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Siz: We have the honor to transmit to you the 1975 Annual Report
of the Board of Trustees of the Federal Old-Age and Survivors In-
surance Trust Fund and the Federal Disability Insurance Trust Fund
(the 35th such report), in compliance with the provisions of section
201(e) of the Social Security Act.

Respectfully, :
Wirriam E. Srvox,
Secretary of the Treasury,
and Managing Trustee of the Trust.
Joux T. Duxvror,
Secretary of Labor.
Caspar W. WEINBERGER,
Secretary of Health,
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James B. CARDWELL,
Commissioner of Social Security.
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1975 ANNUAL REPORT OF THE BOARD OF TRUSTEES OF THE
FEDERAL OLD-AGE AND SURVIVORS INSURANCE TRUST FUND
AND THE FEDERAL DISABILITY INSURANCE TRUST FUND

Tue Boarp oF TRUSTEES

The Federal Old-Age and Survivors Insurance Trust Fund, estab-
lished on January 1. 1940, and the Federal Disability Insurance Trust
Fund, established on August 1, 1956, are held by the Board of Trustees
under the authority of section 201( ) of the Social Security Act. The
Board is comprised of three members who serve in an ex officio capac-
ity. The members of the Board are the Secretary of the Treasury. the
Secretary of Labor, and the Secretary of Health, Education, and Wel-
fare. The Secretary of the Treasury is designated by law as the Man-
aging Trustee. The Commissioner of Social Security is Secretary of
the Board. The Board of Trustees reports to the Congress once each
year, in compliance with section 201 (c) (2) of the Social Security Act.
This report 1s the annual report for 1975, the 35th such report.

HIGHLIGHTS

The more important developments since the 1974 annual report,
discussed in more detail in later sections, are indicated below :

(a) The growth of the old-age, survivors, and disability insurance
system during fiscal year 1974 was close to that predicted in the 1974
annual report. Income in fiscal 1974 amounted to $57.7 billion, up by
16 percent over fiscal 1973. Outgo totaled $55.9 billion, 14 percent
more than in fiscal 1973. The funds inereased by $1.8 billion in fiscal
1974, to a level of $46.1 billion on June 30, 1974.

(b) Several changes aﬂ?ectmg the operations of the trust funds
occurred during fiscal year 1974. A general benefit inerease of 11 per-
cent became effective in two Steps—the first, an interim inerease of 7
percent effective for the 3 months March-May 1974, followed by the
full 11-percent increase effective for June 1974. The amount that a
beneficiary may earn in a year, and still receive all of his benefits under
the retirement test (i.e., the annual exempt amount) increased from
$2,100 to $2,400 effective January 1, 1974. The contribution rate for
old-age, survivors, and disability msurance increased from 4.83 percerit
each, for employees and their employers, to 4.95 percent each, effective
Januar v 1, 1974. The contribution and benefit base also increased, from
$10, 800 to %13 200, effective January 1, 1974. The comparlson of trust-
fund operations in fiscal year 1974 with operations in fiscal year 1973 -
is also affected by a 20-percent general benefit increase effective with
benefits for noptomber 1972, provided under Public Law 92-336, and
by other provisions of Public Laws 92-336 and 92-603, most of wnich
became effective January 1, 19783.
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(¢) The number of persons receiving monthly benefits under the
old-age, survivors, and disability insurance program totalled 30.2 mil-
lion by the end of June 1974. An estimated 101 million workers had
earmings in calendar year 1974 that were taxable and creditable toward
benefits under the program.

(d) The trust funds earned interest of $2.5 billion during the fiscal
year, equivalent to an effective annual rate of 6.0 percent on the total
assets of the trust funds.

(¢) The first automatic increases in the contribution and benefit
base and in the annual exempt amount under the retirement test were
determined under the automatic increase provisions in the law. The
new amounts, effective for January 1, 1975, are $14,100 and $2,520,
respectively. The published statement announcing the determination
of these amounts is shown in A ppendix B.

(f) The first automatic cost-of-living benefit increase was deter-
mined to be 8.0 percent, effective for June 1975. :

(¢) Inevery calendar year beginning with 1975. the projected out-
lays of the combined old-age and survivors insurance and disability
insurance systems are estimated to exceed the tax income according to
the scheduled tax rates and estimated future increases in the contribu-
tion and benefit base. This annual deficit is estimated to be, on the
average, 1.26 percent of taxable earnings over the next 25-year period

(1975-1999). The average annual deficit over the second 25-year period
(2000-2024) is estimated to be 4.10 percent, and over the third 25-year
period (2025-2049) is estimated to be 10.19 percent.

The long-range average-cost when computed in the customary way
over the entire Ti-vear period (1975-2049) exceeds the average tax rate
scheduled in present law by 5.32 percent of taxable payroll.

(R) Assets of both the old-age and survivors insurance trust fund
and the disability insurance trust fund are estimated to show substan-
tial declines during the 5-year period 1975-79. The estimates indicate
that, without legislation to provide additional financing, the assets of
both trust funds will be exhausted soon after 1979,

(<) The reports of the 1975 Advisory Council on Social Security
were received. and the recommendations that would have a significant
impact on the financing of the old-age, survivors, and disability insur-
ance program are being carefully evaluated.

Nartre or THE Trrust Fuxns

The Federal old-age and survivors insurance trust fund was estab-
lished on January 1, 1940, as a separate account in the United States
Treasury to hold the amounts accumulated under the old-age and
survivors insurance program. All the financial operations which relate
to the system of old-age and survivors insurance are handled through
this fund. The Social Security Amendments of 1956, which became
law August 1, 1956, provided for the creation of the FFederal disability
insurance trust fund-—a fund entirely separate from the old-age and
survivors insurance trust fund—through which are handled all finan-
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cial operations in connection with the system of monthly disability
benefits payable to insured workers and to their dependents.

