rising faster than average wages, the worker would be better
off, in general, the earlier the point to which his earnings are indexed. In this
situation, indexing to age 62 would be to the worker's advantage, while under
indexing to retirement the worker would be better off to elect benefits at an
earlier date—that is, there would be an incentive to retire early.

This alternative has some significant advantages in the areas of administra-
tion and public relations. Since the indexing point is based solely on date of
birth rather than on the year retirement benefits are elected, this alternative
would relieve the worker of the burden of having to decide the most advan-
tageous time for him to elect benefits, a decision which would affect the benefits
he and his family would receive from then on. In addition, there would be less
pressure on SSA field personnel to make certain that the worker understood the
significance of his choice of when to elect benefits and to provide him the
information necessary to be able to make the choice.

Since age-62 indexing is less complex from an administrative standpoint,
administrative costs would be lower than if earnings were indexed to retirement.

Treatment of Earnings after Retirement or Disability Under Decoupling

Under the Administration proposal, earnings subsequent to the year of
retirement—that is, entitlement to retirement benefits—or onset of disability
would be counted at actual dollar value (i.e., unindexed) and substituted for
earlier years of indexed earnings if they would increase a worker's AIME and
his PIA. The recomputation provisions are similar to those under present law.
However, since past earnings would be higher after wage indexing than under
present law, earnings after retirement would, on the average, have substantially
less effect in increasing benefit amounts than under present law. (This approach
is similar to that in H.R. 14430 and in other current decoupling proposals.)

Alternative
Reindex earnings after retirement or disability.—Under this alternative, for

each year a worker had earnings after he became entitled to benefits, his earlier
earnings would be reindexed to take account of the year of additional earnings.
Thus, a worker who had earnings after retirement or disability would be as-
sured that his PIA would increase from year to year as fast as the increase in
average wages.

Reindexing all of a worker's earnings whenever he had 1 additional year
of earnings would be a very significant administrative complication. After a
worker's earnings were reindexed, a new benefit computation would have to be
done and the resulting PTA (without cost-of-living increases) would have to be
compared to the previous PTA (with cost-of-living increases) to see which is
higher. This operation would have to be done every year a worker had earnings
after initially becoming entitled to benefits. In 1976 3.3 million (about 20
percent) of retired-worker beneficiaries over age 65 had earnings.

Reindexing would also raise a question of equity as between retired workers
with very low covered earnings in a year and those with none. If a worker's
PIA were increased by the increase in average wages due to reindexing even if
he had very low earnings in a year, such a worker would be very substantially
better off than the person with no earnings. A provision for an earnings threshold
to qualify for reindexing would eliminate that particular equity problem but the
threshold would be necessarily arbitrary and therefore the provision would
create other equity problems. Also, reindexing would add substantially to pro-
gram costs. On the other hand, in a decoupled system based on retirement
indexing (such as H.R. 8218), reindexing would increase equities between
workers with similar wage records retiring in successive years. But reindexing
would reduce the incentives for later retirement that retirement indexing is
specifically designed to provide. (Of course, this question would not arise under
a system based on age-62 indexing.)
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Treatment of Earninss After Age 62 or Di8abiity for Workers Age 62 or Disobled
Before .1983

Worker8 age 62 or disabled before .1979
For workers age 62 or disabled before 1979, the present computation and

recomputation procedures would apply. Such workers could not qualify for
wage indexing. (H.R. 14430, last year's administration bill, provided that such
workers would have their benefits computed under present law but without the
use of earnings after the effective date, and that they could qualify for wage
indexing under certain conditions if they had earnings after such date.)
Worker8 age 62 from 1979 through 1983

For those age 62 during the transitional period, present-law computation
procedures would apply as a guaranteed alternative to the wage-mdexing
system. (The benefit table would be frozen at January 1979 levels and only
adjusted for cost-of-living increases after a person reaches age 62.) However,
earnings after age 61 could only be used in a wage-indexing computation. If
the wage-indexed benefit did not exceed the guarantee benefit, the latter would
be paid. Earnings in subsequent years wouuld be used in wage-indexing re-
computations until the wage-indexing benefit exceeded the guarantee benefit;
thereafter the wage-indexing benefit would be paid. (H.R. 14430 contained the
same provision. However, the transition was 10 years and applied to disability
cases as well as to retirement cases.)
Alternative

For workers age 62 (or disabled) before 1979, permit earnings after 197,9 to
be used only in wage-indexing recomputation.—This alternative—contained in
H.R. 14430—would make it possible for people age 62 or disabled before 1979
to qualify for wage indexing if they had earnings after 1978. However, some
people would qualify for wage indexing under this alternative based on rela-
tively low additional earnings and get a substantial increase in their benefits
because of the effect of indexing wages. Of course, since such earnings could
not be used for a present-law recomputation, this alternative would be a con-
siderable deliberalization for others.

Treatment of Earnings Before 1951

Under present law, PIA's are determined based on average earnings after
1936, 1950, or age 21, if later (and up to the year of age 62, disability, or death)
whichever results in the higher HA. Special rules apply where pre-1951
earnings are involved in the computation of benefits, and these rules would be
retained under the Administration proposal.'4 Thus, pre-1951 earnings would
not be indexed since machine records do not include yearly breakdowns of
earnings for the period 1937—50. Indexing individual years of earnings before
1951 could only be done on a manual basis, an operation which is not admin-
istratively feasible. People age 62 after 1978 who are eligible for a compu-
tation using pre-1951 earnings would have their benefits figured under present
law using a 1979 benefit table with CPI increases after age 62, death, or dis-
ability. However, earnings after age 62 or disability would not be usedjin the
old-start computation. For all practical purposes, the use of pre-1951 earnings
in benefit computations would wash out in 1991—when a worker age 22 rn
1951 reached age 62. The old-start computation is currently used for about 10
percent of new retired worker beneficiaries.

That is the same as provision in H.R. 14430, last year's Administration
bill, except that the "empirical" method would be extended under the Admin-
istration bill to cases involving workers age 21 after 1937; the extension has

"As under present law, the simplified "empirical" method of allocating total earnings prior to 1951 to individual
years prior to 1951 would cOntinue to be used. Because earnings In the period 1987—SOars not kept on machine records,
the empirical method was devised to simplify the computation of benefits for workers who had earnings before1951 byeliminating the tlme.consumlng manual computations that would otherwise have to be done. In genera), under theempIrical method, total earnings In the period from 1937 up to 1OM are allocated eQually to each of the years prior to 1951that are used to determine the worker's average earnings on which his benefit is based.



31

also been proposed under present law. Also, the treatment of pre-1951 earnings
under H.R. 4870 (Whalen) would be the same as under H.R. 14430. Under
the Myers approach, pre-1951 earnings also would not be indexed. The Hsiao
panel made no recommendations for treatment of pre-1951 earnings after the
transitional period. (During the transition the present law computation appli-
cable in the case of pre-1951 earnings would be used to figure the present law
portion of the benefit.)
Alternative

Develop art empirical method of indexing pre-195l earnings.—Although it is
not administratively feasible to index earnings for the period 1937—50, a
simplified approximation of indexed earnings for this period could be used.
Under such an approach, total earnings for 1937—50 which are contained in
SSA machine records would be allocated equally to each of the years in the
period and then indexed. However, indexing earnings that have been arbi-
trarily allocated and bear no relationship to the worker's actual year-by-year
earnings would not accomplish the purpose of indexing, which is to bring each
year's earnings up to date with current wage levels. Also, such an approach
would involve considerable administrative complexity.

Effective Date

The Administration's wage-indexing proposal would be effective for monthly
benefits payable beginning with January 1979. Since the system would operate on
a calendar-year basis—for example, earnings would be indexed and the benefit
formula would be adjusted annually—a January effective date seems desirable.
Alternative

All the major decoupling proposals use a January effective date. Obviously,
decoupling represents a major restructuring of the social security program
requiring very substantial changes in the mechanism for determining social
security benefit amounts. In order to assure smooth implementation of the
decoupled system, it might be necessary to allow some 18 months or more lead
time after enactment. If the effective date of 11.11. 8218 were delayed 1 year,
the long-range savings would be reduced by 0.03 percent of taxable payroll.

Conforming Amendments Under Administration Bill

1. Family maximum (section 203 of the bill and section 203 (a) of the Social
Security Act):

(a) In special minimum benefit cases, where the worker becomes eligible
for the special minimum or dies after December 1978, the family maximum
benefit would be figured using the family maximum formula under wage index-
ing. (Under H.R. 14430 this change would have been effective with respect to
all special minimum family maximums determined after the effective date of
decoupling.)

(b) Where an individwil is entitled on the basis of more than one PIA,
and one or more of those PIA's is based on wage indexing, the family maximum
benefits on each PIA would be combined up to 1.75 times the highest wage-
indexed PIA. (Under present law the limit in such cases is the highest family
maximum benefit appearing in the benefit table, which is 1.75 times the highest

2. Other conforming amendments (section 204 of the bill):
(a) Sole survivors. Section 202 (m) of the Social Security Act is amended to

assure that under the new system, as under present law, the minimum unre-
duced sole survivor's benefit will be equal to the minimum PIA.

(b) Insured status for certain veterans. Section 217(b) of the act is amended
to retain present special insured status provisions for certain World War II
veterans.
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(c) Use of A.MEfor figuring the workmen's compensation offset. Section 224(e)
of the act is amended to provide that ÂME, rather than AIME, will continue
to be used in determining average current earnings for purposes of the work-
men's compensation offset. Use of AIME could result in increasing benefits
payable under the offset provision.

(d) Filing for medicare only. Section 226(a) of the act is amended to permit
a worker who plans to continue working to establish entitlement to medicare at
age 65 without having the wage-indexing point for purposes of figuring his PIA
(and hence the amount of his PIA) determined by the date he elected medicare.
(Under present law, a worker must become entitled to cash benefits to qualify
for medicare.)

(e) Revise the method of adjusting the SMI premi'um. Section 1839(c) of the
act is amended so that the SMI premium will be increased each year by no
more than the same percentage as benefits for. people on the rolls are auto-
matically increased. This change is necessary since the premium adjustment is
now tied to increases in the benefit table, which would have limited applicability
as of January 1979 under the decoupling proposal, and would eventually wash
out.

0
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FOREWORD

The following is a summary of positions, recommendations, and
rationales presented to the Subcommittee on Social Security during
public hearings July 18—22 and July 26—27, 1977. Material used in
the preparation of this summary was the written testimony presented
by witnesses or submitted for the record. In only a few cases, oral
testimony was used.

In many cases testimony was paraphrased in order to fit individuals
or groups into organized categories. The citation of a group under
a particular rationale or recommendation would indicate that the
testimony presented generally supports the stated idea.

While every attempt was made to include an accurate and complete
summary of all testimony presented, it is possible that an inad-
vertent error of interpietation or exclusion may have occurred.

The Subcommittee on Social Security wishes to acknowledge and
thank Mrs. Lucia Swanson, a management intern from the Social
Security Administration who has been temporarily assigned to the
subcommittee, for her fine assistance and work in preparing this
summary.
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I. General Revenue Financing

A. Supports the general concept of general revenue financing for
the social security system (OASDI).

American Federation of Labor and Congress of Industrial Organizations; Rep. Jobnathan B.
Biogham; Robert M. Bali; Rep. William M. Brodhead; Wilbur I. Cohen; Community Service
Society of New York; Eugene R. Greemore; Rep. Mark W. Hannaford; National Council on
the Aging, Inc.; National Council of Senior Citizens National Retired Teachers Associationl
American Association of Retired Persons; National enior Citizens Law Center New Jersey
Division of Pensions; Rep. Richard L. Ottinger; Rep. Claude Pepper; Rep. Fre B. Rooney
Seniors for Adequate Social Security; United Auto Workers; Rep. Lester L. Wolil; Prof. Rlchará
Zeckhauser.

Specific comments
1. The social adequacy function of social security has benefited the

entire society, so income other than wages and salaries should support
the system.

Robert M. Bail; Rep. Brodhead; Community Service Society of New York; Rep. Hannaford;
National Council on the Aging Inc.; National Council of Senior Citizens; NationalSenlor Citi-
zens Law Center; New Jersey Division of Pensions.

2. Use of revenues from income taxes will move social security
financing toward a more progressive financing mechanism.

American Federation of Labor and Congress of Industrial Organizations; Rep. Ottinger; Rep.
Rooney; United Auto Workers; Prof. Zeckhauser.

3. General revenues are used by most industrialized countries to
finance part of their social insurance systems.

American Federation of Labor and Congress of Industrial Organizations; National Council of
Senior Citizens; Rep. Ottinger; Rep. Pepper; United Auto Workers.

4. The history of general revenue options recommended by past
Advisory Councils and the existence of the Murray-Vandenburg
Amendment 1944—19 50, which authorized general revenue appropria-
tions if needed, support use of general revenues today.

American Federation of Labor and Congress of Industrial Organizations; Rep. Bingham; Wilbur
J. Cohen; Rep. Rooney; United Auto Workers.

5. Precedents for the use of general revenues exist in the current
social security system—benefit payments to persons over age 72,
part B of medicare, wage credits for Japanese-American citizens,
noncontributory military wage credits.

Auerican Federation of Labor and Congress of Industrial Organizations; Rep. Pepper; United
Auto Workers.

6. Some general revenue financing may be used without eroding
the earned-right principle of social security.

Wilbur J. Cohen; National Council of Senior Citizenc.

7. Use would avoid an increase in payroll taxes which would
deepen the recession.

United Auto Workers.

8. As long as eligibility remains the same, use of general revenues
does not introduce a welfare component.

United Auto Workers.

(1)
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9. As long as most of the funds come from employer-employee
contributions, there is no serious danger of "runaway" benefit
increases.

National Council on the Aging, Inc.

10. Use will offset the effect of fewer workers supporting more
retirees in the future.

Rep. Wolff.

11. The use of general revenues will underscore the Congress'
determination to meet future obligations of the social security system.

Rep. Ottinger.

B. Supports the general revenue financing provision in H.R. 8218.
American Federation of Labor and Congress of Industrial Organizations; Robert M. Ball; Rep.
Bingham; Wilbur J. Cohen; Rep. Robert F. Ddnan Rep. William S. Moorhead; Mountain
Plains Congreis of Senior Organizations; National Council on the Aging, Inc.; National Council
of Senior Citizens; National Retired Teachers Association/American Assotiation of Retired Per.
eons; National Senior Citizens Law Center; Rep. Ottingcr; Rep. Pepper; Rep. Rooney; Seniors
for Adequate Social Security; United Auto Workers; Rep. Wolff.

Specific comments
1. The proposal is a modest and limited use of general revenues.

National Council of Senior Citizens; National Senior Citizens Law Center; Rep. Ottinger; Rep.
Pepper; Seniors for Adequate Social Security; United Auto Workers.

2. Allows for lower reserve levels in the trust funds, theréf ore
permitting a lower payroll tax rate than might otherwise be required.

Robert M. Ball; Rep. Bingham; Wilbur J. Cohen.

3. Essentially a bookkeeping transaction with no effect on the
unified budget and, unless there is another period of recession, the
revenues will not be spent.

Robert M. Ball; Wilbur J. Cohen; Rep. Moorhead, United AUto Workers.

4. Restores public confidence in the system.
Rep. Rooney; Rep. Wolff.

5. Will stabilize the system and assist in financial planning.
National Retired Teachers Association/AmericaS Association of Retired Persons; Rep. Rooney.

6. The proposal might be varied by lowering the unemployment
trigger of 6 percent and/or extending the proposal beyond 1982.

Rep. Bingham; Wilbur J. Cohen.

7. Does not call for a broad-based infusion of general .revenues.
Robert M. Ball; United Auto Workers.

8. Use of general revenues is related to a specific formula and is not
to be used just to make up for a lack of financing of new benefits.

Robert M. Ball.

C. Other general revenue financing proposals:
1. Finance part of the social security system from general revenues,

retaining payroll tax.
a. Finance up to one-third of the program frOm general reve-

nues. (A rationale frequently given by proponents of this sugges-
tion is that the portion of "accrued liability" due the trust funds
from the general fund is approximately one-third of expenditures.)

Rep. Bingham; Rep. Brodhead; Wilbur 3. Cohen; Comissullity Service Society of New York;
Eugene B. Greem3re; National Council on the Aging, Inc.; Rep. Ottinger; Seniors ror Adequate
Social Security.
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b. Use general revenues to replace other revenue losses to the
social security system, as per the Vandenberg Amendment (new
revenue losses will be identified).

Robert M. Bali; Wilbur 1. Cohen.

c. Use general revenues to pay for costs of OPT benefit in-
creases to the extent that they exceed a long-range average price
increase.

Wilbur Y. Cohen; National Retired Teachers Association/AmerIcan Association of Retired
Persons.

d. Pay the difference between the actuarial value of the contri-
bution of those receiving the minimum benefit and the actual
value of the minimum benefit received.

Wilbur J. Cohen.

e. Pay .for 50 percent of part A of medicare from general reve-
nues and transfer 50 percent of HI tax rate to OASDI.

Wilbur L Cohen.

f. Fund entire medicare costs from general revenues and divert
payroll tax revenues to OASDI.

Senator Richard Stone.

g. Use general revenues to fund the amount saved by not
having to pay SSI to the aged.

Wilbur J. Cohen.

h. Fund specific benefits from general revenues (student bene-
fits, nonretirenient benefits, etc.)

American Home Ecopomic Association; American Retail Federation; American Society for
Personnel Administration; Wilbur L Cohen; Council of State Chambers of Commerce; Prof.
Zeckbauser.

2. Pay for costs of administering program from the general fund.
American Retail Federation; Council of State Chambers of Commerce.

3. Permanent and/or substantial sums should be supplied from
general revenues to support the social security, system.

National Council on the Aging, Inc.; Natiqual Council of Senior Citizens; National Senior Citi-
zens Law Center; Rep. Ottinger; Seniors for Adequate Social Security; United Auto Workers.

4. Assure a repayable loan to social security from the general
revenues.

Wilbur . Cohen; Machinery and Allied Products Institute; Robert L Myers.

5. General revenue financing should take the fOrm of an earmarked
surcharge on the Federal personal income tax.

Community Service Society of New York.

6. Finance the entire social security system from general revenues
and abolish the payroll tax.

New Jersey Divis4on of ?ensiops.

7. Remove all "social insurances" from social security and fund
them through general revenues.

CltizensAgainst Conflscgtory Taxes in the United States
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D. Opposed to the concpt of general revenue financing of the
social security system (OASDI).

Alliance of American Insurers; American Iron and Steel Institute; American Retail Federation;
American Society of Personnel Administration; Chamber of Commerce of the United States;
Benjamin F. Feldman; Financial Executives Institute; National Associatln of Manufacturers;
Machinery and Allied Products Institute; Rep. Robert McClory; Rep. Ronald M. Mottl Rob-
ert J. Myers; New York Chamber of Commerce and Industry; Louise Sinon; Council of State
Chambers of Commerce; Teachers Insurance and Annuity Association/College Retirement
Equities Fund.

Specific commevts
1. Undermines the basic principle of earned rights.

Air Transport Association of America; American Iron and Steel Institute; American Society
for Personnel Admlnistration Chamber of Commerce of the United States; Financial Executives
Institute; Machinery and Allied Products Institute; National Association of Manufacturers;
Teachers Insurance and Annuity Association/College Retirement Equities Fund.

2. The public will be unaware of the true costs of the program.
Alliance of American Insurers; Robert F. Link, Robert I. Myers; National Association of Life
Underwriters; Council of State Chambers of Commerce.

3. Will result in considerable pressure on Congress to liberalize
benefits without providing specific funding.

Alliance of American Insurers; Financial Executives Institute; Robert F. Link; Robert 7. Myers;
National Association of Life Underwriters.

4. The system would be subject to uncertainties of annual appro-
priations and competition with other programs for funds.

American Society for Personnel Administration; Machinery and Allied Products Institute.

5. Income taxes would have to be increased, resulting in inflation,
Air Transport Association of America; American Iron and Steel Institute Chamber of Corn.

.merce of the United States; Benjamin F. Feldman; Financial Executives institute; Machinery
and Allied Products Institute; National Association of Manufacturers; New York Chamber of
Commerce and Industry; Council of State Chambers of Commerce.

6. Because no general revenues are available, would increase the
national debt and add to the difficulty of balancing the budget.

Air Transport Association of America; Alliance of American Insurers American Iron and Steel
Institute; Chamber of Commerce of the United States; Financial xocutives Institute; Rep.
Mottl; National Association of Life Underwriters; National Association of Manufacturers; New
York Chamber of Commerce and Industry; Small Business Legislative Council.

7. Destroys the financial integrity of a self-supporting system which
will, result in the loss of public confidence in the system.

National Association of Manufacturers; New York Chamber of Commerce and Industry; Council
of State Chambers of Commerce.

8. Use of general revenues might change social security into a wel-
fare system.

New York Chamber of Commerce and Industry.

9. May result in the introduction of a means test as a condition of
benefits.

American Iron and Steel Institute; Chambers of Commerce of the United States; Machinery and
Allied Products Institute; National Association of Life Underwriters.

10. Rather than use general revenues to support social. security, use
them to increase productivity which would generate more revenues
and to reduce inflation which would lower outlays.

Rep. McClory.

11. Social security is an insurance program and should pay benefits
from contributions.

American Retail Federation; National League of Cities.

E. Opposed to the general revenue financing provision in H.R. 8218.
Air Transport Association of America; Alliance of American Insurers; Health Insurance Associa-
tion of America; Robert 7. Myers; National Association of Manufacturers; National League of
Cities; New York Chamber of Commerce and Industry; Small Butlness Legislative Counoili
Council of State Chambers of Commerce.
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Specific comme1tt8
1. Linking general revenue financing to periods of' high unemploy-

ment is unwise because at times of recession there is reduced income to
the Treasury coupled with a need of revenues for other purposes.

Alllance of American Insurers; National Association of Manufacturers; Small Business Legislative,

Council; Council of State Chambers of Commerce.

2. Okun's law, the basis for the general revenue provision in H.R.
8218, is not applicable within the context of that proposal.

Robert J. Myers; New York Chamber of Commerce and Industry.

3. Introduction of general revenue financing will not be temporary.
Alliance of American Insurers; National Association of Manufacturers; New York Chamber
of Commerce and Industry.

4. Causes specific problems for the railroad retirement system be-
cause tier II money will be transferred to SSA as part of the general
fund transfer if language of H.R. 8218, section 102, remains as drafted.

Association of American Railroads/National Railway Labor Conference.

II. Taxable Wage Base of Employer

A. Supports the provision in H.R. 8218 which would gradually
eliminate the ceiling on the employer social security tax.

American Federation of Labor and Congress of IndustrialOrganizations; Robert M. Ball; Wilbur
1. Cohen; Rep. Horton; Mountain Plains Congress of Senior Organizations National Council on
the Aging, Inc.; National Council of Senior Citizens; National Retired 'reachers As8ociation!
American Association of Retired Persons; Rep. Pepper; Rep. Rooney; Seniors for Adequate
Social Security; United Auto Workers; Prof. Zeckabuser.

Specific comment8
1. Exact equality of contributions is not necessary; many foreign

social insurance systems have unequal financing between employees
and employers.

Robert M. Bafl;National Council on the Aging, Tnc; National Council of Senior Citizens; United
Auto Workers.

2. The relationship remains close to equal—50 percent for employers,..
45 percent for employees.

Robert M. Ball; United Auto Workers.

3. Employer contribution is deductible as a business cost, but the
employee contribution is not.

American Federation of Labor and Congress of Industrial Organizations; Wilbur 1. Cohen; Na-
tional Council on the Aging, Inc.; United Auto Workers.

4. Taxing entire payroll recognizes the responsibility of employers
to provide adequately for retirement income.

American Federation of Labor and Congress of Industrial Organizations; United Auto Workers.

5. Employers' contribution is' for the support of the system as a
whole and is not credited to an individual employee

'American Federation of Labor end Congress of Industrial Organizations; Robert.M. Ball; Na-
tional Council on the Aging, Inc.; UnIted Auto Workers.

6. Reduces regressivity of the financing mechanism.
National Council of Senior Citizens; Rep. Pepper; Seniors for Adequate Social Security; Prof.
Zeckhauser.

7. Under this proposal the overall cost to the business community
would be less than that under a traditional approach which would
raise the taxable base and tax rate at the same time.

American Federation of Labor and Congress of Industrial Organizations; National Council on
the Aging, Inc.; National Council of Senior Citizens; National Retired Teachers Association!
American Association of Retired Persons; Rep. Pepper; Rep. Rooney; United Auto Workers.
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8. There is no evidence that higher wages are heavily concentrated
in certain sectors.

National Council of Senior Citizens,

9. Proposed taxation of entire payroll produces additionairevenues
without increasing the benefit liabilities of the social security system.

Robert M. Ball; National Council of Senior Citizens; National Retired Teachers Associatlonf
American Association of Retired Persons; Rep. Rooney.

10. Increases revenue to the system in an equitable manner.
National Retired Teachers Association/American Association of Retired Persons; Rep. Rooney.

11. Since the proposed increase in the taxable wage base for em-
ployers is clone gradually, it will not impair economic recovery in
1977—78.

Rep. Horton.

B. Opposed to the provision in ER. 8218 which would gradually
eliminate the'ceiling on the employer social security tax.

Alliance of American Insurers; Air Transport Association of America; Association of American
Railroads/National Railway Labor Conferenro; American Iron and Steel Institute; American
Retail Federation; American Society of Personnel Adininistratlois; Chamber of Commerce of the
United States; Community Service Society of New York; Financial Executives Institute; Eugene
R. Greensore; Health Insurance Association of America; Robert F. Link; Machinery and Allied
Products Institute; Rep. Moorhead; RobertS. Myers National Association of Life Underwriters;
National Association of Manufacturers; National Federation of Independent Business; National
Council of Salesmen's Organizations New Jersey Division of Pensions; New York Chamber of
Commtrce and Industry; Small Business Legislative Council; Teachers Insurance and Annuity
Association/College Retirement Equities Fund; Council of State Chasber of Commerce.

Specific comment8
1. Equal contributions from employees and employers is an essential

principle of the social security program.
Air Transport Association of America; Alliance of American Insurers; American Retail Federa.
tion; American Society of Personnel Administration; Chamber of Commerce of the United States;
Financial xecutlves Institute; Rep. Moorhead; Robert J. Myers; National Association of Life
Underwriters; National Association of Manufacturers; New York Chamber of Commerce and
Industry; Small Business Legislative Council Council of State Chambers of Commerce; Teachers
Insurance and Annuity AssoclatlonJCollege *etlrement Equities Fund.

2. Cost-benefit relationship is no longer apparent to employees, as
contributory nature of the system is weakened.

Community Service Society of New York; Robert F. Link; Council of State Chambers ofCommerce.

3. Represents a move toward financing on an ability to pay basis
and is a move away from the desirable goal of strict equity.

Machinery and Allied Products Institute.

4. The burden will be inequitable, affecting small businesses, labor-
intensive, highly-technical and service industries, non-profit organiza-
tions, independent contractors, and state and local governments most
heavily.

Air Transport Association of Amerioa Machinery and Allied Products InstituteS National
Association of Manufacturers; National (5oundil of Salesmen's Organizations; National *ederatlon
of Independent Business; New Jersey Division of Pensions, New York Chamber of Commerce
and Industry; Council of State Chambers of Commerce; Teachers Insurance and Annuity Associ.atlon/College Retirement Equities Fund.

5. It is unfair for certain industries to pay increased taxes without a
corresponding increase in benefits for employees.

American Iron and Steel Inetitute; American Retail Federation; Chamber of Conunerce of the
United States; Council of State Chambers of Commerce.
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6. Increased costs to employers would be passed on to workers in
the form of lower wages or fewer benefits or to the consumer in the
form of higher prices.

American Society of Personnel Administration; Community Service Society of New York; Finan.
cial Executives Institute; Robert F. Link; Machinery and Allied Prolucts Institute; Rep. Moor-
head; Robert J. Myers; New York Chamber of Commerce and Industry; Small Business Legisla-
tive Council; Council of State Chambers of Commerce.

7. Will discourage capital enterprise and investment and hinder 'the
growth of private pension plans.

Air Transport Association of America; Community Service Society of New York; Financial
Rtecutives Institute; National Association of Life Underwriters; National Association of Manu-
facturers; New Jersey Division of Penalons; New York Chamber of Commerce and Industry;
Council of State Chambers of Commerce.

8. State and local governments will pass on increased costs through
higher taxes and fewer public services.

American Retail Federation; Comiiunity Service Society of New York; National League of
Cities.

9. Could cause more state and local governments, to "opt out' of
the social security system.

Chamber of Commerce of the United States; Financial Executives Institute; National League
of Cities; New York Chamber of Commerce and Industry; Small Business Legiilative Council.

10. There will be inconsistent treatment between the self-emplOyed
and individuals who have incorporated.

Robert J. Myers.

11. As drafted, H.R. 8218 would apply to both the social security
portion and private pension portion of the railroad retirement system,
removing the employer cap on both and causing greatly increased costs
for the railroads.

AssocIation of American Railroads/National Railway Labor Conference.

12. A longer transition period to taxing entire payroll may be
needed to give business time to plan for increased taxes.

Wilbur J. Cohen.

13. Increase may cause local governments to "opt out," so a
measure requiring maintenance of coverage should be included.

American Federation of Labor and Congress of Industrial Organizations.

14. Increase taxable wage base for both employees and employers
equally—

a. Until 90 percent of covered wages are taxed.
Americats Society of Personnel Administration.

b Apply provision in HR. 8218 for an increase in the employee
wage base to the employer as well.

Anerican Retail Federation.

c. Raise base to $30,000 by 1980.
Rep. Berkely W. Bedell; Rep. Charles W. Whalen, Jr.

III. Taxable Wage Base of Employee

A. Supports the provision in H.R, 8218 which would increase the
taxable wage base for employees to $30,300 by 1985:.,

American Federation of Labor and Congress of Industrial Organizations; Robert M. fl•
Wilbur J. Cohen; Rep. annaford; Mountain Plains Congress of Senior Organizations; National
Council on the Aging, Inc.; National Council of Senior Citizens; National Retired Teachers
Association/American Association of Retired Persons; Rep. Ottinger; Rep. Pepper; Rep. Rooney.
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Specific comments
1. Increasing the taxable wage base for employees makes tax less

regressive.
American Federation of Labor and Congress of Industrial Organizations; Robert M. Ball;
National Councilon the Aging, Inc.; Rep. Ottinger; Rep. Pepper; United Auto Workers; Prof.
Zeckhauser.

2. An increase in the wage base improves protection for those who
pay more but who have low ratios of return.

Robert M. Ball; National Council on the Aging, Inc.; United Auto Workers.

3. Increase is low enough and gradual enough to avoid large in-
creases in benefits for higher paid employees and not affect the role
of private insurance, savings and pensions.

Robert M. Ball.

4. Increases revenues to the system.
American Federation of Labor and Congress of Industrial Organizations; National Council on
the Aging, Inc.; National Retired Teachers AssociatIon/American Association of Retired Persons.

5. A greater proportion of covered wages would be subject to tax.
American Federation of Labor and Congress of Industrial Organizations.

B. Opposes provision in H.R. 8218 which would increase the tax-
able wage base for employees to $30,300 by 1985.

Air Transport Association of America; American Iron and Steel Institute; Chamber of Commerce
of the United States; Health Insurance Association of America; Robert F. Link; Machinery and
Allied Products Institute; Robert J. Myers National Association of Life Underwriters National
Association of Manufacturers; New York (5hamber of Commerce and Industry; Small Business
Legislative Council.

Specfw comments
1. Taxable wage base defines the scope of the social security pro-

gram and the role of the private sector, and an increase will narrow
the responsibility of the private sector in the economic security field.

Machinery and Allied Products Institute; Robert I. Myers.

2. Increasing the employee and self-employed base does not pro-
•vide any significant additional financing over the long range due
to benefit increases.

American Iron and Steel Institute; Robert F. Link; Machinery and Allied Products InstituteS
Robert I. Myers; National Association of Manufacturers; New York Chamber of Commerce an
Industry; Small Business Legislative Council.

3. There will be less money available for private savings and in-
vestment.

American Iron and Steel Institute; Chamber of Commerce of the United States; Machinery and
AllleçI Products Institute; National Association of Life Underwriters; National Association of
Manufacturers; New York Chamber of Commerce and Industry.

4. Expansion of wage base was never meant as a revenue-raising
mechanism, but as a delimitation of the extent of benefits within the
system.

National Association of Life Underwriters.

C. Other proposals regarding the taxable wage base.
1. Increase the taxable wage base by $900 in11979, 1981, 1983, and

1.985 Over and above present law
Wilbur I. Cohen,

2: Increase taxable wage'base to—
a. $30,000 by 1982.

Wilbur I. Cohen,
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b. $24,000 by 1978.
National Council on the Aging, Inc.

3. Begin to tax after the first $2,000 to $3,000 of income, and con-
tinue up to $18,000 to $20,000.

Mountain Plains Congress of Senior Organizations.

4 Allow for' different taxable wage bases based on marital status,
and tax married couples on their combined earnings.

Mr. and Mrs. Robert Reilly.

5. Increase taxable wage base for both employees and employers
equally—

a. Until 90 percent of covered wages are taxed.
American Society of Personnel Administration.

b. Apply provision in HR. 8218 for an increase in the employee
wage base to the employer as well.

American Retail Federation.

c. Raise base to $30,000 by 1980.
Rep. Berkely W. Bedell; Rep. Charles W. Whalen, Jr.

IV. Tax Rate

A. Supports the' provision of H.R. 8218 which accelerates the
present law OASDI tax rate increase to. 1985 and 1990 instead of 2011.

American Federation of Labor and Congress of Industrial Organizations; Robert M. Ball; Rep.
Blngham; Wilbur J. Cohen; National Council of the Aging, Inc.; National Council of Senior
Citizens; United Auto Workers.

Specific comments
1. Income will help maintain trust fund levels.

United Auto Workers.

2. Public confidence wiH be restored.
United Auto Workers.

3. Moving the rate forward is feasible because of the existence of
the earned income tax credit.

Wilbur J. Cohen.

B. Opposes the provision of H. R. 8218 which accelerates the present
law OASDI tax rate increase to 1985 and 1990 instead of 2011.

Rep. Ottinger: National Teachers 'AssoclationlAtnerlcafl Association of Retired Persons; New
Jersey Division of Pensions.

Specific comments
1. Regressive because 'the 'increase falls on all wage earners.

Rep. Ottlter.
2. Any increase in the social security tax should be rejected because

it is already at a level which makes it an economis disincentive for
the economy; an increase would endanger private pension plans.

New Jersey Division of Pensions.



10

C. Other proposals for changing the OASDI employee-employer
tax rate.

1. Increase the tax rate by 0.3 to 5.25 percent effective in 1978,
with a probable additional increase of 0.2 percent necessary in the
early 1980's.

American Iron and Steel Institute; Air Transport Association of AmericaS American Society of
Personnel Administration; Chamber of Commerce of the United States; l'fational Association of
Manufacturers; New York Chamber of Commerce and Industry; CounSil of State Ctiambers of
Commerce.

2. Increase the tax rate by 0.5 to 5.45 percent effective in 1978.
Health Insurance Association of America; Machinery and Allied Products Institute; National
Association of Life Underwriters.

3. Increase the tax rate by 0.5 to 5.45 percent effective in 1978 with
an increase of 0.25 percent in the 1980's.

Robert Y. Myers:

4. Increase the tax rate by 0.5 to 5.50 percent in 1980 and an
additional increase of 0.2 percent in 1986.

Robert F. Link.

5. Increase tax rate by 0.1 percePt in 3 successive years for employer
and employee, each.

American Retail Federation.

6. Apply different rates based on marital status, dependents and
the number of spouses employed within one family.

Mrs. Louise Sinon.

7. Reduce the tax rate to no greater than 3 percent and apply to
the total salary of employers and employees.

Citizens Against Confiscatory Taxes in the United States.

D. Supports the provision in H. R. 8218 which would increase the
tax rate of the self-employed to equal 13 times the tax rate of an
employee.

American Federation of Labor and Congress of Industrial Organizations; American Iron and
Steel Institute; American Society of Personnel Administration; Robert M. Ball; Chamber of
Commerce of the United States; WIlber 1. Cohen; Health Insurance Association of America;
Machinery and Allied Products Institute; Mountain Plains Congress of Senior Organizations;
Robert I. Myers; National Association of Life Underwriters; National Association of Manufac-
turers; National Council on the Aging, Inc.; National Retired Teachers Association/American
Association of Retired Persons; New York Chamber of Commerce and Industry; Small Business
Legislative Council; Council of State Chambers of Commerce.

Specific comments
1. Restores the tax rates to the relationship which existed from

1950—1972.
Robert M. Ball; Robert Y. Myers.

2. Coerage for the self-employed under an employee contribution
alone would disadvantage the social security system; combined
employer-employee rates on the self-employed would be excessive.

Robert M. Bail.

E. Opposed to the provision in H. R. 8218 which would increase the
tax rate on the self-employed to equal .i times the tax rate of an
employee.

National Federation of Independent Business.

F. Other proposals regarding the tax rate on the self-employed.
1. Allow 50 percent of the self-employed tax to be deductible on

the Federal income tax to offset the effect of the tax rate increase.
Wilbur I. Cohen; Council of State Chambers of Commerce.
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2. Increase self-employed rate to 2 times that of an employee and
allow 50 perceiit of it to be deducted as a business expene on the
Federal personal income tax.

American Retail Federation.

0. Suggestions to relieve the social security 'tax burden of the low-
.and middle-income wage earner.

1. Increase and expand the earned income tax credit.
American Jewish Congress; Robert M. Ball, ; Wilbur 1. Cohen.

2. A graduated payroll tax syate will allow a. higher rte of taxa-
tion while easing the burden on lower income wage earners.

National Assoèlatlon of Life Underwriters.

3. Provide an optional exemption from FICA taxes for those who
elect to continue working after. age 65

Rep. William L. Armstrong; Gordon C. Bker.

4.' Incorporate a progressive element into the payroll tax.
Rep. Leon E. Panetta; Rep. Wolff.

5. Provide for rebates of 100 percent of FICA taxes• for workers
earning' less than $3,000 and scale dowirward to $12,000.

American Jewish Congress.

6. Provide niore income tax credits for low income workers.
United Auto Workers.

7. Make social security tax deductible from the personal income
tax and forbid the states from taxing it.

American Home Rconomlcs AOciatlOn.

H. Taxing of social security benefits.
1. Stop taxing that portion 'of 'gross income which is used to pay

FICA tax and instead tax benefits when they are received.
Teachers Insurance and Annuity Associat1on/Collegeiet1remeSt Rqultiea Pund

2. The part of the benefit receited which' *s contributed by the
employer was never taxed, so a tax on that part of the benefit received
is appropriate.

American Society of Personnel Administration,

3. Opposed to taxation of social security benefits..
American Federation àf Labor and Congress of IndustrlalOxganlzationa.

I. Opposed to a value-added tax as a means of raising revenues for
social security because the result Would be higher irices 'and inflation.

Seniors fo Adequate Social eoutity; Council of State Chambers of Commerce..

V. Decoupling

A, SuppQrts the. decoupiing provision in H.R. 8218.
Amdrican Federation of Labor and Congress of Industrial Organizations; Alliance of American
Insurers; American Society of Personnel Administration Association of American Railways/Na.
tlonal.RaUway.Labor Copference RobertM...BsU; Rep. ingbam; WllburJ. Cohen; Community
SerQiee Soriety of New )Qrk; tfo lain Plain Congress of Senior Organizations; National Coun.
fdlOfl'thé Agid In; N5tional Coüñôil of.Sanlor Citizens; National Retired Teachers Associa-
tlon/ American Association of Retired Perlons;'New Jersey Division of Pensions; Rep. Ottinger;
Rep. Pepper; Rep. Rooney; United Auto Workers.
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Specific comments

1. Benefits should be wage-indexed to provide for a steady replace-
ment rate over time.

American Federation of Labor and Congress of Industrial Organizations; Robert M. Bail; NationalCouncil on the Aging, Inc.; Rep. Pepper.

2. Replacement rates:
a. Replacement rates should be stabilized at their current

levels.
Americaii Society of Personnel Administration; Robert M. Bali; Rep. Blngham; Wilbur J. Cohen;Community Service Society of New York; Rep. Pepper; United Auto Workers.

b. Stable replacement rates are desirable aside from financing
considerations (consistency and predictability would simplify
retirement planning).

American Society of Personnel Administration; Robert M. Bail; National Council on the Aging,Inc.

c. Current replacement rates are not excessive.
Robert M. Bail.

d. In the past, an increase in replacement rates has carried an
assumption of a commitment to maintain them in the future.

Robert M. Bail.

e. Once replacement rates. are stabilized, they should be
changed only by deliberate congressional action.

Community Service Society of New York.

f. Replacement rates should be established as a function of
deliberate policy and not by accident.

National Council of Senior Citizens.

g. Present replacement rates are inadequate.
National Retired Teachers Association/American Association of Retired Persons.

3. Transition should be at least 10 years and the guarantee extended
to survivors and disabled as well as retirees.

American Federation of Labor and Congress of Industrial Organizations; United Auto Workers.

4. The benefit formula should not be weighted and should have a
closer relationship to contributions.

National Retired. Teachers AssociatIon/American Association of Retired Persons.

B. Proposes to decouple the social security benefit formula using
wage-indexing and resulting in replacement rates equal to those of
1972 or earlier (approximately 10 percent lower than current rates),
and providing for a permanent transition guarantee.

American Iron and Steel Institute; Chamber of Commerce of the United States; Robert F. Link,Robert J. Myers; National Association of Life Underwriters; National Association of Manufac.turers.

Specific comments
1. Wage-indexing should be used because it stabilizes replacement

rates.
American Iron and Steel rnstitute; Chamber of Commerce of the United States; Robert J.Myers; National Association of Life Underwriters; National Association of Manufacturers; NewYork Chamber of Commerce and Industry.

2. Replacement rates.
a. Prsent replacement rates are due to an overextended bene-

fit level and a lag in instituting the decoupling procedure.
Robert J. Myers.
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b Stable replacement rates at a level slightly lower than
present would help in planning pensions and private savings and
encourage the creation of new pension plans.

National Association of Life Underwriters.

3. A transition guarantee should. not, be extended to survivors or
.disabled because the current situation' of extremely• high benefits for
those beneficiaries would be continued.

Robert J. Myers.

C. Price-indexing.
1. Use price-indexing as recommended by the Advisory Panel on

Social Security (Hsiao panel).
Representative John H. Rousselot, Teachers Insurance and Annuity Association/College Retire.
ment Equities Fund.

2. Opposed to price-indexing ince future workers would not share
in an improved' standard of living which they helped t create.

American Federation of Labor and Congress of Industrial Organizatior-

3. Price-indexing would encourage ad hoc increases without show-
ing the true cost to' the system; it represents a major deliberalization

Robert M. Ball; National Council on the Aging, Inc.; NeW York Chamber of Commerce and
Industry.

4. Price-indexing benefits is likely to result in increased numbers
•of the elderly living in poverty.

National Retired Teachers Association/American Association of Retired Persons.

D. Other decoupling proposals
1. Index using wages with replacement rates as compromise between

1972 levels and current levels.
Machinery and Allied Product3 Institute.

2. Wage records should be adjusted so that an individual's benefits
'will not have been lost through inflation.

Small Business Legislative Council.

3. Provide a 60-percent replacement rate on the first $6,000 of
.verage covered earnings with a declining rate thereafter.

American Home Economics Association.

4. Decouple by using a three-step progressive formula based on the
average of wages earned in any "high 10" years.

Rep. Bedell; Rep. Whalen.

5. Decouple in such a way as to obtain a stable replacement rate
which is based on disposable income (the replacement rate of actual
income would decline).

American Retail Federation; Council of State Chambers of Commerce.

6. Costs could be further reduced by providing benefit increases at a
•rate of 70 percent of the increase in the cost of living.

Teachers Insurance and Annuity Association/College Retirement Equities Fund.

7. Gradually declining replacement rates would result in greater
'equity between individuals retiring in different years, reduce financial
'strain on the system, and give Congress latitude with 'respect to
benefit levels.

Council of State Chambers of Commerce.
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8. Decouple lowering the replacement rate for high income earners
to no more than 30 percent and provide a percentage cap of 65 percent
of predisability earnings.

Health Insurance Association of America.

•E. Computation period—opposed to any shift back toward com-
putation of benefits at a later age (65) as producing an across-the..
board cut in benefits.

American Home Economics Association; National Senior Citizens Law Center.

VI. Reallocation of Revenues Between Trust Funds

A. Supports the provision in H.R. 8218 which lowers the HI tax
rate in order to shift those revenues to the OASDI trust funds.

American Federation of Labor and Congress of Industrial Organizations; American Retail Pad.
eration; Robert M, Ball; National Council on the Aging, Inc.; National Council of Senior Citizens;
National Retired Teachers Association/American Association of Retired Persons; Council of
State Chambers of Commerce; tJnited Auto Workers.

Specific comments
1. Increase in the taxable wage base for employers and employees

will provide more funds for the HI Trust Fund and allow the shift
of money from HI to OASDI.

Robert M. Bail; National Council on the Aging, Inc.; National Retired Teachers Assocation/
American Association of Retired Persons.

2. Cost containment will decrease HI expenditures.
Robert M. BaTh National Retired Teachers Association/American Association of Retired Persons;
United Auto 'Workers.

3. Use of general revenues will allow the shift of HI money to
OASDI.

National Retired Teachers Association/American Association of Retired Persons.

B. Qpposed to the shift of revenues from HI to OASDI, as provided
for in H.R. 8218.

American Iron and Steel Institute; American Society of Personnel Administrtaion; Chamber of
Commerce of the United States; Machinery and Allied Products Institute; Robert I. Myers
National Association of Life Underwriters; National Association of Manniacturers; National
Retired Teachers Association/American Association of Retired Persons; New York Chamber
of Commerce and Industry; Small Business Legislative Council.

Specific comments
1. HI Trust Fund is not in sound financial condition.

Robert I. Myers.

2. Provision in H.R. 8218 is based on unrealized savings frcm hospi-
tal containment legislation which hasnot yet been enacted.

Robert I. Myers; National Association of Life Underwriters; National Association of Manufac.
turers; Small Business Legislative Council.

C. Opposed to shifting of funds between trusts.
1. Opposed to legislation to merely reallocate and temporarily

avoid exhaustion of the DI Trust Fund.
National Retired Teachers Association/American Association of Retired Persons.

2. Opposed to any shift of funds from one trust to another because
it blurs the true costs of individual programs, and makes it more
difficult to project cost increases and hold the proper authorities
-accountable.

American Society of Personnel Administration.
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D. Other proposals regarding trust fund allocations.
1. Should be a regular mechanism to transfer funds, from one trust

to the other in times of need but only'as a repayabie loan.
Machinery and Allied Products Institute.

2. The DI Trust Fund should get a larger proportion of any in-:
crease in the OASDI tax rate.

Robert J. Myers.

3. Provide for a national health insurance system and shift all Hi
revenues to OASDI.

Mountain Plains Congress of Senior Organizations.

E. Trust fund levels.
1. A lower trust fund reserve is possible when a guarantee of general'.

fund money is in the law.
Robert M. Bali; Wilbur J. Cohen.

2. DHEW says that a reserve of .50 percent is needed to weather'
another recession; general revenue proposal in H. R. 8218 would allow
that level to drop to 33 percent.

Robert M. Ball.

3. A lower reserve ratio may be alright even without generat
revenues.

Wilbur J. Cohen.

4. A trust fund level of 50 percent is needed to keep public con-
fidence in the system.

National Retired Teachers Association/American Association of Retired Persons.

5. Trust fund levels should be at least at current levels, and higher'
if possible.

New York Chamber of Commerce and Industry.

6. It will be very difficult to build up trust fund levels to their'
former level through taxing. Rather than reinstituting an amendment
for the use of general revenues such as the Vandenburg amendment,,
use a repayable loan to the trust funds from the general revenues.

Robert 1. Myers.

7. Trust fund levels should be maintained at the level of 40 percent.
of a year's expenditures.

Machinery and Allied Products Institute.

VII. Dependency

A. Supports the provision in H.R 8218 which defines a dependent
as one whose income was less than the worker's income in the 3.
years preceding the worker's death or filing for retirement or disability
benefits.

Association of American Railroads/National Railway Labor Conference; American Federation
of Labor and Congress of Industrial Organizations; American Iron and Steel Institute; American
Retail Federation; American Society for Personnel Administration; Robert M. Ball; Wilbur J.
Cohen; Chamber of Commerce of the United States; Health Insurance Association of America;.
Machinery and Allied Products Institute; Robert J. Myers; National Association of Life Under-
writers; National Association of Manufacturers; New York Chamber of Commerce and Industry;:
Small Business Legislative Council; United Auto Workers.
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Specific comments
• 1. The provision should be studied to protect against any inequities

which might develop as a result of a secondary wage earner becoming'
the primary wage earner during the'last 3 years before the retirement
or death of a worker..

American Federation of Labor and Congress of Industrial Organizations.

2. The Railroad Retirement Act of 1974 should be amended to
correspond to the definition of dependency in H.R. 8218.

Association of American Railroads/National Railway Labor Conference.

3. Will increase the administrative costs and payments in many
cases, primarily where .a woman is the spouse or widow.

Wilbur 3. Cohen.

B. Opposes the dependency provision in H.R. 8218.
Community Service Society of New York; Rep. Donald M. Fraser; Rep. Milllcent Fenw1ck
Nancy Gordon' Rep. Martha F. Keys; Rep. Barbara A. Mikulski; National Organization o
Women; New Jersey Division of Pensions; Women's Alliance on Legal Opportunities and Pro-
tection.

Specific comments
1. The dependency test would generate an unwarranted detailed!

investigation of personal circumstance.
Community Service Society of New York.

2. Individual determinations of dependency are incongruent with
the general philosophy of social insurance.

Community Service Society of New York.

3. The provision doesn't make sense and is politically, socially,.
and administratively unacceptable.

New Jersey Division of Pensions.

4. Many victims of the provision will be women who are protected
under present law, including those women who earn more than their
husbands in only the last three years before filing for benefits.

Rep. Fraser; Rep. Keys; Rep. Mikuiski; Women's Alliance on Legal Opportunities and Protection..

5. There should be no dependency test for men or women.
Community Service Society of New York.

6. The dependency provision is arbitrar3r, based on an artifical con-
cept and creates more problems than it solves.

Rep. Fraser, Rep. Keys, Rep. Mikulski.

C. Other proposals to prevent windfall benefits to those receivin
public pensions and qualifying as social security dependents as wel.

1. Provide coverage for all public employees.
Anserican Federation of State County, and MunIcipal Employees; American Home Economies.
Association; American Retail 'edcration; American Society of Personnel Administration; Robert.
M. Ball; Wilbur J. Cohen; Community Service Society of New York; Robert F. Link; Machinery
and Allied Products Institute; Robert 3. Myers; Council of State Chambers of Commerce; Teach-
ers Insurance and Annuity Association/College Retirement and Eulties Fund; Women's Alliance
on Legal Opportunities and Protection.

2. Consider a public pension as a social security benefit and when an.
individual is entitled to both, he/she would receive the higher.

Wilbur 3. Cohen.
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VIII. Retirement Test—Retirement Age

A. Retain the retirement proviBion.
American Federation of Labor and Congress of Industrial OranIzatlons; American Retail Federa
tion; Machinery and Allied Products Institute; Natlopl (Jouncilof Senior Citizens; Council o
State Chambers of Commerce; Teachers Insurance and Anntzlty Association/College Retirement
Equities Fund.

Specific comments
1. Eliminate the ineauities of current lw by changing from a

monthly to an annual test.
American Retail Federation; Machinery and Allied Product Institute; Cowiçtl of State Chain-
bers of Commerce.

2. Those who would:.beneflt from abolishing the retirement test are
few and usually in better health, and have better jobs than the
retired population in general'. .The cost to the systemcannot be justified.

American Federation of Labor and Congress of Industrial Organizations.

3. Abolishing the retirement test would be financially irresponsible
and severely inequitable to most beneficiaries.

National Council of Senior Citizens.

4. Liberalizing or abolishing the retirement test woUld result in, the
transfer of money from young workers to older workers; not a proper
transfer under a social insurance system.

Teachers Insurance and Annuity Association/College Retirement Equities Fund.

B. Liberalize the retirement test.
American Jewish Congress Senator Dale Bumpers; Community Service Society of New York;
Rep. Robert J. Cornell; gep. Joseph Gaydos; Rep Hannaford; Rep. John W. enrette, Jr.;
Rep. Elliott II. Levitas; Rep. Trent Lott; National Council on the Aging, Inc.; National Senior
Citizens Law Center; Mr. and Mrs. Robert W. Reilly; Rep. C. W. Young.

C. Proposals to' liberalize the retirement test.
1. Increase earning limitation amount to:

a., $4,000.
American Jewish Congress.

b. $4,800.
Sen. Bumpers; Rep. Young.

c. $5,000.
Rep. Gaydos; National Council on the Aging, Inc.; Rep. Cohen; Rep. Mottl.

d. $7,500.
Rep. Hannaford; Rep. Lott.

e. $7,800.
Sen. Stone.

2. Increase limit to $6,000 but include unearned income in the
calculation.

Rep. Jenrette.

3. Establish limit at 150 percent of poverty-level income.
Rep. Levitas.



18

4. Adopt 1ibralization recommended in the Advisory Council
Report of 197—withhold $1 of every $3 earned between the exempt
level and twice that level and $1 of every $2 earned over twice that
level, with no upper limit.

Community Service Society of New Yprk.

5. Increase limit to the difference between an individual's beneflt and
the maximum benefit of the type involved, plus current allowed limit.

Rep. Cornell; Rep. Drinan.

6. Exempt widow(er)s from the retirement test;
Mr. and Mrs. Reilly.

P. Prefers elimination of the retirement test, but if that is not
nossible, liberalize current test.

Rep. Bingham; Rep. William S. Cohen; Rep. Drinan; Rep. Motti; Rep. Pepper; Sen. Stone;
Prof. Zeckhauser.

1. Eliminate for ages 65—72.
Rep. Iohn B. Anderson; Rep. Benjamin A. Oilman; Sen. Barry Goldwater; Rep. Pepper.

2. If retained, change to annual instead of monthly test.
Rep. Pepper.

E. Abolish the retirement test.
Rep. Armstrong; Gordon C. Baker; Rep. Silvio 0. Conte; Rep. Philip M. Crane; Rep. Fenwick;
Edward Gonzalez; Rep. Charles E. Grassley; Rep. Robert Lagomarsino; Mountain Plains
Congress of Senior Organizations; National Retired Teachers Association/American Association
of Retired Persons; Rep. Ottinger; Rep. Panetta; Rep. Rooney; Rep. Rousselot.

1. Unfair because it falls most heavily on low-income individuals.
Rep. Anderson; Sen. Goldwater; Edward Gonzalez; Rep. Grassley; Rep. Gilman; Mountain
Plains Congress of Senior Organizations.

2. Unfair because it takes only earned income into account.
Rep. Armstrong; Rep. Fenwick; Sen. Goldwater; Rep. Oilman; Rep. Lagomarsino; Mountain
Plains Congress of Senior Organizations; Rep. Ottinger.

3. Limit is a disincentive to dignity and self-sufficiency in the
elderly.

Rep. Conte; Rep. Crane; Rep. Grassley; Rep. Oilman; Rep. Rousselot.

4. Will increase general tax revenues if abolished.
Rep. Conte; Rep. Crane; Rep. Lagomarsino; Mountain Plains Congress of Senior Organizations;
Rep. Panetta.

5. Social security is inadequate as sole income, resulting in many
older people living in poverty and seeking employment.

Rep. Crane; Rep. Fenwick; Edward Gonzalez.

6. Penalizes working wives with children under age 18,
Rep. Anderson.

7. The 50-percent tax on income over and above the limit is dis-
criminatory.

Sen. Goldwater; Rep. Oilman: Rep. Lagomarsino.

8. Results in loss of skills and output from the economy.
Sen. Goldwater; Rep, Oilman; Rep. Lagomarsino; Rep. Panetta; Rep. Rousselot.

9. Longer lifespans and better health would enable people to work
at older ages.

Rep. Grassley.
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10. Social security is an earned pension not related to need, therefore.
tbere,,sio,d be no limit,on income after becoming a'beneficiary.'

Rep. Oilman; Rep. Grasslq.

F. Proposals to increase the retirement age.
:1. Raising the retirement age on a phase-in' basis would result in

substantial sayings.
Rep. McClory; Rep. Rousselot.

2. There is a need of greater labor force participatiori among older
people in the next century; need to reverse the trend toward early
retirement. 1.. ' ' . '

Robert M. a1l.

.3. Move the normal retirement age forward to 68 and early retire-
ment to 65 to reflect the increasing number of older persons'and their
greater capacity to continue workmg.

Machinery and Allied Products Institute; Teachers Insurance and Annuity Association/College
Retirement Equities Fund.

4. Inbrease 'the retirement age to utilize skills and experience of the
elderly and to help the long-range financing problems of the system.

American Society of Personnel Adis1nIstration; William Kemp, Jr.

G. Other proposals regarding the retirement age.
1. Remove mandatory retirement age for federal employees and

lift the private retirement age to 70.
Rep. Ottingar.

2. Permit 'early retirement at age 60, but with less of a reduction
in benefits.

American Federation of Labor and Congress of Industrial Organizations.

3. Reduce age of eligibility for full social security benefits to age 62.
Rep. Motti.

4. Increase the delayed retirement credit to provide significantly
higher benefits for late retirement.

Rep. Cornell; Prof. Zeckhauser.

5. Opposed to any raising of the social security eligibility age.
Seniors for Adequate Social Security.

6. Allow full retirement benefits to a qualified individual at any
time after age 60, if he/she has been forced to retire by Federal law,
regulation, or order.

Rep. William Lehman.

IX. Equal Treatment of Men and Women

A. Supports the concept of earnings-splitting between husbands
and wives to enable a homemaker to have her own wage 'record for
social security purposes.

American Jewish Congress; Business and Professional Women; Committee for Equity for Women
in Social Security and Pensions; Rep. Cornell; Rep. Fenwick Rep. Fraser; Rep. Keys; Rep.
Lehman; Rep. Mikuiski; Rep. John Joseph Moakley; Rep. Mottl National Organization of
Women: Rep. Richard Nolan; Unitarian-Universalist Women's Feceration; Women's Alliance
for Legal Opportunities and Protection.
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1. Eliminates the need for a. dependency concept and gender-based

'.distinctions in the social security system.
Rep. Fraser; Rep. Keys; Rep. Moakley; Rep. Nolan.t A change in social security assumptions regarding dependency is

warranted due to changes in societal patterns and institutions.
Business and Professional Women; Committee for Equity for Women In Social Security and
Pensions; Rep. Fenwick; Rep. Fraser; Nancy Gordon; Rep. Keys; Rep. Miku1sk1 Rep. Moakley;
Rep. Motti; National Organization of Women; Unitarian-Universallat Women's Federation.

3. Assumes marriage is an economic partnership; will help to offset
low earnings and sporadic work record which currently result in low
benefits for women.

Rep. FehwIck; Rep. Fraser; Rep. Keys; Rep. JAoyd; Rep. Moakley; Rep. Mottl; National
')rganizatlon of Women.

4. Would provide lifelong homemakers and divorcees with their own,
earnings record and possible entitlement to OASDI benefits.

American Jewish Congress; Business and Professional Women; Committee for Equity for Women
In Social Security and Pensions; Rep. Fenwick; Rep. Fraser; Rep. Keys; Rep. Moakley; Rep.
Mottl; National Organization of Women; Unltarlan.Universalist Women's Federation.

5. The concept is simple and benefits those who currently lose out on
women's earnings—children and widowers.

Rep. Moakley.

6. All women are treated equally regardless of their marital or
work status.

Rep. Lloyd.

7. Under present law, a woman is not eligible for part A of Medicare
if her husband is not a beneficiary, but with her own earnings record
she may become eligible at age 65 regardless of the status or age
..of he husband.

osiness and Professional Women; committee for Women in Social Security and Pensions; Un!-
Women's Federation.

B. Discrepancies remain in taxes on the same income between one-
earner and two-earner families while tax base is apphed as an individ-
ual maximum.

Nancy Gordon.

9. Social security should provide equal benefits to both spouses
based on incOme, regardless of which spouse earned it.

Mary Marshall.

B. Proposals regarding homemaker credits.
1. Provide accrued credits for OASDI to the full-time homemaker

for each year she is married.and for every marriage.
American Home Economics Association.

2. Provide disability coverage for women during homemaker years
and coverage for survivors in case of death.

American Rome Economics Association.

:3. Assign earnings records to homemakers caring for dependent
children or those who spend less than one-quarter time outside the
home.

Nancy Gordon.
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4. Calculate a salary for full time homemakers at the minimum
wage.

American Home Economics Association.

C. Entitlement to widows benefits.
1. Provide entitlement to widow's benefits at age 50..

Business and Professional Women; Committee for Equity for Women in Social Security and Pen-
sions; Rep. Cornell; Rep. Fraser; Rep. Keys; Mary Marshall; National Organization of Women;
Unitarian-Universalist Women's Federation.

2. Marriage or remarriage of an individual entitled to widow(er)s
or parent's benefits should not terminate such individual's entitlement
to benefits nor reduce the amount of the benefit.

Rep. Armstrong; Rep. Young.

3. Provide a period of benefits for the younger widow without
children while she prepares for the job market and full benefits at age
50.

Mrs. C. J. Harrington; Mary MarshaL

D. Provide for optional computation of benefits based oi the com-
bined earnings of a married couple.

American Federation of Labor and Congress of Industrial Organizations; Rep. Drlnài,.

E. Duration of marriage.
1. Reduce the duration of marriage requirement for a divorced

spouse to qualify for benefits on the other spouse's record.
American Federation of Labor and Congress of Industrial Organizations; American Jewish Con.
gress Busineri and Professional Women; Comin.ittee for Equity for Women in Social Security
and l'ensions; Rep. William L. Dickinson; Rep. Haniaford; National Organization of Women
Unitarian-Universalist Women's Federation; Women's Alliance for Legal Opportunities and
Protection.

2. Establish benefit rights for divorcees based on the duration of
the marriage.

Mary Marshall.

3. In 1976 only 8 percent of divorces were of marriages which lasted
20 years or more.

Nancy Gordon.

.F. Computation period.
1. Exclude child-rearing years from computation of the average

monthly earnings.
National Organization of Women; Mary Marshall.

2. Increase the number of drop-out years in the benefit computation.
American Federation of Labor and Congress of Industrial Organizations.

G. Proposals to end discrimination against working wives.
1. Have different tax rates based on marital status.
2. Give working wife 40 percent of husband's benefi.t plus her own,

not to exceed highest maximum to one person, or exempt wife from
taxation.

3. Give same fiat rate benefit to all surviving spouses and children
Mr. and Mrs. Reilly.

H. Proposals for financing increased benefits for women.
1. Higher tax for men with dependent spouses; all social security

taxes deductible on personal income tax.
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2. Tax spouses filing a joint income tax return—social security
taxes would be paid on each half of income up to the maximum
taxable base.

American Home Economics Association.

X. Coverage
A. 'Totaliza,tion.
1. Supports the provisions in H.R. 8400 to allow for totalization

agreements between the United States and foreign governments.
Association of American Citizens InsUred in the German Retirement System; American Cham-
bers of Commerce in Italy and Switzerland; Ainerican Committee on Italian Migration; American
Federation of Yews frohi Central Europe; American Federation of Labor and Congress of Indus-
trial Organizations; Alice J. Baer; Brown Boveri Corp.' Chamber of CommerCe of the United
States; Conference on Jewish Material Claims Against óermany, Inc.; Dow Chemical Europe;
S,ulzer. Bros; Sperry Rand Corp.; Marcel Stein.

a. Benefits: American and multinational corporations by re-
ducing the cost of doing business abroad.

American Chambers of Commerce in Italy andSwltzerland; &own Boveri Corp.; Chamber.
of Commerce of the United States; Dow Chemical Europe;• Suizer Bros.; Sperry Rand Corp.

b. Will help'U.S. balance of payments.
Ameriean Chambers of, Commerce in. Italy and Switzerland; American. Committee on Italian

-Mighition; Chamber of Commerce of the United States.

c. Will ,help employees who have careers in various countries
and who have paid into many systems but have qualified for no
benefits because of short attachment to each system.

An,'tcaü Cbath'tr of Cônlmtrce in Italy and Switzerland; AMericai Committee on Italian
Migration.

d. Will assist in keeping immigrants off the welfare rolls because
of. disability,, death, or retirement because .they may be able to
claim benefit from another country.

American Committee on Italian Migration.

2. Should be ral1sitional pr,QQe.dj.ires for those who have established
dual e1igibilitr Orsoonwill, sO'as POtto suffer Iowr total benefits as a
result of the legislation.

American Federation of Labor and Congress of Industrial Organizations.

• ,. 3,. Would, le, n expresiop. .f legislative intent to re-open the
deadline for aIiation to the Fedetal Republic of Germany (FRG)
for social security benefits for Nazi victims.

American Federation of Jews from Central Europe.

'4. Reuest that the U.S. Government obtain from the government
of the FItG auì 'nde taking'that th 1RG wi1l'insthe T'S. citizens
who are. Na victims the sam' rights as those gran'ted' to similar
'victims in bilatral agreements between the FRG and other countries.

donfex'ense on Jeish Material Claims Against Germany, Inc.

& flequests ati administrative 'reement between the United
ates and. the FQ to reopen dedlrnes, fQr voluntary contribution
nd to' theke 't6tâI FEG o1aisenrity payments payable to Na7i
victims while they are residing in the United Statè.'

Macetalt1.,
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B. Universal coverage.
1. Favors the concept of mandatory universal coverage.

American Federation of State, County, and Municipal Employees; American Home Economics
Association; American Retail Federation; American Society of Personnel Administration; Robert
M. Ball; Wilbur 1. Cohen; Chamber of Commerce of the United States; Community Service
Society of New York; Rep. Levitas; Robert F. Link; Machinery and Allied Products Institute;
Robert J. Myers; Rep. Pepper; Council of State Chambers of Commerce; Teachers Insurance and
Annuity Association/College Retirement Equities Fund; Women's A1lince on Legal Opportuni-
ties and Protection.

2. Favors optional coverage for federal employees.
Affiliated Government Organizations; Illinois Council of the Congress of Organizations of the
Physically Handicapped.

3. Opposed to mandatory coverage of federal employees.
National Association of Retired Federal Employees.

4. Has serious reservations about mandatory coverage of federal
employees.

National Association of Letter Carriers.

5. Retain current provisions regarding coverage of local govern-
ments.

National League of Cities.

C. Specific coverage amendments.
1. Supports H.R. 2480 to include Mississippi among the States

which may provide social security coverage for policemen and firemen.
Rep. David R. Bowen; Mississippi Public Employees Retirement System; Rep. Trent Lott;
Rep. Gillespie V. Montgomery.

2. Supports passage of H.R. 6211 to validate certain past social
security coverage of policemen and firemen in positions covered by
the Illinois municipal retirement fund.

Illinois Association of Chiefs of Police.

3. Supports H.R. 6460 to extend coverage for nonresident workers
on Guam, because many nonresident workers have worked long
enough to become entitled; noncoverage for them makes their labor
cheaper and puts resident workers at a disadvantage in the labor
market.

Rep. Antonio B. Won Pat.

4. Supports amendment of the Social Security Act to include New
Jersey in the list of States which may establish a divided retirement
system for the purpose of providing social security coverage to State
and local employees under Federal-State agreements.

Jean Marie Kelly.

D. Coverage of nonprofit organizations.
1. Eequests amendment of Public Law 94—563 regarding coverage

of nonprofit organizations in order to:
a. Provide an adequate period of time for an affected organi-

zation to file a waiver certificate listing employees who desire
retroactive coverage.

b. Permit the organization to deduct employees' share of retro-
active taxes from the wages of an employee who elects social
security.
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c. Permit the current employees of an organization to remain
outside social security without any retroactive liability if the
organization has a private annuity or pension.

d. Permit installment payment of retroactive liability over an
appropriate period of time.

e. Provide reimbursement to an organization that refunded
the employee amounts previously deducted and paid to FICA,
under IRS instructions.

Legal Services Corp.

2. An amendment to P.L. 94—563 should allow current and future
employees to opt out of social security.

Neighborhood Legal Services.

3. Exempt nonprofit organizations from liability for retroactive
taxes required under P.L. 94—563.

Thee Door of Central Florida. Inc.

4. Allow nonprofit organizations the option to participate in social
security.

Thee Door of Central Florida, Inc.

XI. Benefits

A. Los8 of eligibility for other programs.—Insure that increases in
social security benefits do not cause cutbacks or loss of eligibility for:

1. Homestead or similar State measures.
Rep. Mottl.

2. Federal assistance programs or veterans' pensions.
Rep. Fenwick; Rep. Gaydos; Rep. Ottinger.

B. Prorating of benefit checks in case of death.—In the case of the
death of a beneficiary, the heirs or surviving beneficiaries should be
entitled to:

1. A prorated benefit for the month in which the beneficiary dies.
Rep. Young.

2. The full benefit for the month in which the beneficiary dies.
Rep. Armstrong.

C. Adequacy of benefits.
1. Benefit levels are inadequate.

Community Service Society of New York; Joint Committee of Senior Citizens Organizations;
Ray S. Oliver; Seniors for Adequate Social Security.

a. Adopt a standard for income adequacy which corresponds
to the intermediate budget for an elderly couple, compiled by
the Bureau of Labor Standards.

Joint Committee of Senior Citizens Organizations; Seniors for Adequate Social Security.

b. Recommends adoption of Robert M. Ball's proposal to
increase the primary insurance amount (NA) by 12Y percent
and decrease the spouse's benefit from 50 percent of the PIA
to 33 percent.

Community Service Society of New York.

2. Benefits are more than adequate.
a. Opposed to "limitless" expansion of benefits; should be a

base of protection only and a function of taxes collected.
American Society of Personnel Administration.
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• b. Eliminate progressivity of the benefit formula; relate benefits
to contributions.

Machinery and Allied Products Institute; National Retired Teachers Association/American
Association of Retired Persons.

•D. Student benefits.
1. Eliminate student benefits because social insurance insures

against risks and school is an option. Student benefits under social
security provide student assistance and are not an earned right.

Chamber of Commerce of the United Stateá.

2. Opposed to the administration proposal to apply the basic edu-
cational opportunity grant (BEOG) ceihng to student benefits under
OASDI because BFOG grants are need-tested and student aid, while
OASDI student bei are an earned right and represent family
income.

American Council on Education.

3. Opposed to reduction of student benefits; they are survivor
benefits, not educational benefits, and therefore, are an earned right
and family income, not student aid.

American Federation of Labor and Congress of Industrial Organizations.

E. Period of retroactivity.—Op poses cutting back on period of retro-
activity of benefits because it penalizes only the low-income and
elderly who are ignorant of the system.

National Senior Citizens Law Center.

F. Lump-sum benefit.—Supports lump-sum optional benefit elimina-
tion because the permanent impact will be beneficial—individuals
may no longer make an unwise choice for cash and reduced monthly
benefits.

American Federation of Labor and Congress of Industrial Organizations.

G. Minimum benefit.
1. Raise the minimum benefit.

Rep. Bingham; Rep. Brodhead.

2. Raise the special minimum benefit to at least the poverty level
with benefits adjusted for the rise in the OPI.

American Federation of Labor and Congress of Industrial Organizations.

3. Freeze the minimum benefit at current levels.
Robert M. Ball; Community Service Society of New York; Council of State Chambers of
Commerce.

4. Eliminate or freeze the minimum benefit.
Machinery and Allied Products Institute; Teachers Insurance and Annuity Assodiatlon/College
Retirement Equities Fund.

5. Do not allow the minimum benefit to exceed 100 percent of the
average monthly earnings (ÂME).

Machinery and Allied Products Institute.

6. Out back on benefits paid to indiviciuals who have had a mini-
mum number of years of earnings in covered employment.

Council of State Chambers of Commerce.

7. Require 80 quarters of coverage f or the minimum benefit; any
less should be paid on the basis of 100 percent of the AME.

American Retail Federation.
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8. Benefit levels should be proportionately reduced for those with
less than a full term of covered service.

Robert F. Link.

XII. Special CPI for the Elderly—Semiannual Cost of Living
Increases

A. Supports a special consumer price index (OPI) for the elderly.
American Jewish Congress; American Federation of Labor and Congress of Industrial Orgeniza.
tions; Rep. Blngham; Rep. Conte; Rep. Cornell; Rep. Lawrence Coughlln; Rep. Drinan; .tep.
Lloyd; Rep. Mottl: National Council on the Aging, Inc.; National Council for Senior Citizens;
National Retired 'reachers AssocIatIon/American Association of Retired Persons; Rep. Ott inger;
Rep. Pepper; Rep. Benjamin S. Rosenthal; Rep. Bob Traxier; Rep. Bruce F. Vento.

B. Supports semiannual cost of living adjustment to keep pace with
rapidly rising inflation rates and to avoid erosion of the purchasing
power of social security benefits.

American Federation of Labor and Congress of Industrial Organizations; Rep. Blngham; Rep.
Conte; Rep. Cornell; Rep. Lloyd; National Council on the Aging, Inc.; National Council of
Senior Citizens; Rep. Ottinger; Rep. Pepper; Bep. Rooney; Rep. Rosenthal; Rep. Traxler;
Rep. Vento.

C. Other proposals.
1. Increase benefits for those beneficiaries living in areas where the

cost of living exceeds the national average.
Rep. RosenthaL

2. Adjust the benefits for those already on the rolls by the rise in
wages, so that elderly will also sharein increases in the standard of
living of the general population.

National Council on the Aging, Inc.

3. July benefit check would contain an additional retroactive
amount to cover the OPT increase for the three month lag period.

American Jewish Congress.

4. If inflation is below 3 percent, no CPI change takes place in
benefit amounts under present law and the relative value of benefits
diminishes; remedy this by either eliminating the 3-percent minimum
or make a CPI increase of less than 3 percent cumulative from year
to year.

American Jewish Congress.

XIII. Disability Insurance Program

A. Financing.
1. Support the provision m H.R. 8076 to provide for separate

financing of the DI program.
American Federation of Labor and Congress of Industrial Organizations; National Rehabilita.
tion Association.

2. DI financing should be an integral part of any current financing
package and not acted on separately.

American Federation of Labor and Congress of Industrial Organizations.

3. Long term, innovative legislation is needed regarding fiscal
management of the DI trust fund.

Council of State Administrators of Vocational Rehabilitation.

B. Eligibility for DI benefits..
L Dethjtiou of disability.

a. Support the definition Of disabifity in H.R. 8076 which
provides for a medical definition under age 50 and a medical or
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occupational definition for those over age 50, but with a reduc-
tion m benefits for those qualifying under the occupational defi-
nition.

National Rehabilitation Association.

b. Supports the definition of disability in HR. 8076 but
opposes a reduction of the benefits for those who qualify for the
occupational definition.

American Federation of Labor and Congress of Industrial Organizations.

c. Supports the definition, of disability in H. R. 5064 which
provides that .when a determination of disability, is made, the
beginning and ending date of entitlement, reason for cessation of
benefits, and feasibility of rehabilitation to end the disability
must be included.

Howard I. Grossman; Rep. Levitas; Vocational Evaluation of Work Adjustment Association.

d. Definition in H. R. 8076 is more appropriate than that in
H.R. 5064.

National Association of Disability Examiners.

e. Opposed to the definition of disability provision in H.R. 8076.
Legal Aid Bureau.

f. Opposed to using age as the primary factor in applying a
particular definition of disability.

Council of State Administrators of Vocational Rehabilitation.

g. Urges Congress not to liberalize the definition of disability.
Chamber of Commerce of the United States.

h. Opposes the provision in H. R. 5064 which would require
the prediction of the date of the cessation of disability.

National Association of Disability Examiners.

.i. Definition of disability in H.R. 8076 would produce problems
such as prolonging disabilities beyond normal expectations.

Health Insurance Association of America.

j. Definition of disability for benefits payable between five
months and one year following disability should be based on
total and permanent disability only, or disability expected to
teñninate in death.

Health Insurance Association of America.

k. After 12 months of disability the definition should require
that the claimant be unable to engage in• any occupation of em-
ployment for which he is or might become qualified by education,
training, or experience..

Health Insurance Association of America.

1. The problems with applying the current definition of dis-
ability are due to a lack of Federal assistance, not Federal control.

Council of State Administrators of Vocational Rehabilitation.

m. Opposed to any change in the present definition of disability
pending further study by their organization.

Council of State Administrators of Vocational Rehabilitation.

n. Opposes deletion of the word "substantial" from the defini-
tion of disability, as proposed in section 3(a) of H.R. 8076.

Affiliated Leadership League of and for the Blind.
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o. The definition of disability must be made more objective.
National Retired Teachers Association/American Association of Retired Persons.

p. Extend to the blind, regardless of age, the occupational deli-
mtion of disability which is in law and applied to the blind over
age 55.

Affiliated Leadership League of and for the Blind.

2. Pay DI benefits for a disability which lasts longer than 1 month
without consideration of expected duration; pay DI benefits for
pregnancy. Support an occupational definition of disability.

American Federation of Labor and Congress of Industrial Organizations.

3. Make disabled widow(er)s eligible for unreduced DI benefits
regardless of age.

American Federation of Labor and Congress of Industrial Organizations, Rep. Conte.

4. Make disabled, surviving divorced wives eligible for unreduced
DI benefits regardless of age.

American Federation of Labor and Congress of Industrial Organizations.

5. Provide benefits for disabled wives of social security beneficiaries.
American Federation of Labor and Congress of Industrial Organizations.

C. Federal-State relationship.
1 Supports the provision in H.R. 8076 which gives DHEW the

authority to take over a State agency which does not perform at an
acceptable level.

American Federation of Labor and Congress of Industrial Organizations; Health Insurance As-
sociation of America; National Association of Disability Examiners.

2. Action of taking over a state agency should be done only as a
last resort.

National Rehabilitation Association.

3. Opposed to provision of H.R.. 8076 to permit DHEW to take over
a State agency; if federalization is the goal, provide for full federaliza-
tion in the bill.

Council of State Administrators of Vocational Rehabilitation.

4. Supports full federalization of the DI determination process.
American Federation of Labor and Congress of Industrial Organizations; Robert M. Ball; Empire
State Association of Disability Examiners; National Association of Disability Examiners.

5. Disabiiy determination units (DDU) should be adminisered
by a single State agency designated to administer the vocational
rehabilitation program.

National Rehabilitation Association.

6. Emphasize the State/Federal partnership and recognize mutual
responsibilities.

National Rehabilitation Association.

7. Endorse provision in H.R. 8076 to establish greater Federal
control over "indirect costs" for services rendered to the DDU.

National Association of Disability Examiners.

8. It is unclear as to what is meant by "actual costs" and "indirect
costs" in H.R. 8076.

Council of State Administrators of Vocational Rehabilitation.
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D. Hearings and appeals process.
1. Supports provisions in H.R. 8076 and H.R. 5072 which provide

for an optional, face-to-face conference at the reconsideration level.
American vederatlon of Labor and Congress of Industrial Organizations; Legal Aid Bureau
National Association of Disability Examiners; National Rehabilitation Association; Rep. B. .
Sisk.

2. Recommend that a reconsideration conference be held only when
a review of the evidence and development does not support reversal.

National Association of Disability Examiners.

3. Eliminate mandatory reconsideration and allow for an optional
face-to-face reconsideration (prehearing) to proceed simultaneously
with processing of the request for a hearing.

National Senior Citizens Law Center.

4 Endorses the concept of an "informal" prehearing stage confer-
ence between claimants and representatives of HEW.

Association of Administrative Law Judges (HEW).

5. Recommend that the provision in H.R. 8076 regarding the
distance a claimant must travel to a reconsideration interview before
being reimbursed for travel be reduced from 100 to 25 miles.

Legal Aid Bureau.

6. Establish an adversary-type hearings process, requiring attorneys
to represent parties.

Association of Administrative Law Judges (HEW); Rep. Levitas.

7. Opposed to establishing an adversary hearings process.
National Senior Citizens Law Center.

8. Claimant should be represented by an attorney, paid from past
due benefits, legal aid, or (in cases of nonrecovery of past benefits) by
the Federal Government.

National Bar Association.

9. Supports provision in H.R. 5064 which would provide for face-to-
face reconsideration with a vocational rehabilitation counselor present.

Vocational Evaluation and Work Adjustment Association.

10. Impose a time limit on processing cases at the hearings level.
Rep. John F. Selberling; Rep. Jim Weaver.

11. Impose a time limit on processing cases at the reconsideration
level.

Rep. Seiberllng; Rep. Sisk; Rep. Weaver.

12. Support reconsideration time limit provision in H.R. 8076.
Legal Aid Bureau.

13. Change the 60-day limit on reconsideration of claims provision
in H.R. 8076 to "within a reasonable time".

Council of State Administrators of Vocational Rehabilitation.

14. Cases which take in excess of 60 days to develop are often
delayed due to difficulty in obtaining medical records; a time limit
on cases may increase the risk of denial on the basis of insufficient
evidence.

National Association of Disability Examiners.
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15. Solve time lag in hearings process by adding hearings officers
and/or enforcing more accountability.

Mountain Plains Congress of Senior Organizations.

16. SSA administrative law judges (AU) should be appointed under
the Administrative Procedures Act, at the GS—16 level.

Rep. Levltas; Rep. Sisk.

17. AU's should ha'sie a separate salary classification, without
in-grade step differentials, set at 90 percent of the pay level of U.S.
District Court judges.

Association of Administrative Law Judges (UEW).

18. Opposes any attempt by DIJEW or SSA to exert greater con-
trol over AU's, and so-called "peer review."

National Bar Association.

19. Selection procedure for AU's is too subjective; no more than a
screening device; testing material is irrelevant; there is. racial dis-
crimination against the appointment of minority judges.

National Bar Association.

20. Favors conversion of temporary AU's to be permanent AU's
as provided for in H.R. 5725 and H.R. 5723.

Rep. John B. Anderson; Association of Temporary Administrative Law Judges.

21. AU's should be granted general remand authority.
National Bar Association; Rep. Slsk.

22. Favors establishment of a review board composed of AU's
to review the decisions of AU's.

National Bar Association.

23. Opposed to any effort to abolish, curtail, or in any way diminish
judicial review of SSA cases.

National Bar Association.

24. Eliminate Appeals Council review stage, or at least impose
stringent time limits; pay benefits in cases where statutorily estab-
hshed time limit has not been met.

