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1969 ANNUAL REPORT OF THE BOARD OF TRUSTEES OF THE
FEDERAL OLD-AGE AND SURVIVORS INSURANCE TRUST
FUND AND THE FEDERAL DISABILITY INSURANCE TRUST
FUND

Tur Boarp or TRUSTEES

The Federal old-age and survivors insurance trust fund, established
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 (c¢) of the Social Security Act. The Board
is comprised of three members who serve in an ex officio capacity. The
members of the Board are the Secretary of the Treasury, the Secretary
of Labor, and the Secretary of Health, Education, and Welfare. The
Secretary of the Treasury is designated by law as the managin
trustee. The Commissioner of Social Security 1s secretary of the Board.

Fiscar Year HicHuicHTS

During fiscal year 1968, both the receipts and the expenditures of the
old-age and survivors insurance trust fund and the disability insur-
ance trust fund surpassed those of any previous year. A record high
number of workers—an estimated 87 million—had earnings in cal-
endar year 1967 that were taxable and creditable toward benefits
under the program. The number of persons receiving monthly benefits
under the old-age, survivors, and disability insurance program in-
creased to 24.1 million by the end of June 1968.

The total assets of the old-age and survivors insurance trust fund
at the end of June 1968 amounted to $25,538 million, representing an
increase of $2,018 million in assets from the $23,515 million in the
fund at the end of June 1967. Total receipts of the old-age and sur-
vivors insurance trust fund in fiscal year 1968 amounted to $23,640
million, an increase of $269 million over fiscal year 1967, whereas total
disbursements during the same period amounted to $21,622 million,
or $1,895 million more than in fiscal year 1967.

Receipts of the old-age and survivors insurance trust fund consisted
of $22,662 million in contributions, $899 million in interest, and $78
million reimbursed from the general fund of the Treasury for the
costs of benefits based on noncontributory credits for military service.

Total disbursements consisted of $20,737 million for benefit pay-
ments, $447 million for administrative expenses, $438 million trans-
ferred to the railroad retirement account under the financial inter-
change provisions, and $265,000 for the cost of vocational rehabilita-
tion services furnished to disabled adults receiving benefits from the
old-age and survivors insurance trust fund on the basis of disabilities
that have continued since childhood. The 10-percent increase in benefit
payments in fiscal year 1968 over the previous year was due primarily
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to (1) the growth in the number of persons receiving benefits and (2)
the general benefit increase provided by the 1967 amendments that was
effective with benefits for February 1968.

At the end of the fiscal year there were 21,863,000 persons receiving
monthly benefits from the old-age and survivors insurance trust fund,
about 3 percent more than a year earlier. Some 15,345,000 of these
persons were retired workers and their dependents, 5,816,000 were
survivors of deceased workers, and 702,000 were noninsured persons
aged 72 and over.

For the disability insurance trust fund, total receipts in fiscal year
1968 amounted to $2,300 million. Of this amount, contributions
amounted to $2,699 million, about 20 percent more than in fiscal year
1967. This increase was partly due to the larger allocation of con-
tributions to the disability insurance trust fund that went into effect
on January 1, 1968. The remaining receipts consisted of $85 million
in interest and profit on investments and $16 million reimbursed from
the general fund of the Treasury for the costs of benefits based on
noncontributory credits for military service.

Total disbursements of the disability insurance trust fund in fiscal
year 1968 amounted to $2,236 million. Benefit payments of $2,088
million were 12 percent higher than in the previous year. The remain-
ing disbursements consisted of $112 million in administrative expenses,
$20 million transferred to the railroad retirement account, and $15
million in payments for the cost of vocational rehabilitation services
furnished to disabled beneficiaries.

For the old-age and survivors insurance trust fund, estimates for
the 5 fiscal years 1969-73 show that although both receipts and dis-
bursements will increase steadily, the receipts will rise more rapidly,
due to the increase in the maximum taxable earnings base in calendar
year 1968, the scheduled rises in contribution rates in the law, and the
assumed upward trends in levels of employment and earnings. Con-
sequently, at the end of fiscal year 1973, this trust fund will amount
to an estimated $64.2 billion, or an increase of $38.7 billion in the
5-year period. Receipts during fiscal vear 1973 are estimated to total
$41.3 billion, and disbursements, $28.7 billion.

Medium-range estimates, based on the assumption that economic
activity will continue to expand throughout the period 1969-85, show
continued increases in receipts, disbursements, and assets of the
old-age and survivors insurance trust fund. According to these esti-
mates, if the provisions of present law are assumed to remain un-
changed, the assets of the trust fund will rise rapidly, reaching a
total of $349 billion at the end of calendar year 1985. On the other
hand, if the maximum taxable earnings base and the benefit provisions
of present law are assumed to be amended periodically so as to keep
the program in line with changes in levels of average earnings, the
assets of the trust fund will rise less rapidly, reaching a total of $250
billion by 1985.

Long-range cost estimates for the old-age and survivors insurance
program indicate that the program has a positive actuarial balance.
The level-cost of the program, estimated over a period of 75 years,
ranges from 7.85 to 8.92 percent of taxable payroll. The intermediate-
cost estimate is 8.34 percent of taxable payroll, as compared with the
level-equivalent of the graded schedule of contributions of 8.90 percent
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of taxable payroll. There is thus a substantial favorable actuarial bal-
ance of 0.56 percent of taxable payroll.

According to estimates for the 5 fiscal years 1969-78, income of the
disability insurance trust fund will rise more rapidly than disburse-
ments due to the increases, effective in calendar year 1968, in the maxi-
mum taxable earnings base and in the contribution rate allocated to
the fund and to the assumed upward trends in levels of employment
and earnings. Consequently, this trust fund will amount to an esti-
mated $8.8 billion by the end of fiscal year 1973, an increase of $6.2
billion in the 5-year period.

According to the medium-range estimates, the assets of the dis-
ability insurance trust fund will increase rapidly, reaching $33 billion
by the end of calendar year 1985, if provisions of present law are as-
sumed to remain unchanged. If, on the other hand, the maximum
taxable earnings base and the benefit provisions of present law are
amended periodically to keep pace with average earnings, the medium-
range estimates indicate that the assets of the fund will rise less rapid-
ly, reaching a total of $18 billion by 1985.

According to long-range estimates for the disability insurance pro-
gram, the level-cost, calculated over a 75-year period, ranges from 0.85
percent to 1.12 percent of taxable payroll. The intermediate-cost esti-
mate is 0.98 percent of taxable payroll, as compared with the level
contribution rate of 0.95 percent of taxable payroll.

Two health insurance programs for persons aged 65 and over are
related to the old-age, survivors, and disability insurance program:
the hospital insurance program, which provides protection against the
costs of hospital and related care, and the voluntary supplementary
medical insurance program, which provides protection against the
costs of certain medical and other health services (principally physi-
cians’ services) . Each of these programs is financed through the opera-
tion of a separate trust fund. gummm‘y descriptions of the provisions
of, as well as statements of financial operations and actuarial cost esti-
mates for, these two programs are contained in separate reports of the
boards of trustees of the trust funds of these programs.

Socral, SECURITY AMENDMENTS OF 1967

The 1967 amendments to the Social Security Act and related sections
of the Internal Revenue Code (Public Law 90-248, approved Jan.
2, 1968) affect significantly both the immediate and long-range future
levels of income and disbursements under the old-age, survivors, and
disability insurance program. Benefit amounts were increased. Kligi-
bility requirements for the payment of benefits were liberalized. Some
modifications in the coverage provisions were made. The schedule of
contribution rates was revised to continue to reflect the intent that the
program be self-supporting.

The more important changes, significant from an actuarial stand-
point, are presented below :

1. Larger benefits were made payable to future beneficiaries as well
as to persons on the rolls:

(¢) The maximum amount of earnings taxable and creditable
toward benefits was raised to $7,800 a year, beginning with 1968.

H. Doc. 9146 0——2
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(5) Benefit amounts were increased by at least 13 percent, ef-
fective with benefits for February 1968. Except for certain bene-
ficiaries aged 72 and over, the minimum primary insurance amount
was increased from $44 to $55 per month. The maximum primary
insurance amount of $168 (based on average monthly earnings of
$550) that would have been payable under the law as in effect
before the 1967 amendments was increased to $189.90. For workers
coming on the rolls in the future, benefits can be as high as $218
per month, because of the higher earnings base. However, the maxi-
mum benefit of $218, based on the maximum possible aver-
age monthly earnings of $650, will not become generally payable
for some years to come. The maximum family benefit that will
be payable on the basis of average monthly earnings of $650 is
$434.40 per month.

(¢) The minimum full-rate benefit for a family containing only
one survivor beneficiary is $55 per month (except in the case of a
transitional insured widow aged 72 or over).

(d) The amount of the wife’s or dependent husband’s benefit is
limited to a maximum of $105 per month. This limitation does not
affect anyone now on the rolls, and will not become generally ef-
fective until after a number of years.

(e) Effective February 1968, monthly benefits for transitional
insured persons aged 72 and over were raised from $35 to $40 in
the case of a worker or widow beneficiary, and from $17.50 to $20
in the case of a wife beneficiary.

(f) Effective February 1968, monthly benefits for transitional
noninsured persons aged 72 and over were raised from $35 to $40
in the case of a single beneficiary, and from $52.50 to $60 in the
case of a couple. As under prior law, all of these payments are
made initially from the old-age and survivors insurance trust
fund, with later reimbursement from the general fund of the
Treasury for the costs of payments to those noninsured persons
who have less than three quarters of coverage.

2. The conditions under which persons may become eligible for
benefits were liberalized :

(a) Effective February 1968, a female worker who was fully
insured at time of death, disability, or retirement is no longer
required to be also currently insured at such time in order (7) for
a child to be deemed dependent on her (and thus able to become
entitled to monthly benefits without establishment of actual de-
pendency) or (¢7) for a dependent husband or widower to be able
to become entitled to monthly benefits.

() Effective February 1968, reduced benefits were made pay-
able to disabled widows (and disabled surviving divorced wives)
at ages 50-59 and to dependent disabled widowers at ages 50-61.
The benefit amount is reduced, according to the person’s age at
entitlement, ranging from the full-rate benefit of 8214 percent of
the deceased spouse’s primary insurance amount where entitle-
ment begins at age 62, down to 7114 percent at age 60, and from
there, scaling down to 50 percent where entitlement begins at age
50. The widow or widower must become totally disabled either
before or within 7 years after the spouse’s death or, in the case of
a widowed mother, either before or within 7 years after the end
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of her entitlement to benefits as a mother. The test of disability
for disabled widows and widowers is more restrictive than for
disabled workers. Determinations of disability in the case of a
widow or widower will be made solely on the level of severity of
the impairment (without regard to such factors as age, education,
and work experience, which are considered in disabled-worker
cases). The disabling impairment must be of a level of severity
suflicient to preclude an individual from engaging in any gainful
activity (as distinguished from substantial gainful activity).

(¢) The insured-status requirements for eligibility for disa-
bility insurance benefits were liberalized for workers disabled
before age 31 by providing an alternative to the provision requir-
ing that the disabled worker have at least 20 quarters of coverage
out of the 40 calendar quarters preceding disablement. Under this
alternative, if the disability occurs after attainment of age 24 and
before age 31, then at least half the quarters in the period begin-
ning with the calendar quarter following attainment of age 21
and ending with the calendar quarter in which the disability
occurs must be quarters of coverage. (If the number of quarters
in this period is an odd number, then it is reduced by one.) If the
disability occurs before age 24, then at least six of the quarters in
the 12-quarter period ending with the quarter in which the disa-
bility occurred must be quarters of coverage. The first month for
which benefits were payable under this alternative provision was
February 1968.

3. The earnings (retirement) test was amended, effective for tax-
able years ending after December 31, 1967. The provision for with-
holding benefits from beneficiaries under age 72 whose earnings exceed
$1,500 a year was changed so that benefits are withheld only when
earnings exceed $1,680 a year. Also, $1 in benefits will be withheld for
each $2 of earnings between $1,680 and $2,880, rather than between
81,500 and $2,700 as under the law in effect before the 1967 amend-
ments ($1 in benefits will be withheld for each $1 of earnings above
$2,880 instead of above $2,700). The maximum amount of wages that
a beneficiary may earn in a month and still receive all of his benefit for
that month regardless of his annual earnings was raised from $125 to
$140.

4. Effective for taxable years ending after December 31, 1967, the
coverage basis of ministers was revised so as to cover clergymen except
where the clergyman opts out on grounds of religious principle or
conscience.

5. After December 31, 1967, the covered earnings of a person on
active duty in the uniformed services (including active duty for
training) are deemed to be $300 more than his basic pay in a calendar
quarter, except that the deemed additional covered earnings are $100
when his basic pay in a calendar quarter is $100 or less, and $200 when
his basic pay in a quarter is over $100 but is not over $200; the trust
funds will be reimbursed from the general fund of the Treasury for
the additional costs of paying the benefits resulting from these deemed
additional earnings.

6. Changes relating to the financing of the old-age, survivors, and
disability insurance program were made with the intent of assuring
that it will continue to be self-supporting.
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Under the new contribution rate schedule, the employee and em-
ployer rates each decreased from the 3.9 percent of taxable earnings
applicable in 1967 to 3.8 percent as of January 1, 1968. (These decreases
were exactly counterbalanced by increases in the contribution rate for
hospital insurance.) In the future, increases are scheduled to occur in
1969, 1971, and 1973, when the ultimate rate of 5 percent is reached.
There are corresponding changes in the self-employed contribution
rate except that the ultimate rate of 7 percent in 1973 and thereafter
has not been changed. Under the schedule as in effect before the 1967
amendments, the employee and employer rates would have increased
in 1969 and in 1973, when an ultimate rate of 4.85 percent would have
been reached.

The amendments increased the portion of the contribution rate allo-
cated to finance benefits from the disability insurance trust fund. Effec-
tive January 1, 1968, the allocated rate was increased from 0.35 percent
to 0.475 percent each for employees and employers. For the self-em-
ployed, the allocated rate was increased from 0.525 percent to 0.7125
percent.

Narure or THE TrusT FunDs

The Federal old-age and survivors insurance trust fund was estab-
lished on January 1, 1940, as a separate account in the U.S. 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 Federal disability
insurance trust fund—a fund entirely separate from the old-age and
survivors insurance trust fund—through which are handled all finan-
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 self-
employment income. In general, beginning with calendar year 1968,
an individual’s contributions are computed on annual wages or self-
employment income, or both wages and self-employment income com-
bined, up to a maximum of $7,800, with the contributions being
determined first on the wages and then on any self-employment income
necessary to make up the annual maximum amount.

The contribution rate for old-age, survivors, and disability insur-
ance for employees and their employers of 3.9 percent each that was
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in effect in calendar year 1967 decreased to 3.8 percent each on Janu-
ary 1, 1968; the contribution rate for the self-employed dropped from
5.9 to 5.8 percent. (These decreases were exactly counterbalanced by
increases in the contribution rates for hospital insurance.) The con-
tribution rates that have been in effect since 1937 and the maximum
amount of annual earnings to which the rates applied are shown in
appendix IT.

The following table shows the contribution rates scheduled in the
present law :

Percent of taxable earnings

Employees
and employers, Self-
Calendar years each1 employed
3.8 5.8
4,2 6.3
4.6 6.9
5.0 7.0

t Only the employee contribution is paid on tips that are taxable as wages.

Under section 201(b) of the Social Security Act, the contribution
rate allocated to the disability insurance trust fund of 0.35 percent
each for employees and employers, in effect in calendar years 1966
and 1967, increased to 0.475 percent each on January 1, 1968. For the
self-employed, the allocation rate increased from 0.525 percent, in
effect in calendar years 1966 and 1967, to 0.7125 percent. in calendar
year 1968,

Except for amounts received by the Secretary of the Treasury under
State agreements (to effectuate coverage under the program for State
and local government employees) 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 internal 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 contributions and
income taxes withheld are not separately identified in collection re-
ports received by the Treasury Department from the district offices
of the Internal Revenue Service. Periodic adjustments are subse-
quently made to the extent that the estimates are found to differ from
the amounts of contributions actually payable on the basis of reported
earnings.

An employee who worked for more than one employer during the
course of a year and paid contributions on wages in excess of the
statutory maximum can receive a refurd of the contributions he paid
on such excess wages. The amount of contributions subject to refund
for anv period is a charge against each of the trust funds in the ratio
in which 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
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system of coordination and financial interchange between the railroad
retirement program and the old-age, survivors, and disability insur-
ance program. A description of the legislative provisions governing
t}ie allocation of costs between the two programs appears in appendix
1I.

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 insurance and disability insurance trust funds
for any costs arising from the granting of noncontributory credits
for military service, according to periodic determinations made by the
Secretary of Health, Education, and Welfare. A summary of the legis-
lative history of the financing of noncontributory credits for military
service performed before 1957 appears in appendix IT.

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 from the general fund of the
Treasury for the costs of payments to persons who have less than three
quarters of coverage. The reimbursements so made are on a provisional
basis and are subject to adjustment, with appropriate interest allow-
ances, as the actual experience develops and 1s analyzed. A description
of the legislative provisions governing the allocation of costs between
the trust fund and the general fund of the Treasury appears in ap-
pendix IT.

Under a decision of the Comptroller General of the United States
(B-4906) dated October 11,1951, receipts derived from the sale of sur-
plus supplies and materials are credited to and form a part of the trust
funds, where the initial outlays therefor were paid from the trust
funds. Formerly, these moneys were credited to the general fund of the
Treasury as miscellaneous receipts.

Under section 1106(b) of the Social Security Act the Secretary of
Health, Education, and Welfare is authorized to charge outside per-
sons, agencies, and organizations for providing certain services not di-
rectly related to the old-age, survivors, and disability insurance pro-
gram. The Social Security Administration has accumulated a unique
body of information in the course of the administration of the pro-
gram. Situations arise when it is in the public interest to use this in-
formation to perform certain services for outside parties, such as the
preparation of statistical tabulations for research purposes, when such
services can be performed without violating the confidentiality of the
records or interfering unduly with the administration of the program.
Such services could not properly be provided at the expense of the
trust funds. Receipts derived from performance of these services are
equal to the cost of providing them; in some instances, the receipts are
credited to the trust funds to counterbalance administrative expenses
already paid from the trust funds (in which case such amount is netted
out of the figures on administrative expenses in the financial statements
of the trust funds), while in other instances such receipts are not cred-
ited to the trust funds, and the applicable administrative expenses are
met directly from them. Accordingly, such administrative expenses,
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and the offsetting receipts, do not have any effect on the financial state-
ments of the trust 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 are 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 reimburse-
ment from the trust funds for the cost of vocational rehabilitation
services furnished to disabled persons receiving benefits because of
their disability. The total amount of funds that may be made available
for purposes of reimbursement for such services may not, in any fiscal
year, exceed 1 percent of the benefits certified for payment to these
types of beneficiaries in the preceding year.

Congress has authorized expenditures from the trust funds for con-
struction of office buildings and related facilities for the Social Secur-
ity Administration. The costs of such construction are included as part
of administrative expenses in the financial statements of operations of
the trust funds as set forth in subsequent sections of this report. The
net worth of the resulting facilities—like the net worth of all other
capital assets—is not carried as an asset in such statements.

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. Government, in obligations guaranteed as to
both principal and interest by the United States, or in certain fed-
erally-sponsored agency obligations that are designated in the laws
authorizing 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. Obligations of these types may be acquired
on original issue at the issue price or by purchase of outstanding obli-
gations at their market price.

In addition, the Social Security Act authorizes the issuance of special
public-debt obligations for purchase exclusively by the trust funds.
The law requires that such special public-debt obligations shall have
maturities fixed with due regard for the needs of the trust funds and
shall bear interest at a rate based on the average market yield (com-
puted 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
forming a part of the public debt which are not due or callable until
after the expiration of 4 years from the end of such calendar month.
Where such average market yield is a multiple of one-eighth of 1 per-
cent, this is taken as the rate of interest on such special obligations;
otherwise such rate is the multiple of one-eighth of 1 percent nearest
such market yield.
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Interest on public issues held by the trust funds is received by the
funds at the time the interest is paid on the particular issues held.
Interest on special public-debt obligations issued specifically for pur-
chalse by the trust funds is payable semiannually or at redemption, if
earlier.

Marketable public issues acquired by the funds may be sold at any
time by the managing trustee at their market price. Special public-
debt obligations issued for purchase by the trust funds may be re-
deemed at par plus accrued interest. Interest receipts and proceeds
from the sale or redemption of obligations held in the trust funds are
available for investment in the same manner as other receipts of the
funds. Interest earned by the invested assets of the trust funds will
provide income to meet a portion of future benefit disbursements. The
role of interest in meeting future benefit payments is indicated in
tables 20 and 21.

In addition to serving as a source of income, the assets of the trust
funds assure the continued payment of benefits without sharp changes
in contribution rates during periods of short-run adverse fluctuations
in total income and expenditures.

SUMMARY OF THE OPERATIONS OF THE FEDERAL OLD-AGE AND SURVIVORS
Insurance Trust Fuwnp, Fiscarn Year 1968

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, 1967, and ended on June 30, 1968, and of the assets of the
fund at the beginning and end of the fiscal year, is presented in table 1.

The total assets of the old-age and survivors insurance trust fund
amounted to $23,515 million on June 30, 1967. These assets increased
to $25,533 million by the end of the fiscal year 1968, an increase of
$2,018 million.

TABLE 1.~STATEMENT OF OPERATIONS OF THE OLD-AGE AND SURVIVORS INSURANCE TRUST FUND DURING
THE FISCAL YEAR 1368

Total assets of the trust fund, June 30, 1967 . - $23,515, 389, 108. 82
Receipts, fiscal year 1968:
Contributions:
ApPropriations. ... ioieiaas $20, 845, 614, 259. 36
Deposits arising from State agreements. .. _.____..________. 2,035, 580,918, 82
Gross contributions. ... ... 22,881,175,178.18
Less payment into the Treasury for contributions subject to

vefund. . 218, 745,000. 00

Net contributions_ . _..___..__.._
Reimbursement from general fund of the
noncontributory credits for military service

Interest and profit:

Interest and profit on investments__. . _________...___. __. 900,937,347.47
Less interest on net ts of reimbur ts for adminis-
trative expenses and construction transferred to—
Disability insurance trust fund . __.__ ... ... . 261,000.00
Hospital insurance trust fund __.___.___.. . 691.000.00
Supplementary medical insurance trust fun 574,000.00

Less interest on amounts transferred to disability insurance
trust fund for reimbursement of cost of vocational rehabili-
tation services . . . ..ol 14,000.00

Net interest and profit. . 899, 397, 347. 47

Total 1eCeiptS . . - oot 723,639, 827, 525. 65

Next Page
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Interest on public issues held by the trust funds is received by the
funds at the time the interest is paid on the particular issues held.
Interest on special public-debt obligations issued specifically for pur-
chalse by the trust funds is payable semiannually or at redemption, if
earlier.

Marketable public issues acquired by the funds may be sold at any
time by the managing trustee at their market price. Special public-
debt obligations issued for purchase by the trust funds may be re-
deemed at par plus accrued interest. Interest receipts and proceeds
from the sale or redemption of obligations held in the trust funds are
available for investment in the same manner as other receipts of the
funds. Interest earned by the invested assets of the trust funds will
provide income to meet a portion of future benefit disbursements. The
role of interest in meeting future benefit payments is indicated in
tables 20 and 21.

In addition to serving as a source of income, the assets of the trust
funds assure the continued payment of benefits without sharp changes
in contribution rates during periods of short-run adverse fluctuations
in total income and expenditures.

SUMMARY OF THE OPERATIONS OF THE FEDERAL OLD-AGE AND SURVIVORS
Insurance Trust Fuwnp, Fiscarn Year 1968

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, 1967, and ended on June 30, 1968, and of the assets of the
fund at the beginning and end of the fiscal year, is presented in table 1.

The total assets of the old-age and survivors insurance trust fund
amounted to $23,515 million on June 30, 1967. These assets increased
to $25,533 million by the end of the fiscal year 1968, an increase of
$2,018 million.