The major sources of receipts of these two funds are (1) amounts
appropriated to each of them under permanent appropriation on the
basis of contributions paid by workers and their employers, and by
individuals with self-employment income. in work covered by the old-
age, survivors, and disability insurance program and (2) amounts
deposited in each of them representing contributions paid by workers
employed by State and local governments and by such employers with
respect to work covered by the program. All employees, and their
employers, in employment covered by the program are required to pay
contributions with respect to the wages of individual workers (cash
tips, covered as wages beginning in 1966 under the 1965 Amend-
ments, are an exception to this: employees pay contributions with re-
spect to cash tips, but employers do not). All covered self-employed
persons are required to pay contributions with respect to their selt-
employment income.

In general. an individual’s contributions are computed on anunal
wages or self-employiment income, or both wages and self-employ-
ment income combined. up to a specified maximum annual amount,
with the contributions being determined first on the wages and then
on any self-employment income necessary to make up the annual maxi-
mum amount,

The contribution rates applicable to taxable earnings in each of
the calendar years 1937 and later, and the allocation of the rates to
finance expenditures from each of the two trust funds, are shown in
table 1. For 1976 and later. the contribution rates shown are the rates
scheduled in the provisions of present law. The maximum amount of
annual earnings taxable in each vear. 1937-75, is also shown in table 1.
Beginning with 1975, the maximum amount of earnings taxable in
each year is determined in the preceding year under the automatic in-
crease provisions in section 230 of the Social Security Aect, unless
modified by intervening C'ongressional action.

Except for amounts received by the Secretary of the Treasury under
State agreements (to effectuate coverage under the program for State
and local government employvees) and deposited directly in the trust
funds, all contributions are collected by the Internal Revenue Service
and deposited in the general fund of the Treasury as infernal revenue
collections; then, on an estimated basis. the contributions received
are immediately and automatically appropriated to the trust funds.
The exact amount of contributions received is not known initially
since old-age, survivors, disability, and hospital insurance contribu-
tions and individual income taxes are not separately identified in col-
lection reports received by the Treasury Department. Periodic adjust-
ments are subsequently made to the extent that the estimates are found
to differ from the amounts of contributions actually payable on the
basis of reported earnings.
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TABLE 1.—CONTRIBUTION RATES AND MAXIMUM TAXABLE AMOUNT OF ANNUAL EARNINGS

Maximéjlm Contribution rates (percent of taxable earnings)
taxable
amount Employees and employers, each Self-employed
of annual —
Calendar years earnings OASDI QOASI DI OASDI 0ASI DI
Past experience:
193749 ... $3, 000 1.000 L600 ...
3,000 1. 500 LS00 ..
3,600 1. 500 1500 .. 2.2500 2,2500 ... ...
3, 600 2.000 2.000 _________ 3. 0000 30000 ... ..
4,200 2.000 2000 ... __ 3. 0000 3.0000 ... ...
4,200 2.250 2. 000 0.250  3.3750 3. 0000 0.3750
4, 800 2.500 2.250 0 3. 7500 3.3750 3750
4,800 3. 000 2.750 250 4. 5000 4.1250 3750
4,800 3.125 2.875 250  4.7000 4.3250 3750
4, 800 3.625 3.375 250 5. 4000 5. 0250 3750
6, 600 3.850 3.500 350 5. 8000 5.2750 5250
6, 600 3.900 3.550 350 5. 9000 5.3750 5250
7,800 3.800 3.325 475 5. 8000 5.0875 7128
7,800 4.200 3.725 475 6. 3000 5.5875 7125
7, 800 4.200 3.650 550 6. 3000 5. 4750 8250
7,800 4.600 4.050 550 6. 9000 6. 0750 8250
9, 000 4.€00 4.050 550 6. 3000 6.0750 8250
10, 800 4. 850 4.300 550 7.0000  6.2050 7950
13,200 4.950 4.375 575 7.0000 6.1850 8150
14,100 4. 950 4,375 575 7.0000 6. 1850 8150
) 4,950 4.375 . 575 7.0000 6. 1850 . 8150
(O] 4.950 4.350 . 600 7.0000  6.1500 . 8500
O] 4,950 4.300 . 650 7.0000 6. 0800 . 9200
() 4.950 4.250 . 700 7.0000 6. 0100 . 9900
0] 5.950 5.100 . 850 7.0000 6. 0000 1.0000

1 Subject to automatic increase.

An employee who worked for more than one emplover during the
course of a year and paid contributions on wages in excess of the
statutory maximum can receive a refund of the contributions he paid
on such excess wages. The amount of contributions subject to refund
for any period is a charge against each of the trust funds in the ratio
in whieh the amount was appropriated to or deposited in such trust
funds for that period.

Another source from which receipts of the trust funds are derived
is interest received on investments held by the funds. The investment
procedures of the funds are described later in this section.

The income and expenditures of the trust funds are also affected by
the provisions of the Railroad Retirement Act which provide for a
system of coordination and financial interchange between the railroad
retirement program and the old-age, survivors, and disability insur-
ance program.

Sections 217(g) and 229(b) of the Social Security Act authorize
annual reimbursements from the general fund of the Treasury to the
old-age and survivors msurance and disability insurance trust funds
for any costs arising from the granting of noncontributory wage cred-
its for military service, according to periodic determinations made by
the Secretary of Health, Tiducation, and Welfare.