National Senior Citizens Law Center.

25. Amend the judicial review provisions of the Social Security Act
to expedite the handling of cases involving questions of constitutional
or statutory construction.

National Senior Citizens Law Center.

26. Shift the burden of attorney's fees to the federal government
when a claimant succeeds in an appeal of benefit decisions.

Rep. Cohen.

27. Sole responsibility of fixing attorney's fees should be in the
hands of the AU who made the decision.

National Bar Association.

28. Payments of attorneys' fees should be expedited.
National Bar Association.

29. Supports discontinuing the informal remand procedure.
Council of State Administrators of Vocational Rehabilitation.

30. ROmañd 'clause in. H.R. 8076 could cause confusion and erode
uniformity; urge that present, "good cause" grounds for a remand be
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retained, in lieu of good cause for failure to introduce evidence in a
prior proceedmg.

Legal Aid Bureau; National Senior Citizens Law Center.

31. Supports provision in H. R. 8076 which establishes a specialized
disability court.

Council of State Administrators of Vocational Rehabilitation; National Association of Disability
Examiners; National Rehabilitation Association.

32. Opposes the provision in H.R. 8076 which establishes a spe-
cialized disability court.

American Federation of Labor and Congress of Industrial Organizations; Legal Aid Bureau.

33. Make the provision in H.R. 8076 for a disability court pro-
ceeding optional and give all claimants the right to appeal to the
district courts.

National Senior Citizens Law Center.

34. Restrirt appointment of people who were formerly employed by
SSA or the Bureau of Hearings and Appeals (BHA) to the disability
court.

National Senior Citizens Law Center.

35. As written, H.R. 8076 could give rise to jurisdictional disputes;
possible duality of appeals.

National Senior Citizens Law Center.

36. To encourage uniformity, insert in H.R. 8076 a provision
requiring SSA to conform to the reqi.iirements of disability court
proceedings.

National Senior Citizens Law Center.

37. Clarify in H.R. 8076 the relationship between the disability
court and the court of appeals to avoid confusion regarding whether
the special court is bound on questions of law by the decisions of the
appropriate circuit having jurisdiction.

National Senior Citizens Law Center.

38. Favors a requirement that findings of fact in claim determi-
nations be based on a preponderance of the evidence rather than on
substantial evidence.

Affiliated Leadership League of and for the Blind.

E. Substantial gainful activity (S GA).
1. Supports the provision in H.R. 8076 which increases the SGA

limit to $250 per month and gives regulatory authority for filrther
increases.

Anierican Federation of Labor and Congress of Industrial Organizations; Council of State Ad-
ministrators of vocational Rehabilitation; Legal Aid Bureau; National Rehabilitation Asso-
ciation.

2. Disregard from the calculation of SGA that portion of earnings
of disabled used to defray expenses which .derive directly from a
handicap.

American Academy of Physical Medicine and Rehabilitation; American Congress of Rehabilita-
tion Medicine; Illinois Council Of the Congress of Organizations of the Physically Handicapped;
National Easter Seal Society for Crippled Children and Adults.

3. Raise the SGA limit to $300.
Ameritass Academy of Physical Medicine and Rehabilitation; American Congress of Rehabili-
tation Merlicine; flhinois Council Of the Congress of OrganizOtions of the Physically Handicapped;
National Easter Seal Society for Crippled Children and Adults.
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4. Raise the SGA limit to equal the retirement test amount:
Rep. Levitas.

5. Favors defining "substantial gainful activity" in terms of
amounts earned rather than through criteria fixed by the Secretary.

Affiliated Leadership League of and for the Blind.

6. Favors establishing an earnings standard for determining sub-
stantial gainful activity which would be sufficiently high to encourage
disabled workers to return to work.

Affiliated Leadership League of and for the Blind.

7. Opposes penalizing beneficiaries for engaging in substantial
gamful activity during the last 12 months of a 24-month trial work
period, as proposed by section 7(a) of H.R. 8076.

Affiliated Leadership League of and for the Blind.

F. Trial work period.
1. Extend trial work period to 18 months with a grace period of 3

months (current law).
Illinois Council of the Congress of Organizations of the Physically Handicapped; National Easter
Seal Society for Crippled Children and Adults.

2. Support provision in H.R. 8076 which extends the trial work
period to 24 months, the first 12 months of which there is an income
exemption.

American Federation of Labor and Congress of Industrial Organizations; Council of State Admin.
istrators of Vocational Rehabilitation; Legal Aid Bureau; National Rehabilitation Association.

3. Support the provision in H.R. 5064 which would extend the
trial work period to 24 months and apply a benefit reduction such as
that of the retirement test

Rep. Levitas.

4. Favors provision in H.R. 8076 to suspend rather than terminate
eligibility for DI benefits for up to 2 years on return to work.

Health Insurance Association of America.

G. Vocational rehabilitation.
1. Supports provision of H.R. 8076 which would place funding and

baslc program responsibility on the regular vocational rehabilitation
(VR) program and agency.

American Federation of Labor and Congress of Industrial Organizations; National Association of
Disability Examiners.

2. Possible problems with change of funding of VR programs
proposed in H.R. 8076.

a. A State would be required to appropriate State funds to
• match its Federal allotment at a ratio of 80: 20 percent.

b. Monies would be appropriated from State and Federal
treasuries, resulting in a disability program which is oriented
more toward welfare and less toward contributions.

Council of State Administrators of Vocational Rehabilitation.

3. Recommends that there be no matching requirement for the
$200 milliondesignated in H.R. 8076 as additional VR funds.

Council of State Administrators of Vocational Rehabilitation.

4. Supports the provision in H.R. 8076 which would provide for
bonus matching of funds to the State VR agencies for, rehabilitation
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of DI beneficiaries and bonus matching of workshop clients' rehabilita-
tion expenses.

American Federation of Labor and Congress otlndustrlal Organizations; National Association of
Disability Examiners; National Rehabilitation Association.

5. Supports continuation of benefits during an approved VR pro-
gram as provided for in H.R. 8076.

American Federation of Labor and Congress of Industrial Organizations; Council of State Admin-
istrators of Vocational Rehabilitation; Legal Aid Bureau; National Association of Disability
Examiners; National Rehabilitation Association.

• 6. Opposes the provision in H.R. 8076 to provide for bonus match-
ing of funds to YR agencies as very questionable.

Legal Aid Bureau.

H. Medicare for DI beneficiaries.
1. Eliminate 24-month waiting period for medicare eligibility.

American Academy of Physical Medicine and Rehabilitation; American Congress of Rehabil-
itation Medicine; illinois Council of the Congress of Organizations of the Physically Handicapped;
Rep. John W. Jenrette, Jr. National Easter Seal Society for Crippled Children and Adults.

2. Eliminate second medicare waiting period (provisions in H.R.
8076 and H.R. 5064).

American Federation of Labor and Congress of Industrial Organizations; Council of State Admin-
istrators of Vocational Rehabilitation Rep. Levitas; National Easter Seal Society for Crippled
Children and Adults; National Reha)illtatlon Association.

3. Extend medicare and medicaid benefits to employed disabled
who have no other equally effective or comprehensive medical assist-
ance plan available.

Illinois Council of the Congress of Organizations of the Physically Handicapped.

4. Supports the provision, in H.R. 8076 which eliminates the re-
quirement that months in the medicare waiting period be consecutive.

Legal Aid Bureau.

I. Payment for medical evidence and certain travel expenses of
claimants.

1. Supports the provisions in H.R. 8076 and .H.R.' 5064 which
would provide payment for providers of medical evidence used in
the determination of disability.

Affiliated Leadership League of and for the Blind; American Federation of Labor and Congress
of Industrial Organizations; Council of State Administrators of Vocational Rehabilitation; Legal
Aid Bureau; Rep. Levitas; National Rehabilitation Association.

2. Favors payment by the Federal Government for travel incident
to medical examinations and for travel to attend reconsideration
reviews and proceedings before administrative law judges.

Affiliated Leadership League of and for the Blind; American Federation of Labor and Congress
of Industrial Organizations; Council of State Administrators of Vocational Rehabilitation; Na-
tional Association of Disability Examiners; National Rehabifitation Association.

J. Other DI program recommendations.
1. Eliminate the SGA limit for the blind, allowing them to collect

benefits while employed and allow eligibility after attaining 6 uarters
of coverage.

Affiliated Leadership League of and for the Blind; Rep. 0. M. Anderson Rep. Bthgham; Rep.
David R. Bowen; Rep. Conte; Rep. Tom Corcoran; Rep. Crane; Re.p. Mendel J. Davis; Rep.
James S. Delaney; Rep. Christopher S. Dodd; Rep. John G. Fary; Rep. Henry B. Gonzalez;
Rep. Margaret M. Heckler; Rep. Ken Holland; Rep. Carroll Hubbard; Rep. Wffliasn Lehman;
Rep James M. Jeffords; Rep. Jim Leach; Rep. Clarence D. Long; Rep. Lott; Rep. Stewart B.
McKinney; Rep. Parren S. Mitchell; Rep. Mottl; Rep. Toby Moffet; Rep. John M. Murphy;
Rep. William Natcher; National Federation of the Blind; Rep. Richard Nolan; Rep. Carl Per-
kins; Rep. Richardson Prayer; Rep. James H. Quillen; Rep. Ted Risenhoover; Rep. Robert A.
Roe; Rep. Ronald A. Sarasin; Reap. John Slack; Rep. Fernand S. St Germain; Rep. Harley 0.
Staggers; Rep .Newton I. Steers, Jr.; Rep. Charles Phone.
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2. Five-month eligibility waiting period.
a. Eliminate the present 5 month eligibility waiting period.

Rep. Armstrong; illinois Council of the Congress of Organizations of the Physically Handicapped;
Rep. Jenrette; Rep. Lehman; Rep. Lott.

b. Retain the current waiting period.
Chamber of Commerce of the United States.

3. Have a special CPI for the disabled which will reflect their needs.
American Jewish Congress.

4. Establish a task-force to develop a comprehensive plan for
employment of the handicapped.

Illinois Council of the Congress of Organizations of the Physically Handicapped.

5. Review of DI cases.
a. Favors 100 percent review of allowances

Rep Levitas.

b. Opposes the provision in H.•R. .8076 which• provides for
100 percent review of those claims which. were allowed on a
medical basis.

National Association of Disability Examiners.

6. DI laws have built-in biases against treatment of low-moderate
to moderate-range retardates.

a. Estabhsh clear, documented criteria for delineating such
things as areas and degrees of self-care deficits.

b. Should never lose their disabled status; have a mechanism
similar to the retirement test to reduce benefits during periods
of employment.

c. Continue "in-her-care" benefits to the parent or guardian.
Morris webb.

7. Current benefit levels for the disabled are excessive.
a. There is a direct relationship between the proportion of

income covered and the incidence and duration of disability.
b. The ratio of actual to expected claims increase sharply

as the percentage of income insured becomes larger.
Health Insurance Association ofAmerica.

8. A cap on disability benefits should be included in the benefit
formula so that DI and workmen's compensation benefits to workers
and dependents never exceeds 65 percent of gross earnings at the time
of disability.

Health Insurahce Aisociation of America

9. Place DI determinations personnel in each district office.
Rep. Weaver.

10. Remove elements in the DI program which operate a incentives
to come on the rolls; there is a need for incentives to move people
back into productive activity.

National Retired Teachers AssocIation/American Association of Retired Persons.
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11. Administration of the DI program.
a. Make the administration of the program more uniform.,

National Retired Teachers Association/American Association of 'Retired Person,.,:

b. Specialization is needed among disability examiners.
William K. DuKate.

c. More guidance in vocational review is needed.
William K. DuKate.

d. Hire SSA managers GS—14 and above on a CQfltractjial
basis.

William K. DuKite.

e. Hearing assistants in BHA should receive a higher grade
based on the complexity of the work performed.

American Federation of Government Employees.

XIV. Annual Reporting; More t'requent 'Deposits

A. Supports annual reporting provisions of ,II.R. 8057 because the
result will be savings for both government an4 business.

American Retail Federation; Rep. Horton; Council of State Chambers of Commerce.

B. Opposed to extending annual reporting of wages to State and
local governments.

Wisconsin Department of Employee Trust Funds: Missouri Department of Employment Se-
curity; Interstate Conference of Employment Security Agencies; MiSsissippi Public Employees'
Retirement System; National Conference of State Social Security Administrators; New Jersey
Division of Pensions.

1. Quarterly wage data is needed for adrtiinistering unemployment
compensation program.

Missouri Department of Employment Security; Interstate Conference of Employment Security
Agencies; N.at1oxal Conference of State Social Security Administrators.

2. Administrative costs will be substantially increased.
Missouri Department of Rmployment Security; Interstate Conference of Employment Security
Agencies; Mississippi Public Employees': Retirement.Systern; New Jersey Division of 'Penions.

3. Difficulties which arise from the complexity of coverage within
State and local jurisdictions will be compounded by annual reporting
due to the long lag of discovering and correcting. errors in the, reporting
of, name, wago,., arid number data.

Missouri Department of Employment Security Wisconsin Department of Employee Trust
Funds; National Conference of State Social Security Administrators.

C. Opposed to regulations which would require the States to,, make
more frequent deposits of social security tax money.

Mississippi Public Employees' Retirement System; National Conference of State Social'Security
Administrators; New Jersey Division of Pensions.

1. Will be very costly to the States.
National Conference of State Social Security Administrators; New Jersey Division of Pensions

2. Will require changes in State and local administration.
National Copference-of State Social Seçurityidmjnistrators.

XV. Administration

A. SSA should be an independent, nonpolitical agency.
American Federation of Labor and Congress of Industrial Organizations; National' Council onthe Aging, Inc.



36

Specific commeflt8
1. The governing board should consist of representatives from

labor, management and government, appointed by the President, and
confirmed by the Senate, with no more than 3 members from one
political party.

American Federation of Labor and Congress of Industrial Organizations.

2. SSA has a broad scope of responsibilities; DHEW is politicized;
separation would highlight the difference between welfare and social
insurance.

National Council on the Aging, Inc.

3. Separate the trust funds from the unified budget.
American Federation of Labor and Congress of Industrial Organizations.

4. The Board of Trustees of the Social Security Administration
should be nonpartisan and include two nongovernmental persons.

Wilbur J. Cohen.

B. Other proposals.
1. Extend the date of the next Advisory COuncil's final report since

it has not yet been appointed.
Wilbur J. Cohen.

2. Remove nonretirement functions from SSA.
Rep. Panetta; Prof. Zeckhauser.

3. Study actuarial assumptions and projections every five years and
report the study formally to the Congress.

American Society of Personnel Administration

4. A thorough review and restructuring of the social security system
is needed.

American Society of Personnel Administration; National Retired Teachers Association/American
Association of Retired Persons.

5. Put Railroad Retirement Board transfer of funds interchange
with SSA on a current basis because existing 18-month lag causes
them cash-flow problems.

Association of American RallroadsfNational Railway Labor Conference.

6. Create a National Commission on Social Security to do a com-
prehensive study of the present social security program and to attempt
to find viable alternatives.

Rep. Levitas.

7. Each revision of the social security laws should be preceded by a
family impact statement.

American Home Economics Association.

XVI. Miscellaneous

A. Private pensions.
1. Strengthen and expand private pension programs.

Machinery and Allied Products Institute; Rep. Panetta.

2. There should be an option to allow employees to establish private
pension plans and deduct the cost from their social security taxes.

Machinery and Allied Products Institute.
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3. Expand programs equivalent to the Keogh and independent
retirement account plans.

Hewitt Associates; Prof. Zeckhauser.

4. Supports Ralph Nader's proposals for private pensions.
Mountain Plains Congress of Senior Organizations

B. Supports adoption of H.R. 3363 to remedy the inequity in the
collection of duplicate taxes under the social security program and
under the unemployment insurance program for certam concurrent
employers of the same employee.

Robert J. Myers.

C. Supports adoption of H.R. 4646 to require SSA to issue social
security cards which cannot be forged or duplicated, to be the sole
identifier of elegibility to work in this country.

Rep. B. F. Sisk.

D. If the regular delivery date for a social security check falls on a
Saturday, Sunday, or legal holiday, then the check should be delivered
instead on the first regularly scheduled business date before (H.R.
2978).

Rep. David L. Cornwell.

E. Eliminate the provision.in P.L. 84—881 which requires that a
retired military person receive a mandatory reduction of his civil
service annuity at age 62 when eligible for the reduced social security
benefit whether applied for or not.

National Association for Uniformed Services.

F. Expedite the replacement of lost, stolen, or undeivered checks.
Rep. Lott; Rep. Seiberling.

G. Allow adopted children to qualify for benefits without regard to
certain time requirements.

Rep. Lott.

XVII. Proposals for Restructuring and Financing the Social
Security System

A. Proposals for two-tiered systems with a basic flat rate benefit to
all retired persons regardless of earnings records plus a social security
benefit related strictly to contributions.

Hewitt Associates; National Federation of Independent Business; Townsend Foundation.

B. Proposals to replace social security with a universal private
trust system.

Liberty Lobby; William L. Shepheard, Sr., of Air-A-plane Corp.

C. Financing proposals.—Levy a 1-percent tax on everything to
finance a social security system which would give an old-age payment
to everyone regardless of earnings or need.

A. Van Hooljdonk.
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A BILL
To amend chapter 21 of the Internal Bevemie Code of 1954 to

clarify, extend, and facilitate compliance with tile recently

enacted provisions relating to social security coverage for

employees of nonprofit organizations which failed to file

certificates providing coverage for such employees but which

nevertheless treated such employees as having such coverage.

Be it enacted by the Senate and lb use of Represe-nta-

2 tires of the United States of America in Congress assembled,

3 That (a) section 3121 (k) (5) of the Internal Revenue

4 Code of 1954 (relating to constructive filing of certificate

5 where refund or credit has been made and new certificate

6 is not filed) is amended—

7 (1) by striking out "prior to the expiration of 180

8 days after the date of the enactment of this paragraph,"
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in subparagraph (B) and inserting in lieu thereof "prior

2 to January I, 1978,"; and

3 (2) •by striking out "the 181st day alter the date

4 of the enactment of this paragraph," and "such 181st

5 day" in the matter following subparagraph (B) and

6 inserting in lieu thereof in each instance "January 1,

7 1978,".

8 (b) Section 3121 (k) (7) of such Code (relating to

9 payment of both employee and' employer taxes for retro-

10 active period 'by organization in cases of constructive filing)

11 is amended—

12 (1) by striking out "prior to the expiration of 180

13 days after the date of the enactment of this paragraph"

14 and inserting in lieu thereof "prior to January 1,

15 1978,";

16 (2) by striking out "the 181st day after such

17 date," and inserting in lieu thereof "January 1, 1978,";

18 and

19 (3) by striking out "prior to the first day 'of the

20 calendar quarter in which such 181st day occurs" and

21 inserting in lieu thereof "prior to that date".

22 (c) Section 3121 (k) (8) of such Code (relating to

23 extended period for payment of taxes for retroactive cover-

24 age) is amended—

25 (1) by striking out "by the end of the 180-day



3

1 period following the date of the enactment of this

2 paragraph" and inserting in lieu thereof "prior to

3 January 1, 1978,";

4 (2) by striking out "within that period" and

5 inserting in lieu thereof "prior to January 1, 1978";

6 and

7 (3) by striking out "on the 181st day following

8 that date" and inserting iii lieu thereof "on that date".

9 SEC. 2. (a) Section 3121(k) (4) of the Internal

10 Revenue Code of 1954 (relating to constructive filing of

11 certificate where no refund or credit of taxes has been made)

12 is amended by adding at the end thereof the following new

13 subparagraph:

14 "(C) Inthe case of any organization which is

15 deemed under this paragraph to have filed a valid

16 waiver certificate under paragraph (1), if—

17 "(i) the period during which with respect to

18 which the taxes imposed by sections 3101 and

19 3111 were paid by such organization (as de-

20 scribed in subparagraph (A) (ii)) terminated

21 prior to October 1, 1976, or

22 "(ii) the taxes imposed by sections 3101

23 and 3111 were not paid during the period re-

24 ferred to in clause (i) (whether such period has

25 terminated or not) with respect to
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1 individuals who became its employees after the

2 remuneration pa'4 by such rgathzation te

3 individuals who bccamc its employees after the

4 close of the ealendar quarter in which such

5 pcriod began, no taxes nodef sections 3101

6 and 3111 which remain unpaid on the date

7 of the dnactment of this subparagraph shall

8 be dne Of payable with respect te any

9 remuneration paid by snel* organization te

10 its employees fef service performed en o after

11. the thst day of the pefied fcfcrrcd to in clause

12 -(43- and before July 4-i. i91T7 and the eertffi

13 eate which such organization is deemed wider

14 this paragraph te have filed shall ne apply te

15 any service with respect e the remuneration

16 fef which the taxes impooed by section 3101

17 and 3fl-1 (and remaining unpaid on the date

18 of the enactment of this subparagraph)- are not

19 dtte and payable by reason of the preceding

20 provisions of this subparagraph.".

21 remuneration paid by such organization to mdi-

22 viduals who became its employees after the close

23 of the calendar quarter in which such period

24 began,

25 no taxes under sections 3101 and 3111 7descri bed
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1 in clause (i) or (ii)) which remain unpaid on the

2 date of the enactment of this subparagraph shall be

3 due or payable with respect to any remuneration

4 paid by such organization to its employees for serv-

5 ice performed on or after the first day of the period

6 referred to in clause (i) and before July 1, 1977;

7 and the certificate which such organization is deemed

8 under this paragraph to have filed shall not apply to

9 any service with respect to the remuneration for

10 which the taxes imposed by sections 3101 and 3111

11 (and remaining unpaid on the: date of the enact-

12 ment of this subparagraph) are not due and pay-

13 able by reason of the preceding provisions of this

14 subparagraph. in applying this subparagraph for

15 purposes of title Ii of :the Social Security Act, the

16 period during which reports of wages subject to the

17 taxes imposed by sections 3101 and 3111 were

18 made by any organization may be conclusively

19 treated as the period (described in subparagraph

20 (A) (ii)) during which the taxes imposed by such

21 sections were paid by such organization.".

22 •(b) Section3 121 (k) (4) (A) of such Code is amended

23 by inserting "(subject to subparagraph (0))" after "effec-'

24 tive" in the matter following clause (ii).
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(o) Section. 3121(k) (6) of such Code (relating to

2 app1icati of certain 'provisions to cases of constructive

3 . filing), is amended by inserting "(except as provided in

4 paragraph (4) . (C) ) " after "services nvo1ved" in the matter

'5 preceding subparagraph . (A)..

6 Sgo, 3. In any cae where—

.7 (1) an individual performed service, as an employee

8 of an organization which is deemed under. section 3121

9 (k) (4) of the. Internal Revenue Code of .1954 to have

10 .file.d a waiver certificate under section 3121 (k) (.1) of

11 such Oode, on or after the first day of tbe applicable.

12 period described in subparagrap'h.. (A) (ii) of such sec-

13 tion 3.121 (.k) (4) and before July 1, 19.77; and

14.
. (2.). the' service so performed

. do.es not constitute

15 employmeut .(as defined in section 210 (a). of the Social

16.. Security.. Act iid. stion' 3121(b) of such Code)

17 :because, the waiver. certificate- which the organization

18.
. is deemed to have filed is made

. inapplicable to such

19 sevice. by.section 3121 (k) (4) (C) of such Code, but

20 would . constitute employment (as' so. defined) 'in the

21 absence' of such. section 31'.1 (k.) (4.). (-Oh

22 :tie remuneration paid for such service shah,, upon the request

23 .of such individual (filed, on or before April 15, 1980, in such

24 manner and form, and with such official, as may be. pre-

25 scribed by regulations made under titl:II..of theS.óciá1 Secu-
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rity Act) accompanied by. full payment of all, of the taxes

2 which would have been paid under section 3101 of such

3 Code with respect to. such remuneration but for such section

4 3121 (k) (4) (C) (or by satisfactory evidence that appropri-

5 ate arrangements have been made for the payment of such

6 taxes in installments as 'provided, in. section 31, 1 (k) (8) of

7 such Codc Code), be deemed to consthute remuneration for

8 employment as so defined. In any case where remuneration

9 paid by an organization to an individual is deemed under

10 the preceding 'sentence to constitute remuneration for

11 employment, such organization shall be liable (notwith-

12 standing any other provision of such Code) for payment of

13 the taxes which it would have been required to pay under.

14 section 3111 of such Code with respect to such remaneration

15 in the absence of such section 3121 (k) (4) (C).

16 SEC. 4. Section 3121 (k) (8) of the Internal Revenue

17 Code 011954 (relating to extended period for payment of

18 taxes for retroactive coverage), as amended •by subsection

19 (c) of the first section . of this Act, is amended to read as

20 follows :

21 "(8) EXTENDED PERIOD FOR PAYMENT OF TAXES

22 ron RETROACTIVE COVERAOE.—Notwithstanding any

23 other provision .of this title, in any case where—

24 "(A) an 'orgaiiization is deemed under para-

25 graph (4) to have filed a valid waiver certificate



8

under paragraph (1), but the applicable period

2 described in paragraph (4) (A) (ii.) has terminated

:3 and part or all of the taxes imposed by sections 3101

4 and 3111 with respect to remuneration paid by such

5 organization to its employees after the close of such

6 period remains payable notwithstanding paragraph

7 (4) (C), or

8 "(B) an organization described in paragraph

9 (5) (A) files a valid waiver certificate under para-

10 graph (1) by December 31, 1977, as described in

11 paragraph (5) (B)., or (not having filed such a cer-

12 tificate by that date) is deemed under paragraph

13 (5) to have filed such a certificate on January 1,

14 1978, or

15 "(C) an individual files a request under section

16 3 of Public Law 94—563, or under section 3 of the

17 Act which added paragraph (4) (C) of this sub-

18 section, to have service treated as constituting

19 remuneration for employment (as defined in section

20 3121 (b) and in section 210 (a) of the Social

21 Security Act),

22 the taxes due under sections 3101 and 3111 with respect

23 to services constituting employment by reason of such

24 certificate for any period prior to the first day of the
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1 calemlar quarter in which the date. of: such filing or con-

2 structive filing occurs, or with respect to service. consti-

.3 tilting employment by reason of such request, may be

4 paid in installments over an appropriate period of time,

5 as determined under regulations prescribed by the Secre-

6 tary, rather than in a lump sum.".

7 SEC. 5. The first sentence of section 3 of Public Law 94—

8 503 (in the matter following paragraph (3)) is amended—

9 (1) by inserting "on or before April 15, 1980,"

10 after "filed"; and

11 (2) by inserting "(or by satisfactory evidence that

12 appropriate arrangements have been made for the repay-

13 ment of such taxes in installments as provided in sec-

14 tion 3121 (k) (8) of such Code" after "so refunded

15 or credited".

16 SEC. 6. Section 3121 (k) (4) (A) (i) of the Internal

17 Bevenue Code of 1954 (relating to constructive filing of

18 certificate where no refund or credit of taxes has been made)

19 is amended by striking out "or any subsequent date" and

20 inserting in lieu thereof "(or, if later, as of the earliest date

21 on which it satisfies clause (ii) of this subparagraph;) ".

22 SEC. 7. The amendments made by the first two sections

23 of this Act and by sections 4, 5, and 6 shall be effective as

24 though they had been included as a part of the amendments
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1 made to section 3121 (k) of the Internal Revenue Code of

.2 154 by the first section of Public Law 94—563 (or, in the

3 ease of the amendments made by section 5, as a part of sec-

4 tion 3 of such Public Law).
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COVERAGE FOR EMPLOYEES OF CERTAIN NONPROFIT
ORGANIZATIONS

SEPTEMBER 22, 1977.—-Committed to the Committee of the Whole Rouse on the
State of the Union and ordered to be printed

Mr. ULLMAN, from the Committee on Ways and Means,
submitted the following

REPORT
[To accompany H.R. 8490]

The Comniittee on lVavs and Means, to whom was referred the bill
(FI.R. 8490) to amend chapter 21 of the. Internal Revenue Code of
14 to clarify, extend, and facilitate compliance with the recently en-
acted provisions relating to social security coverage for employees of
nonprofit. organizations which failed to file certificates providing cov-
erage for such employees but. which nevertheless treated such em-
pioyees as having such coverage, having considered the same, report
favorably thereon with amendments and recommend that the bill as
amended do pass.

The amendments are as follows:
Page 3, line 17, strike. out. "during which" and insert in lieu thereof

"with respect to which".
Page 4, strike out lines 1 through 19 and insert in lieu thereof the

following:
remuneration paid by such organization to individuals
who became its employees after the close of the calen-
dar quarter in which such period began,

no taxes under sections 3101 and 3111 (described in clause
(i) or (ii)) which remain unpaid on the date of the enact-
ment of this subparagraph shall be due or payable with re-
spect to any remuneration paid by such organization to its
employees for service performed on or after the first day of
the period referred to in clause (1) and before July 1, 1977;
and the certificate which such organization is deemed under
this paragraph to have filed shall not apply to any service
with respect to the remuneration for which the taxes imposed
by sections 3101 and 3111 (and remaining unpaid on the date.
of the enactment of this subparagraph) are not due and pay-
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able by reason of the preceding provisions of this subpara-
graph. In applying this subparagraph for purposes of title
II of the Social Security Act, the period during which re-
ports of wages subject to the: taxes imposed by sections 3101
and 3111 were made by any organization may be conclusively
treated as the period (described in subparagraph (A) (ii))
during which the taxes imposed. by sich sections were paid
by such organization.".

Page 6, line 4, strike out "Code" and insert in lieu thereof "Code) ".
Page 8, line 17, strike out the period immediately following

"subparagraph".
PURPOSE o' rnE Bui•

The purpose of the bill is to correct an unforeseen and unintended
effect of the constructive waiver provisions of Public Law 94—563, as
a result of which many nonprofit organizations have incured a sub-
stantial amount of retroactive FICA tax liability. The bill provides
relief to those orpnizations that fail within the constructive waiver
provisions of section 3121(k) (4) of the Code, but that terminated their
FICA tax contributions without receiving a proper refund for the
taxes previously paid. The bill forgives the sections 3101 and 3111 tax
liabilities of such organizations outstanding through June 30, 1977,
and insures that the employees who would lose quarterly wage credits
through this forgiveness may obtain social security coverage for thoe
periods if the matching employer-employee contributions are made.

GENERAL DIscussIoN

BACKGROUND

Services performed in the employ of a religious, charitable or
other orgamzation that is exempt from income taxes under section
501 (c) (3) of the Internal Revenue Code are excluded from social se-
curity coverage, unless the employing organization files a certificate
provided for under section 3121(k) of the Code waiving its exemp-
tion from social security taxes together with a list of current employ-
ees who concur in the filin° of such certificate. Thereafter, social se-
curity coverage and tax liaility 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 organizations had been paying social security taxes
although not formally in compliance with the waiver procedure. Some
organizations had in fact demanded and obtained large scale 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—563 dealt with the organizations differently de-
pending on whether they had withdrawn from improperly established
coverage and had obtained a refund (or tax credit) prior to Septem-
ber 9, 1976. Orvanizations that had obtained a refund were given a
six-month per1c (which ended April18, 1977) to file an actual waiver
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certificate tbether 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 in
stallment arrangement. Failure to file a waiver certificate within the
six-month period resulted in a deemed filing of such a certificate and
liability on the part of the employer for the payment of both employer
and employee taxes due for the retroactive period.

Organizations which had not obtained a refund prior to Septem-
ber 9, 1976 were simply deemed by Public .Law 94—563 to have filed a
valid *aiver certificate covering all employees with respect to whom
taxes had been paid. No special provisions for the exclusion of their
employees or repayment of their retroact.ive tax liability were
eluded in Public Law .94—563 since it was assumed that such organiza-
tions xouTd generally be current in their social security tax payments
and that they had simply been unaware that they were exempt from
the social security tax requirements.

The unpaid retroactive taxes due under sections 3101 and 3111 by
operation of section 3121(k) (4) (A) have been estimated by the De-
partment.of the Treasury at approximately 2.5 million dollars. Where
the ietroactive taxes have never been collected by the government, the
outstaiding sums. do not represent a revenue reduction from curren.t
fiscal year 1978 estimates.

NEED FOR LEGIsIArIoN

There is a group of organizations that was not well addressed by
last year's legislation. These are 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 incorrectly paid
taxes, these organizations merely terminated payments. Last year's
legislation deems these organizations to have filed a constructive
waiver with respect to employees for whom they previously paid social
security taxes and requires them to pay socia] security taxes for the
retroactive period from the time they stopped paying them. Moreover,
the law does not allow them the option of paying this newly created
past liability in installments. There exists as 'vell a substantial liabil-
ity for social security taxes for all employees hired after the "deemed-
filing" date.

Similarly affected by Public Law 94—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 ref und and for social security taxes on the wages of
their employees for t.he period dating from their termination.

Your committee has learned in addition that a large number of
affected organizations qualifying for treatment under section 3121 (k)
(5) did not meet the filing date in the origina.l law, in large part due
to misunderstanding and confusion with respect to their obligations
and liabilities under the provisions of Public Law 94—563. It has also
come to your committee's attention that some parties are attempting
to interpret t.he closing words of section 3121(k) (4) (A) (i) to mean
that filing a waiver certificate on a date subsequent to the date of eu-
actnient of Public Law 94—563 would exclude them from the applica-
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tion of the provisions of the Code added by that law. Such an nterpre-
ta:tion entirely subverts the intent of Congress in enacting Public Law
94—563 and your committee included in the bill clarifying language
that would prohibit such a construction of this provision.

PRovIsIoNs OF THE BILL

The bill would provide that nonprofit organizations that ceased
paying social security taxes on earnings of their employees before
October 1, 1976, without receiving a refund of social security taxes
they had paid in the past, would not be liable• for any unpaid sociad
security taxes from the time that such taxes ceased to be paid through
June 30, 1977.

Those organizations that received refunds or credits of taxes after
September 8, 1976, would, under the provision of your committee's bill,
be treated the same as those organizations that had 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.

Under the provisions of your committee's bill, no social security
credits would be given to employees for services rendered during the
period for which social security taxes would be forgiven by the bill.
The bill provides, however, that a worker for whom taxes were paid
in the past may file a claim by April 15, 1980 to have the taxes for
the non-payment period paid and receive social security credit for
such period.

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 ,4—5G3 this
period expired on April 18, 1977.

MATrERS To BE DISCUSSED UNDER THE RuLzs OF THE HOUSE

In compliance with clause 2(1) (2) (B) of rule XI of the Rules of
the I-louse of Representatives, the following statement is made rela-
tive to the vote by your committee on the motion to report the bill. The
bill was ordered reported by voice vote.

In compliance with clause 2(1) (3) (A) of rule XI of the Rules of the
House of Representatives, the following statement is made relative
to oversight findings by your committee. As a result of an investigation
conducted by he Subcommittee on Social Security, your committee
concluded that it would be desirable to enact legislation to alleviate
the unforeseen and unintended effects of the retroactive coverage pro-
visions of Public Law 94—563 on certain nonprofit organizations that
terminated their FICA. tax payments without receiving a proper re-
fund for the erroneously paid taxes.

In compliance with clause 2(1) (3) (C) of rule XI of the Rules of
the House of Representatives, your committee was advised by the Di-
rector of the Congressional Budget Office that whereas the, retroactive
taxes waived by the bill were never collected the waiver does not repre-
sent a revenue reduction from current fiscal year 1978 estimates. Fur-
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ther, the e*clOsion of social security wage credits for the periods when
no cOntributiOns wete made represents no increase in costs to the sys-
tem, and for these reasons, no additional costs vi11 result from the
enactment of this bill.

In compliance with cláusO 2(1) (3) (B) of rule XI of the Rules of
the House Of Representatives, the following statement is made. En-
actment of RB. 8490 would not result in any new budget authority
or increased tax expenditures.

In compliance with clause. 2(1) (3) (D) of rule XI of the Rules of
the House of Representatives, your committee states that no oversight
findings Or recommendations have been submitted to your committee
by the Committee on Government Operations with respect to the sub-
ject matter contained in the bill.

In compliance with clause 2(1) (4) of rule XI of the Rules of the
House Of Representatives, your committee states that this bill would
not have any inflationary impac.t on prices and costs in the oep ration
of the national economy.

In compliance with clause 7 of rule XIII of the Rules of the House
of Representatives, the following statement is made relative to the
costs of the bill. The enactment of H.R. 8490 would not add to the cost
of the social, security program. No wage credits would attach to the
earnings records of employees of the nonprofit organizations provided
relief by section 2 of the bill.

SEcTION-BY-SECTION ANALYSIS OF ER. 8490

Sections 1 (a), (b) and (c) of the bill amends sections 3121(k) (5),
(7) and ('8) of the Internal Revenue Code of 1954 to extend the time
for filing actual waiver certificates and lists Of concurring employees
by nonprofit organizations that received refunds or credits of taxes of
erroneously paid FICA taxes prior to September 9, 1976.

Section 2(a) f the bill, as amended, amends section 3121 (k) (4
of the Code byadding new subparagraph (C). The new subparagrap
deals specifically with nonprofit organizations that did not receive a
proper refund 'prior to September 9, 1976 and were deemed under this
section to have filed a valid waiver certificate. Section 2(a) of the bill
provides that if the period (defined in section 3121 as the period within
the statutory time limitation of the Act dating back from the enact-
ment of Public Law 94—563) during which the organization paid the
FICA taxes terminated prior to October 1, 1976, or, regardless of
whether thatperiod terminated or not, if the, organization hired new
employees after the close of the calendar quarter in which that period
began an'd did not 'make FICA tax payments with respect to those new
employees, then 'the taxes otherwise due under sections 3101 and 3111,
to the extent remaining unpaid on the date of enactment of this new
subparagraph, would be forgiven. Nonprofit organizations that re-
ceived a. requested refund after September 8, 1976 would be considered
organizations not in receipt of a proper refund and would qualify for
treatment under the new subparagraph.

Section 2(b) of the bill amends section 3121(k) (4) (A) to provide
that 'the provisions of that section shall be subject to the new subpara-
graph (C) added by section 2(a) of the bill.
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Section 2(c) of the bill amends section 3121(k) (6) to provide quali-
fying language with respect to the addition of new subparagraph (C)
of section 3121(k) (4).

Section 3 of the bill provides that in instances where a nonprofit or-
ganization is deemed to have filed a waiver certificate but the services
performed during the period within the purview of Public Law 94—
563 are not covered by reason of the forgiveness provision of new sub-
paragraph (4) (C), the wages of the employee performing such serv-
ices during that period shall be credited upon the request of the em-
ployee. Section 3 of the bill provides an April 15, 1980 deadline for the
filing of the request, to be accompanied by full payment of all taxes
that would have been due but for section 3121(k) (4) (C), orby satis-
factory evidence of appropriate installment arangements of the same.
In any case where such credits for this period attach, the employing
nonprofit organization shall be liable for the section 3111 taxes that
likewise would have been due.

Section 4 of the bill amends section 3121(k) (8) of the Code to
expand the application of its extended payment of retroactive cover-
age taxes provisions. The amended section 3121(k) (8) would provide
installment payment arrangements in the following circumstances:

(1) Nonprofit organizations deemed covered under paragraph (4)
(A) with an outstanding FICA tax liability resulting therefrom, not-
withstanding new subparagraph (4) (C);

(2) Properly refunded nonprofit organizations who file valid
waiver certificates under paragraph (5) (A), or are deemed covered by
failure to have filed 'such a certificate by December 31, 1977 pursuant
,to paragraph, (5) (B);

(3) Individuals filing requests under section 3 of this bill for the
purpose of obtaining social security wage credits.

Section 5 of the bill makes conforming 'changes in section of pub-
lie Law 94—563, for the purpose of harmonizing that prior legislation
with the new time limit of April 15, 1980 for filing employee requests
forthe crediting of wage reports which would be provided in section
3 of this bill.

Section 6 of the bill is clarifying amendment to section 3121(k) (4)
(A) of the Code and is provided in the bill solely for the 'purpose of
substituting language that will more clearly state the original intent
of Congress in enacting Public Law 94—563. The.amendment provided
in section 6 of the bill is in no way intended to alter the original pur-
port of existing law. As amended, the language in this paragraph
would continue to provide that in cases where a nonprofit organization
fails to file a valid waiver certificate and after enactment of the pro-
vision satisfies the requirement of paying FICA taxes for three
consecutive calendar quarters extending within the statutory time
limitations of Public Law 94—563, that organization would be deemed
constructively to have filed a waiver certificate effective from the first
day that three quarters commenced.

Section 7 of the bill provides that sections 1, 2 and 4 through 6 of
this bill shall be effective as though they had been included as part
of the amendments made by the first section of Public Law 94—563
(or, in the case of the amendments made by section 5, as a part of
section 3 of such Public Law). ' '
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CHANGES IN EXISTING LAW MADE BY THE BILL, As REPORTED

In compliance with clause 3 of rule XIII of the Rules of the House
of Representatives, changes in existing law made by the bill, as re-
ported, are shown as follows (existing law proposed to be omitted
is enclosed in black brackets, new matter is prmte.d in italics, existing
,Iaw in which no change is proposed is shown in roman):

INTERNAL REVENUE CODE OF 1954
* * * * * *

CHAPTER 21—FEDERAL INSURANCE
CONTRIBUTIONS ACT

* * * . * * * *

Subtitle C—Employment Taxes
* * * * .* * *

Subchapter C—General Provisions
* * .* * * * *

SEC. 3121. DEFINITIONS..
(a) * *. *

* * * * . *
(k) EXEMPTION . OF RELIGIOUS, CHARITABLE, AND CERTAIN OTHER

ORGANIZATIONS.—
• (1) WAIVER. OP EXEMPTION BY ORGANIZATION.—

(A) An organization described in section 501(c) (3) which
is exempt from income tax under section 50l(a) may file a
certificate (in such form and manner, and with such official,
as may be prescribed by regulations made under the chapter)
certifying that it desires to have the insurance system estab-
lished by title II of the Social Security Act extended to serv-
ice performed by its employees. Such certificatemay be filed
only if it is accompanied by a list containing the Signature,
address, and social security account number (if any) of each
employee (if any) who concurs 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 prescribed
official a supplemental list or lists containing the signature,
address, and social security account number (if any) of each
additional employee who concurs in the fihin of the certi-
ficate. The list and any supplemental list shall be filed in such
form and manner as may be prescribed by regulations made
under this chapter.

(B) The certificate shall be in effect (for purposes of sub-
section (b) (8) (B) and for purposes of section 210(a) (8) (B)
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of the Soial Security Act) for the period beginning with
whicheyer of the following may be designated by the
organization:

(i) the first day of the calendar quarter in which the
certifiëate is filed,

(ii) the first day of the calendar quarter succeeding
such quarter, or

(iii) the first day of any calendar quarter preceding
the calendar quarter in which the certificate is filed, ex-
cept that such date may be earlier than the first day of
the twentieth calendar quarter 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 purposes of section 210(a) (8) (B) of the
Social Security Act) only with respect to service performed
by such individual for the period beginning with the first day
of the calendar quarter in which such supplemental list is
filed.

(D) The period for which a certificate filed pursuant to
this subsection or the corresponding subsection o prior law
is effective may. be terminated by the oranization, effective
atthe end of a calendar quarter, upon giving 2 years' advance
notice in writing, but only if, at the time of the receipt of such
notice, the certificate has been in effect for a period of not less
than 8 years. The notice of termination may be revoked by
the organization by giving, prior to the close of the calendar
quarter specified in the notice of termination, a written nOtice
of such revocation. Notice of terminatiofl or revocation there-
of shall be filed in such form and manner, and with such offi-
cial, as may be prescribed by regulations made under this
chapter.

(E) If an organization described in subparagraph (A)
employs both inividuals who are in positions covered by a
pension, annuity, retirement, or similar fund or system estab-
lished by a State or by a political subdivision thereof and
individuals who are not in such positions, the organization
shall divide its employees into two separate groups. One
group shall consist of all employees who are in positions cov-
ered by such a fund or system and (i) are members of such
fund or system, or (ii) are not members of such fund or sys-
tem but are eligible to become members thereof, and the other
group shall consist of all remaining employees. An organiza-
tion which has so divided its employees into two groups may
file a certificate pursuant to subparagraph (A) with respect
to the employees in either group, or may file a separate cer-
tificate pursuant to such subparagraph with respect to em-
ployees in each group.
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(F) If a certificate filed pursuant to this. paragraph is ef-
fective for one or mo'e calendar quarters prior to the quarter
in which the certificate is filed, then—

(i) for purposes of computing interest .and for pur-
poses of section 6651 (relating to addition to tax for fail-
üre to file tax return .or pay tax), the due rate for the
return and payment of the tax for such prior calendar
quarters resulting from the filing of such certificate shall
be the last day of the calendar month following the calen-
dar quarter in which the certificate is filed; and

(ii) the statutory period for the assessment of such tax
shall not expire before the expiration of 3 years from
such due date.

(2) TER!INATION OF WAIVER PERIOD BY SECRETARY.—If the Sec-
retary finds that any organization which filed a certificate plirsu-
ant to this subsection or the corresponding subsection of prior law
has failed to comply substantially with the requirements applica-
ble with respect to the taxes imposed by this chapter or the corre-
sponding provisions of prior Jaw or is no longer able to comply
with the requirements applicable with respect to the taxes imposed
by this chapter, the Secretary shall give such organization not less
than 60 days' advance notice in writing that the period covered
by such certificate will terminate at the end of the calendar quar-
ter specified in such notice. Such notice of termination may be re-
voked . by the Secretary by giving, prior to the close, of the. cal-
endar quarter specified in the not.ice of termination, written not.ice
of such revocation to the organization. No notice of termination or
of revocatiOn thereof shall be given under this paragraph to an
organization without the prior concurrence of the Secretary of
Health, Education, and Welfare.

(3) No RENEWAL OF wAIVER.—In the event the period covered by
a certificate filed pursuant to this subsection or the corresponding
subsection of prior law is terminated by the organization, no cer-
tificate 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) (3)

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 coresponding pro-
vision of prior law) as of the date of the enactment of
this paragraph (or any subsequent date] (or, if later,
a of the earliest date on which it satisfies clause (ii) of
thiB subparagraph) but

(ii) the taxes imposed by sections 3101 and 3111 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 subpara-
graph (B) (i)) of not less than three consecutive calen-
dar quarters,
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• such'.organization shall be deemed (except as prpvided in subpara-
graph (B) of. this paragraph). for purposes of subsection (b) (8)

• B) and se4ion 210(a) (8) (B) of the Social Scurity Act, to have
filed avalid.waiver certificate under paragraph. (1) of this subsec-
tion (or. under the corresponding :provision of prior law) on the
first day of the period described in clause (ii) of this subpara-

• graph effective (subject to paragraph (C)) on the first day of
the calendar quarter in which such period began, and to have ac-
•companied, such certificate with a list containing the signature,
address, and social security number. (if any) of each employee

• 'with respect to wham the taxes described in such subparagraph
were paid (and each such employee shall be deemed for such
purposes to have concurred in the fihing.of the certificate).

(B) Subparagraph (A) shall, not apply with respect to any
organization if— .

• (i) the period referred to in clause (ii.): of suck sub-
• paragraph (in. the case of that organization). terminated

before . the end of the. earliest calendar quarter fallin
wholly or partly within the time limitation (as define
in section 205(c) (1) (B) of the Social Security Act)
immediately preeeding the date of the enactment of this
paragraph, or,

(ii): a refund or credit of any'.part of the taies . which
were paid: as described in clause (ii) of such subpara-
graph. with. . respect to remuneration for services per-
formed on or after the first day of the earliest calendar
quarter falling 'wholly. or, partly 'within the time limita-
tion (as defined in section 205 (.0) (1) (B). of the Social
Security Act) .immediately.preceding the date. of enact-
mènt of this paragraph (Other. than .a refund or credit
which would have been allowed if a valid waiver certifi-
cate filed under paragraph (1). had been in, effect) has

• been, obtained by the organization or its employees prior
to Suptember 9, 1976.

(C) In the case of any organization which is deemed under
this paragraph 'to have filed a valid waiver certificate under
paragra1& (1), if—

(z) the period with respect. to which the taxe8 imposed
by sections 3101 and 3111 were paid by such organiza-
tz1on (as described in subparagraph (A) ('ii)) terminated
prior to October 1, 1976, or

(ii) the tares imposed by sections 3101 and 3111 were
not paid during the period re/erred to in clause (i)
(whether such period has terminated or not) with respect
to renvuneration paid by such organization to individuals
who became its employees after the close of the' calen-
dar quarter in which such period began,

no tacces under sections 3101 and 3111 (described in clause
(i) 0? (ii)) which remain unpaid on the date of the enact-
mént of this subparagraph shall be due or 'payable with re-
8pect to anty remuneration paid by such organization to its
emplolfee8 for 8ervice performed on or after the fir8t day of



11

the period referred to in clause (i) and before July 1, 1977;
and the certificate which such organication is deemed under
this paragraph to haive filed shall not apply to any service
with re8pect to the remiuneration for which the taxes imposed
by sections 3101 and 3111 (and remaining unpaid on the date
of the enactment of this subparagraph) are not due and pay-
able by reason of the preceding provi8zone of this sub para-
graph. In applying this subparagraph for purposes of title 11
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 an, organization may be conclusivety
treated as the period (described in subparagraph (A) (ii))
during which the taxes imposed by such 8ectione were paid
by such organization.

(5) CONSTRUCTIVE PILING OF CERTIFICATE WHERE' REFUND OR
CREDIT HAS BEEN MADE AND NEW CERTIFICATE IS 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) (pursuant to: subpara-
graph (B) (ii) thereof) because a refund Or credit of all or
a. part 'of the taxes described in paragraph (4) (A) (ii) was
obtained' prior to September 9, 1976; and

(B) such organization has ,not, prior to [the expiration of
180 .day after the date of the enactment of this paragraph]
January 1,1978, filed a valid 'waiver ertificate.under para-
graph: (1) which is effective for: a period beginning on or
before the first day of the first calendar quarter with respect
to whichsuch refund or credit was made (or, if later, with
the first day of the 'earliest calendar quarter' for which such
certificate may be in effect under paragraph' (1') ('B) (iii))
and which is accompanied by the list described in' para-
graph (1)(A),

such organization shall be deemed, for purposes of subsection

(b) (8) (B,) and section 210(a) (8) (B) of the Social Security Act,
to have filed 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 be-
ginning on the first day of the first calendar quarter with respect
to which the 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 wholly or partly within the
time limitation (as defined in section 205(c) (1) (B) of the Social
Security Act) immediately preceding the date of the enactment of
this paragraph), and to have accompanied such certificate with a
list containing the signature, address, and social security number
(if any) of each employee described in subparagraph (A) of
this paragraph (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
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on [such 181st day] Janvar?! 1, l978 shaH supersede any certificate
which may have been actualy filed by such organization prior to
that day except to the extentprescribed by the Secretary.

(6) APPLICATION OF CERTAIN PROVISIONS TO CASES OF CONSTRUC-
TIVE FILING.—All of the provisions of this subsection (other than
subparagraphs (B), (F), and (H) of paragraph (1)), including
the provisions requiring payment of taxes under sections 3101
and 3111 with respect to the services involved (eeept as provided
in psragraph (4) (0) 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 actually filed on that day under para-
graph (1), except that—

(A) the provisions relating to the filing of supplemental
lists of concurring employees in the third sentence of para-
graph (1) (A), and in paragraph (1) (C), shall apply to the
extent prescribed by the Secretary;

(B) the provisions of paragraph (1) (E) shall not apply
unless the taxes described in paragraph (4) (A) (n) were paid
by the organization as though a separate certificate had been
filed with respect to one or both of the groups to which such
provisions relate; and

(C) the actioh of the organization in obtaining the ref nd
or credit described in paragraph (5) (A) shall not be con-
sidered a termination of such organization's coverage period
for purposes of paragraph (3). Any organization which is
deemed to have filed 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.

(7.) BOTH EMPLOYEE AND EMPLOYER TAXES PAYABLE BY ORGANIZA-
TION FOR RETROACTIVE PERIOD IN CASES OF CONSTRUCTIVE FILING.—
Notwithstanding any other provision of this chapter, in any case
where an organization described in paragraph (5) (A) has not
filed a valid waiver certificate under paragraph (1) prior (to the
expiration of 180 days after the date of the enactment of this para-
graph] and is accordingly deemed under paragraph (5) to have
filed such a certificate on (the 181st day after such date] Janu-
ary 1, 1978, the taxes due under section 3101, with respect to serv-
ices constituting employment by reason of such certificate for aiiy
period prior to [the first day of the calendar quarter in which
such 181 day occurs] that date (along with the taxes due under
section 3111 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 organization from its
own funds and without any deduction from the wages of the indi-
viduals who performed such services; and those individuals shall
have no liability for the payment of such taxes.

((8) EXTENDED PERIOD FOR PAYMENT OF TAXES FOR RETROACTIVE
COVERAGE.—Notwithstanding any other provision of this title, in
any case where an organization described in paragraph (5) (A)
files a valid waiver certificate under paragraph (1) by the end of
the 180-day period following the date of the enactment of this
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paragraph as described in paragraph (5) (B), or (not having filed
such a certificate within that period) is deemed under paragraph
(5) to have filed such a certificate on the 181st day following that
date, the taxes due under sections 3101 and 3111 with respect to
services constituting employment by reason of such certificate for
any period prior to the first day of the calendar quarter in which
the date of such filing or constructive filing occurs may be paid
in installments over an appropriate period of time, as determined
under regulations prescribed by the Secretary, rather than in a
lump sum.]

(8) EXTENDED PERIOD FOR PAYMENT or TAXES FOR RETROACTIVE
c0VERAGE.—Notwithstanding any other provision of this title, in
any case where—

(A) an organization is deemed under paragraph (4) to ha've
filed a valid waiver certificate under paragraph (1), but the
applicable period described in paragraph (4) (A) (ii) has ter-
m'inated and part or all of the taees imposed by 8ection8 3101
and 3111 'with respect to remiuneration paid by such organiza-
tion to its employees after the close of such period remains
payable notwithstanding paragraph (4) (0), or

(B) an organization described in paragraph (5) (A) files
a valid 'waiver certificate under paragraph (1) by December
31, 1977, as described in paragraph (5) (B), or (not having
filed such a certificate by that date) is deemed under para-
graph (5) to have filed such a certificate ortJanua'ry 1, 1978,
or

(C) an individual files a request under section 3 of Public
Law 94—563, or under section 3 of the Act 'which added para-
graph (4) (0) of this subsection, to have service treated as
coiitituting remuneration for employment (as defined in
section 311 (b) and in section 10(a) of the Social Security
Act),

the taxes due under sections 3101 and 3111 with respect to serv-
ices constituting employment by reason of such certificate for any
period prior to the first day of the calendar quarter in which the
date of such filing or constructive filing occurs, or with respect to
service constituting employment by reason of such request, may
be paid in installments over an appropriate period of time, as de-
ternvined under regulations prescribed by the Secretary, rather
than in a lump sum.

SECTION 3 OF PUBLIC LAW 94—563

AN ACT To amend chapter 21 of the Internal Revenue Code of 1954 and title
II of the Social Security Act to provide that the payment of social security
taxes by a nonprofit organization with respect to its employees shall consti-
tute (for both tax and benefit purposes) a constructive filing by such organiza-
tion of the certificate otherwise required to provide social security coverage
for such employees If it has not received a refund or credit of such taxes, and
to require the filing of such a certificate by any nonprofit organization which
paid such taxes but received a refund or credit because It had not previously
filed such certificate.

* * * * * * *
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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 R.etrenue Code of 1954 to have filed a waiver certificate under
section 3121(k) (1) of such Oode, 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-
ment (as defined in section 210(a) of the Social Security Act and
section 3121(b) of such Code) because the. applicable taxes so
paid were refunded or credited (otherwise than through a .refund
or credit which would have been allowed if a valid waiver certifi-
cate filed under section 3121(k) (1) of such Code had been in
effect) prior to September 9, 1976; and

(3) any portion of such service (with respect to which taxes
were paid and refunded or credited as described .in paragraph
(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 appear-
ing'On the accompanying list),

the remuneration paid for the portion of such service described in
paragraph (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 II 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 credited (or by satisfactory evidence that ap-
pro priate arrangements have been made for the repayment of such
taxes in installments as provided in section 8131 (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 individ-
ual is deemed under the preceding sentence to constitute remuneration
for employment, such organization shall be liable (notwithstanding
any other provision of such Code) fr rejayment of any taxes which
it paid under section 3111 of such Code with respect to such remuner-
ation and which were refunded or credited to it.

0
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Mr. 1LLMAN introduced the following bill; which was referred to the Corn-

mittee on Ways and Means

A BILL
To amend the Social Seurity Act and the Internal Revenue

Code of 1954 to strengthen the financing of the social secu-

rity system, to reduce the effect of wage and price fluctuation

on the system's benefit structure, to provide coverage under

the system for officers and employees of the United States,

of the State and local governments, and of nonprofit orga-

nizations, to increase the earnings limitation, to eliminate
•certain gender-based distinctions and provide for a study of

proposals to eliminate dependency and sex discrimination

fiom the social security program, and for other purposes.

1 Be it enacted by the Senate and House of Representa-

.2 tives of the United States of America in Congress assembled,

3 That this Act, with the following table of contents, may be

4 cited as the "Social Security Financing Amendments of

5 1977".
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TITLE I—PROVISIONS TO IMPROVE THE FINANC-

2 ING OF THE OLD-AGE, SURVIVORS, AND DIS-

3 ABILITY INSURANCE PROGRAM

4 ADJTJSTMENTS IN TAX BATES

5 SEC. 101. (a) (1) Section 3101 (a) of the Internal

6 Revenue Code of 1954 (relating to rate of tax on employees

7 for purposes of old-age, survivors, and disability insurance)

8 is amended by striking out paragraphs (1) and (2) and

9 inserting in lieu thereof the following:

10 "(1) with respect to wages received during the

11 calendar years 1974 through 1977, the rate shall be

12 4.95 percent;

13 "(2) with respect to wages received during the

14 calendar years 1978 through 1980, the rate shall be

15 5.10 percent;

16 "(3) with respect to wages received during the

17 calendar years 1981 through 1984, the rate shall be

18 5.25 percent;

19 "(4) with respect to wages received during the

20 calendar years 1985 through 1989, the rate shall be

21 5.55 percent; and

22 "(5) with respect to wages received after Decem-

23 her 31, 1989, the rate shall be 6.15 percent.".

24 (2) Section 3111 (a) of such Code (relating to rate

25 of tax on employers for purposes of old-age, survivors, and
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j disability insurance) is amended by striking out paragraphs

2 (1) and (2) and inserting in lieu thereof the following:

3 "(1) with respect to wages paid during the cal-

endar years 1974 through 1977, the rate shall be 4.9

5 percent;

6 "(2) with respect to wages paid during the cal-

endar years 1978 through 1980, the rate shall be 5.10

8 percent;

9 "(3) with respect to wages paid during the calendar

io years 1981 through 1984, the rate shall be 5.25 percent;

U "(4) with respect to wages received during the

12 calendar years 1985 through 1989, the rate shall be

13 5.55 percent; and

14 "(5) with respect to wages paid after December 31,

15 1989, the rate shall be 6.15 percent.".

16 (3) Section 1401 (a) of such Code (relating to rate of

17 tax on self-employment income for purposes of old-age,

18 survivors, and disability insurance) is amended by striking

19 out "a tax" and all that follows and inserting in lieu thereof

20 the following: "a tax as follows:

21 "(1) in the case of any taxable year beginning

22 before January 1, 1978, the tax shall be equal to 7.0

23 percent of the amount of the self-employment income

24 for such taxable year;

25 "(2) in the case of any taxable year beginning
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1 after December 31, 1977, and before January 1, 1981,

2 the tax shall be equal to 7.15 percent of the amount of

3 the self-employment income for such taxable year;

4 "(3) in the case of any taxable year beginning

5 after December 31, 1980, and before January 1, 1985,

6 the tax shall be equal to 7.85 percent of the amount of

7 the self-employment income for such taxable year;

8 "(4) in the case of any taxable year beginning after

9 December 31, 1984, and before January 1, 1990, the

10 tax shall be equal to 8.35 percent of the amount of the

11 self-employment income for such taxable year; and

12 "(5) in the case of any taxable year beginning

13 after December 31, 1989, the tax shall be equal to 9.20

14 percent of the amount of the self-employment income

15 for such taxable year.".

16 (b) (1) Section 3101 (b) of such Code (relating to rate

17 of tax on employees for purposes of hospital insurance) is

18 amended by striking out paragraphs (1) through (4) and

19 inserting in lieu thereof the following:

20 "(1) with respect to wages received during the

21 calendar years 1974 through 1977, the rate shall be

22 0.90 percent;

23 "(2') with respect to wages received during the

24 calendar years 1978 through 1980, the rate shall be

25 0.95 percent:
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1 "..(3 with respect to wages received during the

2 calendar years 1981 through 1985, the rate shall be

3 1.15 percent; and

4 "(4) with respect to wages received 'after Decern-

ber 31, 1985, the rate shall be 1.30 percent.".

6 (2) Section 3111 (b) of such Code (relating to rate of

7 tax on employers for purposes of hospital insurance) is

8 amended by striking out paragraphs (1) through (4) and

9 inserting in lieu thereof the following:

10 "(1) with respect to wages paid during the cal-

ii endar years 1974 through 1977, the rate shall be 0.90

12 percent;

13 "(2) with respect to wages paid during the cal-

14 endar years 1978 through 1980, the rate shall be 0.95

15 percent;

16 "(3) with respect to wages paid during the cal-

17 endar years 1981 through 1985, the rate 'shall 'be 1.15

18 percent; and

19 "(4) with respect to wages paid after December 31,

20 1985, the rate shall be 1.30 percent.".

21 (3) Section 1401 (b) of such Code (relating to tax on

22 self-employment income for purposes of hospital insurance)

23 is amended by striking out paragraphs (1) through (4)' and

24 inserting in lieu thereof the following:

25 "(1) in the case of any taxable year bginning after



8

1 December 31, 1973, and before January 1, 1978, the

2 tax shall be equal to 0.90 peroeiit of the amount of the

3 self-employment income for such taxable year;

4 "(2) in the case of any taxable year beginning after

5 December 31, 1977, and before January 1, 1981, the

6 tax shall be equal to 0.95 percent of the amount of the

7 self-employment income for such taxable year;

8 "(3). in the case of any taxable year beginning after

9 December 31, 1980, and before January 1, 1986, the

10 tax shall be equal to 1.15 percent of the amount of the

11 self-employment income for such taxable year; and

12 "(4) in the case of any taxable year beginning after

13 December 31, 1985, the tax shall be equal to 1.30 per-

14 cent of the amount of the self-employment income for

15 such taxable year.".

16 ALLOCATIONS TO DISABILITY INSURANCE TRUST FUND

17 SEc. 102. (a) (1). Section 201 (b) (1) of the Social

18 Security Act is aniended J.)y striking out clauses (G)

19 through (J) and inserting in lieu thereof the following:

20 "(G) 1.55 per centum of the wages (as so defined) paid

21 after December 31, 177 and before January 1, 1981, and

22 so reported, (H) 1.65 per centum of the wages (as so de-

23 fined) paid after December 3.1, 1980, and before Janu-

24 ary 1, 1985, and so reported, (I) 1.84 per centum of the
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1
wages• (as SO defined) paid after December 31, 1984, and

2
before J:anuary 1, 1990, and so reported, and (J) 2.30

per centuin of the wages (as so defined) paid after Decem-

ber 31, 1989, and so reported,".

(2) Section 201 (b) (2) of such Act is amended by

6
striking out clauses (U) through (1J) and inserting in lieu

thereof the following: "(0) 1.0865 per centum of the

8
amount of self-employment income (as so defined) so re-

ported for any taxable year beginning after December 31,

10
1977, and before January 1, 1981, (II) 1.2375 per centum

of the amount of self-employment income (as so defined) so

12
reported for any taxable year beginning after December 31,

13
1980, and before January 1, 1985, (I) 1.3800 per centum

14 of the amount of self-employment income (as so defined) so

15 reported for any taxable year beginning after December 31,

16 1984, and before January .1, 1990, and (J) 1.7250 per

17 centum of the amount of self-employment income (as so

18 defined) so rep9rted for any taxable year beginning after

19 December 31, 1989,".

20 INCREASES IN EARNINGS BASE

21 SEC. .103. (a) Section 230 (b) of the Social Security

22 Act is amended by striking out "shall be" in the matter

23 preceding paragraph (1) and inserting in lieu thereof "shall

24 (subject to subsection (c) ) be".
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1 (b) Section 230 (c) of such Act is amended—

2 (1) by inserting "(1)" immediately before "the

3 contribution and benefit base' "; and

4 (2) by striking out "section." and inserting in lieu

5 thereof the following:

6 "section, and (2) the 'contribution and benefit base' with

7 espect to remuneration paid (and taxable years beginning) —

8 "(A) in 1978 shall be $17,700,

9 "(B) in 1079 shall be $20,900,

10 "(C) in 1980 shall be $24,400, and

11 "(D) in 1981 shall be $27,900.

12 For purposes of determining under subsection (b) the 'con-

13 tribution and benefit base' with respect to remuneration paid

14 (and taxable years beginning) in 1982 and subsequent years,

15 the dollar amounts specified in clause (2) of the preceding

16 sentence shall 'be considered to have resulted from the applica-

17 tion of such subsection (b) and to be the amount determined

18 (with respect to the years involved) under that subsection.".

19 (c) (1) The second sentence of section 215 (i) (2) (D)

20 (v) of such Act is amended by striking out "is equal to

21 one-twelfth of the new contribution and benefit base" and

22 inserting in lieu thereof "is equal to, or exceeds 'by less than

23 $5, one-twelfth of the new contribution and benefit base".

24 (2) The third sentence of section 215 (i) (2) (D) (v)

25 of such Act is amended by striking out all that follows
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1 "clause (iv)" and inserting in lieu thereof "plus 20 per-

2 cent of the excess of the second figure in the last line of

3 CQlumn III as extended under the preceding sentence over

4 such second figure for the calendar year in which the table

of benefits is revised.".

6 STANDBY GUARANTEE OF TRUST FUND LEVELS

7 SEc. 104. (a) Section 201 of the Social Security Act is

8 amended by adding at th end thereof the following new

9 subsection:

10 "(j) If at the close of any calendar year after 1976

11 the balance remaining in the Federal Old-Age and Survi-

12 vors Insurance Trust Fund or the Federal Disability Insur-

13 ance Trust Fund (as determined by the Secretary of the

14 Treasury in the following February) is less than 25 percent

15 of the total amount of the payments made from such fund

16 under this title during that calendar year, there is hereby

17 appropriated to such fund as of the following July 1 an

18 amount equal to the difference between (1) such balance,

19 and (2) 30 percent of the total amount of such payments.

ij Any amount appropriated to either trust fund under the

21 preceding sentence shall constitute and be treated as a loan

22 to such fund from the general fund of the Treasury, and

23 shall be repaid (by transfer from such fund to the general

24 fund of the Treasury) , with accrued interest, in whole or in

25 such part as will not reduce the balance in such fund to less
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1 than 25 percent of the total amOunt of the payments made

2 from such fund under this title during the calendar year

3 involved, on July 1 next succeeding the first subsequent

4 calendar year at the close of which (as determined by the

5 Secretary of the Treasury in the month of February next

6 succeeding that calendar year) the balance remainhig in

7 such fund equals oi exceeds 40 percent of the total amount

8 of the payments made from such fund under this title during

9 that calendar year. For purposes of the preceding sentence,

10 accrued interest shall be computed on each such loan as if it

11 were an obligation described in the next to last sentence of

12 subsettion (d) .".

13 (b) Section 1817 of such Act is amended by adding at

14 the end thereof the following new subsection:

15 "(i) If at the close of any calendar year after 1976
16 the balance remaining in the Federal Hospital Insurance

17 Trust Fund (as determined by the Secretary of the Treasury

18 in the following February) is less than 25 percent of the
19 total amount of the payments made from such fund under

20 this title during that calendar year, there is hereby appro-

21 priated to such fund as of the following July 1 an amount

22 equal to the difference between (1) such balance and (2)

23 30 percent of the total amount- of such payments. Any

24 amount appropriated to such trust fund under the preceding

25 sentence shall constitute and be treated as a loan to such

26 fund from the general fund of the Treasury, and shall be
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rep aid (by transfer from such fund to the general fund of

2
the Treasury), with accrued interest, in whole or in such

part as will not reduce the balance in such fund to less than

25 percent of the total amount of the payments made from

such fund under this title during the calendar year in-

6
volved, on July 1 next succeeding' the first subsequent

calendar year at the close of which (as determined

• 8 by the Secretary of the Treasury in the month of February

next succeeding that calendar year) the balance remaining

10 in such fund equals or exceeds 40 percent of the total

amount o the payments made from such fund under this

12 title during that calendar year. For purposes of the preced-

13 ing sentence, accrued interest shall be computed on each such

14
loan as if it were an obligation described in the next to last

15
sentence of subsection (c) .".

16
EFFECTIVE DATE

17 SEC. 105. The amendments made by sections 101, 102,

18
and 103 shall apply with respect to remuneration paid or

received, and taxable years beginning, after 1977.

20
TITLE IT—STABILIZATION OF REPLACEMENT

21
RATES IN THE OLD-AGE, SURVIVORS, AND

22
DISABILITY INSURANCE PROGRAM

23
COMPUTATION OF PRIMARY INSURANCE AMOUNT

24
SEC. 201. (a) Section 215 (a) of the Social Security

25
Act is amended to read as follows:
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1 "(a) (1) (A) The primary insurance amount of an

2 insured individual shall (except as &therwise provided in this

3 section) be equal to the sum of—

4 "(i) 90 percent of the individual's average indexed

5 nioiithly earnings (determined under subsection (b) )

6 Ui). to the amount established for purposes of' this clause

by subparagraph .( B),

8 "(ii) 32 percent of 'the portion of the individual's

9 average indexed monthly earnings which exceeds the

10 amount established for purposes of clause (i) but does

11 not exceed the amount established for purposes of this

12 clause by subparagraph (B) , and

13 "(iii) 15 percent of 'the individual's average

14 indexed monthly earnings to the extent that they exceed

15 the amount established for purposes of clause (ii),

16 rounded in accordance with subsection (g), and thereafter

17 increased as provided in subsection (i).

18 "(B) (i) For individuals who initially become eligible

19 for old-age or disability insurance benefits or die in the cal-

20 endar yeal' 1979, the amounts established for purposes of

21 clauses (i) and (ii) of subparagraph (A) shall be $180

22 and $1,085, respectively.

23 "(ii) For individuals who initially become eligible for

24 old-age or disability insurance benefits or die in any calendar

25 year after 1979, each of the amounts so established shall
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equal the product of the corresponding amount established

2 with respect to the calendar year 1979 under clause (i) of

this subparagraph and the quotient obtained by dividing—

4 "(I) the average of the total wages (as defined

in regulations of the Secretary and computed without

6 regard to the limitations specified in section 209 (a))

7 reported to the Secretary of the Treasury or his delegate

8 for the second calendar year preceding the calendar

9 year for which the determination is made, by

10 "(II) the average of the total wages (as so de-

fined and computed) reported to the Secretary of the

12 Treasury or his delegate for the calendar year 1977.

13 "(iii) Each amount established under clause (ii) for

14
any calendar year shall be rounded to the nearest $1, except

15
that any portion so determined which is a multiple of $0.50

16
but not of $1 shall be rounded to the next higher $1.

17
"(0) (i) No primary insurance amount computed under

subparagraph (A) may be less than—

19
"(I) the dollar amount set forth on the first line of.

20
column IV in the table of benefits contained in this

21
subsection as in effect in December 1978, rounded (if

22
not a multiple of $1) to the next higher multiple of $1,

23
or

24
"(II) an amount equal to $11.50 multiplied by the

25
individual's years of coverage in excess of 10, or the
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increased amount determined for purposes of this sub-

2 division under subsection (i),

whichever is greater. No increase under subsection (i) shall

4 apply to the dollar amount specified in subdivision (I) of

this clause.

6 " (ii) For pirposes of clause(i) (II), the term 'years

of coverage' with respect to any individual means the number

8 (not exceeding 30) equal to time sum of (I) the number

9 (not exceeding 14 and disregarding any fraction) deter-

io mined by dividing (a) the total of the wages credited fo

ii such individual (including wages deemed to be paid prior

12 to 1951 to such individual under section 217, compensation

13 under the Railroad Retirement Act of 1937 prior to 1951

14 which is creditable to such individual pursuant to this title,

15 and wages deemed to be paid prior to 1951 to such individual

16 under section 231) for years after 1936 and before 1951

17 by (b) $900, plus (II) the number equal to the number of

18 years after 1950 each of which is a computation base year

19 (within the meaning of subsection (b) (2) (B) (ii) ) and in

20 each of which he is credited with wages (including wages

21 deemed. to be paid to such individual under section 217,

22 compensation under the Railroad Retirment Act of 1937 or

23 1974 which is creditable to such individual pursuant to this

24 title, and wages deemed to be iaid prior to 1951 to such

25 individual under section 229) and self-employment income



17

i of not less than 25 percent of the maximum amount which,

2 pursuant to subsection (e), may be counted for such year.

3 "(D) In each calendar year after 1978 the Secretary

shall publish in the Federal Register, on or before Novern-

ber 1, the formula for computing benefits under this para-

6 graph and for adjusting wages and self-employment income

' under subsection (b) (3) in 'the case of an individual who

8 becomes eligible for an o1dage insurance benefit, or (if

9 earlier) becomes eligible for a disability insurance benefit

10 or dies, in the following year, and the average of 'the total

11 wages (as described in subparagTaph (B) (ii) (I)) on

12 which that formula is based. With the initial publication re-

13 quired by this subparagraph, the Secretary shall also publish

14 in the Federal Register the average of the total wages (as

15 so described) for each calendar year after 1950.

16 "(2) (A) In the case of an individual who was entitled

17 to a disability insurance benefit for any of the 12 months

18 before 'the month in which he became entitled to an old-age

19 insurance benefit, became reentitled to a disability insurance

20 benefit, or died, the primary insurance amount for determin-

21 ing any benefit attributable to that entitlement, reentitlement,

22 or death is the greater of—

23 "(i) the primary insurance amount upon which such

24 disability insurance benefit was based, increased by the

25 amount of each general benefit increase (as defined in
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1. subsection (i) (3) )', and each increase provi4ed under

2 subsection (i) (2), that would have applied to such

3 primary insurance amount had the individual remained

• 4 entitled to such disability insurance benefit until the

month in which he 'became so entitled or reentitled or

6 died, or

7 "(ii) the amount computed under paragraph (1)

8 (0)..

"(B) In the case of an individual who was entitled to

io..a• disability insurance benefit for any month, and with respect

ji to whom a primary insurance amount is required to be corn-

12, puted at any time after the close of the period of the. mdi-

13 vidual's disability (whether because of such individual's

14 subsequent entitlement to old-age insurance benefits or' to a

15 disability insurance benefit based upon a subseqjent period

16 of disability, '.or because of such individual's death), the

17 primary insurance amount so computed may in no case be

18 .less than the primary insurance amount with respect to'

19 which. such former disability insurance benefit was most re-

20 cently determined.

21. " (3) (A) Paragraph (1) applies only to an individual

22 who was not eligible for an old-age insurance benefit prior

23 to January 1979 and who. in that or 'any succeeding month—

2* "(i) becomes eligible for such a beflefit,
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1 "(ii) becomes eligible for a disability insurance

2 benefit, or

3 "(iii) dies,

4 and (except for subparagraph (C) (i) (II) thereof) it ap-

plies to every such individual except to the extent otherwise

6 provided by paragraph (4).

7 "(B) For purposes of this title, an individual is deemed

8 to be eligible—

9 "(i) for old-age insurance benefits, for months

10 beginning with the month in which he attains age 62, or

11 "(ii) for disability insurance benefits, for months

12 beginning with the month in. whieh his period of dis-

13 ability, began as described in section 216 (i) (2) (C),

14 unless fewer than 12 months have elapsed since the termi-

15 nation of a prior period of disability.

16' "(4) Paragraph (1) (except for subparagraph (C) (i)

17 (II) thereof) does not apply to the computation or re-

18 computation of a primary insurance amount for—

19 "(A) an individual who was eligible for a disability

20 insurance benefit for a month prior to January 1979

21 unless, prior to the month in which occurs the event

22 described in clause (I), (ii), or (iii) of paragraph (3)

23 (A), there occurs a period of at least 12 consecutive



20

1 rnnths for which he :.was nOt entitled, to a disability

2 insurance benefit, or

3 "(B) an individual who had wages or self-employ-

4 ment inoome credited for. One or morel years prior to

5 1979, and who wa not eligible for an old-age or disa-

6 bility insurance benefit, and did not die, prior to January

1979, jf: in the year for which the computation or re-

8 computation would be made the individual's primary

9 insurance amount would 'be greater if computed or

10 recomputed—

11 "(i) under section 215 (a) as in effect in

12 December '1978, for purposes of old-age insurance

13 benefits in the case of an individual, who becomes

14 eligible for such' benefits prior to .1989, or

15 "(ii) as provided by section 215 (d), in the

16 Oase of an individual to .whm such section applies.

17 in determining whether an individual's primary insurance

18 amount would be greater if computed or recomputed as pro-

19 vidèdin subparagraph (B)', (I) 'the table of benefits in

0 effect in December 1978 shall be applied without regard

21 to any increases in . that table which may become effective

22 (in accordance with subsection (i; (4).) for years after

23 19781 and prier to the year: in which such individual became

24 eligible for an old-age or disability insurance benefit or died,
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and (II) such individual's average monthly wage shall be

2 computed a,s provided by subsection (b). (4).

3 "(5) For purposes of computing the, primary insurance

4 amount (after December 1978) of an individual to whom

5 paragraph (1) does not 'apply (other than an individual

6 described in paragraph (4) (B) ), this sectIon' as: in effect

7 ii December 1978 shall remain in effect, except that, effec-

8' tive for January 1979, the dollar amount specified in para-

graph (3) of subsection (a) shall be increased to $11.50.

10 The table' for determining primary insurance amounts and

jj maximum family benefits contained in this section in Decem

12 ber 1978 shall be revised as provided by subsection (i) for

13 each year after 1Y78.".

14' (b) Section 215 (b). of such Act is amended to read as

15 follows':

16 "Average Indexed Monthly Earnings; Average Monthly

1 Wage

18 "(b) (1) An individual's average indexed monthly

19 earnings shall be equal to the quotient obtained 'by dividing—

20 "(A) the total (after adjustment under paragraph

21 (3)) of his wages paid in and self-employment income.

22 credited to his .'benefit computation years (determined

23 under paragraph (2).), by

24 "(B) the number of months in those years.
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1 "(2) (A) The number of an individual's benefit corn-

2 putation years equals the number of elapsed years, reduced

3 by five, except that the number of an individual's benefit

4 computation years may not be less than two.

"(B) For purposes of this subsection with respect to

6 any individual—

7 "(i) the term 'benefit computation years' means

8 those computation base years, equal in number to the

9 number determined under subparagraph (A), for which

10 the total of such individual's wages and self-employment

1.1 income, after adjustment under paragraph (3), is the

12 largest;

13 "(ii) the term 'computation base years' means the

14 calendar years after 1950 and before—

15 "(I) in the case of an individual entitled to old-

16 age insurance benefits, the year in which occurred

17 (whether by reason of section 202 (j) (1) or other-

18 wise) the first month of that entitlement; or

19 "(II) in the case of an individual who has

20 died, the year succeeding the year of his death;

21 except that such term excludes any calendar year en-

22 tirely included in a period of disability; and

23 "(iii) the term 'number of elapsed years' means

24 (except as otherwise provided by section 104 (j) (2)

25 of the Social Security Amendments of 1972) tb nuni-
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1 ber of calendar years after 1950 (or, if later, the year

2 in which the individual attained age .21) and before the

3 year in which: the individual died, or, if it occurred

4 after 1960, the year in which he attained age 62;. except

5 that such term excludes any calendar year any part of

6 which is included in a period of disability.

7 "(3) (A) Except as provided by subparagraph (B),

8 the wages paid in and self-employment' income credited to

9.. each of' an individual's computation base years for purposes

10 of the selection therefrom of benefit computation. years under

11 parigraph 2) shall be dèethed to b,e. eud' Ito the product

12 of—

13 "(1) the wages and self-employment income actually

14 paid in or credited to such year, and

15 "(ii) the quotient obtained by dividing—

16 "(I) the average of the total wages (as defined

17 in regulations of the Secretary and computed with-

18 out regard to the limitations specified insection, 209

19. (a)) reported to the Secretary of the Treasury or

20 his delegate for the secOnd calendar year preceding

21 the year of the individual's death or initial eligibility

22 for an old-age or disability insurance benefit, which-

23, ' ever is earliest (not counting any year as the year

24' of the 'individual's death or eligibility if' the mdi-

25 vidual was entitled to a disability insurance benefit
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.1 for any of the 12 months immediately preceding

2 such year),by

3 "(II) the average of the total wages (as so

4 defined and computed) reported to the Secretary

of the Treasury or his delegate for the computation

6 base year for which the determination is made.

"(B) Wages paid in or self-employment income

8 credited to an individuals computation base year which—

9. "(i) occurs after the second calendar year specified

in subparagraph (A) (ii) (I), or

11 "(ii) is a.year treated.under subsection (f) (2) (0)

12 as though it were the last year of the period specified in

13 subsection (b) (2) (B) (ii),

14 shall be available for use in determining an individual's bene-

15 fit computation years, but without applying subparagraph

16 (A) of this paragraph.

17 "(4) For purposes of determining the average monthly

18 wage of an individual whose primary insurance amount is

19 computed (after 1978) under section 215 (a) or 215 (d)

20 as in effect (except with respect to the jables contained

21 therein) in December 1978, by reason of subsection

22 (a) (4) (B), this subsection as in effect in December 1978

23 shall remain in effect, except that paragraph (2) (0) (as

24 then in effeot) shall be deemed to provide that 'computation

base years' include only calendar years in the period after
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1 1950 (or 1936, ii applicable) and prior to •the year in

2 which occurred the first month for which the individual was

eligible (as defined in subsection (a) (3) (B) as in effect

4 in January 1979) for an old-age or disability insurance

benefit, or died. Any calendar year all of which is included

6 in a period of disability shall not be included as a computa-

7 tion base year for such purposes."

8 (c) Section 215 (c) of such Act is amended to read

9 as follows:

io "Application of Prior Provisions in Certain Cases

11 " (c) This subsection as in effect in December 1978

12 shall remain in effect with respect to an individual to whom

13 subsection (a) (1) does not apply by rea&n of the mdi-

14 vidual's eligibility for an old-age or disability insurance bene-

15 fit, or the individual's death, prior to 1979.".