TABLE 1.~STATEMENT OF OPERATIONS OF THE OLD-AGE AND SURVIVORS INSURANCE TRUST FUND DURING
THE FISCAL YEAR 1368

Total assets of the trust fund, June 30, 1967 . - $23,515, 389, 108. 82
Receipts, fiscal year 1968:
Contributions:
ApPropriations. ... ioieiaas $20, 845, 614, 259. 36
Deposits arising from State agreements. .. _.____..________. 2,035, 580,918, 82
Gross contributions. ... ... 22,881,175,178.18
Less payment into the Treasury for contributions subject to

vefund. . 218, 745,000. 00

Net contributions_ . _..___..__.._
Reimbursement from general fund of the
noncontributory credits for military service

Interest and profit:

Interest and profit on investments__. . _________...___. __. 900,937,347.47
Less interest on net ts of reimbur ts for adminis-
trative expenses and construction transferred to—
Disability insurance trust fund . __.__ ... ... . 261,000.00
Hospital insurance trust fund __.___.___.. . 691.000.00
Supplementary medical insurance trust fun 574,000.00

Less interest on amounts transferred to disability insurance
trust fund for reimbursement of cost of vocational rehabili-
tation services . . . ..ol 14,000.00

Net interest and profit. . 899, 397, 347. 47

Total 1eCeiptS . . - oot 723,639, 827, 525. 65
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TABLE 1.—STATEMENT OF OPERATIONS OF THE OLD-AGE AND SURVIVORS INSURANCE TRUST FUND DURING
THE FISCAL YEAR 1968—Continued

Total assets of the trust fund, June 30, 1967—Continued
Disbursements, fiscal year 1968:
Benefit payments________._ . . ... $20,737,092,726. 19
Transfers to railroad retirement account.__ ... ._._______. 437,634, 000. 00
Reimbursement to disability insurance trust fund for cost of voca-
tional rehabilitation services for disabled beneficiaries......... 265, 000. 00

Administrative expenses: .
Department of Health, Education, and Welfare_..__.__...___ 359, 633, 816. 90
Treasury Department..... ... . ... ... __ , 3
Construction of facilities for Social Security Administration. _
Reimbursements due to atijystment in allocation of adminis-

trati ve expenses for fiscal year 1967, transferred to—
Disability insurance trust fund
Hospital insurance trust fund
Supplementary medical insurance trust fund. .

g s d

3,353, 929. 57

5,347,939, 00
13, 846, 329. 00
11, 464,611, 00

Gross administrative expenses....._..... eenan 447,671,081, 40
Less receipts from sale of surplus supplies, materials, etc.. _. 98,782. 41
Less reimbursement from disability insurance trust fund due

to adjustment in allocation of costs of construction for fiscal

year 1967__ ... 64, 241. 00
Less reimbursements for costs of construction for fiscal year

1967 from—
Hospital insurance trust fund_._ ... ... ... 92,905. 00
Supplementary medical insurance trust fund.__.....__. 93, 816. 00
Net administrative expenses.... .. ... . eouon- 447,321, 346. 99
Total disbursements..__ ... .. ... ... 21,622,313,073.18
Net addition to the trust fund_. .. ... . . . iiaianan. $2,017, 514, 452, 47

Total assets of the trust fund, June 30, 1968 25,532,903, 561. 2_9

Net receipts of the trust fund during the fiscal year 1968 amounted
to $23,640 million. Of this total, $20,846 million represented contribu-
tions appropriated to the fund and $2,036 million represented amounts
received by the Secretary of the Treasury in accordance with State
agreements for coverage of State and local government employees and
deposited in the trust fund. As an offset, $219 million was transferred
from the trust fund into the Treasury 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 contribu-
tions on wages in excess of the statutory maximum earnings base. Net
contributions amounted to $22,662 million, representing an increase of
0.4 percent over the amount for the preceding fiscal year. This increase
is the net result of (1) the high level of employment and taxable earn-
ings, (2) the increase in the maximum annual amount of earnings
taxable from $6,600 to $7,800 that became effective on January 1, 1968,
and (3) the decrease, from 7.1 percent to 6.65 percent, in the combined
employer-employee contribution rate allocated to finance benefits from
the old-age and survivors insurance trust fund that also went into
effect on January 1, 1968. (This decrease was exactly counterbalanced
by increases in the contribution rate for hospital insurance from 1 per-
cent to 1.2 percent and in the rate allocated for disability insurance
from 0.70 percent to 0.95 percent.)

Reference has been made in earlier sections te provisions 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 noncontributory credits for military
service performed before 1957, In accordance with these provisions, the
Secretary of Health, Education, and Welfare determined, in Septem-

H. Doc. 91-46 O——3



12

ber 1965, that the annual amount due for the old-age and survivors
insurance trust fund was $87.4 miltion, and for the disability insurance
trust fund, $18.4 million. Annual reimbursements amounting to $78
million for the old-age and survivors insurance trust fund and $16
million for the disability insurance trust fund were received in July
1967.

The remaining $899 million of receipts consisted of interest and
profit on the investments of the fund, less interest on amounts trans-
ferred to the disability insurance, hospital insurance, and supplemen-
tary medical insurance trust funds.

Disbursements from the trust fund during the fiscal year 1968
totaled $21,622 million. Of this total, $20,737 million was for benefit
payments, an increase of 10 percent over the corresponding amount
paid in the fiscal year 1967. This increase was due primarily to the 1967
amendments that provided for a general increase in benefits effective
for February 1968 and that also liberalized some of the conditions
under which persons can qualify for benefits. Other factors that con-
tributed to the increase in benefit payments from fiscal year 1967 to
fiscal year 1968 were (1) the expected growth in the number of bene-
ficiaries as the program gradually matures and (2) the amendments
in March 1966 that provided monthly benefits, effective for October
1966, for certain noninsured persons aged 72 and over. (Fiscal year
1968 was the first full fiscal year during which this provision of the
amendments in March 1966 was operative.)

Reference has been made in an earlier section to provisions of the
Railroad Retirement Act which coordinate the railroad retirement
program with old-age and survivors insurance. A description of the
legislative provisions governing the financial interchanges arising
from the allocation of costs between the two systems is contained in
appendix II. In accordance with these provisions, the Railroad Retire-
ment Board and the Secretary of Health, Education, and Welfare de-
termined that a transfer of $422,400,000 to the railroad retirement ac-
count from the old-age and survivors insurance trust fund would place
this fund in the same position as of June 30, 1967, as it would have
been if railroad employment had always been covered under the Social
Security Act. This amount was transferred to the railroad retirement
account in May 1968, together with interest to the date of transfer
amounting to $15,234,000.

Expenditures, in the form of reimbursement to the disability in-
surance trust fund, for the cost of vocational rehabilitation services
amounted to $265,000. These services were furnished to disabled
adults—dependents of old-age beneficiaries and survivors of deceased
insured workers—receiving benefits from the old-age and survivors in-
surance trust fund on the basis of disabilities that have continued
since childhood. (Related administrative expenses of the Department
of Health, Education, and Welfare, amounting to $12,000, are in-
cluded in the net administrative expenses of the trust fund.)

The remaining $447 million of disbursements from the old-age and
survivors insurance trust fund represents net administrative expenses.
Net administrative expenses charged to both the old-age and survivors
insurance trust fund and the disability insurance trust fund totaled
$560 million and represented 2.2 percent of contribution income and
2.5 percent of benefit payments during fiscal year 1968. Similar figures
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for each of the last 5 years for the system as a whole, as well as for
each trust fund separately, are shown in table 2.

In table 3, the experience with respect to actual amounts of contri-
butions and benefit payments in fiscal year 1968 and trust fund assets
at the end of the year is compared with the estimates for fiscal year
1968 which appeared in the 1968 Annual Report of the Board of
Trustees. Reference was made in an earlier section to the appropriation
of contributions to the trust funds on an estimated basis, with subse-
quent 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 3, it should be noted that the “actual”
amount of contributions in fiscal year 1968 reflect the aforementioned
type of adjustments to contributions for prior fiscal years. On the other
hand, the “actual” amount of contributions in fiscal year 1968 does not
reflect adjustments to contributions for fiscal year 1968 that were to be
made after June 30, 1968. The estimates for each trust fund were quite
close, relatively, to the actual experience.

TABLE 2.—RELATIONSHIP OF NET ADMINISTRATIVE EXPENSES OF THE OLD-AGE, SURVIVORS, AND DISABILITY
INSURANCE PROGRAM TO CONTRIBUTION INCOME AND BENEFIT PAYMENTS, BY TRUST FUND, FISCAL YEARS
1964-68

0Old-age and survivors

insurance trust fund, Disability insurance trust

Total administrative expenses administrative expenses  fund, administrative expenses
as a percentage of— as a percentage of— as a percentage of—

Total contri-  Total benefit  Contribution Benefit  Contribution Benefit
Fiscal year bution income payments income payments income payments
2.2 2.3 2,0 2.1 5.9 5.4
2.2 2.2 L9 L9 6.7 5.5
2.1 2.1 1.8 1.8 5.8 5.4
1.8 2.2 1.6 L9 4.4 5.3
2.2 2.5 2.0 2.2 4.2 5.4

Note: In interpreting the figures in the above table, reference should be made to the applicable text in the current
and earlier annual reports.

TABLE 3.—COMPARISON OF ACTUAL AND ESTIMATED OPERATIONS OF THE OLD-AGE AND SURVIVORS INSURANCE
AND DISABILITY INSURANCE TRUST FUNDS, FISCAL YEAR 1968

[Dollar amotnts in millions)

Estimated
amount Estimate as
Actual  published in  percentage of

amount 1968 report actual

Old-age and survivors insurance trust fund:
et contributions_ __ _ __ ... .. __ $22,622 $23,036 102
Benefit payments__ I R 20,737 20,742 100
Assets,endof year. ... ii..i..... 25,533 25,870 101

Disabitity insurance trust fund:

Net contributions_. . _______ ... 2,699 2,742 102
Benefit payments_ _ - . 2,088 2,118 101
Assets, end of year ... ... i iiiiinaanas 2,585 2,592 100

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

The distribution of benefit payments in fiscal years 1967 and 1968,
by type of beneficiary, is shown 1n table 4. Approximately 72 percent
of the total benefit payments from the old-age and survivors insurance
trust fund in the fiscal year 1968 was accounted for by monthly benefits
to retired workers and their dependents and about 14 percent by
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monthly benefits to aged survivors and disabled widows or widowers
of deceased workers. Approximately 12 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.

Benefit payments to noninsured persons aged 72 and over, which
began in November 1966, amounted to $318 million, or about 2 percent
of total benefit payments from the trust fund. Reference has been
made in an earlier section to the legislative provisions governing re-
imbursement from the general fund of the Treasury for the costs of
such payments to persons who have fewer than three quarters of cov-
erage. About 99 percent of the total amount of the payments made in
fiscal year 1968 to noninsured persons aged 72 and over went to persons
with fewer than three quarters of coverage.

TABLE 4.—ESTIMATED DISTRIBUTION OF BENEFIT PAYMENTS FROM THE OLD-AGE AND SURVIVORS INSURANCE
TRUST FUND, BY TYPE OF BENEFICIARY AND PAYMENT, FISCAL YEARS 1967 AND 1968

[Dotlar amouats in millions)

1967 1968
Amount Percent Amount Percent
of total of total
Total. oo a $18,885.7 100 $20,737.1 100
18,639.6 99 20,481.0 99
13,770.8 73 14,889.4 72
Retired workers. ... ... cooieceaiiioiio- 12,108.2 64 13,116.7 63
Wives and husbands . R 1,447.5 8 1,639.2 7
Children. .o 215.2 1 233.5 1
Survivors of deceased workers... ... ... .. ... 4,669.0 25 5,273.2 25
Aged widows and widowers.___.__._.._. ... __ 2,428.1 13 2,795.7 13
Disabled widows and wid 1 O 7 ®
Parents. .. ...coceoeaiaiaas ® 35.3 ®
Children. ___ .. 1,789.4 9 2,000.6 10
Widowed mothers caring for child beneficiaries_ 2 441.0 2
Neninsured persons aged 72 andoverd_ .. .. ... ... _. 199.7 1 318.4 2
Lump-sum death payments.______.. .. . .. ... 246.1 1 256.0 1

1 Benefits were effective for months beginning February 1968 and disbursements from the trust fund were first made to
these beneficiaries in March 1968.

2 L ess than 0.5 percent.

3 Benefits were effective for months beginning October 1966 and disbursements from the trust fund were first made to
these beneficiaries in November 1966; 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.

The balance of the benefits paid during fiscal year 1968 consisted
of lump-sum death payments.

On June 30, 1968, about 24.1 million persons were receiving monthly
benefits under the old-age, survivors, and disability insurance pro-
gram. About 21.9 million of these persons were receiving monthly
benefits from the old-age and survivors insurance trust fund. Average
monthly family benefits on that date showed significant increases
over the corresponding averages a year earlier, primarily because of
the higher benefit rates provided by the 1967 amendments. This is
llustrated, for selected beneficiary family groups, in table 5.

The assets of the old-age and survivors msurance trust fund at the
end of fiscal year 1968 totaled $25,533 million, consisting of $23,234
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million in the form of obligations of the U.S. Government or of fed-
erally-sponsored agency obligations, and $2,298 million in undisbursed
balances. Table 6 showsa comparison of the total assets of the fund and
their distribution at the end of fiscal years 1967 and 1968.

TABLE 5.—ESTIMATED AVERAGE MONTHLY BENEFITS FOR SELECTED FAMILY GROUPS RECEIVING BENEFITS
UNDER THE OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE PROGRAM, END OF FISCAL YEARS 1967 AND
1968

Percentage .
increase in
average
Average monthlir amount monthly
per family nmountggsr

family, 1

Beneficiary family group June 30, 1967 June 30, 1968 from 1967
Retired worker alone (no dependents receiving benefits). .. ____._______ $81 $94 16
Retired worker and wife, aged 62 and over, both receiving benefits 1_____ 144 166 16
Aged widow alone_ ... . .. iiieiaaao. 75 86 16
idowed mother and two children.____________..._..... .- 222 254 14
Disabled worker alone (no dependents receiving benefits)......_....... 96 110 15
Disabled worker, wife (under age 65 2), and 1 or more children____._... 213 245 15

1 Excludes wife aged 62 to 64 with entitled children in her care.
3 With entitied children in her care.

TABLE 6.—ASSETS OF THE OLD-AGE AND SURVIVORS INSURANCE TRUST FUND, BY TYPE, AT END OF FISCAL
YEARS 1967 AND 1968

June 30, 1967 June 30, 1968
Par value Book value ! Par vaiue Book value t

Imaestvmnt:i in public-debt obiigations:
es:

Public issu
Treasury notes:
534 percent, 1975 $7, 000, 000 $7, 055, 958, 35
6 percent, 1975 - 17, 450, 000 17, 450, 000. 00

214 percent, 1967-72______ 250. 00

Treasury bonds: -
Zigmmnt, 1964-69 $55, 180, 000 $53,817,954,12 55, 180, 000 54, 434, 560, 56
percent, 1967-72______ 250 250, 00 250

234 percent, investment

series B, 1975-80__.____ 1,084, 902,000 1,064, 931,735. 16

3percent, 1995 .._______ 70,170, 000 , 141, 756. 60

314 percent, 1978-83______ 60, 200, 000 59, 257, 968. 32

314 percent, 1985_________ 25,700, 000 24,149,621, 87

314 percent, 1980_______._ 449,450, 000 455, 266, 024. 47

314 percent, 1990___.__.__ , 250, 000 546, 667, 66

314 percent, 1998_________ 552,037,000 2, 364, 2

334 percent, 1968___. . __ 7, 000, 000 , 000,

374 percent, 1968_________ 17, 450, 000 17, 450, 000. 00

374 percent, 1974__ 24,500, 000 24,419, 576. 57

4 percent, 1969 62, 500, 000 62, 489, 372,69

4 percent, 197 15, 000, 000 , 964, 882, 74

4 percent, 197 100, 000, 000 100, 743,021. 97

4 percent, 197 - 38, 000, 000 37,780,091, 50

4 percent, 1980. . ... 153,100, 000 153, 038, 800. 84

414 percent, 1974.________ 61, 934, 000 61, 894, 064. 39

414 percent, 1989-94______ 91, 300, 000 90, 488, 930. 22

414 percent, 1974_________ 6, 352, 000 6, 364, 056. 96

414 percent, 1975-85______ 78,023, 000 717,648,798, 51

414 percent, 1987-92______ 33, 000, 000 35,137,730.65

Total investments in
public issues_......._ 3,522, 048,250 3,506, 076, 226. 96
Obligations sold only to this fund
(special issues):
Certificates of indebtedness:
Not 434 percent, 1968____._ .. 940, 393, 000 940,393,000, 00 ... .o
otes:

434 percent, 1974_________ 2,720,279,000 2,720,279,000.00 2,720,279,000 2,720,279, 000. 00
474 percent, 1968_ .. _____ 139, 618, 000 139,618,000,00 _ . . ... ioaoia-oioo.as
47% percent, 1969. ... 1,080,011,000 1,080,011,000,00 1,080,011, 000 1, 080, 011, 000. 00
4% percent, 1970 _____.__ 96, 526, 000 96, 526, 000, 00 296, 526, 000 296, 526, 000, 00
47¢ percent, 1971_______ .. 1,080,011,000 1, 080,011,000, 00 1,080,011,000 1,080, 011, 000. 00
584 percent, 19751 1o T 7,460,795,000 2, 460,795, 000, 00

See footnote at end of table, p. 16.
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TABLE 6—ASSETS OF THE OLD-AGE AND SURVIVORS INSURANCE TRUST FUND, BY TYPE, AT END OF FISCAL
YEARS 1967 AND 1968—Continued

June 30, 1967

June 30, 1968

Par value

Book value t

Par value

Book value 1

Investments in publicdebt obligations—Continued

Obligations sold only to this fund
(special issues)—Continyed
Bonds:
28¢ percent, 1970 ______.
2% percent, 1971 _ __
2% percent, 1972___
2% percent, 1973_ __
254 percent, 1974 __
254 percent, 1975_ .
334 percent, 1975.
334 percent, 1976
374 percent, 1977
3% percent, 1978.
414 percent, 1978_
414 percent, 1979.
41% percent, 1980_

4783, 485, 000
1,080, 011, 000
1,080, 011, 000
1,080, 011, 000
1,080, 011, 000

919,934, 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

$783, 485, 000, 00
1,080, 011, 000. 00
1,080, 011, 000. 00
1, 080, 011, 000, 00
1, 080, 011, 000. 00

919,934, 000. 00
160, 077, 000. 00
1,080,011, 000. 00
1, 080, 011, 000. 00
658, 444, 000, 00
421, 567, 000. 00
1, 080, 011, 00C. 00
1,080, 011, 000. 00

$783, 485,000
1,080, 011, 000

919 934,000
160, 077, 600
1, 080,011,000
1, 080,011,000
658, 444, 000
421, 567,000
1,080, 011,000
1,080, 011,000

$783, 485, 000. 00
1,080, 011, 000, 00
1, 080, 011, 000. 00
1,080, 01, 000. 00
1,080, 011, 000. 00

919, 934, 000. 00
160, 077, 000. 00
1,080, 011, 000. 00
1,080, 011, 000. 00
658, 444, 000, 00
421, 567, 000, Q0
1,080,011, 600, 00
1, 080, 011, 000. 00

Total obligations sold
only to this fund (spe-
cial issues). ..____._.

17, 840, 433, 000

17, 840, 433, 000. 00

19,221, 217,000

19, 221, 217, 000. 00

Total investments

in
public-debt abligations. 21, 362, 481, 250

21, 346, 509, 226. 96 22, 743, 265, 250

22,728,209, 249. 27

Investments in federally-sponsored ag-
ency obligations:
Agency issues:
federal National Mortgage As-
sociation debentures:

51g percent, 1969___.___.____. 25, 000, 000 25, 055, 862. 10 25,000, 000 25,027,931.14
534 percent, 1970____ . ... .. .. ...o_.... 20,000,000 19,969, 999. 99
574 percent, 1968.. 10, 000, 000 9, 996, 354. 20 10, 000, 000 ,999,479.24
6 percent, 1969 __._..___. 41,500, 000 41,520, 894. 07 41, 500, 000 41,512,248.19
Federal intermediate credit
bank debentures:
5.15 percent, 1967.____._._ 17,000, 000 17,000,000.00 ... ... ..
6.20 percent 1967 R 10, 000, 000 10,000,000.00 _ ...
Federal home loan bank bonds
534 percent, 1968____.__.. 25, 000, 000 25,020,833.35 .. iiiiiiias
5 74 percent, 1967 18, 000, 000 17,996, 250. 00 _
6 percent, 1967 _ 26, 000, 000 25,995, 666. 65 _
614 percent 1967___. B 30, 000, 000 30,003,750.00 _ . ... ..
Federal land bank bonds:
574 percent, 1967___.._._. 15, 000, 000 15,000,000.00 . ... ... .._......-
Participation certificates:
Federal assets liquidation
trust—Federal National Mort-
gage Association:
.10 percent, 1987 .. . 50, 000, 000 50, 000, 000. 00 50, 000, 000 50, 000, 000. 00
5.20 percent, 1982 . 100, 000, 000 100, 000, 000. 00 100, 000, 000 100, 000, 000, 00
514 percent, 1972__ ... 50, 000, 000 50, 000, 000, 00 50, 000, 000 50, 000, 000. 00
Federal assets financing trust—
Federal National Mortgage
Association:
6 percent, 197) ..o 35, 000,000 35, 000, 000. 00
6.05 percent, 1988_______. 65, 000, 000 64,761, 328.15
6.40 percent, 1987______ 75, 000, 000 75, 000, 000. 00
6.45 percent, 1988____ .. ... ... ... __ 35, 000, 000 35, 000, 000. 00
Total investments in fed-
erally-sponsored ag-
ency obligations_.___._ 417,500,000 417, 589, 610. 37 506, 500, 000 506, 270, 986. 71

23,234,480, 235. 98
2,298,423,325. 31

25,532,903, 561. 29

Total investments.___.._

21,779,981,250 21,764,098,837.33 23,249,765,250
Undisbursed balances_ .. __._._ . .. .. .. _.___...._

1,751,290,271. 49
23,515, 389, 108. 82

Totalassets. ... .. . . ...

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

The net increase in the par value of the investments owned by the
fund during the fiscal year 1968 amounted to $1,470 million. New
securities at a total par value of $27,625 million were acquired during
the fiscal year through the investment of receipts, the reinvestment of



17

funds made available from the maturity or sale of securities, and the
exchange of securities. The par value of securities redeemed or ex-
changed during the fiscal year was $26,105 million. In addition, $50
million of federally-sponsored agency securities were sold, providing
additional income to the fund in the form of a profit amounting to
about $47,000. A summary of transactions for the fiscal year, by type
of security, is presented in table 7.

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 this provision, the
general practice has been to spread the maturity dates for the holdings
of special issues as nearly as practicable in equal amounts over a 15-
year period. Thus, on June 80, 1968, special issues held by the old-age
and survivors insurance trust fund were distributed in equal amounts
of $1,080 million maturing in each of the years 1969-80 (table 6).

TABLE 7.—STATEMENT OF TRANSACTIONS IN PUBLIC-DEBT AND IN FEDERALLY-SPONSORED AGENCY SECURITIES
FOR THE OLD-AGE AND SURVIVORS INSURANCE TRUST FUND DURING THE FISCAL YEAR 1968

[All amounts represent par values]

Acquisitions Dispositions
Public-debt obligations:
Public issues:
Treasury notes:
534-percent, 1975__ L .. $7, 000, 000 0
G-percent, 1975 __ ... 17, 450, 000 0
Treasury bonds:
334-percent, 1968 _ . . 0 $7, 000, 000
3l%-percent, 1968 _______ ... 0 17, 450, 000
Total publicissues. ... ... .. 24, 450, 000 24,450, 000
Obligations sold only to this fund (special issues):
Certificates of indebtedness:
A34-percent, 1968______________ .. 0 940, 393, 000
S-percent, 1968_____ . .. ... 2,905,550,000 2, 905, 550, 000

514-percent, 1968. e 2,970, 071, 000 2,970,071, 000
514-percent, 1968___ -

534-percent, 1968. . _ , 886, 878, 000 , 886, 878, 000

Not S54-percent, 1968_._________ . .. 12,589, 879,000 12, 589, 879, 000
otes:

4%¢-percent, 1968 . ... 0 139,618, 000

5%-percent, 1975 .. . 2,460,795, 000 0

Total obligations sold only to this fund (special issues)___.________ 27,320, 246,000 25,939, 462, 000

Total public-debt obligations_ .. ... _____._____ . _____.___ 27,344,696,000 25,963,912, 000

Federally-sponsored agency obligations:
Agency securities: .
Federal intermediate credit bank debentures:

5.15 percent, 1967_._ [i} 17, 000, 000
6.20 percent, 1967_.__ 0 10, 000, 000
Federal home loan bank bonds
534 percent, 1968___________________..... 0 25, 000, 000
5% percent, 1967___ ... .. .. ..._.__ 0 18, 000, 000
6 percent, 1967 ______________________. 0 26, 600, 000
614 percent, 1967._____ ... . . _.__... 0 30, 000, 000
6.30 percent, 1969 . __. . ... ... ... 50, 000, 000 50, 000, 000
Federal National Mortgage Association debentures:
534 percent, 1970 . i l.. 20, 000, 000 0
Federal Land Bank Bonds:
5% percent, 1967 el 0 15, 000, 000
Participation certificates: "
Federal Assets Financing Trust-Federal National Mortgage Association:
6 percent, 1971 . e 35, 000, 000 0
6.05 percent, 1988_ 65, 000, 000 0
6.40 percent, 1987 75, 000, 000 0
6.45 percent, 1988_____ . . .. _________.. 35, 000, 000 0
Total federally-sponsored agency obligations_______._._________.. 280, 000, 000 191, 000, 000

Total transactions. ... ... ... 27,624,696,000 26,154,912, 000
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In addition, $1,080 million was invested in 5-year notes bearing
47, percent interest and maturing on June 30, 1971, $2,720 million was
invested in 7-year notes bearing 434 percent interest and maturing on
June 30, 1974, and $2,461 million was invested in 7-year notes bearing
554 percent interest and maturing on June 30, 1975. (Similarly, with
respect to assets of the disability insurance trust fund at the end of
fiscal year 1968, about $7 million was invested in 474 percent 5-year
notes maturing on June 30, 1971, $309 million was invested in 43/

ercent 7-year notes maturing on June 30, 1974, and $584 million was
Invested in 554 percent 7-year notes maturing on June 30, 1975.)