Section 228 of the Social Security Act provides monthly cash bene-
fits to certain persons aged 72 and over, almost all of whom are not
eligible for cash benefits under other provisions of the old-age, sur-
vivors, and disability insurance program. Under section 228, all pay-
ments are made initially from the old-age and survivors insurance
trust fund, with later reimbursement, with interest, from the general
fund of the Treasury for the costs, including administrative expenses,
of payments to persons who have less than 3 quarters of coverage. The
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reimbursements so made ave on a provisional basis and are subject to
adjustment. with appropriate interest allowances, as the actual expe-
rience develops and is analyzed.

Section 281 of the Social Security Act authorizes reimbursement
from the general fund of the Treasury to the old-age and survivors
insurance and disability insurance trust funds for any costs arising
from the granting of noncontributory wage credits to individuals who
were interned during World War IT at a place within the United
States operated by the Federal government for the internment of
persons of Japanese ancestry.

Section 201(1) of the Social Security Act authorizes the Managing
Trustee to accept and deposit in the trust funds unconditional money
%{ifts or bequests made for the benefit of the trust funds or any activity

nanced through such funds.

Expenditures for benefit payments and administrative expenses
under the old-age, survivors. and disability insurance program are
paid out of the trust funds. All expenses incurred by the Department
of Health, Education, and Welfare and by the Treasury Department
in carrying out the provisions of Title IT of the Social Security Act
and of the Internal Revenue Code relating to the collection of contri-
butions arc charged to the trust funds. The Secretary of Health, Edu-
cation, and Welfare certifies benefit payments to the Managing Trustee,
who makes the payment from the respective trust funds in accordance
therewith.

Section 222(d) of the Social Security Act provides for payments
from the trust funds for the cost of vocational rehabilitation services
furnished to disabled persons receiving benefits because of their dis-
ability. The total amount of funds that may be made available in a
fiscal year for pavients for the costs of such services, including appli-
cable administrative expenses of State agencies, may not exceed a
specified percentage of the benefits certified for payment to these types
of beneficiaries in the preceding year. This limitation on the amount
to be made available was 1 percent in each of the fiscal years 1966
(when such amounts were first made available) through 1972 and
114 percent in fiscal year 1973. Under present law, the limitation is
115 percent in fiscal years after 1973.

Congress has authorized expenditures from the trust funds for con-
struction, rental, and lease or purchase contract of office buildings and
related facilities for the Social Security Administration. Both the
capital costs of construction financed directly from the trust funds and
the rental. lease, or purchase contract costs of acquiring facilities are
included in trust fund expenditures. In 1974, construction of several
large facilities was begun under purchase contract authority. wherein
initial capital costs arc borne by the private sector. Under this method
of facilities acquisition. trust fund expenditures for use and ultimate
Government ownership of a facility are made over periods of from
10 to 30 years. Whatever the manner of acquisition, the net worth of
facilities and other fixed capital assets is not carried in the statement.
of the operations of the trust funds presented in this report. This is
because the value of fixed capital assets does not represent funds avail-
able for benefit or administrative expenditures, and therefore is not
%riewed as being a consideration in assessing the actuarial status of the

unds.



6

That portion of each trust fund which, in the judgment of the Man-
aging Trustee, is not required to meet current expenditures for benefits
and administration is Invested, on a daily basis, in interest-bearing
obligations of the U.S. (GGovernment (including special public-debt
obligations described below), in obligations guaranteed as to both
principal and interest by the United States, or in certain federally-
sponsored agency obligations that are designated in the laws author-
izing their issuance as lawful investments for fiduciary and trust funds
under the control and authority of the United States or any officer of
the United States. These obligations may be acquired on original issue
at the issue price or by purchase of outstanding obligations at their
market price.

The Social Security Act authorizes the issuance of special public-
debt obligations for purchase exclusively by the trust funds that shall
bear interest at a rate based on the average market yield (computed
by the Managing Trustee on the basis of market quotations as of the
end of the calendar month next preceding the date of such issue) 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 expiration of four years from the end of such calendar month.

StMMMARY oF THE ‘OPERATIONS OF THE FEDPERAL OLD-AGE AND
Survivors Instrance Trust Fuxsp, Fiscan Year 1974

A statement of the income and disbursements of the Federal old-age
and survivors insurance trust fund in the fiscal year which began on
July 1.1973, and ended on June 30, 1974, and of the assets of the fund
at. the beginning and end of the fiscal year, is presented in table 2.
Comparable amounts for fiscal year 1973 are also shown in the table.

The total assets of the old-age and survivors insurance trust fund
amounted to $36.416 million on June 30, 1973. During fiscal year 1974,
total receipts amounted to £30.936 million and total disbursements
were $49.485 million. The assets of the trust fund amounted to $37,867
million at the end of fiscal year 1974, or $1,451 million more than at
the beginning of the vear.

Included in total receipts during fiscal year 1974 were $43.858 mil-
lion representing contributions appropriated to the fund, and $4,989
million representing amounts reccived by the Secretary of the Treas-
ury in accordance with State agreements for coverage of State and
local government emplovees and deposited in the trust fund. As an
offset, $393 million was transferred from the trust fund into the Treas-
ury as repayment for the estimated amount of contributions subject to
refund to employees who worked for more than one employer during
the course of a year and paid contributions on wages in excess of the
statutory maximum earnings base.
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TABLE 2.—STATEMENT OF OPERATIONS OF THE OLD-AGE AND SURVIVORS INSURANCE
TRUST FUND DURING FISCAL YEARS 1973 AND 1974

{In thousandsj

Fiscal year
1973 1974
Total assets of the trust fund, beginningof year____ __ .. ___...._ $36, 399, 058 $36, 415, 896

Receipts:
Contributions:

Appropriations_..____ .l 37,560,472 43,857,792
Deposits arising from State agreements. .. ________ ... ... 4,130, 891 4,988, 458
Gross contributions________ ... _____ .. ________ .. 41, 691, 363 48, 847,250
Less payment into the Treasury for contributions _ 373,186 392,557

Net contributions_ . __ .- 48, 454, 69

Reimbursement from general fund of the Treasury for costs of:
Nancontributory credits for military service__ .. .. ... 138, 000 139, 000

Payments to noninsured persons aged 72 and over:

Banefit payments 292,965 265, 890
Administrative expenses.. 3,624 3,173
Interest. 40,057 33,724

Total reimbursement for payments to noninsured persons aged 72 and
[ R 336, 645 302, 788

Interest:

interest on investments____ ... 1,848, 393 2,039, 660

Interest on amounts transferred between the old-age and survivors insurance

and the disability insurance trust funds due to adjustment in allocation of the
costs of vocational rehabilitation services!____ 16 —20

Interest received from general fund of the Treasury on funds advanced in

fiscal year 1973 from the old-age and survivors insurance trust fund to finance
administrative expenses of the supplemental security income program__._.._____. ... 656
Grossinterest_ ... il 1,848,409 2,040,297

Less interest on amounts of interfund transfers due to adjustment in allocation
of administrative expenses and constructioncosts. . ... .. ... ..., 1,891 1,054
Netinterest. . e aamman 1, 846, 518 2,039,243
Total receipts 2 e 43,639, 340 50, 935, 724

Disbursements: o

Benefit payments 42,169,744 47,848,838

Transfer to raifroad retirement account 782,954 908, 585
Payment for cost of vocational rehabilitation services for disabled beneficiaries:
For the current fiscal year. .. .o 2,510 3,534
Transfer between the old-age and survivors insurance and the disability insur-
ance trust funds due to adjustment in allocation of cost for prior fiscal years__ —A40 340
Net payment for cost of vocational rehabilitation services_.. . I 2,470 3,873
Administrative expenses: -
Department of Health, Education, and Welfare________ ... ... 611,374 618, 506
Treasury Department______ . _ . ... ... ... . 78,020 87,571
Construction of facilities for Social Security Administration . 7,446 4,954
Expenses of the Department of Health, Education, and Welfare for administration :
of vocational rehabilitation program for disabled beneficiaries_ ... ... - ... 36 40
Interfund transfers due to adjustment in allocation of:
Administrative expenses3. __ s 10,874 12,645
Costs of construction 3. i 609 —353
Gross administrative eXpenses. _ . ..o ieoao 708, 359 723,362
Less receipts from sale of supplies, materials, etc___.._.___ .. ..__...._.___. 24 47
Less reimbursement from general fund of the Treasury for funds advanced in
fiscal year 1973 from the old-age and survivors insurance trust fund to finance
administrative expenses of the supplemental security income program_.____. 41,000 .. _______..___
Net administrative expenses 667, 335 723,315
Total disbursements. . . e m e 43,622,503 49, 484,611
Net addition to the trust fund._ . . e iieeiaaon 16, 837 1,451,113

Total assets of the trust fund, end of year 36, 415, 896 37,867,008

1 A positive figure represents a transfer of interest to the old-age and survivors insurance trust fund from the other
social security trust funds. A negative figure represents a transfer of interest from the old-age and survivors insurance
trust fund to the other social security trust funds.

2 Includes gifts totaling $174.78. . . . .

3 A positive figure represents a transfer from the old-age and survivors insurance trust fund to the other social security
trust funds. A negative figure represents a transfer to the old-age and survivors insurance trust fund from the other social
security trust funds.
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Net contributions amounted to $48,455 million, an increase of 17.3
percent over the amount for the preceding fiscal year. Growth in con-
tribution income resulted primarily from (1) the higher level of em-
ployment and taxable earnings, (2) the two increases in the maximum
annual amount of earnings taxable—f{rom $9,000 to $10,800 and from
$10,800 to $13,200—that became effective on January 1, 1973, and
January 1, 1974, respectively, and (3) the two increases in the com-
bined employer-employee contribution rate allocated to finance the old-
age and survivors insurance program—from 8.1 percent to 8.6 percent
and from 8.6 percent to 8.75 percent—that became effective on Janu-
ary 1, 1973, and January 1, 1974, respectively. Although the first in-
crease in the maximum annual amount of earnings taxable, from $9,000
to $10,800, became effective in 1973, the first full fiscal year during
which carnings between $9,000 and $10,800 were taxable was 1974.
Similarly, although the first increase in the combined employer-em-
ployee contribution rate allocated to finance the old-age and survivors
msurance program, from 8.1 percent to 8.6 percent, became effective
in 1973, the first full fiscal year during which the higher rate was
operative was 1974,

Reference has been made in an earlier section to provisions of the
- Social Security Act under which the old-age and survivors insurance
and disability insurance trust funds are to be reimbursed annually
from the general fund of the Treasury for costs of granting non-
contributory credits for military service. In accordance with Section
217(g), the Secretary of Health, Education, and Welfare made a de-
termination in 1970 of the level annual appropriations to the trust
funds necessary to amortize over a 44-year period, beginning in fiscal
year 1972, the estimated total additional costs, for military service
performed before 1957, arising from payments that have been made
after August 1950 and that will be made in future years, taking into
account the amounts of annual appropriations in fiscal years 1966-71
that have been deposited into the trust funds. The annual amounts
resulting from this determination were $136 million for the old-age
and survivors insurance trust fund and $49 million for the disability
insurance trust fund. In accordance with Section 229(b), the Secre-
tary determined that each of the two trust funds should receive reim-
bursement. of $3 million for additional costs attributable to noncon-
tributory credit for military service performed after 1967. Thus, reim-
bursements amounting to $139 million for the old-age and survivors
insurance trust fund, and to $52 million for the disability insurance
trust fund, were received in December 1973.