16 (d) (1) The matter in the text of section 215 (d) of

17 such Act which precedes paragraph (1) (0) is amended to

• read as follows:

19 "(d) (1) For purposes of column I of the table appear-

20 ing in subsection (a), as that subsection was in effect in

21 December 1977, an individual's primary insurance benefit

22 shall be computed as follows:

"(A) The individual's average monthly wage. shall be

24 determined as provided in subsection (b), as in effect h

25 December 1977 (but without. regard to paragraph (4)
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thereof), except that for purposes of paragraphs (2) (0)

2 and (3) of that subsection (as so in effect) 1938 shall be

used instead of 1950.

"(B) For purposes of subparagraphs (B) and (0)

of subsection (b) (2) (as so in effect), the total wages

6 prior to 1951 (as defined in subparagraph (0) of this

7 paragraph) of an individual who attained age 21 after 1936

8 and prior to 1951 shall be divided by the number of years

9 (hereinafter in this subparagraph referred to as the 'divisor')

10 elapsing• after the year in which the individual attained age

21 and prior to the earlier of 1951 or the year of the in-

12 dividual's death. The quotient so obtained shall be deemed

13 to be the individual's wages credited to each of the years

14 included in the divisor, except that—

15 "(i) if the quotient exceeds $3,000, only $3,000

16 shall be deemed to be the individual's wages for each

17 of years included in the divisor, and the remainder of

18 the individual's total wages prior to 1951 (I) if less

19 than $3,000, shall be deemed credited to the year in

20 which the individual attained age 21, or (II) if $3,000

21 or more, shall, be deemed credited, in $3,000 mere-

22 ments, to the year in which the individual attained age

23 21 and to each year consecutively preceding that year,

24 with any remainder less than $3,000 being credited to



27

the year immediately preceding the earliest year to

2 which a full $3,000 increment was credited; and

3 "(ii) no more than $42,000 may be taken into

4 account, for purposes of this subparagraph, as total

5 wages after 1936 and prior to 1951.".

6 (2) Section 215 (d) (1) (D) of such Act is amended

7 to read as follows:

8 "(D) The individual's primary insurance benefit

9 shall be 40 percent of the first $50 of his average

10 monthly wage as computed under this sabsection, plus-

ii 10 percent of the next $200 of his average monthly

12 wage, increased by 1 percent for each increment year.

13 The number of increment years is the number, not more

14 than 14 nor less than 4, that is equal to the individual's

15 total wages prior to 1951 divided by $1,650 (disre-

16 garding any fraction) .".

17 (3) Section 215 (d) (3) ivf such Act is amended (A)

18 by striking out "in the case of an individual" and all that

19 follows and inserting in lieu thereof the following: "in the

20 case of an individual who had a period of disability which

21 began prioi to 1951, but only if the primary insurance

22 amount resulting therefrom is higher than the primary in-

23 surance amount resulting from the application of this seótion
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i (as amended by the Social Security Amendments of 1967)

c, and section 220."

3 (4) Section 215 (d) of such kct is further amended by

•i adding at the end thereof the following new paragraph:

5 "(4) The provisions of this subsection as in effect in

6 December 1977 shall be applicable to individuals who be-

7 come eligible for old-age or disability insurance benefits or

8 die prior to 1978.".

9 (e) Section 215 (e) of such Act is amended—

10 (1) by striking out "average monthly wage" each

11 place it appears and inserting in lieu thereof "average

12 indexed monthly earnings or, in the case of an individual

13 whose primary insurance amount is computed under

14 section 215 (a) as in effect prior to January 1979,

15 average monthly wage," and

16 (2) by inserting immediately before "of (A)" in

17 paragraph (1) the following: "(before the application,

18 in the case of average indexed monthly earnings, of sub-

19 section (b) (3) (A) ) ".

20 (f) (1) Section 215 (1) (2) of this Act is amended to

21 read as follows:

22 "(2) (A) If an• individual has wages or self-employ-

23 ment income for a year after 1978 for any part of which he

24 is entitled to old-age or disability insurance benefits, the
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1
Secretary shall, at such time or times and within such period

2 as he may by regulation prescribe, recompute the individual's

primary insurance amount for that year.

"(B) For the purpose of applying subparagraph (A)

of' subsection (a) (1) to the average indexed monthly earn-

6 ings of an individual 'to whom that subsection applies and

r who receives a recomputation under this paragraph, there

8 shall be used, in lieu of the portions of those earnings taken

9 into account for purposes of clauses (i) and (ii) of subpara-

10 graph (B) of subsection (a) (1), the portions that were

(o'r, in the case of an individual described in subsection (a)

12 (4) (B), would have been') used in the computation of

13 such individual's primary insurance amount prior to the

14 application of this subsection

15 " (0) A recomputation of any individual's primafy in-

16 su.rance amount under this paragraph shall be made as pro-

17 vided in subsection (a) (1) as though the year with respect

i8 to which it is made is the last year of the period specified in

19 subsection (b) (2) (B) (ii) ; and subsection (b) (3) (A)

20 shall apply with respect to any such recompu'tation as it

21 applied in the computation of such individual's primary in-

22 surance 'amount prior to the application of this subsection.

23 "(D) A recomputation under this paragraph with Fe-

24 spect tO any year shall be effective—
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i " (I) in the case of an individual who did not die

2 in that year, for monthly benefits beginning with bene-

3 fits for January of the following year; or

4 "(ii) in the case of an individual who died in

5 that year, for monthly benefits beginning with benefits

6 for the month in which he died."

7 (2) Section 215 (f) (3) of such Act is repealed.

8 (3) Section 215 (f) (4) of such Act is amended tO read

9 as follows:

10 "(4) A recomputation shall be effective under this sub-

11 section only if it increases the primary insuranOe amount

12 by at least $1.".

13 (4) Section 215 (f) of such Act is further amended by

14 adding at the end thereof the following new paragraphs:

15 " (7) This subsection as in effect in Decemler 1978

16 shall continue to apply to. the recOmputation of a primary

17 insurance amount computed under subsectiOn (a) Or (d)

18 as in effect (without regard to the table in subsection (a))

19 in that month, and, where appropriate, under subsectiOn (d)

20 as in effect in December 1977. For purposes of recomputing

211 a primary insurance amount determined under subsection

22. (a) or (d) (as so in effect) in the case of an individual to

23 whom those subsections ap1y. by reasOn of subsection

24 (a) (4) (B) as in effect after December 1978, no remu-

25 neration shall be taken into account for the year in which the



31

.. individual initially became eligible for an old-age or dis-

2' ability insurance benefit or any year thereafter.

"(8) The Secretary shall recompute the primary in-

4 surance amounts applicable to beneficiaries whose benefits

5 are based on a 'primary insurance amount which was corn-

6 puted under section 215 (a) (3) effective prior 'to Janu-

7 ary 1979, or would have been so computed if the dollar

8 amount specified therein were $11.50. Such recomputation

9 'shall, be effective January 1979, and shall include the effect

10 of the increase in the dollar amount provided by section 215

11 ('a) (1) (C) (i) (II). Such primary insurance amount shall

12 be deemed to be provided under such section for purposes of

13 section 215 (i) .".

14 (g) (1) Section 215 (i). (2) (A) (ii) of such Act is

15, amended t read as follows:

'16 "(ii) If the Secretary determineS that the base quarter

17 in any year is a cost-of-living computation quarter, ,'he shall,

18 effective with the month of June of that year as provided in

i subparagraph (B) increase—

20 "(I) the benefit amount to which individuals are

21 entitled br that month under section 2,27 or 228,

22 "(II) the primary insurance amount of each other

23 individual on which benefit entitlement is based under

24 this title (including a primary insurance amount deter-

25 mined under subsection (a) (1) (C) (1)), and
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1 "(III) the amount of total monthly benefits based

2 on any primary insurance amount which is permitted

under section 203 (and such total shall be increased,

unless otherwise so increased under another provision of

this title, at the same time as such primary insurance

6 amount) or, in the case ..of a primary insurance amount

7 computed under subsection (a) as in effect (without

8 regard to the table. contained therein) prior to January

1979, the amount to which the beneficiaries may be

10 entitled under section 203 as in effect in December 1978,

except as provided by section. 203 (a) (6) and (7) as

12 in effect after December 1978.

13 The increase shall be derived by multiplying each. of the

14 amounts described in subdivisions (I), (II), and (III)

15 (including each 'of those amounts as previously increased

16 under this subparagraph) by the same percentage (rounded

17 to the nearest one-tenth of 1 percent) as• the percentage 'by

18 which the Consumer Price Index for that cost-of-living corn-

19 putation quarter exceeds such index for the most recent prior

20 calendar quarter which was a base quarter under paragraph

21 (1) (A) (ii)' or, if later, the most recent cost-of-living

22 computation quarter under paragraph (1.) (B); and any

23 amount so increased that is not a multiple of *0.1O shall be

24 increased to the next higher multiple of $0.10. Any increase

25 under this subsection in a primary insurance amount deter-
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1 mined tinder subparagraph (C) (i) (II) of subsection (a)

2 (1) shall be applied after the initial determination of such

3 primary insiraiice amount under that subparagraph.".

4 (2) Section 215 (i) (2) (A) of such Act is amended by

5 adding at the end. thereof the following new clause:

6 "(iii) In the case of an individual who becomes eligibie

7 for an old-age or disability insurance benefit, or who dies prior

8 to becoming so eligible, in a year in which there occurs an

9 increase provided under clause (ii), the individual's primary

io insurance amount (without regard to the time of entitlement

11 to that benefit) shall be increased (unless otherwise so in-

12 creased under another provision of this title) by the amount

13 of that increase, but only with respect to benefits payable

14 for months after May of that year.".

15 (3) Section 215 (i) (2) (D) of such Act (as amended

16 by section 103 of this Act) is amended by striking out all

17 that follows the first sentence and inserting in lieu thereof

18 the following: "lie shall also publish in the Federal Register

19 at that time (i) a revision of the range of the primary

20 insurance amounts which are possible after the application

21 of this subseOtion based on the dollar amount specified in

22 subparagraph (C) (i) (II) of subsection (a) (1) (with

23 such revised primary insurance amounts constituting the

24 increased amounts determind for purposes of such subpara-

25 graph (C) (i) (II) under this subsection), or specified in
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1 section 215 (a.) (3) as in effect prior to 1979, and (ii) a

2 revision of the range of family maximum benefits which cor-

3 respond to such primary insurance amounts (with such

4 maximum benefits being effective notwithstanding section

203 (a) except for paragraph (3) (B) thereof (or para-

6 graph (2) thereof as in effect prior to 1979) ) .".

7 (4) Section 215 (i) of such Act is further amended by

8 adding at the end thereof the following new paragraph:

9 "(4) This subsection as in effect in December 1978 shall

10 continue to apply to subsections (a.) and (d), as then in

ii effect, . for purposes of computing the primary insurance

12 amount of an individual to whom subsection (a), as in effect

13 after December 1978, does not apply (including an individ-

1.4 ual to whom subsection (a) does not apply in any year by

15 reason of paragraph (4) (B) of that subsection (but the

16 application of this subsection in such cases shall be modified

17 by the application of clause (I) in the last sentence of para-

18 graph (4) of that subsection) ). For purposes of computing

19 primary insurance amounts and maximum family benefits

20 (other than primary insurance amounts and maximum

21 family 1)enefits for individuals to whom such paragraph (4)

22 (B) applies), the Secretary shall publish in the Federal

23 Register revisions of the table of benefits contained in sub-

24 section (a), as in effect in December 1978, as required by

25 )aragraph (2) (D) of this subsection as then in effect.".
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1
MAXIMUM BENEFITS

2 SEc 202. Section 203 (a) of the Social Security Act. is

amended to read as follows:

4 "Maximum Benefits

"(a) (1) In the case of an individual whose primary

6 insurance amount has been computed or recomputed under

7 section 215 (a) (1) or (4), or section 215(d), as in effect

8 after December 1978, the total monthly benefits to which

9 beneficiaries may be entitled under section 202 or 223 for a

10 month on the basis of the wages and self-employment in-

ii come of such individual shall, except as provided by para-

12 graph (3) (but prior to any increases resulting from its ap-

13 plication of paragraph (2) (A) (ii) (III) of section 215

14 (i) ) , be reduced as necessary so as not to exceed—

15 "(A) 150 percent of such individual's primary in-

16 surance amount up to the amount established with re-

17 primary insurance amount that is established with re-

18 spect to this subparagraph by paragraph (2),

19 "(B) 272 percent of the portion of such individual's

20 primary insurance amount which exceeds the amount

21 established with respect to subparagraph (A) but does

22 not exceed the amount established with respect to this

23 subparagraph by paragraph (2),

24 "(C) 134 percent of the portion of such individ-

25 ual's primary insurance amount which exceeds the



36

1 amount established with respect to subparagraph (B) but

2 does not exceed the amount established with respect to

3 this subparagraph by paragraph (2), and

4 "(D) 175 percent of such individual's primary

5 insurance amount to the extent that it exceeds the amount

6 established with respect to subparagraph (C).

7 Any such amount that is not a mQltiple of $0.10 shall be

8 increased to the next higher multiple of $0.10.

9 "(2) (A) For individuals who initially 'become eligible

10 for old-age or disability insurance benefits or die in the calen-

11 dar year 1979, the amounts established with respect to sub-

12 paragraphs (A), (B), and (0) of paragraph (1) shall be

13 $230, $332, and $433, respectively.

14 "(B) For individuals who initially become eligible for

15 old-age or disability insurance benefits or die in any calendar

16 year after 1979, each of the amounts so established shall

17 equal the product of the corresponding amount established

18 for the calendar year 1979 by subparagraph (A) of this

19 paragraph and the quotient obtained under subparagraph

20 (B) (ii) of section 215 (a) (1), with such product being

21 rounded in the manner prescribed 'by section 215 (a) (1)

22 (B) (iii).

23 "(0) Tn each calendair year after 1978 the See-

24 retary shall publish in the Federal Register, on or before

25 November 1, the formula which (except as provided in see-



37

1 tion 215 (i) (2) (D)) is to be applicable under this para-

2 graph to ifldividuals who become eligible for old-age or

disability insurance benefits, or die, in the following calendar

1 year.

"(D) A year shall not be counted as the year of an

6 individual's death or eligibility for purposes of this para-

7 graph in any case where such individual was entitled to a

8 disability insurance benefit for any of the 12 months imme-

9 diately preceding such year (but there shall be counted

10 instead the year of the individual's eligibility for the dis-

11 ability insurance benefits to which he was entitled during

12 such 12 months).

13 "(3) (A) When an individual who is entitled to bene-

14 fits oii the basis of the wages and self-employment income

15 of any insured individual and to whom this subsection

1 applies would (but for the provisions of section 202 (k) (2)

17 (A) ) be entitled to child's insurance benefits for a month

18 on the basis of the wages and self-employment income of

19 one or more other insured individuals, the total monthly

20 benefits to which all beneficiaries are entitled on the basis

21 of such wages and self-employment income shall not be

22 reduced under this subsection to less than the smaller of—

23 "(i) the sum of the maximum amounts of bene-

24 fits payable on the basis of the wages and self-employ-

25 ment income of all such insured individuals, or
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i. "(ii) an 'amount equal to the product of 1.75 and

2 the primary insurance amount that would be computed

3 under section 215 (a) (1) for that month with respect

4 'to average indexed monthly earnings equal to one-

5 twelfth of the contribution and benefit base determined

6 for that year under section 230.

7 "(B) When two or more persons were entitled (with-

8 out the application of section 202 (j) (1) and section 223

9 (b)) to monthly benefits under section 202 or 223 for

10 January 1971 or any prior month on the basis of the wages

11 and self-employment income of such insured individual and

12 the provisions of this subsection as in effect for any such

13 month were applicable iii determining 'the benefit amount

14 of any persons on the basis of such wages an'd self -em-

15 ployment income, the total of benefits for any month after

16 January 1971 shall not be reduced to less than the largest

17 of—

18 "(i) the amount determined under this subsection

19 without regard to this paragraph,

20 "(ii) the largest amount which has been deter-

21 mined for any month under this subsection for persons

22 entitled to monthly benefits on the basis of such insured

23 individual's wages and self-employment income, or

24 "(iii) if any persons are entitled to benefits on the

25 basis of such wages and self-employment income for
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1 the month before the effective month (after September

2 1972) of a general benefit increase under this title (s

3 defined in section 215 (i) (3)) or a benefit increae

under the provisions of section 215 (i), an amount equsi

to the sum of amounts derived by multiplying the bene%t

6 amount determined under this title (excluding any pajt

7 thereof determined under section 202 (w)) for t1e

8 month before such effective month (including this su-

9 section, but without the application of section 222 (bk,

10 section 202 (q), and subsections (b), (c), and (d) of

this section), for each such person for such month, by

12 a percentage equal to the percentage of the increase

13 provided under such benefit increase (with any such

14 increased amount which is not a multiple of $0.10 being

15 rounded to the next higher multiple of $0.10)

16 but in any such case (I) paragraph (1) of this subsection:

17 shall not be applied to such total of benefits after the appli-

18 cation of clause (ii). or (iii), and (II) if section 202. (k)

19 (2) (A) was applicable in the case of any such benefits.

20 for a month, and ceases to apply for a month after such

21
month, the provisions of clause (ii) or (iii) shall be applied,

22 for and after the month in which section 202 (k) (2) (A:)

23 ceases to• apply, as though paragraph . (1) had not been

24 apphcal)le to such total of benefits for the last. month for

25 which clause (ii) or (iii) was applicable.
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1 "(0) When any of such individuals is entitled to

2 monthly benefits as a divorced spouse under section 202

3 (b) or (c) or as a surviving divorced spouse under section

4 202 (e) 01' (f) for any month, the benefit to which he or she

5 is entitled on the basis of the wages and self-employment

6 income of such insured individual for such month shall be

7 determined without regard to this subsection, and. the bene-

8 fits of all other individuals who are entitled for such month

9 to monthly benefits Under section 202 on the wages and

10 self-employment income of such insured individual shall be

11 determined as if no such divorced spouse or surviving di-

12 vorced spouse were entitled to benefits for such month.

13 "(4) In any case in which benefits are reduced pursu-

14 ant to the preceding provisions of this subsection, the reduc-

15 tion shall be made after any deductions under this section

16 and after any deductions under section 222 (b). Whenever

17 a reduction i's made under 'this subsection in the total of

18 monthly benefits to which individuals are entitled for any

19 month on the basis of the wages and self-employment in-

20 come of an insured individual, each such benefit other than

21 the old-age or disability insurance benefit shall be propor-

22 tionately decreased.

23 "(5) Notwithstanding any other provision of law,

24 when—

25 "(A) two or more persons are entitled to monthly
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1 benefits for a particular month on the basis of the wages

2 and self-employment income of an insured individual

3 and (for such particular month) the provisions of this

4 subsection are applicable to such monthly benefits, and

5 "(B) such individual's primary insurance amount

6 1 increased' for the following month under any provision

of this title,

8 then the total of monthly benefits for all persons on the basis

9 of such wages and self-employment income for such particular

10 'month, as determined under the .provisions of this subsection,

i shall for purposes of determining the total monthly benefits

12 for all, persons on the basis of such wages and self-employ-

13 ment income for months subsequent to such particular month

14 to be considered to have been increased by the smallest

15 amount that would have been required in order to assur that

16 the 'total of monthly benefits payable on the basis of such

17 wages self-employment 'income for any such subsequent

18 month will not be less (after the application of the other pro-

19 visions of this subsection and section 202 (q)) than the total

20 of monthly benefits (after the application of the other pro-

21' VisionS of this subsection and section 202 (q)) payable on

22 the basis of such wages and self-employment income for such

23 particular month.

24 "(6) In the case of any individual who is entitled for

25 any month to benefits based upon the primary insurance
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1 amounts of two or more insured individuals, one or more of

2 which primary insuranoe amounts were determined under

section 215 (a) or 215 (d) as in effeot (without regard to

the table contained therein) prior to January 1979 and one

or more of which primary insurance amounts were deter-

6 mined under section 215 (a) (1) or (4), or section 215(d),

as in effect after December 1978, the total benefits payab1e

8 to that individual and all other individuals entitled to benefits

for that month based .upon those primary insurance amounts

shall be reduced to an amount equal to the product of 1.75

and the primary insurance amount that would be computed

12 under section 215 (a) (1) for that month with respect to:

13 average indexed monthly earnings equal to one-twelfth of

14 the contribution and benefits base determined for the year

15 in which that month occurs under section 230.

16 "(7) Subject to paragraph (6), this subsection as in

17 effec't in December 1978 shall remain in effect with respect

18 to a primary insurance amount computed under section

19 215 (a) or (d), as in effecit (without regard to the table

20 contained therein) in December 1978, except that a primary

21 insurance amount so computed with respect to an individual

22 who first becomes eligible for an old-age or disability insur-

23 ance benefit, or dies, after December 1978, shall instead be

24 governed by this section as in effect after December 1978.".
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1 INCREASE IN OLD-AGE BENEFIT AMOUNTS

2 FOR DELAYED RETIREMENT

3 SEC. 203. Section 202 (w) (1) (A) of the Social Secu-

4 rity Act is amended by inserting a.fter "such amount," the

5 following: "or, in the case of an individual who first becomes

6 eligible for an old-age insurance benefit after December

7 1978, one-quarter of 1 percent of such amount,".

8 CONFORMING AMENDMENTS

9 SEC. 204. (a) Section 202 (m) (1) of the Social Secu-

10 rity Act is amended to read as follows:

11 "(1) In any case in which an individual is entitled to

12 a monthly benefit under this section on the basis of a pri-

13 mary insurance amount computed under section 215 (a) or

14 (d), as in effect after December 1978, on the basis of time

15 wages and self-employment income of a deceased individual

16 for any month and no other person is (without the applica-

17 tion of subsection (j) (1)) entitled to a monthly benefit

18 nuder this section for that month on the basis of such wages

19 and self-employment income, the individual's benefit amount

20 for that month, prior to reduction under subsection (k) (3),

21 shall not be less than that provided by subparagraph (C)

22 (i) (I). of section 215 (a) (1) and increased under section

23 215 (i) for months after the month of initial entitlement as

24 though such benefit were a primary insurance amount.".
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1 (b) Section 202 (w) of such Act is amended—

2 (1) by inserting after "section 215 (a) (3)" in

3 paragraph (1) (in the matter preceding subparagraph

4 (A) ) the following: "as in effect ill December 1978

5 or section 215 (a). (1) (C) (II) as in effect thereafter";

6 (2) by inserting "as in effect in December 1978,

7 or section 215 (a) (1) (C) (II) as in effect thereafter,"

8 after "paragraph (3) of section 215 (a)" in paragraph

9 (5);and

10 (3) by inserting "(whether before, in, or after

11 December 1978)" after "determined under section 215

12 (a)" in paragraph (5).

13 (c) Section 217 (b) (1) of such Act is amended by

14 inserting "as in effect in December 1978" after "section 215

15 (c)" each place it appears, and after "section 215 (d) ".

16 (d) Section 224 (a) of such Act is amended by insert-

17 ing "(determined under section 215 (b) as in effect prior to

18 January 1979)" after "(A) the average monthly wage"

19 in the matter following paragraph (8).

20 (e) Section 1839 (c) (3) (B) of such Act is amended

21 to read as follows:

22 "(B) the monthly rn'emium rate most recently

23 promulgated by the Secretary under this paragraph,

24 increased by a percentage determined as follows: The
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1 Secretary shall ascertain the prililary insurance amount

2 computed under section 415 (a) (1), based upon aver—

3 age indexed monthly earnings of $900, that applied to

4 individuals who became edigible for and entitled to old-

5 age insurance benefits on May 1 of the year of the

6 promulgation. 1-le shall increase the monthly premium

7 rate by the same percentage by which that primary

8 insurance amount is increased when, by reason of the

9 law in effect at tile time the promulgation is made, it

10 is so computed to apply to those individuals on tile

11 following May 1.".

12 (f) Section 104 (j) (2) of the Social Security Amend-

13 ments of 1972 is amended by striking out "215 (b) (3)"

14 and inserting in lieu thereof "215 (b) (2) (B) (iii) ".

15 EFFECTIVE DATE

16 SEC. 205. The amendments made by tile provisions, of

17 this title other than section 201 (d) shall be effective with

18 respect to monthly benefits and lump-sum deat:h payments

19 under title II of the Social Security Act payable for months

20 after December 1978. The amendments made by section 201

21 (d) shall be effective with respect to monthly benefits of an

22 individual who becomes eligible for an. old-age or disability

23 insurance benefit, or dies, after December 1977.
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1 TITLE ITT—COVERAGE UNDER THE OLD-AGE,

2 SURVIVORS, AND DISABILITY INSURANCE

3 PROGRAM

4 COVERAGE OF FEDERAL EMPLOYEES

5 So. 301. (a) (1) Section 210 (a) of the Social Secu-

6 rity Act is amended by striking out paragraphs (5) and

7 (6).

8 (2) (A) Section 210 (1) (1) of such Act is amended to

9 read as follows:

10 "(1) Except as provided in paragraph (4), the term

11 'employment' shall include service (other than service per-

12 formed while on leave without pay) which is performed by

13 an individual as a member of a uniformed service on active

14 duty after December 1956, whether performed before, on, or

15 after the effective date of the repeal of paragraphs (5) and

16 (6) of subsection (a) by section 301 of the Social Security

17 Financing Am:endments of 1977, notwithstanding the provi-

18 sions of subsection (a) as in effect before the repeal of such

19 paragraphs. For purposes of sections 202 (i), 205(p) (1),

20 209, 215 (h), and 229 (a), service described in the preced-

21 ing sentence shall be. considered service to which the provi-

22 sions oef this paragraph are applicable.".

23 (B) Section 210 (o) of such Act is amended by striking

24 out ", notwithstandin.g the provisions of subsection (a.) ,".
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1 (C) Section 229 (a) of such Act is amended by striking

2 out "service as a member of a uniformed service (as defined

in section 210 (rn)). which was included in the term 'employ-

ment' as defined in section 210 (a) as a result of the provi-

sions of section 210 (1) "and inserting in lieu thereof "service,

6 as a member of a uniformed service, to which the provisions

'r of section 210 (1) (1) are applicable".

8 (b) (1) Section 3121(b) of the Internal Revenue

Code of 1954 (relating to definition of employment) is

10 amended by striking out paragraphs (5) and (6).

ii (2) (A) Section 3121(m) (1) of such Code (relating

12 to service in the uniformed services) is amended to read as

ia follows:

14 "(1) INCLUSION OF SERVICE.—The term 'employ-

15 ment' shall include service (other than service per-

16 formed while on leave without pay) which is performed

17 by an individual as a member of a uniformed service

18 on active duty after December 1956, whether performed

19 before, on, or after the effective date of the repeal of

20 paragraphs (5) and (6) of subsection (b) by section

21 301 of the Social Security Financing Amendments of

22 1977, notwithstanding the provisions of subsection (b)

23 as in effect before the repeal of such paragraphs. For

24 purposes of section 3122 and subsection (i) (2) of this
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1 section, service described iii the preceding sentence

2 shall be considered service to which the provisions of

3 this paragraph are applicable.".

4 (B) Section 3121 (p) of such Code (relating to Peace

Corps volunteer service) is amended by striking out ", not-

6 withstanding the provisions' of subsection (b) of this see-

7 tion,".

8 (c) The amendments made by this section shall apply

9 With respect to service performed after December 1979.

10 COVERAGE OF STATE AND LOCAL EMPLOYEES

11 SEc. 302. (a) Section 218 (g) of the Social Security

12 Act is amended—

13' (1) by striking out "Upon" in paragraph (1) and

14 "If" in paragraph (2), a.iid by inserting in lieu thereof

15 "Subject to paragraph (4), upon" and "Subject to

16 paragraph (4), if", respectively; and

17 (2) by adding at the end thereof the following

18 new paragraph:

19 "(4) No agreement tinder this section may be termi-

20 nated under paragraph (1) or paragraph (2) (either in

21 its entirety or with respect to any coverage group) unless

22 the applicable notice referred to in such paragraph is given

23 on or before September 13, 1977.".

24 (1)) Effective with respect to service performed after

25 December 1979—
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1 (1) section 218 of the Social Security Act is

2 repealed;

3 (2) section 210 (a) of such Act is amendea by

4 striking out paragraph (7) ; and

5 (3) section 3121(b) of the Internal Revenue Code

6 of 1954 is amended by striking out paragraph (7).

7 (c) (1) (A) Chapter 21 of the Internal Revenue Code

8 of 1954 (the Federal insurance Contributions Act) is

9 amended by redesignating sections 3125 and 3126 as sections

10 3126 and 3127, respectively, and by inserting after section

11 3124 the following new section:

12 "SEC. 3125. RETURNS IN THE CASE OF STATE AND LOCAL

13 GOVERNMENTAL EMPLOYEES.

14 "In the case of the taxes imposed by this chapter with

15 respect to services performed in the employ of a State or

16 any political subdivision thereof, or in the employ of any

17 instrumentality of a State or political subdivision thereof

18 which is wholly owned thereby, the return and payment of

19 the taxes may be made by the Governor of such State or

20 such agents as he may designate. The person making such

21 return may, for convenience of administration, make pay-

22 merits of the tax imposed by section 3111 with respect to

23 such service without regard to the contribution and benefit

24 base limitation in section 3121 (a) (1) .".
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1 (B) The table of sections for chapter 21 of such Code

2 is amended by striking out the last two items and inserting

3 in lieu thereof the following:

"Sec. 3125. Returns in the case of State and local govern-
mental employees.

"Sec. 3126. Returns in the case of governmental employees
in Guam, American Samoa, and the District
of Columbia.

"Sec. 3127. Short title.".

4 (2) (A) Section 6205 ('a). of such Code (relating to

5 adjustment of tax) is amended—

6 (i) by striking out "3125" in paragrphs (3) and

7 (4) and inserting in lieu thereof "3126";

8 (ii) by redesignating paragraphs (3) and (4) as

9 paragraphs (4) and (5), respectively; and

10 (iii) by inserting after paragraph (2) the follow-

11 ing new paragraph:

12 "(3) STATE AS EMPLOYER.—For purposes of this

13 subsection, in the case of remuneration received during

14 any calendar year from a State or political subdivision

15 thereof or any instrumentality which is wholly owned

16 thereby, the Governor of the State and each agent des-

17
. ignated by him who makes a return pursuant to sec-

18 tion' 3125 shall be deemed a separate employer.".

19 (B) Section 6413 (a) of such Code (relating to ad-

20 justment of tax) is amended—

21 (i) by striking out "3125" in paragraphs (3) and
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(4) and inserting in lieu thereof "3126";

2 (ii) by redesignating paragraphs (3) and (4) •a.s

3 paragraphs (4) and (5) , respectively; and

4 (iii) by inserting after paragraph (2) the follow-

5 ing new paragraph:

6 "(3) STATE AS EMPLOYER.—For purposes of this

7 subsection, in the case of remuneration received during

8 any calendar year from a State or political subdivision

9 thereof or any instrumentality which is wholly owned

10 thereby, the Governor of the State and each agent des-

11 ignated by him who makes a return pursuant to see-

12 tion 3125 shall be deemed a separate employer.".

13 (C) Section 6413 (c) (2) of such Code (relating to

14 applicability in case of certain governmental employees) is

15 amended—

16 (i) by striking out subparagraph (B) and inserting

17 in lieu thereof the following new subparagraph:

18 "(B) STATE EMPLOYEES.—FOr purposes of

19 this subsection, in the case of remuneration received

20 during any calendar year from a State or political

21 subdivision thereof or any instrumentality which is

22 wholly owned thereby, the Governor of the State

23 and each agent designated by him who makes. a

24 return pursuant to section 3125 shall be deemed a

25 separate employer."; and
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1 (ii) by striking out "3ii25 (a) ", "3125 (b) ", and

"3125 (o)" in subparagraphs (D), (E), and (F) and

3 inserting in lieu thereof "3126 (ar) ", "3126 (b) ", and

4 "3126 (c)", respectively.

5 (3) Section 230 (c) of the Social Security Act is

6 amended by inserting "3126", after "3125".

7 (d) (1) Section 205 (c) (5) (F) (iii) of such Act is

8 amended by striking out "are made" and inserting in lieu

9 thereof "were made".

10 (2) Section 20 (i) of such Act is amended by striking

11 out" (as defined in section 218 (b) (2) ) ".

12 (3) Section 210 (a) (10) (B) (ii) of such Act is

13 amended by striking out ", unless" and all that follows and

14 inserting in lieu thereof a semicolon.

15 (4) Section 210 (k) of such Act is repealed.

16 (5) Section 211 (c) (1) of such Act is amended by

17 striking out "and in which" and all that follows and insert-

18 ing in lieu thereof a semicolon.

19 (6) Section 211(c) (2) (E) of such Act is amended

20 by striking out "with respect to fees" and all that follows

21 and inserting in lieu thereof ", and".

22 (e) (1) Clause (A) in the second sentence of section

23 1402 (b) of the Internal Revenue Code of 1954 is amended

24 by striking out "under an agreement" where it first appears



53

1 and all that follows down through "employees), or", and

2 by striking out the comma before "as would be wages".

(2) Section 1402 (c) (1) of such Code is amended by

4 striking out "and in which" and all that follows and insert-

5 ing in lieu thereof a semicolon.

6 (3) Section 1402 (c) (2) (E) of such Code is amended

by striking out "with respect to fees" and all that follows

8 and inserting in lieu thereof ", and".

(4) Section 3121(b) (10) (B) (ii) of -such Code is

10 amended by striking out ",unless" and all that follows and

ii inserting in lieu thereof a semicolon.

12 (5) Section 3121 (j) of such Code is repealed.

13 (6) Section 6511 (d) (5) of such Cod'e is repealed.

14 (f) The amendments and repeals made by subsections

15 (b), (c), (d), and (e) (1) through (5). of this 'section

16 shall apply with respect to services -performed after Decem-

17 ber 1979. Subsection (e) (6) shall apply with respect to

18 claims accruing after December 1979-.

19 COVERAGE OF EMPLOYEES OF NONPROFIT ORGANIZATIONS

20 SEC. 303. (a) (1) Section 3121 (k) (1) of the Internal

21 Eevenue Code of 1954 (relating to waiver of exemption by

orgathzation) is amended—

23 (A) by striking out "The period" in the first sen-

24 tence of subparagraph (D) and inserting in lieu thereof

25 "Subject to subparagraph (G), the period"; and



54

1 (B) by adding at the end thereof the following new

2 subparagraph:

3 "(G) No period for which a certificate is effec-

4 tive may be terminated undei subparagraph (D) or

5 paragraph (2) unless the applicable advance notice

6 referred to in such subparagraph or paragraph is

7 given on or before September 13, 1977.".

8 (2) Section 3121 (k) (2) of such Code (relating to

9 termination of waiver period by Secretary) is amended by

10 striking out "If" and inserting in lieu thereof "Subject to

11 paragraph (1) (G), if".

12 (b) Effective with respect to service performed after

13 December 1979—

14 (1) section 210(a) (8) of the Social Security Act

15 is amended—

16 (A) by striking out "(A)" immediately after

17 "(8)",

18 (B) by striking out "this subparagmph" where

19 it first appears and inserting in lieu thereof "this

20 paragraph", and

21 (0) by striking out subparagraph (B);

22 (2) section 3121 (b) (8) of the Internal Revenue

23 Code of .1954 is amended—

24 (A) by striking out "(A)" immediately after

25 " (8) ",
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(B) by striking out "this subparagraph" where

2 it first appears and inserting in lieu thereof "this

3 paragraph", and

4 (C) by striking out subparagraph (B); and

5 (3) section 3121(k) of such Code (relating to

6 exemption of religious, haritab1e, and certain other or-

7 ganizations) is repealed.

8 CREDITING OF CERTAIN FEDERAL, STATE, AND LOCAL SERV-

9 ICE, AND CERTAIN SERVICE FOR NONPROFIT OR43ANIZA-

10 TIONS, PERFORMED PRIOR TO THE EFFECTIVE DATE OF

11 COVERAGE

12 SEC. 304. Section 213 of the Social Security Act is

13 amended by adding at the end thereof the following new sub-

14 section:

15 "Crediting of Certain Federal, State, and Local Service,

16 and Certain Service for Nonprofit Organizations, Per-

17 formed Prior to Effective Date of Coverage

18 "(d) In the case of any individual who—

19 "(1) (A) peiforms service in the employ of the

20 United States or any instrumentality thereof (and de-

21 rives at least six quarters of coverage therefrom) on or

22 after the effective date of the repeal of section 210(a)

23 (5) and (6) by section 301 of the Social Security Fi-

24 na.ncing Amendments of 1977, and

25 "(B) also performed service in the employ of the
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1 United States or any instrumentality thereof prior to

2 such date, or

3 "(2) (A) performs service in the employ of a State

4 or political subdivision or any instrumentality of any

5 one or more 'of the foregoing which is wholly owned

6 thereby (and derives' at least six quarters of coverage

7 therefrom) on or after the effective date of the repeal of

8 section 210 (a) (7) by section 302 of the Social Security

9 Financing Amendments of 1977, and

10 "(B) also performed service in the employ of a

11 State or political subdivision or any such instrumentality

12 prior to such date, o

13 ' "(3) (A) performs service in the employ of a

14 religious, charitable, educational, or other organization

.15 described in section 501 (c) (3) of the Internal Revenue

16 Code of 1954 which is exempt from income tax under

17 section 501 (a) of such Code ('and dèrives at least six

18 quarters of coverage therefrom) on or after the effective

19 date of the rejeal of section 210 (a) (8) (B) by section

20 303 of the Social Security Financing Amendments of

'21 1977, and'

22 "(B) also performed service in the employ of such

23 an organization prior to such date,

24 each calendar quarter in which such individual performed

25 service described in subparagraph (B) of paragraph (1).,
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1 (2), or (3) (whichever is applicable) shall, if it is not

2 otherwise a quarter of coverage, be treated as a quarter of

3 coverage for all the purposes of this title if (as determined

under regulations prescribed by the Secretary) it would have

constituted a quarter of coverage for such purposes had the

6 repeal referred to in subparagraph (A.) of such paragraph

been effective on the first day of such calendar quarter.".

8 EXCLUSION FROM COVERAGE OF CERTAIN LIMITED

9 PARTNERSI-IIP INCOME

10 SEC. 305. (a) Section 211 (a) of the Social Security

ii Act is amended—

12 (1) by striking out "and" at the end of paragraph

13 (9);

14 (2) by striking out the period at the end of para-

15 graph (10) and inserting in lieu thereof "; and"; and

16 . (3) by inserting after paragraph (10) the following

17 new paragraph:

18 "(11) There shall be excluded the distributive

19 share of any item of income or loss of a limited

20 partner, as such, other than guaranteed payments de-

21 seribed in section 707 (c) of the Internal Revenue Code

22 of 1954 to that partner for services actually rendered

23 to or on behalf of the partnership to the extent that those

24 payments are established to be in the nature of remunera-

25 tion for those services.".
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1 (b) Section 1402 (a) of the Internal Revenue Code of

2 1954 (relating to definition of net earnings from self-em-

3 ployment) is amended—

4 (1) by striking out "and" at the end of paragraph

5 (10);

6 (2) by striking out the period at the end of para-

7 graph (11) and inserting in lieu thereof "; and"; and

8 (3) by inserting after paragraph (11) the follow-

9 ing new paragraph:

10 "(12) there shall be excluded the distributive share

ii. of any item of income or loss of a limited partner, as

12 such, other than guaranteed payments described in

13 section 707 (c) to that partner for services actually

14 rendered to or on behalf of the partnership to the extent

15 that those payments are established to be in the na-
16 ture of remuneration for those services.".

17 (c) The amendments made by this section shall apply

18 with respect to taxable years beginning after December 31,

19 1977.

20 TAX ON EMPLOYERS OF INDIVIDUALS WHO RECEIVE

21 INCOME FROM TIPS

22 SEC 306. (a) Section 3121 of the Internal Revenue

23 Code of 1954 (definitions under Federal Insurance Oon-
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1 tributions Act) is amended by adding at the end thereof the

2 following new subsection:

3 "(s) SPECIAL RULE FOR DETERMINING WAGES Sun-

4 JECT TO EMPLOYER TAX IN CASE OF CERTAIN EM-

5 PLOYERS WHOSE EMPLOYEES RECEIVE INCOME FROM

6 Tips.—If the wages paid by an employer with respeQt to

7 the employment during any month 'of an individual who

8 (for services performed in connection with such employ-

9 ment) receives tips which constitute wages, and to which

10 section 3102 (a) applies, are less than the total amount

11 which would be payable (with respect to such employment)

12 at the minimum wage rate applicable to such individual under

13 section 6 (a) (1) of the Fair Labor Standards Act of 1938

14 (determined without regard to section 3 (m) of such Act),

15 the wages so paid shall be deemed for purposes of section

16 3111 to be equal to such total amount.".

17 (b) Section 3111 of such Code is amended by inserting

18 "and (s)" after "3121 (a)"in subsections (a) and (b).

19 (c) The amendments made by this section shall apply

20 with respect to wages paid with respect to employment

21 performed in months after December 1977.

22 CONFORMING AMENDMENTS

23 SEC. 307. (a) (1) Section 210 (a) of the Social Security

24 Act (as amended by the preceding provision's of this title



60

1 and by section 601) is further 'amended by redesignating

2 paragraphs (8) through (20) as paragraphs (5) through

3 (17), respectively.

4 (2) (A) Section 205 (o) of such Act is amended by

5 striking out "section 210 (a) (9)" and inserting in lieu

6 thereof "section 210 (a) (6) ".

7 (B) Section 210 (b) of such Act js amended by striking

8 out "paragraph (9) of subsection (a)" and inserting in lieu

9 thereof "paragraph (6) of subsection (a) ".

10 (0) Section 211 (c) (2) of such Act is amended—

11 (i) by striking out "section 210 (a) (14) (B) "'in

12 subparagraph (A) and inserting in lieu thereof "section

13 210(a) (11) (B)";

14 (ii) by striking out "section 210 (a) (16)"in sub-

15 paragraph (B) and inserting in lieu thereof "section
16 210(a) (13)";

17 (iii) by striking out "section 210 (a) (11), (12),
18 or (15)" in subparagraph (C) and inserting in lieu
19 thereof "section 210(a) (8), (9), or (12)"; and
20 (iv) by striking out "section 210 (a) (20)" in sub-
21 paragraph (F) and inserting in lieu thereof "section
22 210(a) (17)".
23 (b) (1) Section 3121 (b) of the Internal Revenue
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Code of 1954 (relating to definition of employment), as

2 amended by the preceding provisions of this title and by

3 section 612, is further amended by redesignating paragraphs

(8) through (20) as paragraphs (5) through (17),

5 respectively.

6 (2) (A) Section 1402 (c) (2) of such Code (relating

7 to definition of trade or business) •is amended.—

8 (i). by striking out "section 3121(b) (14) (B)"

9 in subparagraph (A) and inserting in lieu thereof "see-

10 tion 3121(b) (11) (B)";

11 (ii) by striking out "section 3121 (b) (16)" in

12 subparagraph (B) and inserting in lieu thereof "section

13 3121(b) (13)";

14 (iii) by striking out "section 3121 (b) (11), (12),

15 or (15)" in subparagraph (C) and inserting in lieu

16 thereof "section 3121 (b) (8), (9), or (12)"; and

17 (iv) by striking out "section 3121 (b) (20)" in

18 subparagraph (F) and inserting in lieu thereof "section

19 3121(b) (17)".

20 (B) Section 1402 (g) of such Code (relating to treat-

21 ment of certain remuneration erroneously reported as net

22 earnings from self-employment) is amended by striking out

23 "section 3121(b)(8)", "section 3121(b) (8) (A)", and
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1 "section 3121 (b) (8) (B) (II) and (iii)" and inserting in

2 lieu thereof "section 3121 (b) (5) ", "section 3121 (b) (5)

3 (A) ", and "section 3121 (b) (5) (B) (ii) and (iil) ", re-

4 spectively.

5 (C) Section 3121 (c) of such Code (relating to in-

6 chided and excluded service) is amended by striking out "by

7 subsection (b) (9)" and inserting in lieu thereof "by sub-

8 section (b) (6)".

9 (D) Section 3121 (r) (3) of such Code (relating to

10 election of coverage by religious orders) is amended by

11 striking out "subsection (b) (8) (A)" and "section 210 (a)

12 (8) '(A)" and inserting in lieu thereof "subsection (b)

13 (5)" and "section 210 (a) (5) ", respectively.

(E) "Section 3124 'of such Code (relating to estimate
15 of' reven'ue red'uction)' is amended by striking out "section
16 3121 (b) (9) "and inserting in lieu thereof "section 3121 (b)
17 (6)".
18 (c) 'Section 18 (2) of the Railroad Retirement Act of

1974 is amended' by striking out "section 210 (a) (9) of the,
20 Social Security Act" and inserting in lieu thereof "section
21 210 (a) '(6) of the Social 'Security Aet"
22 (d)' The amendments m&le by this section shall apply
23 with. respect to service performed after December 1979.
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1 TITLE IV—ELIMINATION OF GENDER-BASED

2 DISTINCTIONS UNDER THE OLD-AGE, SUR-

3 VIVORS, AND DISABILITY INSURANCE PRO-

4 GRAM

5 PART A—EQUALIZATION OF TREATMENT OF MEN AND

6 WOMEN UNDER THE PROGRAM

7 DIVORCED HUSBANDS

8 SEC. 401. (a) (1) Section 202 (o) (1) of the Social

9 Security Act is amended, in the matter preceding subpara-

10 graph (A), by inserting "and every divorced husband (as

ii defined in section 216 (d) ) "before "of an individual" and

12 inserting "or such divorced husband" after "if such hus-

13 band".

14 (2) Section 202 (c) (1) of such Act is further

15 amended—

16 (A) by redesignating subparagraphs (C.) and (D)

17 as subparagraphs (D) and (E), and by inserting after

18 subparagraph (B) the following new subparagraph:

19 "(C) in the case of a divorced husband, is not

20 married,";

21 (B) by striking out "after August 1950" in the

22 matter following subparagraph (E) (as so redesig-

23 nated); and
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1 (C) by striking out "the month in which any of

2 the following occurs:" and all that follows and insert-

3 ing in lieu thereof the following:

4 "the first month in which any of the following occurs:

5 "(F) he dies,

6 " (G) such individua.l dies,

7 "(II) in the case of a husband, they are divorced

8 and either (i) he has not attained age 62, or (ii) he

9 has attained age G2 but has not been married to such

10 individual for a period of 20 years immediately before

ii. the divorce became effective,

12 "(I) in the case of a divorced husband, he marries

13 a person other than such individual,

14 "(J) lie becomes entitled to an old-age or dis-

15 ability insurance benefit based on a primary insurance

16 amount which is equal to or exceeds one-half of the

17 primary insurance amount of such individual, or

18 "(K) such individual is not entitled to disability

19 insurance benefits and is not entitled to old-age insur-

20 ance benefits.".

21 (3) Section 202 (c) (3) of such Act is amended by

22 inserting "(or, in the case of a divorced husband, his former

23 wife)" before "for such month".

24 (4) Section 202 (c) of such Act is amended by adding

25 after pai'agraph (3) tile following new paragraph:
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1 "(4) In the case of any divorced husband who

2 marries—

3 "(A) an individual entitled to benefits under

4 subsection (b), (e), (g), or (h) of this section, or

5 "(B) an individual who has attained the age

6 of 18 and is entitled to benefits under subsection

7 (d),

8 such divorced husband's entitlement to benefits under

9 this subsection shall, notwithstanding the provisions of

10 paragraph (1) (but subject to subsection (s)), not

11 be terminated by reason of such marriage.".

12 (5) Section 202 (c) (2) of such Act is amended by

13 striking out "(C)" in the matter immediately preceding

14 subparagraph (A) and inserting in lieu thereof "(D) ".

15 (6) Section 202 (b) (3) (A) of such Act is amended

16 by striking out "(f)" and inserting in lieu thereof " (c),

17 (f) ,".

18 (7) Section 202 (c) (1) (E) of such Act (as re-

19 designated by paragraph (2) of this subsection) is amended

20 by striking out "his wife" and inserting in lieu thereof

21 "such individual".

22 (b) (1) Section 202 (f) (1) of such Act is amended,

23 in the matter preceding subparagraph (A), by inserting

24 "and every surviving divorced husband (as defined in scetion
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216 (d))" before "of an individual" and inserting "or

2 such surviving divorced husband" after "if such widower".

3 (2) Section 202 (f) (1) of such Act is further amended

4 by striking out "his deceased wife" in subparagraph (E).

5 and in the matter following subparagraph (G) and insert-

6 ing in lieu thereof "such deceased individual".

(3) Paragraphs (3), (4), (6), and (7) of section 202

8 (f) of such Act are each amended by inserting "or surviving

9 divorced husband" after "widower" wherever it appears.

10 (4) Paragraph (3) of section 202 (f) of such Act is

11 further amended by striking out "his deceased wife" wherever

12 it appears and by inserting in lieu thereof "such deceased

13 individual", and by striking out "wife" wherever it appears

14 aiid inserting in lieu thereof "individual".

15 (5) Section 202 (f) (4) of such Act is further amended

16 by striking out "remarries" and inserting in lieu thereof
17 "marries", and. by inserting "or surviving divorced has—

18 band's". after "widower's".

19 (6) Section 202 (e) (3) (A) of such Act is amended by

20 striking out: "(f) " and inserting in lieu thereof '.' (c), (f) ,".

21 (7) Section 202 (g) (3) (A) of such Act is amended by

22 inserting " (c)," before " (f) ,".

23 (8) Section 02 (h). (4) (A) of such Act is amended by

24 inserting 'le) ," before "(e) s".
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1 (c) (1) Section 216 (d) of such Act is amended by re-

2 designating paragraph (4) as paragraph (6), and by insert-

3 ing after paragraph (3) the following new paragraphs:

4 "(4) The term 'divorced husband' means a man di-

5 vorced from an individual, but only if he has been married to

6 such individual for a period of 20 years immediately before

7 the date the divorce became effective.

8 "(5) The term 'surviving divorced husband' means a

9 man divorced from an individual who has died, but only if he

10 has been married to the individual for a period of 20 years

ii immediately before the divorce became effective.".

12 (2) The heading of section 216 (d) of such Act is

13 amended to read as follows:

14 "Divorced Spouses; Divorce".

15 (d) (1) Section 205 (b) of such Act is amended by

16 inserting "divorced husband," after "husband," and 'surviv—

17 ing divorced husband," after "widower,".

18 (2) Section 205 (c) (1) (C) of such Act is amended

19 by inserting "surviving divorced husband," after "wife,".

20 REMARRIAGE 01? SURVIVING SPOUSE BEFORE AGE 60

21 SEe. 402. Section 202 (f) (1) (A) of the Social Security

22 Act is amended by striking out "has. not remarried" and

23 inserting in lieu thereof "is not married".
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1 ILLEGITIMATE CEILDREN

2 SEc. 403. (a) Section 216 (h) (3) of the Social Secu-

3 rity Act is amended by inserting "mother or" before "father"

4 wherever it appears.

5 (b) Section 216(h) (3) (A) (i) of such Act is

6 amended by striking out "daughter," at the end of clause

7 (III) and all that follows and insertillg in lieu thereof

8 "daughter; or".

(c) Section 216 (h) (3) (A) (ii) of such Act is

10 amended by striking out everything after "time" and in-

ii, serting. in lieu thereof "such applicant's application for

12 benefits was filed;".

13 (d) Section 216 (h) (3) (B) (i) of suth Act is amend-

14 ed by striking out "daughter," at the end of clause (III)
15 and all that follows and inserting in lieu thereof "daughter;

16 or".

17 (e) Section 216(h) (3) (B (ii) of such Act is amend-

18 ed by striking out "such period of disability began" and

19 inserting in lieu thereof "such applicant's application for

20 benefits was filed".

21 TRANSITIONAL INSURED STATUS

22 SEC. 404. (a) Section 227 (a) of the Social Security

23 Act is amended—

24 (1) by striking out "wif&' wherever it 'appears and

25 inserting in lieu thereof "spouse";



69

1 (2) by striking out "wife's" wherever it appears

2 and inserting in lieu thereof "spOuse's";

3 (3) by striking out "she" wherever it appears and

4 inserting in lieu thereof "he"; and.

5 (4) by inserting "or section .202 (c)" after "sec-

6 lion 202 (b)" wherever it appears.

7 (b) Section 227 (b) and section 227 (c) of such Act

8 are amended—

9 (1) by striking out "widow" wherever it appears

10 and inserting in lieu thereof "surviving spouse";

11 (2) by striking out "widow's" wherever it appears

12 and inserting in lieu thereof "surviving spouse's";

13 (3) by striking out. "her" wherever it appears and

14 inserting in lieu thereof "the"; and

(4) by inserting "or section 202 (f)" after "section

16 202 (e)" wherever it appears.

17 (c) Section 216 of such Act (as amended by the

18 preceding provisions of the Act) is further amended by in-

19 serting. before subsection (:b) the following new subsection:

20 "Spouse; Surviving Spouse

21 "(a) (1) The term 'spouse' means a wife as defined

22 in subsection (b) or a husband as defined in subsection (f).

23 "(2) The term 'surviving spouse' means a widow as

24 defined in subsection (c) or a widower as defined in sub-

25 section (g) .".
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1 EQTJALJZATION OF BENEFITS UNDER SECTION 228

2 SEC. 405. (a.) Section 228 (b) (2) of the Social Secu-

3 rity Act is amended—

4 (1) by striking out "the husban4's benefit" and

5 inserting in lieu thereof "each of their benefits";

6 (2) by striking out "$64.40" and inserting in lieu

7 thereof "$48.30"; and

8 (3) by striking out everything after "section

9 215 (i)"the first time it appears and inserting in lieu

10 thereof a period.

(b) Section 228 (c) (3) of such Act is amended to

12 read as follows:

13 "(3) In the case of a husband or wife, both of whom

14 are entitled to benefits under this section for any month, the

15 benefit amount of each, after any reduction under paragraph

16 (1), shall be further reduced (but not below zero) by the

17 excess (if any) of (A) the total amount of any periodic

18 benefits under governineiital pension systems for which the

19 other is eligible for such month, over (B) the larger of

20 $48.30 or the amount most recently established in lieu

'21 thereof under section 215(i) .".

22 (c) The Secretary shall increase the amounts specified

23 in section 2.28 of the Social Security Act, a.s amended by

24 this sectiOn, to take account of any general benefit increases

25 (as referred to in section 215 (i) (3) of such Act), and
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i any increases under section 215 (1) of such Act, which

2 occur after June 1974.

3 FATHER'S INSURANCE BENEFITS

4 SEC. 406. (a) Section 202 (g) of the Social Security

5 Act is amended—

6 (1) by striking out "widow" wherever it appears

7 and inserting in lieu thereof "surviving spouse";

8 (2) by striking out "widow's" wherever it appears

9 and inserting in lieu thereof "surviving spouse's";

10 (3) by striking out "wife's insixrance benefits" in

11 paragraph (1) (D) and inserting in lieu thereof "a

12 spouse's insurance benefit";

13 (4) by striking out "her" wherever it appears and

14 inserting in lieu thereof "his";

15 (5) by striking out "she" wherever it appears and

16 inserting in lieu thereof "he";

17 (6) by striking out "mother" wherever it appears

18 and inserting in lieu thereof "parent";

19 (7) by inserting "or father's" after "mother's"

20 wherever it appears;

21 (8) by striking out "after August 1950"; and

22 (9) by inserting "this subsection or" before "sub-

23 section (a)"in paragraph (3) (A).

24 (b) The heading of section 202 (g) of such Act is

25 amended by inserting "and Father's" after "Mother's"
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1 (c) Section 216 (d) of such Act (as amended by section

2 401 (c) (1) of this Act) is further amended by redesignating

3 paragraph (6) as paragraph (8), and by ins erting after

4 paragraph (5) the following new paragraphs:

5 "(6) The term 'surviving divorced father' means a man

6 divorced from an individual who has died, but only if (A)

7 he is the father of her son or daughter, (B) lie legally

8 adopted her son or daughter while he was married to her

9 and while such son or daughter was under the age of 18,

10 (C) she legally adopted his son or daughter while he was

11 married to her and while such son or daughter was under the

12 age of 18, or (D) he was married to her at the time both of

13 them legally adopted a child under the age of 18.
14 "(7) The term 'surviving divorced, parent' means a sur-
15 viving divorced mother as defined in paragraph (3) of this
16 subsection or a surviving divorced father as defined in para-
17 graph (6).".

18 (d) Section 202 (c) (1) of such Act (as amended by
19 Section 401 (a) (2)' of this Act) is further amended by in-
20 serting "(subject to subsection (s))" before "be entitled
21 to" in the matter following subparagraph (E) and pre-
22 ceding subparagraph (F).

23 (e) Section 202 (c) (1) (B) of such Act is amended by
24 inserting after "62" the following: "or (in the case of a
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j husband) has in his care (individually or jointly with such

2 individual) at the time of filing such application a child en-

titled to child's insurance benefits on the basis of the wages

and self-employment income of such individual".

(f) Section 202 (c) (1) of such Act (as amended by

6 section 401 (a) (2) (B) of this Act.) is further amended by

7
redesignating the new subparagraphs (J) and (K) as sub—

8 paragraphs (K) a.nd (Ii), respectively, and by adding after

9 subparagraph (I) the following new subparagrah:

10 " (J) in the case of a husband who has not attained

age 62, no child of such individual is entitled to a child's

12 insurance benefit,".

13 (g) Section 202 (f) (1) (C) of such Act is amended by

14 inserting " (i) " after " (C) ", by adding "or" after "223,",

15 and by inserting at the end thereof the following new clause:

16 "(ii) was entitled, on the basis of such wages and

17 self-employment income, to father's insurance benefits

18 for the month preceding the month in which he attained

19 age 65,".

20 (h) Section 202 (1) (6) of such Act is amended by

21 striking out "or" at the end of subparagraph (A), by adding

22 "or" after the comma at the end of subparagraph (B), a.nd

23 by adding after and below subparagraph (B) the following

24 new subparagraph.:
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1 "(C) the last month for which he was entitled to

2 father's insurance benefits on the basis of the wages and

3 self-employment income of such individual,".

4 EFFECT OF MARRIAGE ON CHILDHOOD DISABILITY

5 BENEFICIARY

6 SEc. 407. (a) Section 202 (d) (5) of the Social Secu-

7 rity Act is amended by striking out "a male individual" in

8 the matter following subparagraph (B) and inserting in

9 lieu thereof "an individual".

10 (b) The amendment made by subsection (a) of this

ii. section shall be effective with respect to benefits under title

12 II of the Social Security Act for months after December

13 1977, but only in cases where the "last month" referred to

14 in section 202 (d) (5) of such Act is a month after December

15 1977.

16 EFFECT OF MARRIAGE ON OThER DEPENDENTS' OR DEPEND-

17 ENT SURVIVORS' BENEFITS

18 SEc. 408. (a) Section 202 (c) (4) of the Social Se-

19 curity Act (as added by section 401 (a) (4) of this Act) is

20 further amended by inserting before the period at the end

21 thereof the following: "; except that, in the case of such a

22 marriage to an individual entitled to benefits under subsec-

23 tion (d), the preceding provisions of this paragraph shall not

24 apply with respect to benefits for months after the last month

25 for which such individual is entitled to such benefits under



75

1 subsection (d) unless she ceases to be so entitled by reason

2 ofher death".

3 (b) section 202 (f) (4) of such Act is amended by in-

4 serting before the period at the end thereof the following:

5 "; except that, in the case of such a marriage to an individual

6 entitled to benefits under subsection (d), the preceding pro-

7 visions of this paragraph shall not apply with respect to

8 benefits for months after the last month for which such in-

9 dividual is entitled to such benefits under subsection (d)

10 unless she ceases to be so entitled by reason of her death".

11 (c) Section 202 (h) (4) of such Act is amended by

12 striking out "a male individual" in the natter following

13 clause (B) and inerting in lieu thereof "an individual".

14 (d) The aniendrnens made by this section shall be

15 effective with respect to benefits under title II of the Social

16 Security Act for months after December 1977, but only in

17 cases where the "last month" referred to in section 202 (c)

18 (4), 202(f) (4), 202(g) (3), or 202(h) (4) is a month

19 after December 1977.

20 TREATMENT OF SELF-EMPLOYMENT INCOME IN

21 COMMUNITY PROPERTY STATES

22 SEC. 409. (a) Section 211 (a) (5) (A) of. the Social

23 Security Act and section 1402 (a) (5) (A) of the Internal

24 Revenue Code of 1954 are each amended by striking out

25 "husband unless the wife exercises substantially all of the
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1
management and control of such trade or business, in which

2
case all of such gross income and deductions shall be treated

as the gross income and deductions of the wife" and inserting

in lieu thereof "spouse who exercises the greater manage-

ment and control over the trade or business".

6 (1)) The amendments made by subsection (a) shall be

effective with respect to taxable years beginning after De-

8 cember 1977.

9 CREDIT FOR CERTAiN MILITARY SERVICE

10 SEC. 410. Section 217 (1) of the Social Security Act

is amended by striking out "widow" each place it appears

12 and inserting in lieu thereof "surviving spouse", and by

13 striking out "her" each place it appears in paragraph (2)

14 and inserting in lieu thereof "his".

15 CONFORMING AMENI)MENTS

16 SEC. 411. (a) Section 202 (b) (3) (A) of the Social

17 Security Act (as amended by section 401 (a) (6) of this

18 Act) is further amended by inserting " (g) ," after " (f) ,".

19 (b) Section 202 (p) (1) of such Act is amended by

20 striking out "subparagraph (C) of subsection (c) (1)"

21 and inserting in lieu thereof "subparagraph (D) of sub-

22 section (c) (1)".

23 (c) Section 202 (q) (3) of such Act is amended by

24 inserting "or surviving divorced husband" after "widower"

25 in subparagraphs (E), (F), and (G).
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(d) Section 202 (q) (5) of such Act is amended—

2 (1) by inserting "husband's or" before "wife's"

3 each place it appears;

4 (2) by inserting "he or" before "she" each place

5 it appears;

6 (3) by inserting "his or" before "her" each place

7 it appears;

8 (4) by striking out "woman" each place it ap-

9 pears and inserting in lieu thereof "individual"; and

10 (5) in subparagraph (D), by inserting "widower's

11 or" before "widow's"; by inserting "wife or" before

12 "husband" each place it appears; by inserting "wife's

13 or" before "husband's" each place it appears; and by

14 inserting "father's or" before "mother's".

15 (e) (1) Section 202 (q) (6) (A) (i) of such At is
16 amended by striking out "or husband's insurance" in sub-

17 division (I) , and by inserting "or husband's" a.fter "wife's"

18 in subdivision (II).

19 (2) Section 202 (q) (7) of such Act is amended, in

20 subparagraph (B), by inserting "husband's or" before

21 "wife's", by inserting "he or" before "she", and by insert-

22 ing "his or" before "her", and in subparagraph (D) by
23 inserting "or widower's" after "widow's".

24 (1) (1) Section 202 (s) (1) of such Act is. amended

25 by inserting "(c) (it) ," after " (b) (1),".
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1 (2) Section 202 (s) (2) of such Act is amended by

2 inserting "(c) (4)," after "(b) (3),".

(3) Section 202 (s) (3) of such Act is amended by

4 inserting " (c) (4) ," after " (b) (3) ,", and by inserting

(f) (4)," after " (e) (3) ,".

6 (g) Section 203 (a) (3) of such Act is amended by

7 inserting ", or as a divorced husband under section 202 (c)

8 or as a surviving divorced husband under section 202 (f) ,"

after "section 202 (e) ", by striking out "she" and inserting

10 in lieu thereof "he or she"; and by inserting "or divorced

ii husband or surviving divorced husband" after "such divorced

12 wife or surviving divorced wife".

13 (h) The third sentence of section 203 (b) of such Act

14 is amended by inserting "or father's" after "mother's".

15 (i) The text of section 203 (c) of such Act is 'amended

16 to read as follows—

17 "(c) Deductions, in such amounts and st such time or

18 times as the Secretary shall determine, shall be made from

19 any payment or payments under this title to which an mdi-

20 vidual is entitled, until the total of such deductions equals

21 such individual's benefits or benefit undei section 202 for

22 any month—

23 "(1) in which such individual is under the age of

24 seventy-two and on seven or more different calendar
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days of which such individual engaged in noncovered re-

2 munerative activity outside the United States; or

3 "(2) in which such individual, if a wife or husband

4 under age sixty-five entitled 'to a wife's or husband's

5 insurance benefit, did not have in his or her care '(in-

6 dividually or jointly with his or her spouse) a child of

7 such spOuse entitled to a child's insurance benefit and

8 such wife's or husband's insurance benefit for such

9 month was not reduced under the provisions of section

10 202(q);or

11 "(3) in which such individual, if a widow or wid-

12 ower entitled to ,a mother's or father's insurance beiiefit,

13 did not have in his or her care a child of his or her de-

14 ceased spouse entitled to a child's insurance benefit; or

15 "(4) in which such an individual, if a surviving

16 divorced mother or father entitled to a mother's or

17 father's insurance benefit, did not have in his or her

18 care a child of his deceased former spouse who (A) is

19 his or her son, daughter; or legally adopted child and

20 (B) is entitled to a child's insurance benefit on the basis

21 of the wages and self-employment income of such de-

22 ceased former spouse.

23 For purposes of paragraphs (2), (3), and (4) of' this sub-

24 section, a child shall not 'be considered to be entitled to a
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1
child's insurance benefit for any month in which paragraph

2
(1) of section 202 (s) applies or an event specified in see-

tion 222 (b) occurs with respect to such child. Subject to

paragraph (3) of such section 202 (s), no deductions shall

be made under this subsection from any child's insurance

6
benefit for the month in which the child entitled to such

benefit attained the age of eighteen or any subsequent month;

8 nor shall any deduction be made under this subsection from

any widow's insurance benefits for any month in which the

10 widow or surviving divorced wife• is entitled and has not

attained age sixty-five (but only if she became •so entitled

12 prior to attaining age sixty), or from any widower's insur-

13 ance benefit for any month in which the widower or surviv-

14 ing divorced husband is entitled and has not attained age

15 sixty-five (but only if he became so entitled prior to attain-

16 ing age sixty) .".

17 (j) Section 203 (d) of such Act is amended by inserting

"divorced husband," after "husband," in paragraph (1),

19 and by inserting "or father's" after "mother's" each place it

20 appears in paragraph (2).

21 (k) (1) Section 205 (1)) of such Act (as amended by

22 section 401 (d) (1) of this Act) is further amended by

23 inserting "surviving divorced father," after "mother,".

24 (2) Section 205 (c) (1) (0) of such Act (as amended

25 by section 401 (d) (2) of this Act) is further amended by
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1 inserting "surviving divorced father," after "surviving

2 divorced mother,".

(1) Section 216 (f) of such Act is amended by inserting

4 "(c)," before "()" in clause (3) (A)

(m) 'Section 216 (g) of such Act is amended by insert-

6 ing " (c) ", 'before " (f) " in clause (6) (A)

(n) Section 222 (b) (1) of such Act is amended by

8 striking out "or surviving divorced wife" and inserting in

lieu thereof ", surviving divorced wife, or surviving divorced

10 husband".

11 (o) Section 222 (b) (3) of such Act is amended by

12 inserting "divorced husband," after "husband,".

13 (p) Section 222 (b) (2) of such Act is amended by

14 inserting "or father's" after "mother's" each place it appears.

15 (q) Section 222(d) (1) of such Act is amended by

16 inserting "and' surviving divorced husbands" after "for

17 widowers" in the matter following clause (iii).

18 (r) Section 223 (d) (2) of such Act is amended by

19 striking out "or widower" where that term appears in sub-

20 paragraphs (A) and (B) and inserting in lieu thereof

21 "widower, or surviving divorced husband".

22 (s) Section 225 of such Act is amended by inserting "or

23 surviving divorced husband" after "widower".

24 (t) (1) Section 226(h) (3) of such Act is amended to

25 read as follows
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1 "(3) For purposes of determining entitlement to hos-

2 pital insurance benefits under subsection (b), any disabled

3 widow age 50 or older who is entitled to mother's insurance

4 1)enefits (and who would have been entitled to widow's

5 insurance benefits by reason of disability if she had filed

6 for such widow's benefits), and any disabled widower who

I is entitled to father's insurance benefits (and who would

8 have been entitled to widower's insurance benefits by reason

9 of disability if he had filed for such widower's benefits),

10 shall, upon application for such hospital insurance bene-

11 fits be deemed to have filed for such widow's or widower's

12 benefits.".

13 (2) For purposes of determining entitlement to hospital

14 insurance benefits under section 226 (h) (3) of the Social

1.5 Security Act, as amended by paragraph (1) of this subsec-

16 tion, an individual becoming entitled to such hspita1 insur-

17 ance benefits as a result &f the amendment made by such

18 paragraph shall, upon furnishing proof f such disability

19 within twelve months after the month of enactment of this

20 Act, under such procedures as the Secretary may prescribe,

21 be deemed to have been entitled to the widow's or widower's

22 benefits referred to in such section 226 (h) (3), as so
23 amended, as of the time such individual would have been

24 entt1ed to such widow's or widower's benefits if he or she

25 had filed a timely application therefor.
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1 EFFECTIVE DATE

2 Sic. 412. Except as otherwise specifically provided in

3 this p!t, the amendments made by this part shall apply only

4 with respect to monthly benefits payable under title II of the

5 Social Security Act for months after December 1977.

6 PART B—EFFECT OF MARRIAGE, REMARRIAGE, AND

7 DIVORCE ON BENEFIT ELIGIBILITY

8 ELIMINATION OF MARRIAGE OR REMARRIAGE AS FACTOR

9 TERMINATING OR REDUCING BENEFITS

10 SEC. 415. (a) (1) Section 202(b) (1) of the Social

11 Security Act is amended—

12 (A) by adding "and" at the end of subparagraph

13 (B),

14 (B) by striking out subparagraph (C),

15 (C) by striking out subparagraph (H), and

16 (D) by redesignating subparagraphs (D), (E),

17 (F), (G), (I), (J), and (K) as subparagraphs (C),

18 (D), (E), (F), (0), (II), and (I), respectively.

19 (2) Section 202 (b) of such Act is further amended by

20 striking out paragraph (3).

21 (b) (1) Section 202 (c) (1) of such Act (as amended

22 by sections 401 (a) (2) and 406 (f) of this Act) is

23 amended—

24 (A) by striking out subparagraph (C),

25 (B) by striking out subparagraph (I), and
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1 (0) by redesignating 'subparagra.phs (D), (E),

2 (F), (G), (H), (J), (K), and (L) as subparagrap'hs

3 (C), (D) , (E) , (F), (G) , (II), (I), and (J)

4 respectively.

5 .(2) Section 202 (c) of such Act is further amended by

6 striking out paragraph (4) (as added by section 401 (a)

7 (4) of this Act and amended by section 408 (a)).

8 (3) Section 202 (c) (2) of such Act (as amended by

9 section 401 (a.) (5) of this Act) is further amended by

10 striking out'" (D)" in the matter immediately preceding

11 subparagraph (A) and insçrting in lieu thereof "(0)".

12 (c) (1) Section 202 (d) (1) of such Act is amended—

13 (A) by striking out "was unmarried and" in sub-

14 paragraph (B), and

15 (B) by striking out "or marries," in subparagraph

16 (D).

17 (2) Section 202 (d) of such Act is further amended by

18 striking out paragraph (5), and by redesignating paragraphs

19 (6) through (9) as paragraphs (5) through (8),

20 respectively.

21 (d) (1) Section 202 (e) (1) of such Act is amended—

22 (A) by striking out subparagraph (A),

23 (B) by striking out "paragraph (5)" in subpara-

24 graph (B) and inserting in lieu thereof "paragraph

25 (3)",
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1 (0), by striking out "subparagraph (B)" in sub-

2 paragraph (E) and inserting in lieu thereof "subpara-

3 graph (A) ",

4 (D) by striking out "subparagraph (B)", "para-

graph (6) ", and "paragraph (5) " in subparagraph (F)

6 and inserting in lieu thereof. "subparagraph (A) ",

7 "paragraph (4) ", and "paragraph (3) ", respectively,

8 (E) by striking out "remarries, dies," in the matter

9 following subparagraph (F) and inserting in lieu there-

10 of "dies, or", and

11 (F) by redesignating subparagraphs (B) through

12 (F) as subparagraphs (A) through (E), respectively.

13 (2) Section 202 (e) (2) (A) of such Act is amended by

14 striking out ", paragraph' (4) of this subsection,".

15 (3) Section 202 (e) of such Act is further amended by

16 striking out paragraphs (3) and (4), and by redesignating

17 paragraphs (5), (6), and (7) as paragraphs (3), (4). and

18 (5) , respectively.

19 (4) The paragraph of section 202 (e) of such Act re-

20 designated as paragraph (3) by paragraph (3) of this sub-

21 section is amended by striking out "(1) (B) (ii)" and in-

22 serting in lieu thereof" (1) (A) (ii) ".

23 (5) The paragraph of section 202 (e) of stick Act re-

24 designated as paragraph (4) by paragraph (3) of this sub-

25 section is amended—
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1 (A) by striking out "paragraph (1) (F)" and in-

2 serting in lieu thereof "paragraph ( 1) (E) ", and

3 (B) by striking out "paragraph (5)" and inserting

4 in lieu thereof "paragraph (3)".

(e) (1) Section 202 (f) (1) of such Act (as amended

6 by the preceding provisions of this title) is further

7 amended—

8 (A) by striking out subparagraph (A),

9 (B) by striking Out "paragraph (6) ',' in su'bpara-

io graph (B) and inserting in lieu thereof "paragraph

ii (4)",

12 (C) by striking out "subparagraph (B)" in sub-

13 paragraph (F) and inserting in lieu thereof "subpara-

14 graph (A)",

15 (D) by striking out "subparagraph (B) ", "para-

16 graph (7) ", and "paragraph (6)" in subparagraph

17 (G) and inserting in lieu thereof "subparagraph (A) ",

18 "paragraph (5)" and "paragraph (4) ", respectively,

19 (E) by striking out "remaTries," in the matter fol-

20 lowing subparagraph (G), and

21 (F) by redesignating subparagraphs (B) through

22 (G) as subparagraphs (A) through (F), respectively.

23 (2) Section 202 (f) (2) of such Act is amended by

24 striking out "subparagraph (D)" and inserting in lieu

25 thereof "subparagraph (C) ".



87

1 (s). Section 202 (f) (3) (A) of such Act is amended

2 by striking out ", paragraph (5) &f this subsection,".

3. (4) Section 202 (f) of such Act is further amended by

4 striking out paragraphs (4) and (5), and by redesignating

5 paragraphs (6), (7), and (8) as paragraphs (4)., (5),

6 and (6), respectively.

7 (5) The paragraph of section 202 (f) of such Act re-

8 designated as paragraph (4) by paragra.ph (4) of this sub-

9 section is amended by striking out "(1) (B) (ii)" and in-

10 serting in lieu thereof "(1) (A) (ii) ".

ii (6) The paragraph of 'section 202 (f) of such Act re-

12 designated as paragraph (5). by paragraph (4) of this sub-

13 section is amended by striking out "paragraph (1) (G)"

14. and "paragraph (6)" and inserting in lieu thereof "nara-

15 graph (1) (F)" and "paragraph (4) ", respectively.

16 (f) (1) Section 202 (g) (1) of such Act (as amended

17 by section 406 (a) of this Act) is further amended—

18 . (A) by striking out subparagraph (A) ,

19 (B) by striIing out "subparagraph (E)" in sub-

20 paragraph (F) (i) and inserting in lieu thereof "sub-

21 paragraph (D) '.',

22 (0) by striikng oit "he remarries," in the matter

23 following subparagraph (F), and

24 (D) by reclesigna.ting subparagraphs (B) through

25 (F) as subparagraphs (A) through (E), respectively.
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1 (2) Section 202 (g) of such Act 'is further amended by

2 striking out paragraph (3).

3 (g) (1) Section 202(h) (1) of such Act is amended—

4 (A) by striking out such paragraph (C),

5 (B) by striking out "marries,"in the matter fol-

6 lowing subparagraph (E), and

7 (C) by redesignating subparagraphs (D) and (E)

8 as subparagra.phs (C) and (D) respectively.

9 (2) Section 202 (h) of such Act is further amended by

10 striking out paragraph (4).

11 ' (h) Section 202 (p) (1) of such Act (as amended by

12 section 411 (a) (4) of this Act) is further amended by

13 striking out "subparagraph (D) of subsection (c) (1), clause

14 (i) or (ii) of subparagraph (D) of subsection (f) (1)"

15 and inserting in lieu thereof "subparagraph (C) of sub-

16 section (c) (1), clause (i) or (ii) of subparagraph (C)

17 of subsection (f) (1) ".

18 (i) (1) Section 202 (s) (2) of such Act is repealed.

19 (2) Section 02 (s) (3) of such Act (as amended 'by

20 section 411 (a) (2) of this Act) is further amended by

21 striking put "so much of subsections (b) (3), (c) (4),

22 (d) (5), (e) (3), (f) (4)', (g) (3), and (h) (4) of this

23 section as follows the semicolon,".
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1 DURATION-OF-MARRIAGE REQUIREMENT FOR DiVORCED

2 SPOUSES AND SURVIVING DIVORCED SPOUSES

3 So. 416. (a) Section 216 (d) of the Social Security

4 Act is amended. by striking out "20 years" in paragraphs

(1) and (2), and in paragraphs (4) and (5) (as added by

6 section 401 (c) (1) of this Act), and inserting in lieu thereof

7 in each instance "5 years".

8 (b) Section 202 (b) (1) (F) of such Act (as redesig-

9 nated by section 415 (a) (1) (D) of this Act) is amended

10 by striking out "20 years" and inserting in lieu thereof

11 "5 years".

12 (c) Section 202 (c). (1) (G) of such Act (as added by

13 section 401 (a) (2) (0) of this Act and redesignated by

14 section 415(b) (1) (C) ) is amended by striking out "20

15 years" and inserting in lieu thereof "5 years".

16 EFFECTIVE DATE

17 SEC. 417. (a) The amendments made by this part shall

18 apply oniy with ,respect to monthly benefits payable under

19 title II of the Social Security Act for months after December

20 1978, and, in the case of individuals who are not entitled

21 to benefits of the type involved under such title for December

22 1978, only on the basis of applications filed on or after

23 January 1, 1979.
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(b) An individual whose entitlement to monthly in-

2 surance benefits under subsection (h), (c.), (d), (e), (f),

3 (g) ,. r . (h). of section 2.02 of the Social Security Act

4 terminated on account of such individual's marriage or re-

marriage prior o January 1979 may again become entitled

6 to such benefits (provided no event which would otherwise

7 terminate such entitlement has since occurred) beginning

8 with January 1979 or, if later, with the first month (after

January 1979) in which he files application for such reen-

10 titlement. The reentitlement of such individual to benefits

ii under such subsection (and the entitlement to other persons

12 to benefits under title II of the Social Security Act to the

13 extent related to such individual or his entitlement) shall

14 be treated for all the purposes of title II of the Social Security

15 Act as though such reentitlement were the individuals initial

16 entitlement.

17 PART O—STTJDY

18 STUDY OP PROPOSALS TO ELIMINATE DEPENDENCY AND SEX

19 DISCRIMINATION UNDER THE SOCIAL SECURITY

20 PROGRAM

21 SEC. 421. (a) The Secretary of Health, Education, and

22 Weifare, in consultatiOn with the Task Force. on Sex Dis-

23 orimination in the Dp'artment of Justice, shall undertake

24 and carry out, within the Department of Health, Education,

25 and Welfare and. the Social Security Administration, a de-

26 tailed study of proposals to 'lirninate dependency as a factor
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in the determination of entitlement to spouse's benefits under

2 the social security program, and of proposals to bring about

3 equal treatment of men and women in any and all respects

4 under such program, taking into account the practical effects

5 (particularly the effect upon women's entitlement to such

6 benefits) of such things as—

7 (1) changes in the nature and extent of women's

8 participation in the labor force,

9 (2) the increasing divorce rate, and

10 (3) the economic value of women's work in the

ii home.

12 The study shall include appropriate cost analyses.

13 (b) The Secretary shall submit 'to the Congress within

14 six months after the date of the enactment of this Act a full

15 and complete report on the study carried out under sub-

16 section (a).

17 TITLE V—CHANGES IN EARNINGS TEST UNDER

18 THE OLD-AGE, SURVIVORS, AND DISABILITY

19. INSURANCE PROGRAM

20 LIBERALIzATION OF EARNINGS TEST

21 SEc. 501. (a) Section 203 (f) (8) (B) of the Social

22 Security Act is amended by. striking out "The exempt

23 amount" in the matter preceding clause (i) and inserting

24 in lieu thereof "Except as provided in subparagraph (D),

25 the exempt amount".
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(b) Section 203 (f) (8) of such Act is further amended

2 by adding at the end thereof the following new sub-

3 paragraph:

4 "(D) Notwithstanding any other provision of this

5 subsection, the exempt amount—

6 "(i) shall be $375 for each month of any tax-

7 able year ending after 1977 and before 1979, and

8 "(ii) shall be $500 for each month of any

9 taxable year ending after 1978 and before 1980.".

10 (c) No determination or publication of a new exempt

11 amount shall be required to be made under section 203 (f)

12 (8) (A) of the Social Security Act, and no notification with

13 respect to an increased exempt amount shall be required to

14 be given under the last sentence of section 203 (f) (8) (B)

15 of such Act, in the calendar year 1978 (and section 203 (f)

16 (8) (C) of such Act shall apply with respect to any exempt

17 amount determined and published under such section 203

18 (f) (8) (A) in 1977); but such a determination, publica-

19 don, and notification shall be require4 in calendar years

20 alter 1978 and shall be. made or given as though the dollar

21 amounts specified in clauses (i) and (ii) of section 203 (f)

22 (8) (D) of such Act (as added by subsection (b) of this

23 section) had been determined (for the taxable years in-

24 volved) under such section 203 (f) (8) (B).
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:i
(d) Subsections (f) (I), (f) (3), (f) (4) (B), and

2
(h) (1) (A) of section 203 of such Act are amended by

striking out "$200 or".

(e) The amendments made by this section shall apply

with respect to taxable years ending after December 1977.