The circumstances under which the 7-year notes maturing on June
30, 1975, were acquired are similar to those under which the 5-year
notes maturing on June 30, 1971, and the 7-year notes maturing on
June 30, 1974, were acquired. Briefly, the interest rate on special 1ssues,
as determined under section 201(d) of the Social Security Act, was
554 percent, while the interest rate on long-term issues is limited to
41/ percent. Therefore, the established pattern of spreading the ma-
turities equally over a 15-year period could not be followed, and the
entire availabf; amount was invested in 554 percent 7-year notes, the
longest-term issue possible at the prescribed interest rate. A fuller
description of these investment operations is contained in the 1968
annual report.

SUMMARY OF THE OPERATIONS OF THE FEDERAL DISABILITY INSURANCE
Trust Funp, Fiscar Year 1968

A statement of the income and disbursements of the Federal dis-
ability insurance trust fund during fiscal year 1968 and of the assets
of the fund at the beginning and end of the fiscal year is presented
in table 8.

The total assets of the disability insurance trust fund amounted to
$2,022 million on June 30, 1967. By the end of fiscal year 1968 the
assets amounted to $2,585 million, an increase of $564 million.

Net receipts of the fund amounted to $2,800 million. Of this total,
$2,518 million represented contributions appropriated to the fund, and
$203 million represented amounts received by the Secretary of the
Treasury in accordance with State coverage agreements and deposited
in the fund. As an offset, $22 million was transferred from the trust
fund into the Treasury as repayment for the estimated amount of con-
tributions 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. Net contri-
butions amounted to $2,699 million, representing an increase of 20
percent over the amount for the preceding fiscal year.
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TABLE 8.—STATEMENT OF OPERATIONS OF THE DISABILITY INSURANCE TRUST FUND DURING THE FISCAL

YEAR 1968
Total assets of the trust fund, June 30, 1967_. .. __ ... .. .. ... $2,021,605,749. 25
Receipts, fiscal year 1968:
Contributions:
Appropriations. ... ... ... $2, 518, 294, 596, 38
Deposits arising from State agreements...._______._..__.___. 202,993,712, 95
Gross contributions_.. ... . ... . ... 2,721, 288,309. 33
Less padyment into the Treasury for contributions subject to
refund . i 21,920, 000, 00
Net contributions_ ... . .. . ... 2,699, 368, 309. 33
Reimbursement from %enerql‘fund of the Treasury for costs of non-
contributory credits for military service_ ... .. ... .. .__ 16, 000, 000. 00

interest and profit:
Interest and profit on investments____._..__.___ . __________. 84,637,763.03
Interest on amounts transferred from old-age and survivors insur-
ance trust fund for— .
Net reimbursement for administrative expenses and con-

struction. . i 261,000, 00
Reimb t of cost of tional rehabilitation services. 14, 000.
Total, interest and profit. ... ... . ___ 84,912,763. 03

Total, receipts 2,800, 281, 072, 36
Disbursements, fiscal year 1968:
Benefit payments. ... ... 2,088, 351, 892,72
Transfers to railroad retirement accoun - 20, 410, 000, 00

Payment for cost of vocational rehabilitation services for disabled

eneficiaries:

Gross payment. . . iieaiccaecan. 15, 669, 908, 95

Less reimbursement from old-age and survivors insurance trust
fund. .o i 265, 000. 00
Net payment. ... iiiieeeans 15, 404, 908, 95

Administrative expenses:

Department of Health, Education, and Welfare....._.._.._._.. 109,994, 439, 32
Treasury Department._. ... . .. ... 6, 045, 557. 65

Expenses of the Department of Health, Education, and Welfare

or administration of vocational rehabilitation program for

disabled beneficiaries.. ... ... ... .. .o 336, 000. 00
Construction of facilities for Social Security Administration. ... 1,263, 090. 00
Reimbursement to old-age and survivors insurance trust fund

due to adjustment in allocation of costs of construction for

fiscal year 1967 .. . e 64,241, 00
Gross administrative expenses______._________________.. 117,703,327.97
Less receipts from sale of surplus supplies, materials, etc.____. 31,436.52

Less reimbursement trom old-age and survivors insurance trust
fund due to adjustment in allocation of administrative ex-

penses for fiscal year 1967 . _ ... ... __._ . __........ 5,347,939.00
Net administrative expenses..._._.________._ . __________. 112,323,952, 45
Total disbursements___ __________ .. ________.__ 2,236,490, 754. 12

Net addition to the trustfund_..__ .. _______.___ R 563,790,318.24

Total assets of the trust fund, June 30, 1968.. . . iiiiiieaeo. 2,585, 396, 067. 49

This inecrease is accounted for, in part, by the same factors, insofar
as they apply to contributions of the disability insurance trust fund,
that contributed to the increase in tax receipts of the old-age and
survivors insurance trust fund and in part by the provision in the 1967
amendments that increased the portion of the contribution rate al-
located to finance benefits from the disability insurance trust fund.
Effective January 1, 1968, the allocated rate for employees and em-
ployers was increased from 0.35 percent of taxable earnings, each, to
0.475 percent each. For the self-employed, the allocated rate was in-
creased from 0.525 percent to 0.7125 percent.

H. Doc. 91-46 O——4
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In addition, the trust fund received $16 million in July 1967 from
the general fund of the Treasury, as reimbursement for the costs of
noncontributory credits for military service.

The remaining $85 million of receipts consisted of interest and
profit on the investments of the fund and interest on amounts trans-
ferred from the old-age and survivors insurance trust fund.

Disbursements from the fund during the fiscal year 1968 totaled
$2,236 million. Of this total, $2,088 million was for benefit payments,
an increase of 12 percent over the corresponding amount paid in the
fiscal year 1967. This increase is accounted for by the same factors,
insofar as they apply to disabled-worker beneficiaries and their de-
pendents, that resulted in the increase in benefit payments from the
old-age and survivors insurance trust fund (described in the preced-
ing section).

Provisions governing the financial interchanges between the rail-
road retirement account and the disability insurance trust fund are
similar to those described in the preceding section relating to the old-
age and survivors insurance trust fund. The determination made as of
June 30, 1967, required that a transfer of $19,700,000 be made from
the disability insurance trust fund to the railroad retirement account.
This amount was transferred to the railroad retirement account in
gray 1968, together with interest to the date of transfer amounting to

10,000.

The remaining disbursements amounted to $112 million for net ad-
ministrative expenses and $15 million for the net cost of vocational
rehabilitation services furnished to disabled-worker beneficiaries and
to those dependents of disabled workers who are receiving benefits on
the basis of disabilities that have continued since childhood.

Section 222(d) of the Social Security Act provides that the total
amount of funds that may be made available for payment for the costs
of vocational rehabilitation services, including applicable administra-
tive expenses of State agencies, in a fiscal year may not exceed 1 percent
of the benefits certified for payment in the preceding year from the
old-age and survivors insurance trust fund and the disability insurance
trust fund to disabled persons receiving benefits because of their dis-
ability. The following table shows the relationship between the total
amount made available in each fiscal year, 1966-68, for payment for
the costs of such rehabilitation services and the corresponding amount
of benefits paid in the prior fiscal year from the trust funds to disabled
beneficiaries (amounts in thousands) :

Estimated Payment for
amount of costs of rehabilitation
benefit services !
payments in
preceding fiscal As percent of
. year to disabled preceding year's
Fiscal year beneficiaries Tota! benefit payments
$1,220,300 $473 0.04
1,483,700 10, 056 .68
1,600,700 16, 000 1.00

! Expenditures from the trust funds for payment for costs of rehabilitation services for disabled beneficiaries were first
authorized under the 1965 amendments and began in fiscal year 1966. The amounts shown represent the expenditures
for the fiscal year and differ from amounts shown in accounting statements of the trust funds on a cash basis.
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At the end of fiscal year 1968, some 2,258,000 persons were receiving
monthly benefits from the disability insurance trust fund. The distribu-
tion of benefit payments in fiscal years 1967 and 1968, by type of bene-
fit, is shown in table 9.

The assets of this fund at the end of fiscal year 1968 totaled $2,585
million, consisting of $2,350 million in the form of obligations of the
U.S. Government or of federally-sponsored agency obligations and
$236 million in undisbursed balances. Table 10 shows a comparison
of the total assets of the fund and their distribution at the end of
fiscal years 1967 and 1968.

The net increase in the par value of the investments owned by the
fund during the fiscal year amounted to $517 million. New securities
at a total par value of $3,677 million were acquired during the fiscal
year through the investment of receipts of the fund, the reinvestment
of funds made available from the maturity or sale of securities, and
the exchange of securities. The par value of securities redeemed or
exchanged during the year was $3,150 million. In addition, $10 mil-
lion of federally-sponsored agency securities were sold, providing ad-
ditional income to the fund in the form of a profit amounting to about
$13,000. A summary of transactions for the fiscal year, by type of
security, is presented in table 11.

Table 9.—ESTIMATED DISTRIBUTION OF BENEFIT PAYMENTS FROM THE DISABILITY INSURANCE TRUST FUND,
BY TYPE OF BENEFICIARY, FISCAL YEARS 1967 AND 1968

[Dollar amounts in millions]

1967 1968
Percent of Percent of
Amount total Amount total
Total .o $1,860. 8 100 $2,088.4 100
Disabled workers._._......_...... ... ________ ... 1,456.3 78 1,636.6 78
Wives and husbands. . 111.3 6 121.3 6
Children_ . .. 293.1 16 330.5 16

TABLE 10.—ASSETS OF THE DISABILITY INSURANCE TFI!;IGSST FUND, BY TYPE, AT END OF FISCAL YEARS 1967 AND

June 30, 1967 June 30, 1968
Par value Book value Par value Book value1
Investments in public-debt obligations:
Public issues:
Treasury notes:
5%-percent, 1975 . . .. $10, 000, 000 $10,091,234.87
6-percent, 1975 . ... 3, 750, 000 3,750, 000. 00
Treasury bonds: :
bo-percent, 1990__ .. $10, 500, 000 $9,875,175.50 10, 500, 000 9,902, 843. 06
L4-percent, 1998_ . 673,913. 80 §, 000, 000 4,684, 320. 80

- 5, 000, 000 4,673,
- 5, 000, 000 5, 000, 000. 00

8,750, 000 8,738,749.78 . . ..o

, 000, 000 5, 000, 000. 00 5, 5,000, 000.

26, 000, 000 25,992, 095,11 26, 000, 000 25,995, 608. 47
24, 000, 000 23,922,454.13 y 2

4, 000, 000 3,975,717. 48 4, 000, 000 3,980,773.80
16, 500, 000 16, 354, 650. 24 16, 500, 000 16, 378, 543. 32
.- 30, 250, 000 30, 239, 505. 29 30, 250, 000 30, 240, 339. 17
- 10, 000, 000 10,018,119.20 10, 000, 000 10, 015, 366. 88
.- 68,400, 000 67,506, 264, 96 68,400, 000 67,539, 571. 80
- 20,795, 000 20,774,442, 46 20,795, 000 20,775,185.74

34-percent, 1968_ _
Z%-percent, 1968
37%-percent, 1974
4.percent, 1969. _
4.percent, 1970.. _
4-percent, 1972_ _
4-percent, 1973_ . _.
4-percent, 1980_ ___
414-percent, 1974, .
414-percent, 1989-94 _
414-percent, 1975-85_

Wt w

43{-percent, 1987-92_ 7717 80,800,000 80,981, 302. 92 80, 800, 000 80,972, 275. 47
Total, investments in pub-
icissues...___._______. 314,995,000  313,052,390.87 314,995,000  313,275,339.67

See footnote at end of table, p. 22,
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TABLE 10.—ASSETS OF THE DISABILITY INSURANCE TRUST FUND, BY TYPE, AT END OF FISCAL YEARS 1967 AND

1968—Continued
June 30, 1967 June 30, 1968
Par value Book value! Par value Book value !
Investments in public-debt obligations—
Continued X
Obligatiens sold only to this fund
(special issues):
Notes:
434-percent, 1974______..._. 309,178,000 309,178, 000.00 309,178, 000 309,178, 000. 00
474-percent, 1971 . 74,895, 000 74, 895, 000, 00 7,138, 000 7,138,000. 00
8 ds%-percent, 1975 e e 583,612, 000 583,612, 000. 00
onds:
254-percent, 1974 . ... 71,006, 000 77,006, 000. 00 77,006, 000 77, 006, 000. 00
264-percent, 1975 132,894,000 132,894, 000. 00 132, 894, 000 132, 894, 000. 00
334-percent, 1974 R 20,738,000 20,738, 000. 00 20,738, 000 20,738,000, 00
334-percent, 1975 . 20,738,000 20, 738, 000. 00 20,738,000 20,738, 000. 00
334-percent, 1976 . __ 153,632,000 153,632,000, 00 153,632, 000 153,632, 000. 00
334-percent, 1977 _ - 153,632,000 153,632, 000. 00 153,632,000 153,632, 000. 00
374-percent, 1978 ___ B 153,632,000 153,632,000, 00 153,632, 000 153,632, 000. 00
41g-percent, 1979 . .. _ 153,632,000 153,632, 000.00 153, 632, 000 153,632, 000. 00
414-percent, 1980 _ ... 125,606,000 125,606, 000. 00 125, 606, 000 125, 606, 000. 00

Total obligations sold only
to this fund (special

1,891, 438, 000

1,891, 438, 000. 00

2,206, 433, 000

2,204,713, 339.67

[E1TT:E) T, 1,375,583,000 1,375,583, 000.00
Total, investments in pub-
lic-debt obligations__.__. 1,690,578,000 1,688,635,390.87
Investments in federally-sp ed agency

obligations:
Agency securities:
Federal National Mortgage As-
sociation debentures:
534-percent, 1970 . ... ...

S%Wercent, 1968. .. _...... 10, 000, 000 9,996, 354. 20

Federal Home Loan Bank bonds:

57¢-percent, 1967. .. ... 18, 000, 000 17,996, 250. 00
6-percent, 1967. ___ 26, 000, 000 25,995, 666. 65
614-percent, 1967 .. ____... 30, 000, 000 30, 003, 750. 00

Federal Intermediate Credit Bank
debentures: 6.20-percent, 1967. 10, 000, 000 10, 000, 000, 00
Participation certificates:
Federal Assets Liquidation Trust-
Federal National Mortgage As-
sociation: 514-percent, 1972__ .. 50, 000, 000 50, 000, 000, 00
Federal Assefs Financing Trust-
Federal National Mortgage As-
sociation:
6.30 percent, 1971 .. i iiies
6.35 percent, 1970, . s

20, 000, 000
10, 000, 000

50, 000, 000

15, 000, 000
50, 000, 000

19,969,999, 99
9,999,479. 24

50, 000, 000. 00

15, 000, 000. 00
50, 000, 000. 00

Total, investments in
federally-sponsored

145, 000, 000

144,969, 479.23

agency obligations_.._._. 144, 000, 000 143,992, 020. 85
Total investments_.._ ... 1,834,578,000 1,832,627,411.72
Undishursed batances_____._. ... e 188,978,337.53

2,351, 433,000

2,349,682,818.90
235,713, 248.59

Total assets - . - 2,021,605,749.25

2,585, 396, 067. 43

1 Par vatue, plus unamortized premium, less discount outstanding.
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TABLE 11.~STATEMENT OF TRANSACTIONS IN PUBLIC-DEBT AND IN FEDERALLY-SPONSORED AGENCY SECURITIES
FOR THE DISABILITY INSURANCE TRUST FUND DURING THE FISCAL YEAR 1968

{All amounts represent par values]

Acquisitions Dispositions
Public-debt obligations:
Public issues:
Treasury notes:
534-percent, 1975 $10, 000, 000 0
6-percent, 1675 .. 3,750, 000 0
Treasury bonds:
334-percent, 1968._ . 0 , 000,
376-percent, 1968 ..o 0 8,750, 000
Total public issues. _ L T TTRTRTYRFTEREREP R 13, 750, 000 13, 750, 000
Obligations sold only to this fund (special issues):
Certificates of indebtedness:
5-percent, 1968 239, 185, 000 239,185,000
514-percent, 1968 388, 736, 000 , 736,
517-percent, 1968 197,724,000 197, 724, 000
53-percent, 1968 630, 414, 000 630, 414, 000
Not 534-percent, 1968__ 1,539, 062, 000 1, 539, 062, 000
otes:
A%%-percent, 1970 L eieaaeea 0 67,757,000
574-pereent, 1975 . .. ... aeiioeiieeemeimeocaaae 583, 612, 000 0
Total obligations sold only to this fund (special issues)......... 3,578, 733, 000 3,062, 878, 000

Total public-debt obligations 3,592, 483, 000 3,076, 628, 000

Federally-sponsored agency obligations:
Agency securities:

Federa! Nationa ! Mortgage Association debentures:
534-percent, 1970 . ... o eemmeecanenaane 20, 000, 000 0
Federal home loan bank bonds:
574-percent, 0 18, 000, 000
6-percent, 1967 0 26, 000, 000
614-percent, 1967 0 30, 000, 000
Federlhntermo
6.20-percent, 1967 . ... ... . o cciirenemmanan 0 10, 000, 000
Participation certificates: K X
Federal assats financing trust—Federal National Mortgage Association:
6.30-percent, 197].. ... . i 15, 000, 000 0
6.35-percent, 1970 . .. ..o i ircman—a———————— 50, 000, 000 0
Total federally-sponsored agency obligations__.___............ 85, 000, 000 84, 000, 000
Totaltransactions. _ ... .o eeecocoecccitacececennn- 3,677, 483, 000 3,160, 628, 000

ExpEcTED OPERATIONS AND STATUS OF THE TRUST FUNDS DURING THE
Periop Jury 1, 1968 To DecEMBER 31, 1973

In the following statement of the expected operations and status of
the trust funds during the period July 1, 1968 to December 31, 1973,
it is assumed that present statutory provisions affecting the old-age,
survivors, and disability insurance program remain unchanged
throughout the period. The income and gisbursements of the program,
however, are affected by general economic conditions as well as by legis-
lative provisions. Because it is difficult to foresee economic develop-
ments, the assumptions and the resulting estimates here presented are
subject to some uncertainty. This statement of the expected operations
of the trust funds should therefore be read with full recognition of
the difficulties of estimating future trust fund income and disburse-
ments under changing economic conditions.

Next Page
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TABLE 11.~STATEMENT OF TRANSACTIONS IN PUBLIC-DEBT AND IN FEDERALLY-SPONSORED AGENCY SECURITIES
FOR THE DISABILITY INSURANCE TRUST FUND DURING THE FISCAL YEAR 1968

{All amounts represent par values]

Acquisitions Dispositions
Public-debt obligations:
Public issues:
Treasury notes:
534-percent, 1975 $10, 000, 000 0
6-percent, 1675 .. 3,750, 000 0
Treasury bonds:
334-percent, 1968._ . 0 , 000,
376-percent, 1968 ..o 0 8,750, 000
Total public issues. _ L T TTRTRTYRFTEREREP R 13, 750, 000 13, 750, 000
Obligations sold only to this fund (special issues):
Certificates of indebtedness:
5-percent, 1968 239, 185, 000 239,185,000
514-percent, 1968 388, 736, 000 , 736,
517-percent, 1968 197,724,000 197, 724, 000
53-percent, 1968 630, 414, 000 630, 414, 000
Not 534-percent, 1968__ 1,539, 062, 000 1, 539, 062, 000
otes:
A%%-percent, 1970 L eieaaeea 0 67,757,000
574-pereent, 1975 . .. ... aeiioeiieeemeimeocaaae 583, 612, 000 0
Total obligations sold only to this fund (special issues)......... 3,578, 733, 000 3,062, 878, 000

Total public-debt obligations 3,592, 483, 000 3,076, 628, 000

Federally-sponsored agency obligations:
Agency securities:

Federa! Nationa ! Mortgage Association debentures:
534-percent, 1970 . ... o eemmeecanenaane 20, 000, 000 0
Federal home loan bank bonds:
574-percent, 0 18, 000, 000
6-percent, 1967 0 26, 000, 000
614-percent, 1967 0 30, 000, 000
Federlhntermo
6.20-percent, 1967 . ... ... . o cciirenemmanan 0 10, 000, 000
Participation certificates: K X
Federal assats financing trust—Federal National Mortgage Association:
6.30-percent, 197].. ... . i 15, 000, 000 0
6.35-percent, 1970 . .. ..o i ircman—a———————— 50, 000, 000 0
Total federally-sponsored agency obligations__.___............ 85, 000, 000 84, 000, 000
Totaltransactions. _ ... .o eeecocoecccitacececennn- 3,677, 483, 000 3,160, 628, 000

ExpEcTED OPERATIONS AND STATUS OF THE TRUST FUNDS DURING THE
Periop Jury 1, 1968 To DecEMBER 31, 1973

In the following statement of the expected operations and status of
the trust funds during the period July 1, 1968 to December 31, 1973,
it is assumed that present statutory provisions affecting the old-age,
survivors, and disability insurance program remain unchanged
throughout the period. The income and gisbursements of the program,
however, are affected by general economic conditions as well as by legis-
lative provisions. Because it is difficult to foresee economic develop-
ments, the assumptions and the resulting estimates here presented are
subject to some uncertainty. This statement of the expected operations
of the trust funds should therefore be read with full recognition of
the difficulties of estimating future trust fund income and disburse-
ments under changing economic conditions.
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Table 12 presents data on the actual operations of the old-age and
survivors insurance trust fund for selected fiscal years during the pe-
riod 1937-68 1 and also estimates of the expected operations of the
trust fund in fiscal years 1969-73. The estimates are based on the as-
sumption that economic activity will expand throughout the period,
with employment and earnings increasing each year through 1973.
Under this assumption, the estimated number of persons with taxable
earnings under the old-age, survivors, and disability insurance pro-
gram is expected to increase from 90.4 million during calendar year
1968 to 99.9 million during calendar vear 1973; their taxable earnings
are estimated to increase from $375 billion in 1968 to $464 billion in
1973. The increase in estimated total taxable earnings and income
from contributions in fiscal years 196973 reflects the assumed upward
trend in the levels of employment and earnings, as well as the effects
of the increase in the maximum amount of earnings taxable and credit-
able under the program, effective January 1, 1968, and the scheduled
changes in contribution rates. Benefit disbursements increase primarily
because of the recent amendments and partly because of the long-range
upward trend in the numbers of beneficiaries and in the average
monthly amounts of benefits under the program. Aggregate income of
the old-age and survivors insurance trust fund is expected to exceed
aggregate outgo in the 5-year period covering fiscal years 1969--73.
During this period, there is an estimated net increase in the old-age
and survivors insurance trust fund of $38.7 billion.

Estimates consistent with those shown on a fiscal-year basis in table
12 are presented in table 13 to show the progress of the old-age and
survivors insurance trust fund on a calendar-year basis. The trust fund
is expected to increase in each of the calendar years 1968-73, reaching
$70 billion on December 31, 1973,

Table 14 shows the annual amount of benefit payments distributed
by classification of beneficiaries for selected calendar years during the
period 1940-73.

1Data relating to the operations of the old-age and survivors insurance trust fund for

%earst not shown in tables 12-15 are contained in the 1967 Annual Report of the Board of
rustees.



TABLE 12.—OPERATIONS OF THE OLD-AGE AND SURVIVORS INSURANCE TRUST FUND, SELECTED FISCAL YEARS 1937-73

[tn millions}

Transactions during period

Income

Disbursements

Reimh

from g
fund of Treasury for costs

Noncontribu-

Payments to

Transfers to

tory credits noninsured Administra- railroad
Contributions, for military  persons aged Interest on Benefit tive retirement  Net increase Fund at end
Fiscal year less refunds service 72 and over!  investments 2 payments 3 expenses 4 account in fund of period
Past experience:
1937-68 $10,996 $181, 348 $25,533 $25, 533
4 16 564 , 745
124 240 1,167 6,613
257 121 1,583 12,893
438 4,333 1,098 21,141
51 10,270 ~713 20,829
531 11,185 72 20,900
541 12,658 -1,274 19,626
515 13,845 —687 18,939
542 14,579 760 19,699
586 15,226 482 20, 180
595 18,071 —308 19,872
726 18,8 3,643 23,515
899 20,737 2,018 25,533
985 23,712 3,201 28,734
1,217 24,637 5, 447 34,181
1,545 25,632 7,417 41,658
2,001 26, 647 9,968 51,626
, 584 27,658 12,590 64,216

1 Under sec. 228 of the Social Security Act, the trust fund is reimbursed from the general fund
of the Treasury for the cost of payments to beneficiaries with less than 3 quarters of coverage.

2 Includes net profits on marketable investments and, for 1958-69, adjustment for interest on
administrative-expense transfers between the old-age and survivors insurance trust fund and the
other sociat secuntgy trust funds (see footnote 4 below). X i

3 Beginning in 1967, includes relatively small ts of payments for vocational rehabilitation
services furnished to disabled persons receiving benefits from the trust fund because of their disability.