Reference has also been made in an earlier section to provisions
under which the old-age and survivors insurance trust fund is to be
reimbursed annually from the general fund of the Treasury for costs
of monthly payments to certain noninsured persons aged 72 and over
who have less than three quarters of coverage. The reimbursement in
fiscal year 1974 amounted to $303 million.

Again, reference has been made in an earlier section to provisions
under which money gifts or bequests may be deposited in the old-age
and survivors insurance and disability insurance trust funds. In fiscal
year 1974, the old-age and survivors insurance trust fund received gifts
amounting to $174.78.
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The remaining $2,039 million of receipts consisted of interest on the
investments of the trust fund and net interest on amounts of interfund
transfers arising out of adjustments in the allocation of administrative
expenses, construction costs, and the cost of vocational rehabilitation
services for the prior fiscal year, 1973.

Of the $49,485 million in total diabmaements, $47,849 million was
for benefit payments, an increase of 13.5 percent over the corresponding
amount paid in fiscal year 1973. This increase was due to (1) the
amendments enacted on July 1, 1972, which _prov ided for a general
increase in benefits of 20 per cent effective for S September 1972 (2) the
amendments enacted on October 30, 1972, which provided hwhm bene-
fit amounts for certain categories of beneficiaries and liberalized some
of the conditions under which persons can qualify for benefits, (3) the
amendments enacted on December 31, 1973, which provided for a gen-
eral increase in benefits of 11 percent effective:in two steps—an interim
increase of 7 percent effective for the 3 months March-May 1974, fol-
lowed by the full 11-percent increase effective for June 1974, and (4)
the expected growth in the total number of beneficiaries and in average
benefit amounts resulting from the rising level of earnings. Although
the amendments enacter in 1972 became effective during fiscal yvear
1973, the first full ficai year during which they were operative was
1974,

Reference has been made in an earlier section to provisions of the
Railroad Retirement Act which coordinate the railroad retirement
and the old-age and bllIVi\'OIS insurance programs and which govern
the financial interchanges arising from the allocation of costs between
the two systems. In accordance with these provisions, the Railroad
Retirement Board and the Secretary of Health. Education, and Wel-
fare determined that a transfer of $866, 800,000 to the railroad retire-
ment account from the old-age and survivors insurance trust fund
would place this trust fund in | the same position as of June 30, 1973.
as it would have been if railroad employment had always been covered
under the Social Security Aect. This amount was transferred to the
railroad retirement account in May 1974, together with intevest to the
date of transfer amounting to $41,785, OOO

Expenditures of the old- -age and survivors insurance program for
the cost of vocational rehabilitation services amounted to nearly 3.9
million. These services were furnished to disabled adults—dependents
of old-age beneficiaries and survivors of deceased insured workers—
who were receiving monthly benefits from the old-age and survivors
insurance tr ust fund because of their disability.

The remaining $723 million of disbursements from the old-age and
survivors insurance trust fund represents net administrative expenses.
"The expenses of administering the programs financed through the four
trust funds—the old-age and survivors insurance, dlsablhty insurance,
hospital insurance, and supplementary medical insurance trust funds—
are allocated and charge§ directly to each trust fund on the basis of
provisional estimates. Beginning in fiscal year 1974, the expenses of
administering the newly enacted Supplemental Security Income pro-
gram are also allocated, on a provisional basis, and charged directly
to the general fund of the Treasury. Periodically, as actual experience

52-048 0—-75——3
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develops and is analyzed, adjustments to the alloc-*ions of adminis-
trative expenses and costs of construction for price periods are effected
by interfund transfers, with appropriate interest allowances. (In
fiscal year 1973, the administrative expenses of the new Supplemental
Security Income program were initially charged to the old-age and
survivors insurance trust fund because no money had yet been appro-
priated from the general fund of the Treasury. Reimbursement repre-
senting only the principal of $41 million, but excluding interest, was
received from the general fund at the end of fiscal year 1973. Interest
on this amount was received from the general fund in fiscal year 1974.)

Net administrative expenses charged to the old-age and survivors
insurance trust fund and to the disability insurance trust fund in fiscal
year 1974 totaled $878 million. This amount represented 1.6 percent
of contribution income and 1.6 percent of expenditures for benefit
payments and payments for the cost of vocational rehabilitation serv-
1ces during the fiscal year. Corresponding percentages for each of the
last 5 years for the system as a whole and for each trust fund sepa-
rately are shown in table 3.

In table 4, the experience with respect to actual amounts of contribu-
tions and benefit payments in fiscal year 1974 is compared with the
estimates for fiscal year 1974 which appeared in the 1974 Annual Re-
port of the Board of Trustees. Reference was made in an earlier sec-
tion to the appropriation of contributions to the trust funds on an
estimated basis, with subsequent periodic adjustments to account for
differences from the amounts of contributions actually payable on the
basis of reported earnings. In interpreting the figures in table 4, it
should be noted that the “actual” amount of contributions in fiscal
year 1974 reflects the aforementioned type of adjustments to contri-
butions for prior fiscal years. On the other hand, the “actual” amount
of contributions in fiscal year 1974 does not reflect adjustments to con-
tributions for fiscal year 1974 that were to be made after June 30, 1974.
The actual experience for each trust fund was quite close, relatively,
to the estimates.