6 ELIMINATION 013' MONTHLY EARNINQ5 TEST

Sec. 502. (a) (1) The last sentence of section 203 (f)

8 (1) of the Social Security Act is amended by inserting

"or" before (D) , and by striking out ", or (E) " and all

10 that follows and inserting in lieu thereof a period.

(2) Section 203 (f) (3) of such Act is amended by

12 striking out "except that, in determining" and inserting in

13 lieu thereof the following: "except that (A) in determining

14 an individual's excess earnings for any taxüle year in whioh

15 he first becomes entitled to a monthly benefit under sub-

1€ section (a), (,b), (c), (d), (e), (f), (g), or (Ii) of

17 section 202 (and in which be was not entitled to a monthly

18 benefit under any other such subsection for a month por

19 to the first. nionth of such entitlement) , there shall be cx—

20 oluded any crnings of such individual for any niontli prior

21 to the first month of such entitlement (with any net earn—

22 ings or net loss from self—employment in such year being

23 prorated in an equitable manner under regulations of the

24 Secretary), and (B) in determining".
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1 (b) (1) Seótion 203 (f) (2) of such Act is amended

2 by striking out "(D), and (E)" and inserting in lieu

3 thereof "and (D) ".

4 (2) Section 203 (f) (4) of such Act is repealed.

5 (c) The amendments made by this section shall apply

6 only with respect to monthly benefits payable for months

' after Deceniber 1977.

8 TITLE VT—COMBINED SOCIAL SECURITY AND

9 INCOME TAX ANNUAL REPORTING

10 PART A—AMENDMENTS TO TITLE II OF TIlE SOCIAL

11 SECURITY ACT

12 ANNUAL CREDITING OF QUARTERS OF COVERAGE

13 SEC. 601. (a) (1) Sections 209(g) (3), 209(j),210

14 (a) (17) (A), and 210 (f) (4) (B) of the Sàcial Security

15 Act are each amended by striking out "quarter" wherever

16 it appears and inserting in lieu thereof "year".

17 (2) Sections 209 (g) (3) and 209 (j) of such Act are

18 each further amended by striking out "$50" and inserting

19 in lieu thereof "$100".

20 (3) (A) Section. 209 of such Act is amended by strik-

21 ing out "or" at the end of subsection (n), by striking out the

22 period at the end of subsection (o) and inserting in lieu

23 thereof "; or", and by inserting after subsection (o) the fol-

24 lowing new subsection:



95

1 "(p) Remuneration paid• by an organization exempt

2 from income tax under section 501 of the Internal Revenue

3 Code of 1954 in 'any calendar year to an employee for

4 service rendered in the employ of such organization, if the

5; remuneration paid in such year by the organization to the

6 employee for such service is less than $100.".

7 (B) Section 210 (a) (10) of such Act is amended by

8 striking out "(10) (A)" and all that follows down through

g "(B) Service" and inserting in lieu thereof "(10) Service",

10 and by redesignating clauses (i) and (ii) as subparagraphs

ii (A) and (B) , respectively.

12: (b) Section 212 of such Act is amended to read as

13 follows

14 "CREDITING OF SELF-E31PLOYMENT INCOME TO

15 CALENDAB' YEARS

16 "SEc. 212. (a) FOr the purposes of determining aver-

17 age monthly wage and quarters of coverage the anount of

18 self-employment income derived during any taxable year

19 which begitis before 1978 sha1-.--

20 "(1) in the case of a taxable year which is a alen-

21 dar year, be credited equally to each quarter of such

22 calendar year; and

23 "(2) in the case of. any other taxable year, be
24 credited equally to the Qalendar quarter in which such
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taxáblé year ends and to each of the next three or fewer

2 preceding quarters any part of which is in such taxable

3 year.

4 "(b) For the purposes of determining average indexed

monthly earnings, average monthly wage, and quarters of

6 coverage the amount of self-employment income derived dur-

7 ing any taxable year which begins after 1977 shall—

8 "(1) in the case of a taxable year which is a

9 calendar year or which begins with or during a calendar

10 year and ends with or during such year, be credited to

ii. such calendar year; and

12 "(2) in the case of any other taxable year, be

13 allocated proportionately to the two calendar years,

14 portions of which are included within such taxable year,

15 on the basis of the number of months in each such

16 calendar year which are included completely within the

17 taxable year.

18 For purposes of clause (2), the calendar month in which a

19 taxable year ends shall be treated as included completely

20 within that taxable year.".

21 (c) Section 213 (a) (2) of such Act is aiiiended to read

22 as follows:

23 "(2) (A) The term 'quarter of coverage' means—

24 "(i) for calendar years before 1978, and subject to
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1 the provisions o subparagraph: (B), a quarter in which

2 an individual has been paid $50. or. mOre .. in wages

(except wages for agrióuitural labor paid after 1954)

4 or for which he has been credited (as determined

under section 212) with $100 or more of self-employ-

6 ment income; and

7 "(ii) for calendar years alter 1977, and subject

8 to the provisions of subparagraph (B), each portion of

9 the total of the wages paid and the self-employment

10 income credited (pursuant to sectiOn 212) to n individ-

ii ual in a . calendar year which equals $250, 'with such

12 quarter of coverage being assigned to a specific calendar

1.3' . quarter in such calendar year only if necessary in the

14 case of any individual who has attained age 62 or died

15 Or is under a disability and the requirements for insured

16 status in subsection (a) or (b) of section 214, the

17' requirements for entitlement to a . computation or re-

18 computation of his primary 'insurance' amount, or the

19 requirements' of paragraph (3) of section 216(i) would

20 not otherwise be met.

21 "(B) Notwithstanding the provisions of subparagranh

•22 (A).
23 "(i) no quarter after the quarter in which an

24 individual dies shall bö a quarter of coverage, and no
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1 quarter any lart of which is included in a period of

2 disability (other than the initial quarter and the last

3 quarter of such period), shall he a quarter of coverage;

4 ' (j) if the wages paid to an individual in any

calendar year equal to :$3,000 in the case of a calendar

6 year before 1951, or $3,600 in the se of a calendar

7 year after 1950 and before 1955, or $4,200 in the case

8 of a calendar year after 1954.and before 1959, or $4,800

9 in the case of a calendar year after 1958 and before 1966,

10 or $6,600 in the case of a calendar year after 1965 and

ii before 1968, or $7,800 in the case of a calendar year

12 after 1967 and before 1972,. or $9,000 in the case of the

13 calendar year 1972, or $10,800 in the case of the calen-

14 dar year 1973, or $13,200 in the case of the calendar

15 year 1974, or an amount equal to the contribution and

16 benefit base (as determined under section 230) in the

17 case of any calendar year after 1974 with. respect

18 which contribution and benefit base is effective, each

'19 quarter of such year 'shall ('subject to clauses (i) and

20 (v)) be a quarter of coverage;

21 "(iii) if an individual has self-employment income

22 for a taxable year, and if the sum of such income and

23 the' wages. paid to him during such year equals $3,600

24 in the cue of a taxable year beginning after 1950 and

25 ending before 1955, or $4,200 in the case of a taxable
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i. year ending after 1954 and before 1959, or $4,800 in

2 the case of a taxable year ending after 1958 and before

3 1966; or $6,600 in the case of a taxable year ending

4 after 1965 and before '1968, or $7,800 in the case of

5 a taxable year ending 'after 1967 and before 1972, or

6 $9,000 in the ease of a taxable year beginning after

7 1971 and before 1973, or $10,800 in the case of a tax-

8 ab1 year beginning after 1972 and before 1974, or

9 $13,200 in the case of a taxable year beginning after

10 1973' and before 1975, or an amount equal to the con-

11 tributon and benefit base (as determined under section

12 230) which is effective for 'the calendar.year in the case

13 of any taxable year beginning in any calendar year after

14 1974, each quarter any part of which falls in such year

15 shall (subject to clauses (i) and (v)) be a quarter of

16 coverage;

17 "(iv) if an individual is paid wages for agricultural

18 labor in a calendar year after 1954 and before 1978,

19 then, subject to claases (i) and (v), (I) the last quar-

20 ter of such year which can be but is not' otherwise a

21 quarter of coverage shall be a quarter of coverage if such

.22 wages, equal or exceed $100 but are less than $200;

23 (II) the last two' quarters of such year which can be

24 but are not otherwise quarters of coverage shall be'

25 quarters of coverage if such wages equal or exceed $200
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but are less than $300; (III) the last three quarters of

2 such year which can be but are not otherwise quarters

8 of coverage shall be qu'arters of coverage if such wages

4 equal or exceed $300 :bit are less than $400; and (IV,)

each quarter of such year which is not otherwise a quar-

6 ter 'of coverage shall be a quarter of coverage if such.

7 wages are $400 or more;

8 "(v) no quarter shall be counted as a 'quarter of

9 coverage prior to the beginning 'of such quarter;

io "(vi) not more than one quarter of coverage may

ii be creditedto a calendar quarter; and

12 "(vii) no more than, four quarters 'of coverage may

13 be credited to any calendar year after 1977.

14 If in the case of' an individual who has attained age '62 or

15 died or is under a disability and' who has 'been paid wages

16 for agricultural labor in a calendar year after 1954 and

17 before 1978, the requirements for insured status in subsec-

18 tion (a) or (b) of section 214, the requirements for entitle-

19 ment to a computation or recomputation of his primary

20 insurance amount, or the requirements of paragraph (3)

21 of sectioi 216 (1) are not met after assignment 'of quarters

22 of coverage to quarters in such year as provided in clause

23' (iv) of the preceding sentence, but would be met if such

24 quarters of coverage were assigned to different quarters in
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1 such year, then such quarters of coverage shall instead be

2 assigned, for purposes only of determining compliance with

such requirements, to such different quarters. If, in the case

of an individual who did not die prior to January 1, 1955,

and who attained age 62 (if a woman) or age 65 (if a man)

6 or died before July 1, 1957, the requirements for insured

7 status in section 214 (a) (3) are not met because of his

8 having too few quarters of coverage but would be met if his

9 quarters of coverage in the first calendar year in which he

i had any covered employment had been determined on the

ii basis of the period during which, wages were, earned rather

12 than on the basis of the peiiod during which wages were paid

13 (any such wages paid that are reallocated on an earned basis

14 shall not be used in determining quarters of coverage for sub-

15 sequent calendar years), then upon application filed b'y the

16 individua.1 or his survivors and satisfactory proof of his record

17, of wages earned being furnished, by such individual or his

18 survivors, the quarters of coverage in such calendar year may

19 be determined on tEe ba.sis of the periods during which wages

20 were earned.".

21 (d) The amendments made by subsection (a) shall

22 apply with respect to remuneration paid and..services ren-

23 dered after December 31, 1977. ,The amendments made by

24 subsections (b) 'arid (c) shall be, effective January 1,, 1978.
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1 ADJUSTMENT IN AMOUNT REQUIRED FOR A QUARTER OF

2 COVERAGE

3 See. 602. (a) Section 213 (a) (2) (A) (ii) of the

4 Social Security Act, as amended by section 601 (c) of this

5 Act, is amended by striking out "$250" and inserting in

6 lieu thereof "the amount required for a quarter of coverage

7 in that calendar year (as determined under subsection

8 (e))".

9 (1)) Section 213 of such Act is further amended by

10 adding at the end thereof (after the new subsection added

11 by section 304 of this Act) the following new subsection:

12 "Amount Required for a Quarter of Coverage

13 "(e) (1) The amount of wages paid and self-employ-

14 ment income credited to an individual required for a quarter

15 of coverage in any year under subsection (a) (2) (A) (ii)

16 shall be $250 in the calendar year 1978 and the amount

17 determined under paragraph (2) of this subsection for years

18 after 1978.

19 "(2) The Secretary shall, on or before November 1 of

20 1978 and of every year thereafter, determine and publish

21 in the Federal Register the amount of wages paid and self-

22 employment income credited to an individual required for a

23 quarter of coverage in the succeeding calendar year. The

24 amount required for a quarter of coverage shall be the larger

25 of—
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•1 " (A) the amount in effect in the calendar year in

2 whióh. the determination under this subsection is made,

3 or

4 "(B) the product .of the amount prescribed in para-

5 graph (1) which is required fr a quarter of coverage

6 in 1978 and the ratio of the average of the total wages

7 (as defined in regulati&ns of the Secretary and computed

8 without regard to the limitations specified in section 209

9 (a)) reported to the Secretary of the 'Treasury or his

10 delegate for the calendar year 'before the year in which

11 the determination under this paragraph is made to the

12 average of the, total wages (as so defined and computed)

13 reported to the Secretary of the Treasury or his 'delegate

14 for 1976,,.

.15 with such product, if not a multiple of $10, being rounded

16 to the next higher multiple of $10 where such amount is a

17 multiple of $5 but not f $10 and to the na.rest multiple, of

18 '$10 in any, other case.".

19
,

(c) The amendments. made by this section shall 'be

20, effective January 1, 1978.

21 TECHNICAIi AND CONFORMING AMENDMENTS

22 SEc.. 603. (a) (1) Section 203 (f) (8), (B) (i) of the

23 Social Security Act is amended by' striking out "was" wher-

24 ever it appears. and inserting in lieu .thereof "is".
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(2) Section 203 (1) (8) (B) (ii) of such Act is amended

2 to read as follows:

3
"(ii) the product. of the exempt amount do-

4
scribed in clause (1) and the ratio of (I) the aver-

5
age of the total wages (as defined in regulations of

6
the Secretary and computed without regard to the

limitations specified in section 209 (a)) reported to

8
the Secretary of the Treasury or his delegate for the

9
calendar year before the calendar year in which the

10
determination under subparagraph (A) is made to

11
(II) the average of the total wages (as so defined

12
and computed) reported to the Secreta;ry of the

13
Treasury or his delegate :or the calendar year

14 before the most recent calendar year in which

15 an increase in the exempt amount was en-

16 acted or a determination .r:esümg in such an in-

17 crease was made under .sbpaagraph (A), with

18 such product, if not a muitil. of $10, being

19 rounded to the next higher 'multiple of $10

20 where such product is a mtiltie of $5 but not

21 of $10 and to the nearest multiple of $10 in any

22 other case.".

(b) (1) The firstsentenceof section 218 4c) (8) Of such

24 Act is amended by striking out "quarter" whörevèr it ap-
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1 pears and inserting in lieu thereof "year", and by. striking

2 out "$50" and inserting in lieu thereof "$100".

3 (2) Section 218 (q) (4) (B) of such Act is amended

4 by striking out "any calendar quarters" and inserting in lieu

5 thereof "a calendar year", and by striking out. "such calendar

6 quarters" and inserting in lieu thereof "such c1endar year".

7 (3) Section 218 (q) (6) (B) of such Act is amended

8 by striking out "calendar quarters designated by the State in

9 such wage reports as the" and inserting in lieu thereof

10 "period or periods designated by the State in such wage

11 reports as the period or".

12 (4) Section 218 (r) (1) of such Act is amelided—

13 (A). by striking out "quarter" in the matter before

14 clause (A) and inserting in lieu thereof "year",

1.5 (B) by striking out "in which occurred the calendar

16 quarter" in clause (A),' and

17 (0) by striking out "quarter" in clause (B) and

18 inserting in lieu thereof "year".

19 (c) (1) Effective with respect to estimations for calen-

20 dar years beginning a.fter December 31, 1977, section 224

21 (a) of such Act is amended by striking out the last sentence.

22 (2) Section 224 (f) (2) of such Act is amended to read

23 as follows :

24 "(2) In making the redetermination required by
. para-
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i graph ( ), the: individual's average current earnings (as

2 defined iâ subsection (a).) shall be deemed to be the

3 pro1uct of—

4 "(A) his average current earnings.' as initially

5. determined under subsection (a);

6 "(B.) the ratio of (1) the average of the total wages

(as:défined in regulations of the Secretary and computed

8 without regard to the . limitations specified in section

9 209 (a)) reported to the Secretary of the Treasury or

10 his delegate for the calendar year before the year in

11 which such redetermination is made to (ii) the average

12 of the total wages (as so defined and computed) re-

13 pored to the Secretary of the Treasury or his delegate

14 for calendar year 1977 or, if. later, the calendar year

.15 before the year in which the reduction was first corn-

16 puted (but not counting any reduction made in benefits

17 for a. previous period . of disability); and

18 "(0) in any case in which the reduction was first

computed before 1978, the ratio of (i) the average of

the . taxable wages reported to the Secretary for the

21 flrs calendar quarter of 1977 to (ii) the average of the

22 taxable wages reported to the Secretary for t.he first

23 calendar quarter of th calendar year before the year'in

.24 which the reduction wus first:computed (but not count-
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1 ing any reduction made in benefits for a previous period

2 of disability).

3 Any. amount determined under this paragraph which is not

4 a multiple of $i shall be reduced to the next lower multiple

5 of$1.".

6 (d) Section 229 (a) of such Act is amended—

7 (1) by striking out "shall be deemed to have been

8 paid in each calendar quarter occurring after 1956 :Ifl

9 which he" and inserting in lieu thereof ", if he", and

10 (2) by striking out "wages (in addition to the

11 wages actually paid to him for such service) of $300."

12 at the end thereof and inserting in lieu thereof the

13 following: "shall be deemed to have been paid—

14 "(1) in each calendar quarter occurring after 1956

15 and before 1978 in which he was paid such wages, addi-

16 tional wages of $300, and

17 "(2) in each calendar year occurring after 1977

18 in which he was paid such wages, additional wages of

19 $100 for each $'300 of such wages, up to a maximum

20 of $1,200 of additional wages for any calendar year.".

21 (e) (1) Section 230 (b) of such Act is amended by

22 striking out the last sentence.

23 (2) Section 230(b) (1) of such Act is amended to

24 read as follows:
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i "(I). the con fibitión'and"benet base which is in

a effect with respect to remuneration pØd In '(nd,taxable

years' beginning in) the ealendar ytar in w14ch the

4 . determination under subsection (a) is made, and":

(3) Section 230(b) (2) of such Act is amended to

6 reaias follows:

7 "(2) .the ratio of (A) the average of the to$al

8 wages ( defined in Eegilations 'of the Secretary and

9 computed' without regard, to the limitations specified in

section 209 (a)) reporte4 to the Sectetary of the Treas-

ury or his delegate for the calendar year before the

12' calendar year in which the determination under siibsec-

is 'tion (a) is made to. (B)'thc average of'the total wages

it' (as so defined and computed) reported to the Secretary

of the .Treasury or hii delegate for the calendar year

'16 before the most receilt calendar year in which an in-

17 ,creasO in the contribution and benefit base was"enacted

18 cr a 'determination resulting in such an increase was

made under subsection (a) ,".

(f.) (1) Effective with espect to 'convictions after De-

21 cember 31, 1977, section 202(u) (1) (Ci) of such Act is

22 amended by striking out "quarter" wherever it appears and

23 jssgrting;in lieu thereof "year"

(2) (A) Section 205(c) (1) ofsuehActisamëndedby

's strlkingout"(asdefinedinsection2ll(e))".
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1 (B) Section 205 (c) (1) of such Act is further amended

2 by adding at the end thereof the following new thlbpara-

3 graph:

4 " (D) The term 'period' when used with. respect to

5 self-employment income means a taxable year and when

6 used with respect to wages means—

7 "(i) a quarter if wages were reported or should

8 have been reported on a quarterly basis on tax
9 returns filed with the Secretary Of the Treasury or

io his delegate under section 6011 of the Iiternal Rev-

ii enue Code of 1954 or regulations thereunder (Or

12 on reports filed by a State under section 218 (e)

13 or regulations thereunder),

14 "(ii,. a year if wages. were reported or should

15 have been reported on a yearly basis on such tax re-

16 turns or reports, or

17 "(iii) the half year beginning January 1 'or
18 July 1 in the case. of wages which were reported or

19 should have been reported, for calendar year 1937.".

20 (C) Section 205 (o) of such Act is amended .by insert-

21 ing "before 1978" after "calendar year".

'22 (g) The amendments made. by subsection (b) of this

23 section shall apply with respect to remuneration paid after

24 December 31, 1977. The amendments made by subsections

25 (d) and (f) (2) shall be effective January 1, 1978. Except
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1 as otherwise specifically provided, the remaining amend-

2 ments made by this section shall be effective January 1.,

3 1979.

4 PART B—AMENDMENTS: TO THE INTERNAL REVENUE

5
CODE OF 1954

6 DEDUCTION OF TAX FROM WAGES

SEc. 611. (a) Section 3102 (a) of the Internal Reve-

8 nue Code of 1954 is amended by striking out "or (C) or

9 (10) ", and by inserting after "is less than $50;" the fol-

io lowing: "and an employer who in any calendar year pays

ii to an employee cash remuneration to which paragraph (7)

12 (C) or (10) of section 3121 (a) is applicable may deduct

13 an amount equivalent to such tax from any such payment of

14 remuneration, even though at the time of payment the total

15 amount of such remuneration paid to the employee by the

16 employer in the calendar year is less than $100 ;".

17 (b) (1) Paragraphs (1) and (2) of section 3102 (c)

18 of such Code are each amended by striking out "quarter"

19 wherever it appears and by inserting in lieu thereof "year".

20 (2)• Paragraph (3) of section 3102 (c) of such Code

21 is amended—

22 (A) by striking out "quarter of the" in subpara-

23 graph (A) ; and
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1 (B) by striking out "quarter" wherever it appe&rs

2 in subparagraphs (B) and (C) and inserting in lieu

3 thereof "ye&"

4 (c) The amndments made. by this section shall apply. with respect to remuneration paid and tO tips received after

6 December 31, 1977.

7 TECHNICAL AND CONFORMING AMENDMENTS

8 SEC. 612. (a) Sections 3121 (a) (7) (.0) and 3121
9 (a) (10) of the Internal Revenue Code of 1954 are. eath

10 amended by striking out "quarter" wherever 'it appears and
11 inserting in lieu thereof ."year', and ' by striking out '$50"
12 and inserting in lieu thereof "$100',.

13 (b) Section 3121 •(a) of suchCode is amended by strik_

14 ing out "or" at the end of paragraph, (14), by striking out

15 the period at the' end of paragraph (15) and inserting in lieu

16 thereof "; or", and by adding after paragraph
.( 15) the

17. folio wilig new paragraph:

18. " (1 6) remuneration, paid' by ari organization

1 exempt from income tax under section 501 (a) (other

2) than .an organizatiOn described. ih section 401 (a) ) or

2.1 under section 521 in' any calendar year to an employee

22 . for service rendered in the employ of such organization,

23 if the remuneration paid in such year by the oiganiza-
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1 tion to the employee for such service is less than $100.".

2 (c) Section 3121 (b) (10) of such Code is amended by

striking out "(10) (A)" and all that follows down through

(B) service" and inserting in lieu thereof "(10) service",

and redesignating clauses (i) and (ii) as subparagraphs

6 (A) and (B), respectively.

(d) Sections 3121 (b) (17) (A) and 3121 (g) (4) (B)

s of such Code are each amended by striking out "quarter" and

9 inserting in lieu thereof "year".

10 (e) The amendments made by this section shall apply

i with respect to remuneration paid and services rendered after

12 December 31, 1977.

j3 Purr (J—C0NF0RMINO AMENDMENT TO THE RAILROAD

14 RTinEMENT ACT or 1974

15 COMPUTATION OF EMPLOYEE ANNUITIES

16 Sec. 621. (a) The last sentence of section 3(f) (1) of

17 the Railroad Retirement Act of 1974 is amended—

18 (1) by inserting "paid before 1978" after "in the

19 case of wages", and

20 (2) by inserting "and in the case of wages paid

21 after 1977" before the period at the end thereof.

22 (b) The amendments made by this section shall be

23 effective January 1, .1978.
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i TITLE VII—MISCEJJLANEOTJS PROVISIONS

2 ELIMINATION OF CERTAIN OPTIONAL PAYMENT PROCE-

3 DEJEES UNDER THE OLD-AGE, SURVIVORS, AND DISA-

4 BILITY INSURANCE PROGRAM

5 SEC. 701. (a) (1) The first sentence of section 202 (j)

6 (1) of the Social Security Act is amended by striking out

7 "An. individual" and inserting "Subject to the limitations

8 contained in paragraph (4), an individual" in lieu thereof.

9 (2) Section 202 (j) of such Act is further amended by

10 inserting at the end thereof the following new paragraph:

ii '.' (4) (A) Except as provided in subparagraph (B), no

12 individual shall be entitled to benefits under subsection (a),

13 (b), (c), (e), or (f) for any month, prior to the month

14 in which he or she files an application for such benefits if the

15 effect of such payment would be to reduce, pursuan't to
16 subsection (q), the monthly benefits to which such mdi-

17 idual would otherwise be entitled.

18 "(B) (i) If the individual applying for retroactive
19 benefits is applying for such benefits under subsection (a),
20 and there are one or more other persons who would, except

21 for subparagraph (A), be entitled for any month, on the
22 basis of the wages and self-employment income of such in-

23 dividual and because of such individual's entitlement to such
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j retroactive benefits, to retroactive benefits under subsection

2 (b), (c), or (d) not subject to reduction under subsection

3 (q), then subparagraph (A) shall not apply with respect

4 to such month or any subsequent month.

"(ii) If the individual applying for retroactive benefits

6 is a surviving spouse, or surviving divorced spouse who is

.7 under a disability (as defined in section 223 (d)), and such

individual would, except for subparagraph (A), be entitled

9 S to retroactive benefits as a disabled surviving spouse, or

10 surviving divorced spouse for any month before he or she

ii attaned the age of' 60, . then subparagraph (A) shall not

12 apply with. respect to such month or any subsequent month.

13 "(ill) If .the individual applying for retroactive 'benefits

i has excêss'l earnings '(as'defined in 'section 203. (f)) 'in the

15 year in which he or she files an application for 'such benefits

]16 which ouId, except for subparagraph (A), be chüged to

17 months in such year prior to the uionthr of appliction: then

18 subparagraph .. (A) shall 'not apply to so many of such

19' months immediately preceding the mouth of application as

20 are 'required' to charge such' excess earnings to the "maximum

21 extent possible.".

22. (3) Section 226 (h) of such Act is 'amended' by adding,

23 at' the end thereof 'the following-tiew paragraph:

24 "(4) For the purposes of' determining entitlement to

'25 'hospital insurance benefits under subsection (b) in the case
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i of an individual described in clause (iii) of subsection (b)

2 (2) (A), the entitlement. of such individual to widow's or

3 widower's insurance 'benefits under section 202 (e) or (f)

.4 by reason of a disability shall be deemed to be the entitle-

5 ment to such benefits that would. result if such entitlement

6 were. determined without. regard to. the- 'provisions of see-

7 tion 202 (j) (4) .".

8 . (b) The amendments made by this section, shall be

9 effective with respect to applications for benefits under title

10 II of the Social Security Act flied after September '30, 1977.

Ii EARLYMAI1ING 'OF BENEFIT CHECKS WHERE RGTJLARLy

12 SCHEDULED DELIVERY DAY FALLS ON SATURDAY, SUN-

13 DAY, OR LEGAL HOLIDAY

14 SEC. 702 (a) 'Title VII of the Social Security Act 'is

15 amended by adding at the end thereof 'the following new

16 section:

17 "TIME FOR DELIVERY OF BENEFIT CHECKS WHEN REGULAR

18 DELIVERy DAY FALLS ON A SATURDAY, SUNDAY. OR

19 LEGAL HOLIDAY

20 '"SEC. 708. (a) If the day regularly designated for the

21 delivery of benefit checks under title TI or title XVI falls on a

22 Saturday, Sunday, or 'legal public holiday (as defined in

23 section 6103 of title. 5, United States Oode) in any month,

24 'the benefit checks which would otherwise be delivered on

25 such day shall be mailed in 'tiue for deiivery, and delivered,
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-. on the first day preceding such day which is not a Saturday,

2 Sunday, or legal public holiday (a 'SO defined), without re-

gard to whether the delivery of such checks would as a re-

suit have to be made before the end of the month for which

. such checks are issued.

6 "(b) If more than the correct amount of payment under

title II or XVI is made to any individual as a result Of the

8 receipt of a benefit check pursuant to subsection (a) before

9 the end of the month for which such check is issued, no action

io shall be taken (under section 204 or 1631 (b) or otherwise)

ii to recover such payment or the incorrect portion thereof.".

12 (b) The amenthnent made by subsection (a) 'of this

is section shall apply with respect to benefit checks the

14 regularly designated day for delivery of which occurs on or

15 after the thirtieth day after the date of the enactment of this

16 Act.

17 DEFINITION

18 SEC. 703. As used in this Act and the amendments to

19 the Social Security Act made by this Act, the term "Sec-

20 retary" means, unless the context otherwise requires, the

21 Secretary of Health, E0iun, and Welfare.
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SHORT-TERM FINANCING OF THE SOCIAL SECURITY
TRUST FUNDS

The social security system is the Nation's primary means of pro-
viding economic security to workers and their dependents or survivors
in the event of retirement, death, or disability. There are presently
over 33 million people receiving monthly social security benefits and
about 107 million workers who will contribute to the system this year.

The social security system is financed on a current-cost basis. That
is, current taxes paid by workers and their employers are paid out to
current beneficiaries. The trust funds form contingency reserves to
be used in the event that, due to some unantieipated situation, outgo-
exceeds income in a given year or years.

PAYROLL TAX

The payroll tax is paid by employees, employers, and the self-
employed. Funds are allocated as specified by law into the following
trust funds to support the respective programs:

(1) The old-age and survivors insurance trust fund (OASI);
(2) The disability insurance trust fund (DI); and
(3) The hospital insurance trust fund (HI), part A of medicare.'
The following is a schedule of present law OASDHI payroll tax:

rates:
TABLE 1.—Present law tax rates

tIn percent]

calendar year OASI Dl' OASDI III OASDHL

EMPLOYERS AN!) EMPLOYEES, EACH

1977 4. 375 0. 575 4. 95 0. 90 5. 85
1978 4.350 .600 4.95 1. 10 6.05
1979 4.350 .600 4.95 1.10 6.05
1980 4. 350 . 600 4.95 1. 10 6. 05
1981 4. 300 .650 4. 95 1. 35 6. 30
1982 4. 300 . 650 4.95 1.35 6. 30'

SELF-EMPLOYED
1977 6. 185 .815 7. 0 . 90 7. 90'
1978 6.150 .850 7.0 1.10 8.10-
1979 6. 150 . 850 7.0 1. 10 8. 10
1980 6. 150 .850 7. 0 1. 10 8. 10-
1981 6.080
1982 6.080

.920

.920
7.0
7.0

1. 35
1. 35

8. 35
8. 35-

I There Is no separate tax for disability insurance but the amounts Indicated are allocated from the OASDI
tax under the law.

I Part B of medicare Is financed by premium payments and payments from the General
Treasury. -

(1)
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TAXABLE WAGE BASE

The payroll tax is applied to earnings up to a certain amount estab-
lished by law. In 1977 the taxable wage base is $16,500. Legislation
enacted in 1972, which provided for automatic cost-of-living increases,
also provided for automatic increases in the wage base. (It was thought
that the cost of the benefit increases could be financed from the
additional income which would result from rising wage levels in-
cluding automatic increases in the contribution and benefit base.)
These automatic increases occur in the year after an automatic
cost-of-living increase is effective, and the actual dollar increase is
based on the increase in wages as reported to the Social Security
Administration. A schedule of present and estimated future wage
base levels follows:

TABLE 2.—Contribution and benefit base
Calendar year:

1977 $16,500
1978 17, 700
1979 18, 900
1980 20, 400
1981 21,900

SHORT-TERM FINANCING

Appropriate trust fund size
The social security program has generally been concidered ade-

quately financed in the short term if (1) annual income is approxi-
mately equal to or slightly in excess of annual outgo and (2) the trust
funds are large enough to weather moderate to severe recessions
without increasing social security contributions until economic
recovery is underway. There is a wide range of views on the appropri-
ate near term trust fund level, ranging from very low (20. to 30
percent of annual outgo) to very large (over 100 percent).

The 1971 Advisory Council on Social Security recommended that
the trust funds maintain a reserve ratio equal to 100 percent of annual
outgo and that the trustees notify the Congress if the reterves were
expected to go over 125 percent or under 75 percent. This recommen-
dation was supported in principle by both the executive and legisla-
tive branches at the time it was put forward. Under the 1972 legisla-
tion (Public Law 92—603), the trust funds were expected to remain
at about 80 percent of annual expenditures for a number of years
and to gradually build to 100 percent. According to the estimates
made at the time of the last major social security legislation in 1973,
it was expected. that there would be annual excesses of income over
outgo over the short rango, but the OASDI funds were projected to
decline from about 72 percent of expenditures at the end of 1973 to
about 62 percent at the end of 1977. At the time of the 1973 legisla-
tion, the recession was just getting underway and as a result of it,
and much higher than expected cost-of-living increases, reserves have
since fallen to less than 50 percent.
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The Ford administration flnancin proposals in 1975 and 1976 were
designed to prevent the reserve ratio from falling below one-third of
annual outgo during the next 5 years in order to (1) prevent erosion
of public confidence, (2) provide some degree of protection against
adverse economic conditions, and (3) provide time to take further
steps to deal with 1oner range financing needs.

The Carter administration has recommended a reserve ratio of
about 35 percent as a short-term goal (1982) if countercyclical general
revenues are provided to protect the trust funds against the loss of
income due to unemployment in excess of 6 percent. Without the
general revenue proposal, the Carter administration believes the
reserve ratio should be enal to 50 percent of annual outgo in order
to meet the needs of the system during a recession as severe as the
recent one.

Mr. Ullman has proposed and the Subcammittee draft incorporates
a stand-by loan guarantee which will prevent each trust fund from
falling below 25% of the expenditures in the preceding year.
Short-term deficit

Under the provisions of present law and the economic and demo—
graphic assumptions used by the Board of Trustees, the annual excess
of outgo over income that began in 1975 is expected to continue and
to grow each year into the future.

The short term is generally defined as the next 5 to 10 years, the
medium range as the next 25 years (through 2001), and the long term
as the next 75 years (through 2051). Although the near term deficits.
are quite small when compared to the deficits over longer periods, the
current and projected deficit over the next 5 to 10 years is the most
critical problem facing the program today.

In 1970, the OASDI trust funds combined had a balance of about.
1 year's outgo. At the beinning of 1977 the balance had been reduced
to 47 percent of a year s outgo. This trend will continue, and the
combined funds will be exhausted in 1982 unless action is taken to
correct this situation. The disability trust fund will be depleted in
1979 or even late 1978.

The operations of the trust funds are extremely sensitive to changes.
in economic conditions. Outgo is higher than was estimated in the.
past because the rate of inflation during the last few years has been
higher than had been expected, and under the automatic benefit.
increase provisions in the law, benefits have been increased more
than was expected. Although income has also been higher than was
expected, it has not been enough to offset the increase in outgo due
to the rapid rise in benefits. In• addition, the high rate of unemploy-
mont in recent years has resulted in fewer people contributing to the
system than was previously expected while the number of benefici-
aries is higher than estimated. Finally,. the experience in the disability
program has been extremely adverse..
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TABLE 3.—Estimated operations of the OASI, DI, combined OASDI,
and HI trust fun4& during calendar years 1976—81, based on the
intermediate economic a8sumption8 of the 1977 Report of the Board
of Tru8tee8

(Dollar amounts in blilionsj

Disburse. Net increase Fund at end

Fund at begin-
ning of year as
a percentage of
disbursements

Calendar year Income ments In fund of year during year

OABI
1976 1 $66. 3. $67. 9 —$1. 6 $35. 4 54
1977 72. 5 75. 6 —3. 1 32. 3 47
1978 79. 8 84. 0 —4. 2 28. 1 38
1979 87. 7 92. 0 —4. 3 23. 8 31
1980 96. 1 100. 6 —4. 4 19. 4 24
1981 102.8 109.4 —6.7 12.7 18

DI
1976 1 8. 8 10. 4 —1. 6 5. 7 71
1977 9. 6 12. 0 —2. 4 3. 3 48
1978 10. 9 13. 6 —2. 8 . 5 24
1979 11. 8 15. 3 —3. 5 —3. 0 3.
1980 12. 8 17. 4 —4. 6 —7. 6 (5)

1981 14. 6 19. 5 —4. 9 —12. 5 ()
OASDI

1976 1 75. 0 78. 2 —3. 2 41. 1 57
1977 82. 1 87. 6 —5. 5 35. 6 47
1978 90. 7 97. 6 —7. 0 28. 6 36
1979 99. 6 107. 4 —7. 8 20. 8 27
1980 108.9 117.9 —9.0 11.8 18
1981 117. 4 128. 9 —11. 5 - 3 9

HI
1976 1 13. 8 13. 7 . 1 10. 6 77
1977 16. 1 16. 2 —. 1 10. 5 66
1978 20. 9 19. 0 1. 9 12. 4 55
1979 23. 4 22. 2 1. 2 13. 6 56
1980 . 25. 6 25. 7 —. 1 13. 5 53
1981 33.2 29.7 3.6. 17.0 45

I Figures (or 1976 represent actual experience.
2 Figures for 1979-81 are theoretical because it is estimated that the disability Insurance trust fund wlU be

axhausted In 1979.
Fund exhausted In 1979.

N0TE.—Totais do not necesaarly equal the sum of rounded components. Estimates reflect minor adjust
nnents that were made to the 1977 Trustees Report in recognition of actual experience.

It i8 clearly evident that additional revenue is needed to deal with
the short-term deficits of the trust funds. The condition of the disa-
bifity insurance trust fund is so serious that social security actuaries
have indicated that due to the way taxes are collected, a cash-flow
problem may develop late in 1978 and there may not be sucient
funds to pay disability benefits when they are due.
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SUBCOMMITTEE DRAFT BILL
Additional revenue

The draft 'would increase the contribution and benefit base (the
maximum amount of a worker's annual earnings that is subject to
social security taxes and creditable for benefits), revise the schedule
of tax rates in the law, and reallocate a portion of scheduled increases
in the hospital insurance (HI) tax rate to the cash benefits (OASDI)
program. In addition, the bill would achieve additional short-term
revenue by extending coverage to public and nonprofit employees and
would provide for standby authority for loans to the trust funds from
Federal general revenues in the event that trust fund levels fall below
specified minimum levels.
1. increase in contribution and benefit base

The draft provides for increasing the contribution and benefit
base—in three steps—to a level where about 90 percent of all payroll
in covered employment would be taxable for social security purposes.
Accordingly, the draft bill would increase the base to $20,900 in 1979,
$24,400 in 1980, and $27,900 in 1981, with automatic adjustments to
keep up with average wage levels thereafter (as under present law).
2. Changes in OASDHI tax rates

The draft includes provisions for allocating a portion of future
income from HI tax-rate increases already scheduled in the law to
the OASDI program as a way of meeting part of currently projected
short-falls in OASDI income. Of the 0.20 percent HI tax-rate increase
scheduled in present law for 1978, 0.15 percent would be shifted to
OASDI and 0.05 percent of the 0.25 percent increase for 1981 would
be similarly shifted.

Tax rates for the OASDI program for employers and employees,
each, would be increased (beyond the increases resulting from real-
location of scheduled HI tax-rate increases, which do not result in
any net OASDHI tax rate increase over present law) by 0.1 percent,
0.3 percent, and 0.6 percent in 1981, 1985, and 1990, respectively.
3. Changes in self-employed tax rates for OASDI

The draft restores the self-employed rate to its original level of
1 times the employee rate. (Since 1972, the social security cash bene-
fits contribution rate for the self-employed has been below the level
of one and one-half times the employee rate that was originally pro-
vided when the self-employed were first covered under the social se-
curity program in 1951.)
4. Change in allocation to the disability insurance trust fund

The draft bill would revise the allocation of tax income to the
disability insurance trust fund to assure the financial soundness of
the disability insurance program. In the early years an increase of
0.35 percent of taxable payroll would be allocated to the disability
program.

5 Standby authority for loans to the trust funds from general revenues
The draft has included a provision granting standby authority for

automatic loans to the social security trust funds from Ii ederal general
revenues whenever the assets of a trust fund drop below a 25 percent
level in relation to annual outgo at the end of year.
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6. Universal coverage
The draft bill provides mandatorr coverage to the major groups of

workers who are optionally covered under present law, that is, Federal
workers, State and local employees, and employees of nonprofit
organizations. This coverage, which would be effective in 1980, would
add substantial additioüal income to the system in 1980 and thereafter.

Durincr its final consideration of the draft bill the Subcommittee
discussed the possibility of additional financing if the universal cover-
age provision, was not adopted. The Actuaries pointed out that a .2
percent tax increase of both employee and employer in 1981 would be
needed to make up for the loss of revenue if the coverage provision
was dropped. Also at this time there was discussion about the impor-
tance of having financing for the bill which did not cause the trust
funds to fall below 25 percent of annual expenditures which would
trigger an advance under the standby loan authority. To do this would
require an additional 7.3 billion in incorhe or benefit changes by the
end of 1980 in addition to the .2 percent of payroll increase in 1981.

7. Increased revenues
The total additional revenue generated by provisions in the draft

bill which increase the tax rate and wage base, reallocate revenue
from the HI Trust Fund and extend mandatory universal coverage
for the years 1978—83 is $112.8 billion. Of this a.mount, $50.2 billion
results from universal coverage.
Benefit payments—costs and savings

There are both short term costs and savings in the subcommittee
draft, as shown in table 4. The liberalization of the retirement test
and the elimination of marriage or remarriage as a bar to benefits
have substantial cost effects. On the other hand, the elimination of
retroactive payments of actuarially reduced benefits, the elimination
of the monthly measure of the retirement test, and decoupling with
the 3 percent delayed retirement credit result in substantial savings.
As shown in Table 4 there will be total additional benefits payable in
the amount of $12.6 billion for the: period 1978—83.

A fuller explanation of the provisions of bill is contained in ap-
pendix A.



TABLE 4.—Ejects of Social Securi'y Subcommittee draft bitt on OASI. and DI tru8t funds
III' mlllionsi

Effective
date

(anuary) 1978 1979

BENEFITS

Decoupling, with 3 percent delayed retirement credits____
Elimination of marriage or remarriage as a bar to entitle-mentto benefits
Rejuction in duration of marriage required for divorced

spouses benefits from 20 yr to 5 yr

Changes in retirement test—total

Increase annual exempt amount to $4,5O0 in 1978
and to $6,000 in 1979

Eliminate the monthly measure

Eliminate retroactive payinents of actuarially reduced
benefits 1978

0O

1979 —1, 135 —1,355 551

1979 —137

—1, —1,654

1978 —$569 —1,765

—164 —177 —190 —204

—782
213

—1,990
225

—2,388 —2,486 —2, 584 —2,682

339 536 550 559 565 569



Increase special minimum benefit from $9 per year of
coverage to $11.50, and apply automatic increases in
the future 1979 —12 —14 —14 —15 —16

Changes in annual wage reporting provisions 1978 (I) —1 —4 —9 —18 —26

Eliminate gender-based distinctions from the law 1978 —4 —5 —6 —7 —8 —8

Subtotal,excludiflgUniVersalcoverage —234 —2,449 —2,804 —2,549 —2,084 —1,392

Universal coverage of Federal civilian employees, em-
ployees of State and local governments, and employees
of nonprofit organizations 1980 (1) —83 —316 —657

Totaladditiona1benefit.PaYfl1enta__ —234 —2,449 —2,804 —2,632 —2,400 —2,049

REVENUES

Additional amount of OASDI income over and above
income under present law—total 2, 520 5,486 18, 798 28, 587 33, 541 37,857

Additional interest income 73 210 845 2,275 4, 117 6,421

Amount resulting from financing changes 1978 2, 447 5, 276 8, 096 13, 931 15, 951 16, 932

Amount resulting from universal coverage 1980 9, 857 12, 381 13,473 14, 504

Neteffectofdraftbull 2,286 3,037 15,994 25,955 31,141 35,808

1 Le than $500,000.
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TABLE 5.—Estimated operations of the OASI and DI trust funds, com-
bined, under the Social Security Subcommittee's draft bill of Sept. p26,
1977, calendar years 1977—8 7

[In blilionsi

Income

Transfers from

Calendar year

general fund
under the "loan"

provision—in.
eluded in total et Increase

Total income' Outgo In funds

1977 $82. 1
1978 —$5. 5

93.2
1979

979 47
105.0

1980
109.8 —4.8

134.0 $6.3
1981 13.3

146.0
1982

131.5 14.5
158. 8

1983
5 16. 3

164.5 —6.3
1984

154.1 10.3
183. 2

1985
9 16. 3

206. 2
1986

6 25. 6
222.4

1987
195.1 27.3

238.4 210.5 27.9

Assets as a percentage of outgo—

At beglnnthg
Assets at end of year of year At end of year

1977 $35. 6 47
1978 41

30.9
1979

36 32
26.2

1980
28 24

39.4
1981

33
53.9

1982
41

70. 1 38
1983

49
80.4

1984
45 52

96.7 48
1985

58
122.3

1986
54 68

149.6
1987

63 77
177.6 71 84

'The negative figure shown for 1983 represents repayment of the loai received from the general fund
In 1980.

NoTE—The above estimates are based on the Intermediate set of assumptions shown In the 1977 Trustees
Report.
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TABLE 6.—Estimated operations of the HI trust fund under the program
as modified by the Social Security Subcommittee's draft bill of Sept.
1977, calendar years 1977—87

[In billions]

Calendar year

Income

Transfers from
general fund

under the
"loan" provision—

included In Net increase
Total total Income Outgo in fund

1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987

1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987

$16. 1 $16.2 —$0. 1
18.3 19.0 —.7
20.7 22.2 —1. 5
24.7 25.7 —1. &
32. 3 29. 7 2. 7
35.3 33.9 1.4
37.6 38.6 —.
39.9 43.7 —3.8
48.6 $6.5 49.3 —.&
58.6 8.9 55.2 3.4
60. 2 7. 3 61. 7 —1. 5

Assets as a percentage of outgo—

Assets at At beginning At end
end of year' of year of year

$10. 5 66 65
9.8 55 52
8. 3 44 37
7.2 32 28. 24 33

11.3 29 33
10.4 29 27
6. 6 24 15
5.9 13 12
9. 3 11 iT
7.8 15 13

Nova—The above estimates are based on the intermediate set of assumptions shown in the 1977 Trustees
Report. 2. The estimates do not reflect the effects of any cost.eontaifllflent provisions which maybe enacted
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TABLE 7.—Estimated operations of the HI trust fund under the program
as modified by the Social Security Subcommittee's draft bill of Sept. 26,
1977, but without the extension of coverage to Federal civilian employees
and to all employees of State and local governments and nonprofit orga-
nizaions calendar.. year 1977—87

(In billionsj

Income

Transfers from
general fund

under the

.

Calendar year

"loan" provision—
included in Net increase

Total total income Outgo in fund

1977 $16.1 $16.1 —$0.1
1978 18.3 19. 0 7
1979

—.
20. 7 22.2 —1.5._

1980 22.8 25. 7 —2. 9
1981 31.8 $2.4 29.7 2.2
1982 31.9 33.9 —2.0
1983 38.4 4.7 38. 5 1
1984

—.
41. 7 6. 1 43. 7 —2. 0

1985 9. 6 49. 1 —2.4
1986 57.3 13. 6 54. 9 2. 4
1987 59.1 13.0 61.2 —2.1

Assets as a percentage of outgo—

Assets at end At

1977

of year of year of year

$10. 5 66 65
1978 9. 8 55 52
1979 8. 3 44
1980 5.3 32 21
1981 7.5 18 25
1982 5.5 22 16
1983 5.4 14 14
1984 3.5 12 8
1985 1. 1 7 2
1986 3.5 2 8
1987 1. 4 6 2

N0TE.—(j) The above estimates are based on the intermediate set of assumptions shown in the 1977
Trustees Report. (2) The estimates do not reflect the effects of any cost.containment provisions which maybe enacted.
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TABLE 8.—Estimated operations of the OASI and DI tru.st funds, com-
bined, under the Social Security' Subcommittee's draft bill of Sept. 26,
1977, but without the extension of coverage to Federal civilian employees
and to all employees of State and local governments and nonprofit orga-
nizations and with tax rates increased by 0.2 percent for employees and
employers, each in 1981 and later, calendar years 1977—87

[In billionsi

Calendar year

Xncome

Transfers from
general fund

under the
9oan" provision—

included in Net increase
Total total income' Outgo in fund

1977
1978
1979
1980
1981
1982
1983
1984
1985
1986. ..

1987

1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987

$82. 1 $87. 6 —$5. 5
93. 2 97. 9 —4. 7

.105. 0 109.8 —4.8
123.8 $6. 3 120. 7 3. 0
144. 0 6.8 131. 5 12. 5
149. 1 142.2 6.9
159.7 153. 4 6. 3
170.7 165.7 5.0
191. 3 178. 9 12.4
205.6 192.8 12.7
206. 5 —13. 1 207. 6 —1. 1

Assets as a percentage of outgo—

Assets at end At beginning At end
of year of year of year

$35. 6 47 41
30.9 36 32
26. 2 28 24
29.2 22 24
41.7 22 32
48. 7 29 34
55.0 32 36
60. 0 33 36
72.4 34 40
58.2 38 44
84. 0 41 40

I The negative figure shown for 1987 represents repayment of the loan received from the general fund In 1980.

NOTE.—The estimates are based on the intermedlat&set of assumptions shown in the 1977 Trustees Report.



APPENDIX

TITLE BY TITLE SUMMARY—COMMITTEE PRINT, SOCIAL SECURITY
FINANCING AMENDMENTS OF 1977

TITLE I—SHORT-TERM FINANCING

The Print includes a schedule of social security tax rate increases
over present law in 1981, 1985 and 1990 to provide additional financing
for the system. There also would be reallocations of income from the
Hosptal Insurance (HI) Fund to the Old Age and Survivors (OASI)
and Disability Insurance (DI) Funds. As you ai5e aware the Disability
Fund could run out as early as 1978 and Old-Age and Survivors in
1982. The proposed tax rate schedule is as follows:

TCAV rate8
(In percenti

Calendar year

Present law Proposal

OASDI HI Total OASDI HI Total

Employees and employ-
em each:
19i7

.

4. 95 0. 90 5. 85 4.
1978—80 4. 95 1. 10 6. 05

90 5. 85

1981—84 4. 95 1. 35 6. 30 5. 25
. 95 6. 05

1985 4. 95 1. 35 6. 30 5. 55
6. 40

1986—89 4. 95 1. 50 6. 45 5.
6. 70

1990—2010 4. 95 1. 50 6. 45 6. 15
1.
1. 30

6. 85
7.

2011 and later 5. 95 1. 50 7.
Self-employed persons:

1977 7. 00 90 7. 90 7.

1. 30 7. 45

1978—80 7. 00
.

1. 10 8. 10 7.
. 90 7. 90

1981—84 7. 00 1. 35 8. 35 7.
. 95 & 10

1985 7. 00 1. 35 8. 35 8. 35
1. 15 9. 00

1986-89... 7. 00 1. 50 & 50 8. 35
50

1990—2010. 7. OC 1. 50 &50
30 9. 65

2011 and later 7. 00 1. 50 & 50 9 20
1. 30
1. 30

10. 50
10. 50

There would be ad hoc increases in the taxable wage base in 1979,
1980 and 1981 to achieve a base level in 1981 under which about 90%
of all earnings would be subject to tax. After 1981 the base would be
increased annually in line with wage levels as is the case under present
law. 'Following is the proposed taxable wage base schedule for em-
ployers and employees:

(14)
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Present law Proposa'1977-
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987

$16,500
17,700
18,900

120,400
'21,900
'23,400
'24,900
'26,400
'27,900
'29,400
* 31,200

$16,500
17,700
20,900
24,400
27,900

'30,000
131,800

•' 33, 600
135,400
1 37, 500
'39,600

I Estimated.

The draft provides standby authority for automatic loans to the
social security trust funds from federal general revenues whenever
the assets of a trust fund at the end of a year drop below a 25 percent
level in relation to annual outgo for that year. Under the draft bill
this would be triggered at the end of 1979. The Subcommittee was
exploring alternative ways to prevent this at the time of referral of
the tentative decisions to the full Committee. Any loans would be
repaid automatically when assets in a fund at the end of a year
reached 40 percent of the year's outgo from that fund.

TITLE lI—LONG RANGE FINANCING—DECOUPLING

To correct unintended effects in the benefit computation procedures
which produce benefits for future beneficiaries that could vary hap-
hazardly with wage and price fluctuations, the measure would "de-
couple" the system. The new decoupled system would index a worker's
earnings to reflect annual increases in average earnins levels up to
the second year before eligibilitr (age 62, death, or disability). This
has the effect of assuring that similarly. situated beneficiaries genera-
tion to generation will receive relatively the same level of benefits.
The benefit level adopted for the long-term is 5 per cent below esti-
mated 1979 benefit levels. Included in the draft legislation is a 10-year
guarantee of 1979 levels to provide a gradual transition to the new
system for workers who retire 1979 through 1988. The transition
provision will not be applicable to disability and survivor eases. As
under present law, benefits would continue to be increased according
to the increases in the cost-of-living after a person reaches age 62 or
becomes disabled or, in the case of survivor's benefits, after the time
of the worker's death. The "decoupling" provisions would eliminate
over one-half of the long-range deficit in the social security system.

The following benefit computation procedures are contained in the
Subcommittee draft:

Family Maxiinum.—The draft contains provision which would
continue the same general relationship of the primary benefit to the
family maximum which exists under existing law, namely a family
maximum which ranges from 150 per cent to. 188 per cent of the
primary benefit.
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Minimum.—The draft legislation would freeze the present minimum
benefit for future beneficiaries at its 1979 dollar amount (about
$120.60 for an individual). The benefit would be adjusted for annual
cost-of-living increases only after the individual starts receiving it.

Special Minimum.—This benefit provided for long-term, low-paid
workers would be increased. Under present law this benefit is equal
to $9 times the number of years of coverage a worker has in excess.
of 10 and up to 30; this benefit is not subject to annual cost-of-living
increases and has been almost totally phased out of operation. The
draft would increase the $9 figure to $11.50, and provides that the
special minimum would be kept up-to-date with future increases in
the cost-of-living for both present and future beneficiaries.

Delayed Retirement Credit.—The Subcommittee draft increased the
delayed retirement credit provision in the law so that persons who
delay receiving retirement benefits between ages 65 and 72. would
have their payments increased by 3 per cent for each year they do
not take benefits as compared with 1 per cent under the present law.

TITLE Ill—COVERAGE

The draft legislation would extend mandatory coverage, effective in
1980, to the three major groups not under social security. These are
federal employees, about 30 per cent of state and local government.
employees (about 70 per cent now are under social security on a.
voluntary basis), and about 10 per cent of the employees of nonprofit
organizations (about 90 per cent of these employees are in the system
on a voluntary basis). This provision would bring more than six
million additional workers into the system. These provisions generate
substantial revenue to the system beginning in 1980. They have also
generated a considerable amount of controversy arising out of the
concern of the workers affected that their existing protection rights.
will be jeopardized by this legislation.

The measure would discontmue the present option of state and local
government units and groups of nonprofit organization employees to
withdraw from the system.

Also, the measure requires some employer responsibility for the tax
on tip income. Under social security tip income (if over $20 a month)
is taxed on the employee alone. Under the draft legislation, the
employer will be taxed on tip income up to the amount that combined
with the employee's salary equals the regular minimum wage under
the Fair Labor Standards Act.

Finally, the bill would exclude from coverage as self-employment
income certain limited partnership income which is more in the nature
of investment income than compensation for actual services performed.

TITLE IV—GENDEE BASED DISTINCTIONS

Part A.—The Subcommittee included in its draft legislation a series
of provisions to make relatively minor changes in the social security
law to eliminate differences for men and women. Some of these would
write into the Act provisions which carry out Supreme Court decisions
already being followed by regulations. These provisions are:

(a) Father's benefits.—Benefits would be provided for young
husbands and fathers who have in their care a child who is under age
18, or disabled, and who is entitled to benefits.
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(b) Benefits for divorced men.—Benefits would be provided for aged
divorced husbands and aged or disabled divorced widowers.

(c) Remarriage of widowers before age 60.—A widower would be
permitted to obtain benefits on a deceased wife's earnings record if he
is not married at the time he applies for widower's benefits, as widows
now can, instead of if he has not remarried, as present law provides.

(d) Transitional insured status benefits.—Husband's and widower's
benefits would be provided under the transitionally insured status
amendment of 1965.

(e) Special age-? P2 payment amounts for certain uninsured mdi-
viduals.—When both members of a couple are receiving special age-72
payments, the amount of the payments would be divided equally
between the two, instead of giving the husband a full benefit and the
wife one-half the husband's benefit.

(f) Benefits of spouses of childhood disability or disabled worker bene-
ficiaries.—Would terminatc the benefits of the spouse of a female
disabled worker beneficiary or childhood disability beneficiary if she
ceases to be disabled, as is now the case if the disabled worker or
childhood disability beneficiary is a male.

(g) Benefit rights of illegitimate children.—An illegitimate child's
status for purposes of entitlement to child's insurance benefits would
be determined with respect to the child's mother in the same way as
it is now determined with respect to the child's father.

(h) Waiver of civil service survivor's annuities.—A widower, as well
as a widow, would be permitted to waive payment of a Federal benefit
attributable to credit for military service performed before 1967 in
order to have the military service credited toward eligibility for or the
amount of a social security benefit.

(i) Crediting of a self-employment income in community property
States.—The self-employment income of a married couple in a com-
munity property State would be credited for social security purposes
to the spouse who exercises more management and control over the
trade or business, instead of being deemed the husband's unless the
wife exercises substantially all of the management and control of the
business, as present law provides.

Part B.—The Subcommittee draft includes two provisions to
improve benefits for spouses. One would shorten the duration of
marriage requirement for aged divorced spouse's benefits from 20 years
to five. The other would provide that remarriage would not cause any
reduction in the benefits .paid to aged widows or widowers and that
marriage would not terminate benefits for certain other beneficiaries.

Part C.—The measure also would direct the Secretary of Health,
Education, and Welfare to conduct a study of changes m the social
security program needed to guarantee that women, as well as men,
are treated equitably. The study is to be completed within six months
of enactment.

TITLE V—CHANGES IN EARNINGS LIMITATION (RETIREMENT) TEST

The draft legislation would raise to $4,500 in 1968 and to $5,000 in
1979 the annual amount of earnings a beneficiary may have without
having any benefits withheld. The retirement test figure is $3,000
this year and, under automatic adjustment provisions in present law,
is to rise to $3,240 in 1978.
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The draft legislation would also eliminate the monthly measure of
retirement after the year of retirement—the provision in present law
under which full social security benefits are paid for any month in
which a person earns one-twelfth of the annual retirement test amount
or less, regardless of total earnings for the year.

TITLE VI—ANNUAL WAGE REPORTING

Public Law 94—202, enacted January 2, 1976, provided that em-
ployers would report their employees' wages for social security and.
income tax purposes annually on Forms W—2 beginning with wages
paid in 1978. Employers are also required to report quarterly wage
data on the Forms W—2 to enable the Social Security Administration
to determine whether a worker has enough quarters of coverage to be
eligible for social security benefits. The draft legislation would change
the quarters-of-coverage measure and certain automatic provisions of
the social sccurity law so that annual data would be used, instead of
quarterly data. Under the draft legislation, empoyers would no longer
have to report quarterly data on the Forms W—2, and they and the
Government would realize the maximum advantages that annual
reporting was designed to achieve. These changes were recommended
by the Administration to avoid serious problems that could arise
under present law.

The most significant program change would be a provision setting
out how annual wages would be credited in terms of quarters of
coverage. Under present law, a worker generally receives credit for a
quarter of coverage for a calendar quarter in which he received at
least $50 in wages. Under the draft legislation, a worker would receive
one quarter of coverage (up to a total of four) for each $250 of
earnings in a year, and the $250 measure would be automatically
increased every year to take account of increases in average wages.

TITLE VU—MISCELLANEOUS PROVISIONS

Limitation, on Retroactive Benefit.s.—Under present law, a person
who files an application after he is first eligible can get benefits,
including actuarially reduced benefits, for a retroactive period up to
12 months before the month in which the application is filed, if all
conditions of entitlement are met for those months. Under the draft
legislation, except in those cases where the benefits were disability-
related or where unreduced dependents benefits were involved,
monthly cash benefits would not be paid retroactively for months
before the month in which the application was filed when such retro-
activity would result in permanently reduced benefits.

Early Payment of Benefit. Checks in Certain Situations.—Under
present law, social security benefit payments for a particular month are
payable after the end of that month, and payment is normally made
on the third day of the month; SSJ benefit checks for a particular
month are delivered on the first day of that month. Under the draft
legislation, when the delivery date falls on a Saturday, Sunday, or
legal public holiday,, social security and SSI checks would be received
on an earlier date.

0
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Mr. HASKELL (for himself and Mr. GARY HART) introduced the following bill;
which was read twice and referred to the Committee on Finance

A BILL
For the relief of the Jefferson County Mental Health Center,

Incorporated, and one hundred and three individuals.

1. Be it enacted by the Senate and Hou3e of Representa-

2 tives of the United States of America in Congress assembled

3 That the waiver certificate filed by the Jefferson County

4 Mental Health Center, Incorporated (taxpayer identification

5 number 84—047417), under section 3121(k) (1) (A) of

6 the Internal Revenue Code of 1954 (relating to waiver of

7 exemption by organization) shall be deemed not to have

8 been filed with respect to the one hundred and three inclivid-

9 uals named in section 6 of this Act with respect to the

10 period from January 1, 1972, through the last day of the



2

1 calendar quarter in which the date of enactment of this

2 Act occurs.

3 Sec. 2. The Secretary of the Treasury or his delegate,

4 upon proof reasonably satisfactory to 'him that repayment

5 has been made to the one hundred and three individuals

6 named in section 6 of this Act by the Jefferson County Men-

7 tal health Center, Incorporated, of sums representing the

8 amount of taxes imposed on such individuals under section

9 3101 of the Internal Revenue Code of 1954 (relating to

10 rate of tax) and deducted and paid by the Jefferson County

11 Mental Health 'Center, Incorporated, under section 3102

12 of such Code (relating to deduction of tax from wages)

13 'during the period specified in the first 'section of this Act,

14 shall oonsider such sums paid to such employees as over-

15 payments of tax under section 6413 (b) of such Code (re-

16 latiiig to overpayment of certain employment taxes) and

17 shall approve a claim for a refund, credit, or adjustment ified

18 prior to or within ninety days of the date of enactment of

19 this Act 'by the Jefferson County Mental Health Center,

0 Incorporated, under sections 6402 of such Code (relating

21 to authority to make credits or refunds). or 6611 (a) or

22 (b) () of such Code (relating to. interest on overpay-

23 ments).

24 'SEc. 3. (a) Any period of 'limitations for filing a claim

25 for credit or refund under section 6511 of the Internal Reve-
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1 nue Codeof 1954 (relatingtolimitationson&editorre-

2 fund) 5b11 be waived with respect to any nlshn for refund,

3 credit, or adjustment niadéby the Jefferson County Mental

4 Health Center, Incorporated, under section 2 of this Act.

5 (b) Section 6514 of such Code (relating to credits or

6 refunds after a period of limitation) iImll not applyto any

7 such oWOi

8 Siio.4. (a)(1) Acertiflcateofwaiverflledbythe

9 Jefferson County Mental Health Center, -Incàrporated, un-

10 der section 312' (k) (1) (A) äf the Internal Revenue Code

11 ci 1954 1iall apply to the one hundred and three iSdividuah

12 named under section 6 of this Act and the Jefferson County

13 Mental Health Center, Incorporated, after the 1st day of

14 the qisrter in which this Act is enacted.

(2) Notwithstanding the protons of section 8121

16 (1) (1) (B).(iii) of suchCode, the Jefferson County Mental

17 Health Center, Incorporated, may not elect to have such

18 0gficateofwaiverapplytoanyofthe0neh11ldThd

19 free individnalgnnmedinsectionoofthisActforthe

20 period specified in the first section of this Act.

21 (b) The certificate of waiver filed by the Jefferson

22 County Mental Health Center, Incorporated, under section

23 3121(k) (1) (A) ofsuchCode,oranypriorcoiTespoltdin

2t provision of law, shall be inapplioable under the provisions

25 of this Act, only with respect to th, qua hundred and three
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1 'individuals named in section 6 of this Act and only for the

2 period specified in the first section of this Act.

3 SEC. 5. (a) The period for which any. of the one 'bun-

4 dred and three individual's named in section 6 of this Act

received 'a repayment of the tax imposed on such individuals

6 under section 3101 of the Internal Revenue Code of 1954

7 shall not be oon'sidercd in any determination of eligibility

8 for benefits under the Social 'Security Act. This subsection

9 shall not apply to the determination of eligibility for benefits

10 under the Social Security Act for any individual named in

11 section 6 of this Act or the family 'of such an individual if

12 the individual died, 'became disabled, or reached the age of

13 sixty-two during such period.

14 (b) The provisions of this Act shall not be construed

15 to affect the considerat.jon given 'to any period of employ-
16 ment prior to or after the period specified in the first section

17 of this Act in the determination of eligibility for benefits
18 under the Social Security Act.

19 SEC. 6. The one hundred and three individuals affected

20 by this Act are as follows:

Name Social security number
Assafi, Iiies 078—30—2687
Bucklew, Beverly 450—64—6725
Burr; Janet 082—28—4395
Casey, William 522—68—5084
Chapman, Stephen 513—42-7215
Dunham, Martha 524—72—3978
Gilchrist, Kay 510 36 453
Hughes, Mary 521—30-4097
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Name Social security number
Hyatt, Avon 523—48—8548

Jones, Alice 32&46—3001

Sattcrfield, William 516—30—7060

Moore, Reid 503-46—5274

Moriarty, Patrick 476—34—1409

Rewey, Helen 515—38—4953

Rich, Nancy 513—46—1945

iJnselI, Margaret 060—36-9623

Auten, Cyndi 523—60—8586

Blackmore, Merihelen 297—36—1640

Braden, Eric 285—38—0307

Cranston,. Cçnnie 503-40—6980

Dines, William 524—38—5886

Benz, Ann Charlotte 522—68—0880

Hrynkow, Ron 479—54—9131

Mansfield, Lorita 491—30—8890

Olson, Keith 521—46—9793

Porsson, Berdell 523—14—0367

Porter, William 514-34-2662
Sheehan, Daniel 343—36—0979

Winters, Billy R 448—34—2877

Parker, Ginger Joy 431—92—4062

Kempton, Phyllis 479—18—8743

Gerali, Virginia 523—32—6565

Holrnboe, Chris 552—01—5265

Hendrix, Carmella 522—62—2412

Ridge, Linda 514—50—5485

Tobias, Lester 050—36—7998

Dawson, Lynn 520—56—1017

Dea, Timothy 524-72-7626
Graham, Patricia 566—76—8106

Meaiis, Zetta 515—48—6422

Nicoletti, John 523—60—2958

McClain, Roclella 523—56—4958

Psenicka, Lee 523—84—4267

Naily, Michael 234-56-2595
Martin, Sandra 521—78—3426

Olson, Roxeen 524—88—5833

Mitchell, Vickie 297—38—4067

Edwards, Lee 523-88-2707
Mansfield, Maura.. 523—98—1354

Martin, Sherry 522—88—4614

Gordon, Sharon 565—76—6096

Alder, Nancy 524-78—9023

Ferney, Nancy 522—58—3131

McLean, Anne 377—46—3105

Miller, E. Pat 475—52—2344

Ramirez, Cathy 524—46—6867

Clark, Josephine 461—52—4539

Grace, LaRose 306—44—6181

Donovan, Carey 007—52—2226
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Name Social security number
Pomerantz, Jay 212—54—5207
Shoemaker, James 504-60-8244
Neptune, Belmont 522—01—9411
Siefkin, Diane 521—92—2202
Cornish, Susan 464—82—0167
Evans, Chris 263—84—4766
Fleming, Glennys 522-44—0262
Harris, Virginia 476—46—9717
Koback, Patricia 867—50—6918
Briggs, Gayle 523—54—8924
Volimer, Betsy 228—62—9384
Myrant, John 468—60-1822
Peterson, Stephanie 528—56—9995
Godfrey, Susan 511—48—8354
Thomas, Georgia 523—56—6820
Zaranka, Judy 144-40—2842
Camp, Gay-Leigh 573-66-5864
Igle, Diane ---_ 144—38—1164
Marshall, George 064—26—9963
Turner, Deanne 523-68—0535
Meiners, Cathy 281—48-9929
Murray, Bonnie 524—46—5667
Ferrigno, Bea 011—32—2299
Fisher, Nettle 321—44—7894
Allen, Dan 244—50—8196
Long, John 264-86-4601
Dunn, Diane 523-92—2291
Mathews, Joan 544—42—7659
Butts, Janet 523—38—0200
Cavaleri, Joann 524—30—6561
Seitz, Anita 321—09—0972
Germer, William 459—72—5763
Dotsch, Marcella 380—32—8618
Lee, Christie 521—84—9635
Wolf, Debra 523—90—6041
Nelson, Betty 224-54-3867
Warner, Richard 524—90—3363
Duciden, JoEtta 524-66-3874
Munn, Becky 522-90-0656
Litzenberger, Judy 524—76—1818
Ruilman, Alene 510—48—0492
Liem, Charles 264—80—4372
Gibbens, Gary 521—60—1969

Singleton, Vickie 489—60—2592
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1ST SESSION H R.. 9595

IN THE HOUSE OF REPRESENTATIVES

OCTOBER 17,1977

Mr. CONABLE introduced the following bill; which was referred to the Coin-
mittee on Ways and Means

A BILL
To amend the Social Security Act and the Internal Revenue

Code of 1954 to strengthen the financing of the social secu-

rity system to reduce the effect of wage and price fluctuation

on the system's benefit structure, to provide for a gradual

increase in retirement age from sixty-five to sixty-eight, to

improve the treatment of women (through the establishment

of a working spouse's benefit and otherwise) and to eliminate

gender-based discrimination, to provide coverage under the

system for officers and employees of the United States, of

State and local governments, and of nonprofit organizations,

to increase and ultimately repeal the earnings limitation, and

for other purposes.

Be it enacted by the Senate and House of Bepresenta-

2 tives of the United States of America in Congress assembled,



1 That this Act, with the following table of contents, may be

2 cited as. the "Social Security Financing Amendments of

3 1977".

TABLE OF CONTENTS

TITLE I—PROVISIONS TO IMPROVE THE FINANCING OF
THE OLD-AGE, SURVIVORS, AND DISABILITY INSUR-
ANCE PROGRAM

Sec. 101. Adjustments in tax rates.
Sec. 102. Allocations to disability insurance trust fund.
Sec. 103. Borrowing among Social Security trust funds.
Sec. 104. Effective date.

TITLE 11—IMPROVEMENT OF LONG-RANGE FINANCING
THROUGH STABILIZATION OF REPLACEMENT RATES
AND INCREASE IN RETIREMENT AGE

Sec. 201. Computation of primary insurance amount.
Sec. 202. Maximum benefits.
Sec. 203. Increase in minimum retirement age for unreduced benefits from

65 to 62.
Sec. 204. Increase in old-age benefit amounts for delayed retirement.
Sec. 205. Conforming amendments.
Sec. 206. Effective date.

TITLE Ill—WORKING SPOUSE'S BENEFIT AND ELIMINA-
TION OF GENDER-BASED DISTINCTIONS UNDER THE
OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE
PROGRAM

PART A—WORKING SPOUSE'S BENEFITS; OFFSET FOR GOVERNMENTAL

PENSIONS

Sec. 301. Working spouse's benefits.
Sec. 302. Offset for governmental pensions.

PART B—EQUALIZATION OF TREATMENT OF MEN AND WOMEN UNDER THE
PROGRAM

Sec. 311. Divorced husbands.
Sec. 312. Remarriage of surviving spouse before age 60.
Sec. 313. Illegitimate children.
Sec. 314. Transitional insured status.
Sec. 315. Equalization of benefits under section 228.
Sec. 316. Father's insurance benefits.
Sec. 317. Effect of marriage on childhood disability beneficiary.
Sec. 318. Effect of marriage on other dependents' or dependent survivors'

benefits.
Sec. 319. Treatment of self-employment income in community property

States.
Sec. 820. Credit for certain military service.
Sec. 321. Conforming amendments.
Sec. 322. Effective date.
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TABLE OF CONTENTS—Continued

TITLE Ill—WORKING SPOUSE'S BENEFIT AND ELIMINA-'
TION OF GENDER-BASED DISTINCTIONS UNDER THE
OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE
PROGRAM—Continued

PART C—EFFECT OF MARRIAGE, REMARRIAGE, AND DIVORCE ON BENEFIT

ELIGIBILITY

Sec. 331. Elimination of marriage or remarriage as factor terminating or
reducing benefits.

Sec. 332. Duration-of-marriage requirement for divorced spouses and sur-
viving divorced spouses.

•Sec. 333. Effective date.

TITLE IV—COVERAGE UNDER THE OLD-AGE, SURVIVORS,
AND DISABILITY INSURANCE PROGRAM

Sec. 401. Coverage of Federal employees.
Sec. 402. Coverage of State and local employees.
Sec. 403. Coverage of employees of nonprofit organizations.
Sec. 404. Crediting of certain Federal, State, and local service, and certain

service for nonprofit organizations, performed prior to the
effective date of coverage.

Sec. 405. Conforming amendments.

TITLE V—OTHER PROVISIONS STRENGTHENING THE
INSURANCE CHARACTER AND EQUITY OF THE OLD-
AGE, SURVIVORS, AND DISABILITY INSURANCE PRO-
GRAM

Sec. 501. Liberalization and eventual repeal of earnings limitation.
Sec. 502. Limitation on primary insurance amount of disabled or deceased

worker.
Sec. 503. Actuarial reduction of benefit increases (to be applied as of time

of original entitlement).
Sec. 504. Definition.

1 TITLE I—PROVISIONS TO IMPROVE THE Fl-

2 NANCING OF THE OLD-AGE, SURVIVORS,

3 AND DISABILITY INSURANCE PROGRAM

4 ADJUSTMENTS IN TAX RATES

5 SEC. 101 (a) (1) Section .3101(a) of the Internal

6 Revenue Code of 1954 (relating to rate of tax on employees

7 for purposes of old-age, survivors, and disability insurance)

8 is amended by striking out paragraphs (1) and (2) and

9 inserting in lieu thereof the following:
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1 "(1) with respect to wages received during the

2 calendar years 1974 through 1977, the rate shall be

3 4.95 percent;

4 "(2) with respect to wages received during the

5 calendar years 1974 through 1977, the ra.te shall be

6 5.10 percent;

7 "(3) with respect to wages received during the

8 calendar year 1981, the rate shall be 5.60 percent;

9 "(4) with respect to wages received during the

10 calendar years 1982 through 1984, the rate shall be

11 5.50 percent;

12 "(5) with respect to wages received during the

13 calendar years 1985 through 1999, the rate shall be

14 5.95 percent;

15 "(6) with respect to wages received during the

16 calendar years 2000 through 2010, the rate shall be 6.20

17 percent; and

18 "(7) with respect to wages received after Decem-

19 ber 31, 2010, the rate shall be 7.20 percent.".

20 (2) Section 3111 (a) of such Oode (relating to rate

21 of tax on employers for purposes of old-age, survivors, and

22 disability insurance) is amended by striking out paragraphs

23 (1) and (2) and inserting in lieu thereof the following:

24 "(1) with respect to wages paid during the calen-
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1 dar years 1974 through 1977, the rate shall be 4.95

2 percent;

3 "(2) with respect to wages paid during the cal-

4 endar years 1978 through 1980, the rate shall be 5.10

5 percent;

6 "(3) with respect to wages paid during the cal-

7 endar year 1981, the rate shall be 5.60 percent;

8 "(4) with respect to wages paid during the calen-

9 dar years 1982 through 1984, the rate shall be 5.50

10 percent;

11 "(5) with respect to wages paid during the cal-

12 endar years 1985 through 1999, the rate shall be 5.95

13 percent;

14 "(6) with respect to wages paid during the cal-

15 endar years 2000 through 2010, the rate shall be 6.20

16 percent; and

17 "(7) with, respect to wages paid after December 31,

2010, the rate shall be 7.20 percent.".

19 (3) Section 1401 (a) of such Oode (relating to rate of

20 tax on se1f-employment income for purposes of old-age, sur-

21 vivors, and disability insurance) is amended by striking

22 out "a tax" and all that follows and inserting in lieu thereof

23 the following: "a tax as follows :

"(1) in the case• of any taxable year beginning
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1 before January 1, 1978, the tax shall 'be equal to 7.0

2 percent of the amount of the self-employment income

3 for such taxable year;

4 "(2) in the case of any taxable year beginning

5 after December 31, 1977, and before January 1, 1981,

6 the ta.x shall be equal to 7.15 percent of the amount of

7 the self-employment income for such taxable year;

8 "(3) in the case of any taxable year beginning after

9 December 31, 1980, and before January 1, 1982, the

10 tax shall be equal to 7.65 percent of the amount of the

11 self-employment income for such taxable year;

12 "(4) in the case of any taxable year beginning

13 after December 31, 1981, and before January 1, 1985,

14 the tax shall be equal to 7.55 percent of the a.mount of

15 the self-employment income for such taxable year;

16 "(5) in the case of any. taxable year beginning after

17 December 31, 1984, and before January 1, 2000, the

18 tax shall be equal to 8.00 percent of the amount of the

19 self-employment income for such taxable year; and

20 "(6) in the case of any taxable year beginning

21 after December 31, 1999, the tax shall be equal to 8.25

22 percent of the amount of the self-employment income

23 for such taxable year.".

24 (b) (1) Section 3101(b) of such Code (relating to rate

25 of tax on employees for purposes of hospital insurance) is
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1 amended by striking out paragraphs (1) through (4) and

2 inserting in lieu thereof the following:

3 "(1) with respect to wages received during the

4 calendar years 1974 through 1977, the rate shall be

5 0.90 percent;

6 "(2) with respect to wages, received during the

7 calendar years 1978 through 1980, the rate shall be

8 0.95 percent;

9 "(3) with respect to wages received during the

10 calendar year 1981, the rate shall be 1.20 percent;

11 "(4) with respect to wages received during the

12 calendar years 1982 through 1985, the rate shall be

13 1:30 percent; and

14 "(5)' with respect to wages received tfter Decem-

ber 31, 1985, the rate shall be 1.45 percent.".

16 (2) Section 3111 (b) of such Code (relating to rate of

17 tax on employers for purposes of hospital insurance) is

18 amended by striking out paragraphs (1) through (4) and

19 inserting in lieu thereof the following:

20 "(1) with respect to wages paid during the cal-

21 endar years 1974 through 1977, the rate shall be 0.90

22 percent;

23 "(2) with respect to wages paid during the cal-

24 endar years 1978 through 1980, the rate shall be 0.95

25 percent;
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1 "(3) with respect to wages paid during the calendar

2 year 1981, the rate shall be 1.20 percent;

3 "(4) with respect to wages paid during the cal-

4 endar years 1982 through 1985, the rate shall be 1.30

5 percent; and

6 "(5) with respect to wages paid after December 31,

7 1985, the rate shall be 1.45 percent.".

8 (3) Section 1401 (b) of such Code (relating to tax on

9 self-employment income for purposes of hospital insurance)

10 is amended by striking out paragraphs (1) through (4)

11 and inserting in lieu thereof the following:

12 "(1) in the case of any taxable year beginning

13 after December 31, 1973, and before January 1, 1978,

14 the tax shall be equal to 0.90 percent of the amount of

15 the self-employment income for such taxable year;

16 "(2) in the case of any taxable year beginning

17 after December 31, 1977, and before January 1, 1981,

18 the tax shall be equal to 0.95 percent of the amount of

19 the self emp1oyment income for such taxable year;

20 "(3) in the case of any taxable year beginning

21 after December 31, 1980, and before January 1, 1982,

22 the tax shall be equal to 1.20 percent of the amount of

23 the self-employment income for such taxable year;

24 "(4) in the case of any taxable year beginning

25 after December 31, 1981, and before January 1, 1986,
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1 the tax shall be equal to 1.30 percent of the amount of

2 the self-employment income for such taxable year; and

3 "(5) in the case of any taxable year beginning

4 after December 31, 1985, the tax shall be equal to 1.45

5 percent of the amount of the self-employment income

6 for such taxable year.".

7 ALLOCATIONS TO DISABILITY INSURANCE TRUST FUND

8 SEC. 102. (a) (1) Section 201 (b) (1) of the Social

9 Security Act is amended by striking out clauses (G)

10 through (J) and inserting in lieu thereof the following:

ii "(G) 1.60 per centum of the wages (as so defined) paid

12 after December 31, 1977, and before January 1, 1981, and

13 so reported, (H) 1.80 per centum of the wages (as so

14 defined) piid after December 31, 1980, and before Janu-

15 ary 1, 1982, and so reported, (I) 1.75 per centum of the

16 wages (as so defined) paid after December 31, 1981, and

17 before January 1, 1985, and so reported, (J) 2.00 per

18 centum of the wages (as so defined) paid after Decem-

19 ber 31, 1984, and before January 1, 2000, and so reported,

20 (K) 2.20 per centum of the wages (as so defined) paid after

21 December 31, 1999, and before January 1, 2011, and so

22 reported, and (L) 2.40 per centum of the wages (as so

•23 defined) paid alter December 31, 2010, and so reported,".

24 (2) Section 201 (b) (2) of such Act is amended by

25 striking out clauses (G) through (J) and inserting in lieu
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1 thereof the following: "(G) 1.12 per centum of the amount

2 of self-employment income (as so defined) so reported for ny

3 taxable year beginning after December 31, 1977, and before

4 January 1, 1981, (II) 1.23 per centum of the amount of

5 self-employment income (as so defined) so reported for any

6 taxable year beginning after December 31, 1980, and before

7 January 1, 1982, (I) 1.20 per centum of the amount of

8 self-employment income ( as so defined) so reported for any

9 taxable year beginning after December 31, 1981, and before

10 January 1, 1985, (J) 1.34 per centum of the amount of

11 self-employment income (as so defined) so reported for any

12 taxable year beginning after December 31, 1984, 'and before

13 January 1, 2000, (K) 1.46 per centum of the amount

14 of self-employment income (as so defined) so reported for any

15 taxable year beginning after December 31, 1999, and before

16 January 1, 2011, and (L) 1.38 per centum of the amount of

17 self-employment income (as so defined) so reported for any

18 taxable year beginning after December 31, 2010,".