4 Total excludes administrative expenses for the period ending Dec. 31, 1939; for that period,
appropriations to the old-age and survivors i trust fund (d ted as the old-age reserve
account prior to Jan. 1, 1940) were approximately equivalent to tax contributions collected by the
Treasury Department less administrative expenses. Beginning in 1954, includes costs of construc-
tion of office space for the Social Security Administration. For years 1957-65, expenses incurred by
the Department of Health, Education, and Welfare under the disability insurance program were

initially charged to the old-age and survivors insurance trust fund; reimbursements, including
interest, were then made from the disability insurance trust fund in the following fiscal year. For
1966, expenses incurred under the disability insurance program, the hospital insurance program,
and the supplementary medical insurance program were initially charged to the old-age and sur-
vivors insurance trust fund; reimbursements, including interest, were made from the disability
insurance trust fund and the hospital insurance trust fund in June 1966, and from the supplementa
medical insurance trust fund in December 1966. Beginning in 1967, expenses incurred under eacl
of the 4 programs are charged directly to the appropriate trust fund on a current (preliminary) basis,
with a final adjustment made in the following fiscal year.

Note: In interpreting the estimates, reference should be made to the accompanying text which
describes the underlying assumptions. Estimates were prepared in December 1968.



TABLE 13.—OPERATIONS OF THE OLD-AGE AND SURVIVORS INSURANCE TRUST FUND, SELECTED CALENDAR YEARS 1937-73

fin millions]

Transactions during period

income Disbursements

Reimbursements from general
fund of Treasury for costs

of—
Noncontribu-  Payments to Transfers to
_ tory credits  noninsured Administra- railroad
Contributions, for military persons aged Interest on Benefit tive retirement  Net increase Fund at end
Calendar year less refunds service 72 and over  investments payments expenses account in fund of period
Past experience:

1937-67 $191, 337 $10, 542 $170, 409 $24,222 $24,222
325 ... 43 35 306 2,031
1,285 .. .. 134 274 1,116 7,121
2,667 257 961 1,905 13,721
573 ... 454 4,968 1,087 21,663
10, 866 . 516 10,677 184 20,324
11,285 _ 548 11, 86: ~—599 19,725
12,059 _ 526 13,356 —1,388 18,337
14,541 | 521 14,217 143 18,480

15,689 _ 569 14,914 645 19,1
16,017 _______._.._. 593 16,737 —890 18,235
20, 580 4 18, 267 2,335 20,570
23,138 818 19, 468 3,652 24,2722
23,715 939 22,664 1,468 25,690

28,376 1,101 24,165 4,807 30, 4
29,982 1,381 25,126 , 666 36,163
, 100 1,773 26, 145 9, 081 45,244
35,789 2 2,293 27,161 10,227 55,471
40,475 103 247 2,946 28,157 14, 529 70,000

Note: In interpreting the above experience, reference should be made to the footnotes in table 12.

9¢



! TABLE 14 —BENEFIT PAYMENTS FROM THE OLD-AGE AND SURVIVORS INSURANCE TRUST FUND, DISTRIBUTED BY CLASSIFICATION OF BENEFICIARIES, SELECTED CALENDAR YEARS 1940-73

g [tn millions]
4
2 Disbursed to survivors of deceased insured workers
IS Monthly benefits disbursed to old-age
Y beneficiaries and their dependents Monthly benefits
o Widowed
Aged or mothers,
disabled dependent Disbursed to
o widows and divorced noninsured
Dependents widowers, wives, and persons aged
Total benefit 0Old-age of old-age and aged dependent Lump-sum 72 and
Calendar year disbursements Total beneficiaries  beneficiaries Total parents children payments over t
Past experience: 2
1940 $35 $17 $15 $2 ®) $12
214 148 126 22 100 $21 79 26
961 651 557 95 217 92 185 33
4,968 3,748 3,253 495 1,108 412 695 113
10,677 3 7,053 1,143 2,31 1,085 1,231 174
11,862 9,032 7,802 1,230 2,659 1,262 1,396 171
13, 356 10,162 , 813 1,349 3,011 , 504 1, 507 183
14,217 10,795 9,391 1,403 5 1,645 1,571 2
14,914 11,281 9, 854 1,427 3,416 1,787 1,629 216
16,737 12,542 10,984 1,558 3,979 2,076 1,903 217
18,267 13,373 11,728 1, 645 4,613 2,386 2,227 237
19, 468 14,051 12,374 1,677 4,854 2,579 2,215 252
22,663 16, 225 14,293 1,932 5, 835 3,150 2,685 274 329
24,164 17,318 15,326 1,992 6,257 3,420 2,837 282 307
25,124 18, 050 16, 036 2,014 6,519 3,622 2,897 277 278
26,143 18,824 16,790 2,034 6,792 3,829 2,963 282 245
27,159 19, 605 17,551 2,054 7,054 , 03; 3,022 288 212
28,155 20, 359 18, 286 2,073 7,320 4,240 3,080 294 182

1 Total benefit expenditures under sec. 228 of the Social Security Act; the trust fund is reimbursed from the general fund of the Treasury for the cost of payments to beneficiaries with less than 3 quarters
of coverage.

2 Partly estimated.

3 Less than $500,000,

Le
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Benefit payments were 5.99 percent of taxable earnings for calendar
year 1967 and are estimated to increase to 6.12 percent in 1968 and to
6.23 percent in 1972. The percentage will remain at about that level
in 1973 as the effect of rising taxable earnings offsets the gradual
long-term rise in the amount of benefit payments. Figures for selected
calendar years during the period 1940-78 are shown in table 15.

TABLE 15.—OLD-AGE AND SURVIVORS INSURANCE BENEFIT PAYMENTS AS A PERCENTAGE OF TAXABLE
EARNINGS,! SELECTED CALENDAR YEARS 1940-73

Benefit payments Benefit payments
as a percentage as a percentage
of taxable of taxable
Calendar year earnings 2 Calendar year earnings 2
Past experience: Estimated future experience:
1940 0.11 1968 6.12
.44 6.18
1.10 6.18
3.27 6.21
5.33 6.23
5.85 6.22
6.31
6.52
6.53
6.92
6.02
5.99

L Percentage takes into account, for 1951 and later (1) lower contribution rate payable by the self-employed compared
with combined employer-emplayee rate; (2) employee contributions subject to refund; and (3) for 1966 and later, that
only the employee contribution is payable ontips taxable as wages, 3

2For 1965-67, percentages are preliminary and subject to revision when complete tabulation of taxable earnings is
available. For 1966-73, percentages are based on sum of payments for benefits (excluding payments under sec. 228 of the
Social Security Act to certain noninsured persons aged 72 and over with less than 3 quarters of coverage, costs of which are
financed from the general fund of the Treasury) and for vocational rehabilitation services.

The growth in the number of beneficiaries in the past and the ex-
pected growth in the future are attributable in large measure to the
rising number of workers who are eligible for and receiving old-age
(primary) benefits. The growth in the number of eligible workers
since 1940 has been uninterrupted. This growth results partly from
the increase in the population at these ages and partly from two other
factors—(1) in each passing year a larger proportion of the persons
attaining age 65 has had fully insured status and (2) the amendments
during the period 1950-67 liberalized the eligibility provisions and
extended coverage to new categories of employment.

In addition, there has been a growth in the proportion of eligible
workers who receive benefits. In the early years of the program, a con-
siderable proportion of the workers who were eligible for old-age
(primary) benefits remained in covered employment (or, if they had
left covered employment, later returned to it) and therefore did not
receive benefits. Since 1945, however, the proportion of eligible work-
ers receiving retirement benefits has been increasing, except for tem-
porary halts due to special circumstances resulting from the amend-
ments of 1950 and 1954. In general, due to the increasing percentage of
eligibles aged 72 or over, who receive benefits regardless of earnings,
the upward trend in this proportion is expected to continue, although
at a slower rate than in the past.

‘The expected operations and status of the disability insurance trust
fund during the next 5 fiscal years are presented in table 16, together
with the figures on actual experience in earlier years. Aggregate in-
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come of the disability insurance trust fund is expected to exceed aggre-

gate outgo in the 5-year period covering fiscal years 1969-73. During

f)hlis period there is an estimated net increase in the trust fund of $6.2
illion.

Estimates consistent with those shown on a fiscal-year basis in table
16 are presented in table 17 to show the progress of the disability
insurance trust fund on a calendar-year basis. The trust fund is ex-
pected to increase in each of the calendar years 1968-73, reaching
about $9.4 billion on December 31, 1973.

The total amounts of disability benefit payments will continue to
increase as the numbers of beneficiaries and the average monthly bene-
fit amount increase. Disability benefit expenditures as a percentage of
taxable payroll will also increase—from 0.61 percent of taxable earn-
ings for calendar year 1967 to an estimated 0.63 percent of taxable
earnings in 1968 and to 0.69 percent in 1972-73, as shown in table 18.



TABLE 16.—OPERATIONS OF THE DISABILITY INSURANCE TRUST FUND, FISCAL YEARS 1957-73

[in millions]
Transactions during period
Income Disbursements

Reimburse-

ments from

general fund

of Treasury

for cost of

noncontribu- Payments for Transfers to
Contribu-  tory credits vocational Adminis- railroad
tions, less for military {nterest on Benefit rehabilitation trative retirement  Net increase Fund at end
Fiscal year refunds service investments! payments services expenses 2 account in fund of period
Past experience:

1957-68 $626 $12,236 $2,585 $2,585
______________ 33 337
16 168 762 1,099
33 339 568 1,667
47 528 501 2,167
61 704 337 2,504
68 1,011 2 2,507
67 1,171 —-113 2,394
65 1,251 —130 2,264
62 1,392 —251 2,007
1,721 —321 1,686
67 1,861 335 2,022
85 2,088 564 2,585
135 2,434 1,154 3,740
194 2,624 1,156 4,896
249 2,758 1,231 , 127
312 2,893 1,300 71,427
378 3,016 24 166 16 1,401 8,828

1Includes net profits on marketable investments and, for 1958-69, adjustment for interest on
administrative-expense transfers between the disability insurance trust fund and the old- -age and
survivors insurance trust fund (see footnote 2 below).

2 For years 195765, expenses of the Department of Health, Education, and Welfare under the
disability insurance program were initially charged to the old- -age and survivors insurance trust
fund; reimbursements, including interest, were then made from the disability insurance trust fund
in the following fiscal year. For 1966, expenses incurred under the disability insurance program were

initially charged to the old-age and survivors insurance trust fund; reimbursement, including interest,
was made from the disability insurance trust fund in June 1966. Beginning in 1967, expenses incurre:
under the disability insurance program are charged directly to the trust fund on a current (preliminary)
basis, with 2 final adjustment made in the following fiscal year.

Note: Reference should be made to the text which describes the underlying assumptions and
limitations. Estimates were prepared in December 19



TABLE 17.—OPERATIONS OF THE DISABILITY INSURANCE TRUST FUND, CALENDAR YEARS 1957-73

{in miliions]

Transactions during period

income Disbursements
Reimburse-
ments from
general fund
of Treasury
for cost of
noncontribu- Payments for Transfers to
Contribu-  tory credits vocational i railroad - Net
tions, less  for military Interest on Benefit rehabilitation  Administra- retirement increase Fund at end
Calendar year refunds sefvice  investments payments services tive expenses account in funds of period
Past experience:
1957-67 $13,384 $583 $11,135 $714 $107 $2, 029 $2,029
702 7 57 R 649 649
966 25 249 12 . . 729 1,379
891 40 457 50 —-22 447 1,825
1,010 53 568 36 -5 464 2,289
1,038 66 887 64 5 148 2,437
1,046 68 1,105 66 11 —69 2,368
1,099 66 1,210 68 20 -133 2,235
1,154 64 1,309 79 19 —188 2,047
1,188 59 1,573 90 24 —440 1,606
2, 006 58 1,781 137 25 133 1,739
2,286 78 1,939 109 31 290 2,029
3,315 32 106 2,296 16 127 20 994 3,023
3, 665 16 165 2,530 18 141 18 1,138 4,161
3,819 19 222 2,693 20 149 13 1,185 , 346
3,963 21 281 2,828 22 156 14 1,245 6,591
4,117 21 345 2,954 23 163 15 1,328 7,919
4,286 21 414 3,075 24 169 16 1,437 9, 356

Note: n interpreting the above experience, reference should be made to the footnotes in table 16.

[£5
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TABLE 18.—DISABILITY INSURANCE BENEFIT PAYMENTS AS A PERCENTAGE OF TAXABLE EARNINGS, t CALENDAR
YEARS 1957-73

Benefit payments Benefit payments

as a percentage as a percentage

of taxable of taxable

Calendar year earnings 2 Calendar year earnings 2

Past experience:
1957

0.03 0.63
.14 .66
.23 .67
.28 .68
.44 .69
.52 .69
.56
.57
.65
.59
.61

1 Percentage takes into account (1) lower contribution rate payable by the self-employed compared with combined
employer-employee rate, (2) employee contributions subject to refund, and (3) for 1966 and later, that only the employee
contribution is payable on tips taxable as wages. . X .

2 For 1965-67, percentages are preliminary and subject to revision when complete tabulation of taxable earnings is
available. For 1966-73, percentages are based on sum of payments for benefits and for vocational rehabilitation services.

Reference has been made in earlier sections to the financial inter-
changes between the railroad retirement account and the two trust
funds, under the provisions of the Railroad Retirement Act. The esti-
mates shown in tables 12, 13, 16, and 17 reflect the effect of future
financial interchanges.

Reference has also been made previously to the provisions of section
228 of the Social Security Act under which benefits are paid initially
from the old-age and survivors insurance trust fund to certain non-
insured persons aged 72 and over, with later reimbursement from the
general fund of the Treasury for the costs of payments to those in this
group who have less than 3 quarters of coverage. The estimates in
tables 12-15 reflect the effect of these provisions. ‘

The estimates in tables 12-18 reflect the effect of the provisions in
section 222(d) of the Soctal Security Act authorizing expenditures
from the old-age and survivors insurance and disability insurance trust
funds for the cost of vocational rehabilitation services furnished to dis-
abled beneficiaries.

Reference has been made in earlier sections to statutory provisions
of the Social Security Act authorizing annual reimbursements from
the general fund of the Treasury to the old-age and survivors insur-
ance and disability insurance trust funds for costs of granting non-
contributory credits for military service. The estimates shown in the
various tables in this section reflect the effect of past and expected
future reimbursements.

AcruariaL Status or THE TrusT FUNDs

Old-age, survivors, and disability insurance benefit payments will
increase for many years—not only in dollars but also as a percentage
of taxable payroll. Long-range estimates are needed, therefore, to show
how much the cost is likely to increase and to indicate whether the
scheduled tax rates are adequate,

The cost of benefits to aged persons, which constitutes more than 80
percent of the total cost, will rise for several reasons. The U.S. popu-
lation is, in the long run, expected to become relatively much older
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on the average. A relatively older population will tend to result from
the fact that the present aged population is made up of the survivors
from past periods when death rates were much higher than they are
now. Another such factor is that, after the turn of the century, the
larger birth cohorts of the 1940’s, 1950’s, and 1960’s will be attaining
retirement age. Thus, in the future, relatively more persons, both in
total and in each cohort, will attain age 65 and older ages.

The cost of the program is closely related to the ratio of the popula-
tion aged 65 and over (potential beneficiaries) to the population aged
20-64 (potential contributors). On January 1, 1969, this ratio was 18.2
percent. In a stationary population that would result if the death rates
of the U.S. Life Tables for 1959-61 were applied to a constant annual
number of births the ratio would be 25.4 percent, but such a situation
is not likely to occur within the next century. Ultimately this ratio
may become even greater because decreases in mortality below present
rates would, in a stationary population, have the effect of increasing
the proportion at the oldest ages.

Another reason for the increasing cost is that the proportion of the
aged population eligible for and receiving benefits will increase. Some
of the present persons aged 65 and over were not in covered employ-
ment long enough to obtain benefits, or, in the case of widows, their
husbands did not work long enough in covered employment to be in-
sured. Although the system began in 1937, many jobs were not covered
until 1951 or 1955. It is estimated that the proportion of the aged
population eligible for some type of cash benefit under the system will
increase from a level of about 90 percent on January 1, 1969 to between
94 and 95 percent in 1980 and between 96 and 98 percent by the end of
the century.

Since the long-term future cost of the old-age, survivors, and disa-
bility insurance program will be affected by many factors that are
difficult to determine, the assumptions used in the actuarial cost esti-
mates may differ widely and yet be reasonable. The long-term cost
estimates for the program (shown for 1980 and thereafter) are pre-
sented here on a range basis to indicate the plausible variation in
future costs depending on the actual trends that develop for the
various cost. factors.

Both the low-cost and high-cost estimates are based on the assump-
tion of a 4-percent unemployment rate, with average annual earnings
remaining at about the level that prevailed in 1968. Thus, changes
slightly above and slightly below this level of unemployment would
tend to offset each other over the long-range future period considered.
This assumption as to the unemployment rate is made only for pur-
poses of these actuarial cost estimates and is not intended to be an
official Government forecast of this factor. If the unemployment rate
were assumed to be somewhat lower, there would be relatively little
effect on the resulting cost estimates.

Each estimate provides data on taxable payroll and contributions
and on beneficiaries and benefit payments for every future year. The
data are presented here for selected future years. As will be discussed
subsequently, the long-range cost estimates presented here are new
estimates that have been prepared since the 1968 report of the board
of trustees; the changes in assumptions and their effect on the cost
estimates will also be described briefly.
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It is considered likely, although by no means certain, that actual
costs as a percentage of taxable payroll will lie between the low-cost
and high-cost figures. Also, a single estimate of costs is needed as a
guide in considering proposed legislation and developing tax schedules
intended to make the system self-supporting. For these reasons, an
intermediate-cost estimate is prepared, in which numbers of benefici-
aries, amount of benefit payments, and taxable payrolls are taken
halfway between the low-cost and high-cost figures. The intermediate
percentage-of-payroll figures are obtained by dividing total benefit
payments by taxable payroll, each on the intermediate basis, and are
therefore not exactly equal to the average of low-cost and high-cost
percentage-of-payroll figures.

Table 19 shows benefit-payment costs for selected years and the cor-
responding level-costs over the next 75 years, expressed as percentages
of taxable payroll, under each of the three estimates. The level-cost
of the program on this basis is the constant combined employer-
employee tax rate that, together with a tax on the self-employed of
about 75 percent of such combined rate (subject to a maximum self-
employed tax rate of 7 percent), would exactly pay for future benefits
and administrative expenses, after making allowance for the effect of
the future interest earnings of the existing trust fund and for all other
future interest earnings. All percentage-of-payroll figures are adjusted
so they represent the tax rate that employees and employers combined,
and the self-employed at three-quarters of the combined rate, would
have to pay in any given year to meet exactly the disbursements in
that year.

Tables 20 and 21 show, for each set of estimates, the contributions,
benefit payments, administrative expenses, amount paid to or received
from the railroad retirement system, and the balance in the trust funds
for selected years.

TABLE 19.—ESTIMATED COSTS OF OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE BENEFIT PAYMENTS
AS PERCENT OF PAYROLL,! 1968 LEVEL-EARNINGS ASSUMPTION, 1980-2040

{In percent]

Low-cost High-cost  Intermediate-
Calendar year estimate estimate cost estimate ?

0Old-age and survivors insurance benefits

1.48 1.80 7.63
8.01 8.43 8,22
8,42 8,96 8.68
8.03 8,92 8, 4
9.42 11,87 10,54
9,25 12.45 10.64
7.85 8.92 8,34
Disability insurance benefits 3

............. 0.80 1.00 0.91
1985._ .83 1.06 .95
1990 .83 1.08 .95
2000 88 1.17 1.02
2025 95 1.25 1.09
2040.._ .99 1.27 1.11
Level-costd_ ... e .85 1.12 .98

t Taking into account the lower contribution rate on seif-employment income, on tips, and on multiple-employer “‘excess
wages,' as d with the bined employer-employee rate.

2Based on the averages of the dollar contributions and dollar costs under the low-cost and high-cost estimates.

3 {ncludes payments for vocational rehabilitation services.

4 Level contrbution rate, at an interest rate of 3.75 percent for high-cost, 4.25 percent for intermediate-cost, and 4.75
percent for low-cost, for benefits after 1968, taking into account interest on the trust fund on Dec. 31, 1968, future admin-
istrative expenses, the railroad retirement financial interchange pr isions, and reimbursement for additional cost of
noncontributory credit for military service.
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TABLE 20.—ESTIMATED PROGRESS OF OLD-AGE AND SURVIVORS INSURANCE TRUST FUND, 1968 LEVEL-EARNINGS

ASSUMPTION t
{In millions}
Benefit Administrative Financial Interest Fund at end
Calendar year Contributions payments expenses 2 interchange 3 on fund of year
Actual data
$6, 825 $7,347 $162 —$2 $556 $22, 393
7, 566 , 327 194 124 5§52 1, 864
8,052 8, 842 184 282 532 20,141
10, 866 10,677 203 318 516 20,324
11,285 11, 862 239 332 548 19,725
12,059 13, 356 256 361 526 18,337
4, 541 14,217 281 423 521 18, 480
15, 689 14,914 296 403 569 19,125
16, 017 16,737 328 436 593 18, 235
20, 658 18, 267 256 444 644 20, 570
23,216 19, 468 406 508 818 24,222
Low-cost estimate
$40, 230 $33, 076 $544 $491 $5, 663 $131,611
42,723 37,722 588 463 8,472 192, 575
45, 487 42,206 631 405 11, 480 258, 518
49, 222 45, 651 668 324 15, 089 338,611
53,602 47,483 696 229 20, 023 448, 897
High-cost estimate
$39,353 $33, 844 $618 $521 $3,716 $108, 014
41,655 38,693 667 494 5, 069 145,018
44,117 43,587 718 425 6,203 175, 666
47,155 47,391 761 343 7,246 204, 547
50,710 49, 884 797 259 8,539 241,108
Intermediate-cost estimate
$39,792 $33, 460 $581 " $506 $4,630 $119,573
42,189 , 206 628 478 6,636 168, 057
44,802 42,898 674 415 8, 587 215, 345
48,188 46, 523 714 334 10,724 268,019
52, 156 48,682 746 245 13, 546 338, 400
67,833 79, 000 1,100 ~5 38,784 953, 127

1{nterest rates of 3.75 percent for high-cost, 4.25 percent for intermediate-cost, and 4.75 percent for low-cost, were
used in determining the level-cost, but in developing the progress of the trust fund, varying rates in the early years were

used, which—when averaged over a long period of time—are equivalent to such fixed rates.

2 These figures fluctuate in a nonsignificant mannerfrom year to y.aar, because of the method of reimbursement between

this trust fund and the other 3 social security trust funds.

3 A positive figure indicates payment from the trustfund to the railroad retirement account; a negative figure indicates

the reverse.

Note: Contributions include reimbursement for additional cost of noncontributory credit for military service and
benefits include payments for vocational rehabilitation services. Projected data include the costs of special benefits to

persons aged 72 or over and the reimbursements thereof.
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TABLE 21.—ESTIMATED PROGRESS OF DISABILITY INSURANCE TRUST FUND, 1968 LEVEL-EARNINGS ASSUMPTION !

[In millions}
Benefit Administrative Financial Interest Fund at end
Calendar year Contributions payments expenses 2 interchange 3 on fund of year
Actual data
$702 $57 $3 o $7 $649
6 249 12 .. 25 1,379
891 457 50 —~$22 40 1,825
1,010 568 36 -5 53 y
1,038 887 64 5 66 2,437
. 1,105 66 11 68 Y
1,099 1,210 68 20 66 2,235
1,154 1,309 79 19 64 2,047
1,188 1,573 90 24 59 1,606
2,022 1,784 137 25 58 1,739
2,302 1,950 109 31 78 2,029
Low-cost estimate
$4,240 $3, 559 $141 $17 $727 $16,671
4,508 3,937 141 1 1,039 , 51
4,802 4,196 138 1,423 32,037
5,196 4,553 147 1,918 42,998
sy 5,185 165 —4 2,520 56, 252

$4,148 $4,363 $189 $23 $205 $5, 850
3 , 889 201 19 128 5
4,657 5,257 211 13 -
4,978 5,744 226 8 +) 4)
5,353 6,583 257 4 1) 1)

$4,194 $3, 961 $165 $20 $437 $11,127
4,452

, 4,413 m 17 524 13,231
4,73 4,726 174 10 606 15, 257
5,087 5, 148 186 4 695 17, 441
5,505 5, 889 211 0 756 18,836
7,147 8,180 290 -8 365 9,113

1 |nterest rates of 3.75 percent for high-cost, 4.25 parcent for intermediate-costggnd 4.75 percent for low-cost were used
in determining the level-cost, but in developing the progress of the trust fund, varying rates in the early years were used,
which—when averaged over a long period of time—ara equivalent to such fixed rates. .

2 These figures fluctuate in a nonsignificant manner from year to year, because of the method of reimbursement between
this trust fund and the old-age and survivors insurance trust fund. i . X
ths A positive figure indicates payment from the trust fund to the railroad retirement account; a negative figure indicates

8 reverse.

4 Fund exhausted in 1991.

_ Note: Contributions include reimbursement for additional cost of noncontributory credit for military service. Benefits
include payments for vocational rehabilitation services.

It should be emphasized that dollar figures projected for so many
years into the future have only limited significance because of changes
that are likely to occur in the general economy, as well as in the system
itself. What 1s really the most significant are relative figures such as
those 111n table 19, showing the benefit costs as a percentage of taxable
payroll.