At the end of fiscal year 1974, about 30.2 million persons were re-
ceiving monthly benefits under the old-age, survivors, and disability
insurance program. About 26.5 million of these persons were receiving
monthly benefits from the old-age and survivors insurance trust fund.
The distribution of benefit payments in fiscal years 1973 and 1974, by
type of beneficiary, is shown in table 5. Approximately 72 percent of
the total benefit payments from the old-age and survivors insurance
trust fund in fiscal year 1974 was accounted for by monthly benefits
to retired workers and their dependents and about 17 percent by
monthly benefits to aged survivors and disabled widows or widowers
of deceased workers. Approximately 10 percent of the benefit pay-
ments represented monthly benefits on behalf of children of deceased
workers and monthly benefits to mothers who had children of deceased
workers in their care.
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TABLE 3.—RELATIONSHIP OF NET ADMINISTRATIVE EXPENSES OF THE OLD-AGE, SURVIVORS, AND DISABILITY
INSURANCE PROGRAM TO CONTRIBUTION INCOME AND BENEFIT PAYIAENTS, BY TRUST FUND, FISCAL YEARS
1970-74

Oid-age and survivers insur-
o . ance trust fund, adminis- Disability insurance trust
Total administrative expenses trative expenses as a fund, administrative expen-

as a percentage of— percentage of— ses as a percentage of—
Total Total
. contribution benefit  Coniribution Benefit  Contribution Benefit
Fiscal year income payments ! income payments income payments !
1.8 2.1 1.6 1.8 3¢ 5.3
2.0 2.1 1.7 1.8 4.2 5.6
2.0 2.1 1.6 1.7 4.4 5.2
2.0 1.9 1.6 1.6 4.5 4.7
1.6 1.6 1.5 1.5 2.5 2.5

! In determining the percentage shown, payments for the cost of vocational rehabilitation services are included with
benefit payments.

Note: In interpreting the figures in the above table, reterence should be made to the accompanying text.

TABLE 4.—COMPARISON OF ACTUAL AND ESTIMATED OPERATIONS OF THE OLD-AGE AND SURVIVORS INSURANCE
AND DISABILITY INSURANCE TRUST FUNDS, FISCAL YEAR 1974

fln millions]
Estimated

amount Actual as
published in  percentage of
Actual amount 1974 report estimate

Old-age and survivors insurance trust fund:
Net contributions $48, 455 $48, 484 100
. Benefit payments 47,849 48,118 99

Disability insurance teust fund:

Net contributions_ _. _ ..o 6,234 6,243 100
Benefit payments_ ..o 6,159 6,180 100

Note: in interpreting the figures in the above table, reference should be made to the accompanying text.

TABLE 5.—ESTIMATED DISTRIBUTION OF BENEFIT PAYMENTS FROM THE OLD-AGE AND SURVIVORS INSURANCE
TRUST FUND, BY TYPE OF BENEFICIARY AND PAYMENT, FISCAL YEARS 1973 AND 1974

[In millions}
1973 1974

Percent of Percent of
Amount total Amount teta
Total. oo i $42,169.7 100 $47,848.8 100
Monthiy benefits_. .. . 41,848.6 99 47,533.0 99
Retired workers and their dependents...._________ 30,511.4 72 34,390.5 72
Retired workers_...... .. ... ... 27,261.6 65 30,793.1 )
Wives and hushands 2,821.8 7 3,112.9 7
Chitdren___.__.______ 428.0 1 434.6 1
Survivors of deceased workers__________.________. 11, 066. 5 26 12,891. 8 27
Aged widows and widowers. . _______.___.._.. 6,359.0 15 7,764.4 16
Disabled widows and widowers. 105.9 () 129.3 ()]
46.4 ¢ 47.7 (13

3,807.6 4,107.F
Widowed mothers caring for child beneficiaries.. - 747.6 2 842.9 2
Noninsured persons aged 72 and over 2.________... 270.8 1 250.7 1
1 315.9 i

Lump-sum death benefits___________ ... ... . 3211

1 Less than 0.5 percent. L
2 The trust fund is reimbursed from the general fund of the Treasury for the costs of payments to beneficiaries with less

than 3 quarters of coverage.
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TABLE 6.—ASSETS OF THE OLD-AGE AND SURVIVORS INSURANCE TRUST FUND, BY TYPE, AT THE END OF FISCAL

YEARS 19

73 AND 1974

June 30, 1973

June 30, 1974

Par value Book value ! Par value Book value ?
tnvestments in public-debt obligations:
Public issues:
Treasury notes:

6 percent, 1975_.____... $17, 450,000  §17, 450, 000. 00 $17, 450, 000 $17, 450, 000. 00
614 percent, 1976__ .. __ 5, 000, 000 4,995, 386. 97 5, 000, 000 4,997,172.69
614 percent, 1976______. 22,180, 000 22, 180, 000. 00 22, 180, 000 22, 180, 000. 00
7 percent, 1975._ . ____ 50, 000, 000 49,943,137.16 50, 000, 000 49, 966, 666, 52
714 percent, 1976 . ___ 90, 500, 000 30, 260, 384. 50 90, 500, 000 90, 338, 097. 70
8 percent, 1977_.______. 15, 000, 000 15, 000, 000. 00 15, 000, 000 15, 000, 000. 00

Treasury bonds:
234 percent, investment

series B, 1975-80

______ 1, 064, 902, 000

3 percent, 1995 . ____._ 70, 170, 000
314 percent, 1978-83__ __ 60, 200, 000
3!q percent, 1985__ _____ 25, 700, 000
314 percent, 1980_.__.__ 448, 450, 000
3L% percent, 1990 ... ___ 556, 250, 000
314 percent, 1998_______ 552, 037, 000
4 percent, 1973________. 38, 000, 000
4 percent, 1980 . __ 153, 100, 000
4% percent, 1974_______ 61, 934, 000
414 percent, 1989-94____ 91, 300, 000
41, percent, 1974____ 6, 352, 000
414 percent, 197F-85____ 78, 023, 000
414 percent, 1987-92___. 33, 000, 000
634 percent, 1984_______ 31, 500, 000
7 percent, 1981_____.___ 50, 000, 000