19 SEC. 103. (a) Part A of title XI of the Social Security

20 Act is amended by adding at the end thereof the following

21 new section:

22 "BORROWING AMONG SOCIAL SECURITY TRUST FUNDS

23 "SEC. 1132. (a) If at any time the Board of Trustees

24 of the Federal Old-Age and Survivors Insurance Trust Fund,

25 the Federal Disability Insurance Trust Fund, or the Federal
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1 Hospital Insurance Trust Fund determines that the balance

2 remaining in such Fund is or will shortly be insufficient to

3 make the payments required of such Fund as and when due,

4 or otherwise to continue the full operation of such Fund in

5 accordance with the applicable provisions of this Act, it may

6 make a formal request for a loan from either or both of

7 the other two Funds, and the Board of Trustees of the Fund

8 to which any such request is directed may, in its discretion,

9 make a loan or loans to the requesting Fund, on appropriate

10 terms and conditions consistent with this section, in a total

11 sum not exceeding the amount needed (in addition tc any

12 moneys available to the requesting Fund from other sources)

13 to prevent the exhaustion of such Fund and to permit it

14 (over a reasonable. period of time) to make such required

15 payments and continue such operation.

16 "(b) Any loan made by one Trust Fund to another

17 Fund under subsection (a) shall be repayable, with interest

18 at a rate (as. determined by the Secretary of the Treasury)

19 equal to the average market yield on outstanding marketable

20 obligations of the United States of comparable maturities at

21 the time the loan was made, within a term of not more than

22 two years, except that the term of any such loan may be

23 extended in the discretion of the Board of Trustees of the

24 Fund from which it was made, upon application by the

25 Board of Trustees of the requesting Fund, for one or more
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1 'additional terms of not more than two years. The Managing

2 Trustee of the Fund to which any such loan is made is

3 directed to make the repayments from such Fund that are

4 required under this subsection, pursuant to and in accordance

5 with the terms and conditions of the loan.".

6 ('b) (1) The second sentence of section 201 (a) of such

7 Act is amended—

8 (A) by inserting "(including loans under section

9 1132) "after "and such amounts"; and

10 (B) by striking out "as hereinafter provided" and

11 inserting in lieu thereof "as provided in this section

12 and section 1132".

13 (2) The second sentence of section 201 (b) of such Act

4 is amended—

15 (A) by inserting "(including loans •under section

16 1132)" after "and of such amounts"; and
1.7 (B) by inserting "and section 1132" after "this
18 section".

19 (3) The second sentence of section 1817 (a) of such

20 Act is amended—

21 (A) by inserting "(including loans under section
22 1132)" after "and such amounts"; and

23 (B) by inserting "and section 1132" after "this
24 part".



13

1 EFFECTIVE DATE

2 SEC. 104. The amendments made by 'sections 101 and

3 102 shall apply with respect to remuneration paid or re-

4 ceived, and taxable years beginning, after 1977. The pro-

5 visions of section 103 shall take effect on th date of the

6 enactment of this Act.

7 TITLE Il—IMPROVEMENT OF LONG-RANGE Fl-

8 NANCING THROUGH STABILIZATION OF RE-

9 PLACEMENT RATES AND INCREASE IN

10 RETIREMENT AGE

11 COMPUTATION OF PRIMARY INSURANCE AMOUNT

12 SEC. 201. (a) Section 215 (a) of the Social Security

13 Act is amended to read as follows:

14 "(a) (1) (A) The primary insurance amount of an in-

15 dividual shall (except as otherwise provided in this section)

16 be equal to the sum of—

17 "(i) 90 percent of the individual's average indexed

18 monthly earnings (determined under subsection (b))

19 to the extent that such earnings do not exceed the amount

20 established for purposes of this clause by subparagraph

21 (B),

22 "(ii) 32 percent of the individual's average indexed

23 monthly earnings to the extent that such earnings exceed

24 the amount established for purposes of clause (i) but do
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not exceed the amount established for purposes of this

2 clause by subparagraph (B), and

3 "(iii) 15 percent of the individual's average in-

dexed monthly earnings to the extent that such earnings

5 exceed the amount established for purposes of clause (ii),

6 rounded in accordance with subsection (g), and thereafter

increased as provided in subsection (i).

8 "(B) (i) For individuals who initially become eligible

for old-age or disability insurance benefits or die in the cal-

10 endar year 1979, the amounts established for purposes of

clauses (i) and (ii) of subparagraph (A) shall be $180

12 and $1,085, respectively.

13 "(ii) For individuals who initially become eligible for

14 old-age or disability insurance benefits or die in any calendar

15 year after 1979, each of the amounts so established shall

16 equal the product of the corresponding amount established

17 with respect to the calendar year 1979 under clause (i) of

18 this subparagraph and the quotient obtained by dividing—

19 "(I) the average of the total wages ('as defined in

20 regulations of the Secretary and computed without re-

21 gard to the limitations specified in section 209 (a) )

22 reported to the Secretary of the Treasury or his delegate

23 for the second calendar year preceding the calendar year

24 for which the determination is made, by

25 "(II) the average of the total wages (as so defined
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1 and computed) reported to the Secretary of the Treasury

2 or his delegate for the calendar year 1977.

3 "(iii) Each amount established under clause (ii) for

4 any calendar year shall be rounded to the nearest $1, except

5 that any amount so established which is a multiple of $0.50

6 but not of $1 shall be rounded to the next higher $1.

7 "(C) (i) No primary insurance amount computed under

8 subparagraph (A) may be less than—

9 "() $114.30, or

10 "(II) an amount equal to $11.50 multiplied by the

11 individual's years of coverage in excess of 10, or the

12 increased amount determined for purposes of this sub-

13 division under subsection (i),

14 whichever is greater. No increase under subsection (i), oc-

15 curring before the year. in which an individual becomes eli-

16 gible for old-age or disability insurance benefits or dies, shall

17 apply to the dollar amount specified in subdivision (I) of

18 this clause with respect to such individual.

19 "(ii) For purposes of clause (i) (II), the term 'years

20 of coverage' with respect to any individual means the number

21 (not exceeding 30) equal to the sum of (I) the number

22 (not exceeding 14 and disregarding any fraction) deter-

23 mined by dividing (a) the total of the wages credited to

24 such individual (including wages deemed to be paid prior

25 to 1951 to such individual under section 217, compensation
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1 under the Railroad Retirement Act of 1937 prior to 1951

2 which is creditable to such individua' pursuant to this title,

3 and wages deemed to be paid prior to 1951 to such individual

4 under section 231) for years after 1936 and before 1951

5 by (b) $900, plus (II) the number equal to the number of

6 years after 1950 each of which is a computation base year

7 (within the meaning of subsection (b) (2) (B) (ii)) and in

8 each of which he is credited with wages (including wages

9 deemed to be paid to such individual under section 217,

10 compensation under the Railroad Retirement Act of 1937 or

ii. 1974 which is creditable to such individual pursuant to this

12 title, and wages deemed to be paid to such individual under

13 section 229) and self-employment income of not less than

14 25 percent of the maximum amount which, pursuant to sub-

15 section (e), may be counted for such year.

16 "(D) In each calendar year after 1978 the Secretary

17 shall publish in the Federal Register, on or before Novem-

18 ber 1, the formula for computing benefits under this para-

19 graph and for adjusting wages and self-employment income

20 under subsection (b) (3) in the case of an individual, who

21 becomes eligible for an old-age insurance benefit, or (if

22 earlier) becomes eligible for a disability insurance benefit

23 or dies, in the following year, and the average of the total

24 wages (as described in subparagraph (B) (ii) (I)) on

25 which that formula is based. With the initial publication re-
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i quired by this subparagraph, the Secretary shall also publish

2 in the Federal Register the average of the total wages (as

3 so described) for each calendar year after 1950.

"(2) (A) A year shall notbe counted as the year of an

5 individual's death or eligibility for purposes of this sub-

6 section, or subsection (b) or (i) in any case where such

7 indiyidual was entitled to a disability insurance benefit for

8 any of the 12 months immediately preceding the month of

9 such death or eligibility (but there shall be counted instead

10 the year of the individual's eligibility for the disability insur-

11 ance benefit or benefits to which •he was entitled during

12 such 12 months).

13 ." (B) In the case of an individual whO was entitled

14 to a disability insurance benefit for any of the 12 months

15 before the month in which he became entitled to an old-age

16 insurance benefit, became reentitled to a disability insurance

17 benefit, or died, the primary insurance, amount for determin-

18 ing any benefit attributable to that entitlement, reentitie-

19 inent, or death is the greater of—

20 "(i) the primary 'insurance amount upon which

21 such disability insurance benefit was based, increased by

22 the amount of each general benefit increase (as defined

23 in subsection (i) (3))., and each increase provided

24 under subsection (i) (2), that wouid have applied to

25' such primary' insurance amount had' the individual re-
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1 mained entitled to such disability insurance benefit until

2 the month in which• he became so entitled or reentitled

or died, or

4 "(ii) the amount computed under paragraph (1)

5 (C).

6 '.' (C) In the case of an individual whowas entitled to a

disability insurance benefit for any month, and with respect

8 to whom a primary insurance amount is required to be corn-

puted at any time after the close of the period of the mdi-

10 vidual's disability (whether because of such individual's sub-

sequent entitlement to old-age insurance benefits Or to a

12 disability insurance benefit based upon a subsequent period

13 of disability, or because, of such individual's death), the

14 primary insurance amount so computed may in no case be

15 less than the primary insurance amount with respect to

16 which such former disability insurance benefit .was most re-

17 cently determined.

18 "(3) (A) Paragraph (1) applies only to an individual

19 who was not eligible for an old-age insurance benefit prior

20 to January 1979 and who in that or any succeeding month—

21 "(i) becomes eligible for such a benefit,

22 "(ii) becomes eligible for a disability insurance

23 benefit, or

24 "(iii) dies,

25. and (except for subparagraph (C) (i) (II) thereof) it ap-
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1 plies to every such individual except to the extent otherwise

2 provided by paragraph (4).

"(B) For purposes of this title, an individual is deemed

4 to be eligible—

5 "(i) for old-age insurance benefits, for months be-

6 ginning with the month in which be attains age 62, or

7 "(ii) for disability insurance benefits, for months

8 beginning with the month in which his period of dis-

9 ability began as provided under section 216(i) (2) (0),

10 except as provided in paragraph (2) (A) in cases where

ii fewer than 12 months have elapsed since the termination of a

12 prior period of disability.

13 "(4) Paragraph (1) (except for subparagraph (C) (i)

14 (II) thereof) does not apply to the computation or recom-

15 putation of a primary insurance amount for—

16 "(A) an individual who was eligible for a disability

17 insurance benefit for a month prior to January 1979

18 unless, prior to the month in which occurs the event

19 described in clause• (i), (ii), or (iii) of paragraph (3)

20 (A), there occurs a period of at least 12 consecutive

21 months for which he was not entitled to a disability

22 insurance benefit, or

23 "(B) an individual who had wages or self-employ-

24 ment income credited for one or more years prior to

25 1979, and who was not eligible for an old-age. or disa-
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1 bility insurance benefit, and did not die, prior to January

2 1979, if in the year for which the computation or re-

3 computation would be made the individual's primary

4 insurance amount would be greater if computed or

5 recomputed—

6 "(i) under section 215 (a) as in effect in

7 December 1978, for purposes of old-age insurance

8 benefits in the case of an individual who becomes

9 eligible for such benefits prior to 1989, or

10 "(ii) as provided by section 215 (d), in the

11 case of an individual to whom such 'section applies.

12 In determining whether an individual's primary insurance

13 amount would be greater if computed or recomputed as pro-

14 vided in subparagraph (B), , I) the table of benefits in

15 effect in December 1978 shall be applied without regard

16 to any increases in that table which may become effective

17 (in accordance with subsection (i) (4)) for years after

18 1978 (subject to subsection (i) (2) (A) (iii)) and (II)

19 such individual's average monthly wage shall be computed

20 a's provided by subsection (b) (4).

21 "(5) For purposes of computing the primary insurance

22 amount (after December 1978) of an individual to whom

23 paragraph (1) does not apply (other than an individual

24 described in paragraph (4) (B)), this section as in effect

25 in December 1978 shall remain in effect, except that, effec-
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1 tive for January 1979, the dollar amount specified in para-

2 graph (3) of subsection (a) shall be increased to $11.50.

3 The table for determining primary insurance amounts and

4 maximum family benefits contained in this section in Decem-

5 her 1978 shall be revised as provided by subsection (i) for

6 each year after 1978.".

7 (b) Section 215 (b) of such Act is amended to read as

8 follows:

9 "Average Indexed Monthly Earnings; Average Monthly

10 Wage

11 "(b) (1) An individual's average indexed monthly

12 earnings shall be equal to the quotient obtained by dividing—

13 "(A) the total (after adjustment under paragraph

14 (3)) of his wages paid in and self-employment income

15 credited to his benefit computation years (determined

16 under paragraph (2) ), by

17 "(B) the number of months in those years.

18 "(2) (A) The number of an individual's benefit corn-

19 putation years equals the number of elapsed years, reduced

20 by five, except that the number of an individual's benefit

21 computation years may not b,e less than two.

22 "(B) For purposes of this subsection, with respect to

23 any individual—

24 "(i) the term 'benefit èomputation. years' means

25 those computation base years, equal. ii number to the
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number determined under subparagraph (A), for which

2 the total of such individual's wages and self-employment

3 income, after adjustment under paragraph (3), is the

4 largest;

5 "(ii) the term 'computation base years' means the

6 calendar years after 1i50 and before—

7 "(I) in the case of an individual entitled to

8 old-age insurance benefits, the year in which oc-

9 curred (whether by reason of section 202 (j) (1) or

10 otherwise) the first month of 'that entitlement; or

11 "(II) in the case of an individua.l who has

12 died (without having become entitled to old-age in-

13 surance benefits), the year succeeding the year of

1.4 his death;

15 except that such term excludes any calendar year en-

16 tirely included in a period of disability; and

17 "(iii) the term 'number of elapsed years' means

18 (except as otherwise provided by section 104 (j) (2)

19 of the Social Security Amendments of 1972) the num-

20 ber of calendar years afUer 1950 (or, if later, the year

21 in which the individual attained age 21) and before the

22 year in which the individual died, or, if it occurred

23 earlier but after ii 960, the year in which he attained age

24 62; except that such term excludes any calendar year

25 any part of which is included in a period of disability.
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1 "(3) (A) Except as provided by subparagraph (B),

2 the wages paid in and self-employment income credited .to

each of an individual's computation base years for purposes

of the selection therefrom of benefit computation years under

5 paragraph (2) shall be deemed to be equal to the product

6 of—

7 "(i) the wages and self-employment income paid

8 in or credited to such year (as determined without

.9 regard to this subparagraph, and

10 "(ii) the quotient obtained 'by dividing—

U "(I) the:average of the total wages (as defined

12 , in regulations of the Secretary and computed with-

[3 out regard to the limitations specified in section 209

t4 (a)) reported to the Secretary of the Treasury or
15 his delegate for the second calendar year (after 1976)

16 preceding 'the yea.r of •the individual's death or initial

17 eligibility for an old-age or disability insurance bene-

18 fit, whichever is earliest, by

19 "(II) the 'average of the total wages (as so defined

20 and computed) reported to the Secretary of the Treasury

21 or his delegate for the computation base year 'for which

22 the determination is made..

23 "(B) Wages' paid in çr self-employment income cred-
24 ited to an individual's computation base year which—
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1 "(i) occurs after the second calendar year specified

2 in subparagraph (A) (ii) (I), or

3 "(ii) is a year treated under subsection (f) (2)

4 (C) as though itwere the last year of the period spec-

5 fled in subsection (b) (2) (B) (ii),

6 shall be available for use in determining an individual's bene-

7 fit computation years, but• without applying subparagraph

8 (A) of this paragraph.

9 "(4) For purposes of determining the average monthly

10 wage of an individual whose primary insurance amount is

11 computed (after 1978) under section 215 (a) or 215 (d)

12 as in effect (except with respect to the table contained

13 therein) in December 1978, by reason of subsection

14 (a) (4) (B), this subsection as in effect in December 1978

15 shall remain in effect, except that paragraph (2) (C) (as

16 then in effect) shall be deemed to provide that 'computation

17 base years' include only calendar years in the period after

18 1950 (or 1936, if applicable) and prior to the year in

19 which occurred the first month for which the individual was

20 eligible (as defined in subsection (a) (3) (B) as in effect

21 in January 1979) for an old-age or disability inSurance

22 benefit, or died. Any calendar year all of which is included

23 in a period of disability shall not be included as a computa-

24 tion base year for such purposes.".
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1 (c) Section 215 (c) of such Act is amended to read

2 asfollows:.

3 "Application of Prior Provisions in Certain Cases

4 "(c) This subsection as in effect in December 1978

5 shall remain in effect with respect to an individual to whom

6 subsection (a) (1) does not apply by reason of. the mdi-

7 viduaI's eligibility for an old-age or disability insurance bene-

8 fit, or tile individual's death, prior to 1979.".

9 (d) (1) The matter in. the text of section 215 (d) of

10 such Act which precedes paragraph (1) (0) is amended to

fl read as follows:

12 "(d) (1) For purposes of coluthn I of the table appear-

13 ing in subsection (a), as that subsection was in effect in

14 December 1977, an individual's primary insurance benefit

15 shall be computed as follows:

16 "(A) The individual's average monthly wage shall

17 be determined as provided in subsection (b), as in effect

18 in December 1977 (but without regard to paragraph

19 (4) thereof), except that for purposes of paragraphs

20 (2) (0) and (3) of that subsection (as so in effect)

21 .1936 shall be used instead of 1950.

22 "(B) For purposes of subparagraphs (B) and (0)

23 of subsection (b) (2) (as so in effect), the total wages

24 prior to 1951 (as defined in subparagraph (C) of this

25 paragraph) of an individual who attained age 21 after
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1 1936 and prior to 1951 shall be divided by the number

2 of years (hereinafter in this subparagraph referred to as

3 the 'divisor') elapsing after the year in which the individ-

4 uil attained age 21 and prior to the earlier of 1951 or the

5 year of the individual's death. The quotient so obtained

6 shall be deemed to be the individual's wages credited to

7 each of the years included in the divisor, except that—

8 "(i) if the quotient exceeds $3,000, only $3,000

9 shall be deemed to be the individual's wages for each

10 of years included in the divisor, and the remainder

11 of the individual's total wages prior to 1951 (I) if

12 less than $3,000, shall be deemed credited to the

13 year in which the individual attained age 21, or

14 (II) if $3,000 or more, shall be deemed credited,

15 in $3,000 increments, to the year in which the mdi-

16 vidual attained age 21 and to each year consecu-

17 tively preceding that year, with any remainder

18 less than $3,000 being credited to the year immedi-

19 a.tely preceding the earliest year to which a full

20 $3,000 increment was credited; and

21 "(ii) no more than' $42000 may be taken into

22 account, for purposes of this subparagraph, as total

23 wages 'after 1936 and prior to 1951.".

24 (2) Section 215 (d) (1) (D) of such Act is amended

25 to read as follows:
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1 "(D) The individual's prirñary insurance benefit

2 shall be 40 percent of' the first $50 of his average

3 'monthly wage as computed under this subsection, plus

10 percent of the next $200 of his average monthly

5 wage, increased by 1 percent for each increment year.

6 The number of increment years 'is the number, not more

7 than 14 nor less . than 4, that is equal to the individual's

8 total wages prior to 1951 divided by $1,650 (disre-

9 garding any fraction) .".

10 (3) Section 215(d) (3) of such Act is amended (A)

11 by striking out "in the case of 'an individual" and all that

12 follows and inserting in lieu thereof the following "in the

13 case of an individual who had a. period of disability which

14 began . prior to 1951, but only if the primary insurance

15 amount resulting therefrom is higher than the primary in-

16 surance amount resulting from the application of this section

17 '(as amended by the Social 'Security Amendments of 1967)

18 and section 220.".

19 (4) Section 215(d) of such Act is further amended' by

20 adding at the end thereof the following new paragraph:

21 "(4) The provisions of this subsection as in effect in

22 December 1977 shall be applicable to individuals who be-

23 come eligible for old-age or disability insurance benefits or

24 die prior to 1978.".

25 (e) Section 215 (e) of such Act is amended—
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1 (1) by striking out "average monthly wage" each

2 place it appears and inserting in lieu thereof. "average

3 indexed monthly earnings or, in the case of an individual

4 whose primary insurance amOunt is computed under

5 section 215 (a). as in effect prior to January 1979,

6 average monthly wage," and

7 (2) by inserting immediately before "of (A)" in

8 . paragraph (1) the following:. "(before the application,

9 in the case of average indexed monthly. earnings, of sub-

10 section (b) (3) (A) ) ".

11 (f) (1) Section 215 (1) .(2) of this Act is amended to

12 read as foilows:

13 "(2) (A) If an individual has wages or self -employ-

14 ment income for a year after 1978 for any part of which he

15 is entitled to old-age or disability insurance benefits, the

16 Secretary shall, at such, time or times and within such period

17 as he may by regulation prescribe, recompute the individual's

18 primary insurance amount for that year.

19 "(B) For the purpose of applying subparagraph (A)

20 of subsection (a) (1) to the average indexed monthly earn-

21 ings of an individual, to whom that subsection . applies and

22 who receives a recomputation under this paragraph, there

23 shall be used, in lieu of the amounts established by subsection

24 (a) (1) (B) for purposes of clauses (i) and (ii) of subsec-
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i tion (a) (1) (A), the amounts so established that were (or,

2 lU the case of an individual described in subsection (a) (4)

3 (B), would have been) used in the computation of such

4 individual's primary insurance amount prior to the applica-

5 tion of this subsection.

6 "(0) A recomputation of any individual's primary in-

7 surance amouifl under this paragraph shall be made as pro-

8 vided in subsection (a) (1) as though the year with respect

9 to which it is made is the last year of the period specified in

10 subsection (b) (2) (B) (ii) and subsection (b) (3) A)

11 shall apply with respect to any such recomputation as it

12 applied in the computation of such individual's primary in-

13 gurance amount prior to the application of this subsection.

14 "(D) A recomputation under this paragraph with re-

15 spect to any year shall be effective—

16 "(i) in the case of an individual who did not die

17 in that year, for monthly benefits beginning with bene-

18 fits for January of the following year; or

19 "(ii). in the case of an individual who died in that

20 year, for monthly benefits beginning with benefits for

21 the month in which he died.".

22 (2) Section 215 (f) (3) of such Act is repealed

23 (3) Section 215 (f) (4) of such Act is amended to read

24 as follows:
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"(4) A recomputation shall be effective under this sub-

2 section only. if it increases the primary insurance amount

3 by at least. $1.".

4 (4) Section 215 (f) of such Act is further amended

5 by adding at the end thereof the following new paragraphs:

6 "(7) This subsection as in effect in December 1978

7 shall continue to apply to the recdmputation of a primary

8 insurance amount compute4 under subsection (a) or (d)

9 as in effect (without regard to the table in subsection (a))

10 in that month, and, where appropriate, under subsection (d)

11 as in effect in December 1977. For purposes of recomputing

12 a primary insurance amount determined., under subsection

13 (a) or (d) (as soin effect) in the case of an individual to

14. whom those subsections apply by reason of. subsection

15 (a) (4) (B) as in effect after December 1978, no remu-

16 iieration shall be taken into account for the year in which

17 the individual initially became eligible for an old-age or dis-

18 ability insurance benefit or died, or for any year thereafter.

19 "(8) The Secretary shall recompute the primary in-

20 surance amounts applicable to beneficiaries whose benefits

21 are based on a primary insurance amount which was corn-

22 puted. under section 215 (a) (3) effective prior to Janu-

23 ary 1979, or would have been so computed if the dollar

24 amount specified therein were $11.50. Such recomputation

25
. shall be effective January 1979, and shall include the effect



31

• •of the, increase in the dollar amount provided by section 215

2 (a) (1) (C) (i) (II). Such primary insurance amount shall

3 be deemed to be provided under such section for purposes of

4 section 215 (i) .".

5 (g) (1) Section 215 (i) (2) (A) (ii) of such Act is

6 amended to read as follows:

7 "(ii) If the Secretary determines that the base quarter

8 in any year is a cost-of-living computation quarter, he shall,

9 effective with the month of June of that year as provided in

10 subparagraph (B), increaser—

11 "(I) the benefit amount to which individuals are

12 entitled for that month under section 227 or 228,

13 "(II) the. primary insurance amount of each other

14 individual on which benefit entitlement is based under

15 this title (including a primary insurance amount deter-

16 mined under subsection (a) (1) (C) (i) ) and

17 "(III) the amount of total monthly benefits based

18 on any primary insurance amount which is permitted

19 under section 203 (and such total shall be increased,

20 unless otherwise so increased under another provision of

21 this title, at the same time as, such primary insurance

22 amount) or, in the case of a primary insurance amount

23 computed under subsection (a) as in effect (without

24 regard to the table contained therein) prior to January

25 1979, the amount to which the beneficiaries may be
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1 entitled under section 203 as in effect in December 1978,

2 except as provided by section 203 (a) (6) and (7) as

3 in effect after December 1978.

4 The increase shall be derived by multiplying each of the

5 amounts described in subdivisions (I), (II), and (III)

6 (including each of those amounts as previously increased

7 under this subparagraph) by the same percentage (ronnded

8. to the nearest one-tenth of 1 percent) as the percentage by

9 which the Consumer Price Index for that cost-of-living corn-

10 putation quarter exceeds such index for the most recent prior

11 calendar quarter which was a base quarter under paragraph

12 (1) (A) (ii) or, if later, the most recent cost-of-living

13 computation quarter under paragraph (1) (B); and any

14 amount so increased that is not a multiple of $0.10 shall be

15 increased to the next higher multiple of $0.10. Any increase

16 under this subsection ii a primary insurance amount deter-

17 mined under subparagraph (C) (i) (II) of subsection (a)

18 (1) shall be applied after the initial determination of such pri-

19 mary insurance amount under that subparagraph (with the

20 amount of such increase, in the case ot an individual who

21 becomes eligible for old-age or disability insurance benefits

22 or dies in a. calendar year after 1979, being' determined from

23 the range of possible primary insurance 'amounts published

24 by the Secretary under the last sentence of subparagraph

25 (D) ) .".
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1 (2) Section 215 (i) (2) (A) of such Act is amended by

:2 adding at. the end thereof the following new clause:

3 "(iii) In the case of an individual who becomes eligible

4 for an old-age or disabiity insurance 'benefit, or who dies

5 prior to becoming so eligible, in a year in which there occurs

6 an increase provided under clause (ii), the individual's pri-

7 mary insurance amount (without regard to 'the time of en-

S titiement to that benefit) shall be increased (unless other-

9 wise so increased under another provision of this title) by

10 the amount of that increase, but only with respect to benefits

11 payable for months after May of that year.".

12 (3) Section 215 (i) (2) (D) of such Act is further

13 amended by striking out all that follows the first sentence

14 and inserting in lieu thereof the following: "He shall also

15 publish in the Federal Register at that time (i) a revision

16 of the range of the primary insurance amounts which are

17 possible after the application of this su!bsection 'based on the

18 dollar amount specified in subparagraph (C) (i) (II) of

19 subsection (a) (1) (with such revised primary insurance

20 amounts constituting the increased amounts determined for

21 purposes of such subparagraph (C) (i) (II) under this sub-

22 section), or specified in section '215 (a) (3) as in effect prior

23 to 1979, and. (ii) a revision of the range of maximum family

benefits which correspond to such primary insñrance

25 amGunts (with such maximum benefits being effective not-
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1 withstanding section 203 (a) except for paragraph (3) (B)

2 thereof (or paragraph (2) thereof as in effect prior to

3 1979) ) .".

4 (4) Section 215 (i) of such Act is further amended by

5 adding at the end thereof the following new paragraph:

6 "(4) This subsection as in effect in December 1978 shall

7 continue to apply to 'subsections (a) and (d), as then in

8 effect, for purposes of computing the primary insurance

9 amount of an individual to whom subsection (a), as in effect

10 after December 1978, does not apply (including an individ-

11 ual to whom subsection (a) dOes not 'apply in any year by

12 reason of paragraph (4) (B) of th.at subsection (but the

13 application of this subsection in such cases shall be modified

14 by the application of clause (I) in the last sentence of para-

15 graph (4) of that subsection)). For purposes of computing

16 primary insurance amounts and maximum family benefits

17 (other than primary insurance amounts and maximum

18 family benefits for individuals to whom such paragraph (4)

19 (B) applies), the Secretary shall publish in the Federal

20 Register revisions of the table of benefits contained in sub-

21 section (a), as in effect in December 1978, as required by

22 paragraph (2) (D) of this subsection as then in effect.".

23 MAXIMUM BENEFITS

24 SEC. 202. Section 203 (a) of the Social Security Act is

25 amended to read as follows:
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1 "Maximum Benefits

2 "(a) (1) In the case of an individual whose primary

3 insurance amount has been computed or recomputed under

4 section 215 (a) (1) or (4), or section 215 (d), as in effect

5 after December 1978, the total monthly benefits to which

6 beneficiaries may be entitled under section 202 or 223 for a

7 month on the basis of the wages and self-employment in-

8 come of such individual shall, except as provided by para-

9 graph (3) (but prior to any increases resulting from the

10 application of paragraph (2) (A) (ii) (III) of section 215

11 (i)), be reduced as necessary so as not to exceed—

12 "(A) 150 percent of such individual's primary

13 insurance amount to the extent that it does not exceed

j.4 the amount established with respect to this subparagraph

15 by paragraph (2),

16 "(B.) 272 percent of such individual's primary

17 insurance amount to the extent that it exceeds the

18 amount established with respect to subparagraph (A)

19 but does not exceed the amount established with respect

20 to this subparagraph by paragraph (2),

21 "(0) 134 percent of such individual's primary in-

22 surance amount to the extent that it exceeds the amount

23 established with respect to subparagraph (B) but does

24 not exceed the amount established with respect to this

25 subparagraph by paragraph (2), and
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1 "(D) 175 percent of such individual's primary

2 insurance amount to the extent that it exceeds the amount

3 established with respect to subparagraph (C).

4 Any such amount that is not a multiple of $0.10 shall he

5 increased to the next higher multiple of $0.10.

6 "(2) (A) For individuals who initially become eligible

7 for old-age or disability insurance benefits or die in the calen-

8 dar year 1979, the amounts established with respect to sub-

9 paragraphs (A), (B), and (C) of paragraph (1) shall be

10 $230, $332, and $433, respectively.

11 "(B) For individuals who initially become eligible for

12 old-age or disability insurance benefits or die in any calendar

13 year after 1979, each of the amounts so established shall

14 equal the product of the corresponding amount established

15 for the calendar year 1979 by subparagraph (A) of this

16 paragraph• and the quotient obtained under subparagrapl'

17 (B) (ii) of section 215 (a) (1), with such product being

18 rounded in the manner prescribed by section 215 (a) (1)

19 (B) (ill).

20 "(C) In each calendar year after 1978 the See-

21 retary shall publish in the Federal Register, on or before

22 November 1, the formula which (except as provided in see-

23 tion 215 (i) (2) (D)) is to be applicable under this para-

24 graph to individuals who become eligible for old-age or
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1 disability insurance benefits, or die, in the following calendar

2 year.,

3 "(D) A year shall not be counted as the year of an

4 individual's death or eligibility for purposes of this para-

5 graph or paragraph (7) in any case where such individual

6 was entitled to a disability insurance benefit for any of the

' 12 months immediately preceding the month of such death

8 or eligibility (but there shall be counted instead the year of

9 the individual's eligibility for the disability insurance benefits

10 to which he was entitled during such 12 months).

ii "(3) (A) When an individual who is entitled to bene-

12 fits on the basis of the wages and self-employment income

13 of any insured individual and to whom this subsection

14 applies would (but for the provisions of section 202 (k) (2)

15 (A)) be entitled to child's insurance benefits for a month

16 on the basis of the wages and self-employment income of

17 one or more other insured individuals, the total monthly

18 benefits to which all beneficiaries are entitled on the basis

19 of such wages and self-employment income shall not be

20 reduced under this subsection to less than the smaller of—

21 "(i) the sum of the maximum amounts of bene-

22 fits payable on the basis of the wages and self-employ-

23 ment income or all such insured individuals, or

24 "(ii) an amount equal to the product of 1.75 and
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1
the primary insurance amount that would be computed

2
under section 215 (a) (1) for that month with respect

to average indexed monthly earnings equal to one-

4 twelfth of the contribution and benefit base determined

for that year under section 230.

6 "(B) When two or more persons were entitled (with-

out the application of sectionS 202 (j) (1) and section 223

8 (b)) to monthly 'benefits under section 202 or 223 for

January 1971 or any prior month on the basis of the wages

10 and self-employment income of 'such insured individual and

the provisions of this subsection as in effect for any such

12 month were applicable in determining the benefit amount

13 of any persons on the basis of such wages and self-em-

14 ployment income, the total of benefits for any month after

15 January 1971 shall not be reduced to less than the largest

16 of—

17 "(i) the amount determined under this subsection

18 without regard to this subparagraph,

19 "(ii) the largest amount which has been deter-

20 mined for any month under this subsection for persons

21 entitled to monthly benefits on the basis of such insured

22 individual's wages and self-employment income, or

23 "(iii) if 'any persons are entitled to benefits on the

24 basis of such wages and self-employment income for

25 the month before the effective month (after September



39

i. 1972) of a general benefit increase under this title (as

2 defined in section 215 (i) (3)) or a benefit increase un-

3 der the provisions of section 215 (i), an amount equal

4 to the sum of amounts derived by multiplying the bene-

5 fit amount determined under this title (excluding a.ny

6 part thereof determined under section 202 (w)) for the

7 month before such effective month (including this sub-

8 section, but without the application of section 222 (b),

9 section 202 (q), and subsections' (b), (c), and (d) of

10 this section), for each such person for such month, by a

11 percentage equal to the percentage of the increase pro-

12 vided' under such ' benefit increase (with any such in-

13 creased amount which is not 'a multiple of $0.10 being

14 rounded to the next higher multiple of $0.10);

15 but in any such case (I) subparagraph (A) of this para-

16 graph shall not be applied to such total of benefits after the

17 application of clause (ii) or (iii), and (II) if section 202

18 (k) (2) ('A) was applicable 'in the case of any such benefits

19 for a month, and ceases 'to apply for a month after such

20 month, the provisions of clause (ii) or (iii) shall be applied,

21 for and 'after the month in which section 202 (k) (2) (A)

22 ceases to apply, as though subparagraph (A) of this para-

23 graph had not been applicable to such total of benefits for

24 the last month for whiáh clause (ii) or (iii) was applicable.

25 "(0) When any of such individuals is entitled to
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1 monthly benefits as a divorced spouse under section 202

2 (b) or (c) or as a surviving divorced spouse under section

3 202 (e) or (f) for any month, the benefit to which he or she

4 is entitled on the basis of the wages and self-employment

5 income of such insured individual for such month shall be

6 determined without regard to this subsection, and the bene-

7 fits of all other individuals who are entitled for such month

8 to monthly benefits under section 202 on the wages and

9 self-employment income of such insured individual shall be

10 determined as if no such divorced spouse or surviving di-

11 vorced spouse were entitled to benefits for such month.

12 "(4) In any case in which benefits are reduced pursu-

13 ant to the preceding provisions of this subsection, the reduc-

14 tion shall be made after any deductions under this section

15 and after any deductions under section 222 (b). Whenever

16 a ieduction is made under this subsection in the total of

17 monthly benefits to which individuals are entitled for any

18 month on the basis of the wages and self-employment in-

19 come of an insured individual, each such benefit other than

20 the old-age or disability insurance benefit shall be propor-

21 tionately decreased.

22 "(5) Notwithstanding any other provision of law,

23 when—

24 "(A) two or more persons are entitled to monthly

25 benefits for a particular month on the basis of the wages
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i and self-employment income of an insured individual

2 and (for such particular month) the, provisions of this

3 subsection are applicable to such monthly benefits, and

4 "(B) such individual's primary insurance amount

5 is increased for the following month under any provision

6 of this title,

7 then the total of monthly benefits for all persons on the basis

8 of such wages and self-employment income for such pa.rticu-

9 lar month, as determined under the provisions of this subsec-

10 tion, shall for purposes of determining the total monthly

11 benefits for all persons on the basis of 'such wages and self-

12 employment income for months subsequent to such particular

13 month be considered to have . been increased by the smallest

14 amount •that would have been required in order to assure

15 that the total, of monthly benefits payable on the basis of

16 such wages and' self-employment income for any such sub-

17 sequent month will not be less (after the application of the

18 other provisions of this subsection and section 202 (q)) than

19 the total of monthly benefits (after the application of the

20 other provisions of this subsection and section 202 (q)) pay-

21 able on the basis of such wages and self-employment income

22 for such particular month.

23 "(6) In the case of any individual who is entitled for

24 any month to benefits based upon the primary insurance

25 . amounts of two or more insured individuals, one or more of
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1 which primary insurance amounts were determined under

2 section 215 (a) or 215 (d) as in effect (without regard to

3 the table contained therein) prior to January 1979 and one

4 or more of which primary insurance amounts were deter-

5 mined under section 215 (a) (1) or (4), or section 215 (d),

6 a in effect after December 1978, the total benefits payable

7 to that individual and all other individuals entitled to benefits

8 for that month based upon those primary insurance amounts

9 shall be reduced to an amount equal to the product of 1.75

10 and the primary insurance amount that would be computed

11 under section 215 (a) (1) for that month with respect to

12 average indexed monthly earnings cqual to one-twelfth of

13 the contribution and benefits base determined under section

14 230 for the year in which that month occurs.

15 "(7) Subject to paragraph (6), this subsection as in

16 effect in December 1978 shall remain in effect with respect

17 to a primary insurance amount computed under section 215

18 (a) or (d)', as in effect (without regard to the table con-

19 tamed therein) in December 1978, except that a primary

20 insurance amount so computed with respect to an individual

21 who first becomes eligible for an old-age or disability insur-

22 ance benefit, or dies, after December 1978, shall instead be

23. governed by this section as in effect after December 1978.".
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1 INCREASE IN MINIMUM RETIREMENT AGE FOR UNREDUCED

2 BENEFIT FROM 65 TO 68

3 Sc 203. (a) Section 202 (q) (9) of the Social Secu-

4 rity Act is amended to read as follows:

5 "(9) For purposes of this subsection, with respect to the

6 entitlement of any individual to old-age, wife's, husband's,

7 widow's, or widower's insurance benefits under this section,

8 the term 'retirement age' means—

And if the individual
does not attain such
age in or before the
calendar year shown
below, but flies an

If the individual attains application in such
"The age of such age lii year

65 December 1999 orbefore_ 1999 or before.

65 years and 3 months... April to December 2000. 2000.

65 years and 6 months... April to December 200L.. 2001.

65 years and 9 months.... April to December 2002.... 2002.

66 years April to December 2003 2003.

66 years and 3 months.L April to December 2004.. 2004.

66 years and 6 months.. - April to December 2005..... 2005.

66 years and 9 months April to December 200&. - 2006.

67 years April to December 2007 2007.

67 years and 3 months.. April to December 2008 2008.

67 years and 6 months..... April to December 2009 2009.

67 years and 9 months_.. April to December 2010..... 2010.
68 years After March 31, 2011___... 2011 or after

9 For purposes of determining an individual's 'retirement

10. age' with respect to old-age, widow's, or widower's insurance

11 benefits in a case where such. individual (by reason of

12 previous entitlement to disability or mother's or father's

13 insurance benefits) is not required to file application there-

14 for, such individual shall be deemed to have filed an. appli-
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j cation for such old-age, widow's, or widower's insurance

2 benefits at the time of his or her application for such dis-

3 ability or mother's or father's insurance benefits.".

4 (b) (1) (A) Subsections (d) (8). (D) (ii), (e) (1),

5 (f) (1), (r) (1), (r) (2), and (w) (2) (A) of section

6 202 of such Act are amended by striking out "age 65"

7 each place it appears and inserting in lieu thereof "retire-

8 ment age (as defined in subsection (q) (9) ) ".

9 (B) Paragraphs (3) (A), (3) (B), and (5) (C) of

10 section 202 (q) of such Act are. amended by striking out

11 "age 65" and inserting in lieu thereof "retirement age (as

12 defined in paragTaph (9) ) ".

13 (C) Sections 215(f) (5), 216(h) (3) (A), 216 (i)

14 (2) (D), and 223 (a) (1) of such Act are amended by

15 striking out "age 65" each place it appears and inserting

16 in lieu thereof "retirement age (.as defined in section 202

17 (q) (9))".
18 (D) Section 202. (a) (3) of such Act is amended by

19 striking out "the age of 65" and inserting in lieu thereof

20 "retirement age (.as defined in subsection (q) (9) ) ".
21 (E) Section 226(h) (1) (A) of such Act is amended

22 by striking out "age 65" and inserting in lieu thereof
23 "retirement age (as 'defined in section 202. (q) (9) ) ".
24 (2) Section 216 (i) (2) (B) of such Act is amended
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by striking out "the age of 65" and inserting in lieu thereof

2 "retirement age (as defined in section 202 (q) (9) ) ".

3 (3) Section 223(a) (1) (B) of such Act is amended

4 by striking out "the age of sixty-five" and inserting in lieu

5 thereof "retirement age (as defined in sectionS 202 (q)

6 (9))".

7 (c) Section 226 (c) (2) of such Act is amended—

8 (1) by inserting "(A)" immediately before "for

9 the month in which"; and

10 (2) by inserting before the period at the end thereof

11 the following: ", or (B) for the month in which lie

12 attains age 65 or any subsequent month prior to the

13 month in which he attains age 68 if (i) he is a fully

14 insured individual (as defined in section 214) on the first

15 day of such month, and (ii) he files a request for

entitlement to hospital insurance benefits (in such man—

17 ner and form as the Secretary shall prescribe) before

18 the close of such month".

19 INCREASE IN OLD-AGE BENEFIT AMOUNTS FOR

20 DELAYED RETIREMENT

21 SEc. 204. Section 202 (w) (1) of the Social Security

22
Act is amended—

23 (1) by striking out "If the first month" and all
24 . .

that follows down through "to such mdividual" in the
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i matter preceding subparagraph (A) and inserting in

2 lieu thereof "The amount of an old-age insurance benefit0

3 (other than a benefit based on a primary insurance

4 amount determined under section 215 (a,) (3)) which is

5 payable without regard to this subsection to an individ-

6 uai";and

7 (2) by inserting after "such amount," in subpara-

8 graph (A) the following: "or, in the case of an individ-

9 ual who first becomes eligible for an old-age insurance

10 benefit after December 1978, one-quarter of 1 percent

11 of such amount,".

12 CONFORMING AMENDMENTS

13 SEC. 205. (a) Section 202 (m) (1) of the Social Se-

]4 curity Act is amended to read as follows:

15 "(1) In any case in which an individual is entitled to

16 a monthly benefit under this section on the basis of a pri-

17 mary insurance amount computed under section 215 (a) or

18 (d), as in effect after December 1978, on the basis of the

19 wages and self-employment income of a deceased individual

20 for any month and no other person is (without the applica-

21 tion of subsection (j) (1)) entitled to a monthly benefit

22 under this section for that month on the basis of such wa.ges

23 and self-employment income, the individual's benefit amount

24 for that month, prior to reduction under subsection (k) (3),

25 shall not be less than that provided by subparagraph (C)
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1 (i) (I) of section 215 (a) (1) and increased under section

2 215 (i) for months after May of the year in which the insured

3 individual died as though such benefit were a primary insur-

4: ance amount.".

(b) Section 202 (w) of such Act (as amended by section.

6 203 of this Act) is further amended—

7 (1) by inserting after "section 215 (a) (3)" in

8 paragraph (1) (in the matter preceding subparagraph

9 (A)) the following: "as in effect in December 1978 or

10 section 215 (a) (1) (C) (i) (II) as in effect thereafter";

11 (2) by inserting "as in effect in December 1978, or

12 section 215 (a) (1) (C) (i) (II) as in effect thereafter,"

13 after "paragraph (3) of section 215 (a)" in paragraph

14 (5);and

15 (3) by inserting "(whether before, in, or after

16 December, 1978)" after "determined under section 215

17 (a) "in paragraph (5).

18 (c) Section 217 (b) (1) of such Act is amended by

19 inserting "as in effect in December 1978" after "section 215

20 (c)" each place it appears, and after "section 215 (d) ".

21 (d) Section 224 (a) of such Act is amended by insert-

22 ing "(determined under section 215 (b) as in effect prior to

23 January 1979)" after "(A) the average monthly wage"

24 in the matter following paragraph (8),.
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1 (e) Section 1839 (c) (3) (B) of such Act is amended

2 to re&I as follows:

3 "(B) the monthly premium rate most recently

4 promulgated 'by the Secretary under this paragraph,

5 increased by a percentage determined as follows: The

6 Secretary shall ascertain the primary insurance amount

7 computed under section 215 (a) (1), based upon aver-

8 age indexed monthly earnings of $900, that applied to

9 individuals who became eligible for and entitled to old-

10 age insurance benefits on May 1 of the year of the

11 promulgation. He shall increase the monthly premium

12 rate by the same percentage by which that primary

13 insurance amount is increased when, by reason of the

14 law in effect at the time the promulgation is made, it

15 is so computed to apply to those individuals on the

16 following May 1.".

17 (f) Section 215 (a) (3) of such Act is amended by

18 striking out "$9.00" and inserting in lieu there "$11.00",

19 (g) In revising the table of benefits contained in section

20 202 (a) of the Social Security Act for monthly benefits pay-

21 able for months beginning with June 1978 (in accordance

22 with section 215 (i) (2) (D). of such Act as in effect prior to

23 •the enactment of this Act), the Secretary shall (not with-

24 standing the provisions contained in such section 215' (i)

25 (2) (D)) continue 'without change the figures in the first
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1 line of such table as they were in such table as it was in

2 effect in December 1977.

3 EFFECTIVE DATE

4 SEC. 206. The amendments made by the provisions of

5 this title other than sections 201 (d), 205 (f), and 205 (g)

6 shall be effective with respect to monthly benefits and lump-

7 sum death payments under title II of the Social Security

8 Act payable for months after December 1978. The amend-

9 ments made by section 201 (d) shall be effective with re-

10 speot to monthly benefits of an individual who becomes eligi-

11 ble for an old-age or disability insurance benefit, or dies,

12 after December 1977. The amendments made by sections

13 205 (f) and 205 (g) shall •be effective with respect to

14 monthly benefits payable for months after December 1977.

15 TITLE Ill—WORKING SPOUSE'S BENEFIT AND

16 ELIMINATION OF GENDER-BASED DISTINC-

17 TIONS UNDER THE OLD-AGE, SURVIVORS,

18 AND DISABILITY INSURANCE PROGRAM

19 P.nT A—WomuNo SPOUSE'S BENEFITS; OFFSET FOR

20 GOVERNMENTAL PENSIONS

21 WORKING SPOUSE'S BENEFITS

22 SEC. 301. (a) Section 202 of the' Social Security Act is

23 amended by adding at the end thereof the following new

24 subsection:
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1 "Working Spouse's Benefits

2 "(x) (1) If an individual is entitled for any month both

3 to a benefit, under subsection (a) of this section or under

4 section 223 and to a benefit under subsection (b), (c), (e),

5 (f), or (g) of this section (with the latter benefit being

6 reduced under subsection (k) (3)), such individual shall

7 also be entitled (subject to paragraph (3)) to a working

8 spouse's 'benefit for such month.

9 "(2) (A) Such working spouse's benefit for any month

10 shall be equal to 25 percent of the amount (determined

11 without regard to subsection (k) (3) ) of whichever of the

12 two benefits referred to in paragraph (1) is smaller (after

13 any reductions under subsection (k), subsection (q), sub-

14 section (e) (2) or (f) (3),. and section 203 (a) ), except

15 that 'such benefit may not be greater than the difference be-

16 tween the larger of the two other benefits involved (after

17 any such reductions) and the maximum primary insurance

18 amount which would be payable to such individual if she or

19 he had had the maximum creditable amount of wages and

20 self-employment income in each year after 1950 and prior

21 to the first year in which she or he was first entitled to both

22 such benefits.

23 "(B) The working spouse's benefit to which any mdi-

24 vidual is entitled under this subsection shall be paid ' to such
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1
individual along with or as a part of the larger benefit

2 referred to in subparagraph (A).

"(3) Only one member of a married couple shall be en-

titled to a working spouse's benefit for any month on the

basis of the same wages and self-employment income. If both

6 spouses would (but for the preceding sentence) be entitled

to such a benefit for any month, the spouse entitled to such

benefit shall be the one whose entitlement would result in

the receipt by the two spouses of the greatest total amount

io of benefits for th,t month.

ii "(4) If any individual referred to in paragraph (1) is

12 entitled for 'any month (in addition to his or her old-age

13 or disability insurance benefit) to two or more benefits under

14 subsections (b), (c), (e), (f) , and (g), subsection (k) (2)

15 shall be applied with respect to such benefits before pra-

16 graph (2) (A) of this subsection is applied.".

17 (b) (1) Section 202 (j) (1) of such Act is amended by

18 striking out "or (h)" and inserting in lieu thereof "(h),

19 or (x)".

20 (2) Section 202 (k) of such Act is amended by adding

21 at the end thereof the following new paragraph:

22 "(5) A working spouse's benefit to which 'an individual

23 is determined to be entitled under subsection (x) shall not
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i be treated as a monthly insurance benefit for purposes of

2 paragraph (2) (B) or (3) of this subsection.".

3 (c) The amendments made by this section shall apply

4 with respect to months after December 1978.

5 OFFSET FOR GOVERNMENTAL PENSIONS

6 SEc. 302. (a) Section 202 of the Social Security Act

7 (as amended by section 301 of this Act) is further amended

8 by adding at the end thereof the following new subsection:

9 "Offset for Governmental Pensions

10 "(y) (1) Forpurposes of subsections (b)(1), (c) (1),

11 (e) (1), (f) (1), (g) (1), arid (h) (1) of this section,

12 any individual who is entitled to a governmental pension

13 for any month shall be deemed to be entitled to an old-age

14 or disability insurance benefit for such month in an amount

15 equal to the amount of such pension (and, if such individ-

16 ual is entitled to an old-age or disability insurance benefit

17 for such month without regard to this subsection, such

18 benefit shall be deemed to be increased by the amount of

19 such pension).

20 "(2) As used in paragraph (1), the term 'govern-

21 mental pension' means any pension, annuity, or similar

22 periodic benefit which is based on service performed as an

23 employee of the United States or any agency or instru-

24 mentality thereof or as an employee of one or more States
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1 or political subdivisions or any agency or instrumentality

2 thereof, or on any combination of such service.".

3 (b) The amendment made by subsection (a) shall

4 apply with respect to months after December 1978.

5 PART B—EQUALIZATION OF TREATMENT OF MEN AND

6 WOMEN UNDER THE PROGRAM

7 DIVORCED HUSBANDS

8 SEC. 311. (a) (1) Section 202(c) (1) of the Social

9 Security Act is amended, in the matter preceding subpara-

10 graph (A), by inserting "and every divorced husband (as

11 defined in section 216 (d) )" before "of an individual" a.nd

12 inserting "or such divorced husband" after "if such hus-

13 band".

14 (2) Section 202 (c) (1) of such Act is further

15 amended—

16 (A) by redesignating subp'aragraphs (C) a.iid (D)

17 as subparagraphs (D) and (E), and by inserting after

18 subparagraph (B) the following new subparagraph:

19 "(C) in the case of a divorced husband, is not

20 married,";

21 (B) by striking out "after August 1950" in the

22 matter following subparagraph (E4 (as so redesig-

23 nated) ; and

24 (C) by striking out "the month in which any of
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i the following occurs:" and all that follows and insert-

2 ing in lieu thereof the following:

3 "the first month in which any of the following occurs:

4 "(F) hedies,

5 "(G) such individual dies,

6 "(H) in the case of a husband, they are divorced

7 and either (i) he has not attained age 62, or (ii) he

8 has attained age 62 but has not been married to such

9 individual for a period of 20 years immediately before

10 the divorce became effective,

11 "(I) in the case of a divorced husband, he marries

12 a person other than such individual,

13 "(J) he becomes entitled to an old-age or dis-

14 ability insurance benefit based on a primary insurance

is amount which is equal to or exceeds one-half of the

16 primary insurance athount of such individual, or

17 "(K) such individual is not entitled to disability

18 insurance benefits and is not entitled to old-age insur-

19 ance benefits.".

20 (3) Section 202 (c) (3) of such Act is amended by

21 inserting "(or, in the case of a divorced husband, his former

22 wife) " before "for such month".

2 (4) Section 202 (c) of such Act is amended by adding

24 after paragraph (3) the following new paragraph:
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i "(4) In the case of any divorced husband who

2 marries—

3 "(A) an individual entitled to benefits under

4 subsection (b), (e), (g), or (h) of this section, or

5 "(B) an individual who has attained the age

6 of 18 and is entitled to benefits under subsection

7 (d),

8 such divorced husband's entitlement to 'benefits under

9 this subsection 'shall, notwithstanding the provisions of

10 paragraph (1) (but subject to subsection (s) ), not

11 be terminated by reason of such marriage.".

1.2 (5) 'Section 202 (c) ('2) of such Act is amended by

13 striking out "(0)" in 'the matter immediately preceding

14 subparagraph (A) and inserting in lieu thereof "(D) ".

15, (6) Section 202 (b) ('3) (A) of such ct is amnded

16 by striking out "(f)" and inserting in lieu thereof "(c),

17 (f) ,".

18 (7) Section 202(c) (1) (E) of such Act (as

19 designated by paragraph (2) of this subsection) is amended

20 by striking out "his wife" and inserting in lieu thereof

21 "such individual".

22 (b) (1) Section 202 (f) (1) of such Act is amended,

23 in the matter preceding subparagraph (A), by inserting

24 "and every surviving divorced husband (as defined in section
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i. 216 (d))" before "of an individual" and inserting "or such

2 surviving divorced husband" after "if such widower".

3 (2) Section 202 (f) (1) of such Act is further amended

4 by striking out "his deceased wife" in subparagraph (E)

and in the matter following subparagraph (G) and insert-

6 ing in lieu thereof "such deceased individual".

7 (3) Paragraphs (3), (4), (6), and (7) of section 202

8 (f) of such Act are each amended by inserting "or surviving

9 divorced husband" after "widower" wherever it appears.

10 (4) Paragraph (3) of section 202 (f) of such Act is

11 further amended by striking out "his deceased wife" wherever

12 it appears and by inserting in lieu thereof "such deceased

13 individual", and by striking out "wife" wherever it appears

14 and inserting in lieu thereof "individual".

15 (5) Section 202 (f) (4) of such Act is further amended

16 by striking out "remarries" and inserting in lieu thereof

17 "marries", and by inserting "or surviving divorced hus-

18 band's" after "widower's".

19 (6) Section 202 (e) (3) (A) of such Act is amended by

20 striking out "(f)" and inserting in lieu thereof "(c), (f) ,".

21 (7) Section 202 (g) (3) (A) of suchAct is amended by

22 inserting " (c) ," before "(f) ,".

23 (8) Section 202 (h) (4) (A) of such Act is amended by

24 inserting "(c) ," before "(e) ,".
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i (c) (1) Section 216 (d) of such Act is amended by re-

2 designating.paragraph (4) as paragraph (6), and by insert-

3 ing after paragraph (3) the following new paragraphs:

4 "(4) The term 'divorced husband' means a man di-

5 vorced from an individual, but only if he has been married

6 to such individual for a period of 20 years immediately

7 before the date the divorce became effective.

8 "(5) The term 'surviving divorced husband' means a

9 man divorced from an individual who has died, but only if he

10 has been married to the individual for a period of 20 years

11 immediately before the divorce became effective.".

12 (2) The heading of section 216 (d) of such Act is

13 amended to read as follows:

14 "Divorced Spouses; Divorce".

15 (d) (1) Section 205 (b) of such Act is amended by

16 inserting "divorced husband," after "husband," and "surviv-

17 ing divorced husband," after "widower,".

18 (2) Section 205 (c) (1) (C) of such Act is amended

19 by inserting "surviving divorced husband," after "wife,".

20 REMARRIAGE OF SURVIVING SPOUSE BEFORE AGE 60

21 SEC. 312. Section 202 (f) (1) (A) of the Social Secu-

22 rity Act is amended by striking out "has not remarried" and

23 inserting in lieu thereof "is not married".
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1
ILLEGITIMATE CHILDREN

2
SEC. 313. (a) Section 216 (h) (3) of the Social Secu-

rity Act is amended by inserting "mother or" before "father"

wherever it appears.

(b) Section 216 (h) (3) (A) (i) of such Act is amended

6
by striking out "daughter," at the end of clause (Ill) and

all that follows and inserting in lieu thereof "daughter; or".

8 (c) Section 2,16 (h) (3) (A) (ii) of such Act is amended

by striking out everything, after "time" and inserting in lieu

thereof "such, applicant's application for benefits was filed;".

(d) Section 216(h) (3) (B) (i) of such Act is amended

12 by striking out "daughter," at the end of clause (III) and all

13 that follows and inserting in lieu thereof "daughter; or".

14 (e) Section 216 (h) (3) (B) (ii) of such Act is amended

15 by striking out "such period of disability began" and insert-

16 ing in 1iu, thereof "such applicant's application for benefits

17 was filed".

18 TRANSITIONAL INSURED STATUS

19 SEC. 314. (a) Section 227 (a) of the Social Security

20 Act is amended—

21 (1) by striking out "wife" wherever it appears and

22 inserting in lieu thereof "spouse";

23 (2) by striking out "wife's" wherever it appears

24 and inserting in lieu thereof "spouse's";
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1
(3) by striking out "she" wherever it appears and

2
inserting in lieu thereof "he or she";

3 (4) by striking out "his" wherever it appears and

4 inserting in lieu, thereof "his or her"; and

5 (5) by inserting "or section 202 (c)" after "see-

6 tion 202 (b)" wherever it appears.

(b) Section 227 (b) and section 227 (c) of such Act

8 are amended—

9 (1) by striking out "widow" wherever it appears

10 and inserting hi. lieu thereof "surviving spouse'?.;

11 (2) by striking out "widow's" wherever it appears

12 and inserting in lieu thereof "surviving spouse's";

13 (3) by striking out "her" wherever it appears and

14 inserting in lieu thereof "the"; and

15 (4) by inserting "or section 202 (f)" after "section

16 202 (e) "wherever it appears.

17 (c) Section 216 of such Act (as amended by the pre-

18 ceding provisions of this Act) is further amended by in-

19 serting before subsection (b) the following new subsection:

20 "Spouse; Surviving Spouse

21 "(a) (1) The term 'spouse' means a wife as defined

22 in subsection (b) or a husband as defined in subsection (f).

23 "(2) The term 'surviving spouse' means •a widow as
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defined in subsection (c) or a widower as defined in sub-

2 section (g) .".

3 EQUALIZATION OF BENEFITS UNDER SECTION 228

4 SEC. 315. (a) Section 228 (b) (2) of the Social Secu-

5 rity Act is amended—

6 (1) by striking out "the husband's benefit" and

7 inserting in lieu thereof "each of their benefits";

8 (2) by striking out "$64.40" and inserting in lieu

9 thereof "$48.30"; and

10 (3) by striking out everything after "section

11 215 (i) ' the first time it appears and inserting in lieu

12 thereof a period.

13 (b) Section 228 (c) (3) of such Act is amended to

14 read as follows':

15 "(3) In the case of a husband or wife, both of whom

16 are entitled to benefits under this section for any month, the

17 benefit amount of each, after any reduction under paragraph

18 (1), shall be further reduced (but not be1ow zero) by the

19 excess (if any) of (A) the total amount of any periodic

20 benefits under governmental pension systems for which the

21 other is eligible for such month, over (B) the larger of

22 $48.30 or the amount most recently established in lieu

23 thereof under section 215 (i) .".

24 (c) The Secretary shall increase the amounts specifieçl

25 in section 228 of the Social Security Act, as amended by
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this section, to take account of any general benefit increases

2 (as referred to in section 215 (i) (3) of such Act), and any

3 increases under section 215 (i) of such Act, which occur

4 after June 1974.

5 FATHER'S INSURANCE BENEFITS

6 SEC. 316. (a) Section 202 (g) of the Social Security

7 Act is amended—

8 (1) by striking out "widow" wherever it appears

9 and inserting in lieu thereof "surviving spouse";

10 (2) by striking out "widow's" wherever it appears

11 and inserting in lieu thereof "surviving spouse's";

12 (3) by striking out "wife's insurance benefits" in

13 paragraph (1) (D) and inserting in lieu thereof "a

14 spouse's insurance benefit";

15 (4) by striking out "he" in paragraph (1) (D)

16 and wherever it appears in paragraph (3) and inserting

17 in lieu thereof "such individual";

18 (5) by striking out "her" wherever it appears and

19 inserting in lieu thereof "his or her";

20 (6) by striking out "she" wherever it appears and

21 inserting in lieu thereof "he or she";

22 (7) by striking out "mother" wherever it appears

23 and inserting in lieu, thereof "parent";

24 (8) by inserting "or father's" after "mother's"

25 Wherever it appears;
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1 (9) by striking out "after August 1950";

2 (10) by inserting "this subsectjon or" before "sub-

3 section (a)" in paragraph (3) (A); and

4 (11) by striking out "his" in paragraph (3) and

5 inserting in lieu thereof "his or her".

6 (b) The heading of section 202 (g) of such Act is

7 amended by inserting "and Fathr's" after "Mother's".

8 (c) Section 216 (d) of such Act (as amended by .sec-

9 tion 401 (c) (1) of this Act) is further amended by re-

10 designating paragraph (6) as paragraph (8), and by in-

11 serting after paragraph (5) the following new paragraphs:

12 "(6) The term 'surviving divorced father' means a man

13 divorced from an individual who has died, but only if (A)

14 he is the father of her son or daughter, (B) he legally

15 adopted her son or daughter while he was married to her

16 and while such son or daughter was under the age of 18,

17 (C) she legally adopted his son or daughter while he was

18 •married to her and while such son or daughter was under

19 the ge of 18, or (D) he was married to her at the time

20 both of them legally adopted a. child under the age of 18.

21 "(7) The term 'surviving divorced parent' means a

22 surviving divorced mother as defined in paragraph (3) of

23 this subsection or a surviving divorced father as defined in

24 paragraph (6) .".

25 (d) Section 202 (c) (1) of such Act (as amended by



63

1 section 311 (a) (2) of this Act) is further amended by in-

2 serting "(subject to subsection (s))" before "be entitled

3 to" in the matter following subparagraph (E). and pre-

ceding subparagraph (F).

(e) Section 202 (c) (I) (B) of such Act is amended by

6 inserting after "62" the following: "or (in the case of a.

7 husband) has in his care (individually or jointly with such

8 individual) at the time of filing such application a. child en-

9 titled to child's insurance bnefits on the basis of the wages

10 and self-employment income of such individual".

11 (f) Section 202 (c) (1) of such Act (as amended by

12 section 311 (a) (2) (C) of this Act) is further amended by

13 redesignating the new siibparagraphs (J) and (K) as sub-

14 paragra.phs (K) and (L), respectively, and by adding after

15 subparagraph (I) the following new subparagraph:

16 "(J) in the case of a husband who has not attained

17 age 62, no child of such individual is entitled to a child's

18 insurance benefit,".

19 (g) Section 202 (f) (1) (C) of such Actis amended by

20 inserting " (1) " after " (C) ", by adding "or" after "223,",

21 and by inserting at the end thereof the following new clause:

22 "(ii) was entitled, on the basis of such wages and

23 self-employment income, to father's insurance benefits for

24 the month preceding the month in which he attained age

25 65,".
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1 (h) Section 202 (f) (6) of such Act is amended by

2 striking out "or" at the end subparagraph (A), by adding

3 "or" after the comma at the end of subparagraph (B), and

4 by adding after and below subparagraph (B) the following

5 new subparagraph:

6 "(C) the last month for which he was entitled to

7 father's insurance benefits on the basis of the wages and

8 self-employment income of such individual,".

9 EFFECT OF MARRIAGE ON CHILDhOOD DISABILITY

10 BENEFICIARY

11 SEC. 317. (a) Section 202 (d) (5) of the Social Secu-

12 rity Act is amended by striking out "a male individual" in

13 the matter following subparagraph (B) and inserting in

14 lieu thereof. "an individual"..

15 (b) The amendment made by subsection (a) of this

16 section shall be effective with respect to benefits under title

17 II of the Social Security Act for months after December

18 1977, but only in cases where the "last month" referred to

19 in section 202 (d) (5) of such Act is a month after December

20 1977.

21 EFFECT OF MARRIAGE ON OTHER DEPENDENTS' OR

22 DEPENDENT SURVIVORS' B1NEFITS

23 SEC. 318. (a) Section 202 (c) (4) of the Social Secu-

24 rity Act (as added by section 311 (a) (4) of this Act) is

25 further amended by inserting before the period at the end
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thereof the following: "; except that, in the case of such a

2
marriage to an individual entitled to benefits under subsec-

tion (d), the preceding provisions of 'this paragraph shall not

apply with respect to benefits for month's after the last month

for which uch individual is entitled to such 'benefits under

6
subsection (d) unless she ceases to be so entitled by reason

of her death".

(.b) Section 202 (f) (4) of sudi Act is amended by in-

serting before the period at the end thereof the following:

10 " except that, in the case of such a marriage to an individual

entitled to benefits under 'subsection (d), the preceding pro-

12 visions of this paragraph shall not 'apply with respect to

13 'benefits for months after the last month for which such

14 individual is entitled to such benefits under subsection (d)

15 unless she ceases to be so entitled by reason of her death".

16 (c) Section 202 ('h) (4) of such Act is amended by

17 striking out "a male individual" in the matter following

18 'clause (B) and inserting in lieu thereof "an individual".

19 (d) The amendments made 'by this section shall be

20 effective with respect to benefits under title II of the 'Social

21 Security Act for months after December 1977, but only in

22 case's where the "last month" referred to in section 202 (c)

23 (4), 202(f) (4), 202(g) (3), or 202(h) (4) is a month

24 after December 1977.
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3 TREATMENT OF SELF-EMPLOYMENT INCOME IN

2 COMMUNITY PROPERf1Y SPATES

3 SEC. 319. (a) Section 211 (a) (5) (A) of the Social

4 Security Act and section 1402 (a) (5) (A) of the Internal

5 Revenue Code of 1954 are each amended by striking out

6 "husband unless the wife exercises substantially all of the

7 management and control of such trade or business, in which

8 case all of such gross income and deductions shall be treated

9 as the gross income and deductions of the wife" and inserting

10 in lieu thereof "spouse who exercises the greater manage-

11 ment and control over the trade or business, except that such

12 income and deductions shall be divided equally between the

13 two spouses if each spouse exercises the same amount of

14 management and control over the trade or business".

15 (b) The amendment's made by subsectiOn (a) shall be

16 effective with respect to taxable years beginning after De-

17 cember 1977.

18 .CREDIT FOR CERTAIN MILITARY SERVICE

19 SEc. 320. Section 217 (f) of the Social Security Act

20 is amended by striking out "widow" each place it appears

21 and inserting in lieu thereof "surviving spouse", and by

22 striking out "her" each place it appears in paragraph (2)

23 and inserting in lieu thereof "his".
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1 CONFORMING AMENDMENTS

2 SEC. 321. (a) Section 202 (b) (3) (A) of the Social

3 Security Act (as amended by section 311 (a? (6) of this

4 Act) is further amended by inserting "(g) ," after "(f) ,".

5 (b) Section 202(p) (1) of such Act is amended by

6 striking out "subparagraph (C) of subsection (c) (1)"

7 and inserting in lieu thereof "subparagraph (D) of sub-

8 section (c) (1)".

9 (c) Section 202 (q) (3) of such Act is amended by

10 inserting "or surviving divorced husband" after "widower"

11 in subparagraphs (E), (F) , and (G).

12 (d) Section 202 (q) (5) of such Act is amended—

13 (1) by inserting "husband's or" before "wife's"

14 each place it appears;

15 (2) by inserting "he or" before "she" each. place

16 it appears;

17 (3) by inserting "his or" before "her" each place

18 it appears;

19 (4) by striking out "the woman" in subparagraph

20 (B) (ii) and "a woman" in subparagraph (C) and

21 inserting in lieu thereof "the individual" and "an mdi-

22 vidual", respectively; and

23 (5) in subparagraph (B), by inserting "widower's
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or" before "widow's"; by inserting "wife or" before

2 "husband" each place it appears; by inserting "wife's

3 or" before "husband's" each place it appears; and by

4 inserting "father's or" before "mother's".

5 (e) (1) Section 202 (q) (6) (A) (i) of such Act is

6 amended by striking out "or husband's insurance" in sub-

7 division (I), and by inserting "or husband's" after "wife's"

8 in subdivision (II).

9 (2) Section 202 (q) (7) of such Act is amended, in

10 subparagraph (B), by inserting "husband's or" before

11 "wife's", by inserting "he or" before "she", and by insert-

12 ing "his or" •before "her", and in subparagraph (D) by

13 inserting "or widower's" after "widow's".

14 (f) (1) Section 202 (s) (1) of such Act is amended

15 by inserting "(c) (1)," after" (b) (1),".

16 (2) Section 202 (s) (2) of such Act is amended by

17 inserting "(c) (4)," after "(b) (3),".

18 (3) Section 202 (s) (3) of sudh Act is amended by

19 inserting "(c) (4) ," after "(b) (3) ,", and by inserting

20 " (f) (4)," after " (e) (3) ,".

21 (g) Section 203 (a) (3) of such Act (as in effect in

22 December 1977) is amended by inserting ", or as a divorced

23 husband under section 202 (c) or as a surviving divorced

24 husband under section 202(f) ," after "section 202 (e) ",

25 by striking out "she" and inserting in lieu thereof "he or
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. she", and by inserting "or divorced husband or surviving

2
divorced husband" after "such divorced 'wife or surviving

divorced wife".

(h) The third sentence of section 203 (b) of such Act

is amended by inserting "or father's" after "mother's".

6 (i) The textof section 203 (c) of such Act is amended

7 to read as follows—

8 "(c) Deductions, in such amounts and at such time or

9 times as the Secretary shall determine, shall be made from

10 any payment or payments under this title to which an mdi-

vidual is entitled, until 'the total of such deductions equals

12 such individual's benefits or benefit under section 202 for

13 any month—

14 "(1) in which such individual is under the 'age of

15 seventy-two and on seven or more different calendar

16 days of which such individual engaged in noncovered

17 remunerative activity outside the United States; or

18 "(2) in which such individual, if a wife or husband

19 under age sixty-five entitled to a wife's or husband's

20 insurance benefit, did not have in his or her care (mdi-

21 vidually or jointly with his or her spouse) a child of such

22 spouse entitled to a child's insurance benefit and such

23 wife's or husband's insurance benefit for such month was

24 not reduced under the provisions of section 202 (q) ; or

25 "(3) in which such individual, if a widow or wid-
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1 ower entitled to a mother's or father's insurance benefit,

2 did not have in his or her care a child of his or her de-

3 ceased spouse entitled to a child's insurance benefit; or

4 "(4) in which such an individual, if a surviving

5 divorced mother or father entitled to a mother's or

6 father's insurance benefit, did not have in his or her care

7 a child of his deceased former spouse who (A) is his or

8 her son, daughter, or legally adopted child and '(B) is

9. entitled to a child's insurance benefit on the basis of the

10 wages and self-employment income of such deceased

11 former spouse.

12 For purposes of paragraphs (2), (3), and (4) of this sub-

13 section, a child shall not be considered to be entitled to a

14 child's insurance benefit for any month in which paragraph

15 (1) of section 202 (s) applies or an event specified in sec-

16 tion 222 (b) occurs with respect to such child. Subject to

17 paragraph (3) of such section 202 (s), no deductions shall

18 be made under this subsection from any child's insurance

19 benefit for the month in which the child entitled to such

20 benefit attained the age of eighteen or any subsequent month;

21 nor shall any deduction be made under this subsection from

22 any widow's insurance benefits for any month in which the

23 widow or surviving divorced wife is entitled and has not

24 attained age sixty-five (but only if she became so entitled

25 prior to attaining age sixty), or from any widower's insur-
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1
ance benefit for any month in which the widower or surviv-

2 ing divorced husband is entitled and has not attained age

sixty-five (but only if he became so entitled prior to attain-

4 ing age sixty) .".

5 (j) Section 203 (d) of such Act is amended by inserting

6 "divorced husband," after "husband," in paragraph (1),

and by inserting "or father's" after "mother's" each place it

s appears in paragraph (2).

(k) (1) Section 205 (b) of such Act (as amended by

10 section 311 (d) (1) of this Act) is further amended by

i inserting "surviving divorced father," after "mother,".

12 (2) Section 205 (c) (1) (0) of such Act (as amended

13 by section 311 (d) (2) of this Act) is further amended by

14 inserting "surviving divorced father," after "surviving

15 divorced mother,".

16 (1) Section 216 (f) of such Act is amended by inserting

17 "(0) ," before "(f)" in clause (3) (A).

18 (m) Section 216 (g) of such Act is amended by insert-

19 ing" (c) ," before " (f)" in clause (6) (A).

20 (n) Section 222 (b) (1) of such Act is amended by

21 striking out "or surviving divorced wife" and inserting in

22 lieu thereof, "surviving divorced wife, or surviving divorced

23 husband".

24 (o) Section 222 (b) (3) of such Act is amended by

25 inserting "divorced husband," after "husband,".
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1 (p) Section 222 (b) (2) of such Act is amended by

2 inserting "or father's" after "mother's" each place it appears.

3 (q) Section 222 (d) (1) of such Act is amended by

4 inserting "and surviving divorced husbands" after "for

5 widowers" in the matter following clause (iii).

6 (r) Section 223 (d) (2) of such Act is amended by

7 striking out "or widower" where that term appears in sub-

8 paragraphs (A) and (B) and inserting in lieu thereof

9 "widower, or surviving divorced husband".

10 (s) ction 225 of such Act is amended by inserting "or

11 surviving divorced husband" after "widower".

12 (t) (1) Section. 226 (h) (3) of such Act is amended to

13 read as follows:

14 "(3) For purposes of determining entitlement to hos-

15 pital insurance benefits under subsection (b), any disabled

16 widow age 50 or older who is entitled to mother's insurance

17 benefits (and who would have been entitled to widow's

18 insurance benefits by reason of disability if she had filed

19 for such widow's benefits), and any disabled widower who

20 is entitled to father's insurance benefits (and who would

21 have been entitled to widower's insurance benefits by reason

22 of disability if he had filed for such widower's benefits),

23 shall, upon application for such hospital insurance bene-

24 fits, be deemed to have filed for such widow's or widower's

25 benefits.".
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(2) For purposes of determining entitlement to hospital

2 insurance benefits under section 226 (h) (3) of the Social

Security Act, as amended by paragraph (1) of this subsec-

4 tion, an individual becoming entitled to such hospital insur-

ance bepefits as a result of the amendment made by such

6 paragraph shall, upon furnishing proof of such disability

within twelve months after the month of enactment of this

8 Act, under such procedures as the Secretary may prescribe,

be deemed to have been entitled to the widow's or widower's

10 benefits referred to in such section 226 (h) (3), as so

amended, as of the time such individual would have been

12 entitled to such widow's or widower's benefits if he or she

13 had filed a timely application therefor.

14 EFFECTIVE DATE

15 SEc. 322. Except as otherwise specifically provided in

16 this part, the amendments made by this part shall apply only

17 with respect to monthly benefits payable under title II of the•

18 Social Security Act for months after December 1977.

19 PART C—EFFECT OF MARRIAGE, REMARRIAGE, AND

20 TERMINATING OR REDUCING BENEFITS

21 ELIMINATION OF MARRIAGE OR REMARRIAGE AS FACTOR

22 TERMINATING OR REDUCING FENEFITS

23 SEC. 331. (a) (1) Section 202(b) (1) of the Social

24 Security Act is amended—
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1 (A) by adding "and" at the end of subparagraph

2 (B),

3 (B) by striking out subparagraph (C),

4 (C) by striking out subparagraph (H), and

5 (D) by redesignating subparagraphs (D), (E),

6 (F), (G), (I), (J), and (K) as subparagraphs (0),

7 (B), (E), (F), (G), (H) and (I), respectively.

8 (2) Section 202 (b) of such Act is further amended by

9 striking out paragraph (3).

10 (b) (1) Section 202 (c) (1) of such Act (as amended

11 by sections 311(a) '(2) and 316 (1) of this Act) is

12 amended—

13 (A) •by striking out subparagraph (C),

14 (B) by striking out subparagraph (I), and

15 (C) by redesignating subp'aragraphs (B), (E),

16 (F), (G), (H), (J), (K) , and (L) as :subparagraphs

17 (0), (B), (E), (F), (G), (H), (I), and (J),

18 respectively.

19 (2) Section 202 (c) of such Act is further amended by

20 striking out paragraph (4) (as added by section 311(a)

21 (4) of this Act and amended by section 318 (a)).

22 (3) Section 202 (c) (2) of such Act (as amended by

23 section 311 (a) (5) of this Act) is further amended by

24 striking out "(B)" in the matter immediately preceding

25 subparagraph (A) and inserting in lieu thereof "(C) ".
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1 (c) (1) 'Section 202 (d) (1) of such Act is amended—

2 (A) by striking out "was unmarried and" in sub-

3 paragraph (B), and

4 (B) by striking out "or marries," in subparagraph

5 (D).

6 (2) Section 202 (d) of such Act is further amended by

7 striking out paragraph (5), and by redesignating paragraphs

8 (6) through (9) as paragraphs (5) through (8), respec-

9 tively.

10 (d) (1) Section 202(e) (1) of such Act is amended—

11 (A) by striking out subparagraph (A),

12 (B) by striking out "paragraph (5)"in subpara-

13 graph (B) and inserting in lieu thereof "paragraph

14 (3) ",

15 (C) by striking out "subparagraph (B)" in sub-

16 paragraph (E) and inserting in lieu thereof "subpara-

17 graph (A)",

18 (D) by striking out "subparagraph (B) ", "para-

19 graph (6) ", and "paragraph (5)" subparagraph

20 (F) and inserting in lieu thereof "subparagraph (A) ",

21 "paragraph (4) ", and "paragraph (3) ", respectively,

22 (E) by striking out "remarries, dies," in the matter

23 following subparagraph (F) and inserting in lieu thereof

24 "dies, or", and
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1 (F) by redesignating subparagraphs (B) through

2 (F) as subparagraphs (A) through (E), respectively.

3 (2) Section 202 (e) (2) (A) of such Act is amended by

4 striking out ", paragraph (4) of this subsection,".

5 (3) Section 202 (e) of such Act is further amended by

6 striking out paragraphs (3) and (4), and by redesignating

7 paragraphs (5), (6), and (7) as paragraphs (3), (4), and

8 (5), respectively.

9 (4) The paragraph. of section 202 (e) of such Act re-

10 designated as paragraph (3) by paragraph (3') of this sub-

11 section is amended by striking out "(1) (B) (ii)" and in-

12 serting in lieu thereof "(1) (A) (II) ".

13 (5) The paragraph of section 202 (e) of such Act re-

14 designated as para.graph (4) by paragraph (3) of this sub-

15 section is amended—

16 (A) by striking out "paragraph (1) (F)" and in-

17 serting in lieu thereof "paragraph (1) (E) ", and

18 (B) by striking out "paragraph' (5)" and inserting

19 in lieu thereof "paragraph (3) ".

20 (e) (1)Section 202 (f) (1) of such Act (as amended

21 by the preceding provisions of this title) is further

22 amended—

23 (A) by striking out subparagraph (A),

24 (B) by striking out "paragraph• (6)" in subpara-
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1
graph (B) and inserting in lieu thereof "paragraph

Ill \,,
2

3 (0). by striking out "subparagraph (B)" in sub-

4 paragraph (F) and inserting in lieu thereof "subpara-

graph (A)",

6 (D) by striking out "subparagraph (B) ", "para-

graph : (7) ", and "paragraph (6)" in subparagraph

8 (G) and inserting in lieu thereof "subparagraph (A) ",

9 "paragraph (5)", and "paragraph (4) ", respectively,

10 (E) by striking out "remarries," in the matter fol-

ii lowing subparagraph (G), and

12 (F) by redesignating subparagraphs (B) through

13 (G) as subparagraphs (A) through (F), respectively.

14 (2) Section 202 (f) (2) of such Act is amended by

15 striking out "subparagraph (D)" and inserting in lieu

16 thereof rsubparagraph (C)

17 (3) Section 202 (f) (3) (A) of such Act is amended

18 by striking out ", paragraph (5) of this subsection,".

19 (4) Section 202 (f) of such Act is further amended by

26 striking out paragraphs (4) and (5), and by redesignating

21 paragraphs (6), (7), and (8) as paragraphs (4), (5),.

22 and (6), respectively.

23 (5) The paragraph of section 202 (f) of such Act

24 redesignated as paragraph (4) by paragraph• (4) of this
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1 subsection is amended by striking out "(1) (B) (ii)" and

2 inserting in lieu thereof "(1) (A) (ii) ".

3 (6) The paragraph• of section 202 (f) of such Act

4 redesignated as paragraph (5) by paragraph (4) of this

5 subsection is amended by striking out "paragraph (1) (G)"

6 'and "paragraph (6)" and inserting in lieu thereof "para-.

7 graph (1) (F)" and "paragraph (4) ", respectively.

8. (f) (1) Section 202 (g) (1) of such Act (as amended

9 by section 316 (a) of this Act) is further amended—

10 (A) 'by striking out subparagraph (A),

11 (B) by striking out "subparagraph (E)" in sub-

12 paragraph (F) (i) and inserting in lieu thereof "sub-

13 paragraph (D) ",

14 (C) by striking out "he remarries," in the matter

15 following subparagraph (F) , and

16 (D) by redesignating subparagraphs (B) through

17 (F) as subparagraphs (A) through (E), respectively.

18 (2) Section 202 (g) of such Act is further amended by

19 striking out paragraph (3).

20 (g) (1) Section 202 (h) (1) of such Act is amended—

21 (A) by striking out subparagraph (0),

22 (B) by striking out "marries," in the matter fol-

23 lowing 'subparagraph (E), and

24 (0) by redesignating subparagraphs (.D) and (E)

25 as subparagra.phs (C) and (D), respectively.
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(2) Section 202 (h) of such Act is further amended by

2 striking out paragraph (4).

3 (h) (1) Section 202(k) (2) (B) of such Act is

4 amended—

5 (A) by striking out "(other than an individual

6 to whom subsection (e) (4) or (f) (5) applies) ", and

7 (B) by striking out the second sentence.

8 (2) Section 202 (k) (3) of such Act is amended—

9 (A) by striking out "(A)" immediately before "If

10 an individual is entitled to an old-age or disability

11 insurance benefit", and

12 (B) by striking out subparagraph (B).