For old-age and survivors insurance, annual benefit payments as a
percentage of payroll are less than the scheduled tax rates in the early
future years, but they eventually rise above the ultimate combined
employer-employee rate of 9.05 percent. The excess income in the early
years in addition to the interest earned by the fund, will be enough to
finance the excess outgo in later years. For disability insurance, annual
benefit payments as a percentage of taxable payroll are lower than the
level allocation of 0.95 percent until 1990 (and higher thereafter) ac-
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cording to the intermediate-cost estimate ; under the low-cost estimate,
the benefit cost is below the allocation until 2005, while under the high-
cost estimate the benefit cost is above the allocation for all years after
1977.

To measure the extent to which the financing arrangements of the
system result in a surplus or deficiency, a level contribution rate equiv-
alent to the actual increasing contribution rates has been computed,
taking into account future interest. The level-equivalent rate of con-
tributions minus the level-cost of benefit payments and administrative
costs expressed as a percentage of taxable payroll (after making allow-
ance for the interest-earning effect of the existing trust fund), gives
the amount by which the contribution rate in all years would have to
be changed to put the system in exact long-range balance according to
the estimate. A negative figure would indicate that an increase in the
tax rate is needed to make the system self-supporting, while a positive
figure would indicate that the system is overfinanced.

The long-range balance of the system is shown by the following
level-equivalent costs and contributions, expressed in percentages of
taxable payroll, which are computed as of the beginning of calendar
year 1969, at interest rates of 3.75 percent for high-cost, 4.25 percent
for intermediate-cost, and 4.75 percent for low-cost :

(tn percent of taxable payroll 1)

Item 0AS! DI Total

Low-cost estimate

Contributions. _ L iiiiiiieaeo- 8.89 0.95 9.84
Benefits 2. . . 7.85 .85 8.70
Actuarial balance_ .. .. .. . .. ... .. .. 1.04 .10 1.14
High-cost estimate
Gontributions. - i 8.92 0.95 9.87
Benefits 2. . 8.92 1.12 10.04
Actuarial balance. ... . ... .. . . ... ... ... 0 —-.17 -.17
Intermediate-cost estimate
Contributions. . i 8.90 0.95 9,85
Benefits 2. . . .. 8.34 .98 9.32
Actuarial balance .56 —.03 .53

t Based on adjusted payroll that reflects the lower contribution rate on self-employment income, tips, and multiple-
employer ‘‘excess wages'’, as compared with the combined employer-employee rate.

2 Including adjustments (1) for interest on the existing trust fund, (2) for administrative expenses, (3) for the railroad
retirement financial interchange provisions, and (4) for reimbursement of military-wage-credits cost. Includes payments
for vocational rehabilitation services.

The old-age, survivors, and disability insurance system as a whole
is overfinanced by a substantial amount according to the new cost esti-
mates (there is a positive balance of 0.53 percent of taxable payroll
on the intermediate-cost basis). The old-age and survivors insurance
portion of the system has a large positive balance of 0.56 percent of
taxable payroll, while the disability insurance portion has a small
negative actuarial balance, —0.03 percent of payroll.

If the intermediate-cost estimate had been based on a higher interest
rate than 4.25 percent (which is somewhat above the current average
being earned by the total investments of the trust funds, about 4.0
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percent), but considerably below the prevailing market rate of interest
on long-term Government obligations, which was about 5.6 percent in
December 1968, the actuarial balance of the total program would have
been higher. Thus, for example, the use of a 414-percent interest rate
would increase the actuarial balance of the program by about 0.04
percent of taxable payroll, and a 434-percent interest rate would in-
crease it by 0.08 percent of taxable payroll. Similarly, using a 4.25-
percent interest rate, a change in the assumed earnings level from that
prevailing in 1968 to that prevailing in 1969 would increase the
actuarial balance by 0.19 percent of taxable payroll. If the expected
1970 earnings level were assumed instead of the 1968 level, there would
be an increase in the actuarial balance of 0.37 percent of taxable
payroll.

If the experience exactly follows the assumptions, future computa-
tions would show a gradual increase in the actuarial balance (or lack
of balance) under the intermediate-cost estimate for both the old-age
and survivors insurance system and the disability insurance system.
The reason for this is that interest accumulations increase any surplus
in the system, but the failure to accumulate all interest income that
would have been earned in an exactly balanced system increases any
deficit. In the case of a surplus, the excess contributions actually earn
interest, while a deficit grows because of the absence of the annual
interest that would have been earned if the contributions required for
balance had been paid.

Continuing study of the emerging experience under the program
provides a basis for prompt changes in the tax rate or other changes
that may be necessary to keep the system from growing excessively
out of actuarial balance in either direction.

It is important to note that these estimates are made on the assump-
tion that earnings will remain at about the level prevailing in 1968.
If earnings levels rise, as they have in the past, the benefits and the
taxable earnings base under the program will undoubtedly be modi-
fied. In fact, if all other assumed cost factors are closely followed by
the experience, then increasing wage levels will automatically generate
positive actuarial balances that can be used to increase benefit levels
without changing the financing provisions. If such changes are made
concurrently and proportionately with changes in general earnings
levels, and 1f the experience follows all the other assumptions, the fu-
ture year-by-year costs of the system as a percentage of taxable payroll
would be the same as those shown. However, the existing trust fund
accumulated in the past, and its interest earnings, will represent a
smaller proportion of the future taxable payrolls than if earnings were
not to increase in future years. As a result, since interest earnings of
the trust fund will play a relatively smaller role in the financing of the
system, the “net” level-cost—taking into account benefit payments,
administrative expenses, and interest on the existing trust fund—would
be somewhat higher. However, the level-cost might not rise this much,
or might even decline, if benefit adjustments do not fully reflect rising
earnings. Again, the effect of such events can be observed in ample time
to make any needed changes in the contribution schedule or any other
appropriate changes in the system.

This analysis includes the benefits and contributions in respect to
all persons anticipated to be covered in the future under present statu-
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tory provisions and not. merely (&) the benefits to be paid to workers
who have been covered by the system in the past and to their depen-
dents and survivors, (b) the future taxes to be paid by, and with re-
spect to, such workers and (¢) the existing trust funds. An insurance
company must set up reserves equal to all currently accrued liabilities,
since it cannot compel individuals to become new policyholders and
must be in a position at any time so that in the future it can pay all
benefits that will become due with respect to its present and past policy-
holders, using only its present assets and the future premiums to be
paid by present policyholders. In analyzing the actuarial conditions of
a compulsory social Insurance system that will continue indefinitely,
the income and outgo with respect to new entrants should properly be
included, thus obviating the need to set up reserves for aﬁ currently
accrued liabilities.

A discussion of the assumptions under which these estimates have
been made is presented in appendix I.

The long-range actuarial cost estimates which have been presented
here were developed in late 1968, subsequent of course to the 1968 re-
port of the Board of Trustees. These new estimates show a much more
favorable actuarial balance than the previous ones—namely, for the
entire old-age, survivors, and disability insurance system, according to
the intermediate-cost estimate, a positive balance of 0.53 percent of
taxable payroll as compared with the previous positive balance of 0.01
percent.

The increase in the positive actuarial balance according to the new
cost estimates arises because of several revised assumptions. The break-
down of the increase of 0.52 percent of taxable payroll on a level-cost
basis is as follows:

Effect
(in percent
of tazable
Item payroll)
Use of 1968 earnings assumption (instead of 1966)____________________ +0. 33
Use of 434 percent interest assumption (instead of 334 percent)_______. +0.11
Increased female labor force participation rates_______________________ +-0. 06
Other factors_ _ . _ e -+ 0. 02
Total - e +0. 52

NoTE.—With regard to the changes in assumptions, it may be pointed out that the earnings assumption
was updated from 1966 to 1968 in accordance with the customary actuarial practice for periodic revision in the
cost estimates of using the earnings level of the year in which the revision is prepared. Alse, the interest-rate
assumptions were increased over those used previously, so as to recognize in a gradual manner the drastically
higher interest rates of recent years; this procedure of partial, gradual recognition is followed so that the long-
term interest-rate assumption will not fluctuate as widely as short-term interest rates do.

Meprom-Ranee Cost ESTIMATES

The preceding sections have presented both short-range cost esti-
mates (for the next 5 years) and long-range cost estimates (for many
decades into the future) for the old-age, survivors, and disability in-
surance system. This section presents medium-range cost estimates
covering a period of 15 to 20 years that take into account possible
variations in economic factors, such as level of earnings and level of
employment, as well as variations in demographic factors.

Tables 22 and 23 present two medium-range projections based on
different assumptions. For both projections, it is assumed that economic
activity will have normal expansion throughout the period, with em-
ployment increasing steadily at an average annual rate of 134 percent

Next Page
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and with the average total earnings of covered workers increasing at
an annual rate of 315 percent (somewhat higher increases are assumed
in the first few years).

In the first projection (table 22), the maximum taxable earnings
base is assumed to remain at $7,800 per year, while for the second one
(table 23), the base is assumed to be kept up-to-date—that is, changed
periodically so as to cover about the same proportion of total earnings
that was covered in 1970 by the $7,800 base. These assumptions imply
that, for the first projection, only about three-sevenths of the 70-
percent increase in average earnings that is estimated to occur in
1970-85 will be taxable under the program, due to the dampening effect
of the fixed maximum taxable earnings base. For the second projection,
the entire 70-percent increase will be taxable because of the assumed
constant up-dating of the taxable earnings base.

TABLE 22.—ESTIMATED PROGRESS OF TRUST FUNDS, INCREASING EARNINGS ASSUMPTION, FIXED-EARNINGS
BASE, AND EQUIVALENT 4.25-PERCENT INTEREST RATE BASIS!

[In millions)
Contri- Benefit ~Administra-  Financial Interest Fund at
Calendar year butions 2 payments? tive expenses interchange ¢ on fund end of year

0Old-age and survivors insurance trust fund

$44,434 $29, 804 $609 $435 $3,726 $101, 890
52,284 35,026 744 428 8,010 208, 053
59,736 41,085 889 386 13,704 348,945

Disability insurance trust fund
$4,661 $3, 420 $170 $10 3469 $12,359
5, 501 4,164 206 11 825 21,198
6,289 4,816 242 4 1,282 32,548

10n the same basis as used to develop the trust funds for the long-range intermediate cost estimates in tables 20 and 21.
2 Includes reimbursement for additional cost of noncontributory credits for military service and for old-age and sur-
vivors trust fund includes reimbursement from the General Treasury for the cost of special benefits to certain persons
aged 72 and over. . . . .
3 For the old-age and survivors insurance trust fund, includes the special payments to certain persons aged 72 and over
that are reimbursable from the General Treasury. Includes payments for vocational rehabilitation services.
th‘ A positive figure indicates payment from the trust furds to the railroad retirement account; a negative figure indicates
e reverse,

TABLE 23.—ESTIMATED PROGRESS OF TRUST FUNDS, INCREASING EARNINGS AND BENEFITS ASSUMPTIONS,
VARIABLE EARNINGS BASE, AND EQUIVALENT 4.25-PERCENT INTEREST-RATE BASIS!

(In millions)
. Benefit Administrative Financial Interest Fund at
Calendar year Contributions 2 payments 3 expenses interchange 4 on fund end of year

Old-age and survivors insurance trust fund

$48, 327 $36, 620 $674 $552 $3,480 $94, 989
62,353 51, 351 894 712 6,572 171, 067
78,828 71,410 1,173 836 9,785 249,861

Disability insurance trust fund
$5, 068 $4, 264 $198 319 $401 $10, 553
6,558 6,07 254 27 582 14,988
8,294 8,221 319 27 705 17,971

1 On the same basis as used to develop the trust funds for the long-range intermediate-cost estimates in tables 20 and 21.

2 Includes reimbursement for additionat cost of noncontributory credits for military service and for old-age and survivors
tn:jst fund includes reimbursements from the General Treasury for the cost of speciat benefits to certain persons aged 72
and over.

3 For the old-age and survivors insurance trust fund, includes the special payments to certain persons aged 72 and over
that are reimbursable from the General Treasury. Includes payments for vocational rehabilitation service.

th‘ A positive figure indicates payment from the trust funds to the railroad retirement account; a negative figure indicates
e reverse.
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It is assumed for the first projection that all provisions of the law
would remain as they were after the 1967 amendments. This projec-
tion is based on dynamic earnings-level assumptions and static benefit-
provision assumptions. However, over the 17-year period covered by
the estimates, changes will undoubtedly be made. The purpose of this
estimate is to indicate the size of the financial commitments of present
law, even though it is recognized that the law itself will undoubtedly
be changed during the period. The extent and timing of these changes
are, of course, unpredictable.

It is assumed for the second projection that the maximum taxable
earnings base and the benefit provisions of the law are amended peri-
odically so that the relationships among total earnings, taxable earn-
ings, and benefit expenditures during each of the years 1969-85 are
the same as those shown in the long-range intermediate-cost estimates
prepared on level-earnings assumptions. The cost estimate shown in
table 23 is, therefore, very similar to the long-range cost estimate if
costs are considered in terms of percentages of taxable payroll, but it
has the advantage of presenting dollar figures of a more realistic
magnitude. This projection, accordingly, is based on dynamic earn-
ings-level assumptions, combined with an assumption that the law is
frequently amended to keep the system fully up to date.

As shown in tables 22 and 23, according to the medium-range esti-
mates, the old-age and survivors insurance trust fund grows steadily
through the 17-year period—reaching $208 billion in 1980 in the first
projection and $171 billion in the second one. For 1985, the correspond-
ing figures for the balance in the trust fund are $349 billion and $250
billion, respectively. In 1985, estimated contribution income exceeds
benefit outgo by about 45 percent under the assumptions of dynamic
earnings-level conditions and static benefit provisions, but by only 10
percent under the “double dynamic” assumptions basis.

The disability insurance trust fund, according to the first projection,
increases rapidly—reaching about $21 billion in 1980 and about $33
billion in 1985. According to the second projection, with the “double
dynamic” assumptions, the fund increases less rapidly reaching $15
billion in 1980 and $18 billion in 1985.

AcTUARIAL ANALYSIS OF BENEFIT DIsBURSEMENTS FroM THE FEDERAL
OLb-AcE AND SuRrvIvOors INsuRANCE TrusT Funp Wit REsPECT TO
DisaBrLEp BENEFICIARIES

Effective January 1957, monthly benefits have been payable from
the old-age and survivors insurance trust fund to disabled adult chil-
dren aged 18 and over—sons and daughters of retired and deceased
workers—with respect to disabilities that have continued since child-
hood. Effective February 1968, reduced monthly benefits have been
payable from this trust fund to disabled widows and widowers be-
ginning at age 50.

On December 31, 1967, about 243,000 persons were receiving monthl
benefits from the old-age and survivors insurance trust fund wit
respect to the disability of children aged 18 and over. This total rep-
resents the sum of 218,000 disabled children and 25,000 mothers. These
mothers—wives under age 65 of retired-worker beneficiaries and
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widows of deceased insured workers—met all other qualifying re-
quirements and were receiving benefits solely because they had at least
one disabled-child beneficiary in their care. Benefits paid from this
trust fund to this class of beneficiaries totaled $163 million in calendar
year 1967, or 0.051 percent of taxable earnings for that year. Similar
figures are presented in table 24 to show the past experience in each
of the calendar years 1957-67.

Table 24 also shows the expected future experience in calendar years
1968-73. The estimates take into account the payment, beginning in
1968, of benefits to disabled widows and widowers. Total benefit pay-
ments from the old-age and survivors insurance trust fund with re-
spect to disabled beneficiaries will increase from $214 million (or 0.059
percent of taxable payroll) in calendar year 1968, to $337 million (or
0.075 percent) in 1973.



TABLE 24.—BENEFITS PAYABLE FROM THE OLD-AGE AND SURVIVORS INSURANCE TRUST FUND WITH RESPECT TO DISABLED BENEFICIARIES, CALENDAR YEARS 1957-73

{Beneficiaries in thousands; benefit payments in millions)

. . Benefit payments ! as a percentage of
Disabled beneficiaries, end of year Amount of benefit payments ¢ taxable earnings 2

Widows and Widows and Widows and
Calendar year Totai Children * widowers Total Children 3 widowers Total Children 3 widowers

Past experience:
1957

1 Beginning in 1966, includes payments for vocational rehabilitation services, i i
2 Percentage takes into account (1) lower contribution rate payable by the seif-employed compared with combined employer-employee rate, (2) employee contributions subject to refund, and

(3) for 1966 and later, that only the employee contribution is payable on tips taxable as wages. .
* Reflects effect of including a relatively small number (about 25,000 at the end of 1967) of mothers—wives under age 65 of retired-worker beneficiaries and widows of deceased insured workers—

who met all other qualifying requirements and were receiving benefits solely because they had at least 1 disabled-child beneficiary in their care.
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In calendar year 1967, benefit payments (including expenditures
for vocational rehabilitation services) with respect to disabled persons
from the old-age and survivors insurance trust fund and from the
disability insurance trust fund (including payments from the latter
fund to all dependents of disabled-worker beneficiaries) totaled $2,113
million, of which $163 million, or 7.7 percent, represented payments
from the old-age and survivors insurance trust fund. Similar figures
for all of the calendar years 1957-73 are presented in table 25.

The long-range level-cost of benefits to disabled workers and their
dependents under the disability insurance program is estimated at
0.97 percent of taxable payroll, according to the intermediate-cost
estimate. Similarly, the estimated long-range level-cost of benefits
with respect to disabled beneficiaries under the old-age and survivors
insurance program is estimated at 0.12 percent of taxable payroll
(table 26), or about 11 percent of the combined level-cost of 1.09
percent of taxable payroll for benefits with respect to disabled bene-
ficiaries under the old-age and survivors insurance and disability in-
surance programs. These estimates include expenditures for vocational
rehabilitation services, which, over the long-range period of the cost
estimates, are expected to be offset by shorter durations of disabilities.

TABLE 25.—BENEFIT PAYMENTS UNDER THE OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE PROGRAM WITH
RESPECT TO DISABLED BENEFICIARIES, BY TRUST FUND, CALENDAR YEARS 1957-73

fIn millions]
Benefit payments! from—
0ld-age and survivors insurance
trust fund
As a percentage
of total bensfit
payments with
o respect to dis-
Disability insur- abled benefi-
Calendar year Total ! ance trust fund 2 Amount 3 ciaries
Past experience:
1987 $64 $57 §7 1.1
272 249 23 8.5
498 457 a1 8.2
627 568 59 9.4
1 887 74 7.7
1,194 1,105 89 1.4
1,311 1,210 101 1.7
1,422 1,309 113 8.0
1,707 1,573 134 7.9
1,932 1,784 147 7.6
2,113 1,950 163 7.7
2,526 2,312 214 8.5
, 802 2,548 254 9.1
2,992 2,713 279 9.3
3,148 2,850 298 9.5
3,295 2,977 318 9.7
- 3,436 3,099 337 9.8

! Beginning in 1966, includes payments for vocational rehabilitation services.

2 Benefit payments to disabled workers and their dependents.
.3 Benefit payments to disabled children aged 18 and over, to certain mothers (see footnote 3, table 24), and, beginning
in 1968, to disabled widows and widowers.



45

TABLE 26.—ESTIMATED COSTS OF DISABILITY BENEFIT PAYMENTS UNDER OLD-AGE AND SURVIVORS
INSURANCE PROGRAM AS PERCENT OF PAYROLL,! 1968 LEVEL-EARNINGS ASSUMPTION

[In percent}
{ntermediate-
Low-cost High-cost cost
estimate estimate estimate 2
Disabled children aged 18 orovers. ____ . 0.09 0.09 0.09
Disabled widows and widowers aged 50 orover.____._.______ ... .. .02 .04 .03
b £ R P 1 .13 .12

1 Taking into account the lower contribution rate on self-employment income, on tips, and on multiple-employer ‘‘excess
wages’’, as compared with combined employer-employee rate. . .

2 Based on the average of dollar contributions and dollar costs under the low-cost and high-cost estimates.

3 Including the related mother’s and wife’s benefits.

The cost of benefits to disabled children aged 18 and over of deceased
or retired workers (including the related mother’s and wife’s benefits)
is projected to increase in the future from the 1968 level of 0.05 percent
of taxable payroll to an ultimate level of 0.10 percent. No significant
difference is projected between the low-cost and high-cost estimates as a
result of changes in the mortality rates of workers, since an eligible
child may qualify either as a dependent of a retired worker or as a sur-
vivor of a deceased worker. Moreover, the proportion of persons in the
population with childhood disabilities should be expected to remain
stable. This occurs because most of their disabling conditions are of a
congenital nature.

The cost of benefits to disabled widows and widowers aged 50 and
over is projected to increase rapidly and then to level off at about 0.03
percent, of taxable payroll. Initially, the cost will increase rapidly be-
cause of additional disabled widows and widowers coming on to the
rolls each year. However, since the reduction in benefits is permanent,
there will be, later, the offsetting effect of lower benefits that will be
paid to disabled widows who continue to receive benefits past age 60
(and to disabled widowers past age 62) as compared to the higher non-
disabled widow’s (and widower’s) benefit that would have been other-
wise paid.

Wide relative variation in cost is projected between the low-cost
estimate and the high-cost estimate. This is due to differences in pro-
jected future mortality of insured workers and to differences in pro-
jected disability prevalence rates among eligible widows and widowers.

CoNcLUsION

The current long-range actuarial cost estimates for the old-age, sur-
vivors, and disability insurance program as a whole indicate that the
program is overfinanced by a substantial amount.

According to the intermediate-cost estimate, the old-age and survi-
vors insurance program has a substantial favorable actuarial balance of
0.56 percent of taxable payroll on a level-cost basis computed over the
next 75 years. The disability insurance program has a small actuarial
imbalance of 0.03 percent of taxable payroll, which is within an accept-
able margin of variation for the intermediate-cost estimate consider-
ing the long-range nature of the estimates.

These long-range cost estimates show that the system, as modified by
the 1967 amendments, continues to be financed on an actuarially sound
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basis. Both the old-age and survivors insurance program and the dis-
ability insurance program will have sufficient income from contribu-
tions (based on the tax schedule and taxable earnings base now in the
law) and from investments to meet the cost of benefit payments and
administrative expenses both for the next 15 to 20 years and for the
distant future.



APPENDIXES

Appenpix 1. AssuMPTIONS, METHODOLOGY, AND DETAILS OF LONG-
Ranee Cost EsTIMATES

The basic assumptions used in the long-range estimates for the old age, sur-
vivors, and disability insurance system are described in this appendix.® Also
given are more detailed data in connection with the results of these estimates.

Population

Projections were made of the U.8. population (including overseas areas covered
by the old-age, survivors, and disability insurance program) for future quinquen-
nial years, by 5-year age groups and by sex. The starting point was the population
on July 1, 1965, as estimated by the Bureau of the Census from the 1960 census
and from births, deaths, and migration in 1960-65. This population estimate was
increased to allow for probable underenumeration in the 1960 census and adjusted
for differences in the geographical areas covered by the estimate of the Bureau of
the Census and those covered by the old-age, survivors, and disability insurance
system.

In the projections for both cost estimates it is assumed that mortality rates
will decline until the year 2000. In the high-cost estimates, mortality rates for
the year 2000 are, on the average, about 73 percent of the 1959-61 level. The mor-
tality is projected to decrease by about 40-55 percent at the younger ages, but
with the rates at the older ages showing somewhat smaller improvements. The
low-cost estimate assumes exactly half of the improvement in mortality used in
the high-cost estimate.

In the low-cost estimate, fertility rates are assumed to decrease slowly until
reaching a level in 1985 roughly equivalent to about 83 percent of the average
rates prevailing in the period 1960-65. The high-cost fertility rates decrease more
rapidly and reach an ultimate rate in 2010 equivalent to about 68 percent of the
1960-65 experience. Both estimates assume a small amount of net immigration.

The low-cost estimate is based on high fertility and high mortality, while the
high-cost estimate assumes low fertility and low mortality. This makes the high-
cost population relatively much older than the low-cost population, which is
reasonable in view of the fact that benefits to aged persons account for more
than 80 percent of the cost of the system. Complete details about the population
projections are given in Actuarial Study No. 62, Social Security Administration.

Employment

Assumptions as to the percentage of the population who have covered em-
ployment during a year were made for each age group by sex for each quinquen-
nial year. The estimated average percentages for 1962-66 for males were pro-
jected to increase slightly (so as to reflect some decrease in the unemployment
rate over that prevailing in the period), except for the older ages where they
were assumed to decrease for both the low-cost and high-cost assumptions (thus
recognizing the possibility of higher retirement rates). An increase was assumed
for females, except for the very old ages; these increases are higher in the middle
ages and are a continuation of trends in the past.

The foregoing assumptions are consistent with the assumptions as to the
average unemployment rate in the future. A depression lasting several years
could substantially increase the cost, but it is believed that any periods of low
employment would be of relatively short duration and would have virtually no
long-range cost effect.

1 A more detailed discussion of the procedures followed in making the long-range cost
estimates will be published in Actuarial Study No. 64, Social Security Administration.

(47)



48

Earnings

Level average earnings at about the 1968 level were assumed for each sex.
This assumption implies that within each sex group the earnings level would not
rise on account of changes in the distribution of covered workers by occeupation
or industry.

In the past, average earnings have increased substantially, partly because of
inflation, and partly because of increased productivity, although other factors
such as hours worked and unemployment have also had an effect. If this trend
continues and if the benefit formula is not changed the cost relative to payroll
would be less than the estimates show because the formula provides a benefit
that is a decreasing percentage of average wage as the average wage increases.