714 percent, 1988-93._
814 percent, 1994-99

1, 064, 902, 000. 00
70, 147, 900. 36
59, 613, 079. 52
24,671,244, 59

452, 648, 813. 67
549 213, 292. 86
544, 216, 472. 68
37,996, 987. 90
153, 067, 982. 44
61,930, 461, 83
90, 670, 287. 42
6, 353, 470. 08
77,774, 688. 43
34, 499, 072. 43
32,007, 081. 30
49, 673,333.26

1, 064,902,000 1,064, 902, 000.00
70, 170, 000 70,148, 924.32
60, 200. 000 59, 672, 264,72
2£,700, 000 24,758,181.71

449, 450, 000 452,212,611, 87
556, 250, 000 549, 637, 617. 06
552, 037, 000 544, 525,177. 84

78,023, 000 77,79, 681,75
33, 000, 000 34,392, 629. 43
31, 500, 000 31, 961, 671. 02
50, 000, 000 49,713,333.22
99, 934, 000 98,411, 627.93

6, 352, 000 6,531, 828.12

Total investments in

public issues

_______ 3,522, 048, 000

3,509, 215, 087. 40

3,522,048,000 3, 508, 368, 846. 56

Obligations sold only to this fund
(special issues):
Notes:

Bond

434 percent, 1974 __
534 percent, 1975. .
79. .. 3,102, 896, 000

534 percent, 19

61% percent, 1978
634 percent, 1976__

s:
254 percent, 1975
334 percent, 1975

334 percent, 1976 .
37% percent, 1977 __
374 percent, 1978_ .
43% percent, 1978
41 percent, 1979
414 percent, 1980

75% percent, 1981
75% percent, 1982
754% percent, 1983
75% percent, 1984
7% percent, 1985
754 percent, 1986
7% percent, 1987

754 percent, 1988__ __

7%% percent, 1989

2,720,279, 000
2,460, 795, 000

....... 3, 468, 850, 000
3, 844, 864, 000
R 4, 547, 285, 000
_______ 5, 033, 296, 000

_______ 685, 178, 000
_______ 160, 077, 000
- 1, 080, 011, 000
1, 080, 011, 000
- 658, 444, 000
_______ 421, 567, 000
,,,,,,, 1, 080, 011, 000
_______ 1, 080, 011, 000

2,720,279, 000.00
2, 460, 795, 000. 00
3,102, 896, 060. 00
3, 468, 850, 000. 00
3, 844, 864, 000. 00
4, 547, 285, 000. 00
5, 033, 296, 000. 00

685, 178, 000. 00
160, 077, 000. 00
1, 080, 011, 000. 00
1, 080, 011, €00. 00
6§58, 444, 000. 00
421, 567, 000. 00
1,080, 011, 000. 00
1, 080, 011, 000. 00

2, 460, 795,000 2, 460, 795, 000. 00
3,102, 896,000 3,102, 896, 000. 00
3,468, 850,000 3, 468, 850, 000. 00
3,844,864, 000 3, 844, 864, 000. 00
4,547,285, 000 4,547,285, 000. 00
5,033, 296,000 5, 033, 296, 000. 00

760, 998, 000 760, 998, 000. 00
1,080, 011,000 1,080, 011, 000. 00
658, 444, 000 658, 444, 000. 00
421, 567, 000 421, 567, 000. 00
1, 080,011,000 1,080,011, 000. 00
1,080, 011,000 1,080,011, 000. 00
677,910, 000 677,910, 000. 00
677, 910, 000 677,910, 000. 00
677, 910, 000 677, 910, 000. 00
677, 910, 000 677, 910, 000. 00
677, 910, 000 677,910, 000. 00
677, 910, 000 677, 910, 000, 00
677, 910, 000 677,910, 000. 00
677, 908, 000 677, 909, 000. 00
677, 909, 000 677,909, 000. 00

Total obligations sotd
only to this fund

(special issues). .. 31, 423,575,000 31, 423, 575, 000. 00

33, 640, 216, 000 33, 640, 216, 000. 00

Total investments in

public-debt
tions_ _____.

obliga-
,,,,,,, 34,945, 623, 000

34,932, 790, 087, 40

37,162, 264,000 37, 148, 584, 846. 56

See footnote at end of table p. 13.
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TABLE 6.—ASSETS OF THE OLD-AGE AND SURVIVORS INSURANCE TRUST FUND, BY TYPE, AT ThE END OF FISCAL
YEARS 1973 AND 1974-—Continued

June 30, 1973 June 30, 1974

- Par value Book value ! Par value Book value !

Investments in federally-sponsored
agency obligations:
Participation certificates:
Federal Assets Liquidation
Trust-Government National
Mortgage Association:

5.10 percent, 1987._._.___ 50, 000, 000 50, 000, 000. 00 50, 000, 000 50, 000, 000. 00

5.20 percent, 1982____.__ 100, 00C, 000 100, 000, 00C. 00 100, 000, 000 100, 000, 000. 00
Federal Assets Financing
Trust-Government National

Mortgage Association:

6.05 percent, 1988_._____ 65, 000, 000 64, 822, 265. 95 65, 000, 000 64, 834, 453. 51

6.20 percent, 1988_._____ 230,000,000 230, 009, 000. 00 230, 000, 000 230, 000, 000. 00

6.40 percent, 1987_______ 75, 000, 000 75, 000, 000. 00 75, 000, 000 75, 000, 000. 00