13 (i) Section 202 (p) (1) of such Act (as amended

14 by section 321 (b) of this Act) is further amended by

15 striking out "subparagraph (D) of subsection (c) (1)',

16 clause (1) or (ii) of subparagraph (D) of subsection (f)

17 (1)" and inserting in lieu thereof "subparagraph (C) of

18 subsection (c) (1), clause (i) or (ii) of subparagraph (0)

19 of subsection (f) (1)".

20 (j) (1) Section 202 (s) (2) of such Act is repealed.

21 (2) Section 202 (s) (3) of such Act (as amended by

22 section 321-(f) (3) of this Act) is further amended by

23 striking out "so much of subsections (b) (3), (c) (4),

24 (d) (5), (e) (3), (f) (4), (g) (3) , and (h) (4) of this

25 section as follows the semicolon,".
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1 DURATION-OF-MARRIAGE REQUIREMENT FOR DIVORCED

2 SPOUSES AND SURVIVING DIVORCED SPOUSES

3 SEC. 332. (a) Section 216 (d) of the Social Security

4 Act is amended by striking out "20 years" in paragraphs

5
.(

1) and (2), and in paragraphs (4) and (5) (as added by

6 section 311 (c) (1) of this Act), and inserting in lieu thereof

7 in each instance "5 years".

8 (b) Section 20 (b) (1) (F) 'of such Act (as redesig-

9 . nated by section 331 (a) (1) (D) of this Act) is amende1

10 by striking out "20 years" and inserting in lieu thereof

11 "5 years"..

12 (c) Section 202 (c) (1) (Q) of such Act (as added by

13 section 311(a) (2) (0) of this Act and redesignated by

14 section 331 (b) (1) (C)) is amended .by striking out "20

15 years" and inserting in lieu thereof "5 years".

16 EFFECTIVE DATE

17 SEC. 333. (a) The amendments made by this part shall

18 apply only with respect to monthly benefits payable under

19 title II of the Social Security Act for months after December

20 1978, and, in the case of individuals who are not entitled

21 to benefits of the type involved under such title for December

.22. 1978, only on the basis of applications filed on or after

23 January 1, 1979.

24 (b) An individual whose entitlement to monthly in-

25 surance benefits under subsection (b), (c), (d), (e), (f),
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•i (g), or (h) of section 202 of the Social Security Act

2 terminated on account of such individual's marriage or re-

3 marriage, or on account of the termination (except by reason

4 of death) of the benefits to which such individual's spouse

5 was entitled under section 223 (a) or section 202 (d) (1) (B)

6 (ii) of such Act, prior to January 1979, may again become

7 entitled to such benefits (provided no event which would

8 otherwise terminate such entitlement has since occurred)

9 beginning with January 1979 or, if later, with the first month

10 (after January 1979) in which he files application for such

11 reentitlement. The reentitlement of such individual to benefits

12 under such subsection (and the entitlement of other persons

13 to benefits under title II of the Social Security Act to the

14 extent related to such individual or his entitlement) shall

15 be treated for all the purposes of title II of the Social Security

16 Act as though such reentitlement were the individual's initial

17 entitlement.

18 TITLE TV—COVERAGE UNDER THE OLD-AGE,

19 SURVIVORS, AND DISABILITY INSURANCE

20 PROGRAM

21 COVERAGE OF FEDERAL EMPLOYEES

22 SEC. 401. (a) (1) Section 210 (a) of the Social Secu-

23 rity Act is amended by striking out paragraphs (5) and

24 (6).
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1 (2) (A) Section 210(1) (1) of such Act is amended to

2 read as follows:

3 "(1) Except as provided in paragraph (4), the tenn

4 'employment' shall include service (other than service per-

5 formed while on leave without pay) which is performed by

6 an individual as a member of a uniformed service on active

7 duty after December 1956.".

8 (B) Section 210 (o) of such Act is amended by striking

9 out ", notwithstanding the provisions of subsection (a) ,".

10 (C) Section 229 (a) of such Act is amended by striking

ii. out "service as a member of a uniformed service (as defined

12 in section 210 (m)) which was included h the term 'employ-

13 ment' as defined in section 210 (a) as a result of the provi-

14 sions of section 10 (1)" and inserting in lieu thereof "service,

15 as a member of a uniformed service, to which the provisions

16 of section 210 (1) (1) are applicable".

17 (b) (1) Section 3121(b) of the Internal Revenue Code

18 of 1954 (relating to definition of employment) is amended

19 by striking out paragraphs (5) and (6).

20 (2) (A) Section 3121 (m) (1) of such Code (relating

21 to service in the uniformed services) is amended to read as

22 follows:

23 "(1) INCLUSION OF SERVICE.—The term 'employ-

24 ment' shall include service (other than service performed

25 while on leave without pay) which is performed by an
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1 individual as a member of a uniformed service on active

2 duty after December 1956.".

3 (B) Section 3121 (p) of such Code (relating to Peace

4 Corps volunteer service) is amended by striking out ", not-

5 withstanding the provisions of subsection (b) of this

6 section,".

7 (c) The amendments made by this section shall be effec-

8 tive with respect to service performed after December 1981.

9 (d) (1) As soon as possible after the enactment of this

10 Act, the Secretary of Health, Education, and Welfare in

ii. consultation with the Civil Service Conimission shall under-

12 take and carry out a detailed study of how best to coordi-

13 nate the benefits of the civil service retirement system and

14 the benefits of the old-age, survivors, and disability insur-

15 ance system, with the objective of developing for Federal

16 employees a combined program of retirement, disability, and

17 related benefits which will assure that such employees are no

18 worse off, comparing their benefits under the combined pro-

19 gram with the benefits they would receive under the Federal

20 staff retirement systems then in effect, upon their coverage

21 under the old-age, survivors, and disability insurance system

22 pursuant to the amendments made by this section.

23 (2) Upon the 'completion of the study under paragraph

24 (1) and in any event no later than January 1, 1980, the

25 Seretary shall submit to the Congress a full and complete
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1 report on the results of such study together with a specific

2 and detailed plan for coordinating the benefits of the civil

3 service retirement system and the benefits of the old-age, sur-

4 vivors, and disability insurance system (along with such

5 comments or recommendations as may be appropriate with

6 respect to other staff retirement systems covering Federal

7 employees). The plan so submitted shall include such fi-

8 nancing and benefit provisions and other features as may be

9 necessary to assure that the employees involved will not be

10 placed at a disadvantage by the coordination of the benefits

11 of the systems as compared with their treatment under the

12 Federal staff retirement systems in effect prior to such

13 coordination.

14 (e) In addition to and along with the study provided

15 for under subsection (d), the Secretary shall carry out a

16 study of how best to coordinate the Medicare program and

17 the program established by the Federal Employees Health

18 Benefits Act, with the objective of developing for Federal

19 employees a combined program of health insurance benefits

20 to accompany the retirement and disability program de-

21 veloped under subsection (d). Such combined program shall

22 include the features necessary to assure that Federal em-

23 pioyees are no worse under that program, in terms of benefits,

24 than they were under the Federal Employees Health Benefits

25 Act as theretofore in effect. The study under this subsection
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j shall in general take into account the same aspects of the two

2 health msurance programs and their coordination as those

3 taken into account (with respect to the two retirement and

4 disability systems) under subsection (d); and the report

5 submitted under subsection (d) (2) shall include or be

6 accompanied by a full and complete report on the results of.

7 the study under this subsection.

8 COVERAGE OF STATE AND LOCAL EMPLOYEES

9 SEC. 402. (a) Section 218 (g) of the Social Security Act

10 is amended—

11 (1) by striking out. "Upon" in paragraph (1) and

12 "If" in paragraph (2), and by inserting in lieu thereof

13 "Subject to paragraph (4), upon" and "Subject 'to para-

14 graph (4) , if", respectively; and

15 (2) by adding at the end thereof the following new

16 paragraph:

17 "(4) No agreement under this section may be terminated

18 under paragraph (1) or paragraph (2) (either in its en-

19 tirety or with respect to any coverage group) uniess the ap-

20 plicable notice referred to in such paragraph is given on or

21 before September 13, 1977.".

22 (b) Effective with respect to service performed after

23 December 198 1—

24 (1) section 218 of the Social Security Act is

25 repealed;
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1 (2) section 210 (a) of such Act is amended by

2 striking out paragraph (7) ; and

3 (3) section 3121 (b) of the Internal Revenue Code

4 of 1954 is amended by striking out paragraph (7).

5 (c) (1) (A) Chapter 21 of the Internal Revenue Code

6 of 1954 (the Federal Insurance Contributions Act) is

7 amended by redesignating sections 3125 and 3126 as sections

8 3126 and 3127, respectively, and by inserting after section

9 3124 the following new section:

10 "SEC. 3125. RETURNS IN THE CASE OF STATE' AND LOCAL

11 GOVERNMENTAL EMPLOYEES.

12 "In the case of the taxes imposed by this chapter with

13 respect to services performed in' the employ of a State or

14 any political subdivision thereof, or hi the employ of any

15 instrumentality of a State or political subdivision thereof

16 which is wholly owned thereby, the return and payment of

17 the taxes may be made by the Governor of such State or

18 such agents as he may designate. The person making such

19 return may, for convenience of admini'stmtion, make pay-

20 merits of the tax imposed by section 3111 with respect to

21 such service without regard to the contribution and 'benefit

22 base limitation in 'section 3121 (a) (1) .".

23 (B) The table of sections for subchapter C of chapter

24 21 of such Code (as so amended) is further amended by
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1 striking out the last two, items and inserting in lieu thereof

2 the following:

"Sec. 3125. Returns in the case of State and local govern-
mental employees.

"Sec. 3126. Returns in the case of governmental employees
in Guam, American Samoa, and the District
of Columbia.

"Sec. 3127. Short title.".

3 (2) (A) Section 6205 (a) of Such Code (relating to

4 adjustment of tax) is amended—

5 (i) by striking out "3125" in paragraphs (3) and

6 (4) and inserting in lieu thereof "3126";

7 (ii) 'by redesignating paragraphs (3) and (4) as

8 paragraphs (4) and (5), respectively; and

9 (iii) by inserting alter paragraph (2) the follow-

10 ing new paragraph:

11 "(3) STATE AS EMPLOYER.—For purposes 'of this

12 subsection, in the case of remuneration received during

13 any 'calendar year from a 'State or political subdivision

14 thereof or any instrumentality which is wholly owned

15 thereby, the Governor of the State and each agent des-

16 ignated by him who makes a return pursuant to sec-

17 tion 3125 shall be deemed a separate employer.".

18 (B) Section 6413 (a) of such Code (relating to ad-

19 justment of tax) is amended—

20 (i) by striking out "3125" in paragraphs (3) and

21 (4) and inserting in lieu thereof "3126";
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1 (ii) by redesignating paragraphs (3) and (4) as

2 paragraphs (4) and (5), respectively; and

3 (iii) by inserting after paragraph (2) the follow-

4 ing new paragraph:

5 "(3) ST4TE AS EMPLOYER.—For purposes of this

6 subsection, in the case of remuneration received during

7 any calendar year from a State or political subdivision

8 thereof or any instrumentality which is wholly owned

9 thereby, the Governor of the State and each, agent des-

10 ignated by him who makes a return pursuant to sec-

11 tion 3125 shall be deemed a separate employer.".

12 (C) Section 6413 (c) (2) of such Code (relating to

13 applicability in case of certain governmental employees) is

14 amended—

15 (i) by striking out subparagraph (B) and inserting

16 in lieu thereof the following new subparagraph:

17 "(B) STATE EMPLOYEES.—For purposes of

18 this subsection, in the case of remuneration received

19 during any calendar year from a State or political

20 subdivision thereof or any instrumentality which is

21 wholly owned thereby, the Governor of the State

22 and each agent designated by him who makes a

23 return pursuant to section 3125 shall be deemed a

24 separate employer."; and
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1 (ii) by striking out "3125(a)", "3125(b)", and

2 "3125(c)" in subparagraphs (D), (E),and (F) and

3 inserting in lieu thereof "3126 (a) ", "3126 (b) ", and

4 "3126(c)", respectively.

.5 (3) Section 230 (c) of the Social Security Act is

6 amended by striking out "3125," and inserting in lieu there-

7 of "3126,".

8 (d) (1) Section 205 (c) (5) (F) (iii) of such Act is

9 amended by striking out "are made" and inserting in lieu

10 thereof "were made".

11 (2) Section 209 (i) of such Act is amended by striking

12 out "(as defined in section 218(b) (2) ) ".

.J3 (3) Section 210 (a) (10) (B) (ii) of such Act is

14 amended by striking out ", unless" and all that follows and

15 inserting in lieu thereof a semicolon.

16 (4) Section 210 (k) of such Act is repealed.

17 (5) Section 211(c) (1) of such Act is amended by

18 striking out "and in which" and all that follows and insert-

19 ing in lieu thereof a semicolon.

20 (6) Section 211 (c) (2) (E) of such Act is amended

21 by striking out "with respect to fees" and all that follows

22 and inseiting in lieu thereof ", and".

23 (e) (1) Clause (A) in the second sentence of section

24 1402 (b) of the Internal Revenue Code of 1954 is amended
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1 by striking out "under an agreement" where it thst appears

2 and all that follows down through "employees), or", and

by siTiking out the comma before "as would be wages".

• (2) Section 1402 (c) (1) of such Code is amended 'by

striking out "and in which" and all 'that follows and insert-

6 ing in lieu thereof a semicolon.

7 (3) Secti'on 1402 (c) (2) (E) o such Code is amended

8 by striking out "with respect to fees" and all that follows

9 and inserting in lieu thereof ", and".

10 (4) Section 3121(b) (10) (B) (ii) of such Oode is

ii amended by striking out ", unless" and all that follows and

12 inserting in lieu thereof a' semicolon.

13 (5) Section 3121 (j) of such Code is repealed.

14 (6) Section 6511 (d) (5) of such Code is 'repealed.

15 (f) The amendments' and repeals made• by subsections

16 (b), (c), (d), and (e) (1) 'through (5) of this section

17 shall 'be effective with respect 'to service performed after

18 December 1981. Subsection (e) (6) shall he effective with

19 respect to claims accruing after December 1981.

20 COVERAGE OF EMPLOY:EES OF NONPROFIT

21 OFIGANIZATIONS

22 . SEC. '40'3. (a) (1) Section 3121 (k) (1) of th'e Internal

'23 Revenue Code of 1954 (relating to waiver of exemption by

24 organization) is amended—

25 (A) by striking out "The period" in the first sen-
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1 'tence of subparagraph (D) and inserting in lieu thereof

2 "Subject to subparagraph (G), 'the period"; and

3 (B) by adding at the end thereof the following new

4 subparagraph:

5 "((1*) No period for which a certificate is effec-

6 tive may be terminated under subparagraph (D) or

7 paragraph (2) unless the applicable advance notice

8 referred to in such subparagraph or 'paragraph is

9 given on or before September 13, 1977.".

10 (2) Section 3121(k) (2) of such Code (relating to

11 termination of waiver period by Secretary) is amended by

12 striking out "If" and inserting in lieu thereof "Subject to

13 paragraph (1) (G), if".

14 (b). Effective with respect to service performed after

15 December 198 1—

16 (1) section 210 (a) (8) of the Social Security Act

17 is amended—

18 (A) by striking ou't "(A) " immediately after

19 "(8)",

20 (B) by striking out "thi subparagraph" where

21 it first appears and inserting in lieu thereof "this

22 paragraph", and

23 (0) by striking out subparagraph (B);

24 ' (2) section 3121 (b) (8) of the Internal Revenue

25 Code of 1954 is amended—
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1 (A) by ildng out " (A)" immediately after

" ,c
2

3 (B) by striking out "this subparagraph" where

4 it first appears and inserting in lieu thereof "this

5 paragraph", and

6 (C) by striking out subparagraph (B); and

7 (3) section 3121(k) of such Code (relating to ex-

8 emption of religious, charitable, and certain other organi-

9 zations) is repealed.

10 CREDITING OF CERTAIN FEDERAL, STATE, AND LOCAL

11 SERVICE, AND CERTAIN SERVICE FOR NONPROFIT OR-

12 GANIZATIONS, PERFORMED PRIOR TO TUE EFFECTIVE

13 DATE OF COVERAGE

14 SEC. 404. Section 213 of the Social Security Act is

15 amended by adding at the end thereof the following new

16 subsection:

17 "Crediting of Certain Federal, State, and Local Service, and

18 Certain Service for Nonprofit Organizations, Performed

19 Prior to Effective Date of Coverage

20 "(d) In the case of any individual who—

21 "(1) (A) performs service in the employ of the

22 United States or any instrumentality thereof (and derives

23 at least six quarters of coverage therefrom) on or after

24 the effective date of the repeal of section 210 (a) (5) and
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1 (6) by section 401 of the Social Security Financing

2 Amendments of 1977, and

3 "(B) also performed service in the employ of the

4 United States or any instrumentality thereof prior to

such date, or

6 "(2) (A) performs service in the employ of a State

or political subdivision or any instrumentality of any

8 one or more of the foregoing which is wholly owned

9 thereby (and derives at least six quarters of coverage

io therefrom) on or after the effective date of the repeal of

11 section 210 (a) (7) by section 402 of the Social Security

12 Financing Amendments of 1977, and

13 "(B) also performed service in the employ of a

14 State or political subdivision or any such instrumentality

15 prior to such date, or

16 "(3) (A) performs service in the employ of a

17 religious, charitable, educational, or other organization

18 described in section 501 (c) (3) of the Internal Revenue

19 Code of 1954 which is exempt from income tax under

20 section 501 (a) of such Code (and derives at least six

21 quarters of coverage therefrom) on or ófter the effective

•22 date of the repeal of section 210 (a) (8) (B) by section

23 403 of the Social Security Financing Amendments of

24 1977, and
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1
"(B) also performed service in the employ of such

2
an organization prior to such date,

each calendar quarter in which such individual performed

service described in subparagraph (B) of paragraph (1),

(2), or (3) (whichever is applicable) shall, if it is not

6
otherwise a quarter of coverage, be treated (under regula-

tions prescribed by the Secretary) as a quarter of coverage.

for all the purposes of this title.".

9 CONFORMING AMENDMENTS

10 SEC. 405. (a) (1) Section 210 (a) of the Social Se-

curity Act '(as amended by the preceding provisions of this

12 title) is further amended by redesignating paragraphs (8)

13 through (20) as paragraphs (5) through (17), respec-

14 tively.

15 (2) (A) Section 205 (o) of such Act is amended by

16 striking out "section 210 (a) (9)" and inserting in lieu

17 thereof "section 21.0 (a) (6) ".

18 (B) Section 210 (b) of such Act is amended by strik-

19 ing out "paragraph (9) of subsection (a)" and inserting, in

20 lieu thereof "paragraph (6) of subsection (a) ".

21 (C) Section 211(c) (2) of such Act is amended—

22 (i) by striking out "section 210 (a) (14).(B)" in

23 subparagraph (A) and inserting in lieu thereof "section

24 210(a) (11) (B).";
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(ii) by striking out "section 210 (a) (16)"in sub-

2
paragraph (B) and inserting in lieu thereof "section

3
210(a) (13)";

4
(iii) by striking out "section 210 (a) (11), (12),

or (15)" in subparagraph (C) and inserting in lieu

•6
thereof "section 210(a) (8), (9), or (12)"; and

7 (iv) by.striking out. "section 210(a) (20)" in sub-

8 para.graph (F) and inserting in lieu thereof "section

9 210(a) (17)".

10 (b) (1) Section 3121(b) of the Internal Revenue

Code of 1954 (relating to definition of employment), as

12 amended by the preceding provisions of this title, is further

13 amended by redesignating paragraphs (8) through (20)

14 as paragraphs (5).. through (17), respectively.

15 (2) (A) Section 1402 (c) (2) of such Code (relating

16 to definition of trade or business) is amended—

17 (i) by striking out "section 3121(b.) (14) (B)"

18 in subparagraph (A) and inserting in lieu thereof, "see-

19 tion 3121 (b) (11) (B)";

20 (ii) by striking out: "section 3121 (b) (16)" in

21 subparagraph (B) and inserting in lieu thereof "section

22 3121(b) (13)";

2. (iii) by striking out "section 3121 (b) (11), (12),
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or (15)"in subparagraph (0) and inserting in ieu

2
thereof "section 3121 (b) (8), (9), or (12) "; and

3 (iv) by striking out "section 3121 (b) (20)" in

4 subparagraph (F) and inserting in lieu thereof "section

5
3121(b) (17)".

6 (B) Section 3121 (c) of such Code (relating to in-

eluded and excluded service) is amended by striking out "by

8 subsection (b) (9)" and inserting in lieu thereof "by sub-

section (b) (6)".

10 (C) Section 3121. (r) (3) of such Code (relating to

election of coverage by religious orders) is smended by strik-

12 ing out "subsection (b) (8) (A)" and "section 210 (a) (8)

13 (A)" and inserting in lieu thereof "subsection (b) (5)"

14 and "section 21.0 (a) (5) ", respectively.

15 (D) Section 3124 of such Code (relating to estimate

16 of revenue, reduction) is amended by striking out "section

17 3121 (b) (9)" and inserting in lieu thereof "section

18 3121 (b) (6) ".

19 (c) Section 18 (2) of the Railroad Retirement Act of

20 1974 is amended by striking out "section' 210 (si) (9) of

21 the Social Security Act" and inserting in lieu thereof "see-

22 tion 210 (a) (6) of the Social Security Act",

23 (d) The amendments made by this section shall apply

24. with respect to service performed after December 1981.
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TITLE V—OTHER PROVISIONS STRENGTHENING

2
THE INSURANCE CHARACTER AND EQUITY

OF THE PROGRAM

4
LIBERALIZATION AND EVENTUAL REPEAL OF EARNINGS

5
LIMITATION

6 SEc. 501. (a) (1) Effective with respect to taxable.

years beginning on or after January 1, 1978, and before.

8 January 1, 1979—

9 (A) subsections (f) (1), (f) (3),and (f) (4) (B)

of section 203 of the Social Security Act are amended by

11 striking out "$200 or the exempt amount as determined

12 under paragraph (8)" and inserting in lieu thereof

13 "$416.6%"; and

14 (B) subsection (h) (1) (A) of such section 203 is

15 amended by striking out "$200 or the exempt amount as

16 determined under subsection (f) (8)" and inserting in

17 lieu thereof "$416.66%",

18 (2) Effective with respect to taxable years beginning

19 on or after January 1, 1979, and before January 1, 1980,

20 subsections (f)(1), (f) (3), (f).(4) (B),and (h) (1) (A)

21 àf such section 203 are amended by striking out "$416.66%"

22 and inserting in lieu thereof "$625".

23 (3) Effective with respect to taxable years beginning

24 on or after January 1, 1980, subsections (b), (d), (f), (h),
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(j), and (k) of section 203 of the Social Security Act are

2
repealed (and the amendments made by the succeeding

provisions of this section shall apply).

(b) (1) Subsection (c) of section 203 of such Act is

5 redesignated as subsection (b) ; and such subsection as so

6 redesignated is amended—

7 (A) by striking out "Nonçovered Work Outside the

8 United States or" in the heading;

9 (B) by striking out paragraph (1');

10 (0) by redesignating paragraphs (2), (3), and

(4) as paragraphs (1), (2), and (3), respectively;

12 (D) by striking out "For purposes of paragraphs

13 (2); (3), and (4)" and inserting in lieu thereof "For

1 purposes of paragraphs (1.), (2), and (3) "; and

15 (E) by striking out the last sentence.

16 ('2) Subsection (e) of such section 203 is redesignated

17 as subsection (c) ; and such subsection as so redesignated is

18 amen4ed by striking out "subsections (o) and (d)" and in-

19 serting in lieu thereof "subsection (b) ".

20 (3) Subsection (g) of such section 203 is redesignated

21 as subsection (d) ; and such subsection as so redesignated

22 is amended 'by striking out "subsection (c)" each place

23 it appears and inserting in lieu thereof "subsection (b) ".

24 (4) Subsection (i) of such section 203 is redesignated

25 as subsection (e) ; and. such subsection as so redesignated
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1
is amended by striking out "subsection (b), (c), (g), or

2 (li)" and inserting in lieu thereof "subsectiOn ('b) or (d) ".

(5) Subsection (1) of such section 203 :is redesigiated

as subsection (1); and such subsection as so redesignated

as amenled by striking out "subsection (g) or (h) (1) (A)"

6 and inserting in lieu thereof "subsection (d) ".

(c) (1.) Section 202 (n) (1) of such Act is amended

8 by striking out "Section 203 (b), (c), and (d)" and insert-

ing in lieu thereof "Section 203 (b) ".

10 (2) (A) Section 202 (q) (5) (B) of such Act is

amended by striking out "section 203 (c) (2)" and insert-

12 ing in lieu thereof "section 203 (b) (1) "..

13 (B) Section 202 (q) (7) (A) of such Act is amended

14 by striking out "deductions under section 203 (b), 203

15 (c) (1), 203(d) (1), or 222(b)" and inserting in lieu

16 thereof "deductions on account of work under section 203

17 or deductions under section 222 (b) ".

18 (3) (A) Section 202 (s)• (1) of such Act is amended

19 by striking out "paragraphs (2), (3), and (4) of section

20 203 (c)" and inserting in lieu thereof "paragraphs (1),

21 (2), and (3) of section 203 (b) ".

22 (B) Section 202 (s) (3) f such Act i amended 'by

23 striking out "the last sentence of subsection (c) of section

24 203, subsection (f) (1) (C) of section 203,".

25 (4) Section 202 (t) (7) of such Act is amended by
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striking out "6ubseotions (b), (c), and (d)" and inserting

2 in lieu thereof "Subsection (b) ".

(5) Section 202 (w) (2) (B) (ii) of such Act is

amended to read as follows:

5 "(ii) such individual (I) was not entitled to an

6 old-age insurance benefit, (II) suffered deductions,

7 in amounts equal to the amount of such benefit,

8 under section 203 (b) as in effect in the month or

9 month8 involved, or (III) would have suffered

10 deductions on account of wOrk, in amounts equal to

11 the amount of such benefit (as determined under

12 'regulations of the Secretary), under subsections (b)

13. through (I) of section 203 as in effect immediately

14 prior to the enactment of this clause (III) if such

15 subsections (other than paragraph (8) of subsection

(1)) had remained in effect through such month or

17 months.".

18 (6) Section 203 ('a) (2) (C) of such Act is amended by

19 striking out "and subsections (b), (c), and (d)" and insert-

20 ing in liefl thereof "and subsection (b) ".

21 (7) Siction 208 (a) (3) of such Act is amended by

22 striking out "under section 203 (f) of thjs title for purposes

23 of deductions 'from benefits" and inserting in lieu thereof

24 "under section 203 for purposes of deductions from 'benefits

25 on account of work",
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1
(8) Section 215 (g) of such Act is amended by striking

2
out "and deductions under section 203 (b) ".

(9) Section 1612 (a) of such Act is amended—

4 (A) by striking out "as determined under section

203 (f) (5) (O)"in paragraph (1) (A) and inserting

6
in lieu thereof "as defined in the last sentence of this

7 subsection"; and

8 (B) by adding at the end thereof the following

9 new sentence:

10 "For purposes of paragraph (1) (A), the term 'wages'

means wages as defined in section 209, but computed without

12 regard to the limitations as to amounts of remuneration spec-

13 ifled in subsections •(a), (g) (2), (g) (3), (h) (2), and

14 (j) of such section; and in making such computation services

15 which do not constitute employment as defined in section

16 210, performed within the United States by an individual

17 as an employee or performed outside the United States in

18 the active military or naval service of the United States,

• shall 'be deemed. to be employment as so defined if the

20' remuneration for such services is not includible in computing

21 the indivkluai's net earnings' or net loss from self-employ-

22 ment for purposes of title Ii."

23 • (10) Section 2 of the Railroad Retirement Act of 1974,

24' is amended by striking out subsections (f) and (g) (2).

25" (d) The aniend'ments made 'by this section shall, be
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1 effective with respect to taxable years ending after the date

2 of the enactment of this Act.

3 LIMITATION ON 'PRIMARY INSURANCE AMOUNT OF DIS-

4 ABLED OR DECEASED WORKER

5 SEC. 502. (a) (1) Section 215 (a) of the Social Secu-

6 rity Act (as amended •by section 201 (a) of this Act) is

7 further amended by adding after paragraph (5) the follow-

8 ing new paragraph:

9 "(6) Notwithstanding any other prov'ision of this

10 title, for purposes of determining fOr any nionth—

11 "(A) the amount of the disability insurance

12 benefit to which an individual is entitled under sec-

13. tion 223,

14 " (B) the amount of the old-age insurance hen-

15 efit to which an individual is entitled under section

16 202 (a) in any case where—
17 "(1) such individual was entitled to a dis-
18

ability insurance benefit for the month befOre
19 the month in which he became entitled to such
20 old-age insurance benefit, or

21 "(ii) such individual had a period of dis-
22

ability which ended prior to the morth before
'23

the month in which be became entitled to such
24

old-age insurance benefit, or
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1 "(0) the amount of the monthly insurance

2 benefit to which any person is entitled—

3 "(:i) under subsection (b), (c), or (d) of

4 section 202 on the basis of the wages and self-

5 employment income of an individual who• (I)

6 is entitled to disability insurance benefits or

7 (II) is entitled to old-age insurance, benefits

8 after having had a previous period of disability

9 which ended as described in sàbparagraph (B)

10 (ii), or

11 "(ii) undersubse(tion (d), (e), (f), (g),

12 or (h) of section 202 on the basis of the wages

13 and self-employment income of a deceased in-

14 dividual,

15 such individual's primary insurance amount (as iher-

16 wise determined under this section or for purposes of

17 section 223 (a) (2)) shall not exceed the highest pri-

18 mary insurance amount which could be determined for

19 such month under the provisions of this section ('other

20 than this paragraph), as then in effect, for a person

21 who attained age 65 and became entitled to oldage in-

22. surance benefits (without regard to section 202 (j)) in
23 the month for which such individual became entitled

24' to disability insurance benefits (in a case described in
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1 subparagraph (A), (B) (i), or (C) (i) (I)), the

2 month in which such individual attained age 65 or died

3 (in a case described in subparagraph (B) (ii) or :(C)

4 (i) (II)), or the month in which such individual died

5 (in a case described in subparagraph (C) (ii)
) ."

6 (2) Section 223 (a) (2) of such Act is amended by

7 striking out "shall be equal" in the first sentence and insert-

8 ing in lieu thereof "shall (subject to section 215 (a) (6))

9 be equal".

10 (.b) (1) SectiOn 215 (f) (2) (A) of such Act (as

11 amended by section 201 (f) (1) of this Act) is further

12 amended by inserting "or for the year in which a period

13 of disability (as defined in section 216 (1) (2) (C)) begins

14 with respect to kim, or for the year in which he dies," after

15 "disability insurance benefits,".

16 (2) Section 215 (f) (2) (B) of such Act '(as so

17 amended) is further amended by inserting before the period

18 at the end thereof the, following: "or the amount determined

19 under subsection (a) (6) ".

20 (c) (1) 'Except as provided in paragraph (2), the
21 amendments made by subsection (a) shall apply with re-

22 spect to months after December 1978 and' the amendments

23 made by subsection (b) shall apply with respect to years

24 after 1978,

.25 (2) With respect to the primary insurance amount of
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• any individual who is entitled to a disability insurance benefit

2
for the month of December 1978 or who dies in or prior to

that month, the amendments made by this section shall not

apply; but, if such individual's primary insurance amount as

5
determined for December 1978 under section 215 (a) of the

6
Social Security Act (or for purposes of section 223 (a) (2)

of such Act) exceeds the primary insurance amount whiôh

8
he would have for that month if section 215(a) (.6) of such

Act (as added by subsection (a) (1) of this section) were

10 applicable, such individual's primary insurance amount (as

so determined for December 1978) shall not be increased

12 under section 215 (i) of such Act so long as such section 215

13 (a) (6) would have the effect of reducing such primary in-

14 surance amount if it applied.

15 ACT.UABIAL REDUCTION OF BENEFIT INCREASES (To BE

16 APPLIED AS OF TIME OF ORIGiN AL ENTITLEMENT)

17 SEC. 703. (a) Effective with respect to monthly benefits

18 payable for months after December 1977, section. 202 (q)

19 (4) of the Social Security: Act is• amended by striking out

20 all that follows subparagraph (B) and inserting in lieu

21 thereof the following:

22 "then the amount of the reduction of such benefit (after the

23 application of any adjustment under paragraph (7)') for

24 each month beginning 'with 'the month of" such increase in

25 the primary insurance amOunt shall be computed under
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1 paragraph (1) or (3), whichever applies, as though the

2 increased primary insurance amount had been in effect for

3 and after the month for which the individual first became

4 entitled to such monthly benefit reduced under such para-

5 graph (1) or (3).".

6 (b) For purposes of applying section 202 (q) (4) of

7 the Social Security Act, as amended by subsection (a) of

8 this section, to monthly benefits payable for any month after

9 December 1977 'in the case of an individual who was

10 entitled to a monthly benefit as reduced under section 202

ii. (q) (1) or (3) .of such Act prior to January 1978, the

12 amount of reduction in such benefit for the first month for

13 which such benefit is increased by reason of an increase in

14 the primary insurance amount of the individual on whose

15 wages and self-employment income such benefit is based and

16 for all subsequent months ('and similarly for all subsequent

17 increases) shall be increased 'by a percentage equal to the,

18 percentage of the increase in such primary insurance amount

19 (such increase being made in accordance with the provi-

20 sions of section 202 (q) (8) of such Act). Where such mdi-

21 vidual's benefit, reduced under section '202 (q) of such Act,

22 is increased as a result of the use of an 'adjusted reduction

23 period or an additional adjusted reduction period (in ac-

24 cordance with paragraphs (.1) and (3) 'of such section 202'

25 (q)), then for the first month for which such increase is
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1 effective and for all subsequent months, the amount of such

2 reduction (after the application of. the previous sentence,

if an increase in the primary insurance amount is applicable)

shall be determined—

5 (1) in the •case of old-age and spouse's insurance

6 benefits, by multiplying such amount by the ratio of (A)

•
the number of months in the adjusted reduction period

8 to (B) the number of months in the reduction period,

9 (2) in the case of widow's and widower's insurance

10 benefits for the month in which such individual attains

age 62, by multiplying such amount by. the ratio of

12 (A) the number of months in the reduction period be-

13 ginning with age 62 multiplied by 1% 0 of 1 per centum,

plus the number of months in the adjusted reduction

15 period prior to age 62 multiplied by 1% 0 of 1 per cen-

16 turn, plus, the number of months in the adjusted addi-

17 tional reduction period multiplied by 4%40 of 1 per cen-

18 turn to (B) the number of months in the reduction

19 period multiplied by 1¾ 0 of 1 per centuxn, plus the nuin-

20 ber of months in the additional reduction period multi-

21 plied 'by 4% 40 of 1 per centum, and

22 (3) in the case of widow's and widower's insurance

23 benefits for, the month in which such individual attains

24 age 65, by multiplying such amount by the ratio of (A)

2 the number of months in the adjusted reduction period
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1 multiplied by 1% o of 1 per centum, plus the number of

2 months in the adjusted additional reduction period mul-

3 tiplied by %o of 1 per centuxn to (B) the number of

4 months in the reduction period beginning with age 62

5 multiplied by 1% o of 1 per centum, plus the number of

6 months in the adjusted reduction period prior to age 62

7 multiplied by 1 % o of 1 per centum, plus the number of

8 months in the adjusted additional reduction period.

9 multiplied by 4%4 of 1 per centum,

10 with each such decrease being made in accordance with the

11 provisions of section 202 (q) (8) of such Act.

12 (c) When an individual is entitled to more than one
13 monthly benefit under title II of the Social Security Act for
14 any month and one or more of such benefits are reduced
15 under section 202 (q) of the Social Security Act, as amended

16 by this Act, subsection (b) of this section shall apply
17 separately to each such benefit before the application of sec-

18 tion 202 (k) of such Act (pertaining to the method by
19 which monthly benefits are offset when an individual is
20 entitled to more than one kind of benefit), and the applica-

21 tion of this subsection shall operate in conjunction with
22 section 202 (q) (3) of the Social Security Act.
23 (d) (1) Section 202 (q) (7) (0) of the Social Security
24 Act is amended by striking out "because" and all tha.t follows
25 and inserting in lieu thereof "because of the occurrence of
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1 an event that terminated her or his entitlement to such

2 benefits,".

3 (2) Section 202 (q) (3) (H) of such Act is amended

4 by inserting "for that month or" after "first entitled".

5 DEFINITION

6 SEC. 504. As used in this Act and the amendments to

7 the Social Security Act made by this Act, the term "Sec-

8 reta.ry" means, unless the context otherwise requires, the

.9 Secretary of Health, Education, and Welfare.
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A BILL
To amend the:social Security Act and the In-

ternal Revenue Code of 1954 to strengthen
the financing of the social security system,
to reduce the effect of wage and price fluctu-
ation on the system's benefit structure, to
provide for a gradual increase in retirement
age from sixty-five to sixty-eight, to improve
the treatment of women (through the estab-
lishment of a working spouse's benefit and
otherwise) and to eliminate gender-based
discrimination, to provide coverage under
the system for officers and employees of the
United States, of State and local govern-
ments, and of nonprofit organizations, to in-
crease and ultimately repeal the earnings
limitation, and for other purposes.

By Mr. CONABLE

OCTOBER 17, 1977

Referred to the Committee on Ways and Means
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MARCH 29, 1977

Mr. BvR of Massachusetts (for himself, Mr. ANNUNZIO, Mr. BLANCHARD,

Mr. BURLISON of Missouri, Mr. Br.omN, Mr. COCHRAN of Mississippi, Mr.
Enito, Mr. FLOWERS, Mr. IIAMMERSCHMIDT, Mr. HARRINGTON, Mr.
HNER, Mr. JACOBS, Mr. JONES of Oklahoma, Mr. LUJAN, Mr. MCDADE,
Mr. MAIION, Mr. MOAELEY, Mr. Mvnrirr of New York, Mr. OBERSTAR, Mr.
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Reported from the Committee on Ways and Means
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Reported from the Committee on Post Office and Civil Service with amend-
merits, committed to the Committee of the Whole House on the State of
the Union, and ordered to be printed

[Strike out all after the enacting clause and insert the part printed In Italic]

A BILL
To provide that certain persons who were originally appointed

as supplemental security income hearing examiners under

pre-1976 provisions of title XVI of the Social Securitr Act

shall without any restriction be deemed appointed as admin-

istrative law judges.

Be it enacted by the Senate and House of Representa-

2 tives of the United States of America in Congress assembled,

3 That the peroons who wcrc appointed e eee as hcaring



2

j cxamiruidcr section 1631 (d) (2) of the Socitd Security

2 et -(as in effect prkr to January 2 1976), and who by

3 section of PiiblicLaw 94 202 were dccmcd to be appointed

4 under scetion 3105 of'ti4e ö'Unitcd States Code (with such

5 appointments terminating no later than M the close of the

6 pcriod cn'ding Dcccmbcr 4- 1978), shall ho dcèmcd ap-

7 pointcd to carccr absolute positions as hcaring examiners

•8 under and in accordance with seetion 3105 of title United

9 Statcs €e4e. with the same authority end tcnurc (without

10 regard to the expiration of such pcriod) as hearing examiners

11 appointed directly under such section 3105, and shall rcccivo

12 compensation at the same i'ate as hearing examiners ap-

13 pointed by the Secretary of Health, Education, and Welfare

14 directly under such sction 3105. 414 of the provisions of

15 title Unitcd, States, Code, and the regulations promulgated

16 pursuant thereto, whieh ee applicable to hearing examiners

17 appointed under such section 3105, shall apply to the persons

18 dcscrihcd in the preceding sentence.

19 That section 3 of the Act of January 2, 1976, entitled

20 "An Act to amend the 'Social Security Act to expedite the

21 holding of hearings under titles II, XVI,. and XVII1 by

22 establishing uniform review procedures under such titles, and

23 for other purposes" (Public Law 94—202; '42 U.S.C. 1383

24 note) is amended by striking out "but their appointments shall

25 terminate not later than at the close of the period ending
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1 December 31, 1978, and during that period" and inserting in

2 lieu thereof "and their appointments shall be on a nontem-

3 porary basis, and".

4 SEc. 2. (a) Effective at the beginning of the first pay

5 period beginning after the date an individual in a temporary

6 AU position meets the minimum qualifications for appoint-

7 ment under section 3105 of title 5, United States Code, the

8 grade of any temporary. AU position, he holds shall be the

9 minimum grade in effect on October 1, 1977, for any

10 position under such section 3105, but only for so long as he

11 continues, in such a temporary AU position withowt a break

12 in sérice of 1 work day or more.

.13 (b) .For..purposes of this section, 'the term "temporary

14 AU position" means any positi&n .to which the 'provisions

15 of section 3 of the Act of January:2, 1976, applies.

Amend the title so as. to read.: "A bill to provide: that

certain persons who were originally appointed as supple-
mental security income hearing examiners under pre-1976

provisions of title XVI of the Social Security Act shall be

deemed appointed a,s administrative law judges,".
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A BILL
To provide that certain persona who were, originally

appointed as supplement security income hearing
examiners under pre-1976 provisions of title XVI
of the Social Security Act shall without any re-
striction be deemed appointed as administrative
law judges.

By Mr. Bvnnn of Massaclnisetts,, Mr. ANNUNZI0, Mr.
BLANCRARD, Mr. Bunusoic of Missouri, Mr. BLOUIN,
Mr. CocMBiq of Mississippi, Mr. En.Brso, Mr.
Frownss, Mr. HAMMERSOHMIDT, Mr. HABRI1cGTON,
Mr. HEFNEE, Mr. JAcoBs, Mr. JONES oi Oklahoma,
Mr. LUJAZr, Mr. MODADE, Mr. hL&noN, Mr. Mo&x-
ir, Mr. MURPHY of New York, Mr.. OBznsuAn, Mr.
PRurns, Mr. R0DIN0, Mr. ST GRRMAIN, Mr. CH&nzLs
Wn.soN of Texas, Mr. WON PAy, and Mr. Zxmrrz

MARcH 29,1977
Referred jointly to the Committees on' Post Office and

Civil Service and Ways and Means
SEPTEMBER 22, 1977

Reported from the Committee on Ways and Means
OCTOBER 31, 1977

Reported frona'the Committee on Post Office and Civil
Service with amendments, committed to the Com-
mittee of the Whole House ;on the State of the
Union, and ordered to be printed
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BACKGROUND MATERIAL ON H.R. 5723: CONVERSION
OF TEMPORARY SOCIAL SECURITY AU'S

The text of H.R. 5723 and cosponsors follow (identical bifis H.R.
5724, H.R. 5725, H.R. 6185, H.R. 6381, and H.R. 6495):

9kis CONGRESS

5723

IN THE HOUSE OF REPRESENTATIVES

MARCH 29,1977

Mr. BURKR of Massnclmsetts (for himself, Mr. Awwuszio, Mr. BLANCHARD,
Mr. BuRLisox of Missouri, Mr. Btouix, Mr. COChRAN of Mississippi, Mr.
EILBERO, Mr. FLOWERS, Mr. IL%MMERSCIIMIDT, Mr. HAURINOTON, Mr.
RaISER, Mr. JAc0U8, Mr. Joxs of Oklahoma, Mr. LuJAX, Mr. McDaoz,
Mr. MAHON, Mr. MoAxI,v, Mr. MURPHY of New York, Mr. OBER5TAR, Mr.
Pyan, Mr. RODINO, Mr. ST GERMAIN, Mr. CIIAULEA WILsoN of Texas,
Mr. WON PAT, and Mr. ZEPERErFI) introduced the following bill; which
was referred jointly to the Committeeson Post Office and Civil Service and
Ways and Means

A BILL
To provide that certain persons who were originally appointed

as supplemental security income hearing examiners tinder

pre—1976 provisions of title XVI of the Social Security Act

shall without any restriction be deemed appointed as admin-

istrative law judges.

1 Be it enacted by the Senate and House of Renresenla-

2 lives of the United States of America in Congress assembled,

3 That the persons who were appointed to serve as hearing

4 examiners under section 1631 (d) (2) of the Social Security

Act (as in effect prior to January 2, 1976), and who by

(1)
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2

1 section 3 of Publió Law 94—202 were deemed to be appointed

2 under section 3105 of title 5, United States Code (with such

appointments terminating no later than at the close of the

4 period ending December 31, 1978), shall be deemed ap-

pointed to career-absolute positions as hearing examiners

6 under and in accordance with section 3105 of title 5, United

States Code, with the same authority and tenure (without

s regard to the expiration of such period) as hearing examiners

9 appointed directly under such section 3105, and shall receive

10 compensation at the same rate as hearing examiners ap-.

i pointed by the Secretary of Health, Education, and Welfare

12 directly under such section 3105. All of the provisions of

13 title 5, United States Code, and the regulations promulgated

14 pursuant thereto, which are applicable to Ijearing examiners

15 appointed under such section 3105, htl1 apply to the persons

16 described in the preceding sentence.

OSm CO!GRESS
leT SESSIoN F!. R. 5724

Mr. BURKE of fassadiusetts (for liiiiiscIf, Mr. AliDNon, Mr. ADDARBO, Mr.
ALLEN, Mr. ANDERSON of California, Mr. BREAUX, Mr. Bnoyiiiu, Mr.
CoiusN, Mr. DIUNAN, Mr. GMAN, Mr. LtFALt, Mr. LEhMAN, Mr.
MINETA, Mr. Morra, Mr. MURPhY of Illinois, Mr. NEAL, Mr. QUILLEN, Mr.
RO8ENTUAL, Mr. SEIIIERLINO, Mrs. SPELLMAN, Mr. STUDDS, Mr. TUCKER,
Mr. VAN DEERLIN, Mr. VENTO, and Mr. WAXSIAN) introduced the follow-
ing bill; which was referred jointly to the Committees on Post Office and
civil Service and Ways and Means

Ovz CONGRESS

SESSION H R. 5725
Mr. BURKE of Massachusetts (for himself, Mr. DE LA GARZA, Mr. BanELI,, )tr.

FASCELL, Mr. MAI1KEY, and Mr. Boa IVILS0N) introduced the following
bill; which was referred jointly to the Committees on Post Office end Civil
Service ad Ways and Means
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9ku CONGRESS

}LR.6185
Mr. Bow of Massachusetts (for himself, Mr. AUCoIN, Mr. C&mr, Mr.

DAVIS, tr. FiSans, Mr. Icuoan, Mr. PAmssox of California, Mr. Lvissr,
Mr. Roman, and Mr. Wour) Introduced the tollowing bill; which was
referred jointly to the CouuniUece on Poet Office and Civil Service an4
Ways and Means

Oovis CONGRESS

H.R.6381
Mr. Bow of Massachusetts (for himself, Mr. FRASER, Mr. Lorr, Mr. PEPPER,

Mr. Roen, Mr. Smmis, Mr. TREEN, and Mr. WNN) introduced the follow-
ing bill; which was referred jointly to the Committees on Poet Office and
Civil Service and Ways and Means

H R.. 6495is'r SESSION

Mr. MANN introduced thc following bill; whidi was refericl jointly to the
('omiiiittecs on Post Office and Civil Service and Ways nud Means
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Purpose of Legislation

H.R. 5723 (with identical bills H.R. 5724, H.R. 5725, H.R. 6185,
H.R. 6381 and HR. 6495), introduced by James A. Burke, chairman of
the Subcommittee on Social Security, and 69 cosponsors, is designed to
overcome the inabffity of the Civil Service Commission to provide
administrative law judges for the social security program. The result
has been a loss of effectiveness of the hearings process and the increas-
ing preoccupation of some 189 temporary hearing officers with their
tenure and rade situation to the detriment of their ability to concen-
trate on their jobs. At the present time there are also 427 regular Social
Security AU's which brings the total Social Security corps to 619.
Moreover, we have recently learned that an attempt will be made to
hire an additional 50 AU's in view of increasing workload and pos-
sible retirements. In March 1977, in spite of an average production
rate of 27 cases per AU, receipts exceeded production by about 1,500
cases—18,000 receipts as opposed to 16,500 production. The backlog
now stands at about 83,000 cases.

Public Law 94—202, signed by President Ford on January 2, 1976,
was designed to resolve this long-standing problem. The legislation
was developed by the Social Security Subcommittee after extensive
hearings, testimony from the Civil Service Commission and the De-
partment of HEW, interested administrative law judge organizations,
and experts on administrative law and the social security appeals
system. The main purport of the legislation was to improve and
speed up the social security appeal process inasmuch as claimants
were having to wait long periods of time for hearings on their cases.
One of the provisions in Public Law 94—202 put all social security
cases—social security, medicare, and SSI—under the same hearings
and appeal procedures. It also authorized SSI hearing examiners to
hear all these cases under the safeguards of the Administrative Pro-
cedure Act (APA) and stated that they should be converted to
regular administrative law judges under the reular administrative
law judge-APA appointment procedures. (The history of the dispute
as to whether SSI was under the APA is described in appendix A.)
These hearings officers warned the committee at that time that the
Civil Service Commission would not move expeditiously on their
applications, so the following language was included in the legislative
reports—both Ways and Means and Finance—which stated in no
uncertain terms that their experience adjudicating SSI cases should
be given great weight and that there should be no lengthy bureaucratic
delays in the appointment process.

The Committee on Ways and Means report stated:
The Office of Administrative Law Judges should be mind-

ful of its ministerial responsibilities in supplying registers
from which adequate numbers of AU's can be hired by HEW
to adjudicate social security claims. There are indicatins
that in the past these registers have not been supplied
with the !ped and with the number of candidates thereon
which HEW needed to get better control over the hear-
ings backlog. In evaluating current SSI hearings examiners
for regular AU appointments great weight should be given
to experience in actually adjudicating social security and



black lung cases and roadblocks should not be created in
unduly lengthy and bureaucratic appointment procedures.
Recent statistics show that of the 55 applications of SSI
hearing examiners for the regular AU registers which
have been acted upon by the Civil Service Commission,
only 5 hearing examiners have been found eligible. This
suggests to the committee that the Office of Administrative
Law Judges is applying its standards unrealistically. Now
that a majority of the AU corps in the Federal Government
are working under Social Security Act programs, the Civil
Service Commission should reexamine its AU appointment
standards to assure that they are relevant to the positions
that have to be ifiled. [H. Rept. 94—679, p 4.]

The rationale of the legislation was to allow a reasonable length of
time so that qualified SSI examiners and black lung judges could.
qualify under the normal merit appointment procedures. The report
further stated:

It is hoped that these requirements and procedures will be
applied in a manner to effectively serve the needs of the
Social Security Act programs. The committee is not con-
vinced that these needs have been adequately served in the
past by the Office of Administrative Law Judges, Civil Serv-
ice Commission. The performance of this office in overruling
the administering agency (}EW) in its legal opinion that
SSI was under the APA and in downgrading title II social
security adjudications as bearing "little resemblance to the
full-blown adversarial proceedings conducted by adminis-
trative law judges, under the Administrative Procedure Act,
in regulatory agencies" does not reflect the will of Congress.

The Director of the Bureau of Hearings and Appeals had testified
before the Social Security Subcommittee that there were a small
number of hearings officers whose performance was such that they
should not be given permanent AU appointments.

In the opinion of staff, the process of merit selection envisioned by
the subcommittee is not taking place. The reason for this, in large
part, is the nature of the AU selection procedure which appears to
be unable to adjust to the present Social Security hearing officer
problem. Or, to put it another way, the Civil Service Commission
appears incapable or unwilling to attempt a meaningful assessment,
under the criteria adopted by Congress, to determine which of the
temporary AU's would do effective jobs as regular AU's. It is our
opinion that unless the system is rather drastically changed a signifi-
cant number of qualified hearing officers will not be appointed to
permanent positions before their temporary appointments expire.

As will be shown in more detail later, the staff has reached the
conclusion that the procedures are not so much based on a determina-
tion of an individual's ability, experience, and skills to do the job of a
Social Security AU, but are based on (1) his previous GS-grade
rating or his "status" as a private attorney as evidenced by the level
of the court in which he may have appeared as counsel, and (2) a
subjective, evaluation of a skeletal rating form circulated to various
former employers, partners, opposing counsel, judges, which require
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checkmarks in various categories of activities as to whether the
applicant is "outstandig," "better than adequate," "adequate," and
so forth. The intricate method of grading experience and the responses,
or "vouchers," from individuals is a closely held secret in the Office
of the Administrative Law Judge of the Civil Service Commission
and applicants have virtually no idea how the score results are arrived
at. In barebones outline 80 points are necessary to get on the register—
up to 60 can come from his past legal "experience" while up to 40
points can come from the evaluation of the "vouchers."

Mr. Burke has written to Mr. Charles Dullea, Director, Office of
Administrative Law Judge, asking for the guidelines used to rate
applicants for the AU register. Mr. Dullea has answered:

* * , I am unable to provide a copy of the rating schedule
and supplements used by the Commission in connection
with examining announcement 318. These are documents
disclosures from which to sources outside the Civil Service
Commission would seriously jeopardize the examining and
evaluative processes and the principles of merit selection. I
would, of course, be glad to discuss generally the purposes
and pertinent features of these documents at any time
convenient to you.

The Committee on Ways and Means may wish to subpena these
documents because they are directly relevant to the consideration of
the substance of H.R. 5723. Staff, however, from correspondence
from temporary AU's and other secondary sources has developed
what it believes is a fairly accurate picture of how applicants for
the AU's register are rated.

Since the enactment of Public Law 202, only 15 temporary AU's
have been placed on the GS—15 AU register, and 12 have been
appointed to positions. The Director of the Bureau of Hearings and
Appeals has written to Mr. Burke that a couple of AU's who are on
the register cannot be "reached."

The following are some of the major areas of concern which have
led to the introduction of H.R. 5723.

Lack of Weight Given to SSI Experience

The most flagrant disregard of congressional intent is the Civil
Service Commission's failure to appropriately credit what is, perhaps,
the most relevant experience to an appointment as a Social Security
AU—namely, actual experience in adjudicating disability cases.
Approximately 90 percent of social security hearing cases involve
disability.

In view of the language in the committee reports the action of the
Civil Service Commission is extraordinary. Although it is very dif-
ficult to understand the rating procedures of the Office of Adminis-
trative Law Judges,' the following are the most significant instances
where SSI experience is being ignored. At the present time, more
than 80 of the 120 former SSI hearing examiners meet the requirement

I Announcement 818 (see appendix B) which purportedly outlines the manner in which applicants are
placed on the registers for ALT's Is one of the most obtuse documents released b the Federal Government.
Moreover, subcommltfee attempts to obtain the actual guidelines governing the ratios of AU's were unsuc-
cessful as previously noted.
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of Announcement 318 of having practiced law at least 7 years,2 and
all the former black lung judges,meet the requirement.

However, Announcement 318 also requires that "to qualify at each
grade level of hearing exammer position, at least 1 year of the appli-
cants qualifying experience must have been gained in the 7-year
period preceding the date of his application and must have been of
level of difficulty, complexity, responsibility, and importance charac-
teristic of at least the next lower grade in the Federal service." This
has been interpreted rigidly by the Civil Service Commission—and
contrary to the intent of Congress—to mean that experience in adjudi-
cating SSI cases prior to May 1976, could not be used to meet the
1-year requirement because the temporary AU's were not GS—14's
until that time. Thus, those AU's with no other "high grade" experi-
ence have been told that it would be a useless act to even apply
before May of this year. And even those temporary AU's who meet
the 1-year requirement onother non-SSI experience are being given
no credit for their SSI experience.3 The Commissioner of Social
Security protested this mechanistic interpretation but Civil Service
Commission Chairman Hampton responded in a negative manner.
(Letter of September 9, 1976, in response to Commissioner Cardwell
letter of July 16, 1976) Mr. Burke attempted to get a more reasonable
interpretation from the Civil Service Commission. In a letter to Mr.
Hampton, he wrote:

Most former SSI examiners will not be eligible to be placed
on regular AU registers until after April 30, 1977, even
though they have the requisite experience. The strict applica-
tion of the requirement that an individual be in grade 14 (or
equivalent) to SSI hearing officers who meet the 7 year
experience requirement seems particularly inappropriate.
The work they were doing should never have been classified
at GS—13 and you now seem to b compounding the classifica-
tion error. Your letter to the Commissioner of Social Security
which generally denies that any problems exist states that
you are "not persuaded that the year in-grade standard, one
of the conditions precedent to eligibility at GS—15, should be
shortened." It is our understanding that you have authority
to waive this requirement for otherwise qualified individuals.
[Letter of Nov. 17, 1976]

On January 14, 1977, a few days before he resigned, Commissioner
Hampton replied to Mr. Burke's letter by implication claiming lack of
1eal authority for a waiver (which he actually has) and defending the
Civil Service Commission's previous classifications of SSI hearing
examiners. Mr. Burke, on February 24, 1977, then wrote to the Chair-
man, Advisory Committee on Administrative Law Judges, Carl
Goodman, who is currently the General Counsel of the Civil Service
Commission:

In a letter on November 17, 1976, I expressed my dis-
pleasure with this situation to the then Chairman of the Civil
Service Commission, Robert E. Hampton. I will not deal at

'Public Law 94—202's expiration date of Dec. 31, 7978, was designed to allow all 997 examiners an oppor-
tunity to get this experience.

'01 the 78 temporary AU's and the 887 hearing examiners who have been assigned ratings of their ax-
penance, none has been assigned ratings in excess of 53. As will be shown later, this has made it very difficult
rot them to make the minimum score of 80 necessary to get them on the register.
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length with Mr. Hampton's response other than to say that
its tone and substance is almost entirely negative, as was an
earlier response to a call for help from Commissioner Card-
well.

There is one element of Mr. Hampton's letter which I
would like to bring to your attention because it goes to the
heart of the problem which faces the temporary AU's, the
Commission, and the Congress. The AU s are particularly
disturbed that their experience as SSI examiners is not being
properly recognized and that this is affecting them in not
allowing them the necessary 80 points to get them on the
register or, if they do get on the rgster, not allowing enough
pomts to permit the Bureau of Hearings and Appeals to
reach them on the register and make an actual appomtment.
The reason for this situation appears to be the determination
by the Office of AU that it will not count for the "level of
quahfying experience" any SSI experience prior to the enact-
ment of Public Law 94—202. Temporary AU's who are rely-
ing wholly on this experience have been advised by the Office
of AU that it is useless to apply for the register until May
1977. Moreover, the Office of AU has stated that if an apph-
cation relies primarily on SSI, black lung, or current AU
temporary experience the maximum points awarded would be
55, rather than a possible 60. Both these positions appear to
be in total disregard to the legislative history of Public Law
94—202.

The Advisory Committee at its meeting of February 25 promised to
address this matter when they meet agam later this spring. It is our
understanding that another meeting will be held in May.

In justice to the Office of Administrative Law Judges, staff does
not mean to imply they are misapplying their rules. We do believe,
however, that these rules—which have been in place foryears—do not
deal effectively with current problems in appomting ALJ's—particu-
larly those in the benefits adjudication area—and that they are in
direct conflict with Congress' direction to give great weight to SSI
experience in regular Social Security AU appointments. Cases have
been presented to staff where applicants have been credited with
55 pomts on the basis of their long experience in private practice
and then having reapplied, after their SSI experience, received the
same 55 points. A GS—13 attorney who in 1974 was appointed to be
an SSI hearing examiner would receive only 50 points today although
he has been adjudicating social security definition disability cases for
3 years. This would be the same score he would have received in
1973. A GS—14 attorney who was appointed in 1972 to be a black
lung judge would receive a score of 55 today which is precisely the
same score he would have received 5 years ago.

Of the 78 SSI hearing examiners and the temporary AU's who
have met the 7-year-experience requirement the following breakdown
of scores has been received:
Under50 0
50 13
55 65
Over 55 0
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Responses From Individuals—Vouchering

Method of inquiry
It is obvious from the above statisti5cs that it is vital for an AU

temporary to do well on this second phase of the examination—worth a
theoretical maximum of 40 points—if he is to qualify for the register
which requires a minimum of 80 points. The grading of the "vouchers"
has resulted in the following scores for the 78 SSI hearing examiners
and temporary AU's:4

Number of
Points (maximum 40): oppUcanta

lOtol5 5
16 to 20 21
21to24 19
25 15
26 to 30 16
Above30 2

Total 78

The mathematics of this are apparent. Not many of our 78 hearing
examiners are going to make 80 points, and those who do will be at the
bottom of the register.5 It would be possible for only 2 of the group to
score higher than 85.6 If on the other hand, 60 points had been given to
these ALJs for experience, as would be consistent with the legislative
history, about 60 of them would have qualified.

How is "vouchering" carried out and how are the results graded?
Announcement 318 states:

It is incumbent on the applicant to make sure that his
application and related papers contain the names and
current addresses of at least 20 individuals who havepersonal
knowledge of his experience and professional qualifications,
so that confidential inquiries may be made of a number of
them. Ordinarily, the applicant will find that he has listed
at least this number in connection with his employment
record and the cases in which he has participated. However,
if an examination of his papers indicates to him that this
is not so, he is required to add a sufficient number of names
to increase the total to 20.

and further:
In the case of each applicant who is found to have clearly

met the requirements of this announcement, confidential
inquiries will be sent to a number of individuals whose
names were furnished by him; confidential inquiries may
also be sent to other individuals selected by the Commission.

The confidential inquiries consisting of a form letter (CSC form
192, see appendix C) are sent to references furnished by the applicant
or to anyone the Commission deems has appropriate knowledge about
the candidate such as a supervisor, opposing counsel, or judge. As to
temporary AU's, inquiries are also sent to counsel who have appeared

4 It should be noted that only the results of investigation of the most recent applications are set forth. Of
the 78 individuals covered by the foregoing response, 38 percent had unsuccessfully applied for GS—15 eligi-
bility on one or mere prior occasions.

'Actually the Office of ALY states that 34 of the 79 hearing officers made an initial score of 80.
6 This Is prior to veterans preference and other possible additional points if he first cracks the 80 point

barrier.
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before them. Respondents are asked to compare the candidate with
other people they have known who have the same amount and type
of training and experience not to other applicants. They are also
asked whether they have "daily," "frequent," or "infrequent" contact
with a candidate and in what capacity they know him.

The form letter lists 11 categories to which the respondent is asked
to reply by checking boxes headed as follows: "No Opportunity to
Observe," "Less Than Adequate," "Adequate," "netter Than
Adequate," "Outstanding."

The questions posed in the "vouchers" raise issues to which the
closest associate or most critical teacher will have a hard time respond-
ing to objectively. For example, each respondent is asked to evaluate
and to rate a candidate on the following: Analyzing and evaluating
evidence; interpreting and applying laws, rules, regulations, and legal
precedent; writing statements of fact and law; recommendations and
orders; securing facts from individuals through observation and inter-
views under difficult conditions; handling difficult situations when
presenting or preparing cases; presiding at meetings, conferences, or
hearings; making independent decisions in important matters, objec-
tivity, and professional standing.

The Commission acknowledges that no absolute standard exists for
measuring the confidential inquiries it receives from the respondents.
Each respondent, depending on his own background, must make an
independent evaluation. Is it reasonable for the Civil Service Coinmis-
sion to assume that these replies are objective or in any way prepared
on a uniform basis? Doesn't civil service experience with performance
ratings by Federal job supervisors indicate the unreliability of this
type of inquiry? Will responcjents approach this task in the same
way, so that uniform standards responses will be applied? Is any
allowance made for the hard marker or the easy marker? The Com-
mission has no way of knowing definitely whether a voucher was
completed in 30 seconds, or 15 minutes; whether the voucher was
corp1eted by an attorney or his secretary; whether the respondent is
a close friend of the applicant or his worst enemy.

The Commission divides respondents into two categories; those
that are "controlling witness" and those that are not. A controlling
witness is one who "because of his stature, the nature and extent of
his relationship with the applicant and the recency of his observations,
is best able to furnish a reliable, well-balanced evaluation of the ap-
plicant." The information furnished by a controlling witness, the
Commission states "I' * * definitely should be given prior consideration
and heavier weight." If an applicant has the good fortune or bad luck
of having as an opponent, a judge, coworker, or supervisor, one who
is someone of "stature" it can make a big difference; it will also make
a big difference whether his relationship with this person is a good or
bad one. What will not make a difference is whether the "controlling
witness" even knows the candidate, has a bias, or had his secretary
complete the 'oucher (which is reasonable for someone of "stature").

The Commissioner of Social Security expressed his concern about
"vouchering" in his letter to Mr. Hampton of July 16. 1976:

As to vouchering procedures, Mr. Trachtenberg (Director,
BHA) and I are concerned that the practice of sending
confidential inquiries to attorneys who represent claimants
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at hearings is detrimental to the independence of the presid-
ing officers involved and could jeopardize the principles of
due process. Since the temporary AU's are aware of the
voucher procdure and are apprehensive lest unsuccessful
attorneys express their displeasure by providing a rating
lower than the candidate deserves, the potential that the
voucher could influence the individual's decision is a real one.
In fact, we have already learned of some unwholesome, if not
questionable, actions by attorneys in relation to the vouchers.

I understand that your evaluation methods take into con-
sideration the identity and the professional relationship of
the respondent, and I am satisfied that there are adequate
safeguards to screen out the blantantly biased reports. My
primary concern, therefore, is with the ostensibly neutral
rating, which is not so low as to raise the question of bias but
is low enough to insure that the applicant will not accumulate
sufficient points to qualify for the register of eligibles. This
concern is reinforced by the disproportionately small number
of BHA presiding officers who have qualified for the position
of administrative law judge, GS—15, and the generally low
score of those who have recently qualified.

The temporary administrative law judges serving with the
Bureau of Hearings and Appeals are unique among the
typical applicants for the position of administrative law
judge. As duly appointed officers who preside over hearings
conducted in accordance with the provisions of the Adminis-
trative Procedure Act, they are covered by all of the provi-
sions of that act which assure independence from agency
control. At the present time, however, they are not protected
from the "chilling" effect that a claimant's professional repre-
sentative can impose. Generally, other candidatesfor the posi-
tion are not subject to this type of pressure,

In all fairness to the individuals concerned and in order
to insure against any possible compromise of program integ-
rity, I recommend that you modify the present procedure of
querying attorneys of record as to the qualifications and
suitability of the• temporary administrative law judges.
Indeed, I believe you should only solicit vouchers from
individuals who do not, and did not, have cases before the
presiding officef while he or she was employed by the Social
Security Administration. I believe that sufficient vouchers
can be obtained from other professional sources including
fellow AU's who work with the applicant and from officials
of BHA to satisfy the examining process. Indeed, vouchers
could be dispensed with entirely, in favor of your office
auditing a randomly selected number of hearings' transcripts
at which the applicant AU presided.

If you find that it is impracticable to eliminate this cate-
gory as a source of information, please consider estthlishing
a system of verification to insure that the respondent is
f.urnirhing an objective, unbiased opinion. It appears that
any such system should include an interview, in person or
by telephone, which would establish the basis for a rating
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of adequate or less than adequate in any category or any
other comment or statement which reflects adversely on the
candidate. The evaluation of any respondent who is unable to
demonstrate an objective basis for the rating would then be
disregarded when factoring the replies to the confidential
inquiries.

Commissioner Hampton answered this as follows:
Turning now to the first suggestion in your letter, you

submit that the Commission might limit its investigation
of the professional qualifications of these temporary em-
ployees by discontinuing the inquiries it makes of the
attorneys who appear before them and that the Commission
rely solely on the evaluations of the applicants furnished by
fellow hearing officers and administrative officers of the
agency.

Our experience does show that critical evaluations are
submitted to the Commission. However, existing pro-
cedures are fully adequate to resolve or verify the occasional
biased evaluation, whether the bias is against or in favor of
the applicant. In any event, the occasional evaluation of a
questionable nature does not warrant the wholesale exclusion
of lawyers from the investigative program; nor can the Com-
mission, in carrying out its responsibilities, rely solely on
the evaluations submitted by fellow hearing officers and
others who do not participate in an applicant's hearings,
and who have little, if any, knowledge of such relevant
factors as conduct, temperament, demeanor, etc., in the
hearing room. Parenthetically, it is to be noted that a
biased evaluation in favor of an applicant from a hearing
officer's colleague is not unknown. In any event, in the
interest of developing a more effective product for rating
purposes, consideration is now being given within the Com-
mission to a change in the current procedure by converting
all applications to personal investigation, as was recom-
mended by the LaMacchia study group.

Grading of inq'airies
The grading of the vouchers raise even greater questions about this

highly subjective process. It is our understanding that they involve
a weighing of the relative values of witnesses' testimony and an
application of the examiners' judgment. Thus, if all or most of the
respondents have checked "Outstanding," the examiner, using his
judgment, nothing else, assigns a numerical value ranging from 27
to 40 points. If all "better than adequate" grade entries are checked
tle applicant may receive from 14 to 23 points. If "adequate" is
checked in all instances he would receive from zero to 10 pomts.
Needless to say the temporary AU who has between 50 and 55
points is at risk. He theoretically could get all "outstandmgs" and
still not make the required 80 points. If he has a few "better than
adequate" sprinkled in, he's in trouble and a couple of "adequate's"
may seal his doom. As far as the temporary AU's are concerned, one
might believe that the 11th question .on the voucher might be the most
important. It is entitled "Knowledge and Experience in Technical
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Subject-Matter Fields." Seven administrative law fields are listed
including one entitled "Benefits" and the following breakdown is
given to respondent to evaluate the temporary AU's experience:

No Opportunity to Observe.
Limited Variety of Experience With Localized Problems.
Limited Variety of Experience With Problems National or

International in Scope.
Wide Variety of Experience With Problems National or Inter-

national in Scope.
These options of response as applied to AUJs doing social security

work must be puzzling to the ordinary respondent or, for that matter,
to any reasonable person. However, if any of the middle options are
checked the temporary AU who needs an Outstanding to survive has
been wounded again.°

Summarizing at thiz point it should be remembered that the
vouchers are the reflections of what some 20 people think of a
candidate expressed in subjective concepts of "outstandin," "ade-
quate," etc. The OSO examiner's evaluation compounds this subjec-
tivity.

Respondents are not well informed of the importance of the task
assigned to them, nor are they furnished information on how the
vouchers are evaluated. Many have no knowledge as to the signifi-
cance of what they are doing. The respondent is never told how the
information furnished is evaluated, but it is mathematically demon-
strable that unless the respondent checks only the column headed
"Outstanding," no candidate, other than those scoring 55, will attain
the minimum points required to place him on the register. One com-
mentator has characterized this scoring similar to the "sudden death"
playoff of professional football.8 The fragility of the system is under-
scored also by the fact that since the maximum points available are
only 23—if any column other than "Outstanding" is checked—only
a candidate with over 55 points under the experience part can attain
80 or better. The anomaly of the scoring process is that the candidates
that may be the least qualified under the "voucher" part may pass.
This is so because under the "experience" part 60 points are awarded
automatically to all GS—16's, or private attorneys or officials of
comparable status. Therefore, this GS—16 candidate, even if he
attams only 23 points—Better than Adequate, but not Outstanding—
under the "voucher" part attains an aggregate score of 83 and passes.
Yet, the GS—13 or the QS—14 under certain circumstances—or his
counterpart in private practice—who is rated 27 points under the
"vouchering" part—Outstanding—is failed since his score can only
aggregate 77 points, 3 points less than the required 80 points.

The present system would appear to leave more to chance than to
merit. A quick check of "outstanding" by a busy lawyer means success
for one candidate, and anything less dooms him to failure. It is doubt-
ful that the lawyer who checks "better than adequate" or "adequate"

4. Auparently from the design of the voucher (see Appendix C) a Wide Variety of Experience With Prob.
lens ?7ational end International In Scope Is equivalent to Outstanding but dealing with localized problems
gets you An Adequate or Less than Adequate.

7 Information received from a temporaryAL.7 indicates that in his case substantially less than 10 vouchers
were sent out and if all 20 names had been used his scores would have been very substantially higher. He
independently sent out the vouchers to all 20 of the persons listed—Judges, attorneys, etc. This material
Is in the subcommittee files available for study by Members and staff.

I von Rlnteln, 35 I.C.C. Practitioners In. 14 (1967). This article gives a detailed explanation of the CSC
rating system and, although written ten years ago, seems to accurately describe the present system.
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intends to disqualify a candidate, and thereby deprive the Government
of an opportunity to select many of the ablest lawyers. Finally, it is
very doubtful that any two attorneys responding to a voucher define
its terms the same way.

Some lawyers, however, are aware of the system and use it to the
Commission's disadvantage. The lawyer who works in a Government
agency, who has daily contact with his colleagues, who lunches with
the hearing officer, who is constantly bombarded with requests for
favors from the private sector, can let it be known he is considering
becoming an administrative law judge and that a rating of "out-
standing" is mandatory if he is to succeed. He is confident his friends
and colleagues will not let him down. On the other hand, the busy
attorney, who handles numerous cases before judges to whom he is
only a name, and opposing counsels who are competing attorneys in
the true sense, does not and cannot inform these people that he requires
their cooperation to become an administrative law judge. This problem
is particularly acute with temporary administrative law judges who
are subject to "vouchering" by attorneys who have appeared before
them in any of the roughly 200 cases they hear a year.
Ordeal by paper

The ponderous nature of the selection process has been brought out
in the preceding pages. There is one additional element which was
emphasized by former Chairman of the National Labor Relations
Board, Edward B. Miller, in his provocative article, "The Tangled
Path to an Administrative Judgeship" (Labor Law Journal, January
1974). He quotes the following from Announcement 318:

The applicant must also clearly establish that he has
obtained, m the aggregate, the full 2 years of administrative
law or actual trial or judicial experience required for eligibility,
and that the time of obtaining this experience satiefies the
reguirements set forth under "Recency of Experience" above.
The Commission does not accept the unsubstantiated claim
of any applicant that he has obtained this administrative law
or trial experience. In proof of his claim, every applicant must
include in his application a list, in chronological order, of a
sufficient number of administrative law cases in which he has
participated or court eases which he has prepared and tried, or
heard, to demonstrate 2 full years (400 workdays) within the
7-yearperiod immediately preceding the date of his applica-
tion. He must show for every case so listed:

1. Title and citation.
2. Dates between which participation took place.
3. Brief statement of issues involved.
4. Regulatory body or court hearing case. Note: For

each court so cited, indicate whether Federal, State, or
local; extent of jurisdiction (limited or unlimited,
original or appellate).

5. Number of workdays spent in handling case, and
in what capacity, i.e., judge, attorney, etc.

6. Names and current addresses of—
(a) Hearing Officer of regulatory body or of judge

who heard case
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(b) Co-counsel, if any
(c) Opposing Counsel
(.) Names of Counsel appearing in case if ap-

plicant claims qualifying experience in a judicial
type position.

The applisant is also required to submit the details listed
below regarding 2 of the cases rferred to above which, in his
opinion, are the most important ones in which he has par-
ticipated. (If the applicant satisfies the administrative law,
actual trial, or judicial requirements of this announcement
by listing only one case, he may submit details on only that
case).

1. The precise nature and extent of participation.
2. Full statement of issues involved and a description

of the problem.
3. Outline of arguments made.
4. Summary of technical, economic, or other data

presented, including sources, manner of analysis, and
uses, written decisions or opinions, or other papers
prepared by applicant in one case.

5. Briefs, Memoranda of Law.
Mr. Miller complains of the negative impact this requirement has

on busy private attorneys and judges in applying for' the register. The
impact on a former 551 hearing examiner, who re]ies primarily on his
disability adjudication experience, is even more horrendous. A really
productive ALJ(T) might decide 250 cases a year and, a list of 500
cases would be required. Surely there must be a better way to go about
whatever is trying to be accomplished here.8 This is another example
of rigid Civil Service Commission procedures which have not been
adjusted in a reasonable manner to meet the situation of the tempo-
rary AU's. Qualifying for the regular register may depend more on
the persistence of the applicant and his tolerance for shuffling paper
than on his ability to do the job.

Written Examination and Panel Interview; Veterans' Preference;
Final Rating and Appointment

Although not generally known, these phases of administrative law
judge qualification are not activated unless an applicant gets the
qualifying 80 points. The written examination, in the words of An-
nouncement 318, is a demonstration primarily "to test an applicant's
ability to express himself clearly, concisely, and convincingly in a
written decision." The written examinations are included in the files
which are examined by the panels who conduct the oral interviews.
These panels "consist of three persons specifically designated by the
Commission for such purpose and for evaluating each applicant's
qualifications" and will be conducted about a month after the written
examination. The "panel" examines the whole file of the applicant—
the vouchers, the written "test" decision, and so forth—conducts the

a In applying for the 881 hearing examiner position (08—13) n identical Usting was required for 210
workdays. As noted previously of the 78 temporary AU's end 881 hearIng examiners rated by the CSC
38 percent have already filed more than once for the 08—15 registers.

9 It Is our understanding that these panels consist of a private practitioner—selected from a list submitted
by the Administraive Law Section of the ABA—an administrative law Judge not acquainted with the
applicant, and an official of the Civil Service Commission.
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face-to-face interview and then reaches a decision whether to add or
subtract points to the score already established. The Director of the
Office of Administrative Law Judge reserves the right to alter the
"panel's" changes in the score to achieve "uniform results" through-
out the Nation. He states that changing the panel scores is not com-
monplace, however. And then Announcement 318 states how the
final rating is arrived at.

A final rating will be made by the Commission, based on a
careful evaluation of the information furnished by the appli-
cant with his application, information obtained in response to
confidential inquiries, investigations, results of his demon-
stration of his ability to write a decision, and results of the
oral interview, and on the final report of the special panels.
At this time, applicants will be assigned points for veteran
preference, in the cases of those who are entitled thereto in
accordance with the provisions of title 5, United States Code
3309 and registers established.

However, just being on the register does not assure appointment to
an administrative law judge position.b0 The hiring agency—the Bureau
of Hearings and Appeals—must make a request to the Civil Service
Commission asking them to supply them with a list of persons on the
register who have indicated a willmgness to serve in the eographica1
area specified. (See appendix E for an example of a certificate.) The
applicants for the register have indicated to the Commission whether
they wish to serve in a specific area or areas, or throughout the United
States."

Since the enactment of Public Law 202 in January, 1976 and up
until April of this year, the BHA has only requested certificates for
pecified locations; i.e., Flint, Michigan; Charleston, West Virginia;
Fargo, North Dakota, to mention a few. (All certificates during_this
period are on file with the committee staff.) In this situation the lilA
usually receives from the Civil Service Commission three to six names
from the register. BHA then contacts the listed individuals to ascer-
tain whether they are interested in serving at the specified location.
The BHA is then free to choose from the three individuals with the
highest score who remain on the list—the so-called rule of three. If,
however, a veteran with preference is on the list one cannot pick
anyone without preference who is not above him on the list. A couple
of times within the last two years the BHA has returned the certificates
to the Commission without hiring anybody off of them. Appendix E is
an illustration of a certificate which was returned because the BHA
was unable tO "reach" an AU temporary who was doing an effective
job in the specific location and they did not need additional staff at
that location.

Just within recent weeks—because of an increasing workload—the
BHA has requested a certificate of eligibles from the Civil Service
Commission to fill 50 AU positions in 28 locations. When it gets its
certificates of eligibles from the Civil Service Commission the BHA

10 In appendix D, we have reproduced the 08-15 register as of lanuary 1, 1976, the day before Public Law
202 was signed, and February 23, 1977, and the 08—16 register as of Feb. 23, 1977. The 08—15 register for
February 23 is given with and without veterans' preference, which plays a very significant role in position
on the register.

II Borne Social Security administrative law judges stay on the 08—15 regIster for years even though they
already have an appointment just so they can qualify for a job In a specifted area. See No. 22 on 08—15
register.
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will ascertain whether the listed individuals will take any, all, or some
of the 28 locations. Then BHA will set up a selection procedure which
in complexity resembles the NFL football draft whereby it will
attempt to apply the "rule of three" and veterans jreference to the
28 specific locations. It would appear that the BHA will have an
extremely difficult time making anywhere near this number of appoint-
ments since the GS—15 register on February 22, 1977 numbered only
92.

The last time this multiarea appointment procedure was utilized
was in late 1975 when the subcommittee was conducting its hearing
on the appeals process. Mr. Dullea testified that he had supplied BHA
with 120 names on the ALJ—15 register from which the BHA had stated
it would try to hire 55 AU's in some 42 locations. (Hearings, p. 541)
Only 24 AU's were appointed from this certificate. [Appendix G
contains a list of applicants on the 1975 certificate with acceptable
locations noted.]

Examination of the certificates and the AU registers for the last
year and a half reveals that less than half of the persons listed on the
register have appeared on certificates for specified geographic areas.
Moreover, a great many of the individuals who appear on certificates
subsequently state that they are not interested in appointment in the
location. Some don't reply at all. In theory, an individual who de-
clines an appointment twice is dropped from the register. The 1975
experience previously mentioned is a good illustration of this problem.
Of over one hundred individuals on the AU register who were ques-
tioned as to their availability less than 50 stated that they would take
an appointment in any one of 42 locations throughout the United
States. Moreover, 16 of these individuals said only one location was
acceptable. Locations included Atlanta, Birmingham, Boston, Cleve-
land, Dallas, Detroit, Houston, Los Angeles, Milwaukee, New
Orleans, Phoenix, Pittsburgh, Portland, Providence, Richmond, San
Francisco, in addition to scores of smaller cities.

Unsuccessful Attempts to Resolve the Problem

Selective certification
Staff does not believe that either the Social Security Administration,

or the Subcommittee on Social Security for that matter, can be faulted
on lack ofinitiative in attempting to deal with the present situation.
Commissioner Cardwell's letter of July 1976 made some other sug-
gestions which have not previously been alluded to. Mr. Cardwell,
citing the House report on Public Law 202 that the requirement and
procedures for placing candidates on the register for administrative
law judge positions should * * be applied in a manner to effectively
serve the needs of the Social Security program" suggested the estab-
lishment of a special register for Social Security administrative law
judges. He stated:

The special register could be established with a fixed expira-
tion date and with a 1-year specialized qualification require-
ment. Since the appointment of temporary administrative
law judges terminate on December 31, 1978, the expiration
date should probably be within a year subsequent 'thereto.
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"Selectiv certification" has been used over the years by some
regulatory agencies to hire administrative law judges where special
skills, training, and experince is deemed necessary. Social Security
has never previously requested it but the expertise required to apply
medical and vocational factors in disability determination seems to
add substance to this approach.'2

Jerry L. Mashaw, Professor of Law, Yale Law School, has rather
graphically described what is required when an AU makes a de-
termination of disability:

Certainly the definition of "disability" in the Social
Security Act requires that disability be the result of a de-
terminable physical or mental impairment. But the question
whether the complaining party is disabled often requires the
decision maker to translate this medical impairment into
functional limitations and to evaluate the effect of those
functional limitations on the claimant's capacity to engage
in substantial gainful activity, given his age, education, and
work experience. Thus a procedure that begins with routine
medical reports concerning clinical diagnosis and treatment
becomes a highly judgmental process requiring at least the
following additional determinations: (1) the degree to which
disease or trauma has produced impairments, that is, ab-
normalities in the claimant's physical or mental structure;
(2) the degree to which these impairments result in activity
losses or restrictions, usually characterized as functional
limitations; (3) the degree to which the claimant's impair-
ments and functional limitations affect the required capacities
for the performance of normal roles and activities, including
analysis of attendant therapeutic limitations, environ-
mental restrictions, energy reserve losses, and psychological
overlays; (4) the interaction of the claimant's age, education,
and prior work experience with his functional limitations
and his response to them, and the effect of this combination
of factors on his capacity for work available in the national
economy. The importance of live testimony in this decision
process, particularly by the claimant, has been recognized by
several circuit courts of appeal. (University of Chicago Law
Review, Fall 1976, pp. 41—42.)