It is likely, however, that if average earnings increase, the benefit formula and
the earnings base used for contributions will be modified.

If benefit payments are increased in exactly the same ratio as the increase
in taxable earnings, the year-by-year cost estimates of benefit payments expressed
as a percentage of payroll would be unchanged. There would, however, be some
increase in the level-premium cost because of the diminished relative value of
interest earnings on the trust funds.

Insured population

The term “insured” is used as meaning fully insured, since the number of
persons who are currently insured only is relatively small and can be disregarded
for long-range cost analysis purposes. The percentages of insured persons by age
and sex in various future years are estimated from the percentages of persons
covered. It is evident that eventually almost all males in the country will be
insured for old-age and survivor benefits; the ultimate percentage for aged males
is estimated at 96 percent in the low-cost estimate and 98 percent in the high-
cost estimate. For females there is much greater uncertainty ; it is estimated that
the corresponding proportions for aged females will eventually be 70 percent in
the low-cost estimate and 75 percent in the high-cost estimate (the differential
reflecting the range possible because of women moving in and out of the labor
market and whether thereby they do or do not obtain insured status).

The estimated numbers of persons insured for disability benefits are lower
than those insured for old-age and survivor benefits because of the more restric-
tive insured status provisions for disability benefits.

Aged beneficiaries

Old-age beneficiaries are estimated from the aged insured population. The
proportions, by age and sex, of the insured population that were receiving benefits
at the beginning of 1967 were projected to increase slightly in the high-cost esti-
mate, following the trends in the past—thus, reflecting the assumed gradual
inerease in the retirement rates. In the low-cost estimate, the rates were assumed
to remain at the 1967 level, which reflects the most recent tendency for a leveling
off in this factor.

Wives aged 62 and over of male old-age beneficiaries were estimated by using
census data and mortality projections. These potential wife beneficiaries, after
adjustment for eligibility to benefits on their own account, were assumed to
claim benefits as soon as they are eligible, even if this occurred at ages 62 to 64,
when they would have to take reduced benefits. The experience to date indicates
that in the vast majority of the cases such immediate claiming of wife’s benefits
does occur.

To estimate widow beneficiaries the proportions of widows in the female aged
population were projected according to mortality assumptions and adjusted for
both eligibility for benefits on their own account and for the insured status of
their deceased husbands. These uninsured eligible widows were assumed to claim
benefits as soon as available even if this occurred at ages 60 and 61, when they
would have to take reduced benefits. For ages 50 to 59 the disabled widow bene-
ficiaries were estimated from the eligible widows by using disability prevalence
rates.

It can be observed that the assumed wife and widow beneficiaries consist of
the uninsured potential beneficiaries. In actual practice, some of the insured
potential beneficiaries also receive a residual benefit consisting of the excess of
the potential wife’s or widow’s benefit over their own old-age benefit. These
residual benefits, although not giving rise to additional aged beneficiaries, were
considered in the cost of the particular type of dependent or survivor benefit
concerned.

The minor category of parent beneficiaries is estimated as a constant propor-
tion of aged persons not eligible for any other benefit. The insignificant effect of
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the retirement test as it applies to wife’s, widow’s, and parent’s benefits was
ignored. No estimates were made for benefits to dependent husbands and widow-
ers since their cost is relatively negligible.

Appendix table 1 shows the estimated numbers of aged beneficiaries,

APPENDIX TABLE 1.—MONTHLY RETIREMENT BENEFICIARIES IN CURRENT-PAYMENT STATUS t 1956-2000
[1n thousands]

0ld-age beneficiaries Wives of
old-age Dependent
Calendar year Male Female beneficiariesz Aged widows3 parents Total
Actual data

3,572 1,540 1,376 913 27 7,428
4,198 1,999 , 719 1,095 29 9,101
, 61 2,303 1,979 1,233 30 10,162
4,937 2,589 2,123 1,394 35 11,077
5,217 2,845 2,236 1,544 36 11,877
5,765 3,160 2,368 1,697 37 13, 027
6, 244 3,494 2,510 1,859 37 14,145
6,497 X 2,561 2,011 37 14,872

6, 657 4,011 2,587 2,159 36 5
6,825 4,276 2,614 2,371 35 16,121
7,034 4,624 2,640 2,602 35 16,935
7,161 4,859 2,645 2,770 34 17,469

Low-cost estimate
9,078 7,648 2,889 3,660 30 23,305
9,897 8,745 2,989 3,881 29 25,541
10, 643 9, 801 3,094 3,869 28 27,435
11,078 10, 572 3,037 3,963 27 28,677
11,191 11,077 2,897 3,892 26 29,083
High-cost estimate

___________________ 9,573 8,166 3,000 3,415 31 24,185
_____ 10, 592 9,386 3,136 3,643 30 26,787

_____ 11,590 10,785 3,276 3, 58! 29 8
..... 12,243 11,750 , 289 3,679 28 30,989
12,571 12,438 3,127 3,852 27 32,015

1 Persons qualifying both for old-age benefits and for wife's, widow's, husband's, widower’s, and parent’s benefits are
shown only as old-age beneficiaries. Minimum retirement age was 65 until November 1956, when it was lowered to 62 for
women, and until August 1961, when it was aiso reduced to 62 for men, except that for widows it was further lowered to
60 in September 1965, Actual data as of the end of the year (except for 1958—November); estimated data as of the middle

of the year. Excluding effect of railroad financial interchange provisions. L. .
2 {ncluding dependent husbands and including wives of any age with child beneficiaries in their care (both relatively

small categories). .
3 Including dependent widowers and disabled widows and widowers aged 50 and over.

Beneficiaries under retirement age

Young wives and children of retired workers were estimated by reference to
their ratios to male old-age beneficiaries, as derived from recent actual data
and projected according to the population fertility and mortality assumptions.

Child-survivor beneficiaries were obtained from estimates of total paternal
orphans in the country in future years. The projected child population by age
groups was multiplied by the probability of being a paternal orphan. These prob-
abilities were derived by using distributions of age of fathers at birth of child
and death rates consistent with the population projections. The number of pa-
ternal orphans was then adjusted to eliminate orphans of uninsured men, to add
orphans of insured women and to include the eligible disabled orphans aged 18
and over. For the nondisabled children aged 18 to 21, a further reduction was
made to exclude those not attending school. Mother survivor beneficiaries were
estimated by assuming a constant ratio of mothers to children, after excluding
maternal orphans and those aged 18 to 21 who are attending school. The numbers
of lump-sum death payments were estimated by multiplying the insured popula-
tion by death rates used in the population projections.

Disabled bencficiaries and their dependents

’Ijhe future number of persons receiving monthly disability benefits based on
their own earnings is estimated by the application of incidence and termination
rates. These rates were developed from the most recent experience data avail-
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able from the operations of the disability insurance system. The population in-
sured for disability (by sex, age, and cost assumption) is multiplied by the inci-
dence rates to arrive at the number of new cases of disabled workers. These in
turn are projected through the use of mortality and recovery rates to obtain the
number of beneficiaries.

Appendix table 2 shows the estimates of number of beneficiaries under the
minimum retirement age (including disability insurance beneficiaries and their
dependents).

Average benejits and total benefit payments

Average beneflts in the various benefit categories were interpolated between
the sizes of current benefit awards, estimated from recent claims data, and the
sizes of the ultimate benefits computed. The latter were determined as though the
1968 earnings level were in effect throughout the entire working life of all work-
ers with respect to whom benefits are being paid. Total benefit payments are
shown in dollar amounts in tables 20 and 21 and as a percentage of payroll in
table 19.

The combined cost of old-age, survivors, and disability benefits (expressed as
a percentage of taxable payroll) in 1968 as shown in tables 15 and 18 is projected
to increase by about 50 percent in the low-cost estimate and by about 100 percent
in the high-cost estimate, according to table 19. The significant upward cost trend
is temporarily reversed around the year 2000, at which time a significant part
of the aged population consists of persons born in the 1930’s, when birth rates
were low.

Administrative expenses

Assumed administrative expenses for old-age, survivors, and disability insur-
ance are based on two factors: the number of persons having any covered em-
ployment in the given year and the number of monthly beneficiaries.

APPENDIX TABLE 2.—MONTHLY BENEFICIARIES UNDER MINIMUM RETIREMENT AGE IN CURRENT-PAYMENT
STATUS ! AND NUMBER OF DEATHS RESULTING IN LUMP-SUM DEATH PAYMENTS, 1956-2000

(In thousands)

Total
Disability beneficiaries monthi Lump-sum
i Widowed ~ - benefi- death
Calendar year Children 2 mothers Workers Wives 3  Children ¢ ciaries cases
Actual data
1,341 301 e 1,642 547
1,502 328 150 .. 1,980 689
1,606 34 238 12 18 2,228 $657
1,754 376 3 48 78 2,590 8822
1,845 401 455 77 155 2,934 779
1,989 428 618 118 1 3,444 813
2,160 452 741 147 7 3,887 865
2,230 2 827 168 457 4,144 969
2,298 a7 894 79 490 4,332 1,011
2,535 472 988 193 558 4,746 990
2,739 1,097 220 654 5,197 1,060
2,873 496 1,194 235 n3 5,511 1,218
Low-cost estimate
3,420 514 1,604 281 909 6,728 1,550
3,532 537 1,722 286 925 7,002 1,671
3,846 594 1,802 297 929 7,468 1,781
4,062 633 1,942 317 961 7,915 1,912
4,229 660 2,211 356 1,051 8,507 2,037
High-cost estimate
3,301 483 1,975 348 1,125 7,232 1,529
3,261 476 2,152 359 1,161 7,409 1,622
3,342 491 2,268 372 1,203 7,676 1,761
3,419 496 2,455 396 1,280 8,046 1,871
3,415 494 2,801 445 1,438 8,593 1,979

! See footnote 1 of app. table 1 for definition of minimum retirement age. Does not include wives under age 62 of old-age
beneficiaries; including disability beneficiaries aged 62-64, and spouses aged 62 and over of disability beneficiaries. For
actual data, as of December (except for 1958—November); for estimated future data, as of middle of year. Excluding
effect of railroad financial interchange provisions.

2 Children of retired and deceased workers.

SSE()uses of disabled workers, including some such spouses aged 62 and over.

4 Children of disabled workers.

5 January through November 1958.

¢ December 1958 through December 1959,
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Railroad retirement financial interchange

A financial interchange between the old-age, survivors, and disability insurance
system and the railroad retirement system is provided, as explained in appendix
1I. The purpose of this interchange is to place the old-age and survivors insurance
and the disability insurance trust funds in the same position they would have
been in if railroad employment were, and always had been, covered employment.

Because of the relatively older age distribution of railroad workers, the transfer
is currently in favor of the railroad retirement system. But it is estimated that
eventually the higher average wage of railroad employees and the increasing pro-
portion of wives and widows of railroad workers receiving old-age, survivors, and
disability insurance benefits on their own earnings records, rather than on the
record of the railroad worker, will shift the transfer the other way. The long-
range effect is relatively insignificant insofar as old-age, survivors, and disability
insurance costs are concerned, but the current estimates indicate a small net
gain to the railroad retirement system over the entire period of these estimates,

Interest rate

The 1960 amendments revised the basis for determining the interest rate on
public-debt obligations issued for purchase by the trust funds (special issues),
which constitute a major portion of the investments of the trust funds. Under pre-
vious law, the interest rate on special obligations was related to the average cou-
pon rate on all outstanding marketable obligations of the United States not due or
callable for at least 5 years from the original issue date. Under present law, this
interest rate is based on the average market yield of all such marketable obliga-
tions not due or callable for 4 or more years from the time of the issuance of the
special obligations.

This change will have the immediate effect of gradually increasing the interest
income of the trust funds as compared with the previous basis. The ultimate effect
is expected to be only a slight increase in the interest income of the system since,
over the long run, coupon rates on new long-term Government obligations tend to
follow (both up and down) the average market yield on all outstanding long-term
issues.

Tor the intermediate-cost estimate, a level interest rate of 4.25 percent was
assumed. This is somewhat above the average yield of the total investments of the
old-age and survivors insurance trust fund as of December 31, 1968 (3.98 percent),
but is below the corresponding rate for the disability insurance trust fund (4.64
percent) ; the rate applicable for new investments for both trust funds for De-
cember 1968 was 5% percent. The interest rates for the low- and high-cost esti-
mates were assumed at 4.75 and 3.75 percent, respectively.

Appenpix I1. LecisnaTivE HISTORY AFFECTING THE Trust Funps?

Board of Trustees—From January 1, 1940, when the Federal old-age and
survivors insurance trust fund was established, through July 15, 1946, the three
members of the Board of Trustees, who served in an ex officio capacity, were
the Secretary of the Treasury, the Secretary of Labor, and the Chairman of the
Social Security Board. On July 16, 1946, under Reorganization Plan No. 2 of
1948, the Federal Security Administrator became ex officio member of the Board
of Trustees in place of the Chairman of the Social Security Board, which agency
was abolished.

On April 11, 1953, Reorganization Plan No. 1 of 1953, creating the Department
of Health, Education, and Welfare, went into effect, and the office of Federal
Security Administrator was abolished. The functions of the Administrator as ex
officio member of the Board of Trustees were taken over by the Secretary of
Health, Education, and Welfare. The remaining membership of the Board has
not changed since it was first established. Since the establishment of the fund,

1 Amendments to the Social Security Act and to related sections of the Internal Revenue
Code were made during the period 1939—68. The more jmportant changes made in 1950-
58 that are significant from an actuarial standpoint are deseribed in appendix II of the
21st annual report of the Board of Trustees. The more important changes contained in
the 1960 and 1961 amendments are described in the main body of the 23d annual report,
the changes made in 1964 are described in the 25th annual report, and the more important
changes contained in the amendments made in 1965 and in 1966 are described in the 1967
annual report. The more important changes contained in the 1967 amendments are de-

seribed in the main body of the present report.
Next Page



51

Railroad retirement financial interchange

A financial interchange between the old-age, survivors, and disability insurance
system and the railroad retirement system is provided, as explained in appendix
1I. The purpose of this interchange is to place the old-age and survivors insurance
and the disability insurance trust funds in the same position they would have
been in if railroad employment were, and always had been, covered employment.

Because of the relatively older age distribution of railroad workers, the transfer
is currently in favor of the railroad retirement system. But it is estimated that
eventually the higher average wage of railroad employees and the increasing pro-
portion of wives and widows of railroad workers receiving old-age, survivors, and
disability insurance benefits on their own earnings records, rather than on the
record of the railroad worker, will shift the transfer the other way. The long-
range effect is relatively insignificant insofar as old-age, survivors, and disability
insurance costs are concerned, but the current estimates indicate a small net
gain to the railroad retirement system over the entire period of these estimates,

Interest rate

The 1960 amendments revised the basis for determining the interest rate on
public-debt obligations issued for purchase by the trust funds (special issues),
which constitute a major portion of the investments of the trust funds. Under pre-
vious law, the interest rate on special obligations was related to the average cou-
pon rate on all outstanding marketable obligations of the United States not due or
callable for at least 5 years from the original issue date. Under present law, this
interest rate is based on the average market yield of all such marketable obliga-
tions not due or callable for 4 or more years from the time of the issuance of the
special obligations.

This change will have the immediate effect of gradually increasing the interest
income of the trust funds as compared with the previous basis. The ultimate effect
is expected to be only a slight increase in the interest income of the system since,
over the long run, coupon rates on new long-term Government obligations tend to
follow (both up and down) the average market yield on all outstanding long-term
issues.
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survivors insurance trust fund was established, through July 15, 1946, the three
members of the Board of Trustees, who served in an ex officio capacity, were
the Secretary of the Treasury, the Secretary of Labor, and the Chairman of the
Social Security Board. On July 16, 1946, under Reorganization Plan No. 2 of
1948, the Federal Security Administrator became ex officio member of the Board
of Trustees in place of the Chairman of the Social Security Board, which agency
was abolished.

On April 11, 1953, Reorganization Plan No. 1 of 1953, creating the Department
of Health, Education, and Welfare, went into effect, and the office of Federal
Security Administrator was abolished. The functions of the Administrator as ex
officio member of the Board of Trustees were taken over by the Secretary of
Health, Education, and Welfare. The remaining membership of the Board has
not changed since it was first established. Since the establishment of the fund,

1 Amendments to the Social Security Act and to related sections of the Internal Revenue
Code were made during the period 1939—68. The more jmportant changes made in 1950-
58 that are significant from an actuarial standpoint are deseribed in appendix II of the
21st annual report of the Board of Trustees. The more important changes contained in
the 1960 and 1961 amendments are described in the main body of the 23d annual report,
the changes made in 1964 are described in the 25th annual report, and the more important
changes contained in the amendments made in 1965 and in 1966 are described in the 1967
annual report. The more important changes contained in the 1967 amendments are de-
seribed in the main body of the present report.
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the Secretary of the Treasury has been managing trustee. The Social Security
Act Amendments of 1950 designated the Commissioner for Social Security—
since April 11, 1953, the Commissioner of Social Security—as Secretary of the
Board of Trustees.

Under the Social Security Amendments of 1956, the functions of the Board of
Trustees have related to both the Federal old-age and survivors insurance trust
fund and the Federal disability insurance trust fund. The Social Security
Amendments of 1960 eliminated the so-called three-times rule (requiring the
Board of Trustees to report to the Congress whenever it expects that in the
course of the next 5 fiscal years either of the trust funds will exceed three times
the highest annual expenditures from such fund anticipated during that 5-year
period). The Social Security Amendments of 1965 provide that the Board of
Trustees shall meet not less frequently than once each calendar year.

Contribution rates.—The Social Security Act of 1935 fixed the contribution
rates for employees and their employers at 1 percent each on taxable wages for
the calendar years 1937-39, and provided for higher rates thereafter. However,
subsequent acts of Congress extended the 1-percent rates through calendar year
1949. On January 1, 1950, the rates rose to 1% percent each for employees and
employers, as provided by the Social Security Act Amendments of 1947. In
accordance with the Social Security Act Amendments of 1950, the 134-percent
rates remained in effect through calendar year 1953 and, on January 1, 1954,
rose to 2 percent each for employees and employers. These rates remained in
effect through December 31, 1956.

In accordance with the Social Security Amendments of 1956, which provided
for the creation of the Federal disability insurance trust fund, the 2-percent rates
were increased to 234 percent each on January 1, 1957, in order to finance the
new disability benefits under the expanded old-age, survivors, and disability
insurance (OASDI) program. These rates remained in effect through calendar
year 1958. On January 1, 1959, the rates rose to 234 percent each, and on January
1, 1960, to 3 percent each, as provided by the Social Security Amendments of
1958. These rates remained in effect through December 31, 1961.

In accordance with the Social Security Amendments of 1961, the 3-percent
rates rose, on January 1, 1962, to 314 percent each for employees and employers,
and on January 1, 1963, to 35 percent each. These rates remained in effect
through December 31, 1965. In accordance with the Social Security Amendments
of 1965, the rates rose to 3.85 percent each for employees and employers on
January 1, 1966, and to 3.9 percent each on January 1, 1967. As provided by the
Social Security Amendments of 1967, the rates decreased to 3.8 percent each on
January 1, 1968. (This drop was exactly counterbalanced by an increase in the
contribution rate for hospital insurance.)

Beginning on January 1, 1966, coverage was extended to include cash tips,
with only the employee's share of the contributions pavable (the employer is
exempted from payment of contributions on cash tips).

Beginning January 1, 1951—the effective date of extension of coverage to self-
employed persons—the contribution rates on self-employment income have been
approximately equal to one and one-half times the corresponding employee rates.

The Social Security Amendments of 1956 provided that beginning January 1,
1957, from the total contribution income based on the foregoing rates, contribu-
tions at the rate of 0.25 percent each for employees and employers, and 0.375
percent for the self-employed, should be allocated to the disability insurance
trust fund. In accordance with the Social Security Amendments of 1965, this
allocation for the disability insurance (DI) program increased to 0.35 percent
each for employees and employers on January 1, 1966; for the self-employed,
the allocation rate increased to 0.325 percent. As provided by the Social Security
Amendments of 1967, the rates allocated for the DI program increased to 0.475
percent each for employees and employers and 0.7125 percent for the self-em-
ployed, on January 1, 1968.

The contribution rates that have been in effect since 1937, as well as the rates
that have been allocated (after 1956) for payment of benefits from the disability
insurance trust fund and the maximum amount of annual earnings to which the
rates applied, are shown in appendix table 3.
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APPENDIX TABLE 3.—CONTRIBUTION RATES AND MAXIMUM TAXABLE AMOUNT OF ANNUAL EARNINGS,
CALENDAR YEARS 1937-68

Contribution rates (percent of taxable earnings)

. 0ASDI DIt
taxable Employees Employees
amount of and and
annual employers, Self- employers, Self-
Calendar years earnings each employed each employed
$3,000 1.000 __
3,000 1.500
3,600 1.5
3,600 2.000
4,200 2.000
4,200 2.250
4,800 2.500
4,800 3.000
, 800 3.125
4,800 3.625
6,600 3.850
6,600 3.900
7,800 3.800

t Included in total OASDI rate.

Special refunds of employee contributions.—With respect to wages paid before
1951, refunds to employees who worked for more than one employer during the
course of a year and paid contributions on such wages in excess of the statutory
maximum were made from the general fund of the Treasury. With respect to
wages paid after 1950, these refunds are paid from the Treasury account for
refunding internal revenue collections. The Social Security Act Amendments of
1930 directed the managing trustee to pay from time to time from the old-age
and survivors insurance trust fund into the Treasury, as repayments to the
account for refunding internal revenue collections, the amount of contributions
which are subject to refund with respect to wages paid after 1950. The Social
Security Amendments of 1956 provided for similar repayments from the dis-
ability insurance trust fund.

Credits for military service—The Social Security Act Amendments of 1946
provided survivor-insurance protection to certain World War I1 veterans for a
period of 3 years following their discharge from the Armed Forces. Federal
appropriations were authorized to reimburse the old-age and survivors insurance
trust fund for such sums as were withdrawn to meet the additional cost (includ-
ing administrative expenses) of such payments.

The 1950 amendments, which provided noncontributory $160 monthly wage
credits to persons who served in the Armed Forces during World War II, and
the 1952, 1953, 1955, and 1956 amendments, which provided similar noncon-
tributory credits on account of active military or naval service from July 25,
1947 through December 31, 1956, charged to the old-age and survivors insurance
trust fund not only the additional costs arising from these credits but also,
beginning September 1950, those additional costs arising under the 1946 amend-
ments.

The 1956 amendments provided contributory coverage for military personnel
beginning January 1, 1957. In addition, these amendments authorized that the
old-age and survivors insurance trust fund and, where appropriate, the disability
insurance trust fund be reimbursed from the general fund of the Treasury for
expenditures after August 1950 resulting from the provisions that granted non-
contributory $160 monthly wage credits to persons who served in the Armed
Forces from September 16, 1940 through December 31, 1956, and from the provi-
sions enacted in 1946,

The 1965 amendments provided a new basis of reimbursement to the trust
funds from the general fund of the Treasury for the foregoing expenditures.
Under the new basis, annual appropriations to the trust funds from the general
fund of the Treasury are authorized, beginning with fiscal year 1966, that will
amortize, over a 50-year period, both the accumulated backlog of expenditures
resulting from such military service and the additional amounts that will accrue
through fiscal year 2015. After 2015, annual appropriations are authorized to
meet the currently accruing additional costs of subsequent benefit payments.
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The 1967 amendments provided that, after December 31, 1967, the covered
earnings of a person on active duty in the uniformed services (including active
‘duty for training) are deemed to be $300 more than his basic pay in a calendar
quarter, except that the deemed additional covered earnings are $100 when his
basic pay in a calendar quarter is $100 or less, and $200 when his basic pay in
a quarter is over $100 but is not over $200. Annual appropriations from the general
fund of the Treasury are authorized to reimburse the trust funds for the addi-
tional costs of paying the benefits resulting from these deemed additional
earnings. :

The existing statutory provisions that authorize the granting of noncontribu-
tory credits for military service and the financing of these credits are set forth
in appendix III.

Payments to certain noninsured persons aged 72 and over.—Public Law 89-368,
the Tax Adjustment Act of 1966, approved March 15, 1966, amended the Social
Security Act to provide monthly payments, effective with benefits for October
1966, to certain noninsured persons aged 72 and over. Under the legislation, all
payments are made initially from the old-age and survivors insurance trust fund.
Provision is made for reimbursement from the general fund of the Treasury to
the trust fund in each fiscal year, beginning in fiscal year 1969, on account of
payments during the second preceding fiscal year to persons with less than 3
quarters of coverage. The reimbursement also includes the additional administra-
tive expenses resulting from such payments and the loss of interest resulting
from such payments and expenses. The statutory provisions authorizing payments
to noninsured persons aged 72 and over and the financing of these payments are
set forth in appendix III.