6.45 percent, 1988_______ 35, 000, 000 35, 000, 000. 00 35, 000, 000 35, 000, 000. 00
Total investments in
federally-sponsored

agency obligations. .. 555,000,000 554, 822, 265. 9§ 555, 000, 000 54, 834, 453, 51

Total investments_____ 35, 500, 623, 000 35, 487,612,353.35  37,717,264,000 37,703, 419, 300. 07

Undisbursed balances_________ . ... .. _.. 928,283.163.88 .. .._._..... 163, 589, 142,13

Total assets_ _ ... 36,415,895,617.23 .. ... 37,867,008, 442. 20

1 Par value, plus unamortized premium, less discount outstanding.

Benefit payments to noninsured persons aged 72 and over amounted
to $251 million, or slightly more than 14 percent of total benefit pay-
ments from the trust fund. Reference has been made in an earlier
section to the legislative provisions governing reimbursement from
the general fund of the Treasury for the costs of such payments to
persons who have fewer than three quarters of coverage. About 98
percent of the total amount of the payments made in fiscal year 1974
to noninsured persons aged 72 and over went to persons with fewer
than three quarters of coverage.

The balance of the benefits paid during fiscal year 1974 consisted of
lump-snm death payments.

The assets of the old-age and survivors insurance trust fund at the
end of fiscal year 1974 totaled $37,867 million, consisting of $37,703
million in the form of obligations of the U".S. Government or of fed-
erally-sponsored agency obligations, and an undisbursed balance of
$164 million. Table 6 shows a comparison of the total assets of the fund
and their distribution at the end of fiscal years 1973 and 1974.

The net increase in the par value of the investments owned by the
fund during fiscal year 1974 amounted to $2,217 million. New securities
at a total par value of $58.824 million were acquired during the fiscal
year through the investment of receipts, and the reinvestment of funds
made available from the redemption of securities. The par value of
securities redeecmed during the fiscal year was $56,607 million. Included
in these amounts is $52.723 million in certificates of indebtedness that
were acquired and redeemed within the fiscal year. In addition, $38
million in 4-percent bonds maturing in Aungust 1973 and $62 million
in 414-percent bonds maturing in February 1974 were exchanged for
$100 million in Tl4-percent bonds maturing in August of 1993, and
$6 million in 41/ -percent bonds maturing in May 1974 were exchanged
for an equal amount of 814-percent bonds maturing in May of 1999.
Although the interest rate on bonds is generally limited to 41/, percent
by the provisions of 31 U.S.C. 752, amendments to these provisions
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authorize the issnance of bonds at rates of interest exceeding 414 per-
cent, subiect to certain restrictions. P.I. 92-5, enacted Mareh 17, 1971,
amended the provisions to authorize the issuance to the public and to
Government accounts of up to a total of $10 billion in bonds at rates
of interest exceeding 41/ percent. P.I.. 93-33, enacted July 1, 1973,
further amended the provisions of 31 U.S.C. 752 by (1) removing the
K10 Dbillion limitation on the aggoregate face amount of such bonds
that mayv be issued and (2) limiting the amount of such bonds that
mav be held by the public at any one time to $10 billion.

The effective annual rate of interest earned by the assets of the old-
age and survivors insurance trust fund during fiscal year 1974 was
5.9 percent. The interest rate on special issues purchased by the trust
fund in June 1974 was 754 percent, payable semiannually.

The 1956 amendments provided that the public-debt obligations
issued for purchase by the old-age and survivors insurance trust fund
and the disability insurance trust fund shall have maturities fixed with
due regard for the needs of the funds. Under these amendments, the
general practice in the past was to spread the maturity dates for the
holdings of special issues as nearly as practicable in equal amounts
over a 15-year period. As a result of this practice, the old-age and
survivors insurance trust fund held (1) special issues, totaling $$5.081
million. that were acquired before 1966 and were distributed in equal
amounts of about $1.080 million maturing in each of the years 1977-80
and in a smaller amount maturing in 1976 (table 6). : _

However. the interest rate on special issues acquired in June of each
yvear 1966-74, as determined under section 201(d) of the Social Secu-
rity Act. was higher than the maximum rate of 41/ percent to which
the interest rate on long-term issues (bonds) is generally limited.
Thus, the former practice could not be followed until the enartment
of P.L. 93-53 on July 1. 1973. Accordingly, the entire amounts avail-
able for investment in June of cach year 1966-73 were invested in
short-term issues (notes). As a result. the old-age and survivors insur-
ance trust fund held $22.458 million in special issues consisting of
7-vear notes that were distributed in varying amounts maturing on
June 30 of each year 1975-80 (table 6).

On June 30, 1974, the investment practice in effect before 1966 was
reinstated. and the old-age and survivors insurance trust fund acquired
$6.101 million in special issues that were distributed in virtually equal
amounts of about $678 million maturing in cach of the years 1981-1989
(table 6). The investment operations of the fund in fiscal years 1973
and earlier are described in the 1974, and earlier, annual reports.

StTMMARY oF THE OPERATIONS OF THE FEDERAL DI1saBILITY INSURANCE
Trust Funp, Fiscan Yrar 1974

A statement of the income and disbursements of the Federal dis-
ability insurance trust fund during fiscal year 1974, and of the assets
of the fund at the beginning and end of the fiscal year is presented in
ta}lr))}e 7. Comparable amounts for fiscal year 1973 are also shown in the
table.

The total assets of the disability insurance trust fund amounted to
$7.869 million on June 30. 1973. During fiscal year 1974, total receipts
amounted to $6,768 million and total disbursements were $6,385 mil-
lion. The assets of the trust fund thus increased $383 million during

the year to a total of $8,253 million on June 30, 1974.
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