Many commentators in administrative law believe that selective
certification leads to in-breeding of an agency point of view into
the administrative law judge corps. (A more favorable view of se-
lective certfficatiQn is contained in the von Rintein article cited in
footnote 8.) This criticism, however, would not seem valid as to
temporary administrative law judges who, predominantly did not come
from the "agency" that is the Social Security Administration. Com-
missioner Hampton turned down Mr. Cardwell's request for selective
certification in the following manner:

In regard to special preference in certification, there has
been available a substantial number of persons who have
had a background in social security law (hearings and appeals

lilt ha8 been said by BRA officials that it takes about 9 months before a new hearing officer becomes
fully effective and productive In disability cases.
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analysts, members of the Appeals Council, attorneys and
others in the regional offices). Despite this, the agency has
not in the past deemed selective certification to be necessary.
Further, the contents of your letter are insufficient to show
that preferential treatment for this group of employees is
warranted. In this connection note has been taken of the
fact that a large number of the hearings are conducted within
relatively short period of time, that no Government lawyers
appear and only a small percentage of the claimants are
represented at disability hearings which are not of ad-
versarial nature, and that the majority of administrative
law judge hearings are disposed of by a short form decision.

Special attention is called to the last sentence of this excerpt.
Although it would seem to have little relevancy to the "selective
certification" issue it rather dramatically and gratuitously reveals
the bias of the Civil Service Commission—or more particularly the
Office of Administrative Law Judge—in evaluating the nature of the
work of both temporary and regular Social Security AU's. [See also
testimony of Civil Service Commission in 1975 hearings, appendix A,
pp. 29—30.]

This same bias shouts at one from the opening sentences of
Announcement 318:

Decisions, based upon hearings presided over by persons
appointed as a result of this examination, ivill range tn scope
and importance from those determining the rights and lia-
bilities of individual citizens to those which will deeply affect
the economic welfare of entire regions of the United States.
(Italics, ours.)

Converting appointments By regulation
On August 23, 1976, the Director of the Bureau of Hearings and

Appeals, Robert L. Trachtenberg, requested that the entire temporary
AU corps be given permanent appointments as regular AU and
classified as GS—15 under the provisions of a civil service regulation
(5 CFR § 930.203(d)), which governs the appointment of newly
classified administrative law judge positions. A detailed justification
for the BHA request was transmitted to the Civil Service Commission
on November 15. On January 4, 1977, the Commission rejected the
request. [The letters of Mr. Trachtenberg and Commissioner Hamp-
ton's reply are included in appendix F.]

Commissioner Hampton placed great enphasis on the legislative
history of Public Law 202, in rejecting the BHA's request. Although
noting that there seems to be a pervasive tendency in Commissioner
Hampton to have great reverence for the legislative history of Public
Law 202 when it suits his purposes, while on most other occasions
totally disregarding it, the staff thinks the more legally sustainable
approach to the immediate problem is to pass legislation of the nature
of H.R. 5723. This legislation will accomplish precisely what the
Bureau of Hearings and Appeals has unsuccessfully tried to effectuate
by regulation.
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Standards for Qualifications of AU's and CSC Responsibility in
Dealing With Social Security Administration Needs

Some commentators have suggested that these standards and their
elaboration in the civil service announcement reflect an overemphasis
of the needs of the "regulatory" agencies. Perhaps they are a reflection
of Civil Service Commission thinking that downgrades social security
adjudications as bearing "little resemblance to the full-blown adver-
sarial proceeding conducted by administrative law judges, under the
Administrative Procedure Act, in regulatory agencies." However,
Congress has positively declared that first-class justice under the
APA will be rendered for all social security and SSI claimants. Now
that two-thirds of the AU corps in the Federal Government are
working on these types of adjudications the Civil Service Commission
should reexamine its AU appointment standards to see if they are
relevant to the positions that have to be filled. Questions raised by
members of the subcommittee and in staff documents during the
consideration of Public Law 202 appear to have had no effect.

These qualification standards have not been changed for about 10
years and from indications at the recent meeting of the Civil Service
Commission Advisory Committee on AU's little movement or
consideration of change is currently contemplated.

Mr. Edwin Yourman, a witness at the September 1975 hearing,
completed a report for the Social Security Administration13 on the
hearmgs and appeals process which questions whether the limitation
of "regulatory" or qualifying administrative law experience described
in the civil service announcement for AU's is of "rational relevance,"
as required by regulation (5 CFR 3000.103 (b)), for the selection
of AU's for beneficiary-type hearings. He believes that "a different
and broader concept of qualifying experience for those recruited as
AL.J's to conduct SSA beneficiary hearings would more clearly
comply with CSC regulations. The requirement of 7 years of
experience in the trial or adjudication of cases, without permitting
the substitution or other experience for a portion of the period, seems
excessive." He also stated that the CSC office of AU's will not always
certify names for needed SSA AU positions and questions whether
the Civil Service Commission has authority to exercise this control.'4
He cites 5 U.S.C. 3105 and Ram8peck v. Federa2 Trial Examiners
Conference (1953), 345 U.s. 128, where the Supreme Court, in another
connection, stated that the APA "does not reduce the responsibility
of the (administrative) agency to see that it has a sufficient number
of competent examiners to handle its business properly." Other
distinguished commentators have argued that in the recent APA—SSI
dispute, that once the Department of Health, Education, and Welfare
had determined that the APA was applicable the Civil Service Com-
mission should have provided the registers requested in that it has
only ministerial responsibility in this area. 15 Yourman would retain

"Recent Studies Relevant to the Disability Hearings and Appeals Crisis, SubcommIttee_print 1975.
'4 At the present time, the Civil Service Commission will not issue blanket certificates to BRA IMit they

must request them for specific geographic areas.
'5 See study of Victor 0. Rosenblum, professor of law Northwestern University for the Adminis.

trative Conference, Recent Studies Relevant to the DisabilIty Hearings and Appeals Crisis, Subcom-
mittee print, December 1975, P. 227. See also appendix A, pp. 27-28.
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Civil Service supervision of AU's to avoid actual or potential agenc7
control but suggests the establishment of a separate register for AU s
which will provide personnel for beneficiary hearings. He states:

* * * There are sufficient differences between regulatory
and beneficiary hearings to call tor careful development of
separate sets of qualification standards. Thus the personality,
experience and skill necessary to preside over and evaluate
the issues in a complex case involving trade or transportation
economics, in which several parties and the government are
represented by highly specialized counsel, bears little resem-
blance to the characteristics needed for a social security
beneficiary hearing, where it is essential that the presiding
officer's actions reassure the claimant that his case will be
fully presented and considered. The economic case seems to
call for an aloofness from involvement with either side,
while a beneficiary hearing requires a warm and sympathetic
approach and even a certain involvement to make sure that
the claimant's case has been fully developed and presented.

Robert G. Dixon, Jr., another witness at the September hearing,
has written in a similar vein "that the most creative thought is needed
to work out models for future welfare adjudication, which has—and
should—a distinctively different ethic from the hard-nosed economic
regulatory adjudication ethic which produced the APA in the first
place." Professor Dixon, of course, was speaking in a broader context
than Mr. Yourman who is only speaking of separate registers.

As a caveat Mr. Yourman. states that "we make our recommenda-
tion on the assumption that the AU's selected to conduct beneficiary
hearings will not have a second-class status, and that standards and
recruitment for this t1pe of AU will be adequate to insure a register
of quality applicants.'

One member of the CSC Advisory Committee at the February 25,
1977, meeting stated that he sees the GS—15 Social Security. AU as
a good "farm system" from which the regulatory agencies can call up
the most accomplished players. Needless to say, this type of thinking
is deeply resented by career Social Security AU's 16 who believe the
Civil Service Commission already treats them as second-class citizens
in grade classification.

"Some individuals undoubtedly become Social Security AU's with the Intention of getting 08—16
ALl regulatory agency appointments at the earliest opportunity. See 08-16 regIster for a great number
of Social Security ALl's applicants. One of Mr. Hampton's last acts was to send a request to Congress for
100 08—16 ALl's for the regulatory agencies.





APPENDIXES

Appendix A. 'Status of the Supplemental Security Income (SSI)
Program Under the Administrative Procedure Act (APA)
Historical Review

This time-consuming controversy arose in 1972—73 when the Civil
Service Commission ruled that the APA was not applicable to SSI
and that a special type of hearing officer to hear only this type of case
should be recruited and hired by HEW. The dispute was resolved by
Public Law 94—202 whih was signed on January 2, 1976, and clearly
stated that Congress wanted the protections of the APA applicable to
SSI (title XVI). During this period, however, the appointment of
necessary hearing officers was delayed and the Bureau of Hearings and
Appeals was denied needed flexibility to deal with the flood of dis-
ability appeals.

Public Law 92—603, which established the SSI program, was ap-
proved by the President on October 30, 1972. On November 16, 1972,
the Department of Health, Education, and Welfare requested that
the Civil Service Commission establish registers for administrative
law judges to hear SSI cases. The Department's request touched off
an mcredible series of developments.

The issue was quickly joined when on November 24, 1972, the Civil
Service Commission's Office of Administrative Law Judges declined
to establish registers or classify such positions on the grounds that the
Social Security Act did not require that SSI hearings be held under
the Administrative Procedure Act and therefore the Commission was
powerless to act. The dispute was unresolved for the next 13 months
with: (1) numerous exchanges of letters between HEW and the Com-
mission, (2) an opinion of the Office of Legal Counsel, Department
of Justice, in the summer of 1973, (3) an appeal by Secretary Wein-
berger to the Commission citing "a crisis * * * in HEW's prepara-
tion to implement the new supplemental income program * * " in
October 1973, (4) a response from the Chairman of the Civil Service
Commission in late October which in essence granted the HEW
request to establish registers for administrative law judges, (5) in
December 1973 a hearing before the full Commission called at the
request of several "model agency" AU's, and (6) a reversal of the
decision made in October by the Chairman.1 The decision of the full

I On October 80, 1973, upon recommendation of the Commission's Deputy Executive Director, Chairman
Hamuton dispatched a letter to Secretary Weinberger saying the Commission was ready to establish AW
positions for PSI under the APA and to initiate a recruitment program. At this stage representatives of three
AU oreanizations—the Conference of Administrative Law Yudges, the Federal Administrative Law
udees Conference, and the AU Committee of the Federal Bar Association—protested the Chairman's
decision and demanded a reconsideration by the fufl Commission and an opportunity to be heard. This
hearing took place on December 3, 197t Yudge Ohibaum of the NLRB presented representative views 01
those ALl's who onposed having the APA apply to PSI. The minutes of the meeting show that:

"He said the Federal Government has two kinds of ALY5: those in the 'model agencies' such as NLRB,
FCC, FTC, etc., who are full APA instruments In that under APA they make decisions awarding large
sums of money, radio and TV licenses, rights.of-way, etc. Then, he said, there is the "other kind"—namely
the ALYs under the SPA program whose cases are vastly different from those handled in the model agencies.
He said the SPA ALI5 rvelew dies and rule on the record unless the claimant submits a request for a hearing.
A key distinction, he said, Is that under SPA, the Government is never represented. He said it was a mistake
ion ago when the decision was made that hearings would be presided over by ALIs and that PSI ALl
authorization would further compound the 'classification error.'"

(28)
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Commission was dispatched to HEW on the 14th of December 1973
and essentially carried out the original letter of rejection sent to HEW
by the Civil Service Commission over a year previously. The decision
stated that the Commission had concluded that administrative law
judges were not required to_preside over SSI hearings because the
program is not under the APA. Therefore, the Secretary of HEW
should go ahead under his own appointing authority to appoint
hearings examiners at GS—13 and an appropriate number of super-
visory hearings examiners at GS—14. In answer to the Department's
immediate need, the Commission stated that regulations promulgated
pursuant to the Administrative Procedure Act would allow the
temporary assignment (for up to 120 days) of regular administrative
law judges (GS—15) to SSI cases where this was not inconsistent with
their regularly assigned duties.

LEGISLATIVE BACKGROUND: 1972 AMENDMENTS

The Ways and Means Committee has consistently maintained that
the APA applies to Social Security title II and title XVIII cases.

Although most of the courts which have dealt with the issue have
believed that the APA does apply, the circuit court in the Perale8
case found otherwise. The Su_preme Court, however, found it un-
necessary to decide the issue. In Perales the claimant was asserting,
and was joined in this by an amicus brief filed by the American Bar
Association, that the issues before the court as to hearsay evidence
and the right of cross-examination, as well as other procedures relating
to administrative hearings for disability and other social security
claims, were governed by the APA rather than the Social Security
Act. The administration's brief argued that the Social Security Act
provisions were not inconsistent with the provisions of the APA and
concluded:

Consequently, as the American Bar Association's brief
recognizes, the Secretary's exercise of his authority under
the Social Security Act does not conifict with the provisions
of the Administrative Procedure Act. While the court below
held the Administrative Procedure Act inapplicable to the
conduct of hearings under the Social Security Act on the
ground that 5 U.S.C. 556(b) states that the entire adrnin-
istrative procedure subchapter (5 U.S.C. 551—559) "does not
supersede the conduct of specified classes of proceedings, in
whole or in part by or before boards or other employees
specifically provided for by or designated under statute"
(App. 42), there is no occasion for this Court here to con-
sider the correctness of that broad ruling.

The Supreme Court generally adopted the administration's argu-
ment stating:

We(need not decide whether the APA has general applica-
tion to social security disability claims, for the social security
administrative procedure does not vary from that prescribed
by the APA.2

2Rfr,2on v. Peralu (1971) 402 U.S. 387.
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The legislative history of the law establishing the SSI program
makes it clear that the committee intended that the hearings con-
ducted under the new program are to be under the APA but that the
Secretary would be given the discretionary authority to appoint
examiners who could not fully meet the rather stringent requirements
of adjudication or court experience for appointment as a hearing
examiner (now called an administrative law judge) under the APA.
In the confidential print prepared by HEW and Ways and Means
staff (February 8, 1971) which described proposed administration
amendments to H.R. 1 the following appears:

Under the provisions of H. R. 1, all hearing examiners
must be qualified under the standards in the Administrative
Procedure Act.
Uhange proposed by the Department

Hearings would be conducted in accordance with pro-
cedures of the APA but examiners would not have to be
appointed under the conditions set forth in the act.
Rationale

Manr qualified persons experienced in State welfare
determmations may not meet the specific requirements for
hearing examiners under the APA standards, but will be
an excellent source of examiners to hear issues arising under
the Family Assistance Act.

The committee report also reflects this view:
Your committee recognizes that many qualified persons

who would be capable of hearing issues that arise under the
program may not meet the specific requirements for appoint-
ment as hearing examiners under the Administrative Pro-
cedure Act, but might be a good source of examiners to hear
issues arising under the program. Therefore under your
committee's bill the Secretary would establish the require-
ments to be used in selecting examiners. Although the
examiners would not be selected under the conditions set
forth in the Administrative Procedure Act, full hearings
would otherwise be conducted in accordance with the require-
ments of such act which include, for example, the right to
submit evidence, to cross-examine witnesses, to be heard by
an impartial examiner and to a decision based on the hearing
record.3

It is important to keep in mind that the main focus of the Com-
mittee on Ways and Means when this action was being considered
was on the proposed family assistance plan, which would have required
an administrative appeals mechanism of far greater magnitude than
the adult assistance program. Parallel language applicable to the
adult assistance program was contained in H. K 1 and the accompany-
ing committee report.

The SSI provision (Sec. 1631(c)) required the Secretary to provide
reasonable notice and opportunity for a hearing to any individual who
is dissatisfied with the determination made on his claim for benefits.

3 H. Bept. No. 92-31.
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The final determination of the Secretary (after a hearing) was subject
to judicial review as provided for old age, survivor's, and disability
insurance claims in section 605(g) of the Social Security Act, except
that under the SSI program "the determination of the Secretary after
such hearing as to any fact shall be final and conclusive and not subject
to review by the court." Section 1631(d) (2), the crucial provision,
provides:

To the extent the Secretary finds it will promote the
achievement of the objectives of this title, qualified persons
may be appointed to serve as hearing examiners [now titled
administrative law judges] in hearings under subsection (c)
without meeting the specific standards prescribed for hearing
examiners by or under subchapter II of chapter 5 of title 5,
United States Code.

Title XV1 establishing SSI as finally enacted was a redesignation
of title XX of the House-passed version of H.R. 1. The provisions
applicable to.the SSI program were identical in both the House and
Senate versions. The Senate report, however, did not contain the
Ways and Means language previously cited. Evidence of the congres-
sional intent as to the applicability of the APA to SSI hearings is
found in the comment of Chairman Mills when he specifically stated
on the Floor:

The hearings to which the bill refers would be subject to the
Administrative Procedure Act and all the safeguards for a
fair and equitable hearing in the act would apply to the
hearing.4

Mr. Carey immediately thereafter declared:
The gentlemen pointed out that the Administrative

Procedure Act does cover the review of benefits under this
bill. It has been erroneously contended it did not.

Mr. Martin, the committee's chief counsel, summed up the legisla-
tive history on this question in a letter dated January 24, 1973, to
Mr. Dale Cook, Director, Bureau of Hearings and Appeals, wherein
he states that this section deals exclusively with the authority of the
Secretary to appoint hearing examiners and that this provision in no
way vitiates the explicit language of the committee report that all
hearings are to be conducted in accordance with the APA. Mr. Martin
further stated that the official legislative record on H.R. 1 reflects
that no member of the committee expressed any contrary view.

The Civil Service Commission based its final decision on this matter
primarily on the opinion of its General Counsel, Anthony B. Mondello,
bolstered to some degree by a memorandum of the Office of Legal
Counsel, Department of Justice.5 The crux of Mondello's argument
was that if Congress merely had wanted to waive the standards for
appointment of AU's under the APA the statute should have specif-
ically referred to the section in title V which governs such appoint-
ments, namely section 3105 (this section which outlines the specific

4 117 Congressional Record at 5658.
'At the time, Robert 0. Dixon was serving as Assistant Attorney General, Office of Legal Counsel.

Mr. Dixon seems to favor the Civil Service Commission interpretation but indicates that the safest 'legal"
course of action is to follow the course recommended by HEW—e.g., a hearing process containing all the
APA safeguards and conducted by an APA administrative law Judge. This, iii his view, was the only sure
guarantee against subsequent judicial action voiding thousands of hearings it APA requirements for both
hearings and those presiding at the hearings are not followed.
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qualifications for AU's was codified outside the other operative
sections of the APA which are contained in "subchapter II of chapter
5 of Title 5, United States Code"). Granted that perhaps it would
have been better drafted by a reference to section 3105, the intent
of the provision seems to be quite clear from the legislative history.
Mr. Mondello, however, dismissed these considerations rather sum-
marily by stating:

There is some further reference to the applicability of the
APA in the House floor debates, * * * but one must be wary
of basing Congressional intent on the statement of individual
members of only one of the two Houses of the legislature,
particularly where even the more broadly based committee
reports are ambiguous on the same issue.

Prof. Victor G. Rosenbium of Northwestern University Law School
has written a detailed analysis of the APA—SSI disputes for the Ad-
ministrative Conference. He concludes that the legal arguments each
way are almost equally persuasive and states:

If two contrasting but tillable sets of common ground to
warrant alternative decisions on the applicability of the APA
to SSI benefits proceedings can be found in the legislative
history, legal precedents and pragmatic factors pertaining to
the legislation, how is the choice to be made?

If I were legislator, I would decide unequivocally that the
APA applies to SSI cases, since I would be free to vote my
policy preferences as long as those preferences do not con-
flict with constitutional requirements.

If I were a judge, my own conceptions of public policy
should be immaterial; I would have to be guided predomi-
nantly by the norms of construction and rulings of the ap-
plicable legal precedents. Those rulings and norms would re-
quire denial of a claim by SSI applicants that HEW violated
the SSI and APA statutes by failing to accord them a hearing
before § 3105 AU's governed by § 556 and § 557 of the APA.
If, on the other hand, HEW had insisted upon and the Civil
Service Commission had established a § 3105 register for
SSI AU's and suit were brought to challenge this, I would
have to rule against the challenge and find that the adminis-
trators acted properly within the scope of their discretion.

If I were an HEW or CSC administrator, I would utilize
the discretionary authority conferred on me by statute and
case law to recognize and insist upon APA applicability in
SSI hearings, confident in the belief that the legal precedents
would uphold my decision. Those precedents gear the ulti-
mate judicial construction of the statute, when the meaning
of the legislation is not otherwise clear and consistent, to the
perceptions and allowable choices of the officials charged with
responsibility for administering the statute.

Professor Rosenblum amplified• this last point and declared that
the Civil Service Commission should have followed the HEW inter-
pretation that the APA applied to SSI hearings:

That the Commission ultimately chose to follow interpreta-
tions by officials of AU organizations and its own general
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counsel rather than the considered judgment of the agency
charged with responsibility for administration of the statute
reflects no credit on the Commission as a matter of law.

As a matter of policy, the Commission's decision had, if
anything, less justification than its perception of the law.
It might not be unreasonable to expect the Civil Service
Commission, as guardian of the integrity and impartiality
of the Federal career service, to welcome an agency's inter-
pretation of the law that divests that agency of power to wield
undue influence over the decisions of hearing officers through
control of their evaluation and tenure. That the CSC should
instead claim inability to respond to the agency's pleas for
help with its administrative "crisis" seems, at best, an
inversion of Commission priorities. SSA Commissioner Hess
should have been listened to more carefully when he argued
that it was sound public policy "that millions of individual
Americans who have benefit rights under the various social se-
curity programs and under supplemental security income
program and who have been guaranteed due process shall
have access to a system of hearings with safeguards equal to
those in hearings afforded corporate claimants in the exercise
of claims for property rights." Hess cited other pragmatic
factors as well, including "the interrelated nature of all of the
social security appeals workloads," the "unity of process
which makes it possible to staff and manage a voluminous and
complex workload of this kind on a highly decentralized
basis" and the need for "flexibility in assigning and reassign-
ing GS—15 administrative law judges already employed so as
to efficiently handle the most difficult of the workloads in
the field."

Chairman Hampton's decisional letter of December 14
made no effort to counter such policy arguments but insisted
that, since—in its view—the pertinent provisions of the SSI
statute do not require the appointment of AU's "the Com-
mission is unable to comply with your request and the state-
ment that the Commission would do so as a matter of policy
in my letter of October 30, 1973, must be rescinded." The
Commission's polity was, thus, to ignore policy arguments
and to formulate a more restricted view of what the SSI and
APA statutes do and do not require or authorize than did
even the Assistant Attorney General. With all deference to
the Commission's recognized expertise and proven record in
protecting the integrity of our Civil Service System, it is
difficult to conceive of how the integrity of the career service
could be enhanced or served at all by ignoring policy con-
siderations in the SSI matter and misconstruing the appli-
cable legal precedents. (Pp. 220—22 1, 229—230, Recent Studies
Relevant to the Disability Hearing and Appeals Crisis, Sub-
committee print. December 1975.)

LEGISLATIVE BACKGROUND—PUBLIC LAW 94—202

During the last half of 1975, the Subcommittee on Social Security,
the full Committee on Ways and Means, and ultimately the Congress
itself dealt again with the issue of the coverage of SSI hearings officers
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under the APA. Extensive hearings were held in which all parties to
the dispute participated in addition to invited experts in administra-
tive law. Hearings on lielays in Social Security Appeals, September
19, 26; October 3 and 20, 1975.

The great preponderance of the testimony at the hearings endorsed
the coverage of SSI under the APA in the same way as Social Security
and some of the invited experts in administrative law indicated that
such APA coverage did not require putting the appeals process in a
"judicial straight jacket." Civil Service Commission opposition,
however, did not moderate then or later as indicated by the following
colloquy between Congressman James Jones and Civil Service Com-
missioner Hampton and the Director of the Office of Administrative
Law Judges, Mr. Charles Dullea:

Mr. JONES. Why does the Civil Service object to the (Social
Security) .ALJ's?

Mr. HAMPTON. Mr. Dullea has the history. I would like him
to testify.

Mr. DULLEA. There has always been a substantial question
about the application of this high-level judicial system of the
typs of cases handled in Social Security.

The paper I gave Mr. Archer, which has been made a part
of the record, speaks to this. [See p. 528 of hearing.]

I think of two things that probably we have not paid much
attention to, and, if I may, I would like to quote from a study,
one of the very critical studies that led to the enactment of
the APA.

This was the study of the Attorney General's Committee
on Administrative Procedure, 1941.

I think what they said then probably has relevancy today:
"In the field of benefactions . . . which has broadened

with the years, the administrative determinations, though
made after a process of adjudication, are obviously not part of
any program of control or regulation, but are merely ascer-
tainments of entitlement to Federal gifts."

Included in the latter category were programs dealing with
pensions, insurance, compensation, the disbursement of
monetary benefits, aid, old-age assistance programs, at cetera.

The other comment I would like to make from the same
study goes along the following lines:

"This does not mean, however, that formality is a pre-
requisite. In cases such as those coming before the Social
Security Board, the Veterans Administration, atid the Rail-
road Retirement Board, strict formality would hinder the
claimants, who often represent themselves and who should
be encouraged to tell their own stories as simply and naturally
as possible. There, the atmosphere of sympathetic conversa-
tion is best conducive to proper administration. On the other
hand, formality is advisable in many contested cases."

Actually, the proceedings before the Social Security Ad-
ministration are not contests, they are nonadversary.

The Government never appears, and the study recently
conducted by the Commission indicates probably 70 percent
of the claimants are not represented.
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This is a whole different ball game than what applies in an
adversary proceeding, in the regulatory agencies, FCC, FTC.

In November, the Committee on Ways and Means approved the
subcommittee bill (H.R. 10727) which eliminated all distmctions in
the nature of hearings and hearing officers under the social security and
SSI programs. It authorized the temporary AU's to hear cases under
titles II, XVI, and XVIII, notwithstanding the fact that these hearing
officers had not been appointed under section 3105 of title V (the ap-
pointment section of the APA), but required that they, and the hear-
mgs they would conduct, would be subject to all other provisions of
the APA. The APA provisions were specifically listed in the committee
report with the following declaration of their applicability also to
regular AU's and their hearings:

Moreover, the specific enumeration of these provisions of
the APA as applicable to the temporary AU's should not be
interpreted to make these adversary proceedings or other-
wise "judicialize" procedures under title II, XVI, and XVIII.
The enumeration of these provisions also should in no way
suggest that they are not applicable to the regular social
security AU's. Your committee and the Department of
HEW consistently over the years have declared that the
language in title II (and under the provisions of this bill,
title XVI) of the Social Security Act call for "on-the-record"
hearings which invoke the provisions of the Administrative
Procedure Act. (H. Rept. 94—679.)

Similar language appeared in the report of the Committee on Finance
The bill passed the House by a vote of 370 to 0 and was signed into
law on January 2, 1976.



Appendix B. Announcement No. 318—Civil Service Commission
Administrative Law Judge—Grades GS—15 and GS—16

ANNOUNCEMENT NO. 318

The United States CMI Service Commission announces an examination for

ADMINISTRATIVE
' LAW JUDGE

L

Positions In various
Federal regulator bodies

in Washington, .C. and
throughout the United States

(81)



ADMINISTRATIVE

LA JUDGE

Grades GS-15 and GS-16

The title of Hearing Examiner was
changed to Administrative Law Judge

on August 19, 1972. Since the
provisions of this Announcement have

not otherwise been changed, the
title of Hearing Examiner used here.

Inafter is synonymous with Admin-
I*atlve Law Judge.

INTRODUCTORY
STATEMENT

Administrative Law Judges are em-
ployed by a wide variety of Federal
regulatory bodies. Their positions are
located in Washington, D.C., and
throughout the United States.

The cases over which they preside
vary in subject matter and in the nature
of the causes involved.

In general, an Administrative Law
Judge presides at formal hearings re-
quired by statute, and he may be re-
quired to make recommended or initial
decisions on the basis of the record. His
normal duties are to:

I. Administer oaths and affirmations.
2. Issue subpoenas authorized by law.
3. Rule upon offers of proof and receive

relevant evidence.
4. Take or cause the taking of deposi-

tions whenever the ends of justice
will be served thereby.

5. Regulate the course of the hearing.
6. Hold pre-hearing conferences for the

settlement or simplification of the
issues.

7. Dispose of procedural requests or
similar matters.

8. Question witnesses, if necessary or
desirable.

9. Consider the facts in the record and
arguments and contentions made, or
questions involved.

10. Determine credibility and make find-
ings of fact and conclusions of law.

11. Recommend decisions or make in-
itial decisions on the basis of reliable,
probative, and substantial evidence
on the record.

12. Take any actions authorized by
agency rule Consistent with the pro-
visions of Title 5, United States Code.

Reissued December 1976
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See Page 17/or Information
on Wheyc and When 10 File.

Grade: of
Adminutratjve Law Judge

Positions Covered
by the

-

Announcement

08.16
08-16

Solarj Range

$31,309-$40j06°

'5ood sOi. ml, 5, U. 5. Code, Soil,. boil, pay to
that d Least V d iS. Eoitudv. $ahed,4e. A. at the
has. done of its. .ooasotooiooo, that auto Is 957100.
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Hearing Examiners may also be required to perform additional
duties not inconsistent with their duties as Hearing Examiners.

A person may become a Hearing Examiner only by appointment
from the Hearing Examiner register established as the result of a competi-
tive examination. The Hearing Examiner register is used only for ap-
pointments to Hearing Examiner positions. There is no probationary
period to be served. A Hearing Examiner position may be filled by ap-
pointrent from the register, or by the reinstatement, reassignment, trans-
fer, or promotion of a person who has formerly received an appointment
from the Hearing Examiner register. A Hearing Examiner is removable
by the agency in which he is employed only for good cause established and
determined by the U.S. Civil Service Commission after opportunity for
hearing and upon the record thereof.

Decisions, based upon hearings presided over by persons appointed
as a result of this examination, will range in scope and importance from
those determining the rights and liabilities of individual citizens to those
which will deeply affect the economic welfare of entire regions of the
United States. For this reason, the United States Government is vitally
interested in insuring that only the very best qualified applicants in this
examination receive appointments.

The applicant should read with care this examination announcement
in its entirety before he starts the preparation of his application. He
should appreciate that, just as he is required to do in the advocacy of his
cause at the bar, he must fully establi.ch that his application clearly satisfies
all the examination standards, in full accordance with the procedural re-
quirements set forth below.
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Quality of Experience

An applicant must have had progressively responsible experience which
demonstrates his ability to conduct hearings in a dignified, orderly, and
impartial manner; determine credibility of witnesses; sift and analyze
evidence; apply agency and court decisions; prepare clear and concise
statements of fact, law, and order; and exercise sound judgment. Finally,
an applicant must conclusively demonstrate that he has the judicial tem-
perament and poise required for successful performance in a judicial or
quasi-judicial position.

More specifically, the following rating factors are considered in the
determination of an applicant's eligibility:
1. Complexity, responsibility, variety, and difficulty of qualifying

experience.
2. Ability to analyze and evaluate evidence.
3. Ability to interpret and apply laws, rules, regulations, and legal

precedent.
4. Ability to write clearly and concisely statements of fact and law,

recommendations, and orders.
5. Ability to secure facts from individuals through observation and in-

terviews under difficult conditions.
6. Ability to handle difficult situations when presenting or preparing

cases.
7. Ability to preside at and control meetings, conferences, or hearings.
8. Ability to make independent decisions in important matters.
9. Ability to be objective and free from influence of any kind.

10. Professional standing enjoyed by the applicant among the members
of hi profession.

11. Knowledge and experience in technical subject-matter fields.
12. Demonstrated judicial temperament and poise.

Qualifying Experience

An applicant, at the time of filing must be, and for a period of at least 7
years prior thereto must have been, duly licensed and authorized to prac-
tice as an attorney under the laws of a State or the District of Columbia,
the Commonwealth of Puerto Rico, or any territorial court established
under the Constitution. (This requirement, however, will not be applied
in acting on noncom petitive actions involving individuals who have al-
ready received appointments as Hearing Examiner in the Federal service
from the competitive register.) In addition, an applicant must clearly
'establish that he has had, in the aggregate, at least 7 years of experience
in one or more of the categories listed below:
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A. Experience as judge, master, or referee of a court of rccord; or
B. Experience as the head (or one of the heads) of a governmental reg-

ulatory body, responsible for (1) conducting, or supervising the con-
duct of, formal hearings and (2) making decisions on the basis of the
record of such hearings; or

C. Experience in a governmental regulatory body as an officer or rm-
ployee presiding over formal hearings and making or recommending
decisions on the basis of the record of such hearings; or

D. Experience in the preparation of cases for, or their presentation at
formal hearings conducted by governmental regulatory bodies or
court proceedings relating thereto (an applicant will receive credit
for participation in the preparation of a case on1, if he shows that
he was either solely or jointly responsible for determ*ning whether
the preparatory work is acceptable for use); or

E. Experience in the preparation of cases for and their presentation at
trial in courts of record of unlimited and original jurisdiction or the
preparation and presentation of appeals therefrom; or

F. Experience iti the active professional supervision and direction of sub-
ordinates engaged in functions described in Category D above; or

G. Experience as a responsible official in a governmental regulatory
body, whose duties require him to (1) review, analyze, evaluate and
recommend action to be taken by the head (or heads) of the body on
decisions or recommended decisions on cases made by hearing officers
on the basis of the record of formal hearings, or (2) render respon.
sible assistance to the head (or heads) of the body in the preparation
for, or hearing of, cases coming for a formal hearin? before the bead
(or heads) of the body, or in the preparation of decisions by the head
(orheads) ofthebodyonsuchcases.
Experience in casà in governmental bodies whose practices and pro-
cedures are not in substantial accord with the administrative pro-
cedure provisions in subchapter II of Chapter 5 of Title 5, United
States Code, is not qualifying

Qualifying experience, therefore, consists of responsible participa-
tion in the preparation, presentation, or hearing of formal cases in gov-
ernmental regulatory bodies or court proceedings relating thereto, or
actual participation in the preparation arid trial of cases in courts of rec-
ord of unlimited and original jurisdiction, or the preparation and pres-
entation of appeals therefrom, or in the hearing of such cases. Only trial
experience gained in courts of record of unlimited and original jurisdic-
tion or the preparation and presentation of appeals therefrom involving
cases other than routine misdemeanors, peobate. domestic relations, minor
tort matters, and cases of a similar nature will be accepted as qualifying.

In addition, there are other types of experience not considered qualifying.
lAsted below are the titles of the principal types of positions in which
qualifying experience is not obtained:

1. Investigator, under any job title.
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2. Adjudicator.
3. Rating Specialist.
4. Claims Reviewer.
5. Insurance Adjuster.
6. Conferee.
7. State Unemployment Insurance Supervisor.
8. Arbitrator.
9. Mediator.

10. Moderator.
11. Teether or Professor.
12. Hearing Officer in informal or conference proceedings.
13. Clerk of Court.
14. Legal Consultant.
15. Officer of any Court not of record.
16. Contract Officer.

Administrative Law or Trial Experience.

The applicant must show that, in the aggregate, at least 2 of the 7 years
of experience described under "Qualifying Experience" above, were in
the field of administrative law, or in the actual preparation and trial of
cases in courts of original and unlimited jurisdiction or the preparation
and presentation of appeals therefrom, or in the hearing of such cases.

For the purpose of this examination, the field of administrative law
consists of:
1. Formal proceedings before Federal regulatory bodies, or
2. Formal proceedings before State or local regulatory bodies, involving

issues fully comparable to those before Federal regulatory bodies, or
3. Actions in courts of record involving reviews or appeals from, or en-

forcement of, the decisions made on these formal proceedings by
regulatory bodies, or

4. Injunctive proceedings brought in a court of record relating to a for.
mal proceeding or a prospective formal proceeding before a Federal
regulatory body, or

5. Injunctive proceedings brought ma court of record relating to a for-
mal proceeding or a prospective formal proceeding before a State or
local regulatory body.

6. Actions in courts of record involving issues fully comparable to those
in formal proceedings before Federal regulatory bodies, or in fully
comparable formal proceedings before State or local regulatory bodies.

The applicant must show clearly that he gained this experience in
one or snore of the capacities described in categories A through G under
"Qualifying Experience" above.

Principal types of cases considered comparable to those coming be-
fore Federal regulatory bodies are shown on following page:
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Cases involving the approval or prescription of rates, wages, corporate
or financial structures or reorganizations thereof, prices, facilities,
appliances, services or allowances therefor, or of valuations, costs, or
accounting, or marketing or other practices.

Examples:
Cases involving reasonable rates for transportation or other serv•

ices of common carriers or industries subject to regulations.
Cases involving purchases, leases, mergers, consolidations, reorgani-

zations, recapitulations, integrations, or financing of common
carriers or public utilities.

Cases involving valuations, reproduction costs, and fair rate of
return on capital of a common carrier or public utility.

Cases involving the issuance of regulations fixing and establish-
ing a reasonable standard of identity for food.

Cases, involving prosecution or defense of alleged violations of public
laws or regulations of public bodies respecting labor, agriculture, po-
litical activity, trade, or commerce, including money claims arising
therefrom or declaratory proceedings.

Examples:
Cases involving violations of or noncompliance with laws, rules,

and orders pertaining to the regulation of public utilities or
other entities, or to labor, trade, or agriculture.

Cases involving charges of unfair trade or labor practices.
Cases involving alleged violations of the postal fraud, lottery and

antiobscenity Statutes.
Cases involving participation of Government employees in pro-

hibited political activity.
Cases involving civil rights matters.
Cases involving antitrust matters.
Cases involving admiralty matters

Cases involving the grant, revocation, or amendment of a public II-
cense (other than those involving common occupations), permit,
certificate, approval, registration, charter, or membership, involving
difficult and complex issues of fact or law.

Examples:
Cases involving revocation, suspension, or annulment of licenses

of air pilots, merchant mariners, distilleries, wineries, or of
common carriers or public utilities.

Cases involving the pnt or revocation of licenses for nuclear
production and utilization facilities

Cases involvin the grant or annulment of licenses relating to the
use or disposition of public lands and resources.

Cases involving the licensing, financing, and regulation of invest-
ment and lending practices of business investment companies.

Cases involving denial, suspension, or revocation of a ertificate of
registration of any person who recruits, solicits, hires, furnishes,
or transports migrant workers for farm employment.
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Cases involving the grant, denial, or recovery of money payments or
other benefits upon a hearing required by law.

Examples:
Cases involving claims for old age and survivors insurance bene-

fits, the settlement of estates of Indians, or ownership of vested
property.

Cases involving disability allowances, insurance claims, or other
privileges.

In determining whether a case which comes before a State or locsl
regulatory body is comparable to one coming before a Federal regu-
latory body, a direct comparison is made of the subject matter and
causes in the case with the subject matter and causes of the cases
which come for hearing before Federal regulatory bodies. For ex-
ample, interstate transportation rate cases come before the Interstate
Commerce Commission; intrastate transportation rate cases which come
before State regulatory bodies and local transportation rate cases which
come before local regulatory bodies are cases comparable to those
coming before the Interstate Commerce Commission. Participation in
such State or local cases, therefore, will constitute administrative law
experience as defined above.

However, participation in formal hearings accorded employees
of some State governments on the basis of charges brought against
them will not constitute administrative law experience, since these
cases are not formal proceedings in the Federal service.

Recency of Experience

In order to establish eligibility, an applicant must clearly establish
that he has acquired, in the aggregate, 2 years of experience in the
field of administrative law, as described above, or in the actual prep-
aration and trial of cases in courts of original and unlimited jurisdic-
tion or the preparation and presentation of appeals therefrom, or in
the hearing of such cases, within the 7-year period immediately
preceding the date of his application.

Level of Qualifying Experience
The grade of Hearing Examiner position for which an applicant is
considered qualified will be determined by the quality of his experience
which falls in one or more of the categories set forth under "Qualify-
ing Experience" described on page 4. This is shown by the scope and
level of his responsibilities, and the importance and complexity of
the cases which he has handled. Thus, to qualify at each grade level
of Hearing Examiner position, at least 1 year of the applicant's quali-
fying experience must have been gained in the 7-year period preceding
the date of his application and must have been of a level of difficulty,
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ccsnplexty, responsibility, and importance characteristic of at least
the next lower grade in the Federal service. However, an applicant
may be qudli/led for eligibility at the GS—16 grade level on the basis of
the successful completion of 2 years of qualifying experience at or
comparable to the GS-14 grade level in the Federal service. Such
experience must have been gained within the 2-year period preceding
the date of his application.

The quality of experience gained in trial practice is determined
by the importance and complexity of the cases prepared and tried by
the applicant. Experience in routine misdemeanor cases, probate, do-
mestic relations, minor tort matters and cases of a similar nature
will not be accepted as meeting the quality of experience required
for either grade level.

Special Quolifications for Filling Certain Hearing Examiner Positions

In filling Hearing Examiner positions in certain Federal regulatory
bodies, prior consideration is given to eligible applicants whose admin-
istrative law experience includes participation in cases comparable to
those coming before these bodies. See the section entitled "Special
Qualifications for Positions in Certain Federal Regulatory Bodies,"
for the names of these Federal regulatory bodies, together with a state-
ment of the special qualifications required for each agency's Hearing
Examiner positions. (These special qualifications, however, will not
be required in acting on noncompetitive actions involving individuals
who have previously received appointments as Hearing lxaminers in
the Federal service from a competitive register.)

As indicated in these statements, an applicant is required to dem-
onstrate that the 2 years of experience in each legal specialty has been
obtained within the 7 years immediatelypreceding the date of his ap-
plication. The cases in the legal specialty in which he has participated
must be cited by him in the list described under "Submission of Ex-
amination Material" on page 10; and the number of work days spent
by him in handling these cases must, in the aggregate, equal 2 years.

Creditability of Service with Armed Forces

Time spent by an applicant in the Armed Forces shall be considered
in either of the two following ways, depending upon which will be of
more benefit to the applicant:
A. Such service may be considered as an extension of the employment

in which the applicant was engaged immediately prior to his en-
trance into the military service, or

B. Such experience may be considered on the basis of actual duties
performed by the apr!cantin the military service.

As an example, an attorney who adjusts claims for an insurance
company (an experience which is not qualifying) enters military
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service; and, for the entire period of service, he represents the gov-
ernment as counsel in the preparation and presentation of cases before
the Armed Services Board of Contract Appeals. His military service
is accepted as qualifying experience, since this body's composition and
practice are in substantial accord with the administrative procedure
provisions in subchapter fl of Chapter 5 of Title 5, United States Code.

In further exemplification, an attorney whose practice consists of
the preparation and presentation of cases before the National Labor
Relations Board (an experience which is qualifying) enters military
service; and, for the entire period of service he acts as presiding officer
at courts-martial. In view of the fact that participation in courts-
martial as presiding officer or member of the court other than law
officer in general courts-martial is not qualifying experience for the
purpose of this examination, his military service is credited as an exten-
sion of his civilian practice.

Part-time or Unpaid Experience

Credit will be given for all valuable qualifying experience, regardless
of whether compensation was received or whether the experience was
gained in a part-time or full-time occupation. Part-time or unpaid ex-
perience will be credited on the basis of time actually spent in appro-
priate activities. Applicants wishing to receive credit for such experi-
ence must indicate clearly the nature of their duties and responsibilities
in each position and the number of hours a week spent in such
employment.

SUBMISSION OF EXAMINATION MATERIAL

The applicant is required to submit a complete Standard Form
171, Personal Qualifications Statement, in which all items of infor-
mation requested therein are furnished. He must also include the date
and jurisdiction of his admission to the bar.

Only brief descriptions of nonqualifying experience need be fur-
nished. However, all periods of employment daimed by the applicant
as having afforded him qualifying experience must be described spe-
cifically and in detail in order to convey a full and accurate under-
standing of the nature, variety, complexity, responsibility, and diffi-
culty of such experience. Descriptions of experience such as "Private
Practice of the Law," "House Counsel for the XYZ Corporation,"
"Assistant Attorney General for the State of Illinois," or "Attorney
at Law, handling matters of extreme complexity involving difficult
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problems in many legal fields" are uninformative; in reviewing an
application, periods of service which are so described will be disre-
garded on the assumption that the applicant did not intend to claim
such service as qualifying experience.

The applicant's statement of experience must clearly establish
that he has obtained, in the aggregate, the full 7 years of qualifying
experience required for eligibility. Therefore, in describing a period
of employment consisting of a combination of qualifying ad non-
qualifying experience, it is essential that he indicate how his time
was divided between the two types of experience. If this information
is not furnished, no part of this period of employment will receive
credit as qualifying.

The applicant must also clearly establish that he has obtained,
in the aggregate, the full 2 years of administrative law or actual trial
or judicial experience required for eligibility, and that the time of
obtaining this experience satisfies the requirements set forth under
"Recency of Experience" above. The Commission does not accept the
unsubstantiated claim of any applicant that he has obtained this ad-
ministrative law or trial experience. In proof of his claim, every ap-
plicant must include in his application a list, in chronological order,
of a sufficient number of administrative law cases in which he has
participated or court cases which he has prepared and tried, or heard,
to demonstrate 2 full years (400 workdays) within the 7-year period
immediately preceding the date of his application. He must show for
every case so listed:
I. Title and citation.
2. Dates between which participation took place.
3. Brief statement of issues involved.
4. Regulatory body or court hearing case. Note: For each court so

cited, indicate whether Federal, State, or local; extent of jurisdic-
tion (limited or unlimited, original or appellate).

5. Number of workdays spent in handling case, and in what capacity,
i.e., judge, attorney, etc.

6. Names and current addresses of
(a) Hearing Officer of regulatory body or of judge who heard

case
(b) Co-counsel, if any
(c) Opposing Counsel
(d) Names of Counsel appearing in case if applicant claims quali-

fying experience in a judicial type position.
The applicant is also required to submit the details listed below

regarding 2 of the cases referred hi above which, in his opinion, are
the most important ones in which he has participated. (If the appli-
cant satisfies the administrative law, actual trial, or judicial require-
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merits of this announcement by listing only one case, he may submit
details on only that case). If the applicant claims that his experience
satisfies any of the special qualifications for filling specific Hearing
Examiner positions which are described beginning on page 18, at least
one of the cases must have been in the field of the legal specialty involved.
1. The precise nature and extent of participation.
2. Full statement of issues involved and a description of the problem.
3. Outline of arguments made.
4. Summary of technical, economic, or other data presented, including

sources, manner of analysis, and uses, written decisions or opinions,
or other papers prepared by applicant in one case.

5. Briefs, Memoranda of Law.
To assist the rating panels in determining the ability of the appli.

cant to write clearly, concisely, and convincingly, the applicant shall
submit with each such written decision or opinion a verification in the
form of a signed statement of the extent of his perional involvement in

and his responsibility for the preparation of the document; and the names
and current addresses of those persons, if any, who worked with him in
the preparation of the document.

Detailed descriptions of only 2 administrative law cases or 2 court
cases which the applicant actually tried or heard should be submitted,
one of which is to reflect the highest level of his qualifying experience.

It is incumbent on the applicant to make sure that his application
and related papers contain the names and current addresses of at least 20
individuals who have personal knowledge of his experience and profes-
sional qualifications, so that inquiries may be made of a number
of them. Ordinarily, the applicant will find that he has listed at least

this number in connection with his employment record and the
cases in which he has participated. However, if an examination f his
papers indicates tGhim that this is not so, he is required to add a sufficient
number of names to increase the total to 20.

The Civil Service Commission will communicate no more than once
with an applicant regarding minor deficiencies or omissions non.fatal)
in the information submitted by him, If the applicant does not submit a
timely reply which causes his application as so amended to comply fully
with all of the filing requirements set forth above, an ineligible rating
will be assigned to his application.

Finally, it is essential that information regarding the nature and
quality of the applicant's service in his current employment be obtained
from informed and reliable sources. This information is usually obtained
from the applicant's employer or supervisor or, if he is a partner in a
firm, from one or more of his associates. Therefore, if an applicant
indicates that he does not want inquiries to be made of such persons,
in connection with his current employment, his application will be
canceled.
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THE RATING PROE5

Basic Rating

A review will be made of the experience of each applicant as described
by him in his application. After this review has been completed, appli-
cants not meeting the requirements of this announcement will be assigned
an ineligible rating and so notified.

In the case of each applicant who is found to have clearly met the
requirements of this announcement, inquiries will be sent toa number of
the individuals whose names were furnished by him; inquiries may also
be sent to other individuals selected by the Commission.

The Civil Service Commission will conduct a full personal investi-
gation of an applicant's qualifications when this becomes necessary in
order to resolve questions raised regarding his eligibility, including those
raised in responses received in reply to inquiries.

Based on an evaluation of the material submitted by the applicant
and on the information obtained from inquiries, a basic rating is
made to determine which applicants are eligible for appointment.
This rating is based on a scale of 100. Because of the limited
number of Hearing Examiner positions for which appointments are
needed, the passing grade for this examination will beset at a figure that
the Commission determines will produce an adequate register of eligibles.
This means that the Commission will determine how many names are
needed on the Hearing Examiner register and will establish as the passing
grade for the examination such numerical rating as will result in that
number being rated eligible for appointment. In addition, from among
those applicants who are rated eligible for appointment, the Commission
will make the determination regarding the special qualifications for ap-
pointment in certain agencies discussed on pages 9 and 18. Each appli-
cant will be notified of his basic rating and of any special qualifications
assigned to his application.

Demonstration of Ability to Write a Decision

Those applicants who attain a passing grade on the basic rating must
demonstrate their ability to write a decision. This demonstration will
require about 6 hours. For applicants residing in the Washington Metro-
politan Area, the demonstration will be administered in the Commission's
Central Office. For other applicants the demonstration will be admin-
istered at available points located near their places of residence. Appli.
cants will be required to travel at their own expense.

The demonstrations will be held as frequently as necessary to meet
the needs of the service. All applicants who (I) have filed complete appli-
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cations on or before the date on which the Commission decides that the
needs of the service require the scheduling of a'demonstration and (2)
who are assigned a passing grade at the basic rating will be given the
demonstration at the same time. All applicants who file complete appli-
cations subsequent to the date on which the Commission decides that
the needs of the service require the scheduling of a demonstration and
who are assigned a passing grade at the basic rating, will be given the
demonstration at a later date as determined by the Commission.

The demonstration, primarily, is to test an applicant's ability to
express himself clearly, concisely, and convincingly in a written decision.
For the purpose of the demonstration, it is considered that there is no
"right" or "wrong" answer to the problem presented to the applicant.

The applicant will be given sufficient advance notice to insure that
he will be able to arrange to take part in the demonstration on the ap-
pointed day. If it becomes impossible for the applicant to participate,
his application will be suspended' and he will be allowed to take part
in the next scheduled demonstration.

Oral Interview

All applicants who attain a passing grade on the basic rating will also be
required to appear for individual interviews with respect to the qualifica-
tions required for proper performance on the job.. These interviews,
which will last for about 1 hour, will be held by panels at the Cominis-
sion's Regional Offices, its Central Office in Washington, D.C., and its
Offices in Alaska, Hawaii, and Puerto Rico. The panels will consist of
three persons specially designated by the Commission for auth purpose
and for evaluating each applicant's qualifications. The interviews will
be held approximately 1 month after the date on which the applicant
participated in the demonstration of his ability to write a decision. If it
is impossible for him to appear as scheduled, his interview will be re-
scheduled if this can be done within the limits of the panel's calendar;
otherwise, his application will be suspended and he will be allowed to
take part in the next scheduled interviews. Applicants who are scheduled
for oral interviews will be required to travel at their own expense.

Final Rating

Before an applicant is placed on the register, he will be required to un-
dergo a National Agency and Local Law Enforcement Investigation,
in connection with which he may be required' to submit additional
information.

A final rating will be made by the Commission, based osr a
careful rtaluation of the information furnished by the applicant with
his application, information obtained in response to inquiries, investi-
gations, rcults of his demonstration of his ability to write a decision, and
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results of the oral interview, and on the final report of the special panels.
At this time, applicants will be assigned points for veteran preference,
in the cases of those who are entitled thereto in accordance with the
provisions of Title 5, United States Code 3309 and registers established.

Each competitor will be rated for the grades or salary levels which
he will'accept and for which he is qualffied. In no case will an applicant
be given a rating in any grade for which the compensation is less than
the minimum acceptable salary as stated in his application.

Issuance of Certificates

Only those applicants to whose applications final eligible ratings have
been assigned will be considered for certification to fill Hearing Examiner
positions. The issuance of certificates will not be delayed pending com-
pletion of any phase of the rating of an applicant's application or pending
decision on an appeal filed by an applicant from a rating.

MAINTAINING ELIGIBILITY

An applicant with a final eligible rating must bring his experience
up to date by filing Standard Form 172, Supplemental Experience and
Qualification Statement, no earlier than 12 months and no later than
18 months from the date on which he was notified of his ligibility in
this examination. Thereafter, he is required to repeat this process no
earlier than 12 months and no later than 18 months from the date on
which he last brought his application up to date. In bringing his applica-
tion up to date, an applicant must attach to his Standard Form 172 a list
of all cases (whether in the field of administrative law or in other fields
of law) in which he has participated since he filed his application in the
examination. The list must be prepared in the manner prescribed in the
second paragraph beginning on page 11 above. An applicant's failure to
bring his experience up to date within the stated periods will result in
the removal of his name from the register; in this event, he cannot re-file
his application for the purpose of regaining eligibility during the 2-year
period following the latest date on which he was required to update his
application.

In bringing his application up to date, an applicant must continue to
satisfy the provisions found under "Recency of Experience" set forth
above. If he is unable to do so, his name will be removecifrom the register.

In addition, in order to retain credit for any special qualifications
previously assigned to his application, he must show that his participation
in cases falling within the legal specialty involved continues to satisfy
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the "Recency of Experience" requirement set forth under "Special Quali.
fications for Filling Certain Hearing Examiner Positions" on page 9. No
other re-rating, however, will be conducted on the basis of this additional
information.

An applicant who receives a final eligible rating may flea new appli-
cation (Standard Form 171) for a new rating at the same grade level no
sooner than 2 years after the date on which he was notified of the previous
eligible rating.

An applicant who files a new application (Standard Form 171) for
a new rating at the same grade level is required to submif the new appli-
cation in the manner described above under "Submission of Examination
Material," describing his experience from the date on which he filed his
old application or the date on which he last brought his experience up to
date. With his application he must file a list of all cases (whether in the
field of administrative law or in other fields of law) in which he has
participated since be filed his application in the examination or since
he last brought his application up to date. This listing must be prepared
in the manner prescribed in the second paragraph beginning on page 11
above. The application and listing of cases must contain the names and
current addresses of at least six individuals who have personal knowledge
of his experience and professional qualifications, so that inquiries
may be made of a number of them, as well as others. The new
application, when combined with the old one, must satisfy all require-
ments set forth above, and it will be processed in the same manner as
that set forth above under "The Rating Process."

Recom petition

Any applicant who filed a Hearing Examiner application previous to
the issue date of this revised announcement and received a notice of
cancellation or ineligibility may now re-file his application under this
revised announcement. The new application must conform with all of
the requirements of this announcement.

An applicant who files under the Revised announcement and who
receives an ineligible rating may re-file no sooner than 1 year after the
date on which he filed in this examination.

Note: In view of this restriction, an applicant should not limit his
availability to a higher grade level if he has any doubts as to his ability
to satisfy the qualification requirements for it. If he does so, and receives
an ineligible rating, he will not be able to obtain consideration at a lower
grade level until the conclusion of the previously stated I-year period.
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EQUAL. EMPLOYMENT OPPORTUNITY

All applicants will be considered without regard to race, religion,
color, national origin, sex, political affiliations, or any other nonmerit
factor.

For information about citizenship, physical abilities required, vet-
eran preference, and other general information, see Civil Service Com-
mission Pamphlet No. 4, "Working for the U.S.A.," which may be
obtained at most places where applications are available.

HOW TO APPLY

What to File

To apply for this examination, submit the forms and material listed
below.
I. Standard Form 171 and related papers (see explanation found under

"Submissionof Examination Material" on page 10).
2. Civil Service Commission Form 5001-ABC.
3. Standard Form 15, with documentary proof required therein, if

claiming 5-point veteran preference based on other than wartime
service, or 10-point veteran preference (disability, widow, wife, or
mother preference). Documentary evidence will be returned to appli-
cants.

Where to Get Forms

The forms mentioned above may be obtained from (1) Job Information
Centers in many large cities throughout the country (their addresses are
listed on pages 28 through 36 in Pamphlet 4), (2) many post offices
except in cities where the Job Information Centers are located, or (3)
the United States Civil Service Commission, 1900 E Street NW.,
Washisgson, D.C. 20415.

When and Where to File

Applications may be filed in this examination at any time. Send applica-
dons to the United States Civil Service Commission, 1900 E Street NW.,
Washington, D.C. 20415. Attention: Office of Administrative Law
Judges.
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LIST OF AGENCIES
EMPLOYING HEARING EXAMINERS

Agency Crude of Pesidon

Department of iculture G516
Nuclear Regulatory Commiuionl GS1S

Civil Aeronautics Board GS16

Commodity Futures Trading C omission GS.16

Consumer Products Safety Commission GS-16

Drug Enforcement Administration. Department of Justice CS-IS

Federal Communications Commission GSI6
Federal Maritime Commission GS-16

Federal Power Commission GSl6
Federal Trade Commission CS-iS

Food and Drug Administration. Department of Health.
Education and Welfare CS-16

Department of Housing and Urban Development CS-IS

International Trade Commission CSIS
Interstate Commerce Commission GS-16

Department of Labor CS-16/i5
Maritime Administration. Department of Commerce GS-i6

National Labor Relations Board GS-16

National Transportation Safety Board, Department of Transportation.... CS-16

U.S. Postal Service GS46

Securities and Exchange Commission GS-l6

U.S. Civil Service Commission CS-i6

U.S. Coast Guard, Department of Transportation CS-iS

Bureau of Alcohol, Tobacco, and Firearms,
Department of the Treasury CS-IS

OffIce of the Secretary. Department of the Interior CS-16

Social Security Administration, Department of Health. Education.
and Welfare CS-IS

Occupational Safety and Health Review Commission GS-16

Postal Rate Commission CS-i?

Environmental Protection Agency GS-16/15

SPECIAL QUALIFICATIONS FOR POSITIONS IN
CERTAIN FEDERAL REGULATORY BODIES

As set forth under "Special Qualifications for Filling Certain Hearing
Examiner Positions," on page 9 of the examination announcement, prior
consideration in filling Hearing Examiner positions in certain Federal
regulatory bodies is given to eligible applicants whose administrative law
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experience includes participation in cases comparable to those coming
before these bodies. Listed below are the special qualifications for the
positions in these bodies

In order to obtain prior consideration in filling a position in one of
these bodies, an eligible applicant must have clearly established in his
application and related papers, in the manner prescribed in the exami-
nation announcement, that he has acquired the special qualifications for
that position within the 7 years immediately preceding the date of his
application.

When it is found that the register does not contain the names of a
sufficient number of eligibles possessing the special qualifications for con-
sideration by an agency, certification will then be made in regular order
from the register.

DEPARTMENT OF AORICULTURE

Two yçars of experience in the preparation, presentation, or hearing
of formal cases, or in making decisions on the basis of the record of such
hearings, originating before governmental regulatory bodies at the Fed.
eral, State, or local level, involving issues arising in the enforcement,
application, or administration of marketing orders pertaining to agricul-
tural commodities or food distribution regulations such as those pertain-
ing to the control of commodity exchanges and stockyards.

Civsi. AERONAUTICS BOARD

Two years of experience in the preparation, presentation, or hearing
of formal cases, or in making decisions on the basis of the record of such
hearings, originating before governmental regulatory agencies at the Fed.
eral, State, or local level, in the field of air transportation, involving mat-
ters relating to rates, finance, or operating authorities. In the absence of
a sufficient number of eligible applicants with the foregoing experience,
priority in certification will next be given to those with similar experience
in the field of surface transportation.

FEDERAL COMMUNICATIONS COMMISSION

Two years of experience in the preparation, presentation, or hearing
of formal cases, or in making decisions on the basis of the record of such
hearings, originating before governmental regulatory bodies at the Fed-
eral, State, or local level, in the field of communications law.

FEDERAL MARITIME COMMISSION

Two years of experience in the preparation, presentation, or hearing
of formal cases, or in making decisions on the basis of the record of such
hearings, involving causes arising in the field of public utilities law. These
cases must have originated before governmental regulatory bodies at the
Federal, State, or local level.
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FEDERAL POWER COMMISSION

Two years of experience in the preparation, presentation, or hearing
of formal cases, or in making decisions on the basis of the record of such
hearings, involving causes arising in the field of public utilities law. These
cases must have originated before governmental regulatory bodies at the
Federal, State1 or local level.

INTERNAL REVENUE SERVICE, DEPARTMENT OF TME TREASURY

Two years of experience in the preparation, presentation, or hearing
of formal cases, or in making decisions on the basis of the record of such
hearings, originating before governmental regulatory agencies, involving
questions arising under the Federal alcohol and tobacco tax laws or under
substantially similar laws at the State or local level; more specifically, the
questions must have involved the levy and collection of taxes on these
commodities; control of their production, distribution, and sale; or prac-
tices followed in their labeling and advertising.

• INTERSTATE COMMERCE COMMISSION

Two years of experience in the preparation, presentation, or hearing
of formal cases, or in making decisions on the basis of the record of such
hearings, originating before governmental regulatory agencies at the Fed-
eral, State, or local level, in the field of surface transportation (including
transportation by rail, motor carrier, or water), involving matters re-
lating to rates, finance, operating authorities, and safety. In the absence
of a sufficient number of eligible applicants with the foregoing experi-
ence, priority in certification will next be given to those with similar
experience in the field of air transportation.

NATIONAL LABOR RELATIONS BOARD

Two years of experience in the preparation, presentation, or hearing
of formal cases, or in making decisions on the basis of the record of such
hearings, originating before governmental regulatory bodies at the Fed-
eral or State level, arising in the field of labor law and involving the
enforcement of governmental policy encouraging collective bargaining
and the right of free association in connection with employer-employee
relations.

An applicant who has fully established his general eligibility under
the terms of the examination announcement is permitted to submit evi-
dence of his participation, within the 7 years immediately preceding the
date of his application, in the arbitration of labor disputes in connection
with the provisions of a collective bargaining contract or statutory ma-
chinery, as partial or complete satisfaction of the special qualifications
requirement set forth above.
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SECURITIES AND EXCHANOE COMMISSION

Two years of experience in the preparation, presentation, or hearing
of formal cases, or in making decisions on the basis of the record of such
hearings, originating before governmental regulatory bodies at the Fed-
eral, State, or local level, in the field of securities financing and involving
the public issuance of securities or the trading of securities. In connection
with this practice, the applicant must have acquired and applied:
I. An understanding of the corporate financing process as related to the

public issuance of securities; and
2. An understanding of the appraisal or evaluation of annual reports of

corporations, including financial statements; and
3. An understanding of basic accounting theories and principles and of

their application; and
4. An understanding of current trading techniques in the securities

markets.

SociAl. SECURITY ADMINISTRATION, DEPARTMENT OF HRALTH, EDUCA-

TION, AND WELFARE, for positions located in Puerto Rico

A current working knowledge of both the English and Spanish
languages (knowledge need not have been acquired within the 7 years
immediately preceding date of application).

U.S. COAST GUARD, DEPARTMENT OF TRANSPORTATION

Two years of experience in the preparation, presentation, or hearing
of formal cases, or in making decisions on the basis of the record of such
hearings, originating before governmental regulatory bodies, in the field
of admiralty and maritime law and involving the interests of seamen or
the 8hipping industry. In the absence of a sufficient number of eligible
applicants with the foregoing experience, priority in certification will
next be given to eligible applicants with 2 years of experience in hearing
formal cases coming before governmental regulatory bodies, or as a judge
or justice of a court of record.



Appendix C. Qualifications Inquiry Form 192— Civil Service
Commission "Voucher"

Fonts —
UNITED STATES CIVIL SERVICE COMMISSION

ON 0. lC.ROOSS

Wathington, D.C.

QUALIFICATIONS INQUIRY—ADMINI$TRATIVE t.AWJUDGE

I welte to oolr your help Is eeuluotir* the qoalifloations of
who I. being oonoldeeed In on examination for the pooltion of Admlnbtrottve Low jtalge.

As, Admlnlotrotiee Low Judge preside. at fonnol agency hearings required by statuts. lie aura subpoenas. quculloiw witnsco.
consider. the futs In the record and arguments and contentions made, defloeo the lasum boomed, and reconamendodedons or
make, Initbol deecoons on the koala of reliobte, probutive. and ouhalantlol evidence on the mooed.

Declotom of Admlnlotrotive Law Judge, ore Important to all of no, relating at they do to sods are. no commtadootloi.. power,
tronsportatlon, labor, ond the bbs. We make every effoet to ensure that otdy the very best qsaatltted applicoista ore considered for
oppobntment to inch postions. To do thia, we need the advice antI aa,totaoee of respooathle ctttnee. like yoorself who know chit
per.oe welt enoagh to be oble to evoluote hi. qualifIcatIon. sod capabilities.

We have tfled to simplify your taak by Including in this letter qoestions which can be answered by cheek moth.. Space I ole
pewsided on the loot page for additional Infonnatlon in toy moe where yao feet that yono checked reapotur dna. not sdeqaatety
eeñert your estlmote of this pessois ability. Your evaluntlon to Importont to no oral I hope yoo will be feon The lofosmotloes
you famish cell be - - avoilable onJy to those offidola of the CMI Service CosnmIon who are
renponaibte for odnsinl.tesing the Administrative Law Judge euminatlon.

I! you feet that yoo do not have auffirlent peenonal knowledge of this bidMdoal'a hachgrowsd to arower any or aM of the
questions, plespe no lealleate on the questIonnaIre tad retorts It. It wmabt he mod bdpfol If we could have your response wtthln

days.

If you could noWst names omi oddrrmen of other peinoes who might he able to vo Infoematlon shout this upplicant's
qualificotlooa and capabilities, that too would he helpfuL Thank yoa foe your cooperotlon. A return oddre.ed envelope is
enclosed for your coovenieoce.

Sincerely yuan,

Cteartna$. Dutteo
Ditector
Offjoe of Admmnlotrotlne Low Jodgeo

C5C FORM 102
MARCH 1SPI

(52)



1. IN WHAT CAPAOTV, HOW LONG, AND HOW WRU HAVE YOU KNOWN iNC APPIJCANT? (Cfoeiem,.&orJ

0 HIs employer or sspnroisot 0 Co.woelstn or austin. tOsnatl on o 0 jodgn. mount. or volta. of. court of
special p.oleer record bofern mbem .pplinn luau .p.

'potted. (rri/,noduee endorSe..!)

0 NestIng Odin. of so .d,slolstotoive tel. 0 u. clime

_______________________

booal on rngulonory bodp before ..ba.r
applicant boa .pp..r.d. (Sp.ri/y pnd.
II.. .odlcilwo,rl) OpposIng Connect Otl,. (Sp.rojyl

My nooteot. orbit .pplleaooloned frOm___________________________ in . orbit oboennaooe

o(bls moth or din ollo.rlog heals:

o DaIly 0 Vecn.u.o, 0 lofrnqoro. 0 Mont

NOTE: In nosluatlng ho applicsat'a qualities and abilities wish respect to items 2 tbcousgb II below, pI.sne compare him with od.ec
people you hove knows. who buns relatively th. sum. oovnt and type of staining and eaperience sbus she opplicoot bs, bid.
Place a check mark in the spproprlate column to Indicate you.. e'eaiustlnn In n.I.son to etch statement; shin, If you wish to
qualify your snow,. on give additional infocmaeloa. use sh. spec. labeled "Co.om.nts." Comments on any additional qualities
or abilities to which you would like to coil stsnnelou may be .nonred In item IS on eke loss pep. of thin inquiry for.n.

2. ANALYZING AND EVALUATING EVIDENCE

e. Thorosgiesnu a luo.IyeIag .1! item. of .,idsoen presented I. .me.. r.then then sending to
acenpr see,, of th. lutes. at fore noloy

b. AMHey so distinguish rnl.tl,n ala. of hem. o(nnld.ncn Is sIt. retard

COMMENTS

.

41 H I II I

— —

3. INTERPRETING AND APPLYING LAS. RULES, GULATIOHS, AND LEGAL PRECEDENT

• Soondoes. of his lotn.pnnsusloea of l.g.t pnotI.Ioss sad pe.endons..

b. Ueotivnneo. Ic making oo.the'spn, sjçilr.slno. of legal psornlolsos sod puneedeoso Is, p.m.
rending. boften count, at regulatory bodies

COMMENTS:

4. WRITiNG STAtEMENTS OF PACT AND LAW, CECOMMENDATIONS. AND OEDIES

• Shill I. orgaebiog end prnpstisg m.ltsna .ennnlnl ek.elp ad esaulnaly

b. AWIu7 so tenlsn roonlanlogly sad obIseolosly

.

e. POo.pnte.a Is prçsriog divide..

COMMENTS:

— — —
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5. SECURING FACTS FROM INDIVIDUALS THROUGH OSSEIVATION AND INTERVIEWS
UNDER DImoJLt CONDITONS

51

e. Shill in plnnnlog qoeneloo. en obn.ln • denined .nd — pronide line. line forth.. qne.eloning...

b. V.. nfdiplon..cy. diecr.ninn. ted pnennnnl.enn., .kb.n.dnnnn,,nnedliennonwithnea.nnl
b..nnein. to .cco.nplid, mules In diRculn olnc.mmncn

n. Effnt.d,nnro, of obenining nennierony end droning non pre.ine.n lotte
d. Skill in reSenting credin upon. hin,eelf ned hi. oeg.nlenclnn dnnng ci.. proc... of securing

nencuotey ft...

n. Tncnfnlneu end willingneu to concede ,.hen In tenor

COMMENTS

6. HANDLING DIFFICULT SITUATIONS WHEN PRESENTING OR PREPARING CASES

n. Ability en detect Snot In nppooenn, ne.een..n,e of Ito. logic, eenoo.lng. or lion, of qun.
tinning, sod to nenbe prompt end celid ob)eoolon.

b. Rm,on.ec.fnlnrs, In resolving coopleo peoblen.e obick tel..

c. Pt.cen.lley of bin prnpon.In or eolonion,

d. Skill In ceeneing fevoesbi. i.nprn..ion nod inipining .n.ildence

Repon.nion for feint.... s.d reoeen.oeeklnn.,

COMMENTS:

7. PRESIDING AT MEETINGS, CONPERENCRS, OR HEARINGS

.. Polo. md nobility in eeylng clrnonoennnnn

i. Dienornene nod Ibnrfolnan

n. Efihoniv.nn. in rcninnninlrg Arm control of nbc pnore.dlnn.

d. Ability no opply cole, of enlden.n

COMMENTS:

8. MAIlING INDEPENDENT DECISIONS IN IMPORTANT MATTERS

Ability no wlnben.od pre.nonn or lnluen.re of n.b.c. nod to render she dnnlnlon be belienen elgi.

b. Son.ndneee end login q(hind.nlnloo,

.. Willingness no eneeblieb new precedents or procedure, when eke fete. melt inch salon.,

cl Ability to n.m. se derision. promptly

COMMENTS:

— — — — —
— — — —
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odgmoe0. fre. from H.... .ed peejodloç..

i I LI I

.uodi,g of the pplio.ot omoog the oemb.
ptof,.io0.I

IXCHNICM SUbJECT-MAIlER FIELDS
oh. ,.ht .pp.rit. .,.ob ooi)&.motter field 1,00db

THE SCOPE OF THE APPLICANTS EXPERJ.
FIELDS.)

hi2

.

hr
— — — — —

—
—

4
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12. .. Tb., pl.d(.) of Mn. I. (n.) e.,.c.d I. ye'. .,ol..tlao .1 lb. .ppIIo..t'. ..p..f.o.e I. lb. fIeld of .d.l.l...tho I.. eel.
.eto.I .6.1 pr.cd.. 1. eec.o. of c.ooed?

Fe..

__________________________________________

0

___________________________________________

b. Tb penn. of .pplIcn.'. coOl.. ..p.olc.., be. ho.. I. d.l.i.n.tI,e I.,,?

_______

I de.'t hoop__________________

Tb'. p.ooeo. of .ppiie..t'. code. e'.,.eleoce be. be.. I. .0oeel odd pnotlc,e? I do.', boo.

.. Do p.. boo. .ey on... c.q.e..Io. ohIo p.o.oe. ley.f,y .olb. V.8? 0 .. 0 No
b. Depot, boo. .oyen,.. co boll.,. ohIo p..... bole.0., ..b.. b.loopd, ....y 0.01.. o. f..*i ,opnlo.doo, 00 .0007 .op,lo.d..

,,bilb .d.oc.. oo.nbeo.l.g 0* .I,oobo o. 0.0 .doo.l 1.00 .1 Gene...'. by 1..,. eo o.boo IllepI .oo.? 0 '0. To p... bo..l.d00 do.. MM. pen.. on.oleo. oo Io..bo .o.oo,c..d. .kb ..y p..... .bo.. Ioy.Icy co lb. U,l..d Sn.. I. q.n.
o. .eho boloogo coo., of oh. cyp.. .1 .op,lcccloo dn.oIb.d I. oh. .boe.? 0 y,. 0 N.

4. If yen .en.. o.y etch... qo..do.. I. "V..", pin.. gb. Ml denil, oeM.. Ic.. "II .o lc.c pop.

54, TO YOUR KNLEDGE HAS If EVER BEEN DISCHARGED OR HAS HE RESIGNED PROM AMY EMPtOYMENTMTER SEI TOED
HIS CONDUCT OR WORE WAS W4SATISFACTORY? U y.. U N,
If ye., 0oo., I. "V..", pIe... gh.

.. N... d .dd.oo. o(..p1.i..
b. fI..... too dl..b.eg. 0* oc.lgo.d..

IS. 00 YOU HAVE KNOWLEDGE OP ANY BEHAVIOR, ACTIViTiES, OR ASSOCIATIONS WHICH TEND TO SHOW ThAT THIS PEERON
IS NOT ESJAW, HONEST, TRUSIWORTHY, AND Of GOOD CONDUCT AND CTER? 0 " 0 N.
If ye.. .e,. I. "V..", pin.. ..pl.J. f.Il

16. IT WOULD BE APPRECIATED IF YOU WOULD BRIEFLY DESCRIBE THE MOST IMPORTANT LEGAL PROCEEDING OR
NAME THE LEADING CASES IN WHICH BOTH YOU AND THE CANDIDATE HAVE PARTICIPATED, OR IN WHICH YOU
HAVE HAD AN OPPORTUNITY TO OBSERVE THE CANDIDATE'S WORK IN DETAIL. -

S
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17. AiDIaAL TEMPERAMENT.

Bored woo you! koo.kdg. of ,h. ippilcam's expm4socs sod d.mosoermod sbIIIdoo. do you recommend him. without
rrrerndao, so hormn the odIdd temp.,smont rod pour required f ouccsosful perforoonce In . udIdsI or qoorl.
udIcW pooldon?

Dy,, ON.
If your sorwer Is "No", pimi. sot forth your resocostloeto I. rho specs bslow.

II. .. PLEASE USE THIS SPACE TO SUPPLY ANY ADDITIONAL PERTINENT INPORMATION AND/OR EVALU-
ATION OP THE APPUCANT'S 0UAUFICATIONS WHICH YOU DO NOT BEUEVE AItEPULLY REPLECTED
BY YOUR REPUES TO ITEMS 2YHROUGH II ABOVE.

ARE THERE ANY AREAS OP UNCERTAINTY IN YOUR MIND WITH RESPECT TO ANY OP THE (LIES.
TIONS YOU ANSWERED ABOVE WHICH YOU THINK THE CIVIL SERVICE COMMISSION SHOULD LOOK
INTO?

Dy., Oyio

If yr., sow,, I. 'y,,

WOULD YOU UKE TO DISCUSS THEM WITh AN OPPICIAL OP THE CIVIL SERVICE COMMISSION WHO
WILL INTERVIEW YOU IN PERSON AT YOUR CONVENIENCE?

DY., OH.