Coordination of old-age, survivors, and disability insurance and railroad re-
tirement programs.—Public Law 234, approved October 30, 1951, amended the
Railroad Retirement Act to provide a basis for coordinating the railroad retire-
ment program with old-age and survivors insurance. This legislation provides that
the railroad wage credits of workers who die or retire with less than 10 years of
railroad employment shall be transferred to the old-age and survivors insurance
system. These amendments did not affect workers who acquire 10 years or more
of railroad service. That is, the survivors of over-10-year railroad workers will,
as under the 1946 amendments to the Railroad Retirement Act, receive benefits
under one program or the other based on combined wage records, while retire-
ment benefits will be payable under both systems to individuals with 10 or more
years of railroad service who also qualify under old-age and survivors insurance.

With respect to the allocation of costs between the two systems, Public Law
234 required the Railroad Retirement Board and the Secretary of Health, Edu-
cation, and Welfare to—

“determine, no later than January 1, 1954, the amount which would place
the Federal old-age and survivors insurance trust fund in the same position
in which it would have been at the close of the fiscal year ending June 30,
1952, if service as an employee after December 31, 1936, had been included
in the term ‘employment’ as defined in the Social Security Act and in the
Federal Insurance Contributions Act.”

The two agencies completed a series of joint actuarial studies and analyses
required by this provision. The results show that the addition of $488 million
to the old-age and survivors insurance trust fund would place it in the same
position as of June 80, 1952, as it would have been if railroad employment had
always been covered under the Social Security Act.

There is no authority in the law that would have permitted the transfer of
the $488 million from the railroad retirement account to the trust fund, but the
legislation provides that beginning with fiscal year 1953, and for each fiscal year
thereafter, annual interest payments on this amount were to be transferred from
the railroad retirement account to the trust fund.

The legislation further provides that at the close of the fiscal year 1953, and
each fiscal year thereafter, annual reimbursements are to be effected between
the railroad retirement account and the trust fund in such amounts as would, tak-
ing into consideration the amount determined for the period through June 30,
1952, place the trust fund at the end of the year in the same position in which
it would have been if railroad employment were covered under the Social Secu-
rity Act. If the reimbursement is from the trust fund to the railroad retirement
account, the Secretary of Health, Education, and Welfare may offset the amount
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of such reimbursement against the amount determined for the period through
June 30, 1952.

The Social Security Amendments of 1956 amended Public Law 234 to provide
for similar annual determinations and financial interchanges between the rail-
road retirement account and the newly created disability insurance trust fund,
beginning with the fiscal year ending June 30, 1958.

Payments for cost of vocational rehabilitation services.—The Social Security
Amendments of 1965 provided for payments from the old-age and survivors in-
surance and disability insurance trust funds for the cost of vocational rehabilita-
tion services furnished to disability insurance beneficiaries and to disabled adults
receiving benefits on the basis of disabilities that have continued since childhood.
The Social Security Amendments of 1967 broadened the categories of disabled
beneficiaries by providing payments from the old-age and survivors insurance
trust fund for the cost of vocational rehabilitation services furnished to disabled
widows, prior to attaining age 60, and to disabled widowers prior to attaining
age 62. The total amount of funds that may be made available for purposes of
reimbursement for such services may not, in any fiscal year, exceed 1 percent of
the benefits certified for payment to these types of beneficiaries in the preceding
year. The statutory provisions authorizing payments from the trust funds for the
cost of vocational rehabilitation services are set forth in appendix IIIL.

Investments.—Since the inception of the program, provision has been made for
the investment of funds which are not required to meet current disbursements. As
provided in the Social Security Act, the funds may be invested only in interest-
bearing obligations of the U.S. Government or in obligations guaranteed as to
both principal and interest by the United States; or the funds may be invested in
certain federally-sponsored agency obligations that are designated in the laws
authorizing 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. In addition, the
Social Security Act authorizes the issuance of public-debt obligations for pur-
chase by the trust funds. (These public-debt obligations, issued for purchase by
the trust fund have been referred to in the law in the past as special obligations;
more popularly they are referred toas special issues.)

The Social Security Act of 1935 specified that special issues should bear interest
at the rate of 3 percent per annum, and that other obligations could be acquired
only on such terms as to provide an investment yield of at least 3 percent per
annum. The Social Security Act Amendments of 1939 provided that the special
issues should bear interest at a rate equal to the average rate of interest, com-
puted as of the end of the calendar month next preceding the date of their issue,
borne by all interest-bearing obligations of the United States forming a part of
the public debt, such average rate being rounded down to the next lower one-
eighth of 1 percent. The 1939 amendments also eliminated the requirement that
obligations other than special obligations could be acquired only on such terms as
to provide an investment yield of at least 3 percent per annum.

In recognition of the long-term character of the commitments of the trust funds,
the Social Security Amendments of 1956 provided that the special issues should
have maturities fixed with due regard for the needs of the funds, and that they
should bear interest at a rate equal to the average rate of interest borne by all
marketable interest-bearing obligations of the United States forming a part of
the public debt which are not due or callable for & or more years from the date of
original issue, such average rate being rounded to the nearest one-eighth of 1 per-
cent. For several years preceding the enactment of the 1956 amendments, the
special issues had a maximum duration from issue to maturity of 1 year. As a
result of the provisions of the 1956 amendments described above, the maximum
duration to maturity of the special issues was lengthened to 15 years.

The Social Security Amendments of 1960 provided that special issues acquired
after enactment should bear interest at a rate equal to the average market yield
(computed on the basis of market quotations as of the end of the calendar month
next preceding their issue) on all marketable interest-bearing obligations of the
United States forming a part of the public debt which are not due or callable for
4 or more years from the time the special obligations are issued, such average
market yield being rounded to the nearest one-eighth of 1 percent.
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ArpeNDIx ITI. SELECTED STATUTORY PROVISIONS RELATING TO THE TrusT
Fuxps, a8 or June 30, 1968

(Sec. 201, sec. 217, sec. 218(e) (1), (h), and (j), sec. 222(d), sec. 228, sec. 229,
and sec. 708 of the Social Security Act as amended)

FEDERAL OLD-AGE AND SURVIVORS INSURANCE TRUST FUND AND FEDERAL DISABILITY
INSURANCE TrUsT FUND

SEc. 201. (a) There is hereby created on the books of the Treasury of the United
States a trust fund to be known as the “Federal Old-Age and Survivors Insurance
Trust Fund”. The Federal Old-Age and Survivors Insurance Trust Fund shall
consist of the securities held by the Secretary of the Treasury for the Old-Age
Reserve Account and the amount standing to the credit of the Old-Age Reserve
Account on the books of the Treasury on January 1, 1940, which securities and
amount the Secretary of the Treasury is authorized and directed to transfer to
the Federal Old-Age and Survivors Insurance Trust Fund, and, in addition, such
amounts as may be appropriated to, or deposited in, the Federal Old-Age and
Survivors Insurance Trust Fund as hereinafter provided. There is hereby appro-
priated to the Federal Old-Age and Survivors Insurance Trust Fund for the fiscal
year ending June 30, 1941, and for each fiscal year thereafter, out of any moneys
in the Treasury not otherwise appropriated, amounts equivalent to 100 per
centum of—

(1) the taxes (including interest, penalties, and additions to the taxes)
received under subchapter A of chapter 9 of the Internal Revenue Code of
1939 (and covered into the Treasury) which are deposited into the Treasury
by collectors of internal revenue before January 1, 1951; and

(2) the taxes certified each month by the Commissioner of Internal Rev-
enue as taxes received under subchapter A of chapter 9 of such Code which
are deposited into the Treasury by collectors of internal revenue after
December 31, 1950, and before J anuary 1, 1953, with respect to assessments
of such taxes made before January 1, 1951; and

(8) the taxes imposed by subchapter A of chapter 9 of such Code with
respect to wages (as defined in section 1426 of such Code), and by chapter 21
(other than sections 3101(b) and 3111(b)) of the Internal Revenue Code of
1954 with respect to wages (as defined in section 3121 of such Code) reported
to the Commissioner of Internal Revenue pursuant to section 1420(c) of the
Internal Revenue Code of 1939 after December 31, 1950, or to the Secretary
of the Treasury or his delegates pursuant to subtitle F of the Internal Rev-
enue Code of 1954 after December 31, 1954, as determined by the Secretary of
the Treasury by applying the applicable rates of tax under such subchapter
or chapter 21 (other than sections 3101(b) and 3111(b)) to such wages,
which wages shall be certified by the Secretary of Health, Education, and
Welfare on the basis of the records of wages established and maintained by
such Secretary in accordance with such reports, less the amounts specified in
clause (1) of subsection (b) of this section; and

(4) the taxes imposed by subchapter E of chapter 1 of the Internal Rev-
enue Code of 1939, with respect to self-employment income (as defined in
section 481 of such Code), and by chapter 2 (other than section 1401 (b))
of the Internal Revenue Code of 1954 with respect to self-employment income
(as defined in section 1402 of such Code) reported to the Commissioner of
Internal Revenue on tax returns under such subchapter or to the Secretary
of the Treasury, or his delegate on tax returns under subtitle F of such Code,
as determined by the Seeretary of the Treasury by applying the applicable
rate of tax under such subchapter or chapter (other than section 1401 (b))
to such self-employment income, which self-employment income shall be
certified by the Secretary of Health, Education, and Welfare on the basis of
the records of self-employment income established and maintained by the
Secretary of Health, Education, and Welfare in accordance with such returns,
less the amounts specified in clause (2) of subsection (b) of this section.

The amounts appropriated by clauses (3) and (4) shall be transferred from time
to time from the general fund in the Treasury to the Federal Old-Age and Sur-
vivors Insurance Trust Fund, and the amounts appropriated by clauses (1) and
(2) of subsection (b) shall be transferred from time to time from the general
fund in the Treasury to the Federal Disability Insurance Trust Fund, such
amounts to be determined on the basis of estimates by the Secretary of the Treas-
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ury of the taxes, specified in clauses (3) and (4) of this subsection, paid to or
deposited into the Treasury; and proper adjustments shall be made in amounts
subsequently transferred to the extent prior estimates were in excess of or were
less than the taxes specified in such clauses (3) and (4) of this subsection.

(b) There is hereby created on the books of the Treasury of the United States
a trust fund to be known as the “Federal Disability Insurance Trust Fund.” The
Federal Disability Insurance Trust Fund shall consist of such amounts as may
be appropriated to, or deposited in, such fund as provided in this section. There
is hereby appropriated to the Federal Disability Insurance Trust Fund for the
fiscal year ending June 30, 1957, and for each fiscal year thereafter, out of any
moneys in the Treasury not otherwise appropriated, amounts equivalent to
100 per centum of—

(1) (A) % of 1 per centum of the wages (as defined in section 3121 of the
Internal Revenue Code of 19354) paid after December 31, 1956, and before
January 1, 1966, and reported to the Secretary of the Treasury or his delegate
pursuant to subtitle F of the Internal Revenue Code of 1934, (B) 0.70 of 1
per centum of the wages (as so defined) paid after December 31, 1965, and
before January 1, 1968, and so reported, and (C) 0.95 of 1 per centum of the
wages (as so defined) paid after December 31, 1967, and so reported, which
wages shall be certified by the Secretary of Health, Education, and Welfare
on the basis of the records of wages established and maintained by such Sec-
retary in accordance with such reports; and

(2) (A) % of 1 per centum of the amount of self-employment income (as
defined in section 1402 of the Internal Revenue Code of 1954) reported to
the Secretary of the Treasury or his delegate on tax returns under subtitle
F of the Internal Revenue Code of 1954 for any taxable year beginning after
December 31, 1956, and before January 1, 1966, (B) and 0.525 of 1 per
centum of the amount of self-employment income (as so defined) so reported
for any taxable year beginning after December 31, 1965, and before Janu-
ary 1, 1968, and (C) 0.7125 of 1 per centum of the amount of self-employ-
ment income (as so defined) so reported for any taxable year beginning
after December 31, 1967, which self-employment income shall be certified by
the Secretary of Health, Education, and Welfare on the basis of the records
of self-employment income established and maintained by the Secretary
of Health, Education, and Welfare in accordance with such returns.

(¢) With respect to the Federal Old-Age and Survivors Insurance Trust Fund
and the Federal Disability Insurance Trust Fund (hereinafter in this title called
the “Trust Funds”) there is hereby created a body to be known as the Board of
Trustees of the Trust Funds (hereinafter in this title called the “Board of
Trustees”) which Board of Trustees shall be composed of the Secretary of the
Treasury, the Secretary of Labor, and the Secretary of Health, Education, and
Welfare, all ex officio. The Secretary of the Treasury shall be the Managing
Trustee of the Board of Trustees (hereinafter in this title called the “Managing
Trustee”). The Commissioner of Social Security shall serve as Secretary of
the Board of Trustees. The Board of Trustees shall meet not less frequently
than once each calendar year . It shall be the duty of the Board of Trustees to—

(1) Hold the Trust Funds;

(2) Report to the Congress not later than the first day of April of each
year on the operation and status of the Trust Funds during the preceding
fiscal year and on their expected operation and status during the next
ensuing five fiscal years;

(3) Report immediately to the Congress whenever the Board of Trustees
is of the opinion that the amount of either of the Trust Funds is unduly
small ;

(4) Recommend improvements in administrative procedures and policies
designed to effectuate the proper coordination of the old-age and survivors
insurance and Federal-State unemployment compensation program; and

(5) Review the general policies followed in managing the Trust Funds,
and recommend changes in such policies, including necessary changes in the
provisions of the law which govern the way in which the Trust Funds are
to be managed.

The report provided for in paragraph (2) above shall include a statement of
the assets of, and the disbursements made from, the Trust Funds during the
preceding fiscal year, an estimate of the expected future income to, and dis-
bursements to be made from, the Trust Funds during each of the next ensuing
five fiscal years, and a statement of the actuarial status of the Trust Funds.
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Such report shall also include an actuarial analysis of the benefit disbursements
made from the Federal Old-Age and Survivors Insurance Trust Fund with
respect to disabled beneficiaries. Such report shall be printed as a House docu-
ment of the session of the Congress to which the report is made.

(d) Tt shall be the duty of the Managing Trustee to invest such portion of
the Trust Funds as is not, in his judgment, required to meet current withdrawals,
Such investments may be made only in interest-bearing obligations of the United
States or in obligation guaranteed as to both principal and interest by the United
States. For such purpose such obligations may be acquired ( 1) on original issue
at the issue price, or (2) by purchase of outstanding obligations at the market
price. The purposes for which obligations of the United States may be issued
under the Second Liberty Bond Act, as amended, are hereby extended to author-
ize the issuance at par of public-debt obligations for purchase by the Trust Funds.
Such obligations issued for purchase by the Trust Funds shall have maturities
fixed with due regard for the needs of the Trust Funds and shall bear interest
at a rate equal to 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 ; except that where such average market yield is not a multiple of one-
eighth of 1 per centum, the rate of interest of such obligations shall be the multi-
ple of one-eighth of 1 per centum nearest such market yield. The Managing
Trustee may purchase other interest-bearing obligations of the United States or
obligations guaranteed as to both principal and interest by the United States,
on original issue or at the market price, only where he determines that the pur-
chase of such other obligations is in the public interest.

(e) Any obligations acquired by the Trust Funds (except public-debt obliga-
tions issued exclusively to the Trust Funds) may be sold by the Managing
Trustee at the market price, and such public-debt obligations may be redeemed
at par plus accrued interest.

(f) The interest on, and the proceeds from the sale or redemption of, any
obligations held in the Federal Old-Age and Survivors Insurance Trust Fund
and the Federal Disability Insurance Trust Fund shall be credited to and form a
part of the Federal Old-Age and Survivors Insurance Trust Find and the Dis-
ability Insurance Trust Fund, respectively.

(8) (1) (A) There are authorized to be made available for expenditure, out
of any or all the Trust Funds (which for purposes of this paragraph shall include
also the Federal Hospital Insurance Trust Fund and the Federal Supplementary
Mediecal Insurance Trust Fund established by title XVIII), such amounts as the
Congress may deem appropriate to pay the costs of the part of the administration
of this title and title XVIII for which the Secretary of Health, Education, and
Welfare is responsible. During each fiscal year or after the close of such fiscal
year (or at both times), the Secretary of Health, Education, and Welfare shall
analyze the costs of administration of this title and title XVIII during the
appropriate part or all of such fiscal year in order to determine the portion of
such costs which should be borne by each of the Trust Funds and shall certify
to the Managing Trustee the amount, if any, which should be transferred among
such Trust Funds in order to assure that each of the Trust Funds bears its
proper share of the costs incurred during such fiscal year for the part of the
administration of this title and title XVITI for which the Secretary of Health,
Education, and Welfare is responsible. The Managing Trustee is authorized
and directed to transfer any such amount (determined under the preceding
sentence) among such Trust Funds in accordance with any certification so made.

(B) The Managing Trustee is directed to pay from the Trust Funds into the
Treasury the amounts estimated by him which will be expended, out of moneys
appropriated from the general funds in the Treasury, during each calendar
quarter by the Treasury Department for the part of the administration of this
title and title XVIII for which the Treasury Department is responsible and for
the administration of chapters 2 and 21 of the Internal Revenue Code of 1954,
Such payments shall be covered into the Treasury as repayment to the account
for reimbursement of expenses incurred in connection with such administration
of this title and title XVIII and chapters 2 and 21 of the Internal Revenue Code
of 1954.
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(2) The Managing Trustee is directed to pay from time to time from the Trust
Funds into the Treasury the amount estimated by him as taxes imposed under
section 3101 (a) which are subject to refund under section 6413 (¢) of the Internal
Revenue Code of 1954 with respect to wages (as defined in section 1426 of the
Internal Revenue Code of 1939 and section 3121 of the Internal Revenue Code
of 1954) paid after December 31, 1950. Such taxes shall be determined on the
basis of the records of wages established and maintained by the Secretary of
Health, Education, and Welfare in accordance with the wages reported to the
Commissioner of Internal Revenue pursuant to section 1420(c) of the Internal
Revenue Code of 1939 and to the Secretary of the Treasury or his delegate pur-
suant to subtitle F of the Internal Revenue Code of 1954, and the Secretary
shall furnish the Managing Trustee such information as may be required by the
Trustee for such purpose. The payments by the Managing Trustee shall be covered
into the Treasury as repayments to the account for refunding internal revenue
collections. Payments pursuant to the first sentence of this paragraph shall be
made from the Federal Old-Age and Survivors Insurance Trust Fund and the
Federal Disability Insurance Trust Fund in the ratio in which amounts were
appropriated to such Trust Funds under clause (3) of subsection (a) of this
section and clause (1) of subsection (b) of this section.

(3) Repayments made under paragraph (1) or (2) shall not be available for
expenditures but shall be carried to the surplus fund of the Treasury. If it sub-
sequently appears that the estimates under either such paragraph in any par-
ticular period were too high or too low, appropriate adjustments shall be made
by the Managing Trustee in future payments.

(h) Benefit payments required to be made under section 223, and benefit pay-
ments required to be made under subsection (b), (c), or (d) of section 202 to
individuals entitled to benefits on the basis of the wages and self-employment in-
come of an individual entitled to disability insurance benefits, shall be made only
from the Federal Disability Insurance Trust Fund. All other benefit payments
required to be made under this title (other than section 226) shall be made only
from the Federal Old-Age and Survivors Insurance Trust Fund.

BENEFITS IN CASE OF VETERANS

Sgc. 217. (a) (1) For purposes of determining entitlement to and the amount
of any monthly benefit for any month after August 1950, or entitlement to and the
amount of any lump-sum death payment in case of a death after such month,
payable under this title on the basis of the wages and self-employment income
of any World War II veteran, and for purposes of section 216 (i) (8), such
veteran shall be deemed to have been paid wages (in addition to the wages, if’
any, actually paid to him) of $160 in each month during any part of which he
served in the active military or naval service of the United States during ‘World
-War II. This subsection shall not be applicable in the case of any monthly bene-
fit or lump-sum death payment if—

(A) a larger such benefit or payment, as the case may be, would be pay-
able without its application ; or

(B) a benefit (other than a benefit payable in a lump sum unless it is a
commutation of, or a substitute for, periodic payments) which is based, in
whole or in part, upon the active military or naval service of such veteran
during World War II is determined by any agency or wholly owned instru-
mentality of the United States (other than the Veterans' Administration)
to be payable by it under any other law of the United States or under a
system established by such agency or instrumentality. The provisions of
clause (B) shall not apply in the case of any monthly benefit or lump-sum
death payment under this title if jts application would reduce by $0.50 or less
the primary insurance amount (as computed under section 215 prior to any
recomputation thereof pursuant to subsection (f) of such section) of the
individual on whose wages and self-employment income such benefit or pay-
ment is based. The provisions of clause (B) shall also not apply for purposes
of section 216 (i) (3).

(2) Upon application for benefits or a lump-sum death payment on the basis
of the wages and self-employment income of any World War II veteran, the
Secretary of Health, Education, and Welfare shall make a decision without
regard to clause (B) of paragraph (1) of this subsection unless he has been
notified by some other agency or instrumentality of the United States that, on
the basis of the military or naval service of such veteran during World War II,
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a benefit described in clause ( B) of paragraph (1) has been determined by such
agency or instrumentality to be payable by it. If he has not been so notified, the
Secretary of Health, Education, and Welfare shall then ascertain whether some
other agency or wholly owned instrumentality of the United States has decided
that a benefit described in clause (B) of paragraph (1) is payable by it. If any
such agency or instrumentality has decided, or thereafter decides, that such a
benefit is payable by it, it shall so notify the Secretary of Health, Education, and
Welfare, and the Secretary shall certify no further benefits for payment or shall
recompute the amount of any further benefits payable, as may be required by
paragraph (1) of this subsection.

(3) Any agency or wholly owned instrumentality of the United States which
is authorized by any law of the United States to pay benefits, or has a system of
benefits which are based, in whole or in part, on military or naval service during
World War II shall, at the request of the Secretary of Health, Education, and
Welfare, certify to him, with respect to any veteran, such information as the
Secretary deems necessary to carry out his functions under paragraph (2) of
this subsection.

(b) (1) Any World War II veteran who died during the period of three years
immediately following his separation from the active military or naval service
of the United States shall be deemed to have died a fully insured individual
whose primary insurance amount is the amount determined under section 215 (c¢).
Notwithstanding section 215(d), the primary insurance benefit (for purposes of
section 215(e) ) of such veteran shall be determined as provided in this title as in
effect prior to the enactment of this section, except that the 1 per centum addition
provided for in section 209(e) (2) of this Act as in effect prior to the enactment
of this section shall be applicable only with respect to calendar years prior to
1951. This subsection shall not be applicable in the case of any monthly benefit
or lump-sum death payment if—

(A) a larger such benefit or payment, as the case may be, would be pay-
able without its application ;

(B) any pension or compensation is determined by the Veterans’ Adminis-
tration to be payable by it on the basis of the death of such veteran;

(C) the death of the veteran occurred while he was in the active military
or naval service of the United States: or

(D) such veteran has been discharged or released from the active military
or naval service of the United States subsequent to July 26, 1951.

(2) Upon an application for benefits or a lump-sum death payment on the basis
of the wages and self-employment income of any World War II veteran, the
Secretary of Health, Education, and Welfare shall make a decision without
regard to paragraph (1) (B) of this subsection unless he has been notified by the
Veterans’ Administration that pension or compensation is determined to be pay-
able by the Veterans’ Administration by reason of the death of such veteran. The
Secretary of Health, Education, and Welfare shall thereupon report such decision
to the Veterans’ Administration. If the Veterans’ Administration in any such case
has made an adjudication or thereafter makes an adjudication that any pension
of compensation is payable under any law administered by it, it shall notify the
Secretary of Health, Education, and Welfare, and the Secretary shall certify no
further benefits for payment, or shall recompute the amount of any further bene-
tits payable, as may be required by paragraph (1) of this subsection to any
individual, not exceeding the amount of any accrued pension or compensation
payable to him by the Veterans’ Administration, shall ( notwithstanding the
provisions of section 8101 of title 38, United States Code) be deemed to have been
paid to him by such Administration on aceount of such accrued pension or com-
pensation. No such payment certified by the Secretary of Health, Education, and
Welfare, and no payment certified by him for any month prior to the first month
for which any pension or compensation is paid by the Veterans’ Administration
shall be deemed by reason of this subsection to have been an erroneous payment.

(¢) In the case of any World War Il veteran to whom subsection (a) is
applicable, proof of support required under section 202(h) may be filed by a
parent at any period prior to July 1951 or prior to the expiration of two years
after the date of the death of such veteran, whichever is the later.

(d) For the purposes of this section—

(1) The term “World War IT” means the period beginning with Septem-
ber 16, 1940, and ending at the close of July 24, 1947.

(2) The term “World War II veteran’ means any individual who served
in the active military or naval service of the United States at any time during



6l

World War II and who, if discharged or released therefrom, was so dis-
charged or released under conditions other than dishonorable after active
service of ninety days or more or by reason of a disability or injury incurred
or aggravated in service in line of duty ; but such term shall not include any
individual who died while in the active military or naval service of the
United States if his death was inflicted (other than by an enemy of the
United States) as lawful punishment for a military or naval offense.

(e) (1) For purposes of determining entitlement to and the amount of any
monthly benefit or lump-sum death payment payable under this title on the basis
of the wages and self-employment income of any veteran (as defined in paragraph
(4)), and for purposes of section 216(i) (8), such veteran shall be deemed to
have been paid wages (in addition to the wages, if any, actually paid to him) of
$160 in each month during any part of which he served in the active military or
naval service of the United States on or after July 25, 1947, and prior to Jan-
uary 1, 1957. This subsection shall not be applicable in the case of any monthly
benefit or lump-sum death payment if-—

(A) alarger such benefit or payment, as the case may be, would be payable
without its application; or
(B) a benefit (other than a benefit payable in a lump sum unless it is a
commutation of, or a substitute for, periodic payments) which is based, in
whole or in part, upon the active military or naval service of such veteran on
or after July 25, 1947, and prior to January 1, 1957, is determined by any
agency or wholly owned instrumentality of the United States (other than the
Veterans' Administration) to be payable by it under any other law
of the United States or under a system established by~ such agency
or instrumentality.
The provisions of clause (B) shall not apply in the case of any monthly benefit
or lump-sum death payment under this title if its application would reduce by
$0.50 or less the primary insurance amount (as computed under section 213 prior
to any recomputation thereof pursuant to subsection (f) of such section) of the
individual on whose wages and self-employment income such benefit or payment
is based. The provisions of clause (B) shall also not apply for purposes of sec-
tion 216(i) (3). In the case of monthly benefits under this title for months after
December 1956 (and any lump-sum death payment under this title with respect
to a death occurring after December 1956) based on the wages and self-employ-
ment income of a veteran who performed service (as a member of a uniformed
service) to which the provisions of section 210(1) (1) are applicable, wages which
would, but for the provisions of clause (B), be deemed under this subsection to
have been paid to such veteran with respect to his active military or naval serv-
ice performed after December 1950 shall be deemed to have been paid to him with
respect to such service notwithstanding the provisions of such clause, but only
if the benefits referred to in such clause which are based (in whole or in part)
on such service are payable solely by the Army, Navy, Air Force, Marine Corps,
Coast Guard, Coast and Geodetic Survey or Public Health Service.

(2) Upon application for benefits or a lump-sum death payment on the basis
of the wages and self-employment income of any veteran, the Secretary of Health,
Education, and Welfare shall make a decision without regard to clause (B) of
paragraph (1) of this subsection unless he has been notified by some other agency
or instrumentality of the United States that, on the basis of the military or naval
service of such veteran on or after July 25, 1947, and prior to January 1, 1957, a
benefit described in clause (B) of paragraph (1) has been determined by such
agency or instrumentality to be payable by it. If he has not been so notified, the
Secretary of Health, Education, and Welfare shall then ascertain whether some
other agency or wholly owned instrumentality of the United States has decided
that a benefit deseribed in clause (B) of paragraph (1) is payable by it. If any
such agency or instrumentality has decided, or thereafter decides, that such a
benefit is payable by it, it shall so notify the Secretary of Health, Education, and
Welfare, and the Secretary shall certify no further benefits for payment or shall
recompute the amount of any further benefits payable, as may be required by
paragraph (1) of this subsection.

(3) Any agency or wholly owned instrumentality of the United States which
is authorized by any law of the United ‘States to pay benefits, or has a system of
benefits which are based, in whole or in part, on military or naval service on or
after July 25, 1947, and prior to January 1, 1957, shall, at the request of the
Secretary of Health, Education, and Welfare, certify to him, with respect to any
veteran, such information as the Secretary deems necessary to carry out his
functions under paragraph (2) of this subsection.
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(4) For the purposes of this subsection, the term “veteran” means any in-
dividual who served in the active military or naval service of the United States
at any time on or after July 25, 1947, and prior to January 1, 1957, and who, if
discharged or released therefrom, was so discharged or released under conditions
other than dishonorable after active service of ninety days or more or by reason
of a disability or injury incurred or aggravated in service in line of duty; but
such term shall not include any individual who died while in the active military
or naval service of the United States if his death was inflicted (other than by an
enemy of the United States) as lawful punishment for a military or naval offense.

(f) (1) In any case where a World War II veteran (as defined in subsection
(d) (2)) or a veterans (as defined in subsection (e) (4) has died or shall here-
after die, and his widow or child is entitled under subchapter ITI of chapter 83
of title 5, United States Code, to an annuity in the computation of which his
active military or naval service was included, clause (B) of subsection (a) (1) or
clause (B) of subsection (e) (1) shall not operate (solely by reason of such
annuity) to make such subsection inapplicable in the case of any monthly benefit
under section 202 which is based on his wages and self-employment income ; ex-
cept that no such widow or child shall be entitled under section 202 to any
monthly benefit in the computation of which such service is included by reason
of this subsection (A) unless such widow or child after December 1956 waives
his or her right to receive such annuity, or (B) for any month prior to the first
month with respect to which the Civil Service Commission certifies to the Secre-
tary of Health, Education, and Welfare that (by reason of such waiver) no fur-
ther annuity will be paid to such widow or child under such subchapter ITI on
the basis of such veteran’s military or civilian service. Any such waiver shall be
irrevocable.

(2) Whenever a widow waives her right to receive such annuity such waiver
shall constitute a waiver on her own behalf ; a wailver by a legal guardian or
guardians, or, in the absence of a legal guardian, the person (or persons) who
has the child in his care, of the child’s right to receive such annuity shall con-
stitute a waiver on behalf of such child. Such a waiver with respect to an
annuity based on a veteran’s service shall be valid only if the widow and all
children, or, if there is no widow, all the children, waive their rights to receive
annuities under subchapter 1T of chapter 83 of title 5, United States Code, based
on such veteran’s military or civilian service.

(g) (1) In September 1965, and in every fifth September thereafter up to and
including September 2010, the Secretary shall determine the amount which, if
paid in equal installments at the beginning of each fiscal year in the period
beginning—

(A) with the July 1, 1965, in the case of the first such determination, and

(B) with the July 1 following the determination in the case of all other

such determinations,

and ending with the close of June 30, 2015, would accumulate, with interest com-
pounded annually, to an amount equal to the amount needed to place each of
the Trust Funds and the Federal Hospital Insurance Trust Fund in the same
position at the close of June 30, 2015, as he estimates they would otherwise be in
at the close of that date if section 210 of this act as in effect prior to the Social
Security Act Amendments of 1950, and this section, had not been enacted. The
rate of interest to be used in determining such amount shall be the rate deter-
mined under section 201(d) for public-debt obligations which were or could have
been issued for purchase by the Trust Funds in the June preceding the September
in which such determination is made.

(2) There are authorized to be appropriated to the Trust Funds and the Federal
Hospital Insurance Trust Fund—

(A) for the fiscal year ending June 30, 1966, an amount equal to the
amount determined nnder paragraph (1) in September 1965, and

(B) for each fiscal year in the period beginning with July 1, 1966, and
ending with the close of June 30, 2015, an amount equal to the annual install-
ment for such fiscal year under the most recent determination under para-
graph (1) which precedes such fiscal year.

(3) For the fiscal year ending June 30, 2016, there is authorized to be appro-
priated to the Trust Funds and the Federal Hospital Insurance Trust Fund such
sums as the Secretary determines would place the Trust Funds and the Federal
Hospital Insurance Trust Fund in the same position in which they would have
been at the close of June 30, 2015, if section 210 of this Act as in effect prior to
the fogial Security Act Amendments of 1950, and this section, had not been
enacted.
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(4) There are authorized to be appropriated to the Trust Funds and the
Federal Hospital Insurance Trust Fund annually, as benefits under this title and
part A of title XVIII are paid after June 30, 2015, such sums as the Secretary
determines to be necessary to meet the additional costs, resulting from sub-
sections (a), (b), and (e), of such penefits (including lump-sum death payments).

Gratuitous Wage Credits for American Citizens Who Served in the Armed Forces
of Allied Couniries

(h) (1) For the purposes of this section, any individual who the Secretary
finds—

(A) served during World War II (as defined in subsection (@) (1)) in
the active military or naval service of a country which was on September 16,
1940, at war with a country with which the United States was at war during
World War 11;

(B) entered into such active service on or before December 8, 1941;

(C) was a citizen of the United States throughout such period of service
or lost his United States citizenship solely because of his entrance into such
service ;

(D) had resided in the United States for a period or periods aggregating
four years during the five-year period ending on the day of, and was domi-
ciled in the United States on the day of, such entrance into such active
service ; and

(E) (i) was discharged or released from such service under conditions
other than dishonorable after active service of ninety days or more or by
reason of a disability or injury incurred or aggravated in service in line of
duty, or (ii) died while in such service,

«hall be considered a World War II veteran (as defined in subsection (d) (2))
and such service shall be considered to have been performed in the active military
or naval service of the United States,

(2) In the case of any individual to whom paragraph (1) applies, proof of
support required under section 202(f) or (h) may be filed at any time prior to
the expiration of two years after the date of such individual’s death or the date
of the enactment of this subsection, whichever is the later.

PAYMENTS AND REPORTS BY BSTATES

SEc. 218. (e) (1) Each agreement under this section shall provide—

(A) that the State will pay to the Secretary of the Treasury, at such time
or times as the Secretary of Health, Education, and Welfare may by regula-
tions prescribe, amounts equivalent to the sum of the taxes which would be
imposed by sections 3101 and 3111 of the Internal Revenue Code of 1954 if
the services of employees covered by the agreement constituted employment
as defined in section 3121 of such Code; and

(B) that the State will comply with such regulations relating to payments
and reports as the Secretary of Health, Education, and Welfare may prescribe
to carry out the purposes of this section.

DEPOSITS IN TRUST FUND; ADJUSTMENTS

Sec. 218. (h) (1) All amounts received by the Secretary of the Treasury under
an agreement made pursuaut to this section shall be deposited in the Trust Funds
and the Federal Hospital Insurance Trust Fund in the ratio in which amounts are
appropriated to such Funds pursuant to subsection (a) (3) of section 201, sub-
section (b) (1) of such section, and subsection (a) (1) of section 1817, respectively.

(2) If more or less than the correct amount due under an agreement made pur-
suant to this section is paid with respect to any payment of remuneration, proper
adjustments with respect to the amounts due under such agreement shall be made,
without interest, in such manner and at such times as may be prescribed by regula-
tions of the Secretary of Health, Education, and Welfare.

(3) If an overpayment cannot be adjusted under paragraph (2), the amount
thereof and the time or times it is to be paid shall be certified by the Secretary
of Health, Education, and Welfare to the Managing Trustee, and the Managing
Trustee, through the Fiscal Service of the Treasury Department and prior to any
action thereon by the General Accounting Office, shall make payment in accord-
ance with such certification. The Managing Trustee shall not be held personally
liable for any payment or payments made in accordance with a certification by
the Secretary of Health, Education, and Welfare.
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FATLURE TO MAKE PAYMENTS

SEc. 218. (j) In case any State does not make, at the time or times due, the pay-
ments provided for under an agreement pursuant to this section, there shall be
added, as part of the amounts due, interest at the rate of 6 per centum per annum
from the date due until paid, and the Secretary of Health, Education, and Wel-
fare may, in his discretion deduct such amounts plus interest from any amounts
certified by him to the Secretary of the Treasury for payment to such State under
any other provision of this Act. Amounts so deducted shall be deemed to have
been paid to the State under such other provision of this Act. Amounts equal to
the amounts deducted under this subsection are hereby appropriated to the Trust
Funds in the ratio in which amounts are deposited in such Funds pursuant to
subsection (h) (1).

COSTS OF REHABILITATION SERVICES FROM TRUST FUNDS

Sec. 222, (d) (1) For the pburpose of making vocational rehabilitation services
more readily available to disabled individuals who are—

(A) entitled to disability insurance benefits under section 223, or

(B) entitled to child’s insurance benefits under section 202(d) after hav-
ing attained age 18 (and are under a disability), or

(C) entitled to widow’s insurance benefits under section 202 (e) prior to
attaining age 60, or .

(D) entitled to widower’s insurance benefits under section 202 (f) prior to
attaining age 62, to the end that savings will result to the Trust Funds as
a result of rehabilitating the maximum number of such individuals into
productive activity, there are authorized to be transferred from the Trust
Funds such sums as may be necessary to enable the Secretary to pay the
costs of vocational rehabilitation services for such individuals (including (i)
services during their waiting periods, and (ii) so much of the expenditures
for the administration of any State plan as is attributable to carrying out
this subsection) ; except that the total amount so made available pursuant
to this subsection in any fiscal year may not exceed 1 percent of the total
of the benefits under section 202(d) for children who have attained age 18
and are under a disability, the benefits under section 202 (e) for widows and
surviving divorced wives who have not attained age 60 and are under a dis-
ability, the benefits under section 202 (f) for widowers who have not attained
age 62, and the benefits under section 223, which were certified for payment
in the preceding year. The selection of individuals (including the order in
which they shall be selected) to receive such services shall be made in ac-
cordance with criteria formulated by the Secretary which are based upon the
effect the provision of such services would have upon the Trust Funds.

(2) In the case of each State which is willing to do so, such vocational reha-
hilitation services shall be furnished under a State plan for vocational rehabilita-
tion services which—

(A) has been approved under section 5 of the Vocational Rehabilitation
Act,

(B) provides that, to the extent funds provided under this subsection are
adequate for the purpose, such services will be furnished, to any individual
in the State who meets the criterin brescribed by the Secretary pursuant to
paragraph (1), with reasonable promptness and in accordance with the
order of selection determined under snch criteria, and

(C) provides that such services will be furnished to any individual with-
out regard to (i) his citizenship or place of residence, (ii) his need for
finaneial assistance except as provided in regulations of the Secretary in
the case of maintenance during rehabilitation, or (iii) any order of selection
which would otherwise he followed under the State plan pursuant to section
d(a) (4) of the Voeational Rehabilitation Act.

(3) In the case of any State which does not have a plan which meets the
requirements of paragraph (2), the Secretary may provide such services by
agreement or contract with other public or private agencies, organizations, insti-
tutions, or individuals.

(4) Payments under this subsection may be made in installments, and in
advance or by way of reimbursement, with necessary adjustments on account of
overpayments or underpayinents.

(5) Money paid from the Trust Funds under this subsection to pay the costs
of providing services to individuals who are entitled to benefits under section
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223 (including services during their waiting periods), or who are entitled to
benefits under section 202(d) on the basis of the wages and self-employment
income of such individuals shall be charged to the Federal Disability Insurance
Trust Fund, and all other money paid out from the Trust Funds under this
subsection shall be charged to the Federal Old-Age and Survivors Insurance
Trust Fund. The Secretary shall determine according to such methods and
procedures as he may deem appropriate—

(A) the total cost of the services provided under this subsection, and

(B) subject to the provisions of the preceding sentence, the amount of

such cost which should be charged to each of such Trust Funds.

(6) For the purposes of this subsection the term “yocational rehabilitation
gervices” shall have the meaning assigned to it in the Vocational Rehabilitation
Act, except that such services may be limited in type, scope, or amount in accord-
ance with regulations of the Secretary designed to achieve the purposes of this
subsection.

BENEFITS AT AGE 72 FOE CERTAIN UNINSURED INDIVIDUALS
Eligibility

Skc. 228. (a) Every individual who—

(1) has attained the age of T2,

(2) (A) attained such age before 1968, or (B) has not less than 3 quarters
of coverage, whenever acquired, for each calendar year elapsing after 1966
and before the year in which he attained such age,

(8) is a resident of the United States (as defined in subsection (e)). and
is (A) a citizen of the United States or (B) an alien lawfully admitted for
permanent residence who has resided in the United States (as defined in
section 210(i)) continuously during the 5 years immediately preceding the
month in which he files application under this section, and

(4) has filed application for benefits under this section, shall (subject
to the limitations in this section) be entitled to a benefit under this section
for each month beginning with the first month after September 1966 in which
he becomes so entitled to such penefits and ending with the month preceding
the month in which he dies. No application under this section which is filed
by an individual more than 3 months before the first month in which he
meets the requirements of paragraphs (1), (2), and (3) shall be accepted
as an application for purposes of this section.

Benefit Amount

(b) (1) Except as provided in paragraph (2), the benefit amount to which
an individual is entitled under this section for any month shall be $40.

(2) If both husband and wife are entitled (or upon application would be
entitled) to benefits under this section for any month, the amount of the husband’s
benefit for such month shall be $40 and the amount of the wife’s benefit for such
month shall be $20.

Reduction for Governmental Pension System Benefits

(e) (1) The benefit amount of any individual under this section for any month
shall be reduced (but not below zero) by the amount of any periodic benefit
under a governmental pension system for which he is eligible for such month.

(2) In the case of a husband and wife only one of whom is entitled to benefits
under this section for any month, the benefit amount, after any reduction under
paragraph (1), shall be further reduced (but not below zero) by the excess
(if any) of (A) the total amount of any periodic benefits under governmental
pension systems for which the spouse who is not entitled to benefits under this
section is eligible for such month, over (B) $20.

(3) In the case of a husband and wife both of whom are entitled to benefits
under this section for any month—

(A) the benefit amount of the wife, after any reduction under paragraph
(1), shall be further reduced (but not below zero) by the excess (if any)
of (i) the total amount of any periodic benefits under governmental pension
systems for which the husband is eligible for such month, over (ii) $40, and

(B) The benefit amount of the husband, after any reduction under para-
graph (1), shall be further reduced (but not below zero) by the excess (if



66

any) of (i) the total amount of any periodic benefits under governmental
pension systems for which the wife is eligible for such month, over (ii) $20.

(4) For purposes of this subsection, in determining whether an individual is
eligible for periodic benefits under a governmental pension system—

(A) such individual shall be deemed to have filed application for such
benefits,

(B) to the extent that entitlement depends on an application by such indi-
vidual’s spouse, such spouse shall be deemed to have filed application, and

(C) to the extent that entitlement depends on such individual or his
spouse having retired, such individual and his spouse shall be deemed to
have retired before the month for which the determination of eligibility is
being made.

(5) For purposes of this subsection, if any periodic benefit is payable on any
basis other than a calendar month, the Secretary shall allocate the amount of
such benefit to the appropriate calendar months.

(6) If, under the foregoing provisions of this section, the amount payable for
any month would be less than $1, such amount shall be reduced to zero. In the
case of a husband and wife both of whom are entitled to benefits under this
section for the month, the preceding sentence shall be applied with respect to the
aggregate amount so payable for such month.

(7) If any benefit amount computed under the foregoing provisions of this
section is not a multiple of $0.10, it shall be raised to the next higher multiple
of $0.10.

(8) Under regulations prescribed by the Secretary, benefit payments under
this section to an individual (or aggregate benefit payments under this section in
the case of a husband and wife) of less than $5 may be accumulated until they
equal or exceed $5.

Suspension for Months in Which Cash Payments Are Made Under Public
Assistance

(d) The benefit to which any individual is entitled under this section for any
month shall not be paid for such month if—

(1) such individual receives aid or assistance in the form of money pay-
ments in such month under a State plan approved under title I, X, X1V, or
XVI, or part A of title IV, or

(2) such individual’s husband or wife receives such aid or assistance in
such month, and under the State plan the needs of such individual were taken
into account in determining eligibility for (or amount of) such aid or as-
sistance,

unless the State agency administering or supervising the administration of such
plan notifies the Secretary, at such time and in such manner as may be prescribed
in accordance with regulations of the Secretary, that such payments to such
individual (or such individual's husband or wife) under such plan are being
terminated with the payment or payments made in such month.

Suspension Where Individual Is Residing Outside the United States

(e) The benefit to which any individunal is entitled under this section for any
month shall not be paid if, during such month, such individual is not a resident
of the United States. For burposes of this subsection, the term ‘United States’
means the 50 States and the District of Columbia.

Treatment as Monthly Insurance Benefits

(f) For purposes of subsections (t) and (u) of section 202, and of section 1840,
a monthly benefit under this section shall be treated as a monthly insurance
benefit payable under section 202.

Annual Reimbursement of Federal Old-Age and Survivors Insurance Trust Fund

(g) There are authorized to be appropriated to the Federal Old-Age and Sur-
vivors Insurance Trust Fund for the fiscal year ending June 30, 1969, and for each
fiscal year thereafter, such sums as the Secretary of Health, Education, and Wel-
fare deems necessary on account of—

(1) payments made under this section during the second preceding fiscal
year and all fiscal years prior thereto to individuals who, as of the beginning
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of the calendar year in which falls the month for which payment was made,
had less than 3 quarters of coverage,
(2) the additional administrative expenses resulting from the payments
described in paragraph (1), and
(3) any loss in interest to such Trust Fund resulting from such payments
.and expenses,
in order to place such Trust Fund in the same position at the end of such fiscal
year as it would have been in if such payments had not been made.

Definitions

(h) For purposes of this section—

(1) The term ‘quarter of coverage’ includes a quarter of coverage as de-
fined in section 5(1) of the Railroad Retirement Act of 1937,

(2) The term ‘governmental pension system’ means the insurance system
established by this title or any other system or fund established by the United
States, a State, any political subdivision of a State, or any wholly owned
instrumentality of any one or more of the foregoing which provides for pay-
ment of (A) pensions, (B) retirement or retired pay, or (C) annuities or
similar amounts payable on account of personal services performed by any
individunal (not including any payment under any workmen’s compensation
law or any payment by the Veterans’ Administration as compensation for
service-connected disability or death).

(3) The term ‘periodic benefit’ includes a benefit payable in a lump sum
if it is a commutation of, or a substitute for, periodic payments.

(4) The determination of whether an individual is a husband or wife for
any month shall be made under subsection (h) of section 216 without regard
to subsections (b) and (f) of section 216.

BENEFITS IN CASE OF MEMBERS OF THE UNIFORMED SERVICES

Sec. 229. (a) For purposes of determining entitlement to and the amount of
any monthly benefit for any month after December 1967, or entitlement to and
the amount of any lump-sum death payment in case of a death after such month,
payable under this title on the basis of the wages and self-employment income of
any individual, and for purposes of section 216(i) (3), such individual shall be
deemed to have been paid, in each calendar quarter occurring after 1967 in which
he was paid wages for service as a member of a uniformed service (as defined in
section 210(m)) which was included in the term “employment” as defined in sec-
tion 210(a) as a result of the provisions of section 210(1), wages (in addition to
the wages actually paid to him for such service) of—

(1) $100 if the wages actually paid to him in such quarter for such serv-
ices were $100 or less,

(2) $200 if the wages actunally paid to him in such quarter for such services
were more than $100 but not more than $200, or

(3) $300 in any other case.

(b) There are authorized to be appropriated-to the Federal Old-Age and Sur-
vivors Insurance Trust Fund, the Federal Disability Insurance Trust Fund, and
the Federal Hospital Insurance Trust Fund annually, as benefits under this title
and part A of title XVIIT are paid after December 1967, such sums as the Secre-
tary determines to be necessary to meet (1) the additional costs, resulting from
subsection (a), of such benefits (including lump-sum death payments), (2) the
additional administrative expenses resulting therefrom, and (3) any loss in inter-
est to such trust funds resulting from the payment of such amounts. Such addi-
tional costs shall be determined after any increases in such benefits arising from
the application of section 217 have been made.

ADVISORY COUNCIL ON SOCIAL SECURITY

SEc. 706. (a) During 1969 (but not before February 1, 1969) and every fourth
year thereafter (but not before February 1 of such fourth year), the Secretary
shall appoint an Advisory Council on Social Security for the purpose of reviewing
the status of the Federal Old-Age and Survivors Insurance Trust Fund, the
Federal Disability Insurance Trust Fund, the Federal Hospital Insurance Trust
Fund, and the Federal Supplementary Medical Insurance Trust Fund in relation
to the long-term commitments of the old-age, survivors, and disability insurance
program and the programs under parts A and B of title X VIII, and of reviewing



68

the scope of coverage and the adequacy of benefits under, and all other aspects
of, these programs, including their impact on the public assistance programs
under this Act.

(b) Bach such Council shall consist of a Chairman and 12 other persons,
appointed by the Secretary without regard to the provisions of title 5, United
States Code, governing appointments in the competitive service. The appointed
members shall, to the extent possible, represent organizations of employers and
employees in equal numbers, and represent self-employed persons and the public.

(¢) (1) Any Council appointed hereunder is authorized to engage such tech-
nical assistance, including actuarial services, as may be required to carry out
its functions, and the Secretary shall, in addition, make available to such
Council such secretarial, clerical, and other assistance and such actuarial and
other pertinent data brepared by the Department of Health, Education, and
Welfare as it may require to carry out such functions.

(2) Appointed members of any such Council, while serving on business of the
Council (inclusive of travel time), shall receive compensation at rates fixed by
the Secretary, but not exceeding $100 per day and, while so serving away from
their homes or regular places of business, they may be allowed travel expenses,
including per diem in lieu of subsistence, as authorized by section 5703 of title 5,
United States Code, for persons in the Government employed intermittently.

(d) Each such Council shall submit reports (including any interim reports
such Council may have issued) of its findings and recommendations to the Secre-
tary not later than January 1 of the second year after the year in which it is
appointed, and such reports and recommendations shall thereupon be transmitted
to the Congress and to the Board of Trustees of each of the Trust Funds. The
reports required by this subsection shall include—

(1) a separate report with respect to the old-age, survivors, and disability
insurance program under title I1 and of the taxes imposed under sections
1401 (a), 3101(a), and 3111(a) of the Internal Revenne Code of 1954,

(2) a separate report with respect to the hospital insurance program
under part A of title XVIII and of the taxes imposed by sections 1401 (b),
3101 (b), and 3111(b) of the Internal Revenue Code of 1954, and

(3) a separate report with respect to the supplementary medical insurance
program established by part B of title XVIII and of the financing thereof.

After the date of the transmittal to the Congress of the reports required by
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