KEASK SIGN YOI* PlAid! IflOW

DATE YOUR SIGNATURE YOUR POSITION OR TITLE

odor Sb. Pdvooy Ad .51974 Sb. opplicooS r.e7rOetoS

'a ord
for,ootlOu which would ld.sttIIl you I. ho kept m
,oBd.ncs, check boo b.lsw soul your rquout
,oocsd by Sb. CommiMlon. —

6



Appendix D

ADMINISTRATIVE LAW JTJDGE—GS—15 REGISTER, JAN. 1, 1976

Standing Eligible Rating

1 Appellate Judge, Army (cp) 108
2 Military Judge, Army (tp) 100
3 Member, Board of Contract Appeals (tp) 98
4 Trial Attorney, Army (tp) 95
5 Member, Appeals Council, SSA (tp) 95

1 6 SSI HearingExaminer, SSA (tp) 93
7 Assistant Corporation Counsel, New York City (tp) 93
8 Private Practitioner, Wisconsin (tp) 93
9 Trial Attorney, HEW (cp) 92

10 Private Practitioner, Florida (tp) 92
11 Private Practitioner, Pennsylvania (tp) 92
12 State Judge, Oklahoma (tp) 91
13 State Judge, Illinois (tp) 91
14 Administrative Law Judge, SSA (cp) 90
15 Hearing Examiner, Wisconsin (xp) 90
16 Administrative Law Judge, SSA (tp) 90
17 Special Inquiry Officer, Department of Justice (tp) 90
18 Vice President, General Attorney, Private Industry (tp) 90
19 Assistant Corporation Counsel, New York City (tp) 90
20 Staff Attorney, Legal Aid, California (tp) 90
21 Private Practitioner, Missouri (tp) 89
22 State Judge, Oklahoma (tp) 89
23 Trial Attorney, Legal Aid, New York (tp) 89
24 Deputy Attorney General, Hawaii (tp) 89
25 Attorney, Department of the Army (tp) 88
26 Assistant U.S. Attorney, Department of Justice (tp) 88
27 Private Practitioner, South Carolina (tp) 87
28 Private Practitioner, Missouri (tp) 87
29 Private Practitioner, Tennessee (tp) 87
30 Private Practitioner, Missouri (tp) 87
31 Private Practitioner, District of Columbia (tp) 87
32 Member, Appeals Council, SSA 87
33 Private Practitioner Washington State 87
34 Attorney-Advisor, dAB (tp) 86
35 Supervisory Attorney, FTC (tp) 86
36 Chief, Legal Branch, EPA (tp) 86
37 Assistant Regional Attorney, Department of Agriculture (tp) - 86

138 SSI Hearing Examiner, SSA (tp) 86
2 39 Administrative Law Judge (Temp) Black Lung, SSA (tp) -- 86
40 Referee, Workmen's Compensation, Pennsylvania (tp) 86
41 Private Practitioner, Maryland (tp) 86
42 Prosecuting Attorney, Arkansas (tp) 86
43 Attorney, New York State Division, Alcoholic Beverage 86

Control (tp).
44 Assistant Attorney General, New York State 86
45 pecial Counsel, NLRB (tp) 85
46 Trial Attorney, Federal Railway Administration (tp) 85
47 Member, Board of Land Appeals (tp) 85
48 Professional Assistant, SSA (tp) 85
49 Trial Attorney, Department of the Navy (tp) 85

2 50 Administrative Law Judge (Temp) Black Lung, SSA (tp) - 85
51 Legal Advisor, Department of the Interior (tp) 85
52 Trial Attorney, Department of Justice (tp) 85

See footnotes at end of table. (58)
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ADMINISTRATIVE LAW JiJDGE—GS—15 REGISTER, JAN. 1, 1976—Continued

Standing Eligible Rating

53 Assistant U.S. Attorney, Department of Justice (tp) 85
54 Assistant Attorney General, Trust Territories (tp) 85
55 Private Practitioner, Georgia (tp) 85
56 Referee, Workmen's Compensation, California (tp) 85
57 Chief Counsel, Public Service Commission, Wyoming (tp) - - - 85
58 Private Practitioner, California (tp) 85
59 Private Practitioner, Oklahoma (tp) 85
60 Referee, Workmen's Compensation, California (tp) 85
61 Member, Workmen's Compensation Appeals Board, California 85

(tp).
62 Private Practitioner, California (tp) 85
63 Chief Trial Attorney, Navy Contract Appeals 85
64 Referee, Workmen's Compensation, Pennsylvania_ 85
65 State Judge, New York 85
66 Private Practitioner, Virginia 85
67 State Judge, Kentucky 85
68 Attorney, IRS 84
69 Attorney-Advisor, FPC 83
70 Trial Attorney, Department of Justice 83
71 Attorney, NLRB 83
72 District Attorney, Oregon 83
73 Attorney, ICC 82
74 Regional, Attorney, HEW 82
75 Attorney, NLRB 82

2 76 Administrative Law Judge (Temp) Black Lung, SSA 82
77 Member, Appeals Council, SSA 82
78 Private Practitioner, Arkansas 82
79 Assistant &ttorney General, Louisiana 82
80 Trial Attorney, NLRB 81
81 Attorney-Advisor, ICC 81

.2 82 Administrative Law Judge (Temp) Black Lung, SSA 81
83 Private Practitioner, Ohio 81
84 Special Assistant, U.S. Senatce 81
85 Private Practitioner, New Jersey 81
86 Attorney, Postal Service 80
87 Trial Attorney, Nuclear Regulatory Commission 80
88 Attorney, ICC 80
89 Private Practitioner, Missouri 80
90 Private Practitioner, Illinois 80
91 Private Practitioner, Massachusetts 80
92 Private Practitioner, California 80
93 Assistant City Attorney, Omaha, Nebraska 80
94 Private Practitioner, New York 80
95 Private Practitioner, Arkansas
96 Referee, Workmen's Compensation, Mississippi 80
97 Commissioner, Industrial Board, Massachusetts 80
98 Private Practitioner, Oregon 80
99 Private Practitioner, Maryland 80

100 Assistant Solicitor General, Department of Justice, Puerto
Rico 80

101 Private Practitioner, Ohio 80

I SST Rearing Examiner.
2Admlnlstratlva Law Judge (Temp) Black Lung.
N0TE.—cp and xp=1O points veterans preference; tp=5 points veterans preferences.
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ADM&NISTEATIVE LAW JUDGE—GS—15 REGIsTER, FEB. 23, 1977

Standing Eligible Rating

1 Appellate Judge, Army (cp) 108
2 Appellate Judge, Air Force (tp) 101
3 Deputy Regional Solicitor, Department of Labor (tp) 96
4 Supervisory Attorney-Advisory, NASA (tp) 96
5 Assistant Regional Director, FTC (tp) 95
6 Assistant U.S. Attorney, Department of Justice (tp) 93
7 Assistant Attorney General, Rhode Island (tp) 93
8 Assistant U.S. Attorney, Department of Justice (tp) 92
9 Supervisory Attorney-Advisor ICC (tp) 92

10 Private Practitioner, Florida tp) 92
11 Private Practitioner, Virginia (tp) 92
12 General Attorney, NLRB (tp) 91
13 State Judge, Oklahoma (tp) 91
14 Private Practitioner, West Virginia (tp) 91
15 Administrative Law Judge, SSA (cp) 90
16 Hearing Examiner, Wisconsin (xp) 90
17 Administrative Law Judge, SSA (tp) 90
18 Assistant Regional Attorney, NLRB (tp) 90
19 Hearing Officer, Department of Labor (tp) 90
20 Assistant Corporation Counsel, New York (tp) 90
21 Attorney-Advisor, Occupational Review Commission 90
22 Attorney-Advisor, ICC 90
23 Administrative Law Judge (Temp), SSA (tp) 89

1 24 Administrative Law Judge (Temp), SSA (tp) 89
25 Private Practioner Missouri (tp) 89

1 26 Administrative Law Judge (Temp), SSA (tp) 88
1 27 Administrative Law Judge (Temp), SSA (tp) 88

28 Member, Board of Contract Appeals (tp) 88
'29 Administrative Law Judge (Temp), SSA (tp) 88

30 Private Practitioner, Georgia (tp) 88
31 Private Practitioner, Maryland (tp) 88
32 Assistant Attorney General, New York (tp) 88
33 Private Practitioner, Missouri (tp) 88
34 Senior Trial Attorney, IRS 88

1 35 Administrative Law Judge (Temp), SSA (tp) 87
36 Supervisory Attorney, NLRB (tp) 87
37 Private Practitioner, South Carolina (tp) 87
38 Private Practitioner, Missouri (tp) 87
39 State Judge, Alaska (tp) 87
40 Private Practitioner, District of Columbia (tp) 87
41 Hearing Officer, Georgia (tp) 87
42 Private Practitioner, District of Columbia 87
43 Assistant Attorney General, Maryland 87
44 Private Practitioner, Washington 87

'45 Administrative Law Judge (Temp), SSA (tp) 86
46 Attorney-Advisor, CAB (tn) 86
47 Supervisory Attorney, FTC (tp) 86
48 Attorney, Indian Claims Commission (tp) 86
49 Chief, Legal Branch, EPA (ta) 86

1 50 Administrative Law Judge (Temp), SSA (tp) 86
51 Assistant Regional Attorney, Department of Agriculture (tp) 86
52 Private Practioner, Maryland (tp) 86
53 Hearing Officer, New York (tp) 86
54 Private Practitioner, Puerto Rico 86
55 Attorney, Board of Veterans Appeals, (tp) 85
56 Trial Attorney, Federal Railroad Administration (tp) 8

1 57 Administrative Law Judge (Temp), SSA (tp) 85
58 Member, Board of Land Appeals (tp) 85

1 59 Administrative Law Judge (Temp), SSA (tp) - - - 85
60 Trial Attorney, Department of the Navy (tp) 85

1 61 Administrative Law Judge (Temp), SSA (tp) 85
See footnotes at end of tab'e.
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ADMINISTRATIVE LAW JUDGE—GS—15 REGISTER, FEB. 23, 1977—Continued

Standing Eligible Rating

62 Assistant Attorney General, U.S. Trust Territories (tp) 85
'63 Administrative Law Judge (Temp), SSA (tp) 85

64 Chief Counsel, Public Service Commission, Wyoming (tp) - - - 85
65 Assistant Attorney General, Connecticut (tp) 85

1 66 Administrative Law Judge (Temp), SSA (lip) 85
67 Chief Trial Attorney, Department of the Navy 85
68 Chairman, Public Utility Commission, Massachusetts 85
69 Private Practitioner, New Jersey 85
70 Private Practitioner, Virginia 85
71 Public Defender Arkansas 84
72 Trial Attorney, bepartment of Justice 83
73 Attorney, NLRB 83
74 Regional Attorney, HEW 82
75 General Attorney, NLRB 82
76 Attorney (Litigation), SSA 82
77 State's Attorney, Missouri 82
78 Assistant Attorney General, Louisiana 82
79 Trial Attorney, NLRB 81

1 80 Administrative Law Judge (Temp), SSA 81
81 Private Practitioner, District of Columbia 81
82 Special Assistant, U.S. Senator 81
83 Attorney-Advisor, ICC 80
84 Attorney, U.S. Postal Service 80
85 Trial Attorney, Nuclear Regulatory Commission 80

1 86 Administrative Law Judge (Temp), SSA 80
87 Private Practitioner, Missouri 80
88 Private Practitioner, Massachusetts 80
89 City Attorney, Nebraska 80
90 Public Defender, Arkansas 80
91 Commissioner, Industrial Board, Massachusetts 80
92 Supervising Attorney, New York 80

'851 hearing ewniner.

ADMINISTRATIVE LAW JUDGE—GS—15 REGISTER, FEB. 23, 1977 (WITR0IJT VETERANS
PREFERENCE POINTS)

Standing Eligible Rating

1 Appellate Judge, Army 98
2 Appellate Judge, Air Force 96
3 Deputy Regional Solicitor, Department of Labor 91
4 Supervisory Attorney-Advisory, NASA 91
5 Assistant Regional Director, FTC 90
6 Attorney-Advisor, Occupation Review Commission 90
7 Attorney-Advisor, ICC 90
8 Assistant U.S. Attorney, Department of Justice 88
9 Senior Trial Attorney, IRS 88

10 Assistant Attorney General, Rhode Island 88
11 Assistant U.S. Attorney, Department of Justice 87
12 Supervisory Attorney-Advisor, ICC 87
13 Private Practitioner, District of Columbia 87
14 Private Practitioner, Florida 87
15 Assistant Attorney General, Maryland 87
16 Private Practitioner, Washington 87
17 Private Practitioner Virginia 87
18 General Attorney, I4LRB 86
19 State Judge, Oklahoma 86
20 Private Practitioner, Puerto Rico 86
21 Private Practitioner, West Virginia 86
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ADMINISTRATIVE LAW JtJDOE—GS—15 REGISTER, FEB. 23, 1977 (WrrxouT VETERANS
PREFERENCE POINTS) —Continued

Standing Eligible Rating

22 Administrative Law Judge, SSA 85
23 Assistant Regional Attorney, NLRB 85
24 Chief Trial Attorney, Department of the Navy 85
25 Hearing Officer, Department of Labor 85
26 Assistant Corporation Counsel, New York 85
27 Chairman, Public Utility Commission, Massachusetts 85
28 Private Practitioner, New Jersey 85
29 Private Practitioner, Virginia 85
30 Administrative Law Judge (Temp), SSA 84
31 Administrative Law Judge (Temp), SSA 84
32 Private Practitioner, Missouri 84
33 Public Defender Arkansas 84
34 Trial Attorney bepartment of Justice 83
35 Attorney, NL1B 83
36 Administrative Law Judge (Temp), SSA 83
37 Administrative Law Judge (Temp), SSA 83
38 Member, Board of Contract Appeals 83
39 Administrative Law Judge (Temp), SSA 83
40 Private Practitioner, Georgia 83
41 Private Practitioner, Maryland 83
42 Assistant Attorney General, New York 83
43 Private Practitioner, Missouri 83
44 Regional Attorney, HEW 82
45 General Attorney, NLRB 82
46 Administrative Law Judge (Temp), SSA 82
47 Supervisory Attorney, NLRB 82
48 Attorney (Litigation), SSA 82
49 Private Practitioner, South Carolina 82
50 Private Practitioner, Missouri 82
51 State Judge, Alaska 82
52 Private Practitioner, District of Columbia 82
53 State's Attorney, Missouri 82
54 Hearing Officer, Georgia 82
55 Assistant Attorney General, Louisiana 82
56 Administrative Law Judge (Temp), SSA 81
57 Trial Attorney, NLRB 81
58 Attorney-Advisor, CAB 81
59 Administrative Law Judge (Temp), SSA 81
60 Supervisory Attorney, FTC 81
61 Attorney, Indian Claims Commission 81
62 Chief, Legal Branch, EPA 81
63 Administrative Law Judge (Temp), SSA 81
64 Assistant Regional Attorney, Department of Agriculture - - - 81
65 Private Practitioner, District of Columbia 81
66 Private Practitioner, Maryland 81
67 Hearing Officer, New York 81
68 Special Assistant, U.S. Senator 81
69 Administrative Law Judge, SS A 80
70 Attorney-Advisor, ICC 80
71 Attorney, Board of Veterans Appeals 80
72 Attorney, U.S. Postal Service 80
73 Trial Attorney, Federal Railroad Administration 80
74 Administrative Law Judge (Temp), SSA 80
75 Member, Board of Land Appals 80
76 Administrative Law Judge (Temp), SSA 80
77 Trial Attorney, Department of the Navy 80
78 Trial Attorney, Nuclear Regulatory Commission 80
79 Administrative Law Judge (Temp), SSA 80
80 Administrative Law Judge (Temp) SSA 80
81 Assistant Attorney General, U.S. 'rust Territories 80
82 Administrative Law Judge (Temp), SSA 80
83 Private Practitioner, Missouri 80
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ADMINISTRATIVE LAW JtJDOE—GS—15 REGISTER, FEB. 23, 1977 (WITHOUT VETERANS
PREFERENCE POINTS) —Continued

Standing Eligible Rating

84
85
86

•87
88
89
90
91
92

Private Practitioner, Massachusetts
City Attorney, Nebraska
Chief Counsel, Public Service Commission, Wyoming
Public Defender, Arkansas
Assistant Attorney General, Connecticut
Commissioner, Industrial Board, Massachusetts
Administrative Law Judge (Temp), SSA
Supervising Attorney, New York
Hearing Examiner, Wisconsin

80
80
80
80
80
80
80
80
80

ADMINISTRATIVE LAW JUDGE—GS—16 REGISTER

Standing Eligible Rating

1 Appellate Judge Army (cp) 103
2 Administrative Law Judge SSA (cp) 100
3 Member, Armed Services hoard of Contract Appeals (tp) -- - - 96
4 Appellate Judge, Air Force (tp) 96
5 Chief Military Judge, Air Force (tp) 95
6 Assistant Section Chief, Department of Justice (tp) 94
7 Member, Interior Board of Contract Appeals (tp) 93
8 Chief Counsel, Occupational Review Commission (tp) 93
9 Administrative Law Judge, SSA (cp) 92

10 Chairman, Labor and Industrial Relations Commission, Mis-
souri (cp) 92

11 Administrative Law Judge, SSA (xp) 92
12 Trial Attorney, Department of Justice (tp) 92
13 Administrative Law Judge, Department of Labor (cp) 91
14 Assistant Bureau Dfrector, SSA (xp) 91
15 Administrative Law Judge, SSA (tp) 91
16 Deputy Regional Solicitor Department of Labor (tp) 91
17 Member, Armed Services board of Contract Appeals (tp)__ 91
18 Administrative Law Judge, SSA (tp) 91
19 Administrative Law Judge, SSA (tp) 91
20 Assistant General Counsel, FPC 91
21 Administrative Law Judge, SSA Cop) 90
22 Assistant Regional Director, FTC (cp) 90
23 Administrative Law Judge, SSA (cp) 90
24 Trial Attorney, FTC (cp) 90
25 Supervisory Attorney-Advisory, NASA (xp) 90
26 Private Practice California (xp) 90
27 Administrative Law Judge, SSA (tp) 90
28 Administrative Law Judge, SSA (tp) 90
29 Administrative Law Judge, SSA (tp) 90
30 Trial Attorney, FTC (tp) 90
31 Assistant Director, FTU (tp) 90
32 Administrative Law Judge, SSA (tp) 90
33 Private Practice, Wisconsin (tp) 90
34 Administrative Law Judge, SSA (tp) 89
35 Administrative Law Judge, SSA (tp) 89
36 Trial Attorney, Consumer Product Safety Commission (tp) -- S9
37 Private Practice, Missouri (tp) 89
38 Private Practice, Illinois (tp) 89
39 Associate Counsel, Navy Contract Appeals (tp) 88
40 Administrative Law Judge, SSA (tp) 88
41 Attorney-Advisor, FPC (tp) 88
42 Assistant U.S. Attorney Department of Justice (tp) 88
43 Private Practice, New fork (tp 88
44 Assistant Corporation Counsel, New York City (tp) 88
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ADMINISTRATIVE LAW JUDGE—GS—16 REGISTER—Continued

Standing Eligible Rating

45 Private Practice-Circuit Attorney, Missouri (tp) 88
46 Private Practice, Wisconsin 88
47 Private Practice, New York (tp) 88
48 Private Practice, Texas (tp) 88
49 Assistant Attorney General, Rhode Island (tp) 88
50 Administrative Law Judge, SSA 88
51 Assistant U.S. Attorney, Department of Justice (tp) 87
52 Attorney, CAB (tp) 87
53 Administrative Law Judge, SSA (tp) 87
54 Supervisory Attorney-Advisor, ICC (tp) 87
55 Regional Attorney, Department of Agriculture (tp) 87
56 Administrative Law Judge, SSA (tp) 87
57 Private Practice, Florida (tp) 87
58 Private Practice, Wisconsin (tp) 87
59 Private Practice, Kansas (tp) 87
60 Attorney-Corporation, Missouri (tp) 87
61 Private Practice, Virginia (tp) 87
62 Private Practice, Virginia (tp) 87
63 General Attorney, NLRB (tp) 86
64 Administrative Law Judge, SSA (tp) 86
65 Administrative Law Judge, SSA (tp) 86
66 Hearings & Appeals Officer SSA (tp) .86
67 Bankruptcy Referee, U.S. bistrict Court (tp) 86
68 Administrative Law Judge, Department of Labor (tp) 86
69 Administrative Law Judge, SSA (tp) 86
70 Administrative Law Judge, SSA (tp) 86
71 Assistant Chief, Civil Division, Department of Justice (tp). 86
72 State Judge, Oklahoma (tp) 86
73 Circuit Judge, Illinois (tp) 86
74 Private Practice, Washington (tp) 86
75 Private Practice West Virginia (tp) 86
76 Administrative Law Judge, SSA 86
77 Administrative Law Judge, SSA 86
78 Trial Attorney, Antitrust Division, Department of Justice ... 86
79 Appellate Judge, New Mexico 86
80 Administrative Law Judge, SSA (tp) 85
81 Attorney, FTC (tp) 85
82 Private Practice, Florida (tp) 85
83 Administrative Law Judge, SSA (tp) 85
84 Administrative Law Judge, SSA (tp) 85
85 Attorney, FTC (tp) 85
86 Administrative Law Judge, SSA (tp) 85
87 Deputy Bureau Director, FMC (tp) 85
88 Assistant Regional Attorney, NLRB (tp) 85
89 Hearing Officer, Department of Labor (tp) 85
90 Administrative Law Judge, SSA (tp) 85
91 Vice Chairman, Board of Contract Appeals, Nuclear Regu-

latory Commission (tp) .
- 85

92 Assistant Corporation Counsel, New York City (tp) 85
93 Private Practice, Florida (tp) 85
94 Hearing Officer, New York City (tp) 85
95 Private Practice, West Virginia (tp) 85
96 Staff Attorney, Legal Aid, California (tp) 85
97 Administrative Law Judge, SSA 85
98 Attorney-Advisor, Occupational Review Commission 85
99 Attorney-Advisor, ICC 85

100 Member, GSA Board of Contract Appeals 83
101 Member, Licensing Panel, Nuclear Regulatory Commission- - 83
102 Trial Attorney, IRS 83
103 Administrative Law Judge, SSA 82
104 Hearing Officer, Department of Labor 82
105 Member, Appeals Council, SSA 82
106 Administrative Law Judge, SSA. 82
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ADMINISTRATIVE LAW JtJDOE—GS—16 REoxsrEB—Continued

Standing Eligible Rating

107
108
109
110
111
112
113
114
115
116
117

Private Practice, District of Columbia
Private Practice, Washington State
Assistant U.S. Attorney, Department of Justice
Assistant Attomey General, New York State
Trial Attorney, IRS
Chief Trial Attorney Navy Contract Appeals
Attorney-Advisor, IáC
Attorney-Advisor, ICC
Private Practice, Missouri
Chairman, Public Utility Commission, Massachusetts
Private Practice, New Jersey

82
82
81
81
80
80
80
80
80
80
80
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CERTIFICATE OF ELIGIBLES ENO.
- lConnm,iftonSheetl f

2

N*MI ISOOMU aa,.c.. AMy. LU UO* 0 £UC*UON ,0,*,T*UU,

lotificstion of Personnel Action, Stndatd Fora 50, issued to an
eligible selected from this certificate shall bear the following
uotstiom: "This appointment is made subject to an investigation
and a- security clearance by the employing agency under Public
isv 733, 81st Congrcss, 2nd Session, as extended by Exccutive
Order 10450. Also. subject to investigation as provided by
Civil Service Regulation 930.203. published September 4, 1968".

U.S. Attorney, Department of Justice

AdsinistrativO Law Judge, SSA

Attorney Advisor, ICC

Administrative Law Judge (Tamp), SM

Chief, Legal Branch, EPA

Attorney, Board of Veterans Appeals

(N01: Certificate returned. Position not to be filled at this time.),

67
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lOOxp 1.

90 cp 2.

,Otp 3.
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Appendix F. Request and Denial; Converting Appointments by
Regulations

UNITED STATES CIVIL SERVICE COMMISSION,
Wa8hington, D.C., January 4, 1977.

Mr. IOBERT L. TRACHTENBERG,
Director, Bureau of Hearing8 and Appeals, Social Security Administration, Depart-

men of Health, Education, and Welfare, Washington, D.C.
DEAR MR. TRACRTENBERO: This has reference to your letter of August 23, 1976,

accompanied by a Standard Form 59 (Request for Approval of Noncompetitive
Action) and justification dated November 9 1976. You request exercise of the
authority contained in 5 CFR 930.203(d) wkich deals with the appointment of
incumbents of newly classified Administrative Law Judge positions. Your request
was submitted in respect to the former SSI Hearing Examiners covered by
P.L. 94—202. In your justification you further indicate that, if the regulation is
applicable and the employees can be converted to permanent status on a non-
competitive basis, the positions should be reclassified from GS—14 to GS—15 and
that the Commission should consider granting an exception to the promotion
restriction cOntained in the "Whitten Amendment" for those employees who have
not been in-grade for one year.

In your August 23 submission you indicated the application was being filed at
that time to comply with the time limitation in the regulation. You requested
advice in the event your submission proved to be untimely. No response was
made to your letter since your request appeared to have been submitted within
the time period contained in 5 CFR 930.203(d) (3).

In your justification of November 9, you appear to express some uncertainty
whether the above-referenced regulation is applicable. In this connection, it is
pointed out that while the regulation may be the proper means on which to base
a request to con8ider the noncompetitive conversion of certain employees, it does
not appear to be the proper ground on which to request reclassification or a waiver
of the Whitten Amendment.

Concerning the applicability of 5 CFR 930.203(d), this regulation was issued—
although with slightly different terminology—in 1950 and has been considered by
the Commission on two occasions, following decisions by the U.S. Supreme Court
in the cases of Wong Yang Sung v. McGrath, 339 U.S. 33 (1950) and Ri88 and
Company, Inc. v. U.S., 341 U.S. 907 (1951).

In these cases, the Supreme Court concluded that certain administrative
hehrings in the Immigration and Naturalization Service (deportation) and the
Interstate Commerce Commission (certificate of authority) had to conform to
the requirements of the Administrative Procedure Act. Parenthetically, shortly
after Wong Yang Sung, Congress exempted deportation hearings in the Immigra-
tion and Naturalization Service from the Administrative Procedure Act (P.L.
843, 81st Congress). In any event, apart from holding that certain hearings had
to conform with the provisions of the Administrative Procedure Act, neither
decision dealt with the tenure of the incumbents of the positions.

In the present situation, Section 3 of P.L. 94—202 required on-the-record
adudication of Supplemental Security Income cases (which, on the basis of pre-
vious legislation, had been held to be outside the purview of the Administrative
Procedure Act). Thus, the positions were classified by the Commission as Admin-
istrative Law Judge positions on March 4, 1976. However, unlike the decisions in
Wong Yang Sung and Ri88 which did not address the tenure issue thereby per-
mitting consideration of administrative reasons for conversion, Section 3 of P.L.
94—202 and its accompanying report go beyond the on-the-record requirement,
deal with the tenure issue and the procedure to be utilized in making appoint-
ments. Section 3 and the report, on review, preclude an exercise of the authority
in 5 CFR 930.203(d) to approve noncompetitive actions. Section 3 of P.L. 94—202
resulted in the establishment of temporary positions by limiting the appointments
of the incumbents to December 31, 1978; and the directions in the accompanying
report indicate that noncompetitive actions were not intended. The report, for
instance, 'states that the Committee believes that a supply of APA hearing officers

(08)
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can be obtained from the incumbents who meet or will meet the requirements
for "regular appointments"; further, that the incumbents would "be afforded the
opportunity to be placed on the register for regular AU appointment on a merit
ba8i8 under regular civil service procedures" (italic supplied).

Under the circumstances, in light of the provision in the Public Law and the
directions in the accompanying report, favorable action on your request to approve
noncompetitive appointments would not be consistent with Congressional direction
or consistent with competitive merit principles.

In your letter you further discuss the grade level of the position in the event
permanent appointments are found to be appropriate and request reclassification
to GS—15. The Commission is unable to take action on your request under 5 CFR
930.203(d) since it does notprovide for classification determinations.

However, considering your request on its own merits, we note that the duties
and responsibilities of the position were given a careful study by the Civil Service
Commission on two occasions in 1973; and that a further review was made in
1975. When the position was changed following enactment of P.L. 94—202, it was
reclassified to Gs—14 in March 1.976. This allocation, it is noted, had the approval
of the Department and the Social Security Administration. Based upon a further
study, we are unable to find anything in the record indicating any change in the
position to warrant reallocation to the GS—15 level.

For the reasons indicated above, we are unable to approve the request contained
in your letter of August 23, 1976. The Standard Form 59 submitted with your
letter is returned herewith.

Sincerely yours,
ROBERT E. HAMPTON, Chairman.

DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE,
SOCIAL SECURITY ADMINISTRATION,

Washington, D.C., November 15, 1978.
Mr. CHARLES DULLEA1
Director, Office of Admsnistrative Law .Judge8, Civil Service Commi8sion, Washing-

ton, D.C.
DEAR MR. DULLEA: This supplements my letter to you of August 23, 1976, and

provides justification for the conversion of the 195 temporary administrative law
judges to the permanent GS—15 administrative law judge position (Agency
Position No. 6679).

Pursuant to Section 3 of Public Law 94—202, which was approved on January 2,
1976, persons who were appointed as hearing examiners in accordance with sec-
tion 1631(d) (2) of the Social Security Act as in effect prior to enactment of Public
Law 94—202, were deemed to be hearing examiners appointed under 5 U.S.C. 3105
and subject as such to all other pertinent provisions of title 5 applicable to in-
dividuals appointed thereunder. The appointments covered by Section 3 of
Public Law 94—202 shall terminate not later than December 31, 1978.

Public Law 94—202 authorized these individuals to conduct hearings and render
decisions with respect to requests for hearings under titles II, XVI, and XVIII of
the Social Security Act, if the Secretary of Health, Education, and Welfare found
that it would promote the achievement of the objectives of these titles. The
Secretary, on March 3 1976, determined that it would promote the achievement
of titles II, XVI, and )lVIII of the Act to have these individuals hold hearings and
render decisions with respect to requests for hearings under such titles. The
Secretary directed me to implement his finding including the designation of specific
categories of cases to be assigned to the new AU5. I determined that the new ALJs
would be utilized to hear and decide cases arising under title XVI and, in addition,
under title II where the appeal involved issues under section 216(i) (period of disa-
bility) and section 223 (disability insurance benefits) of the Social Security Act.
This decision was taken so that the new ALJs would become productive in the
shortest period of time and to alleviate the need to provide the orientation neces-
sary to handle the more complex issues.

The new ALJs were given the organizational designation of administrative
law judge (temporary) and were promoted to GS—14 pursuant to a position
description approved by your office on March 4, 1976. The effective date of the
promotions for most individuals was April 11, 1976.

Public Law 94—202 also brought title XVI hearings under the Administrative
Procedure Act, and the hearing examiners appointed under the former section
1631(d) (2) of the Social Security Act are deemed to be hearing examiners ap-
pointed under 5 U.S.C. 3105. Section 930.203(d) of the Civil Service Commission
regulations covers the appointment of incumbents of newly classified adminis-
trative law judge positions and provides as follows:
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"AppoiiUment of insumbenis of newly classified admini8trative law judge
po8itwns. An agency may appoint as an administrative law judge an em-
ployee who is serving in a position which is classified as an administrative
law judge position on the basis of legislation * * * if:

(1) He has a competitive status or was serving in an excepted position
under a permanent appointment;

(2) He was serving in the position on the date of the legislation, * * *
which the classification of the position is based;

(3) The Commission receives a recommendation for his appointment from
the agency concerned not later than six months after classification of the
position on the basis of the legislation * * *; and

3. Despite the assurances in Chairman Hampton's recent letter to the Com-
missioner that a new evaluation will be instituted, we continue to believe, as
stated in our July 16, 1976, letter, that vouchering of the present ALJs(T) is a
real and not imagined problem and it undermines the justice we administer. This
problem will be eliminated if tie Commission grants this request.

4. Finally, we have a proven group of employees who have met the challenges of
their job in the SSI and black lung areas—and, as important, they are available to
meet the challenges of the full range of Social Security programs. We are thus
faced with a unique situation. If the Commission fails to utilize its authoriti, there
will be an even greater negative impact on the incentive of the ALJs(T). The
resulting harm to the public must be considered.

If we are correct regarding the applicability of the regulation to the issue of
permanent appointment, then the question becomes the grade at which the posi-
tion should be set.

As you know, the position description which we submitted to you limited the
duties of the new administrative law judges (temporary) to cases arising under
title XVI and II. In view of this limited jurisdiction, a GS—14 was approved for the
position.

We soon realized, however, that the limited jurisdiction did not permit the most
effective use of these persons, and it has already caused problems in hearing offices.
It has resulted in some instances in delays and scheduling problems, particularly
in those areas where the title XVI workload is relatively light, and in assigning
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cases in geographical areas wherein the presiding officer must do substantial travel
to hearing sites. The individuals appointed under former section 1631(d) (2) have
shown that they are fully competent to handle all categories of cases coming before
this Bureau.

We feel strongly that the position must be classified no lower than GS—15, the
journeyman level for permanent ALJs in BHA, for the many sound reasons you
enunciated in opposition to a multi-level hearings officer corps when a previous
proposal to that effect was submitted by the Department to CSC.

Although Public Law 94—202 states that the "appointments shall terminate
not later than at the close of the period ending December 31, 1978," (emphasis
added), that is not a bar to permanent noncompetitive appointments under the
Civil Service Commission's existing regulations. Nor do we see it as doing violence
to the legislative intent. Although the legislative history indicates that GS—14
would be an appropriate classification for those individuals affected by the bill,
the actual classification, of course, is the responsibility of the Civil Service Com-
mission, and your earlier classification decision establishing the grade at GS—14
was, as noted above, based upon a far more limited position description.

If you agree with our position regarding the applicability of the regulation,
we may request that CSC consider granting an exception to the promotion
restriction of the so-called "Whitten Amendment," or such other relief as may be
appropriate for those ALJs who have not been in grade for one year. We would
be pleased to supply any documentation you need as to the individual's qualifi-
cations, and would initiate a request to the Department to submit the appropriate
documentation for those individuals who have not been in grade for one year
upon approval of such a waiver.

It goes without saying that we did not realize either at the time that P.L. 94—202
was being considered or when the GS—14 position description was submitted
to you for approval that the referenced regulation was applicable. Because it
clearly is applicable and because the administrative reasons noted above support
such a result, I am obliged to make the requests herein contained.

Your early approval of our requests will be appreciated.
Sincerely,

ROBERT L. TRACHTENBERG, Director.
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95 CONGRESS HOUSE OF REPRESENTATIVES REPT. 95-
18t S688Wfl f 617 Part 1

CONVERSION OF TEMPORARY ADMINISTRATIVE LAW
J1JDGES

SEPTEMBER 22, 1977.—Ordered to be printed

Mr. UTN.MAN, from. the Committee on Ways and Means,
submitted the kllowing

REPORT
[To accompany H.R. 5723, which on March 29, 1977, was referred jointly to the

Committee on Post Office and Civil Service and the Committee on Ways and
Means]

The Committee on Ways and Means, to whom was referred the bill
(H.B. 5723) to provide that certain persons who were originally ap-
pointed as supplemental security income hearing examiners under pre-
1976 provisions of title XVI of the Social Security Act shall without
any restriction be deemed appointed as administrative law judges, hav-
ing considered the same, report favorably thereon without amend-
ment and recommend that the bill do pass.

PURPOSE AND SCOPE

The purpose of H.R. 5723 is to convert to regular Administrative
Law Judges (AU's) the temporary AU's who were appointed under
Public Law 94—202 to hear cases under titles II, XVI, and XVIII of
the Social Security Act through 1978. These hearings officers have
been conducting hearings under the provisions of the Administrative
Procedure Act (APA) in the same manner as regular AU's. It was
the intention of your committee in 1975 that they generally would
be converted to the same status, tenure, and compensation as regular
AU's. Moreover, such a development is highly appropriate since they
are doing the same work as regular AU's in an equally effective
manner.

GENERAL DISCUSSION

This legislation is necessary because the Civil Service Commission
has disregarded the legislative intent of Public Law 94—202, clearly
expressed in the reports of the Ways and Means Committee and the
Senate Finance Committee, that these hearings officers would be ex-
peditiously converted to regular AU status with "great weight"
being given to their extensive experience adjudicating the social se-
curity definition of disability. After over 19 months only a handful
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of hearing officers have been appointed to regular positions and not
many more are on the Civil Service Commission current register. The
turn down rate of temporary AU's by Civil Service is about 50 per-
cent. This has very adversely affected the morale of this group of
hearing officers at a time when the backlog of hearings cases is rn-
creasing. They are greatly concerned that their appointments will
expire before they are qualified by the Civil Service Commission and
have reason to feel discriminated against in that they are paid at a
lower rate for work comparable to that of regular AU's.

One of the principal objectives of Public Law 94—202, signed by
President Ford on January 2, 1976, was to make it irrefutably clear
that Congress intended that SSI adjudications were under the Admin-
istrative Procedure Act and that SSI hearing examiners could hear
all types of social security cases. The idea was that the Bureau of
Hearings and Appeals in dealing with the "appeals crisis" should not
be forced to operate within the straightjacket imposed by the 1973
Civil Service Commission's interpretation which the Ways and Means
Committee and ultimately the Congress stated in enacting Public Law
94—202 was inconsistent with the intent of Congress when the SSI
program was enacted.

The process of merit selection envisioned by your committee has
not and is not taking place. The Civil Service Commission, Office of
Administrative Law Judges, appears incapable of making a meaning-
ful assessment of which of the temporary AU's would do effective jobs
as regular AU's. Their current selection procedures are not so much
based on a determination of an individual's ability, experience, and
skills to do the job of a Social Security AU, but are based on (1)
his previous GS-grade rating or his "status" as a private attorney as
evidenced by the level of the court in which he may have appeared as
counsel, and (2) a subjective evaluation of a skeletal rating form
circulated to various former employers, judges, and counsel who have
appeared before him.

The Civil Service Commission's latest administrative proposal to
forestall this leis1ation does not address the basic reason that the
temporary AU s are not qualifying for the appointment register—
lack of credit for the actual adjudication of social security cases for
a substantial period of time. This experience is the most valuable and
pertinent in appointing regular Social Security AU's but it, contrary
to the legislative history, has been substantially ignored.

Your committee regrets that it must by-pass the Civil Service
Commission's appointment procedures because they are incapable of
dealing with this situation. However, the original HEW appointment
procedures established in 1974 for the SSI hearing examiners were
almost identical to those used by the Civil Service Commission under
the APA. Your commitee is aware that there is a very small group of
AU (T) 's and regular AU's who are not producing the number and
quality of decisions which will enable the Bureau of Hearin and

ppea s o meet its statutory responsibilities. Your committee is also
aware that no AU's have been removed for such reasons even though
there have been numerous mstances where either singly or in com-
bination the following conduct has existed:

HR. 6i7
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(1) Consistently bad decision writiig which prevents proper
award implementation;

(2) Lack of documentation of cases so that decisions are chroni-
cally decided on insufficient evidence;

(3) Blatant disregard to applicapis law, regulation, and Social
Security ruling; and

(4) A level of production of cases clearly inconsistent with
the workloads and requirements of the Social Security program.

Your committee emphasizes that such conduct by a few individuals
is not characteristic of the performance of the corps of Social Security
AU's 'who are responding to the continuing appeals crisis in an
exemplary manner. Your committee is also fully aware that the AU's
independence from agency control must be safeguarded in accord
with the provisions and spirit of the Administrative Procedure Act
but "career-absolute" status is not a license for the complete neglect
of a reasonable standard of conduct and job performance. The Chair-
man of the Civil Service Commission has written in answer to the
question whether lack of productivity can be proper cause of adverse
action by an agency:

The independence provided by the Administrative Proce-
dure Act (the Commission classifies Administrative Law
Judge positions and determines good cause for removal) is
to safeguard the decisional process. Thus, apart from his de-
cisional independence, the Administrative Law Judge is an
employee of the agency, fully responsible and accountable for
his conduct and performance of duty, and adherence to rea-
sonable standards of production, if such standards have been
established by the agency . . . "it should 'be the policy of all
agencies to establish and enforce reasonable and realistic
standards of performance in terms of work produced and
time expended. Programs of this type dealing with standards
and more effective case management have been established in
a number of State and Federal courts. We are unaware of any
impediment, legal or otherwise, to justify withholding the
establishment and implementation of like programs from one
class of employees."

The committee has been advised of, and supports the Bureau of
Hearings and Appeals' position that failure to meet production goals
will not be used as a basis of an adverse action, but that such action
shall only be taken where an AU consistently fails to perform at a
minimal level after proper warning is given and reasonable assistance
is provided to increase productivity. The committee commends the
Social Security Administration for its efforts and the success achieved
in increased AU productivity but the agency must sustain quality by
review of cases and adequate quality assurance.

The 'Civil Service Commission has indicated that it will take action
against deficient AU's under the Administrative Procedure Act to
remove "for cause" if charges are brought by the employing agency
and they are sustained after a hearing. Although the Bureau of Hear-
ings and Appeals maintains that such actions are "difficult and com-
plex" they are in the process of preparing charges in a number of
appropriate cases. This action is to be commended and encouraged.

KR. 6i7
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ANALYSIS OF H.R. 5723

H.R. 5723 would provide that the hearing officers appointed under
section 1631(d) (2) of the Social Security Act (as in effect prior to
January 2, 1976) to hold hearings under the supplemental security
income program who had been deemed to be appointed under and gov-
erned by the provisions of the Administrative Procedure Act of Public
Law 94—202, shall be appointed to career-absolute AU positions as if
they had been appointed under the Administrative 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 3105 and be compensated at the same rate as Social Security
AU's (GS—15). All provisions of the Administrative Procedures Act
shall apply to them in the same manner as they apply to other Admin-
istrative Law Judges. The former temporary Black Lung AU's who
were appointed as temporary AU's under the authority of Public Law
94-202 are fully covered by this provision.

MATTERS TO BE DISCUSSED UNDER RULES OF THE HOUSE

In compliance with clause 2(1) (2) (B) of rule XI of the House of
Representatives, the following statement is made relative to the vote
by your committee on the motion to report the bill. The bill was ordered
reported by voice vote.

In compliance with clause 2(1) (3) (A) of rule XI of the Rules of the
House of Representatives, the following statement is made relative to
oversight findings by your committee. As a result of investigations con-
ducted by the Subcommittee on Social Security and the Subcommittee
on Oversight, your committee concluded that it would be desirable to
enact this legislation.

In compliance with clause 2(1) (3) (C) of rule XI of the Rules of the
House of Representatives, your committee was advised by the Director
of the Congressional Budget Office that since it was the intent of Pub-
lie Law 94—202 that this conversion take place by this time any addi-
tional salary costs would have already been taken account of in the
budget..

In compliance with clause 2(1) (3) (B) of Rule XI of the Rules of
the House of Representatives, the following statement is made. Enact-
ment of H.R. 5723 would not result in any ne'sF budget authority or
increased' tax expenditures.

In compliance with clause 2(1) (3) (D) of rule XI of the Rules of
the House of Representatives, your committee states that no oversight
findings or recommendations have been submitted to your committee
by the Committee on Government Operations with respect to the sub-
ject matter contained in the bill.

In compliance with clause 2(1) (4) of rule XI of the Rules of the
House of Representatives, your committee states that this bill would
not have any inflationary impact on prices and costs in the operation
of the national economy.

In compliance with clause 7 of rule XIII of the Rules of the House
of Representatives, the following statement is made relative to the
cost of the bill: The enactment of H.R. 5723 would not add to the cost
of the social security program and should result in some saving to the
program since the cost of hiring and training new hearing officers
would be required without it.

0 HR. 617
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CONVERSION OF TEMPORARY ADMINISTRATIVE
LAW JUDGES

OcToBER 31, 1977.—Committed to the Committee of the Whole Eouse on the
State of the Union and ordered to be printed

Mrs. SCHROEDER, from the Committee on Post Office and Civil
Service, submitted the following

REPORT
together with

MINORITY AND DISSENTING VIEWS
[Including cost estimate of the Congressional Budget Office]

[To accompany H.R. 5723 which on March 29, 1977, was referred jointly to the
Committees on Post Office and Civil Service and Ways and Means]

The Committee on Post Office and Civil Service, to whom was re-
ferred the bill (H.R. 5723) to provide that certain persons who were
originally appointed as supplemental security income hearing exam-
iners under pre-1976 provisions of title XVI of the Social Security Act
shall without any restriction be deemed appointed as administrative
law judges, having considered the same, report favorably thereon
with amendments and recommend that the bill as amended do pass.

The amendments are as follows:
Strike out all after the enacting clause and insert in lieu thereof the

following:
That section 3 of the Act of January 2, 1976, entitled "An Act to amend the Social
Security Act to expedite the holding of hearings under titles II, XVI, and XVIII
by establishing uniform review procedures under such titles, and for other pur-
poses" (Public Law 94—202; 42 U.S.C. 1383 note) is amended by striking out "but
their appointments shall terminate not later than at the close of the period endin
December 31, 1978, and during that period" and insertin in lieu thereof "an
their appointments shall be on a nontemporary basis, and'.

SEC. 2. (a) Effective at the beginning of the first pay period beginning after the
date an individual in a temporary AU position meets the minimum qualifications
for appointment under section 3105 of title 5, United States Code, the grade of
any temporary AU position he holds shall be the minimum grade in effect on
October 1, 1977, for any position under such section 3105, but only for so long as
he continues in such a temporary AU position without a break in service of 1
work day or more.
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(b) For purposes of this section, the -term '"temporary AU position" means
any position to which the provisions of section 3 of the Act of January 2, 1977,
applies.

Amend the title so as to read:
A bill to provide that certain persons who were originally appointed as supple-

mental security income hearing examiners under pre-1976 provisions of title
XVI of the Social Security Act shall be deemed appointed as administrative law
judges.

EXPLANATION OF AMENDMENT

The committee amendment to H.R. 5723 substitutes an entirely
new text for the text of the introduced bill. The explanation of the
provisions of the substitute text is contained in the explanation of the
bill as set forth hereinafter in this report. The title of the bill is amended
to conform to the substitute text.

PURPOSE

The purpose of H.R. 5723, as amended by the committee, is to
repeal that provision of Public Law 94—202 which provides that the
appointments of certain "temporary" administrative law judges will
terminate on December 31, 1978, thereby making such appointments
permanent; and to insure that an individua1 holding such a "tempo-
ra,ry"position will be entitled to have his position classified at grade
GS—1 5 of the General Schedule as soon as he meets the minimum
qualifications for appointment as a statutory administrative law judge
under section 3105 of title 5, United States Code.

COMMITTEE AcTIoN

H.R. 5723 was introduced by Mr. Burke on March 29, 1977, and
was jointly referred to the Committee on Post Office and Civil Service
and the Committee on Ways and Means. The Subcommittee on
Employee Ethics and Utilization held hearings on the bill on May 3
and 5, 1977 (Serial No. 95—9), but postponed any action on the bill
at that time in the hope that the problems to which the bill was
directed could be administratively resolved. An administrative
solution was not forthcoming and on September 27, 1977, the sub-
committee, by a record vote of 3 to 2, approved H.R. 5723 with an
amendment striking out all after the enactmg clause and substituting
an entirely new text. On October 12, 1977, the Committee on Post
Office and Civil Service, by a record vote of 12 to 5, oredered the bill
reported, as amended by the subcommittee.

BACKGROUND

Thö Administrative Procedures Act (APA) of 1946 (now codified as
5 U.S.C. 551 et seq) is the general scheme under which rule making
and adjudicatory procedures are carried out by agencies in the execu-
tive branch. Section 556 of title 5 requires that (unless the agency
itself presides) administrative law judges (AU's) shall preside over
all rule making or adjudicatory proceedings to which the APA
applies.

To insure independence and impartiality, the APA provides certain
statutory protections to AU's. For example, although each agency
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appoints its own AU's (5 U.s.c. 3105), it may appoint only those
individuals who the Civil Service Commission has certified as qualified.
In addition, AU's are exempt'from performance evaluations by their
agencies (5 U.S.C. 4301); receive step increases in pay without
agency certification of satisfactory performance (5 U.S.C.. 5335); and
m.y only be removed for cause established by the Commission (not
their employing agency) (5 u.s.c. 7521).

AU positions are established at grades GS—15, GS—16, or GS—17
according to the level of the duties and responsibilities of each position.
With respect to GS—15 and GS—17 AU positions, section 5108(a) of
title 5, United States Code, provides that not more than 240 GS—i6
and not more than nine GS—17 AU positions may be established,
The number of GS—15 AU positions is controlled by the availabijity
of funds to pay such AU's and Civil Service Commission' action tO
provide certificates to agencies of individuals who have been certified
as meeting the necessary qualifications. There are now about 730
GS—15 AU's in the Government, the vast majority' of whOm. are
employed by the Social Security Administration.

In addition to the AU's mentioned above, there are now employed
at the Social Security Administration 175 individuals in grade, GS—14
who are titled temporary AU's. Twenty-six of these have qualified
for regular AU 'appointments and are awaiting them. The other' 149
individuals are the prime concern of H.R. 5723. These individuals,
for various reasons, have not yet qualified for AU positions although
pursuant to Public Law 94—202 they are now conducting Social
Security Act hearings required to be conducted according to the APA.
These temporary AU positions will, by operation of the same public
law, expire on December 31, 1978. '

The problem of temporary AU's began as a result of Public Law
92—603, the Social Security Amendments of 1972, which, among other
things, established the present Supplemental Security Income (SSI)
program. The amendment made by that law provided that SSI cases
would be adjudicated with "reasonable notice and opportunity for a
hearing". These words were meant to trigger the application of the
APA to SSI adjudications. However, the amendments made by that
law furthcr provided that:

To the extent the Secretary [of Health, Education, and
Welfarel finds it will promote the achievement of the objec-'
tives ,of this title, qualified persons may be appointed to
serve as hearmg examiners in hearings under subsection (c)
without meeting the specific standards prescribed for hear-
ing examiners by or under subchapter II of chapter 5 of title
5, United States Code.

An ambiguity was thus presented by the statute. It meant to apply
the APA to SSI cases, but it did not specifically require APA hearm
examiners since it permitted the Secretary of Health, Education, an
Welfare to appoint AU's without Civil Service Commission approval.
Consequently, in 1972, when the Secretary of HEW requested the Civil
Service Commission to supply .AUJ's for SSI cases, the Commission
refused. The Commission believed that since the Secretary had in-
dependent authority to appoint hearing examiners, SSI cases tech-
nically did not fall under the APA. The Commission had ample basis
for denying the request. When faced with the question of whether or
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not 'the APA (enacted in 1946) applied to the Social Security Act
<enacted in 1935), and a Court of Appeals decision holding that 'the
APA did nOt apply, the Supreme Court, in the case of Rü',hardson v.
Perdlea, 402 U.S. 389 ('1971),'had stated:

We need not decide whether the APA has general appl,ica-
tion to Social Security disability claims, for the Social 'Se-
curity administrative procedure does not vary 'from 'that
presc1ribed by the APA. Indeed, the latter is modeled upon
'the Social Security Act. (402 JJ.S. 'at 409).

in other words,. the Cowt found the relevant ,issue 'to be one of due
process guarantees under the 'Constitution and not 'whether one statu-
'tory means of insuring due process (the APA) or another (the Social
Security Act) was controlling.

After 1 years of dispute within the executive branch, the Civil
Service Commission prevailed on the AU issue. HEW by necessity
settled for non-APA hearing officers to preside at SSI hearings. On
December 14, 1973, the Civil Service Commission advised the Secre-
.tary of HEW to appoint, under his own authority, hearing examiners
at grade GS—13, and an appropriate number of supervisory hearing
examiners at grade GS—14.

As a result, there were three 'groups of hearing officers at REW
working on social, security cases. The largest group, Coipinisision certi-
fied AU's, were appointed under the APA. They 'heard social security
and medicare appeals under statutes which required APA procedures.
Another group, appointed as hearing examiuers under section 1631
(d)(2) of the Social'Securit.y Act, could hear only SSI cases. ,A third
group, black lung AU's, were appointed under separate agency au-
thority 'to 'hear only black lung cases, which also were not under the
&PA.

EEW 'took on more hearing examiners. however, the caseload
continued to:grow as the 'following cthart illustrates:

. Flseal year— •

1971 1972 19731 1974 1975

Hearing requests
Dispositions
Cases peflding(end otyear backlog)
Number of;presithngOltlcers
eacklog per, presiding offiser
Annual average.pgoductlon foran experienced pro-

sldingofflcer

52427
45, 301
20,87.3

295
71

162

103,691
61030
63,534

392
162

180

'72,202
63,356
86,7.80

462
80

, .188

ui, 504
80, 783

'77, 233
503

'154

'193

154 962
121 026
111, 169

613
181

227

I During 1973, 30,600 black lung cases were remanded for decision at a lower level because of a change in th. criteria
for eligibility. But for this remand, the number of hearings requested iii FY iSuwould be.approximatey 102,802.

Source: GAO report, "Problems and Progress in Holding Timelier Hearings for Disability Claimants," Oct 1, 1976
(HRD—76—173), p.4.

in five years, even though the number of hearing examiners had
more than doubled and the productivity of hearing examiners had
increased by 50 percent, requests for hearings had tripled and pend-
ing cases had quadrupled. The system was immensely overworked.

By the end of 1975, a backlog of more than 100,000 cases under
'title XVI (SSI), title II (Old-Age, Survivors, and Disability Insur-
anoe Program (OASDI)), and title XVIII (Medicare) of the Social
Security Act 'had built up. In an attempt to reduce the b*cklog, the
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CommitteG on Ways and Means reported, and Congress enacted, Ptib-
lic Law 94—202 which clearly placed all social security cases. (OASJX,.
SSI, and medicare) under the APA. Public Law 94—202 also authorized
HEW-appointed hearing examiners to hear all three types of esses,.
and provided that.for a 3-year period (expiring December 31, 1978)
HEW-appointed hearing examiners would be deemed to be temporary
Administrative Law Judges.

In its report on the bill (H. Rept. 94—679, 94th Cong., 1st Sess.),
the Committee on Ways and Means explained the provision providing
for this conversion as follows:

The Committee bill also grants authority for those SSI
hearing examiners (who have been appointed under section
1631(d)(2)) to hear cases under titles II, XVI, and XVIII
until December 31, 1978 as terpporary Administrative Law
Judges if the Secietary of HEW finds it will promote the
achievement of the objectives of these titles. It is the Com-
mittee's understanding that the Secretary will make this
finding as to all SSI hearing examiners who have been ap-
pointed. The Committee also understands that now virtually

•

all the temporary Black Lung judges hold SSI hearing
examiner appointments and this would provide the Bureau
of Hearings and Appeals the 200.judges it needs to reduce
the backlog. Furthermore, by the end of 1978, all SSI ex-
aminers will have acquired sufficient adjudication experience'
to meet the experience requirement for appointment as reg-
ular AIM. They would, as they met the experience require-
meut, be afforded the opportunity to be placed on the register
fo regular AU apporntinent on a merit basis under the reg-
ular C;vil Service procedures

It is hoped that these requirements and procedures will
be applied in a maiinr to effectively serve the needs of the
Social Security Act programs The Committee is not con-
vmced that these needs have been adequately served in the

I past by th Officeof Administrative Law Judges, Civil Serv-
ice Conmission The performance of this office m overrulmg

•
the adñiinistering agency (HEW) in its legal opinion that

.SSI was under the PA and in dowugrading title. II sqcial,
security adjudications as bearing "little resemblance to the
full-blown adversarial proceedings conducted by Admmistra-
tive Law Judges, under the Administrative Procedure Act,
in regulatory agencies" does not reflect the will of Congress

The appointment prooedure under which temporary ALT's re-P
ceived their appomments were similar, but not identical, to the pro-
cedures used in . appointing AU's. First, the. prpcedures. used in
appointing these temporary AU's were administered:by HEW rather
than the:Civil Service Commision. Second, the types of .qualifying
experience required by HEW differed from those required by Civil
Service Commission standards. Third, the minimum legal experience
required by HEW was four years rather than seven years. It was
contemplated in the Ways and Means Committee report that during
the three-year period provided by Public Law 94—202, most of these
"temporary AU's" would acquire the necessary experience to qualify
for regular GS—15 AU positions, but the statute itself was silent oi
the eventual disposition of the temporary AU's. ,



6

Fifteen months after enactment of Public Law 94—202, and with 31
months 'to.go before the temporary AU'S would lose their jobs, JJ.R.

23 and similar bills were introduced in the 95th Congress. Pro-
iponents of these measures contend that the Civil Service Commission
has not been meeting the legislative intent of Public Law 94—202 in
qualifying temporary AU's, even though the statute itsplf clearly
provides for only temporary 3-year appointments and does not
'mandate permanent appointments to other positions.

• Statistics provided by the Civil Service Commission on April 23,
1977, about the time the bills were being introduced, indicated that of
the 214 temporary AU's, 45 or 21 percent had either been appointed
or were on the GS—15 AU register; 40 or 18 percent were being proc-
essed - (5 had tentatively passed and were awaiting oral interviews);
69 or 32 percent had been found ineligible because they had not served
the necessary year-in-grade for promotion to GS—1 5 (as required by
the 'Whitten amendment), they lacked 7 years of qualifying experience,
or they received poor evaluations from their peers; and, 60 or 28
percent had not yet applied for the examination.

The latest figures provided to the committee indicate that there
are presently 149 "temps" who have not formally qualified for AU
positions. Of these, 19 have never applied, 15 have been rated in-S
eligible based on insufficient qualifications, 85 are in the examining
process, and 13 have tentatively qualified pending only an oral
interview.

STATEMEN'I'

The committee amendment will remove the December 31, 1978,
expiration date for the 149 GS—14 temporary AU's who have not
established their eligibility. In addition, the bill will permit immediate
upgrading to GS—15 AU's a soon as these individuals meet the
minimum qualifications for these positions.

The committee believes its bill most satisfactorily meets the com-
peting concerns which have emerged in the debate on the temporary
AU problem. The committee believes its approach is better than either
of the two others which have been proposed (1) doing nothing or (2)
enacting H.R. 5723 as reported by the Committee on Ways and
Means.

The committee believes that the job protections which a permanent
APA appointed AU position offers should not be legislatively ex-
tended to individuals without proven qualifications. An AU ap-
pointment is, in essence, a life tune job. Removal of an AU whose
performance is not up to par is extremely difficult, it not impossible
(in the past 30 years, two AU's have been removed). An erroneous
decision by an AU can cause a disabled citizen to starve for want of
social security benefits or an airline's stock to plummet upon loss of
route application; Each decision of an AU is important to the effi-
ciency of the Federa.l Government and the faith of the people in the
Government's fairness and impartiality,

It is not true that there has been discrimination against temporary
AU's by the Civil Service Commission. The committee notes that 65
of the original 214 temporary AU's have already qualified for GS—15
positions by proper merit system competition. This stacks up exceed-
ingly well against the general competition for these jobs. A higher
percentage of temporary AU's have and are qualifying for APA
appointments than are other competitors,
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The committee believes its grant of permanent GS—14 status,
leaving open the opportunity to qualify for higher levels, will be fair
to all. 1t assures that the temporary AU's need no longer be concerned
about termination of their employment and, instead, may turn to
improving their work output. It assures the Government and future
SSI appellants that hearing officers will be in place to hear cases after
1978. It assures that no present GS—15 AILJ, many of whom are
former temporary AU's who have successfully qualified, will come to
believe that his own independence has been diluted by legislation
which chips away at a cornerstone of the APA—impartiality. It as-
sures fairness to other applicants for AU jobs, who will not find them-
selves pushed aside for a particular few, 10 percent of whom have even
yet to apply for such jobs.

The committee believes that the primary argument advanced for
H.R. 5723, as introduced—that it will speed up the decisions in social
security cases—ignores the real reasons for the case backlog. Statu-
torily promoting 175 hearing examiners, regardless of their qualifica-
tions, is not an effective means of solving the backlog problem.

In its report of October 1, 1976 (HRD—76—173), the General Ac-
counting Office, after investigation of the caseload situation, found
many other factors contributing to the backlog, including a 9-week
average for a State to send its cases to the Social Security Admimstra-
tion; a 3-month delay in the Social Security Administration to get
cases to hearing officers; problems in re-referring cases from back-
logged offices; a 5-week average for physicians to report on disabilities;
a 10 week delay in conducting physical examinations; and a 2-month
average delay (requested by claimants themselves) for postponement
of hearings.

The committee is cognizant of the decision of Wright v. Matthews
(Case No. 75C 1537, June 6, 1977, ED Ill.) in which a district court
found that the case backlog at the Social Security Administration vio-
lates the Social Security Act guarantee of prompt payment and re-
quires the court to compel, pursuant to the APA (5 U.S.C. 706),
"agency action unlawfully withheld or unreasonably delayed . . ."
The order in that case requires final decisions in Social Security cases
within 180 days by January 1, 1978, 120 days by July 1, 1978, and 90
days by January 1, 1979, with benefits to be paid to claimants regard-
less of decision in cases which take longer.

The committee cannot agree that H.R. 5723, as reported by Ways
and Means Committee, or even as reported by this committee, will
have much, if any, effect on the multiple problems at the Social
Security Administration. As noted earlier, a doubling of judges and a
50 percent increase in cases handled has done little to counter an ever
increasing number of appealing claimants. The committee suggests
that it will take a far greater number of additional hearing examiners
to cut down on case backlog than the 175 this bill would keep in place,
and that no increase in the number of hearing examiners at the Social
Security Administration could counter a factor such as the 3-month
delay it takes to get a case to one of them.

The committee believes that its amendment to H.R. 5723 best
balances the competing concerns at hand. It preserves the competitive
system by which Government employees are hired on the basis of
merit. It preserves the integrity of the Administrative Procedure Act.
It affords an extraordinary advantage to temporary AU's seeking
permanent GS—15 AU appointments.
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SECTION ANALYSIS

The first section of the bill, as amended, amends section 3 of the Act
of January 2, 1976, entitled "An Act to amend the Social Security
Act to expedite the holding of hearings under titles II, XVI, and
XVIII by establishing uniform review procedures under such titles,
and for other purposes" (Public Law 94—202; 42 U.S.C. 1383 note)
by striking out that portion of sectioti 3 which provides that the
appointments of individuals appointed under section 1631(d) (2) of the
Social Security Act shall terminate on December 31, 1978. In lieu of
the provision which requires these appointments to terminate, the bill,
as amended, provides that the appointments shall be on a nontem-
porary basis. The effect of the amendment made by the first section is
to convert these "temporary" positions to permanent ones by repealing
the December 31, 1978, termination date. The first section does not
affect the pay, classification, or status of individuals serving in these
positions. It merely makes these positions permanent.

Section'2 of the bill relates to the classification of these "temporary"
positions. Currently these positions are classified at grade GS—14 of the
General Schedule. Subsection (a) of section 2 provides that effective at
the beginning of the first pay period beginning after the date an
individual in a temporary AU position meets the minimum qualifica-
tions for appointment as an administrative law judge under section
3.105 of title 5, United States Code, the grade of the position he holds
shall be the minimum grade in effect for any position under section
105 on October 1, 1977. The minimum grade in effect for any such
position on October 1> 1977, was GS—15. The last clause of subsection
(a) provides that the position shall continue to be classified atGS—15
only for so long as the individual continues to occupy the position.

Subsection (a) of section 2 in esSence provides for noncompetitive
conversion from a GS—14 "temporary AU" status to a GS—15 "stat-
utory administrative law judge" status, provided that the individual
involved meets the minimum qualifications for appointment. to a
statutory administrative law judge position. An individual who has
not met the minimum qualifications would remain at a GS—14 status
until he does meet the minimum qualifications.

Subsection (b) of section defines the term. "temporary AU
position" for purposes of section 2, s any position to which the pro-
visionsof section 3 of the Act of January 2, 1976, (Public Law 94—202)
applies.. Individuals occupying "temporary. AU positions". are the
only individuals to whom the provisions of the bill apply, and. the
committee is advised that as Of October 25,, .1977, there were 175 of
these individuals.

The title of the bill is amended to reflect the changes resulting
from the committee amendment.

COST

The committee has concluded that 'the enactment of the bill, as
amended by the committee, will not result in any additional costs to
the Government. Set forth below is the cost estimate provided to the
committee by the Congressional Budget Office with respect to H.R.
5723, as amended by the committee.



CONGRESSIONAL BUDGET OFFICE,
U.S. CONGRESS,

Wa8hington, D.C., October 21, 1977.
HOn. ROBERT N. C. Nix,
(Jhair,nan, Committee on Post Office and Civil Service,
U.S. House of Representatives, Washington, D.C.

DEAR MR. CHAIRMAN: Pursuant to section 403 of the Congres-
sional Budget Act of 1974, the Congressional Budget Office has
reviewed H.R. 5723 as amended. The amended bill would make
permanent as social security administrative law judges (AU's) the
temporary SSI hearing examiners and black lung judges provided
under Public Law 94—202. It also provides for their grades to be at
the GS—15 level upon meeting minimum requirements.

Since it had been the legislative intent of Public Law 94—202 that
this conversion take place no later than December 31, 1978 when
most, if not all, of the temporary AU's will have attained the mini-
mum requirements for conversion to permanent status, the cost of
their upgrading should have been budgeted in current and previous
years. It is also not determinable at which step of the GS—14 grade
these judges currently are.

Based on the examination of the law, the legislative history and the
relevant sections of the budget, it appears that there will be no addi-
tional cost to the government in making explicit and expedient this
permanence and upgrading.

Sincerely,
ALICE M. RIVLIN, Director.

OVERSIGHT

Under the iiiIes of the Committee on Post Office and civil Service,
the Subcommittee on Employee Ethics and Utilization is vested with
legitiative and oversight jurisdiction over the subject matter of this
legislation. As a resiilt of hearings conducted on this legislation the
subcommittee conclu led that there was ampljustification for amend-
ing the law in the manner provided under ILR. 5723, as amended.
The committee received no report of oversight findings or recommen-
dations from the Committee on Góvernnient Operations pursuant to
clause 4(c) (2) of House rule X.

INFLATIONARY IMPACT STATEMENT

Pursuant• to clause 2 l) (4) of House Rule XI, the committee has
concluded that the enactment of H.R. 5723, as amended, will have no
inflationary impact on the national economy.

AGENCY VIEWS

Set forth below are the views of the Civil Service Commission with
respect to H.R. 5723, as amended by the committee.
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U.S. CIVIL SERVICE COMMISSION,
Washington, D.C., October U, 1977.

Hon. ROBERT N. C. Nix,
Chairman, Committee on Post Office and Civil Service, U.S. House of

Representatives, Washington, D. C.
DEAR MR. CHAIRMAN: This is in response to the request for an

expression of the views of the Commission on the action of the Post
Office and Civil Service Committee concerning H.R. 5723, a bill that
deals with the tenure and classification of certain temporary employees
in the Social Security Administration.

H.R. 5723 proposed the conversion or grandfathering of these
temporary employees to permanent status and tenure as Administra-
tive Law Judges in the Social Security Administration and the reclas-
sification of their positions to GS—1 5. After' considering this bill on
October 12, 1977, the Post Office and Civil Service Committee ap-
proved a bill which would continue these employees in their positions
at their current grade level beyond December 31, 1978. The committee
also provided that when these temporary employees meet the min-
imum qualifications for appointment under the Administrative
Procedure Act, their grade level shall be the minimum grade in effect
on October 1, 1977, for any position filled under 5 U.S.C. 3105 (GS—15).

The Commission wishes to express its strong approval of the action
of the Post Office and Civil Service Committee. H.R. 5723 as originally
drafted and introduced was opposed by the Commission because it
by-passed competitive merit principles and thereby eroded public
confidence in the integrity of the administrative law system. It
extended preferential treatment to a small group of employees and
undermined the thorough screening process for determming the
eligibility of individuals to fill important, quasi-judicial positions.

The action of the Post Office and Civil Service Committee is fully
supportive of the concept of merit and competition among candidates
and it recognizes the need that applicants for appointment under the
Administrative Procedure Act demonstrate their capacity to fill quasi-
judicial positions which provide a unique status and a degree of
independence in certain actions which is not afforded to other em-
ployees in the executive departments and regulatory agencies.

Since the action of the committee maintains the integrity of the
merit processes for determining eligibility for judicial type positions,
the Commission expresses its strong approval of the committee's bill.

The Office of Management and Budget advises that from the stand-
point of the administration's program there is no objection to the sub-
mission of this report.

By direction of the Commission:
Sincerely yours,

ALAN K. CAMPBELL, Chairman.

CHANGES IN EXISTING LAw MADE BY THE BILL, AS REPORTED

In compliance with clause 3 of rule XIII of the Rules of the House
of Representatives, changes in existing law made by the bill, as
reported, are shown as follows (existing law proposed to be omitted is
enclosed in black brackets, new matter is printed in italic, existing law
in which no change is proposed is shown in roman):
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SECTION 3 OF THE Ac OF JANUARY 2, 1976

To amend the Social Security Act to expedite the holding of hearings under titles
II, XVI, and XVIII by establishing uniform review procedures under such
titles, and for other purposes.

* * * * * * *
SEC. 3. The persons appointed under section 1631(d) (2) of the

Social Security Act (as in effect prior to the enactment of this Act)
to serve as hearing examiners in hearings under section 1631(c) of
such Act may conduct hearings under titles II, XVI, and XVIII of
the Social Security Act if the Secretary of Health, Education, and
Welfare finds it will promote the achievement of the objectives of
such titles, notwithstanding the fact that their appointments were
made without meeting the requirements for hearing examiners ap-
pointed under section 3105 of title 5, United States Code; (but] and
their appointments shall (terminate not later than at the close of the
period ending December 31, 1978, and during that period] be on a
nontemporary baeie, and they shall be deemed to be hearing examiners
appointed under such section 3105 and subject as such to subchapter
II of chapter 5 of title 5, United States Code, to the second sentence
of such section 3105, and to all of the other provisions of such title 5
which apply to hearing examiners appointed under such section 3105.





MINORI'lY VIEWS

The Carter Civil Service Commission, as with the weather inWash-
ington, is a constantly changing phenomenon. One day ithas. one posi-
tion, the next day it has another. This is clearly demontrated in regard
to H.R. 5723.

Throughout most of this Congress, the administration, in opposing
this bill invoked the integrity of the merit system against any auto-
matic, legislative elevation of temporary Administrative Law Judges
to any higher job grade in disregard of traditional civil service merit
procedures. In a letter dated August 30, 1977, that opposition *as
reiterated, and still existed when this bill was ordered reported by the
committee majority on October 12, 1977. Since that time, at least at
this writing, the Carter Civil Service Commission's oppositinn to the
bill seeiis' to have vanished, and it now strongly supports enactment.

To illustrate the "retreat syndrome" which seems to Characterize
the Carter Civil Service Commission, it might be helpful to the mem-
bers to document the sequence of events leading up tp this latest of
capitu1ations.

On May 3, 1977, the Civil ServiCe CommissiOn epressed vigorous
objectiois to H.R. 5723 at an Employee Ethics and UtilizatioiI Sub-
committee hearing. A Civil Service Cornmission spokesman testified',
the bill simply "extends preferential treatment to a small group of
empIoees" (150). These employees were given temporary Administra-
tive Law Judge status for 3 years beginning in January of 1976 inerder.
tO help reduce the backlog of disability eases, arising under title II of the
Social Security Act. H.R. 5723 was called unwise because it promoted
all: of the temporary AU's regardless of eligibffity performance, or
evex of desire fOr permanent status, into per añent employees at. the
GS—15 grade' level ($36,171 to $47,025.)

Later in that month, May 27, 1977, the same Commission spokesman
wrote Ethics Subcommittee Chaar'w-oman Patricia Schroeder that H R
5723 extended sjiccial•. privileges to One class of .employee .'to the
detriment of throuasñds .of others who have participate4 in, ths pro-
gram over the years," and offered an admimstratrtre compromise with
regard tQ the pproximate1y 150 temporaryAdithnistrative. Law
Judges whosO employment would, under existing law, terminate on the
last day, of. 1978. Under this arrangement, the Commission would
"commit. itself to process the applications of all of the (temporary)
employees who choose to apply on or before September 31, 1977." This
would allw temporary employees who did not meet the ua1iflcations
for full time employment a full year in which to seek other employ-
ment. It would at the same time allow Congress to consider whatever
remedies it feels appropriate.

This, we feel, is generous treatment of employees who accepted their
positions under the explicitly temporary status specified in Public
Law 94—202. It is also consistent with merit principles and fair to the

(13)
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taxpayers required to pay for the raises which are earned by Federal
employees presumably through merit system procedures. Finally, it
would not discriminate against individuals already qualified to be on
civil service registers in line for these very important Administrative
Law Judge positions.

The Carter Civil Service Commission reiterated its administrative
solution in a letter to Ways and Means Committee Chairman Al
Ullmàn dated August 30, 1977. The Commission agreed to give seven
additional points to the temporary AU's who would be considered for
permanent positions. This request had been made by the Social Se-
curity Administration and made the administrative alternative to
H.R. 5723 an even more practical and reasonable matter. Again,
Chairman Alan Campbell, of the Civil Service Commission, reiterated
the Commission's "strong opposition to a measure which would bypass
the competitive merit system in filling these positions."

We. agree. However, just two months later, in a letter to. the Chair-
man dated October 25, 1977, Chairman Campbell did a complete
flip flop.

That letter stated that the integrity of the merit system had been
saved by the Committee's acceptance, on October 12, 1977, of a
substitute bill introduced by Mrs. Schroeder. This new bill was
supposed to remedy the defects of H.R. 5723 as introduced and
accepted by the Ways and Means Committee on September 22, 1977,
but it still grants automatic permanent status to temporary AU's
employed in the Social Security Administration. The only difference is
that the Post Office and Civil Service Committee's version brings the
AU's in permanently at the GS—14 rather than at the GS—15 level
permitted in the Ways and Means version. The substitute version
also requires them to be placed at the GS—15 grade level, without
competition, once they meet the minimum qualifications. The tem-
porary employees, whatever their qualifications or experience, still
have an unfair advantage over persons clearly qualified and listed
on the register for these important positions. hi other words, the same
objections raised by the Carter Civil Service Commission to the Ways
and Means Committee bill must necessarily apply to the Post Office
and Civil Service Committee's substitute.

Public Law 94—202 provided for the hiring of temporary employees,
and the Civil Service Commission suggested very adequate adminis-
trative credit for temporary employees toward permanent employ-
ment. Because HR. 5723 ignores and interferes with this logical
sequence of legislative and administrative action, arid because the
Carter Civil Service Commission does not seem to be able to make
up its mind on the issue, we must concur with the more lengthy and
documented views of the Commission and oppose enactment of this
bill.

We believe the objections to this legislation are as valid today as
they were throughout the year prior to October 25.

EDWARD J. DERWIN5KI.
JAMES M. COLLINS.
TRENT LOTT.
JOHN H. ROTJSSELOT.
GENE TAYLOR.



DISSENTING VIEWS OF HON.. BENJAMIN A. OILMAN,
HON. TOM CORCORAN, AND HON. JIM LEACH

H.R. 5723, as introduced and as reported by the Committee on
Ways and Means unanimously on September 15, proposes to convert,
by statute, without restriction, temporary Administrative Law Judges
(AU's) (GS—14) at the Social Security Administration/Bureau of
Hearings and Appeals (SSA/BHA), Department of Health, Educa-
tion, and Welfare to permanent AU's (GS—15). H.R. 5723 amended,
as reported by the Committee on Post Office and Civil Service, will
convert temporary AU's (GS—14) instead to permanent AU's (GS-.
14). It further authorizes those AU's to be converted to GS—15
immediately upon meeting the eligibility requirements for GS—15
AU positions, and without being certified to the Civil Service Com-
mission AU register.

H.R. 5723 was introduced by Congressman Burke, Chairman of the
Subcommittee on Social Security, Committee on Ways and Means,
with 70 cosponsors, to effectuate the intent of ,Public Law 94—202.
This was to provide more AU's at SSA/BHA so as to speed up the
social security, hearing process inasmuch as claimants were having to
wait long periods of time for hearings on their cases., By contrast,
H,R. 5723 amended will force the departure çf many. temporary
AU's, exacerbating the already critical situation at SSA/BHA, and
make impossible the timely disposition of social security cases.

The Majority in amending H.R. 5723 has decided not to rec9gñize
the splendidefforts of the temporary. AU's at SSA/BHA in reducing
the backlog of cases from 113,000 hearings pending in April, 197, to
about 83,000 harins which were pending at the end of March of this
year at. a most admirable production. rate of 27 cases per month, nor
reward them with tenure and regular AU status for their productivity.
They have chosen instead to literally slap these individuals in the
face by relegating this corps of dedicated judges to permanent second-
class status, at a lesser grade and pay, even though these judges are
acting on approximately 95 percent of the same type of cases that
their regular AU counterparts decide.

Despite the excellent output of the entire social security corps,
hearing receipts continue to exceed production every month. The
heavy backlog of cases. has increased from 83,000 hearings pending in
March 1977, to over 90,000 hearings pending in the last couple of
months.

The inordinate delays in the disposition of Social Security disability
benefit claims as a consequence of this mounting backlog was the issue
in a class action suit brought by claimants seeking declaratory and
injunctive relief and a writ of mandamus to compel more prompt
adjudication of Social Security claims, involving old age and survivors
insurance benefits, at the various administrative appeals levels. In
granting plaintiff's motion for Summary Judgment on June 14 of this
year, the U.S. District Court, Northern District of Illinois, ruled that
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the delays in processing requests for hearing and appeals by claimants
denying them benefits under provisions of the Social Security Act,
were unconscionable, and violated both the Social Security Act and
the Administrative Procedures Act. Judge Kirkland then proceeded
to order SSA/BHA to reduce the maximum delay between the filing
of a petition for a hearing before an. administrative law judge and the
issuance of a flulal decision by the Appeals Council to 180 days by
January 1, 1978; 120 days by July 1, 1978; and 90 days by January 1,
1979.

SSA/BHA is also faced with pending black lung legislation that will
involve the read judication of 170,000 denials, as well as the uninviting
prospect of rOughly 6 million more Federal, State, and local employees
coming under the wings of the Social Security system by 1982. In both
instances, expanded coverage will result in additional cases, mounting
backlogs, and the need to maintain a full complement of seasoned
AU's operating at peak efficiency.

Unwilling to come to grips with the monumental problems faced
by SSA/BHA,. the majority has instead settled on the status quo by
siding with the Civil Service Commission. And what has the Commis-
sion accomplished for SSA/BHA? Nothing but a situation where
morale is nonexistent, concentration is hampered by continuing worries
over grade and pay and a feeling that good performance will not help
them get a better rating, and where judges are departing in increasing
numbers as they quit, rather than attempt to unsuccessfully meet,
time after time, . overly restrictive standard prescribed for them by
an obvioualy biased Office of Administttive Law Judge at the Civil
Service Commission.
• We chaEg.e the majority with nonfeasance if the result ofH.R. 5723
amended causes the loss of trained and operational iersonnel from
SSA/BHA at time when there is every indication that mauly more
administrti$e law judges are urgently required at SSA/BHA. For
the majority mustbe mindful of thefact that the replacement process
is costly, both in terms of manhours spent away from more urgent
concems at SSA/BHA, and in the many months of productivity lost
while a candidate is selected from the AU register and trained to a
level of operational efficiency.

• RR: 573, on the other hand, is neither costly nor wasteful. Cost
estimates:reported by this committee notwithstanding, this legislation
will not resultin any new budget authority or increased tax expend-
itures. We are including at this point a letter from Alice M.. Rivlin,
Director of the. Congressional Budget Office, advising Chairman
Ullman, Committee on Ws.añd Means, that no additional cost to
the goernment would be incurred as a result of the enactment of
H.R. 5723.

[Letter follows:]
CONGRESSIONAL BUDGET OFFICE,

U.S. CONGRESS,
Waskington, D.C., September 16, 1977.

Hon. AL ULLMAN,
Chairman, Committee on Ways and Means,
U.S. House of Represe'iUatives, Washington, D.C.

DEAR MR. CHAIRMAN: Pursuant to section 403 of the Congressional
Budget Act of 1974, the Congressional Budget Office has reviewed
H.R. 5723. This bill would implement provisions of Public Law
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94—202 which provides for the conversion of temporary $SI hearing
examiner and black lung judges to permanent social security admin-
istrative law judges. Since it was the intent of Public Law 94-202
(January 19,76) that this conversion take place by now any additional
salary costs would have already been taken account of in the budget.

Based on this review, it appears that no additional cost to the gov-
ernment would be incurred as a result of the enactment of this bill.

Sincerely,
ALIcE M. RIVLIN, Director.

We also feel that it is most unfortunate that the majority chose to
ignore the wisdom of Congressman Burke, who as Chairman of the
Subcommittee on Social Security,.has, devoted many years to the study
of the 1 roblems of the social security system. Mr. Burke, in his appear-
ance before the Subcommittee on Employee Ethics and Utilize tion,
testified most forcefully and elo4uently about the need for H.R. 5723
because of the Civil Service Commission's 'flagrant disregard for the
legislative intent of Public Law 94—202, clearly expressed in the report
of the Ways and Means Committee and the Senate Finance Commit-
tee, 'that the temporary AU's created by this legislation would be
exjeditiously converted to regular AU status with "great weight"
being given in the rating system to their extensive experience acljudi-
eating the social security definition of disability.,

Mr. Burke stressed to the subcommittee that, to date, the Civil
Service Commission has not assigned any additional points in the
rating system for 551 adjudicatory experience. 'He also produced
statistics revealing an almost 50 percent turndown rate p1 temporary
ALJs with only [4 AU's appointed and 22 qualifIed for the GS—15
register out Of a total universe of .169 applicants. Thin is .21 months
after the passage of Pu1 lie Law 94—2Q2, and less 'then .1 mpnths re-
main before these individuals' apppintmeuts. expire.

A letter from Congressman Burke to Chairman Nix, to be included
at this point, requesting the committee's support for E.:. 5723,
under scores these points:

[Letter follows:]

SuBcoMMITTBE pN:.'SocpcuiTY,
COMMITTEE ON WAYS AND :IYlANS,

U.S.
Washington, D.C., Septem4ar.'.&9, 1977.

Hon. :RT:N.t(JN.ix,
Chairman, Committee on Post Office and Civil Service,
Washington, D.C.

DEAR BOB: I was greatly distressed with the action taken on Sep-
tember 27, 1977 by your Subcommittee on Ethics and Employee
Utilization on H.R. 5723 which I had introduced with some 69 co-
sponsors. H.R. 5723, which was jointly referred to our two Committees,
was approved unanimously by the Subcommittee on Soical Security
and by the full Ways and Means Committee (H. Rept. 95—617, copy
attached). It was our hope to get this measure through Congress on
suspension before the end of the session but the amendment approved:'
by the Subcommittee on Ethics and Employee Utilization on a three
to two vote will make this immeasurably more difficult if this action
is sustained by the full Committee on Post Office and Civil Service.



18

H.R 5723 would have converted to regular AU status some 180
temporary Social Security AU's who have been doing basically the
same work as regular AU's for about 3' years. it was our intention
when we passed Public Law 94—202 that this group be expeditiously
converted before their temporary appointment expired at the eüd of
1978. What Ethics and Employee Utilization has done is to make them
permanent second-class AU's at GS—14 while they continue to try to
qualify as regular AU's through the Civil Service Commission pro-
cedures. There is a rather monumental "Catch-22" in this approach
in that the fact that these AU's are GS—14's is the primary reason
that so few of them have been awarded sufficient points to get on the
Civil Service register. The Ways and Means Committee and the Fi-
nance Committee statement that "great weight" should be given to
Social Security experience has been totally ignored by the Civil Service
Commission. This action has meant that many of these AU's who
are doing high quality work have been denied positions for which they
have demonstrated proficiency.

I am sure you realize from your own casework that we have a
tremendous backlog of Social Security hearings. If we lose any sub-
stantial number of these temporary AU's we would greatly exacerbate
a very serious situation. These AU's have been fighting for equal
treatment for 3 years and up to now they have been completely
frustrated by the Civil Service Commission. They have been sorely
tested by a bureaucracy which has consistently ignored Congressional
intent. The staff of our Subcommittee has conducted an in-depth study
of Civil Service Commission's AU's selection procedures, the results
of which are contained in the Committee print—Background Material
on H.R. 5723: Conversion of Temporary Social Security AU's
(attached herewith). This material rather dramatically ifiustrates
the continuing inability of the Civil Service Commission to deal
with this situation and the necessity for the passage of H.R. 5723 as
introduced.

Although we all wish to preserve, the "merit" system, its name
should not be invoked as a shield to protect continued unfairness
to these AU's. In the last three years, the Civil Service Commis-
sion has played a major role in the diminution of the appeal rights
of Social Security beneficiaries. Bob, I don't think this situation should
be allowed to continue.

With all good wishes, I remain,
Sincerely

Jii.Es A. Buuxs, Chairman.

This incredible turndown rate by the Civil Service Commission
ifies in the face of .facts that show that the original HEW appointment
procedures established in 1974 for the temporary AU's were almost
identical to the current Civil Service Commission's APA rating system;
that temporary AU's are not only hearing the same identical type.
of cases as regular AU's, but in many instances outperforming their
counterparts; and the contention by the Director of SSA/BHA that
his temporary judges are doing a very creditable job under the most
trying of circumstances, a fact borne out by a recently concluded study.
by the Center for Administrative Justice.
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It has also been argued that H.R. 5723 would set an unfortunate
precedent because it bypasses the merit system. In response, we say
that H.R. 5723 is sui gerteris, and is, in fact, remedial in application.
There have been only two other instances of noncompetitive appoint-
ments of AU's. The first occurred in 1948, almost 30 years ago, when
the Civil Service Commission itself approved the noncompetitive
appointments of 190 AU's pursuant to its regulations, and the second
in 1959, when some temporary hearing examiners were hired to
ameliorate a severe backlog problem. Besides, it is hard for us to
imagine that the pattern of events necessitating this legislation could
ever recur.

By contrast, H.R. 5723 amended is entirely too ambiguous. While
it is claimed by Congresswoman Schroeder, the author of the amend-
ment to this bill, that temporary AU's at SSA/BHA will be converted
to permanent AUJ's at the same grade an.d pay, the wording of the
amendment "and their appointments shall be on a nontemporary
basis," creates a grave doubt in our minds as to just how permanent
will be this proposed conversion. We wish also to note that Mrs.
Schroeder's amendment would have the- "invidious" effect of reclass-
ifying AU's without the benefit of competitive exam—precisely the
same argument used by the majority to oppose H.R. 5723.

We also find it difficult to swallow the argument that we should
support H.R. 5723 amended because we must compromise with the
Civil Serice Commission to maintain the integrity of the merit
system. First, the Commission has b1ithe1 disregarded a Congressional
directive to give "great weight" to adjudicatmg experience and to
speedily convert temporacy AU's to regular status. Second, when the
Subcommittee on Employee Ethics and Utilization, acting in good
faith, attempted to reach an administrative compromise of this issue
with the Commission, the Commission refused to give an inch, but
instead made meaningless concessions on small 2oints that could iii
no way resolve the dilemma that necessitated H. B. 5723.

In summary we dissent from the action of the majority because the
committee amendment would (1) perpetuate the inequitable rating
system employed by the Office of Administrative Law Judge, Civil
Service Commission; (2) institutionalize an "unequal pay, for equal
work" system at SSA/BHA; (3) destroy the concept of providing
"first class" justice for SSI recipients, and presumably, by this amend-
ment, other Social Security beneficiaries as P.L. 94—202 requires, by
forcing claimants to have their cases disposed of by allegedly less
qualified individuals; and (4) create a severe manpower shortage at
SSA/BHA that will frustrate this Bureau's efforts to meet court
imposed deadlines for deciding Social Security claims.

BENJAMIN A. GILMAN,
TOM CoRco1.&N.
JIM Lcu.

.0
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